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Chapterr 3
Thee Dutch System of Corporate Governance for Listed Firms

11

Introduction

Countriess differ rather dramatically with respect to their corporate governance systems. These
differencess in the way corporate control takes place received an increasing amount of
attentionn from academics, policy makers, investors and firms. The major concern of all these
participantss in the debates is of course whether or not these differences translate into firm
behaviorr and corporate performance as well. Such knowledge is very useful because much of
corporatee governance is a matter of institutional design and is therefore at the discretion of
companies,, investors, governments and other stakeholders of firms.
Too judge the quality of a governance system in terms of economic efficiency, one
needss to have precise information about its characteristics. Until recently, the differences in
governancee systems were referred to in terms of "bank-oriented" or "market-oriented".
However,, such a crude classification of alternative governance systems does not allow strong
inferencess about the costs and benefits of governance systems. One must exploit the full
variationn in governance systems in order to learn about its consequences. Academic
researcherss and policy makers have realized this and have started to gather precise
informationn about corporate governance around the world {see for example Becht 1997,
Charkhamm 1994 and La Porta, Lopez-de-Silanes and Shleifer 1998).
Thiss chapter adds to this research by providing a comprehensive overview of the
Dutchh system of corporate governance for firms that are listed on the local stock exchange.
Wee focus on four important aspects of corporate governance that have been identified by
academicss as major reasons for differences in the way corporate control takes place in
countries.277 The first one relates to the ownership structure of the firm. The potential for
agencyy problems between shareholders and management originates from the separation of
ownershipp from control that results from outside equity (Jensen and Meckling 1976, Shleifer
andd Vishny 1997). The ownership structure can strongly affect the degree in which these
agencyy problems might manifest themselves. Ownership by corporate insiders such as
management,, independent directors and supervisory board members directly ties the wealth of
277

See for example Garvey and Swan (1994), Shleifer and Vishny (1997), Short (1994) and Thakor (1996).
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thesee parties to the market value of equity, which might reduce the incentives to deviate from
valuee maximization. Also, concentrated ownership in the hands of other parties than corporate
insiderss provides these blockholders with an incentive to monitor and control management.
Analyzingg the ownership structure of the firm is therefore informative about the potential for
agencyy problems between managers and shareholders. We therefore assess to what degree
ownershipp and control seem to be separated in the Netherlands. We collect data on the
ownershipp structure of firms by using the disclosures made by equity holders that own at least
5%% of the shares and determine who the large shareholders are in the Netherlands, how high
theirr stakes are and how significant insider ownership is in listed firms.
Thee second aspect of corporate governance that we explicitly analyze relates to the
controll rights of shareholders. There exists a lot of variation across countries in the formal
rightsrights of equity holders to control different corporate decisions (La Porta, Lopez-de-Silanes,
Shleiferr and Vishny 1997a, 1998). This holds especially with respect to their ability to appoint
andd dismiss directors and to the degree in which the one-share-one-vote principle is violated.
Inn the Netherlands, the control rights of shareholders are generally diluted through the various
takeoverr defenses that firms have resorted to. These defense mechanisms can result in
violationss of the one-share-one-vote principle and in the dilution of the power of a vote. We
investigatee the allocation of control rights over shareholders, management and the supervisory
boardd that results from these defense mechanisms. We also discuss the implications of the socalledd 'structuurregime', henceforth referred to as the governance regime, for the allocation of
controll rights. Those firms that operate under this regime are enforced to install a supervisory
boardd and to endow this board with the formal authority over many corporate decisions.
Takenn together, the various takeover defenses and the presence of the governance regime
implyy that the formal allocation of control rights differs substantially between firms.
Thee third aspect that we focus on is the way internal control takes place through the
boardd of directors. In countries like the US and the UK, internal control is organized through a
singlee board structure. Officers and independent (i.e. non-executive) directors together form a
boardd that supervises the firm's decisions. In Germany, listed firms are characterized by a
two-tierr board structure, with separate boards for management

and

(non-executive)

supervisors.. The supervisory board there consists mainly of bankers and representatives of
employeess and large shareholders. In this chapter, we take a close look at how internal control
iss designed in the Netherlands. It turns out that practically all the listed firms have a two-tier
boardd structure. Relying on Van der Knoop (1991) and Van Manen (1999), we discuss the
compositionn of these boards and the objectives that their members claim to have while
supervisingg the firm. We then concentrate on the dynamics in the composition of the
supervisoryy board. Several authors have suggested that the supervisory boards of Dutch firms
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doo not function accurately. Van der Knoop (1991) reports that supervisory board members in
thee Netherlands are averse to conflicts and that there is a tendency to support each other. As a
result,, poorly performing supervisory board members are allowed to retain their positions and
aree even re-appointed. Boot (1994) and many others (see for example Wildenberg and
Zwetsloott 1994 and some of the contributions therein) argue that the governance regime leads
too automatic consensus during supervisory board meetings and that it prevents that individual
boardd members will be critical towards management and fellow board members. These
argumentss suggest that there will be rigidities in the composition of the board. If supervisory
boardd members are 'automatically1 allowed to stay, board turnover will be suppressed. Also,
inn a consensus driven, conflict-averse board there will be less diversity of opinion and less
dissidence.. In such an environment, the positions of supervisory board members might remain
undebated. .
Thesee conjectures about rigidities in the composition of the supervisory board are hard
too test. However, by studying supervisory board turnover, we will be able to obtain some
basicc insights concerning their relevance. By relating turnovers to corporate performance, we
cann investigate whether poor performance increases the likelihood that a member of the
supervisoryy board leaves the firm. If this is indeed the case, it seems that the positions of
supervisoryy board members become more seriously questioned after poor performance (either
byy fellow board members or by the departing members themselves) and that they are
accountablee to corporate performance. To examine this, we collect data on the changes in the
compositionn of the supervisory board and analyze whether corporate performance is
importantt for explaining these changes. We also investigate whether the presence of large
shareholderss has an effect on supervisory board turnover. Monitoring and control by
blockholderss may reduce the above-mentioned rigidities, thereby increasing board turnover.
Inn addition, we search for evidence that the presence of blockholders is correlated with the
appointmentt of new board members if performance is poor. Testing whether the presence of
blockholderss has an effect on the likelihood of changes in the composition of the board thus
providess direct evidence for the relevance of monitoring by large shareholders.
Too conclude our analysis of supervisory board turnover, we test whether turnover is
particularlyy low in companies that operate under the governance regime. If this regime leads
too more rigidity in the composition of the board, this might show up in the turnover data.
Thee fourth aspect of corporate governance that we focus on in this chapter concerns
thee role of banks in financing firms and their potential to exercise control. As we argued
earlierr in this chapter, the governance systems of countries are frequently classified as either
market-orientedd or bank-oriented. Analyzing the ties firms and banks in the Netherlands will
bee informative about the extent to which Dutch system of corporate governance is bank-
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oriented.. Since the late 1980s, the Dutch financial regulators allowed the formation of
financiall conglomerates. As a consequence, many commercial banks have expanded their
scopee and provide a whole range of financial services or have merged with insurance
companiess and investment banks. These financial conglomerates are allowed to hold
significantt equity stakes in firms, to supply bank loans and to sit on the supervisory board of
firms.. Our analysis highlights these ties between banks and listed firms in the Netherlands.
Thee structure of our survey is as follows. In the next section, we analyze the precise
naturee of the separation of ownership and control in the Netherlands as we look at ownership
concentrationn of Dutch listed firms. Section 3 addresses the dilution of shareholder control
rightsrights in the Netherlands. In Section 4, we look at the design of internal control by the board.
Thee fifth section the focuses on the ties between listed firms and

banks/financial

conglomerates.. That section will primarily concentrate on interlocking directorships and the
creditt relations between these firms because the equity investments are considered in Section
2. .

22

Ownership Structure in the Netherlands

2.11

Sample and Data Sources

Ourr initial sample consists of all the companies that were listed on the Dutch stock exchange
byy the end of 1991. From this sample, we exclude equity investment companies and
investmentt funds. This leaves us with 156 financial and non-financial companies and we
followw these firms up to 1997.28 The average asset size for our sample of firms, excluding
financiall companies, equals 2.5 billion Dutch guilders, which roughly equals USS1.2 billion.
Thee median, however, is substantially lower: .4 billion Dutch Guilders. This reflects the
presencee of some large multinationals such as Philips and Shell.
Thee ownership data for these companies are obtained from the ownership disclosures
madee to the STE, which is the agency that supervises the stock market on behalf of the
Ministerr of Finance. The way these data are disclosed requires some attention. As of February
11 of 1992, all shareholders were required to report their stakes to a regulatory agency if they
heldd at least 5% of the shares at that date. The law required persons and companies to report
"" We excluded seven companies for other reasons. Four companies are deleted from the sample because they are
characterizedd by extreme degrees of ownership concentration. Two of those companies are subsidiaries of larger
firms,, one of them was in financial distress and one of them is a very small company that has a 97% ownership
concentrationn in each year. We also delete a cooperatively owned company and a firm that does not have to
disclosee its ownership because it is officially located at the Antilles. Finally, we delete a small holding company
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theirr direct stakes as well as the stakes held indirectly through subsidiaries or companies
ownedd by the disclosing party. Hence, the disclosures reveal the ultimate ownership structure
andd they are accurate for assessing the ownership structure of Dutch firms at that date. Before
1992,, there was no disclosure requirement on the Dutch stock market.29
Furtherr disclosures were only required when the block of the shareholder crossed a
certainn barrier from below or above. These barriers are 5%, 10%, 25%, 50% and 66 2/3%. For
ownershipp changes that take place within these bands there is no disclosure requirement. This
limitationn makes the disclosures a less precise source for obtaining the ownership structure of
firmss for the years after 1992. Especially for higher levels of ownership concentration the
bandwidthss are large. Note also that as a shareholder reports that his block crosses the 5%
barrierr from above, there is no longer a disclosure requirement unless the 5% barrier is
reachedd again. Hence, we have to neglect disclosures that are made to report that the stake of
thee shareholder decreased to a level below the 5%. A shareholder that reports that his stake
wass lowered from 6% to 4% might have sold the remaining shares as well. Throughout the
remainderr of this dissertation, the large shareholders or blockholders that we refer to are those
equityholderss whose stakes are higher that 5% of the shares.
Theree is one other aspect of the disclosure law that undermines the accuracy of the
databasee after 1992. A person or company has to disclose only if its stake crosses one of the
barrierss due to actions of its own (i.e. through selling or buying shares or through acquiring or
sellingg subsidiaries or companies that hold a stake in a listed firm). Hence, if a listed company
issuess equity and the party that previously disclosed a stake does not alter the number of
sharess in its possession, it does not have to disclose the new size of its stake. This implies that
evenn if there are no disclosures reported to the regulatory agency, the stakes disclosed in the
pastt may no longer be in line with the true sizes of the blocks. Fortunately, the number of
substantiall equity issues (or buy backs of shares) is low: 18 firms changed the number of
sharess outstanding by more than 30% between 1992 and 1996, roughly equal to 11% of our
sample. .
Wee split up the blockholders in as many different categories as possible. For inside
blockholders,, we assembled four categories. The first two concern the disclosures by
individualss who are either on the management board or on the supervisory board. We label
themm as "direct disclosures" of board members. The disclosures in these two categories
understatee the blocks held by members of both boards and therefore the degree to which firms
thatt is traded infrequently and closely held (around 75%) by investment companies whose ultimate owners we
weree unable to identify.
Thesee disclosures may understate ownership concentration somewhat if shareholders that own more than 5%
off the shares of a company simply refuse to disclose. In principle, the STE can fine these blockholders if they
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aree closely held by insiders. In our opinion, the stakes of individuals who are family members
off those on the boards should be considered as insider blocks as well. If the family of a CEO
controlss a large fraction of the shares, this family can hardly be considered as an outside
shareholder.. Moreover, the disclosure law does not require persons to disclose their stakes if
thesee are held through companies over which they do not have absolute (majority) control.
Forr example, if two board members of firm X each hold 50% of the shares of an investment
companyy which in turn holds 50% of the equity of firm X, the only disclosing party is the
investmentt company. Likewise, a family that holds a stake through their investment company
andd who has a member on any of the boards, only has to disclose through their investment
company. 30 0
Too capture these closely held blocks we apply the following classification. First, we
checkk (through family name) whether a disclosing individual is a family member of any of the
directorss on one of the boards. Second, using the Dun & Bradstreet 25 000 and several
publicationss by the Dutch financial newspaper, we determine whether the investment
companyy is owned by members on the board or whether a disclosing party is an investment
companyy actually owned by family members of those on the board.31 We label these stakes as
'closelyy held through management board' and 'closely held through supervisory board'.
Givenn that some well-known cases of insider ownership by management and supervisory
boardd members can only be made visible by applying these criteria, we consider this
classificationn as a necessary one.
Forr outside blockholders, we separate disclosed blocks into seven different categories:
(1) )

