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Abstract

Research Question: Does the corporate governance codes from 18 Emerging European
countries respect the European Commission recommendations?

Motivation: The corporate governance is a wildly debated topic in the literature but only few
studies are addressed to the level of compliance between the corporate governance and the
European Commission recommendations, especially in emerging countries.

Idea: The objective of this study is to analyse the corporate governance codes form eighteen
Emerging European Countries and examine if these countries comply with the
recommendations of European Commission regarding corporate governance by using the
content analysis technique. The main research proposition is to identify how many out of the
32 recommendations included in this analysis are fulfilled by the corporate governance codes
from the Emerging European Countries and how these developed during time.

Data: Data sample consists of 18 corporate governance codes from Emerging European
Countries, which are examined in the context of the recommendations of European
Commission COM-284, and the next years updates from 2004 (2004/913/EC), 2005
(2005/162/EC) and 2009 (2009/384 and 385/EC), divided into five group, covering 32
recommendations.

Tools: The latest versions of corporate governance codes from each country, from 2004-
2020, were downloaded, collecting the data manually from each corporate governance code
using the content analysis technique.

Findings: The results illustrate that Slovenia and Czech Republic are the countries with the
highest compliance degree, while Poland and Estonia are the countries with the least fulfilled
recommendations

Contribution: This paper provides a general overview regarding the level of compliance of
the corporate governance codes and European Commission recommendations, thus being a
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starting point for researchers who will further study this subject. Secondly, we have
contribute to the limited studies that analysed the evolution of corporate governance codes
following the best practices for the companies issued by European Commission.

Keywords: corporate governance, corporate governance codes, Emerging European
Countries.

JEL codes: M41, G34

1. Introduction

Over the past twenty years, the study of corporate governance in Emerging countries
has becoming an important field of research (Ararat et al., 2020; Esqueda and
O’Connor, 2019; Owusu, 2016; Yusof, 2016; Al-Malkawi et al., 2014; Peters et al.,
2011, Siddiqui, 2009, Allen, 2005) increasing at international level. Based on these
studies, the authors tried to provide an overview of the corporate governance in the
emerging countries with the purpose to identify the mains gaps in literature. Starting
with the Cadbury Report issued in the United Kingdom in 1992 by, at national level,
the European countries tried to establish corporate codes of good practice
governance being sustained by the FEuropean Commission with a set of
recommendations that the countries should apply.

Despite the numerous research papers published on the topic of corporate
governance codes in countries, a limited number of articles tried to make on
overview regarding the European Commission recommendations with the corporate
governance codes issued by the countries such as Kubicek et al. (2016), Hermes et
al. (2007) and Hermes et al. (2006).

The purpose of this study is to compile the corporate governance codes from eighteen
Eastern European Countries with the European Commission recommendations
COM-284 published in 2004 and the following recommendation published in the
next years regarding the position of the non-executive and supervisory directors and
the committees under the board and the remuneration policy.

Considering the corpus literature studied, this paper approaches one main research
question, relative to the corporate governance and FEuropean Commission
recommendations:

RQ. Does the corporate governance codes from eighteen Emerging
European countries respect the European Commission recommendations?

By using the content analysis technique, the key characteristics of the results of this
study are presented by comparing the results of this study with the results of Kubicek
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et al. (2016), Hermes et al. (2006) and Hermes et al. (2007). The results of this
research provide a general overview regarding the compilation between the national
corporate codes from eighteen Emerging European Countries with the latest
European Commission recommendations.

Future research directions may attempt to broaden the sample to the all-European
countries who published a corporate governance code and to find new possible
patterns of the research in Europe. Moreover, future research could also investigate
if the European Commission recommendations were implemented into the
company’s annual reports.

This paper is organized as follows: Section 2 includes an overview of the corporate
governance codes studies, offering an international background. In Section 3, the key
research design is explained, while in Section 4 the research findings are discussed.
Section 5 is dedicated to the concluding remarks of this study.

2. Literature review and hypotheses development

Both the corporate governance of European countries and their systems are different
from one country to another (Kubicek et al., 2016). The big failures of the United
Kingdom companies such as Polly Pek, P&G, BCCI and Maxyell led to identifying
the need for using good practices in corporate governance. Thus, in 1992 the
Cadbury Report was published. This report was addressed to the listed companies
and it contains a code of good practice. Since then, the report has become a
benchmark for the use of best practices in corporate governance in the European
countries.

According to Aguilera and Curevo-Cazurra (2004) these codes are seen as a set of
good practices in the behaviour and structure of a company's management having
the role of reducing the deficiencies in the corporate governance system. By
studying the corporate governance in emerging markets, Ararat et al. (2020) shows
how the corporate governance reforms have been reinforcing in emerging markets.
The authors results illustrate that the corporate governance is a key factor of
development, leading the research in this area, focusing on the ownership structures,
property rights and organisational forms.

