Corporate Governance in German Firms

— Are Supervisory Boards Becoming More Internation&?

Abstract

International business literature has provided mooeeevidence for a continuous internation-
alization of firms and their business activitienvitver, a relevant question that stilinain:

to be answered is to what extent firms have al$ernationalized their top magemer
teams. In recent years, some studies have addrissessue However, most of this resea
has looked at top management from an Arfggocon and not from a continental Eurof
perspective. This paper examines the internatioatatin of German supesory board:
Based on theoretical reasoning related to the aflesipervisory boards in Gaan firms, w
argue that highly international firms can beneftnfi international supervisory board mem-
bers. We build on a comprehensive measure to igatstthe changes in board member in-
ternationality among the German DAX30 firms betw@&05 and 2008. Relts show thi
the internationalization of shareholder’s repreagwes increased slightly by 2008. Vggll
observe striking disparities between firm interoadlization and supervisory board interna-
tionalization.
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1. Introduction

The business activities of many German firms gdoyrond national borders (see, for exam-
ple, Buch et al., 2005, p. 60; Wagner, 2004, pj3-4%4). Consequently, these firms have to
cope with heterogeneous cultural, institutional adnpetitive environments. In order to
manage international operations, specific knowled§éls and experience are necessary at
the top level of a firm (Carpenter et al., 2004jjijes et al., 2003). In the German corporate
governance system, the top level consists of texs:tithe management board ("Vorstand”)
which manages and represents the firm and the \d@apgr board (“Aufsichtsrat”) which su-
pervises the management’s decisions and actionth@¢fs) 2004; Dufey et al., 1998, pp. 54-
55; Grothe, 2006, pp. 123-127; Theisen, 2002, pp811059; Weimer & Pape, 1999, p. 157).
Due to the German system of co-determination, hahembers of the supervisory board are
delegates of the firm's owners. Depending on variagctors, such as the size of the firm and
the industrial sectors the firm is active in, ub@o of the supervisory board’s members can

be delegates of the staff.

According to the Stock Corporations Act, the memlmrthe supervisory board not only ap-
point the members of the management board, buthalge the right to elect the chairman of
the management board, who is similar to a CEOenAihglo-Saxon model (Oesterle, 1999, p.
114). They decide upon removal of members of theagament board and are responsible
for taking legal action on behalf of the firm aggtithe members of the management board in
case of misconduct (Bellavite-HOormann et al., 2008, 24-47; Government Commission
German Corporate Governance Code, 2009, pp. 8%e0&003, pp. 262-266; Potthoff &
Trescher, 2003, pp. 89-168; Theisen, 2003, pp.Z88)- In addition, they supervise deci-
sions, activities and strategies of the manageimeatd. Since specific types of decisions and

transactions are subject to the supervisory boapfgoval, it has a considerable impact al-



though it is not actively involved in managementitfer, 2009, p. 775). The members of the

supervisory board also consult the management boadentifying opportunities and threats.

It can be assumed that in order to effectivelyilftifese tasks in an international firm, an in-
ternational background and international experieaee a clear advantage for supervisory
board members (Carpenter et al., 2000, p. 279; dtseg et al., 1998, p. 23; Magnusson &
Boggs, 2006, p. 112). In line with this assumptiangonsiderable amount of international
firm activities lead to demand for an internationation of supervisory boards (von Werder,
2006, p. 529) and supervisory board’s duties (Lu®2609, pp. 776-777). For instance, the
German Corporate Governance Code accounts fontneasingly international range of tasks
and recommends that cross-border activities ofra §hould be accompanied by an interna-
tionally oriented supervisory board (Bellavite-H@mnm et al., 2005, p. 69; Government

Commission German Corporate Governance Code, 2009, Ringleb et al., 2003, p. 194).

During the past 25 years, a large body of reseanctop management has been evolved (for
an overview, see Carpenter et al., 2004; FinkelsfeHambrick, 2009). Some studies have
also focused on the international dimension oft@gmagement (for instance Athanassiou &
Nigh, 2002; Carpenter & Fredrickson, 2001; Carpesteal., 2003; Roth, 1995; Sambarya,
1996; Staples, 2008; Reuber & Fischer, 1997; Tihatngl., 2000; Wally & Becerra, 2001).
However, most of this research is based on Nortlergan samples and focuses primarily on
top manager’s nationality as a characteristic factdop management team internationaliza-
tion (Becker, 2010, p. 117; Ruigrok et al., 2007 545). For European firms, findings are
rather limited: Becker (2010) focuses on the ird@omalization and cultural diversity of
boards in six European and three Anglo Americamtiaes, Heijltjes et al. (2003) examine
the multinational composition of top managemenimgan Sweden and the Netherlands.