Mutuall funds,

(2) )

Banks/insurancee companies,

(3) )

Pensionn funds,

(4) )

Otherr financial institutions.

(5) )

Individuals, ,

(6) )

Non-financiall companies,

(7) )

Other. .

discoverr the disclosure failure. There is little known about the severity of this problem, but we are not aware of
casess where the STE actually fined large shareholders.
Thatt is, as long as none of the family members controls this company through a majority stake.
Moree specifically, we use the Omzetcijfers and the yearly overviews of the disclosures in Het Financieele
Dagblad,Dagblad, which in many cases report the identity of the ultimate owners of the disclosing investment company.
Wee also use the Dun & Bradstreet 25 000 to check whether the disclosing company's directors are the only
employeess of the disclosing firm and whether these directors are also members (or family members) of the board
off the company in which the stake is held.
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Wee use Kompass and Dun & Bradstreet 20 000 to determine the identity of the blockholders.
Duee to the system of universal banking that exists in the Netherlands, financial intermediaries
aree generally financial conglomerates involved in commercial banking and insurance
activities,, investment banking and the provision of venture capital. A further break down of
thee 'banks/insurance companies/financial conglomerates' category is therefore not possible."
Wee do not include a separate category for disclosures made by investment companies
thatt are owned by families. The reason is that there are quite a few investment companies for
whichh we were unable to obtain accurate information about the family ties of the participants.
Hencee we classify these companies as 'other financial institutions'. The 'individuals' category
containss all disclosures by persons not classified as inside blockholder. The 'other' category
includess disclosures by the state and local government, foundations and a few blockholders
whosee identities we were unable to track.

2.22

The Ownership Structure of Dutch Firms

Tablee 1 provides descriptive statistics for the ownership structure of our sample of listed firms
inn 1992. The bottom of the table reveals that ownership is rather concentrated in the
Netherlands.. The largest three blockholders on average hold 42.0% of a firm's shares. The
mediann and mean for total ownership concentration indicate that around 50% of all shares of a
firmm are in hands of blockholders. Observe also that the average stake of the largest
shareholderr equals 28.5% and that there are only four firms without a blockholder.
Banks,, insurance companies and financial conglomerates are widely represented as
blockholders,, as can be seen from the median stake for this category. Non-financial
companiess hold on average 12.0% of the shares of other firms through blocks. The median
blockk size of non-financial companies, however, is below the 5%. Insider holdings are also
quitee significant. Direct stakes by management equal 4.4% on average and our broadest
definitionn of insider holdings, which lumps the direct and closely held stakes for both boards
together,, averages around 9.6% per firm. The median shows that more than 50% of the
companiess however do not have an inside blockholder.

322

The financial conglomerates also set up mutual funds. However, the conglomerates have to disclose the blocks
theyy hold on behalf of these funds under the name of the fund Hence, these blocks are classified as blocks held
byy mutual funds.
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Tablee 1: Ownership Concentration of Listed Firms in the Netherlands (1992).
Summaryy statistics for the total sum of disclosed blocks in percentages, classified by shareholder type. Blocks
aree only disclosed in the Netherlands if they exceed 5% of the total of shares. 'Other Financial Institutions' are
mainlyy private investment companies. 'Closely Held' relates to blocks held by the family of a board member or
byy investment companies owned by board members or their families. 'Total Insider Holdings' is constructed by
summingg all blocks of both boards. 'Other' refers to blocks held by the state or local government, foundations,
employeee participation funds and to blocks that we were unable to classify by owner type. The total number of
firmss equals 156.

Mutuall Funds
Banks,, Insurance Companies and Fin. Conglomerates
Pensionn Funds
Otherr Financial Institutions
Managementt Direct Disclosure
Closelyy Held through Management
Managementt Board Total (sum of the above)
Supervisoryy Board Direct Disclosure
Closelyy Held through Supervisory Board
Supervisoryy Board Total (sum of the above)
Totall Insider Holdings (both boards)
Individuals s
Non-financiall Companies
Other r
Largestt Block
Largestt 3 Blocks
Largestt 5 Blocks
Alll Blocks: Total Ownership Concentration

Meann
(%))
0.9 9
9.9 9
0.4 4
9.3 3

Median
(%)

Minimum Maxim(%) um(%)

00

19.4 4

6.6 6

51.7 7

00

11.4 4

00

69.2 2

4.4 4

88.2 2
77.1 1
88.2 2

2.2 2
6.6 6

1.3 3
1.7 7
2.9 9

ToT T

9.6 6
3.1 1
12.0 0
2.4 4

88.2 2
49.0 0
82.7 7
60.0 0

28.5 5
42.0 0
45.7 7
47.4 4

77.6 6
77.6 6

22.3 3
39.0 0
46.4 4
50.0 0

88.2 2
90.7 7
95.5 5
95.5 5

Tablee 2 reports the distribution of insider block ownership in terms of the number of
firmss in which insider ownership prevails. In 28 out of the 156 firms, insiders own more than
20%% of the shares through blocks. Note that although insider block ownership is one average
quitee high, there are nevertheless 119 firms without an inside blockholder. Hence. 75.0% of
thee companies do not have an inside blockholder. The high average of insider block
ownershipp is thus mainly caused by the 20 firms for which total insider block ownership
exceedss the 40%.
Tablee 3 gives an impression about the identity of the largest shareholders and the
averagee size of their stake. Companies are most often the largest shareholders. Note that Table
22 and Table 3 imply that only in 7 out of the 37 companies in which insiders hold a stake,
theyy are not the largest shareholders.
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Tablee 2: Distribution of Total Insider Block Ownership across Listed Firms in the
Netherlandss (1992).
Thee table reports the number of firms for each range of total insider ownership concentration. 'Management
Board'' and 'Supervisory Board' include the blocks held directly by individual board members as well as the
blockss held by the family of a board member or by investment companies owned by board members or their
families.. 'Total Insiders' relates to the sum of management and supervisory board block ownership.
Insiderr Ownership
Concentrationn (total in %)
0-<5 5
55 -< 20
200 - < 40
400 - < 60
600 - < 80
80-<< 100

Managementt Board

Totall Number of Firms

Supervisory Board

Total Insiders

129 9
88
66
88
44
11

142 2
44
44
11
00

119 9
99
88
12 2
77
11

156 6

156 6

156 6

SS

Tablee 3: Largest Shareholders of Listed Firms in the Netherlands (1992).
Thee table reports the stake size of the largest shareholder in percentages, categorized by owner type. 'Other
Financiall Institutions' are mainly private investment companies. "Management Board' and Supervisory Board'
includee the blocks held directly by individual board members as well as the blocks held by the family of a board
memberr or by investment companies owned by board members or their families. 'Other' relates to blocks held by
thee state or local government, foundations, employee participation funds and blocks that we were unable to
classifyy by owner type. 'None' refers to firms without a shareholder owning at least 5% of the shares.
Numberr of Firms
Mutuall Funds
Banks,, Insurance Companies and Fin.
Conglomerates s
Pensionn Funds
Otherr Financial Institutions
Managementt Board
Supervisoryy Board
Individuals s
Non-financiall Companies
Other r

33
32 2

Average Stake Size (%)
10.8 8
14.0 0

00
28 8
19 9
11 1
99
40 0
10 0

25.3 3
44.5 5
31.9 9
23.2 2
39.6 6
26.1 1

156 6

28.5 5

None e
Alll Shareholders
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Figuree 1 shows the distribution of total ownership concentration. In 17 out of the 156
companies,, blockholders hold less than 10% of the shares. The figure also reveals that
blockholderss own at least 70% of the shares in more than one fifth of the companies.
Comparedd to other Continental European countries, total ownership concentration and
thee average stake of the largest shareholder is rather moderate. Becht (1997) reports that the
meann largest stake exceeds 50% in most of the Continental European Countries. Moreover,
aroundd 90% of the firms in Germany and Belgium have a single blockholder who owns at
leastt 25% of the shares (Renneboog 1996, Franks and Mayer 1997a and Edwards and Fischer
1994).. The median stake in the Netherlands is only 22.3%, however, indicating that for more
thann 50% of the firms, the largest block is smaller than 25%. Ownership concentration in the
Netherlandss seems more in line with the UK. The average stake size of the largest shareholder
inn the UK is around 15%, while the largest five shareholders hold about 35% of the shares
(Franks,, Mayer and Renneboog 1998). This last figure is quite close to the 40% that we find
forr the Netherlands. 33
Figuree 1: Distribution of Total Ownership Concentration in the Netherlands (1992).
Thee horizontal axis refers to different ranges for total ownership concentration (in %). The total number of firms
equalss 156.
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Thesee figures for the UK are inflated somewhat with respect to the numbers that we present for the
Netherlandss because the disclosure threshold is 3% in the UK (Franks, Mayer and Renneboog 1998).