In their study, Bosakova et al. (2019) analysed and compared eleven corporate
governance codes from emerging and developed countries to see if these countries
follow the best practices. They found out that the ,,comply or explain” approach is
insufficient for following the best practices, especially for the emerging economics
and the countries adopted a stricter approach for the compliance of the national codes
with company characteristics.
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An interesting study conducted by Cicon et al. (2010) analyses the codes from 23
European Countries from various points of view. Using a Latent Systematic Analysis
technique, they obtained some interesting results regarding the thematic content,
variability, and convergence. The authors decomposed the codes into five themes,
with substantial cross-sectional variability in their relative importance. The authors
discovered that a very important aspect in explaining the theme of a code and change
of the content is owned by the issuer of the code (e.g., government versus stock
exchange). The codes are different depending on the rules from each country.
However, they have a common law, which is the starting point in their development.
Cuomo et al. (2016) in their study, published in Corporate Governance: An
International Review, studied the recent trends and tried to indicate the future types
of research in the domain of corporate governance codes. According to the authors,
the corporate governance codes can be split on three levels: international (e.g.,
OECD), national (e.g., Stock exchange) and the individual firm. Their study explains
how the codes changed over time and how the institutional actors play their role.

Hugill and Siegel (2012) conducted an interesting study regarding to the quality of
the corporate governance from emerging countries focusing on who determine the
quality of it. Using a panel data the authors found out that in emerging countries the
firms are at the same level with the countries in explaining the quality of corporate
governance. This mean that the companies has the ability to increase the quality of
corporate governance from emerging countries. Feng et al. (2017) studied the
association between national culture and the best practices in emerging economies
and provides that the national culture influence the best practices in corporate
governance.

Esqueda and O’Connor (2019) examined the impact of the firm life cycle on
corporate governance in emerging markets. By using the regression analysis, the
results illustrate that a good predictor of corporate governance is the listing level
decision instead of firm life cycle. By having a stringent regulation, the firms show
improvements in corporate governance by choosing the quality of corporate
governance considering their individual needs. Owusu (2016) investigated the
determinants of a good corporate governance in an emerging country from Africa by
using a panel data analytical framework. The analysis was based on a sample of 35
firms from Ghana Stock Exchange (GSE) by collecting data from their annual
reports from 2000 to 2009. The author identified that there is a positive and
statistically significant relationship between three determinants: external financing
needs, firm size, institutional shareholdings and governance quality being measured
by the Ghanaian corporate governance index.

Another interesting study was made by Al-Malkawi et al. (2014) who analysed the
corporate governance practices in emerging markets by developing an un-weighted
Corporate Governance Index (CGI) model for non-financial firms in the Gulf
Cooperation Council's oil rich countries. The authors results illustrate that 69% of
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the companies approach the attributes issued in CGI and the listed companies have
the best adherence. Peters et al. (2011) comparing the practices of corporate
governance and corporate social responsibility from mature markets with the
practices from emerging markets concluded that the global corporate governance and
corporate social responsibility system can be implemented in emerging markets
being based on western codes.

Ferdous et al. (2014) studied the corporate governance from Bangladesh comparing
their results with the corporate governance from India and Pakistan, all of these being
emerging countries. They focused on three main topics regarding to the compliance
with international recommendations, the variation between them and how these
items are treated in the national codes. The results shows that the corporate
governance codes should be updated to respect the best practices and an important
role to ensure the best practices are provided by the enforcement mechanism and the
issuer of the governance code.

Sahin (2014) investigate how the corporate governance codes are legitimated in
emerging and developed countries. By collecting the data for 58 countries and using
the regression model the author found out that the legitimation follows a different
path in emerging and developed countries, and the countries based on common law
more likely to develop their best practices in corporate governance.

Hermes et al. (2006) published an interesting study regarding the corporate
governance codes in European Union and they tried to show if external or domestic
forces drive the codes. By comparing the codes content with the European
Commission priorities, the authors showed that the majority of the European codes
does not respect the European Commission priorities, concluding that the codes may
be driven by external and domestic forces. Hermes et al. (2007) identified the
proportion in which the corporate governance codes of the European Union countries
are driven by internal or external forces and if the codes are in accordance with the
recommendations of European Commission. The authors focused on three main
areas: disclosure rules, strengthening shareholders rights and modernising boards.
The results show that only around 50% of the recommendations of the European
Commission are respected by the codes from Eastern European countries and that
the content of the codes is driven by domestic forces.