Nielsen (2010) analyzes Swiss top executives, WRikgrok and Wagner (2003a, 2003b)



investigate German management boards. Hartman®)19@stigates German management

boards as well, but he concentrates on CEOs.

While the internationalization of German managenim#rds has been analyzed to some ex-
tent, differentiated findings on the internatiomation of supervisory board members are still
limited in international corporate governance &tere. It is the objective of our study to fill
this gap. Therefore, after providing theoreticguaments concerning supervisory board inter-
nationalization, this paper builds upon our presioesearch and analyze the changes in inter-

nationalization of German supervisory boards betw&@05 and 2008.

The contribution of this study to international imess literature is two-fold: first, it helps to
provide a more comprehensive and dynamic descnigtfdop management internationaliza-
tion in German firms through the use of dataseds ithcorporate two distinct points of time
(Carpenter et al., 2004, p. 772). Second, by ennpdpmultiple dimensions to describe super-
visory board members’ internationalization, it amets for recent claims to overcome the
limitations arising from single-proxy operationaiion in upper echelons research (Carpenter

& Reilly, 2006; Kor, 2003; Nielsen, 2010).
2.  Theoretical Background and Hypotheses

In order to argue why internationalization of swi&sry boards is relevant in the context of
international firms, we have to identify the furets of supervisory boards within the German
corporate governance system in more detail. Supanvboards can play four important roles
(Kreitmeier, 2001, p. 45): (1) the control role) {Be support role, (3) the linking role and (4)
the coordinating rolé.The roles of supervisory boards are rooted irediffit theoretical con-

cepts.

! Hillman et al., (2002) distinguish only threeasi the control role corresponds to the agency téesupport
role matches the strategy role and the linking emjgals the resource dependence role (Hillman. e2@02,
pp. 94-100).



(1) Based on agency theory (Eisenhardt, 1989; defaddeckling, 1976), the control role of
the supervisory board has often been discussedrporate governance literature. The main
function of supervisory board members is seen imitoang the management board to pro-
tect the owners of the firm (Hillman et al., 20@@, 235-236; Hillman & Dalziel, 2003, pp.
384-385). The monitoring task involves questiondagisions and actions taken by the man-
agement board, evaluating strategies and contgattinjor investments (Hillman et al., 2002,
p. 100). For supervisory board members relevaniledge, skills and experience are indis-
pensable for fulfilling these tasks (Neubtrger, 200. 189). If there is an international di-
mension to the management board’s decisions amhactn international background of the

supervisory board members seems to be a preregfasithe monitoring function.

(2) Know-how and experience are not only requiradfdlfilling the control role but also the
support role (Kreitmeier, 2001, pp. 48-50) or &ggtrole (Hillman et al., 2002, pp. 97-99).
This role is theoretically grounded in stewardgtigory (Donaldson & Davis, 1991; Muth &
Donaldson, 1998). From this perspective, the famctif supervisory boards consists of advis-
ing the management board and influencing the sfiegeof the firm (Hillman et al., 2002, pp.
97-99). The supervisory board not only has the tlutggngage in ex-post control but it is also
expected to provide advice to the management bioaadlvance (Bellavite-Hormann et al.,
2005, pp. 100-101). Consulting the management bwaeh international firm requires su-
pervisory board members to identify and evaluatksras well as opportunities in the interna-
tional environment. It is questionable whether suigery board members can provide the

necessary advice to management boards when laakinmgernational background.

(3) Resource dependence theory (Pfeffer, 1972 fdef& Salancik, 1978) explains a third
function of supervisory boards: the linking roleup®rvisory board members provide re-
sources such as information, preferential acceserganizations and advice to the firm

(Hillman & Dalziel, 2003, pp. 385-386; Kreitmei@001, p. 50). They act as “vehicles for co-



opting important external organizations” (Pfeffer Salancik, 1978, p. 167). Particularly
within supervisory boards of German firms this ikey aspect. Supervisory board members
are, for instance, managers from other firms omffohancial institutions, academics, politi-
cians or experts. The linking role requests théitglio access know-how, to exert influence
on institutions or on stakeholders on behalf offttra and to grant a network of professional
contacts (Hillman, 2005, pp. 466-468; KreitmeiedD2, p. 51). Thereby, it is not limited to
the home country, but even more decisive in arrniatéonal context. An international back-
ground of supervisory board members would securdira’s international network
(Carpenter et al., 2001, p. 496; Edstrom & Galbtal977, p. 258; Kiel & Nicholson, 2003,

p. 195; Roth, 1995, p. 211).