THEE DUTCH SYSTEM OF CORPORATE GOVERNANCE FOR LISTED FIRMS

33

65 5

Shareholder Control Rights in the Netherlands

Inn principle, the shareholder meeting has the right (i) to decide on the annual accounts of the
company,, (ii) to appoint and dismiss of management, <iii) to appoint at most 2/3 of the
memberss of its supervisory board, (iv) to dismiss supervisory board members that the
shareholderr meeting previously appointed and (v) to decide on changes in the corporate
charter.344 However, these rights can be diluted in different ways in the Netherlands. Most
companiess defend themselves against hostile takeovers through various defense mechanisms
thatt are incorporated in their charters. These takeover defenses not only prevent that outsiders
cann obtain control over the firm but also reduce the control rights of shareholders under
regularr circumstances.
Inn addition to these takeover defenses, many of the companies in our sample are
legallyy forced to install a special governance regime (in Dutch 'structuurregime') or have
voluntarilyy chosen to adopt this regime. As we already argued in the introduction of this
chapter,, the governance regime shifts most of the control rights from the shareholder meeting
too a supervisory board that these firms are required to install. We will briefly discuss the
precisee nature of all these mechanisms. In the next subsection, we address the arrangements
thatt break down the one-share-one-vote principle. In Section 3.2, we discuss how the control
rightss of shareholders are diluted through a reduction of the power of a vote. The mechanisms
thatt we discuss there do not violate the one-share-one-vote principle but simply reduce the
formall authority of the shareholder meeting. In Section 3.3, we will show that these
mechanismss create a degree of heterogeneity across firms in the way control rights are
allocatedd over shareholders, management and supervisory board members. Section 3.4 will
examinee whether the dilution of shareholder control rights and the ownership structure of the
firmfirm are related to each other. If concentrated ownership serves as a substitute for takeover
defenses,, we expect to find a negative correspondence between the two. "

3.11

One-share-one-vote Violations

Underr a violation of one-share-one-vote, the relative amount of the votes that an equity holder
hass differs from the relative equity contribution that the shareholder has provided. In other
words,, the fraction of the votes that the shareholder owns is disproportionate to the fraction of
344

Frijns, Mensonides and Scheurs (1995).
The data that we use in this section are obtained from the list of takeovers defenses reported in the Dutch
publicationn "Beschermingscontructies " ('Takeover Defenses'), several authors, Vennootschaps- en
rechtspersonenrechtrechtspersonenrecht deel 34, Kluwer Deventer, the Netherlands, 1990, which are then updated using the ann
reportss of the companies.
355
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thee capital that the equity holder has supplied. There are basically three ways in which Dutch
companiess violate this principle. Each of these directly limits the number of votes that the
equityy holder has and mainly serves as a defense mechanism against takeovers. The first one
concernss the use of certificates of shares. The company registers the ordinary shares at an
administrationn office (hereafter referred to as the voting trust), which then issues non-voting
certificatess that are traded on the Dutch stock market. The votes thus reside with the trust,
whosee board members will vote on the shareholder meeting. The shareholders, or more
precisely:: the holders of the certificates, have no voting rights. The stock exchange requires
thatt a majority of the board members of these trusts are independent, which is defined as
neitherr a member of the management or supervisory board nor a family member thereof.
Althoughh some argue that the boards of the voting trusts sometimes require management to
consultt them for major decisions, the general perception is that these voting trusts are
effectivelyy controlled by corporate insiders (i.e. the members of the management and
supervisoryy board). ' In the remainder of this dissertation, we will refer to the voting trust as
ann administration office that is controlled by the firm/corporate insiders.
Thee second way in which the one-share-one-vote principle is violated in the
Netherlandss relates to the use of preferred stock. This works similar to the voting trust
constructionn that we just reported. The preferred shares are first issued to foundations that are
controlledd by the firm. These then issue non-voting certificates.37 There are usually tax
motivationss behind the use of these preferred shares and the foundations serve to avoid that
thee holders of these shares can vote on the shareholder meeting. The third way in which the
one-share-one-votee principle is violated in the Netherlands is through voting caps. Some
companiess directly limit the maximum amount of votes that a single shareholder can have. In
general,, these caps limit the number of votes per shareholder to 1% or 5% of the total
numberss of votes that the firm has issued.
Thee consequence of each of these mechanisms is that the concentration of votes can
differr from the concentration of equity. Because the disclosure law also applies for blocks of
votes,, we can use the disclosures to determine whether the shares of a blockholder also carry
votes.. Table 4 reports the disclosed blocks of votes for 1992, neglecting the disclosures made
byy the voting trusts of the company.

Seee the contribution of Voogd in "Beschermingsconstructies', several authors, W-nnootschaps- en
rechtspersonenrechtrechtspersonenrecht deel 34, Kluwer Deventer, the Netherlands. 1990.
For those who are well informed about takeover defenses in the Netherlands, we are not referring to the right
too issue preferred shares at steep discounts.
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Tablee 4: Voting Rights Held by Block Holders of Listed Companies in the Netherlands
(1992). .
Summaryy statistics for the total sum of disclosed blocks of voting rights in percentages, classified by shareholder
type.. Blocks are only disclosed in the Netherlands if they exceed 5% of the total of voting rights. Voting rights
heldd by voting trusts that issue depository receipts after separating cash flow rights from voting rights are
excluded.. 'Other Financial Institutions' are mainly private investment companies. 'Closely Held' relates to
blockss held by the family of a board member or by investment companies owned by board members or their
families.. 'Total Insider Holdings' is constructed by summing all blocks of both boards. 'Other' refers to blocks
heldd by the state or local government, foundations, employee participation funds and to blocks that we were
unablee to classify by owner type. The total number of firms equals 156.

Mutuall Funds
Banks,, Insurance Companies and Fin. Conglomerates
Pensionn Funds
Otherr Financial Institutions
Managementt Direct Disclosure
Closelyy Held through Management
Managementt Board Total (sum of the above)
Supervisoryy Board Direct Disclosure
Closelyy Held through Supervisory Board
Supervisoryy Board Total (sum of the above)
Totall Insider Holdings (both Boards)
Individuals s
Non-financiall Companies
Other r
Largest t
Largestt 3
Largestt 5
Alll Blocks: Total Voting Rights Concentration

Mean n Median n Minimum mMaxim-(%) ) umm (%)
(%) )
(%) )
0.7 7
19.4 4
00
00
44.1 1
00
00
6.1 1
0.2 2
11.4 4
00
00
00
7.5 5
69.2 2
00
4.0 0
88.2 2
00
00
1.9 9
77.1 1
00
00
00
5.9 9
88.2 2
00
0.9 9
50.1 1
00
00
00
00
1.3 3
77.6 6
00
00
2.3 3
77.6 6
8.1 1
88.2 2
00
00
2.7 7
00
49.0 0
00
10.4 4
82.7 7
00
00
00
2.2 2
60.0 0
00
25.4 4
34.7 7
36.8 8
37.8 8

18.2 2
32.9 9
38.6 6
40.1 1

00
00
00
00

88.2 2
89.4 4
95.5 5
95.5 5

Contrastingg this table with Table 1 shows that the concentration of voting rights is
muchh lower than the concentration of cash flow rights. In general, total voting rights
concentrationn for shareholders is about 20% (or 10 percentage points) lower than cash flow
rightsrights concentration. Especially the fraction of votes held by banks/insurance companies
sufferss from the separation of voting rights and cash flow rights. Interestingly, the fraction of
votess under control of management and companies is less affected by violations of the oneshare-one-votee principle. There are probably control-type motivations behind the low degree
off separation of voting rights and cash flow rights for these categories.
Too give an impression about the fraction of votes controlled by the firm, we added the
numberr of votes under control of the voting trust to the fraction of votes held by management
boardd and supervisory board members. Figure 2 presents the distribution across firms. In 60
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off the 156 companies, the firm controls at least 50% of the votes. Almost 50% of the firms
holdd more than one third of the votes.
Thee total percentage of votes under control of the firm is not necessarily indicative for
excessivee control over votes by the firm. Part of the votes that the firm controls may be due to
insiderr ownership of voting equity. Moreover, in some firms the voting trusts also control the
votess of the blocks held by management and supervisory board members. Both these practices
doo not directly lead to a violation of the one-share-one-vote principle because they are
associatedd with proportional equity contributions of corporate insiders. One can therefore best
treatt such cases as regular control of votes by the firm.
Ass a more precise indicator for the excessive control of votes that results from
violationss of the one-share-one-vote principle, we calculated the fraction of shares held by
outsiderss from which the voting rights were stripped. This number can be obtained by taking
thee fraction of votes under control of the firm and by subtracting the equity contribution of
insiderss through blocks from it. We refer to this measure of voting rights entrenchment as the
votingg rights held by the firm in excess of the equity contribution of board members. Figure 3
displayss the distribution of this measure across the firms in our sample. The figure is
constructedd using our broadest definition of insider ownership and reveals that around 45% of
thee firms hold voting rights in excess of the equity contribution of insiders. The average
acrosss all the firms is almost 30% in 1992. Together with the few firms that have voting caps,
thiss implies that in around 50% of the firms, the one-share-one-vote principle is violated
becausee of the three arrangements that we discussed above.
Theree is one more takeover defense that potentially violates the one-share-one-vote
principlee in the Netherlands. This concerns the right to issue preferred voting stock at steep
discountss to foundations that are controlled by the firm. If a hostile takeover threatens to take
place,, the firm can use this right to issue shares and to obtain control over votes. Such
takeoverss are hardly attempted in the Netherlands so that in general the threat of a hostile
takeoverr does not act as a disciplinary device for Dutch firms. At the same time, the option to
issuee preferred shares leaves the allocation of control rights unaffected unless they are issued,
i.e.. unless a hostile takeover is attempted. Taken together, these observations imply that the
rightright to issue preferred shares has no effect on corporate decisions or on the allocation of
controll rights. We therefore neglect this defense mechanism in our analysis.38