Similarly with Hermes ef al. (2006) and Hermes et al. (2007), Kubeiceck et al.
(2016) analysed the corporate governance codes for the European Union states
member and examined if European Union shapes the countries codes. Based on the
study of diffusion, the authors considered how the form of exogenous and
endogenous forces contains the codes of corporate governance in the member
countries of the European Union, following the recommendations of the European
Commission on corporate governance published in 2003 (COM-284). The authors
have not been able to prove if the national corporate governance codes are influenced
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directly by the European Commissioning recommendation. They considered that
exogenous forces shape the content of corporate governance codes.

Bosakova et al. (2019) analysed and compared the content of the corporate
governance codes from 11 developing and emerging developing and emerging
countries to see if they complied with the OECD principle of corporate governance,
which are considered as being the best practices in corporate governance. The results
showed that the investigated countries have issued well-developed codes,
comparable with the codes from developed countries, which also contributed to the
development of many areas, proving that these countries adopted the ,,complain and
explain” principle.

Regarding corporate governance in emerging countries, Claessens and Yurtoglu
(2013) made a study that reviews the recent research on corporate governance and
traces the dimensions in the manner of functioning in firms from emerging countries.
The authors’ results showed that a good corporate governance increases the
efficiency and the return on equity at firm level.

In their study, Albu and Girbina (2015) studied the attitude of Romanian companies
regarding to the comply or explain principle. The authors analysed 67 non-financial
companies listed on the BVB in 2010 and 2011, by using a combination of five index
to measure the compliance of corporate governance. The results reveal that are some
difficulties in the application of the principle because of the applicable laws and
regulations because Romania has already a low enforcement of the principles.

Boitan and Maruszewska (2021) studied the differences and the similarities of the
corporate governance in European Union. By conducting an exploratory analysis,
using the taxonomy analysis on 29 European countries for 2019 year. The results
shows that the European Union countries adapt their corporate governance practices
depending on the technique, culture and political process. Also the results suggest
that some countries such as Estonia, Germany, Czech Republic, Belgium, Malta,
Austria, France, Finland, Netherlands, Latvia, Lithuania, Cyprus, Poland, Romania,
Italy and Portugal can develop their best practices using the experience of other
countries that found particular institutional features of corporate governance.

Shala and Qehaja (2021) studied and compared the practices and corporate
governance frameworks from nine South-Eastern European countries to see if the
these countries made some progress or not regarding this subject by using the
comparative analysis. By taking in account the corporate governance practices and
law in banks system the results shows that Albania has a lowest score because they
didn’t implemented the voluntary corporate governance codes meanwhile Republic
of Croatia and Slovenia has the highest scores on corporate governance practices by
having an excellent addition to the legislation.
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3. Research methodology

This paper analyses the content of the corporate governance codes form eighteen
Emerging Eastern European Countries (Bulgaria, Croatia, Czech Republic, Hungary,
Poland, Romania, Serbia, Slovakia, Slovenia, Ukraine, Albania, Bosnia &
Herzegovina Estonia, Latvia, Lithuania, Macedonia Montenegro and Turkey) and
the recommendation issued by European Commission using the content analysis
technique. During the analysed period, these countries issued one or more corporate
governance codes, as presented in Table 1.

Table 1. Corporate Governance Codes in Emerging countries

EU .
Country Membe No. Of F1r§ ¢ La§t Year of issued
codes version version

rs
Bulgaria YES 2 2007 2012 2007, 2012
Croatia YES 2 2008 2009 2008, 2009
Czech
Republic YES 2 2001 2004 2001, 2004
Hungay YES 4 2002 2011  2002,2007, 2008 and 2018
2002, 2002, 2004, 2007,
Poland YES 7 2002 2015 2010, 2012, 2015
Romania YES 3 2000 2015 2000, 2009 and 2015
Serbia NO 1 2008 2008 2008
Slovakia NO 2 2002 2007 2002, 2007
2004, 2005, 2007, 2009,
Slovenia NO 7 2004 2018 2016, 2016 and 2018
Ukraine NO 4 2003 2020  2003,2018, 2020 and 2021
Albania YES 1 2008 2008 2008
Bosnia &
Herzegovina NO 3 2006 2011 2006, 2009 and 2011
Estonia YES 1 2006 2006 2006
Latvia, YES 3 2005 2020 2005, 2010 and 2020
Lithuania, YES 3 2003 2019 2003, 2010 and 2019
Macedonia NO 2 2003 2006 2003 and 2006
Montenegro NO 1 2009 2009 2009
Turkey NO 3 2003 2014 2003, 2005 and 2014