(4) The supervisory board’s coordinating role isice from stakeholder theory (Freeman &
Reed, 1983; Hill & Jones, 1992; Wang & Dewhirst92) Different stakeholder groups are
represented within the supervisory board to enftiiee legitimate claims (Kreitmeier, 2001,
pp. 53-54). The two stakeholder groups requirebetgresent in supervisory boards of large
German stock corporations are representativeseohiareholders and representatives of the
employees. As far as shareholders are concernedinewe that the proportion of foreign in-
vestors in many German firms has risen consideraimy the last decades (Baums & Fraune,
1995, p. 97; Sunner, 2000, p. 493), in some firkes Adidas, Siemens and Deutsche Borse
amounting to more than 50%. When it comes to engasythe same tendency emerges. In
many German firms, we find more employees outsidéeymany than within Germany (von
Werder, 2005, p. 287). If these stakeholder groangsinternational, we assume that their

representatives on the supervisory board shouidtbmational as well.

In summary, different theoretical concepts empteatiat internationalization of supervisory
boards can be beneficial or even necessary forrggpey firms. We conclude that within

highly internationalized firms supervisory boardmieers can better fulfil their roles as su-



pervisors, strategic supporters, providers of resmiand coordinators, if they dispose of an
international background themselves. Thereforeinalas degree of internationalization at

supervisory board level and firm level seems dbtarhis leads to our first hypothesis:

H1: The degree of internationalization of supemysooards of German firms increases with

the degree of internationalization of the firm ihiah they are active.

As was pointed out above, we postulate a relatipnisétween firm internationalization and
supervisory board internationalization. Although &ect such a relationship for the entire
supervisory board, we assume to find an internii¢réince within supervisory boards be-

tween shareholders’ and employees’ representatiMas. is mainly due to German legisla-

tion: while the shareholders elect their reprederds at the general meeting, employees’ rep
resentatives are not elected by all of the firnmgpkyees but only by the German employees.
Employees in foreign countries on the other hana meither active nor passive voting rights
(Schmidt, 2004, p. 895). Stakeholder theory (e.y). &Jones, 1992) suggests that German
employees will try to use their vote to name adtesdor their particular concerns. They will,
therefore, elect representatives who they belielestand up for their rights and who will
call attention to Germany as location and to then@® employment conditions (Jurgens,
2001, p. 55). In order to gain such a reputatioorgrthe employees, commitment to a career
in the work council or a labour union is often mamgortant than an international back-
ground. For this reason we expect the employepsésentatives to possess a relatively lower

international background compared to the repretigasaof the shareholders.

H2: Shareholders’ representatives on supervisogydsoof German firms are more interna-

tional than employees’ representatives.

One of the supervisory board’s tasks is to eleetniembers of the management board. Con-

sidering that management boards have executive rgpwecide on strategy and undertake



operative actions (Theisen, 2002, p. 1058), theeswty for internationalization seems even
more urgent for management boards than for sumegwisoards. We assume that supervisory
board members are aware that international managerserve as a valuable resource for an
international firm (see, for instance, Carpentealet2001; Daily et al., 2000; Magnusson &
Boggs, 2006, p. 112). An international backgrouralyrhelp managers to perceive interna-
tional opportunities, to formulate adequate intéomalization strategies and to facilitate the
successful implementation of those strategies (#dhsiou & Nigh, 2002, p. 161; Nielsen,
2010, p. 199-200). Since the goal of the superyidmard is to ensure their firm’s success,
we expect supervisory board members of an intematifirm to select management board
members with an international background. Considethe active role the management
board plays compared to the supervisory board,ssame that management board members
are more international than both employees’ andesimdders’ representatives on the supervi-

sory board.

H3: Management board members in German firms ane nmbernational than employees’

representatives on the supervisory board.

H4: Management board members in German firms ane mmbernational than shareholders’

representatives on the supervisory board.