Off course, if the option to issue preferred shares is exercised (or if the company uses them to finance the firm),
thiss will have consequences for the allocation of votes over shareholders. These shareholders will have to
disclosee their holdings and they will be included in our analysis.
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Figuree 2: Voting Rights under Control of the Firm in the Netherlands (1992).
Thee total percentage of voting rights under control of the firm is reported on the horizontal axis. The firm can
holdd votes through block ownership by members of the management and supervisory board or through voting
trustss set up by the firm. These voting trusts hold the original shares of a company, separate the voting rights and
cashh flow rights, and issue depository receipts against the cash flow rights. Block ownership by board members
includess the blocks held directly by individual board members as well as the blocks held by the family of a board
memberr or by investment companies owned by board members or their families. The total number of firms
equalss 156.
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Figuree 3: Voting Rights Held by the Firm in Excess of the Equity Contribution of Board
Memberss in the Netherlands (1992).
Votingg rights in excess of the equity contribution of board member ownership is reported in percentages on the
horizontall axis. It is calculated as the total fraction of the votes under control of the firm (see Figure 2) minus the
cashh flow rights of insiders held through blocks. The firm can hold votes through blocks of members of the
managementt and supervisory board or through voting trusts set up by the firm. These voting trusts hold the
originall shares of a company, separate the voting rights and cash flow rights, and issue depository receipts
againstt the cash flow rights. Block ownership by board members includes blocks held directly by individual
boardboard members as well as the blocks held by the family of a board member or by investment companies owned
byy board members or their families. The total number of firms equals 156.
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Dilution of the Power of a Vote

Besidess the mechanisms that place voting power in the hands of those in control without
equivalentt capital participation, there are several institutional arrangements in the Netherlands
thatt potentially reduce the voting power of the shareholder meeting. A major source for the
dilutionn of voting rights stems from a special law that tilts the formal authority over major
decisionss towards the supervisory board. This so-called governance law ('structuurregeling')
becamee effective in 1971 and required certain companies to install supervisory boards with
largee powers. Roughly speaking, the law applies to companies with more than 100 employees
whosee book value of equity higher than, at about, 12 million US dollars. There are several
exceptionss to these two criteria. The most notable one exempts companies with more than
50%% of their personnel working outside the Netherlands. Listed firms can also decide to adopt
thee governance regime voluntarily.
Thee governance regime requires companies to install a supervisory board. Most of the
controll rights of the shareholder meeting are then transferred to this board. Under the
governancee regime, the shareholder meeting only has the right
1)) to put forward a candidate for the supervisory board,
2)) to object against supervisory board members nominated by the supervisory board,
3)) to approve the candidates nominated for and by the supervisory board,
4)) to approve the annual accounts and
5)) to start a procedure for firing a member of the supervisory board.39
Hence,, the supervisory board completely controls the composition of the management board.
Thee supervisory board also appoints its own members and shareholders can only object to a
candidate.. If they do so, an independent legal counsel will judge whether or not the objection
iss reasonable.

Discharging a supervisory board member is only possible after legally

establishingg that the board member is malfunctioning. The governance regime thus largely
insulatess both boards from shareholder control. In addition, major corporate decisions such as
mergerss and acquisitions have to be approved by the supervisory board. The transfer of
controll rights under the governance regime therefore implies that the formal authority of the
supervisoryy boards of these firms is large. In 1992, 93 of the 156 companies in our sample
obligatoryy or voluntarily operated under the governance regime. We have no information
aboutt the number of firms that adopt the regime voluntarily.
399

See Voogd (1988).
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Theree exist two other sources for the dilution of the power of a vote. These are the use
off golden shares and the use clauses that allow binding nominations for board members. The
holderss of golden shares are mostly the members of the management or supervisory board.
Thesee shares typically give the holders the exclusive the right to make a binding nomination
forr new members of both boards. The nomination consists of two persons for each position.
Fromm these two candidates, the general shareholder meeting is forced to elect one as a board
member.. Besides these rights concerning the appointment of board members, golden shares
cann also carry special control rights, for example the right to block or decide about equity
issues,, dividend payments and changes in the corporate charter. Some firms separately
incorporatee binding nominations in their charters. These are then not accompanied by golden
shares.. In these companies, the right to nominate a candidate for one of the two boards is
generallyy allocated to the supervisory board.
Thee use of golden shares and binding nominations reduce the formal control rights
lesss drastically than the restrictions imposed by the governance regime. Golden shares can
oftenn be withdrawn through a supermajority at the shareholder meeting and frequently leave
majorr decisions such as mergers and acquisition under the formal authority of the shareholder
meetingg (Voogd 1989). Also, in firms that operate under the governance regime, golden
sharess and binding nominations become innocuous. Hence, the presence of golden shares and
bindingg nomination clauses is only relevant in firms that do not operate under the governance
regimee (Voogd 1989). In 1992, 37 of these 63 companies had golden shares outstanding. Of
thee other 26 firms, 13 companies had a binding nomination clause in their charter.

3.33

The Different Control Right Allocations of Dutch Firms

Thee widespread use of these various mechanisms through which the control rights of
shareholderss are diluted implies that there exist substantial differences in the formal control
rightsrights of shareholders, management and supervisory board members across firms. As we just
argued,, the presence of golden shares or binding nominations tend to have less implications
forr the (formal) control rights of shareholders than the governance regime. The shareholder
meetingg still has the formal authority to vote on issues that are not fully controlled through
thesee two arrangements. Under the governance regime, almost all the decision rights are
transferredd from the shareholder meeting to a (non-executive) supervisory board.
Shareholderss then basically only have the right to formally approve the annual accounts and
Thee objections of shareholders should be based on either procedural errors in the appointment process,
incapabilityy of the candidate, or an inappropriate composition of the board if the candidate is appointed (Voogd
1988). .
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too start a legal procedure to object to the current composition of supervisory board. Similarly,
goldenn shares and nomination clauses have less severe consequences for the control rights of
shareholderss than the use of voting trusts. In the latter case, shareholders completely loose
theirr formal control rights.
Inn turn, the governance regime and the use of certificates of shares may have quite
differentt implications from a corporate control perspective. The governance regime shifts the
formall control rights towards the supervisory board. When the firm strips the votes from the
shares,, these votes are kept in custody at a voting trust whose chief officers will vote during
thee shareholder meetings. Control is thus not formally shifted to the supervisory board. By
virtuee of the different nature of these two mechanisms, we should treat them separately in our
analyses. .
Tablee 5 gives an overview of the dilution of shareholder control rights in Dutch firms.
Thee table shows that firms that do not operate under the governance regime do not rely
heavilyy on the use of voting trusts to obtain the votes of outside shareholders. Nevertheless, in
322 of the 63 companies, control over votes by the firm exceeds 33%. This suggests that
insiderr ownership is relatively high in these companies. In the next section, we will take a
closerr look at this. The table also reveals that firms that have golden shares (and that do not
operatee under the governance regime) do not extensively use of voting trusts either.
Notee that there are only 15 firms without the governance regime installed that do not
usee either golden shares or control more than 50% of the votes. Also, 11 of the 13 firms that
doo not operate under the governance regime and that do not have golden shares or binding
nominationn clauses control more than 33% of the vote. In only 5 of these firms, such control
overr votes if the direct result of the use of voting trusts, suggesting that insider ownership is
highh in these firms. Overall, the table indicates that in only 8 of the 156 firms, the control
rightsrights of shareholders are not diluted through the governance regime, golden shares and
bindingg nominations or excessive control over votes through trusts.
Ass a final remark, we wish to stress that shareholder control need not be absent
becausee of the formal dilution of their control rights. It is frequently argued that shareholder
influencee is limited in the Netherlands as a direct result of these arrangements. Shareholders
mayy still have some effective control over companies, however, through less formal channels.
Upp to date, there has been little work on this issue. In Chapter 4 and 5, we will provide some
analysess that explicitly examine this.
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Tablee 5: Dilution of Shareholder Control Rights for Listed Firms in the Netherlands
(1992). .
Dilutionn of shareholder control takes place through the existence of the governance regime (in Dutch
'structuurregime'),, the use of golden shares, binding nomination clauses and the separation of cash flow rights
andd voting rights. 'Total Voting Rights' includes the votes held through blocks of members of the management
andd supervisory board and the votes held through voting trusts set up by the firm. These voting trusts hold the
originall shares of a company, separate the voting rights and cash flow rights, and issue depository receipts
againstt the cash flow rights. 'Excess Voting Rights' is calculated as the total fraction of the votes under control
off the firm minus the cash flow rights of insiders held through block holdings. Board member block holding
includess blocks held directly by individual board members as well as the blocks held by the family of a board
memberr or by investment companies owned by board members or their families.

Number r
off Firms
Sample:: All Firms
Governancee Regime
Noo Governance Regime
Totall

%

Voting gR ïghtss
R
Held bytheFi rm
i m
Excesss VotingRights s Totall Voting Rights
%>333 (%) >500 (%) >> 33 (%) >50 (%)

93 3
63 3
156

59.6 6
40.4 4
100 0

42 2
16 6
58 8

35 5
12 2
47 7

43 3
32 2
79 9

37 7
23 3
60 0

Sample:: Firms without Governance Regime
37 7
Goldenn Shares
Noo Golden Shares
26 6
63 3
Total l

58.7 7
41.3 3
100 0

99
77
16 6

77
55
12 2

18 8
14 4
32 2

12 2
11 1
23 3

11
44
55

33
11 1
14 4

33
99
12 2

Sample:: Firms without Governance Regimee and without Golden Shares
Bindingg Nominations
13 3
50.0 0
22
Noo Binding Nominations
13 3
50.0 0
55
Total l
26 6
100 0
77