(Source: ECGI webpage, consulted July 2021, https://ecgi.global/content/codes)

The aim of the study is to compile the recommendations of European Commission
with the latest version of the corporate governance codes of eighteen European
emerging countries. Firstly, we compile the list of recommendation published in
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2003 (2003/284/EC), 2004 (2004/913/EC), 2005 (2005/162/EC) and 2009
(2009/384 and 385/EC) by the European Commission and the recommendation
published in the next years related to the remuneration policy and the role of non-
executive and supervisory board. Following the steps made by Hermes et al. (2006),
Hermes et al. (2007) and Kubicek (2016) we divide the recommendations into 32
priorities. These recommendations are divided into five groups:
e Enhancing Corporate Governance disclosure and institutional investors
(recommendation 1-9);
e Strengthening shareholders’ rights (recommendation 10-12);
e Modernising the board of directors (recommendation 13-18);
e Remuneration policy of general and individual directors (recommendation
19-24);
e Role of non-executive or supervisory directors of listed companies
(recommendation 25-32).

Data sample consists of 18 corporate governance codes from Emerging European
Countries, which are examined in the context of the recommendations of European
Commission COM-284, and the next years updates from 2004 (2004/913/EC), 2005
(2005/162/EC) and 2009 (2009/384 and 385/EC), divided into five group, covering
32 recommendations.

The first step into this analysis is to download the latest versions of corporate
governance codes from each country, from 2004-2020, collecting the data manually
from each corporate governance code using the content analysis technique. The next
step is to search for the recommendations in the content of the codes. Considering
that the corporate governance codes are different from one country to another, we
have decided to check the recommendations in a broad sense rather than exact
wording. If the recommendations of the code comply with the ones of the European
Commission, they are marked with ,,yes”, otherwise they are marked with ,,No”. The
average of the compliance and the percentages was calculated using the Microsoft
Excel tool.

Table 2. Recommendation according to the European Commission

No Recommendation According to
1 The operation of the shareholder meeting and its key powers;
) The description of shareholder rights and how they can be

exercised;
3 The composition and (?peratlc?n of the. board and 1t.s commlttees; 2003/284/EC
4 The shareholders holding major holdings, and their voting and

control rights as well as key agreements;

The other direct and indirect relationships between these major
shareholders and the company;

The existence and nature of a risk management system;

()]
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No Recommendation According to

A reference to a code on corporate governance, designated for

7 use at national level, with which the company complies or in

relation to which it explains deviations;

A disclosure of investment policy with respect to the exercise of

voting rights in companies in which they invest;

Disclosure to their beneficial holders at their request how these

rights have been used in a particular case.

10 Access the relevant information before the General Meetings;

11 Shareholder democracy: the one share-one vote principle;

12 Provisions for cross-border voting;

13 In areas of possible conflicts of interest, decisions should be
made by non-executive directors;

14 Disclosure of the remuneration policy;

15  Disclosure of details of remuneration of individual directors;

16 Prior approval by the shareholder meeting of share and share

option schemes for directors;

Proper recognition in the annual accounts of the costs of such

schemes for the company;

18 Collective responsibility of all board members.
If the remuneration policy includes variable components of

19  remuneration, company should set limits on the variable

components;

Award of variable components of remuneration should be

subject to predetermined and measurable performance criteria.

The remuneration policy and any significant change should be 2004/913/EC

21 anexplicit item on the agenda of the annual general meeting and  and 2009/384
submitted to the general meeting for a vote; and 385/EC
Total remuneration and other benefits (i.e., shares and/or rights

22 to acquire share, pension schemes) granted to individual
directors should be disclosed in detail in the annual accounts;

23 Shares should not vest for at least three years after their award;

24 Remuneration of non-executive or supervisory directors should
not include share options.
The present or past executive responsibilities of the board’s

25  chairman should not stand in the way of his ability to exercise

objective supervision;

A sufficient number of independent non-executive or

supervisory directors should be elected to the board to ensure

that any conflict of interest involving directors will be properly

dealt with;

Description of the nomination, remuneration and audit

27  committees should make recommendations aimed at preparing
the decisions to be taken by the board itself;
At least one of the members of the remuneration committee

28  should have knowledge of and experience in the field of
remuneration;

17

20

26
2005/162/EC
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No Recommendation According to
29 Companies may group the functions as they see fit and if
necessary, create fewer than three committees:
The board should make public at least once year information
about its internal organisation and ensure that shareholders are
30  properly informed as regards the affairs of the company, its
strategic approach, and the management of risks and conflicts of
interest;
The code should describe appointment and removal of non-
executive or supervisory directors;
The provides profile of non-executive or supervisory director in
terms of their qualifications, commitment, and independence.
(Source: Kubicek 2016: 327-328-331-332)

31

32

The first 18 recommendations were published in 2003 by the European Commission
under the name COM-284, which contain recommendations regarding the first three
groups. The group of remuneration policy of general and individual directors contain
the recommendations 19-24, updated in 2004 (2004/913/EC) and 2005
(2005/162/EC). The last group is covered by the recommendations issued by the
documents from 2009 (2009/384 and 385/EC). All recommendations are provided
in Table 2.