3. Methodology
3.1 Data Source

To assess internationalization of board membeesxisp information is required. Consider-
ing the tight timetables managers have, it doesaein very promising to rely on their will-
ingness to provide detailed information about thelwes (Staples, 2007, p. 315). However,
since board members of large firms are rather prentiand influential individuals, there is a

public interest in their backgrounds and certaictdaare likely to be publicly available. As



pointed out by a number of researchers in thisl fijelambrick & Mason, 1984, p. 203; Hart-

mann, 2002, p. 32; Thomas, 1993, p. 84), currigitke (CVs) or similar biographic docu-

ments provide adequate data on education and ca@eeshare the opinion that CVs are the
most appropriate source of information for our s and also rely on CV analysis. The
CVs for our study stem from corporate websites, rifgpective investor relations depart-
ments, or were directly made available by the beaemnbers. In cases where we could not
obtain information directly from the firms, we usbigraphical compendiums such as the

Who is Who? (Beleke, 2004; Hiibner, 2003; Hilbned320
3.2 Board Member Internationalization

Internationalization of board members is a multefi@d concept. Researchers draw on a
range of variables to describe board (member) nateynalization. The indicators used to
measure these variables vary in degree of detdif@us. Most researchers select one or two
dimensions of internationalization for their assesst, such as nationality or international
assignment experience (Athanassiou & Nigh, 2002166-167; Herrmann & Datta, 2002, p.
560; Nielsen, 2010, pp. 188-189; Oxelheim & Ran®®Q5, pp. 476-477; Palmer & Varner,
2007 p. 7; Reuber & Fischer, 1997, p. 816; Rot®519. 216; Sambarya, 1996, p. 743). We
are convinced, however, that any single indicatdy @overs a certain aspect of the board
members’ international background. By combiningesalimportant dimensions within one
index we aim at obtaining a more comprehensiveupecof the internationalization of Ger-
man supervisory board members. After reviewingdattirs of internationalization applied in
literature, we decided to integrate the dimensid@)Nationality, (2) International Education,

(3) International Work Experience, and (4) Inteioral Linkage in our index:

(1) Nationality: Germans and non-Germans are diffeated. Following Hambrick et al. na-

tionality is determined as the country in whichiadividual spent his or her formative years



(Hambrick et al., 1998, p. 183). The degree of ipmeess attached to Germans is 0 while

foreigners are attributed a value of 1.

(2) International Education: time spent abroadmyhigher education is looked at. The mini-
mum duration of international education to be cdeed is one year. The years spent abroad
during higher education are counted and the resuhiumber is transformed to a value be-
tween 0 and 1 by using a logarithmic function. Tisidone for two reasons: First, index
measures can be obtained which are standardizétearange from 0 to 1 and, thus, not un-
bounded. Second, a logarithmic function correspdoedier to theories of intercultural learn-
ing than a linear function (Kealey, 1989, p. 40ausenberger & Noelle, 1977, p. 365). It has
been found that even short stays abroad can h#gea impact on intercultural sensitivity
and awareness (Thomas et al., 2006) while afteresgpmars the learning curve flattens and
additional time spent abroad only leads to limigeldiitional effects (Pausenberger & Noelle,

1977, p. 365).

(3) International Work Experience: time spent aldroa foreign assignments is taken into
account. International assignment experience i@ atdy considered when it lasted at least
one year. The years spent abroad on foreign assigisnare summarized and the same loga-

rithmic transformation is applied as for internaabeducation.

(4) International Linkage: board appointments irefgn countries are counted. These can be
appointments to unrelated firms as well as to tpresubsidiaries of the focal firm. Since
board appointments are often not reported in C\s @mn change relatively frequently, the
information for this dimension is taken from thenfs’ annual reports, where appointments of
management and supervisory board members have fuulbleshed (“Handelsgesetzbuch”

HGB Art. 285, Par. 10, Cl. 1). Again, the logariticrtransformation is applied.
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By using these dimensions we encompass all impigpenods of an individual’s life: nation-
ality covers an individual's “formative years”, i.the period until finishing school. Higher
education and work experience account for the fora then onwards. Each of these periods
represents a separate context for experiencessptific learning opportunities and specific
requirements to be fulfilled. International linkagddresses an additional aspect of interna-
tionalization: it reflects a board member’s ability build and connect to a professional net-
work outside his or her home country (Nielsen, 20d@ 188-189). The internationalization
index of each board member is calculated as theageevalue an individual receives on the
four dimensions (Figure 1). The four dimensions @oé weighted differently since we as-
sume that they represent different areas of expegi@and learning which are equally impor-
tant. Internationalization at supervisory boarceleg calculated as the average internationali-

zation of the individual board members.