3.44

Ownership Structure and the Dilution of Shareholder Control Rights

Theree are several reasons why there may be a relation between the ownership structure of a
firmm and the degree in which shareholder control rights are diluted. First of all, ownership
concentrationn may serve as a substitute for takeover defenses. If a majority of the shares are
heldd by blockholders who are kindred to corporate insiders, there is no need to limit the
possibilityy that outsiders can gain control of the company through the corporate charter. This
argumentt suggests that the ownership structure of the firm will be negative correlated with the
dilutionn of shareholder control rights. Firms with large shareholders, high insider ownership
orr high ownership concentration will then rely less frequently on the diluting the rights of
shareholders. .
Alternatively,, concentrated ownership might help shareholders to restrict management
inn adopting these takeover defenses. This conjecture also predicts a negative correlation
betweenn ownership concentration and the dilution of shareholder control rights. Although the
empiricall relation would look quite similar, it is of a different nature than the one presented
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abovee because it suggests a more hostile attitude of shareholders towards corporate insiders
(i.e.. management and supervisory board members).
Theree exists yet another line of reasoning that suggests that ownership structure and
thee dilution of shareholder control rights are related. Assume that shareholder control rights
aree important for a blockholder to exercise. Blockholders who wish to actively monitor and
controll the firms that they invest in may then decide to stay away from those firms where
controll rights are diluted the most. According to this view, there might be a negative relation
betweenn the dilution of shareholder control rights and ownership concentration. However,
evenn a positive relation can be reconciled with this view. By building up higher stakes in
companiess where shareholder control rights are impaired, investors might leverage up their
abilityy to exercise control. Shleifer and Vishny (1997) argue that this is probably the reason
whyy in countries where shareholder control rights are diluted, ownership is more
concentrated. .
Thesee observations suggest that a negative relation between dilution and ownership
concentrationn is consistent with three different conjectures. A thorough analysis for the
validityy of these conjectures is beyond the scope of this paper. For now, we just keep these
variouss scenarios in mind as we solely focus on the sign of the relation.
Tablee 6 shows the ownership structure of firms with and without the governance
regime.. Because the governance regime is mainly adopted involuntarily (see Chirinko, Van
Ees,, Garretsen and Sterken 1999), we expect that only the last two conjectures about the
possiblee relation between ownership structure and the dilution of control rights are relevant.
Thee table shows that insider ownership is significantly lower in firms with the governance
regimee installed. This is not very surprising given that insider ownership probably decreases
withh firm size and that the governance regime is legally installed in large firms. At first sight,
thee average firm size seems larger for companies with the governance regime. This is mainly
due,, however, to the presence of a few large multinationals in our samples. These companies
aree not required to install the governance regime because most of their sales take place
abroad. .
Companyy ownership is also higher in firms without the governance regime. This is
alsoo not surprising because a firm that is (majority) owned by another company is often also
exemptedd from the governance regime. The higher concentration of inside ownership and
corporatee ownership in firms without the governance regime is also reflected in the average
stakee size of the largest shareholder and in the higher total ownership concentration for this
groupp of firms.

411

This view is adopted by Kabir, Cantrijn and Jeunink (1997).
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Tablee 6: Ownership Concentration of Firms with and without the Governance Regime
(1992). .
Averagee ownership concentration (in percentages) is calculated by using all the blocks that are disclosed by
differentt types of shareholders. Blocks are only disclosed in the Netherlands if they exceed 5% of total shares.
'Otherr Financial Institutions' are mainly private investment companies. 'Insiders' relates to the total of blocks
disclosedd by members of the supervisory and management board. Board member block holding includes blocks
heldd directly by individual board members as well as the blocks held by the family of a board member or by
investmentt companies owned by board members or their families. 'Other' refers to blocks held by the state or
locall government, foundations, employee participation funds and to blocks we were unable to classify by owner
type.. 'Average Size of Assets' is calculated after excluding banks, insurance companies and financial
conglomerates.. One Dutch guilder roughly equals SO.5.

Mutuall Funds
Bankss and Insurance Companies
Pensionn Funds
Otherr Financial Institutions
Insiders s
Individuals s
Non-financiall Companies
Other r
Largestt Shareholder
Totall Ownership Concentration

Governancee Regime
Sample ::e Yes Sample:: No
0.8 8
1.1 1
7.5 5
11.5 5
0.1 1
0.7 7
11.4 4
6.2 2
3.4 4
18.8 8
2.6 6
3.8 8
9.7 7
15.3 3
3.6 6
0.5 5
24.1 1
43.0 0

35.1 1
53.8 8

Totall Number of Firms

93 3

63 3

Averagee Size of Assets (Billions of Dutch Guilders)

1.2 2

3.4 4

Tablee 7 displays the ownership structure of firms without the governance regime,
wheree we split up the sample in firms with and without golden shares. Ownership
concentrationn is higher in firms without golden shares while insider ownership is at about
equall in both groups of firms. The ownership of non-financial companies is higher in firms
withoutt the golden shares.
Tablee 8 compares the ownership structure of firms that hold more than 50% of the
votess through stripping them from the shares held by outside shareholders (i.e. shareholders
otherr than board members) with that of the other firms. The average stake of the largest
shareholderr is twice as large in the latter group of firms, while total ownership concentration
iss nearly that.
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Tablee 7: Ownership Concentration of Firms without Governance Regime, with and
withoutt Golden Shares (1992).
Thee sample only consists of firms without the governance regime. See Table 6 for further information on the
methodologyy and variables.
Sample:: No Governance Regime

Goldenn Shares
Sample:: Yes
Sample: No
1.4 4
0.7 7
6.5 5
8.9 9
1.0 0
0.3 3
6.7 7
5.7 7
18.0 0
19.9 9
2.6 6
5.5 5
10.9 9
21.6 6
0.5 5
0.5 5

Mutuall Funds
Bankss and Insurance Companies
Pensionn Funds
Otherr Financial Institutions
Insiders s
Individuals s
Non-financiall Companies
Other r
Largestt Shareholder
Totall Ownership Concentration
Totall Number of Firms

31.7 7
46.6 6

39.8 8
64.2 2

37 7

26 6

Averagee Size of Assets (Billions of Dutch Guilders)

.97 7

Tablee 8: Ownership Concentration and the Excessive Control of Voting Rights by the
Firmm (1992).
'Excesss Voting Rights' is calculated as the total fraction of the votes under control of the firm minus the cash
floww rights of insiders held through block holdings. Board member block holding includes blocks held directly
byy individual board members as well as the blocks held by the family of a board member or by investment
companiess owned by board members or their families. See Table 6 for further information on the methodology
andd variables.

Mutuall Funds
Bankss and Insurance Companies
Pensionn Funds
Otherr Financial Institutions
Insiders s
Individuals s
Non-financiall Companies
Other r

Excesss Voting Rights Insiders > 50%
Sample:: Yes
Sample: No
1.1 1
0.6 6
12.4 4
8.8 8
0.2 2
0.6 6
10.2 2
7.1 1
12.2 2
3.5 5
3.6 6
l.S S
14.7 7
5.5 5
2.5 5
2.0 0

Largestt Shareholder
Totall Ownership Concentration

16.1 1
33.4 4

33.8 8
53.4 4

47

109

Totall Number of Firms
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Wee next look at the ownership structure of firms with the lowest degree of dilution.
Wee selected the firms from our sample that satisfied all of the following criteria:
noo governance regime
noo golden shares
thee firm does not control a majority of he votes as a direct result of stripping the
votingg rights from the shares of outside shareholders.
Thesee criteria are the same ones that we used to split up our sample when constructing Table
66 to 8. There are 21 firms that satisfy these criteria and we report the ownership structure of
thiss group in Table 9. Insider ownership and ownership by non-financial companies tends to
bee high. The average stake of the largest shareholder is 46%, and in 8 out of the 21 firms there
iss a single majority shareholder. Total ownership concentration averages to 72.1%.
Ourr analysis reveals that total ownership concentration and the stake size of the largest
shareholderr are inversely related with the dilution of shareholder control rights.42 However,
wee are unable to judge the extent to which this inverse relation is the result of dominant
shareholderss being able to prevent dilution. Perhaps the negative relation simply arises
becausee under concentrated ownership, a dilution is not necessary to assure that control
remainss in the same hands.

44

Design of Internal Control by the Board

Underr the governance regime, firms are required to have supervisory boards. Other firms are
freee in choosing whether or not they have a supervisory board. Usually they also adopt a twotierr board structure. There are three companies in our sample that have slightly different
structures.. Two companies do not have a supervisory board, but have "Advisory Boards".
Onee of these companies is Unilever, which is a Dutch-British multinational. In the remainder
off this dissertation we will suppress this distinction and simply treat these advisory boards as
supervisoryy boards.4 There is only one company where the members of the management
boardd also serve on the supervisory board. This creates a mix between a one-tier board
structuree and a two-tier board structure.

Kabirr et al (1997) and De Jong and Moerland f 1999) also find a negative relation using somewhat different
approaches. .
Thee other Dutch-British firm, which is Shell, has a separate supervisory board for the Dutch branch that is
listedd in the Netherlands.
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Tablee 9: Ownership Concentration for Firms with Lowest Degree of Dilution of
Shareholderr Control Rights (1992).
Samplee consists of firms without governance regime or golden shares and where violation of the one-share-onevotee principle (if present) does not guarantee a majority of the votes in hands of the firm Average ownership
concentrationn (in percentages) is calculated by using all the blocks that are disclosed by different types of
shareholders.. See Table 6 for further information on the methodology and variables.
Concentration n

(%) )
Mutuall Funds
Bankss and Insurance Companies
Pensionn Funds
Otherr Financial Institutions
Insiders s
Individuals s
Non-financiall Companies
Other r

0.8 8
8.52 2
0.0 0
7.67 7
23.9 9
6.6 6
244 4
0.3 3

Largestt Shareholder
Totall Ownership Concentration

46.0 0
72.1 1

Numberr of Firms

21 1

Numberr of Firms with Single Majority Shareholder

8

Averagee Size of Assets (Billions of Dutch Guilders)

1.1

Ass we already remarked in the previous section, the governance regime allocates a lot
off authority to the supervisory board. In firms that are not subjected to the governance regime,
muchh of the formal power (in principal) resides with the shareholder meeting. In those firms,
thee supervisory board usually formulates an advice for the shareholder meeting concerning
thee appointment of new management or supervisory board members and about the annual
accountss of the firm. The formal authority of the supervisory board is then generally limited
too the approval of major decisions (such as mergers, equity issues, and divestitures), but this
onlyy holds if the corporate charter indeed explicitly allocates this authority to the supervisory
board.. Hence, unless golden shares/binding nominations shift some control rights to the
supervisoryy board, the board has little formal control over corporate decisions in firms that do
notnot operate under the governance regime.
Vann der Knoop (1991) reports that the supervisory board typically meets five to six
timess a year. His interviews with supervisory board members reveal that these directors are
thenn very keen on remaining on good terms with management. Under regular performance,
theyy claim to remain passive. Even for major decisions they tend to function as advisors and
generallyy ratify managerial proposals. However, if corporate performance is poor, they
becomee active and start influencing corporate policy.
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Iff the firm operates under the governance regimes, the formal task of the supervisory
boardd is to safeguard the long-term perspectives of the company, i.e. to secure the continuity
off the firm. The governance regime explicitly dictates that the supervisory board should
safeguardd the interests of all the stakeholders. A survey that is reported by Van Manen (1999)
indicatess that in supervisory board members in general agree with this task. They explicitly
statee that they monitor the firm on behalf of all the stakeholders, including creditors, workers
andd suppliers. A large majority of the board members claims that they do not consider
themselvess as monitors on behalf of the shareholders. They argue that their primary objective
iss to ensure long-term continuity of the firm, whereby they concentrate on the profitability of
thee firm.
Underr the governance regime, the employee council has the right to block the
appointmentt of a proposed candidate for the supervisory board. However, they do not have
thee right to appoint members themselves. Van der Knoop (1991) has looked at the
compositionn of the supervisory boards of listed firms in the year 1984. He reports that around
8%% of the supervisory board members were representatives of employees. 23% of the board
memberss were (representatives of large) shareholders. Officers of financial institutions
accountedd for 12% of the seats while 31% was held by officers of non-financial companies.
Thee remaining 26% mainly consisted of retired executives of the firm, lawyers, academicians
andd politicians.
Itt is often claimed that the supervisory board does not function very well in the
Netherlandss under regular firm performance. The general view is that management effectively
controlss the composition of this board and that supervisory board members are not very
criticall towards each other. This leads to automatic consensus within the board. Van der
Knoopp (1991) reports that supervisory board members tend to agree with these observations
themselves.. In particular, they argue that poorly functioning colleagues are allowed to stay on
thee board and even get re-appointed if their term expires. Especially the governance regime
hass been accused for creating such rigidities (see for example Boot 1994). In the next
subsection,, we will concentrate on the dynamics in the composition of the supervisory board
turnover.. By studying departures (and appointments) of supervisory board members, we will
bee able to provide some more insights in the functioning of the supervisory board in the
Netherlands. .