4. Results

The figure bellow presents the number of European countries who adopted a code of
best practices in corporate Governance. According to the figure below, during 1992
and 1999, a total number of 9 countries adopted a code of corporate governance.
Stating with the 2000s the number of European countries who adopted a corporate
governance code increased and by the end of 2010, it reached a number of 44
countries out of 51 European countries.

In 2002, a total number of 7 countries, Austria, Cyprus, Switzerland, Poland, Russia,
Slovakia and Hungary, adopted a code of corporate governance. The last two
European countries who adopted a corporate governance code were Armenia and
Azerbaijan. Regarding the Eastern European countries who adopted for the first time
a corporate governance code, Romania was the first one who had the initiative to
publish its first code in 2000, being followed by Czech Republic in 2001, Macedonia
and Ukraine in 2003.
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Figure 1. Evolution in Time of the New Codes in Europe
(Source: ECGI webpage, consulted March 2021, https://ecgi.global/content/codes)

The top five countries with the most revisions of the codes were presented above.
United Kingdom published the first corporate governance code in 1992 and starting
with this year until the end of 2020 the code was reviewed 55 times. On the second
place is Germany with 21 reviews, followed by France, Spain and The Netherland
on the third, fourth and fifth place with less than 20 reviews.

Table 3. Top Five Countries with Most Revisions of the Corporate Governance Codes

Country First Publication Last review Total reviews
United Kingdom 1992 2020 55
Germany 1998 2019 21
France 1995 2020 19
Spain 1996 2020 17
Netherlands 1997 2018 13

(Source: ECGI webpage, consulted March 2021, https://ecgi.global/content/codes)

Table 4. Enhancing Corporate Governance disclosure and institutional investors

Recommendations 1 2 3 4 5 6 7 8 9 Noof %of
compli compli

Countries ance ance
Y Y Y N N Y Y N N

Bulgaria €S e es 0O O e e o0 O 50f9 56%
Y Y Y N N Y N N N

Croatia €S e e 0o Oo e o0 0 ©o 4 of 9 44%
Y Y Y Y Y Y Y Y Y

Czech Republic es es es es es es es es es 9of9 100%
Y Y Y N N Y Y N N

Hungary €S es es 0O 0 es _es 0 0o 50f9 56%
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Recommendations 1 2 3 4 5 6 7 8 9 Noof % of
compli compli

Countries ance ance
Y Y Y N Y Y Y N N

Poland €S e e O es e es o0 o 6 of 9 67%
Y Y Y N Y Y Y N N

Romania €S e e O es e es o0 o 6 of 9 67%
Y Y Y N N Y Y Y N

Serbia es e e O O eS es es o 6 of 9 67%
Y Y Y Y Y Y

Slovakia es es es es es es es es es 9of9 100%
Y Y Y Y Y Y Y

Slovenia es e es es es es es es es 9of9 100%
Y Y N Y Y Y N N

Ukraine €S e e 0 e e e o0 o 6 of 9 67%

Albania Y NOY O ONCONGOY ¥V NN eg 449
eS O e 0O O € e o0 o

Bosnia &. Y Y Y N Y N N Y 6 of9 67%
Herzegovina es e e o0 e e o0 o es

Estonia Yy Yy Yy NN Y N N Y 50f9 56%
es e e o o0 e o o es

Latvia Yy NN Y Y ¥ N N N 4 0of 9 44%
€S O O e e e o o0 O

Lithuania Y NONY Y XY X NY crg 6%
€S O O e es e e o es

Macedonia Yy Yy vy NoY ¥ Y NY 7 of 9 78%
es e e 0 es e e o es

Montenegro Yy Yy Yy NN N N N Y 4 0of 9 44%
es e e o o o o0 o es

Turkey Yy NY oY XY XY N Y N e 679
€S O €S e e e 0 e o

Codes including 1 1 1 1 1 1 Avera o
recommendation 8 4 6 6 1 7 2 > 8 ge 66%

The compliance of the first nine recommendation with the corporate governance
codes from our sample were presented in Table 4, describing the level of enhancing
of the corporate governance disclosure and institutional investors. The level of
compliance is more than 66%, our results being similarly with the results of Kubicek
et al. (2016), having a high level of compliance.