Logarithmic Internationalization Index INT,,, =

1 1 1 1

SR+ 1= [+|1-——— |+|1-

4 E, +1 W, +1 A +1
F, - Foreignness of person i’'s home country, F=0 for Germany;

F=1 for any foreign country

E; - Years of higher education abroad of person i
W, - Years of international work experience of person i (foreign assignments)
A; - Number of appointments to boards of companies abroad of person i

Figure 1. Logarithmic Internationalization Index
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3.3 Individuals in the Analysis

Our goal was to examine the internationalizatiorswbervisory board members in German
firms. We concentrated on the firms representethénGerman stock index DAX30since
these firms can be expected to be highly internatiin terms of their activities. In a first
phase of data collection, internationalization gpervisory boards was measured as of De-
cember 31, 2005. The second phase was conductetiacember 31, 2068In total, the
study in 2005 led to analyzable data of 164 manageroard members (equals 88% of the
population), 249 shareholders’ representativesuperyvisory boards (89%) and 81 employ-
ees’ representatives on supervisory boards (308@.s€cond phase of data collection in 2008
entailed data of 177 management board members (Z¥Mb)shareholders’ representatives on
supervisory boards (93%) and 96 employees’ reptaseds on supervisory boards (39%).
While the response rate for management board menalner shareholders’ representatives on
supervisory boards slightly increased between 20452008, the response rate for employ-
ees’ representatives remained relatively low. Geason for the sparse data on employees’
representatives is the fact that for those indiaiduhardly any information is publicly avail-

able and their willingness to provide informatigrrather limited (Becker, 2010, p. 161).

2 The DAX30 is the major German stock index. lfeefis the performance of the 30 largest Germansfiimm
terms of their market capitalization and numbeerthange transactions. For our empirical studyfirais
listed in the DAX30 as of December 31, 2005 werduided. The only special case is Fresenius Medieat.
Fresenius Medical Care is part of the DAX30 firms i3 in fact a business division of Fresenius 3. de-
cided to include Fresenius SE in our sample instédttesenius Medical Care, since in all of theeottases
the whole group (and not single units, such asn@ssi units) are considered.

® The dataset of December 31, 2008 differs in spamticular cases from the sample of 2005: (1) Sober
listed in the DAX30 as of December 31, 2005, waguated by Bayer in 2006 and is therefore not inetiiéh
the sample of 2008. (2) DaimlerChrysler, listedthie DAX30 as of December 31, 2005 was split into tw
separate legal entities in 2007. In 2008, only Dainvas listed in the DAX30 and therefore we coasid
Daimler in our sample of 2008. (3) Adidas-Salomaswseparated in 2005 when Adidas sold Salomoreto th
Finnish Amer Sports Corporation. In 2008, only Aalidvas listed in the DAX30 and therefore, we inetlid
Adidas in our sample of 2008. (4) Four firms westeld in the DAX30 as of December 31, 2005 but were
listed in the DAX30 as of December 31, 2008 (AltaBGantinental, Hypo Real Estate and TUI). We asslme
that — despite the de-listing — these firms weitehsghly international with regard to their actiies and their
supervisory boards. Consequently, we kept thesesfin our dataset of 2008 to maximize the compénabif
our sample.
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4. Results

We hypothesized a relationship between the intemmalization of supervisory boards and the
internationalization of the firm they are active Trhe results from both phases of data collec-
tion in 2005 and in 2008, however, show that theneo significant correlation between the
internationalization indices of the supervisory toisaand the internationalization of the ac-
tivities of the firms represented in the DAX30.elspective of whether firm internationaliza-
tion in terms of international sales or internatibemployees is taken into account (on these
measures see, for instance, Reuber & Fischer, 1§9813-814; Sullivan, 1994, p. 330), the

resulting correlation coefficient is close to zeGmnsequently, hypothesis 1 is rejected.