4.11

Supervisory Board Turnover in the Netherlands

Inn this section we collect and analyze data on changes in the composition of the board. We
willl link these to the performance of the company as well as to the ownership structure of the
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firm.. In addition, we will examine whether the allocation of control rights is correlated with
thee dynamics in the composition of the supervisory board.
Byy relating supervisory board turnover to corporate performance, we can reveal
whetherr supervisory board members leave the firm after poor performance. If the task of
supervisoryy board members goes beyond mechanically monitoring management, we expect
thatt poor performance will increase the likelihood of observing board turnover. This relation
onlyy exists, of course, if there are forces at work that induce this turnover. Hence, relating
supervisoryy board turnover to corporate performance is both informative about the raison
d'etree of the supervisory board and about the accountability of the board members. Also, if
poorr performance leads to higher supervisory board turnover, this suggests that the board
respondss and does not remain inactive.
Byy investigating the relation between ownership structure and supervisory board
turnover,, we hope to uncover which types of blockholders tend to influence the composition
off the supervisory board. There are various ways in which this may show up in the board
turnoverr data. If blockholders control the supervisory board, they will replace board members
whoo they consider to be incapable. Hence, block ownership may be related board turnover.
Wee expect that this will especially hold when performance is poor. Likewise, blockholders
mayy add a representative to the supervisory board if corporate performance is poor.
Thee representation of large shareholders on the board may also reduce supervisory
boardd turnover, however. If blockholders appoint members for the long-term, their interests
aree safeguarded and there is no need to change the composition of the board. In that case, we
mightt find a negative relation between the stake size of shareholders and supervisory board
turnover. .
Inn the last part of this subsection we will analyze whether the control rights allocations
off firms affect supervisory board dynamics. It will be especially interesting to find out
whetherr the governance regime leads to a low level of supervisory board turnover. This would
suggestt that the positions of supervisory board members in these firms are less debated than
inn other firms.
Thee data on the departures of supervisory board members are from the annual reports
off the companies. For the years 1992-1997 we collect the number of departing supervisory
boardd members for each firm. To correct for natural turnover, we search the reports of the
supervisoryy boards for the reasons for a departure. We consider three types of natural
turnover:: death or illness, retirement, and age induced departure. The latter relates to cases
wheree members of the supervisory board reach an age (or tenure) for which the corporate
charterr dictates their departure. This mostly involves supervisory board members reaching the
agee of 70 or 72. We neglect these natural turnovers and call the resulting departures non-
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standardd board turnover. Table 10 shows the turnover data for supervisory board members.
Forr the complete supervisory board, non-standard board turnover is 5.9% per year. Nonstandardd chairman turnover is somewhat less frequent. The unconditional probability of
observingg such a turnover is 4.8% per year.

Tablee 10: Average Annual Supervisory Board Turnover as a Fraction of Board Size,
1992-1997. .
Totall supervisory board turnover equals the number of members leaving the firm in given year divided by the
sizee of the board at the beginning of that year. Chairman turnover is unsealed. The averages are calculated after
poolingg the yearly turnover data of all firms into one sample.
Annuall Average Turnover
(fraction) )
Turnoverr of the Chairman of the Supervisory Board:
Turnoverr Chairman Supervisory Board
Turnoverr Chairman Supervisory Board: Death and Illness
Turnoverr Chairman Supervisory Board: Age Limit Induced
Non-standardd Turnover Chairman Supervisory Board

0.125
0.008
0.069
0.048

Totall Supervisory Board Turnover:
Turnoverr Supervisory Board
Turnoverr Supervisory Board: Death and Illness
Turnoverr Supervisory Board: Age Limit Induced
Non-standardd Turnover Supervisory Board

0.112
0.007
0.046
0.059

Averagee Size of Supervisory Board

5 27

Averagee Size of Management Board

2.58

Wee first investigate the relation between supervisory board turnover and corporate
performance.. We transform our turnover data into dummy variables that equal one if non
standardd board turnover takes place. In addition, we create a separate dummy variable for non
standardd chairman turnover. We then perform logit regressions by pooling our yearly
observations.. We use market adjusted stock returns, changes in earnings over assets before
taxess and the incidence of a loss as proxies for corporate performance. These performance
variabless are measured contemporaneous with the turnover observation as well with lags of
onee and two years. Separate regressions are estimated for each performance variable. We also
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includee the number of supervisory board members at the beginning of the year. This variable
iss useful because the more board members, the higher the probability that a member will leave
thee firm for other reasons than its performance. Together with the intercept, this variable picks
upp the departures that are unrelated to firm performance. Table 11 presents the results of the
regressions.44 4
Thee probability that the chairman of the supervisory board leaves the firm is unrelated
too the performance of the company. We do find, however, that a poor contemporaneous stock
pricee performance leads to an increase in the likelihood that a member of the supervisory
boardd leaves the firm. A similar but statistically weaker effect is present when we measure
performancee contemporaneously by a dummy that equals one i f the firm has negative profits.
Thee fact that supervisory board turnover is related to stock price performance indicates
thatt there tends to be a response to poor performance within the supervisory board. In our
opinion,, this is somewhat surprising given the negative qualifications about the functioning of
boardd members that we referred to earlier. The sensitivity with respect to stock price
performancee suggests that there is an immediate change in the composition. It may be that
somee poorly performing directors are then forced to make room for new members or even
leavee voluntarily. A more pessimistic explanation is that after poor performance, some
memberss ask for a more active stance and are consequently removed as dissidents.45
Thee regressions for the chairman reveal that these persons either have a very strong
positionn within the board that always allows them to retain their position, or that their ability
iss undisputed. In the latter case, poor performance is inconsequential, for example because
theyy have already proven themselves before becoming a chairman. An alternative explanation,
however,, is that the chairman of the supervisory board performs a largely ceremonial task.
Thee fact that the probability of supervisory board turnover is sensitive to corporate
performancee while chairman turnover is insensitive suggests that chairmen have a different
functionn than ordinary board members. This is accordance with the views expressed by the
Dutchh corporate governance committee, the committee Peters, which stressed in 1997 that the
chairmann of the supervisory should take the lead in the supervision process.

Ourr performance data only go back to 1996. Hence, the regressions only include the years 1992-1996.
II thank Christa Bouwman for providing this potential explanation.
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Tablee 11: Supervisory Board Turnover and Corporate Performance.
Turnoverr data for the years 1992-1996 are pooled into one sample. The dependent variables are dummy
variabless equaling one if the chairman of the supervisory board or if a member of the supervisory board leaves
thee firm. Regressions are separate for each performance variable. Stock returns are market adjusted, changes in
earningss are changes in earnings before taxes and the loss dummy equals one if earnings before taxes are
negative.. 'Board Size' is equal to the number of supervisory board members at the beginning of the year. All
turnoverss exclude departures due to age-limits for board members, death and illnesses and retirements.
Chairman n(Logit) )
LogL L
Coeff f
[S.E.] ]
[Nl l
Markett Adj. Stock Return
Constant t
TT
T-l l
T-2 2
Boardd Size
Changee in Earnings over
Assets s
Constant t
TT
T-l l
T-2 2
Boardd Size

***-2.522 2
[.420] ]
-.189 9
[.521] ]
-.101 1
[.548] ]
-.410 0
[.527] ]
-.078 8
[.076] ]

***-2.539 9
[.420] ]
.704 4
[3.848] ]
-3.560 0
[3.380] ]
1.351 1
[3.658] ]
-.080 0
[.077] ]

(Logit)
Supervisory. 3oardd
.
Coeff. .
LogL L
[S.E.] ]
[Nl l

-143.51 1
[6971 1

***-2.324 4
[.231] ]
**-.724 4
[.290] ]
-.418 8
[.306] ]
-.103 3
[.297] ]
**** 170
[-0351 1

-345.37 7
[695] ]

-136.38 8
[682] ]

***-2.163 3
[.219] ]
-3.210 0
[2.037] ]
-2.936 6
[2.221] ]
-.163 3
[2.168] ]
***.145 5
[.0331 1

-337.69 9
[6801 1

-136.44 4
[685] ]

***-2.171 1
[.234] ]
*.608 8
[.347] ]
-.313 3
[.370] ]
-.008 8
[.373] ]
***.099 9
[.035] ]

-314.71 1
[680] ]

Losss Dummy
Constant t
TT
T-l l
T-2 2
Boardd Size

***-2.492 2
[.425] ]
-.081 1
[.658] ]
.727 7
[.622] ]
-.860 0
[.819] ]
-.087 7
[.077] ]

significantlyy different from zero at the 1% level,
significantlyy different from zero at the 5% level
significantlyy different from zero at the 10% level
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Ourr results contrast with those of Kaplan (1994b) and Franks and Mayer (1997a) who
findd no relation between stock price or earnings performance and supervisory board turnover
inn Germany. It also contradicts with evidence from systems with a one-tier board structure.
Hermalinn and Weisbach (1988) and Franks, Mayer and Renneboog (1998) report that in the
USS and the UK, turnovers of non-executive board members are unrelated to performance.
Wee next investigate whether supervisory board turnover is affected by the ownership
structuree of the firm. As stated earlier, if large shareholders actively monitor the supervisory
boardd or if they directly use this board to control the firm, this may result in higher as well as
lowerr turnover ratios. We estimate logit regressions where supervisory board turnover is the
dependentt variable and the total fraction of shares held by different types of blockholders are
usedd as independent variables. By discriminating between all these blockholders we fully
exploitt our data concerning the identity of the block holders. This is useful because it may be
thatt certain types of blockholders are passive in terms of monitoring and control. By summing
upp all the blocks for each category, we implicitly assume that if block ownership affects
turnover,, this relation will be monotonie.
Thee results of the regressions are reported in Table 12. Supervisory board turnover is
unaffectedd by the stake size of any of the outside shareholders. The only statistically
significantt coefficient that we find is for the stakes of the supervisory board itself. The
likelihoodd of supervisory board turnover decreases with the fraction of shares held through
blockss by supervisory board members. Presumably, supervisory board members are less
reluctantt to leave the firm if they hold a significant stake.
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Tablee 12: Supervisory Board Turnover and Ownership Concentration.
Turnoverr data for the years 1992-1997 are pooled into one sample. The dependent variables are dummy
variabless equaling one if the chairman of the supervisory board or if a member of the supervisory board leaves
thee firm. Blockholders are shareholders who own more than 5% of the cash flow rights of a firm. Management
boardd and supervisory board blockholdership includes the blocks held by individual board members, family
memberss and by investment companies owned by board members. 'Other Financial Institutions' are mainly
privatee investment companies. 'Board Size' is equal to the number of supervisory board members at the
beginningg of the year. All turnovers exclude departures due to age-limits for board members, death and illnesses
andd retirements.