Comparing the results of Hermes et al. (2006) and Kubicek et al. (2016) it can be
seen that there is a significant progress. In the prior research of Hermes et al. (20006),
all the countries included in the study do not respect the recommendations of
European Commission. In the Kubicek ef al. (2016) study, 3 out of 9
recommendations (1, 3 and 6) are respected by all countries included into the study,
meanwhile in this research it can be seen that only one recommendations are fully
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respected by all countries, referring to the operation of the shareholder meeting and
its key powers. Recommendation regarding to the disclosure of investment policy
with respect to the exercise of voting rights in companies in which they invest is the
less respected recommendation, being respected only by 5 countries (Czech
Republic, Serbia, Slovakia, Slovenia and Turkey) being followed by the fourth
recommendation, which is respected only by 6 countries out of 18, referring to the
shareholders holding major holdings, and their voting and control rights as well as
key agreements. Croatia, Latvia, Serbia and Montenegro are the countries who
respect the less recommendations, regarding to this topic, by having a level of
compliance of 44% out of 100%, meanwhile countries such Czech Republic,
Slovenia and Slovakia have a level of compliance of 100%.

Table 5. Strengthening Shareholder’s Rights and Modernising the Board of Directors

Fecommendations Noof %% of
Conntrinn 10 11 12 13 14 15 16 17 18 compliance complisnce
Bulgaria Yes No No No Yez Yoz No No No 3 of9 3%
Croatia Yes Yea HNo Yoo Yoo Yes Ho No Yoz Gof9 67%
Czech Requblic Yes No Yoz Yoz Yoz Yao Yoz Yoz Yoz 8 of9 89%
Hungary Yes Yoo HNo Yoo Yoz Yes Yes Yea HNo Tof9 TB%
Poland Yes Ma He Yes Yes Yes Mo Mo Ne 4 of 9 4%
Romzniz Yes No No Ye= Ye= Yoz Mo No No 4af® 4%
Sarhia Yes No HNo Yea Yoo Yes Ho No No 4of9 44%
Blovakia Yes Ma Yes Yes Yes Yes Yes Mo Yes Taf9 TBY%
Slovenia Yes No HNo Yea Yoo Yes Yes No Yoz Gof 9 &7%
Ukzzins Yes Yes He Yes Yes Yes Yes Mo Yes Tafg TBY%
Albania Yes Mo Mo Yes Yes Yes Mo He Yes 5of® 56%
Bosnia & Herzegovina Yes Yes He Yes Yes Yas Mo Mo Ne 5aof9 56%
Fatomia Yes No No Yea No Yes No No No 3 of 9 33%
Latvia Yes Mo Mo Ye= Ye= Yes Mo Mo No 4 of 9 4%
Lithuaniz Yes Ma He Yes Yes Yas Yes Mo Yes Gaff 6%
Macedonia Yes No No Yea No Yes Yes Neo No 4of§ 44%
Montensgra Yes Mo Mo Ye= Ye= Yas Mo N Na 4 of 9 4%
Tarkey Yes No Yea Yea Yea Yes Mo Yea No 6 of 9 67%
Codesinclnding 15 4 3 1m 16 18 7 3 T Averaze 5796

The compliance of the corporate governance codes with the recommendations of
European Commission regarding to the strengthening shareholder’s rights and
modernising the board of directors are presented in Table 5. The results show that
recommendations referring to the access the relevant information before the General
Meetings (10) and to the disclosure of details of remuneration of individual directors
(15) are respected by all countries, being included in their national codes, followed
by the recommendation 13 referring to who should make the decisions in case of
conflicts of interest. The less respected recommendations are the recommendation
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number 12, related to the provisions for cross-border voting, and number 17, related
to the proper recognition in the annual accosts of the costs of such remuneration
schemes for the company.

The average number of corporate codes who included the recommendations of the
European Commission is 57%, only 10 out of 18 countries codes respect more than
50 percent of the total recommendation. Czech Republic respects 8 out of the 9
recommendations issued by the European Commission regarding strengthening
shareholder’s rights and modernising the board of directors. Only the
recommendation number 11, regarding shareholder democracy, referring to the one-
share-one vote principle, is not respected. The last position in terms of compliance
with the recommendations of European Commission is Bulgaria and Estonia, which
complies with only 3 of the 9 recommendations, having the same results as in the
study of Kubicek et al. (2016).