Blockholder r
Constant t
Mutuall Funds
Banks// Insurance Companies
Pensionn Funds
Otherr Financial Institutions
Managementt Board
Supervisoryy Board
Individuals s
Non-financiall Companies
Boardd Size

Chairmann (Logit)
Coeff. .
LogL. .
[S.E.1 1
[N] ]
***-2.241 1
[637] ]
-.050 0
[.043] ]
-.006 6
[.015] ]
-.087 7
[.110] ]
.003 3
[.011] ]
.003 3
[.010] ]
-.034 4
[.028] ]
.014 4
[.016] ]
-.001 1
[.009] ]
-155.73 3
-.110 0
[824] ]
[.086] ]

significantlyy different from zero at the 1% level
significantlyy different from zero at the 5% level
significantlyy different from zero at the 10% level

Supervisory y3oardd (Logit)
Coeff. .
LogL L
[S.E.1 1
[N] ]
***-1.922 2
[.313] ]
-.016 6
[.020] ]
-.004 4
[.007] ]
-.038 8
[.048] ]
.007 7
[.006] ]
.002 2
[.006] ]
**-.029 9
[.014] ]
-.003 3
[.012] ]
.004 4
[.004] ]
**M27 7
-418.52 2
[.036] ]
[824] ]
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Thesee findings suggest that the presence of large shareholders does not lead to a
changee in the probability of observing supervisory board turnover. However, it may be that
blockholderss only become active in initiating changes in the composition of the board if the
performancee of the company worsens. To investigate this, we check whether the probability
thatt a supervisory board member leaves the firm depends on the interaction between
ownershipp

structure

and

corporate

performance.

The

latter

is

measured

by

the

contemporaneouss (market adjusted) stock return, for which we found in Table 11 that the
probabilityy of supervisory board turnover is decreasing in the performance if the company. If
largee shareholders start enforcing supervisory board turnover after poor performance, an
interactionn term would pick this up. We therefore added these interaction terms to the
specificationn used for constructing Table 12 and re-estimated the regression for the
supervisoryy board turnover variable.46 We find no evidence that as the performance of a
companyy worsens, the presence of blockholders increases the probability that a supervisory
boardd member leaves the firm. The only significant coefficient of interest that we find is for
thee interaction between block ownership by individuals and stock price performance. This
coefficientt is positive, which suggests that if performance worsens the probability of
supervisoryy board turnover decreases with the stake size held by individuals. Given the large
numberr of variables in the regression and the relative infrequency of block ownership by
individuals,, this relation probably lacks causality.
Wee used several additional specifications to further assess the robustness of the
irrelevancee of ownership concentration for the probability that a supervisory board member
leavess the firm. We first transformed the performance data into a variable that equals the
markett adjusted stock return if it is negative and zero other wise. This specification presumes
thatt stock returns and block ownership only interact for poor performance, which is measured
relativee to the market. The results are similar however. We also re-estimated the regressions
withh interaction terms that are constructed with a dummy that indicates a negative (market
adjusted)) stock price performance. Again the results are unaltered. In addition, we tried
variouss regressions that use alternative proxies for ownership concentration. A reasonable
candidatee is to measure ownership concentration through dummies for the presence of
differentt blockholders, in stead of their stake sizes. If large shareholders exercise control
independentt of the exact size of their block, including dummies in stead of stake sizes will be
moree appropriate. Hence, we re-estimated all the previously reported regressions replacing the
stakee sizes of the different blockholders by dummies for whether or not the firm has a
blockholderss of that type. All the interaction terms were insignificant. Finally, we summed up
Moree precisely, the regression includes a constant, market adjusted stock price performance, the blocks held
byy the different type of shareholders and interaction terms.
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thee blocks of shareholders other than management or supervisory board members, thus
neglectingg the identity of the outside blockholders. The interaction term for stock price
performancee and the total fraction of shares held by outside blockholders was always
insignificant. .
Too further address the relevance of block ownership for changes in the composition of
thee supervisory board, we investigated whether the presence of blockholders leads to the
appointmentt of new board members as the performance of the firm worsens. It may be that
largee shareholders are not active in replacing supervisory board members but that they instead
tendd to appoint members to monitor the firm. To examine this, we look at (i) the event that the
supervisoryy board increases in size and (ii) the event that a supervisory board member is
appointed.. Using the same regressions as before, we find no evidence that block ownership
affectss the probability that board size increases or that it leads to the appointment of new
boardd members. These results further support the conclusion that blockholders are not active
inn initiating changes in the composition of the supervisory board.
Finally,, we examine whether the different mechanisms through which control rights of
shareholderss are diluted affects the levels of non-standard board turnover. We first perform a
simplee mean test on the average board turnover in presence and absence of each of the
mechanisms.. That is, we split our sample in four different ways:
1)) the presence of the governance regime,
2)) the use of binding nominations/golden shares in absence of the governance regime,
3)) the control of voting rights by the firm in excess of the capital contribution of
insiderss considered and
4)) the absence of either the governance regime or binding nomination clauses/golden
shares. .
Wee then check whether this translates into differences in mean turnover rates. Because
chairmann turnovers are relatively sparse and because they result in a binary variable, we only
testt for differences in turnover ratios calculated for the complete supervisory board. Table 13
presentss the results. The first column gives the variable that we used to split our sample. In
comparingg firms with and without voting rights in excess of the capital contribution of
insiders,, we use a threshold of 33% of the voting rights.
Thee table shows that non-standard supervisory board turnover is lower in firms that
operatee under the governance regime. Thus, when considered in isolation, the presence of the
governancee regime lowers non-standard supervisory board turnover. Observe also that firms
thatt do not operate under the governance regime but that have golden shares/binding
nominationss are characterized by higher board turnover. The last row shows that supervisory
boardd turnover is relative low in firms that do not dilute the control rights of shareholders
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throughh the governance regime, golden shares or binding nominations. The difference with
thee mean turnover rate of other firms is not statistically significant, however.
Too take account of the simultaneous effects of all the arrangements through which
shareholderr control rights are diluted, we regress board turnover on the presence of these
mechanisms.. As the base for our regressions, we use the board turnover in firms that do not
operatee under the governance regime and that have golden shares or binding nominations. The
results,, which are displayed in Table 14, again show that the governance regime negatively
affectss the likelihood of supervisory board turnover vis-a-vis these companies. In contrast
withh the mean tests, turnover is now significantly lower in firms that do not dilute the control
rightss of shareholders through the governance regime or golden shares/binding nominations.
Tablee 14 also reports the regressions for the chairman of the supervisory board. There
iss some mild evidence that chairman turnover is lower for firms that control a substantial
amountt of the votes of outside shareholders. The lack of significance of the dilution variables
contrastss with the results for supervisory board turnover. This further supports our earlier
claimm that the position of the chairman is rather different from the other supervisory board
members. .
Thee regression results thus confirm the conclusion of the means test that firms that
operatee under governance regime are characterized by less frequent changes in their
supervisoryy board.
Too further analyze the consequences of the governance regime for supervisory board
turnover,, we tested whether the governance regime affects the relation between stock price
performancee and the probability that a supervisory board member leaves the firm. Estimating
aa logit regression hat includes a constant, contemporaneous (market adjusted) stock price
performance,, a dummy for the governance regime and an interaction term for the latter two
variabless showed that this is not the case. There is no evidence, therefore, that the presence of
thee governance regime reduces the probability that a supervisory board member leaves the
firmm after poor stock price performance.
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Tablee 13: Supervisory Board Turnover and Shareholder Control Rights: Differences in
Means. .
'Governancee Regime' refers to whether or not the firm operates under the governance regime (in Dutch
'structuurregime').. 'Golden Shares Binding Nomination but no Governance Reg.' Accompanied with 'Sample:
YES'' implies that the firm does not operate under the governance regime and that it has golden shares or a
bindingg nomination rule. 'Voting Rights in Excess of 0.33' refers to the situation where the total fraction of votes
underr control of the firm minus the cash flow rights of insiders held through blocks exceeds 33% of the total
numberr of shares. Supervisory board turnover is measured as the number of supervisors that leave the board
dividedd by the size of the board at the beginning of the year. All turnovers exclude departures due to age-limits
forr board members, death and illnesses and retirements.
Averagee Supervisory Board Turnover
Sample:: YES

Sample: NO

**.052

**.075

***.085

***.051

Votingg Rights in Excess of 0.33

.056

.063

Noo Governance Regime/Golden Shares
/Bindingg Nominations

.045

.062

Governancee Regime
Goldenn Shares'Bind. Norn, but no Governance Reg.

****
***
**

significantly different from each other at the 1% level
significantly different from each other at the 5% level
significantly different trom each other at the 10'!o level

Tablee 14: Supervisory Board Turnover and Shareholder Control Rights: Regression
Results. .
Alll variables are dummies. The variable 'Governance Regime' equals one if the turnover observation refers to a
firmfirm under the governance regime. 'No Governance Regime/Golden Shares/Binding Nomination' equals one if
thee turnover observation relates to a firm that (1) does not operate under the governance regime, (2) does not
havee golden shares and (3) has no binding nomination rule. 'Voting Rights in Excess of 0.33' is dummy variable
thatt equals one if the total fraction of votes under control of the firm minus the cash flow rights of insiders held
throughh blocks exceeds 33% of the total number of shares. 'Board size' is equal to the number of supervisory
boardd members at the beginning of the year. All turnovers exclude departures due to age-limits for board
members,, death and illnesses and retirements.

Constant t
Noo Governance Regime/Golden
Shares/Bindingg Nomination
Governancee Regime
Votingg Rights in Excess of 0.33
Boardd Size

Supervisoryy Board (Logit)
Coeff. .
LogL L
[S.E.1 1
[Nl l
***-1.706 6
[.215] ]
**-.89I I
[429] ]
**-.407 7
[,192] ]
-.052 2
[.184] ]
* ** * 1 7Q
-420.62 2
.032]]
[822]

significantlyy different from zero at the 1% level
significantlyy different from zero at the 5% level
significantlyy different from zero at the 10% level

Chairman (Logit)
Coeff. .
LogL L
[S.E.1 1
[Nl l
***-2.055 5
[405] ]
-.890 0
[.760] ]
-.550 0
[.348] ]
*-.712 2
[.410] ]
-.071 1
-154.94 4
[.075]
[822]
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Financial Conglomerates and Interlocking Directorships

Ass we already noted in Section 2 of this chapter, financial conglomerates hold substantial
equityy stakes in listed firms. In this section we will briefly look at the ties between financial
conglomeratess and firms that run through supervisory board representation, i.e. interlocking
directorships.. We thereby focus on the extent to which members of the management board of
aa bank also hold a position on the supervisory board of a non-financial company and vice
versa.. In addition, we would like to know whether supervisory board representation by a
bankerr originates from the equity investments of the bank or from the loans that the bank
supplies.. To capture this last aspect, we rely on the amount of short-term bank loans in the
capitall structure of the firm. Unfortunately, we have no information the use of long-term bank
debtt and about the identity of the bank(s) that supplied the short-term loans. These data are
nott publicly available for our sample of firms.
Inn 1992, out of the 145 non-financial companies in our sample, 21 had a member of
thee management board of a financial conglomerate on their supervisory board. Given the
smalll number of banks in the Netherlands and the small sizes of both boards, this figure is
quitee high. Nevertheless, it suggests that in more than 85% of the firms, there is no banker on
thee supervisory board. Upon checking whether in 1992 a non-financial company had a
memberr of its management board on the supervisory board of a financial conglomerate, we
learnedd that in 14 of the 145 companies this was indeed the case. 47
Byy comparing the ratio for the amount of short-term debt over assets of these
companies,, we can get an impression whether these interlocking directorships are associated
withh more short-term bank lending. If the ties between firms and banks help to resolve agency
andd information problems that are associated with financing, this may show up in the amount
off short-term bank loans in the capital structure of the firm.48 The average ratio of short-term
bankk loans over assets is 6.7% for firms with a banker on the board and 9.0% for firms
withoutt a banker on the board. This same pattern emerges if we concentrate on interlocks
betweenn the management board of non-financial companies and the supervisory board of
banks.. Without the interlock, the average ratio equals 9.1% versus 5.3% if management is
representedd on the supervisory board of a bank. These figures are tabulated in Table 15. Of

Bothh these figures are constructed using the banks/insurance companies financial conglomerates that are
reportedd in the 'Yearbook of Dutch Enterprises' of 1992.
488
For example, Van Ees and Garretsen (1994) show that interlocks in the Netherlands reduce the sensitivity of
thee firm's investments to its liquidity.
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course,, this does not necessarily mean that firms with these types of interlocks rely less on
bankk debt. It may be that they are financed more heavily with long-term bank debt.49
Inn all, our results suggest that banker representation on the supervisory board does not
originatee from the bank's position as a creditor. We can also examine whether there is a
relationn between the equity stakes of financial conglomerates and the presence of a banker on
thee supervisory board. Table 16 contrasts the ownership structure of firms with a banker on
thee board with that of the other firms. The average stake of financial conglomerates is indeed
higherr in firms that have a banker on their board. Total ownership structure is roughly the
samee for both groups of firms. Matching the stake of the different financial conglomerates
withh the identity of the banker on the board shows that the average stake size of the financial
conglomeratee that is represented on the supervisory board is equal to 9.4%. This implies that
iff this stake would be equal to zero, the average stake of financial conglomerates would be
lowerr in firms with a banker on their board than in firms without a banker on their board.
Bankerr representation on the supervisory board thus seems to stem from the equity
investmentss of these banks/financial conglomerates.

66

Conclusion

Inn this paper we discussed some basic elements of the Dutch corporate governance system for
listedd firms. We thereby focused on the ownership structure, the dilution of shareholder
controll rights, the design of internal control through the board of directors and interlocking
directorshipss between banks/financial conglomerates and non-financial companies. We
presentedd data on the identity of the major shareholders of Dutch listed firms and the sizes of
theirr stakes. The major block owners are insiders (i.e. management board members and
supervisoryy board members), financial institutions and non-financial companies. Share
ownershipp tends to be rather concentrated in the Netherlands. In almost all firms there was at
leastt one shareholder that owned more than 5% of the shares in 1992. The average stake size
off the largest shareholder was 28.5% in that year. Total ownership concentration, as measured
byy the sum of all blocks that are larger than 5%, was around 50%. These figures are relatively
loww compared to other Continental European countries but higher than those are for the UK
andd (especially) the US.

Ourr results are consistent with those of De Jong (1999). They contrast with the answers to a questionnaire
reportedd in Van der Knoop (1991), which was held in 1984. When asked for the reason of their presence on the
supervisoryy board, bankers frequently replied that this is because of their credit relation with the firm.
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Tablee 15: Ties between Banks/Insurance Companies and Firms through the Supervisory
Boardd and Short-term Bank Debt (1992).
Memberr of Management Board of Bank Insurance Company on Supenisoryy Board of
aa Non-financiall Firm
Yes s
No o
Numberr of Firms
Averagee of Short-term Bank Loans over Assets (%)

21
6.7

124 4
9.0 0

Memberr of Management Board of Firm on Supervisory Board of Bank/Insurance
Company y
Yes s
No o
Numberr of Firms
Averagee of Short-term Bank Loans over Assets (°i>)

14
5.3

131 1
9.1 1

Tablee 16: Ownership Concentration of Firms with and without a Member of the
Managementt Board of a Bank/Insurance Company as a Supervisory Board Member
(1992). .
Thee sample excludes banks and insurance companies. Ownership concentration is constructed using disclosed
blockss and is given in percentages. Disclosure of blocks only takes place in the Netherlands if they exceed 5% of
totall shares. 'Other Financial Institutions' are mainly private investment companies. 'Insiders' relates to the total
off blocks disclosed by members of the supervisory and management board. Board member block holding
includess blocks held directly by individual board members as well as the blocks held by the family of a board
memberr or by investment companies owned by board members or their families. 'Other' refers to blocks held by
thee state or local government, foundations, employee participation funds and to blocks we were unable to
classifyy by owner type.
Memberr of Management Board of Bank Insurance Company on Supervisory Board
Sample ::e Yes
Sampl e::
l No
Mutuall Funds
0.8 8
1.0 0
Bankss and Insurance Companies
13.0 0
8.2 2
Pensionn Funds
0.7 7
0.3 3
Otherr Financial Institutions
8.8 8
8.9 9
Insiders s
6.9 9
10.6 6
Individuals s
4.2 2
3.1 1
Non-financiall Companies
9.5 5
12.3 3
2.3 3
Other r
1.5 5
Largestt Shareholder
Totall Ownership Concentration

22.7 7
46.3 3

29.3 3
46.8 8

Totall Number of Firms

21 1

124 4

Averagee Stake Size of Bank Insurance Company with
ann Executive on the Supervisory Board

9.4

THEE DUTCH SYSTEM OF CORPORATE GOVERNANCE FOR LISTED FIRMS
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Shareholderr control rights are generally diluted in the Netherlands. Firms frequently
controll the votes of their shares through voting trusts. In addition, they sometimes limit the
numberr of votes that a single shareholder can use at the meetings. As a result of these two
mechanisms,, the one-share-one-vote principle was violated in around 50% of the firms in
19922 and total voting rights concentration amounted to only 40%. The control rights of
shareholderss are further diluted through the existence of a special governance regime (in
Dutchh 'structuurregime'). Firms that operate under this regime are required to install a
supervisoryy board and to transfer most of the control rights of the shareholder meeting to this
board.. For firms that do not operate under the governance regime, the power of a vote is often
dilutedd by the existence of golden shares or binding nomination clauses. These last two
arrangementss ensure that corporate insiders (i.e. management and supervisory board
members)) retain control over the composition of both boards. In 1992, in only 13 of the 156
companiess the power of a vote was not diluted through the governance regime or through
goldenn shares/binding nominations. Most of these 13 firms either had a (very) large
shareholderr or used voting trusts. In general, ownership concentration and the degree in which
shareholderr control rights are diluted were negatively related to each other. One explanation
forr this is that concentrated ownership and takeover defenses are substitutes.
Practicallyy all listed firms have supervisory boards whose members are not also
executivess of the firm. Upon analyzing supervisory board turnover, we learned that poor
performancee increases the probability that a board member leaves the firm. This suggests that
thee supervisory board does not remain inactive as the performance of their company
deterioratess and that its members are to some extent accountable for corporate performance.
Ourr analysis clearly revealed that blockholders are not active in initiating changes in the
compositionn of the supervisory board. We also documented that supervisory board turnover is
lowerr in firms that operate under the governance regime. However, after poor performance,
thee probability of supervisory board turnover also increases in these firms. This last finding
suggestss that the governance regime does not completely entrench supervisory board
members. .
Wee also looked briefly at the ties between financial conglomerate and non-financial
firmsfirms that exist from the credit relations between banks and firm and through supervisory
boardd representation. In roughly 85% of the non-financial firms, a member of the
managementt board of a bank/financial conglomerate was present at the supervisory board in
1992.. 10% of the non-financial companies were represented by a top-executive on the
supervisoryy board of the large banks/financial conglomerates. The presence of a banker on the
supervisoryy board is associated with higher equity stakes and not with higher levels of shorttermm bank debt over assets. The presence of these bankers on the supervisory board of firms
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thereforee seems to originate from the equity investments they make and not from their bank
lendingg activities.
Noww that we have gathered precise information about {some of) the basic governance
characteristicss of Dutch listed firms we can investigate their implications for corporate
decisionss and firm performance. In the next chapter, we will examine whether management
turnoverr is affected by the performance of the company and by its governance structure. In
Chapterr 6, we focus on corporate performance.