In the past few years, the remuneration policy was debated by various researchers.
For example, Kanapathippillai ez al. (2015) studied the impact of remuneration
committees and the voluntary disclosure of information on remuneration. By using
the ordinary least squares (OLS) regression on a sample of the Top 200 Australian
Securities Exchange (ASX) listed firms, the authors showed that the remuneration
committees play an important role in the disclosure of information. Other authors
such Porcuna Enguix (2021) analysed the new EU remuneration policy on bank
executives’ compensation incentives and the author examined the impact of the CSR
initiative on bank CEO compensation. By collecting the data the EBA reports for the
period 2010-2017 for the EU banking industry by focusing on the main bank material
risk takers. The results of the study shows that the banks managers of the UK was
the most acetated by the remuneration guidelines and the EU bank remuneration
substantially favoured the fixed pay over the variable component.

Table 6. Remuneration Policy

Recommendations o
Countries 9 20 2z 2 3 2 conlj;)li(;fnce comﬁl?;‘nce
Bulgaria Yes Yes Yes Yes No No 4 of 6 67%
Croatia Yes Yes Yes Yes No No 40f6 67%
Czech Republic No Yes Yes Yes No No 30f6 50%
Hungary Yes Yes YES Yes Yes No 5of 6 83%
Poland Yes No No No No No 1of6 17%
Romania No No Yes Yes No No 20f6 33%
Serbia Yes Yes No Yes No No 3of6 50%
Slovakia No Yes Yes Yes No No 3of 6 50%
Slovenia Yes Yes Yes Yes Yes No 5of6 83%
Ukraine No Yes Yes Yes No No 3of 6 50%
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Recommendations o,
Countries v 20 2 22 23 conlj;:)li(;fnce comf))l;)afnce
Albania Yes No Yes No No No 20f6 33%
gz:;ei;iiina Yes No No No Yes No 20f6 3%
Estonia, No No Yes Yes No No 20f6 33%
Latvia, Yes Yes Yes Yes No No 4of 6 67%
Lithuania, Yes Yes Yes Yes Yes No 50f6 83%
Macedonia No No No Yes No No 1 of 6 17%
Montenegro Yes Yes No No No No 20f6 33%
Turkey Yes Yes No No No No 20f6 33%
Codes including 12 12 12 13 4 0 Average 49%
recommendation

The results of our sample revels that almost 50% of the countries included in this
study respect the recommendations issued by the European Commission regarding
to the remuneration policy. On the previous study conducted by Kubicek et al. (2016)
this percentage was higher, more than 70% respected the European Commission
recommendations. Comparing with Kubicek ef al. (2016) we observed that Poland,
by updating its corporate governance code, introduced some aspects regarding
remuneration policy, but not enough to be in line with the other countries. The last
recommendation made by the European Commission regarding the share option
included in the remuneration of non-executive or supervisory board is not respected
by the countries included in our sample. Out of 18 countries included in our sample
only Hungary, Slovenia, Bosnia & Herzegovina and Lithuania respect the
recommendation referring that shares should not vest for at least three years after
their award.

Table 7. Role of Non-executive or Supervisory Directors of Listed Companies
and on the Committees of the Board

Recommendations o
Countries 25 26 2 28 29 30 31 conlj;))li(;fnce comﬁl?afnce

Bulgaria No No No No Yes Yes Yes Yes 4 0f 8 50%
Croatia Yes Yes Yes No Yes Yes Yes Yes 7 of 8 88%
Czech Republic Yes Yes Yes No Yes Yes Yes Yes 7 of 8 88%
Hungary Yes Yes Yes No Yes Yes Yes Yes 7 of 8 88%
Poland No Yes No No No Yes No No 2 of 8 25%
Romania Yes Yes Yes No Yes Yes Yes Yes 7 of 8 88%
Serbia Yes Yes No No Yes Yes Yes Yes 6 of 8 75%
Slovakia Yes Yes Yes No Yes Yes Yes Yes 7 of 8 88%
Slovenia Yes Yes Yes Yes Yes Yes Yes Yes 8 of 8 100%
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Recommendations No of % of

25 26 27 28 29 30 31 . .
compliance compliance

Countries
Ukraine Yes Yes Yes Yes Yes Yes Yes Yes 8 of 8 100%
Albania Yes Yes Yes No Yes Yes No Yes 6 of8 75%
EIZ:;;Z(()%ina No Yes No No No Yes Yes Yes 4of8 50%
Estonia No Yes No No No Yes Yes Yes 4of8 50%
Latvia No Yes Yes Yes No Yes Yes Yes 60f8 75%
Lithuania Yes Yes Yes No Yes Yes Yes Yes 7of8 88%
Macedonia Yes No No No Yes Yes No Yes 4of8 50%
Montenegro Yes Yes Yes No Yes Yes Yes Yes 7of8 88%
Turkey No Yes Yes No No Yes No Yes 4of8 50%
rcezg::n'l':l'::t‘l‘(‘i 12 16 12 3 13 18 14 17 Average 73%

The recommendation referring to the position of the non-executive and supervisory
directors and the committees under the board issued by the European Commission
were analysed in Table 7. By introducing this recommendation, the European
Commission try to reduce the potential conflict of interest between the parties by
dived the functions between non-executive and supervisory directors.

The recommendations issued by the European Commission were respected, in
average, by 73% of the national corporate governance codes from our sample.
Slovenia and Ukraine respect all the recommendations issued by the European
Commission regarding these aspects meanwhile Poland respects only 2 out of the 8
recommendations from this list, being the country with least respected
recommendations from our sample. The European Commission recommends that
there should be at least one member with studies and experience in the remuneration
field in the remuneration committee, but the results show that only Slovenia. Ukraine
and Latvia respect this recommendation, being the least respected recommendation
issued by the European Commission. It is important to notice that the
recommendation referring that the board should make public at least once year
information about its internal organisation and ensure that shareholders are properly
informed as regards the affairs of the company, its strategic approach, and the
management of risks and conflicts of interest is fulfil respected by all the countries
and the recommendation referring to that the profile of non-executive or supervisory
director in terms of their qualifications, commitment, and independence should be
provided is respected by the all countries, except of Poland.
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7. Conclusion

This paper provides a general overview of the compliance of the corporate
governance codes from eighteen Emerging European Countries with the European
Commission recommendations issued in the period 2003-2009. Using the content
analysis, this research presents which of the following recommendations issued by
the European Commission regarding the enhancing corporate governance disclosure
and institutional investors, strengthening shareholder’s rights and modernising the
board of directors, remuneration policy and the role of non-executive or supervisory
directors of listed companies and on the committees of the board are respected by
the following countries: Bulgaria, Croatia, Czech Republic, Hungary, Poland,
Romania, Serbia, Slovakia, Slovenia Ukraine, Albania, Bosnia & Herzegovina
Estonia, Latvia, Lithuania, Macedonia Montenegro and Turkey.

The results illustrate that the countries included into the sample respect the
recommendations issued by the European Commission. Referring to the corporate
governance disclosure and institutional investors, the most respected
recommendations is the recommendations regarding the shareholders meeting and
its key power being respected by all the countries. With the except of Montenegro,
the rest of the countries for our sample respect the recommendation (6) referring to
the composition of the board and its committees. A disclosure of investment policy
with respect to the exercise of voting rights in companies in which they invest is the
less respected recommendation, Czech Republic, Serbia, Slovakia, Slovenia and
Turkey are the countries present information in their codes.

In average, 57% of the countries respect the recommendations 10-18, referring to the
strengthening shareholder’s rights and modernising the board of directors. Only the
recommendation referring to the access the relevant information before the General
Meetings (10) and disclosure of details of remuneration of individual directors (15)
are respected by the all countries. Contrary the recommendation regarding to the
cross-border voting (12) and the proper recognition in the annual accounts of the
costs of such schemes for the company (17) are respected by Czech Republic,
Hungary and Turkey.

The countries who respect more than 80% of the recommendations of European
Commission regarding to the remuneration policy are Hungary and Slovenia, while
Poland and Macedonia respects only 1 out of the 6 recommendations. Slovenia and
Ukraine respect all the recommendation regarding the role of non-executive or
supervisory directors of listed companies and on the committees of the board, while
Poland respects only 2 out of the 8§ recommendations.

Concerning to the countries who respect the recommendation of European
Commission, Slovenia is the first with 28 recommendations respected out of 32,
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followed by the Czech Republic with 27 recommendations respected and Slovakia
with 26. The countries with least respected recommendations are Poland with 13 out
of 32, Estonia with only 14 out of 32 recommendations and Bulgaria with 16 out of
32 recommendations. Our results for Poland are similarly with the results of
Campbell et al. (2009) who studied the reasons of non-compliance of the Polish
listed companies with the elements of corporate codes. The results of the study of
Cicon et al. (2010) shows that Estonia has the lowest overall correlation with the UK
code, which is one of the best codes. Also the in their report, The European Central
Bank (2017) shows that Bulgaria needs some reforms of their corporate governance
codes.

The limitation of this study is that it offer just a general overview regarding the
compliance of corporate codes from European Emerging Countries with the
European Commission recommendations, without practical implications. Future
research directions may attempt to broaden the sample to all European countries who
published a corporate governance code and finding new possible patterns of research
in Europe. Moreover, future research could also investigate if the European
Commission recommendations were implemented into the company’s annual
reports.
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