Hypotheses 2 to 4 compare the internationalizabithe different individuals, i.e. supervi-
sory board members including shareholders’ and eyepls’ representatives and management
board members. Analysis of variance shows thaethes highly significant differences in the
internationalization of the three groups. To deiaenthe exact nature of these differences we
compare the groups pairwise. The results of tleststfor both phases of data collection are

summarized in Table 1.
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2005
Grou N Mean Standard Standard Mean Significance
P Deviation | Error Mean | Difference (2-tailed)
ER 81 0.0492 0.1430 0.1589
0.2511 0.000
SR | 249 0.3003 0.2947 0.1867
ER 81 0.0492 0.1430 0.1589
0.2826 0.000
MB 164 0.3317 0.2528 0.1974
SR | 249 0.3003 0.2947 0.1867
0.0314 0.263
MB 164 0.3317 0.2528 0.1974
2008
Grou N Mean Standard Standard Mean Significance
P Deviation | Error Mean | Difference (2-tailed)
ER 96 0.0290 0.1403 0.0143
0.3024 0.000
SR | 246 0.3314 0.3098 0.0198
ER 96 0.0290 0.1403 0.0143
0.3250 0.000
MB 177 0.3540 0.2942 0.0218
SR | 246 0.3314 0.3098 0.0198
0.0226 0.449
MB 177 0.3540 0.2942 0.0218
ER - Employees’ Representatives in the SupenyiBoard
SR - Shareholders’ Representatives in the SwgmegwBoard
MB — Management Board Members

Table 1L Comparison of Means of the Internationalizatindex of the Three Board Groups

Hypothesis 2 refers to the internationalizationthaf two stakeholder groups within the super-
visory boards. When comparing the indices of the gnoups we find a significant difference

in terms of internationalization. In 2005, shareleo$’ representatives obtained an average
internationalization index of 0.30 (in 2008: 0.38)d thereby reached a much higher value
than did the employees’ representatives with amageeindex of 0.05 (0.03). These results

clearly support hypothesis 2.

Hypothesis 3 compares the internationalization ahagement board members with the in-

ternationalization of employees’ representativedhensupervisory boards. Based on the re-
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sults of our first phase of data collection in 20@@nagement board members receive an av-
erage internationalization index of 0.33; for tleeand phase of data collection in 2008 we
reached a value of 0.35. This value is signifigahigher than the average internationalization
index of employees’ representatives. The differeticshareholders’ representatives, how-

ever, is not significant. While hypothesis 3 ispoiged, hypothesis 4 is rejected.

The clearly lower internationalization of employeespresentatives compared to manage-
ment board members and shareholders’ represersativéhe supervisory boards can also be
observed on the single dimensions describing iatenalization: the percentage of non-
Germans is much higher in management boards (2@&&%1y 18%; 2008: 23%) and on the
shareholders’ side of the supervisory boards (2@@&e than 19%; 2008: nearly 22%) than
in the group of the employees’ representativesherstipervisory board (2005 and 2008: 5%).
While the relative number of employees’ repres@érgatwho spent time abroad during their
education is much lower (8 individuals or 10%; 2098ndividuals or 9%) than the relative
number of shareholders’ representatives (100 iddads or 40%: 2008: 95 individuals or
39%) and management board members (53 individué@2%: 2008: 66 individuals or 37%),
the individuals who did gain international expegenduring their education do not differ
much in the amount of time spent abroad (2.3-3@s/en average for both samples in 2005
and 2008). More than half of the analyzed managéteard members have worked some
time abroad (2005: on average 8.8 years; 2008: yi®a8s) and approximately 50% of the
shareholders’ representatives have internationak vexperience (2005: on average 14.9
years; 2008: 14.6 years) as opposed to less titanoithe employees’ representatives (2005:
on average 13.8 years; 2008: 17.5 yéampout two thirds of the analyzed management

board members have at least one appointment indhel of a foreign firm (2005: on average

* The high average time spent abroad in the emp®ygoup is an artefact of the small sample siZ2005 and
2008. In both samples, only six of the analyzedleyges’ representatives gained experience in iatemal
assignments, but out of these six individuals cersgn spent 28 years abroad and another one 3l year
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3.2 board appointments; 2008: 3.1 appointmentsy Tdpplies to approximately half of the

shareholders’ representatives on the supervisoaydsa2005: on average 2.6 board appoint-
ments; 2008: 2.8 board appointments), but less #8anof the employees’ representatives
serve as board members abroad (2005: on averadear8 appointments; 2008: 1.0 board

appointment).

With our dataset, we are able to contrast the atmngfirm internationalization and supervi-
sory board internationalization in German firms rotime (Table 2). The analysis shows that
the majority of all firms in the sample intensifiitkir international activities with regard to
foreign sales and foreign employees. About 60%heffirms increased the ratio of foreign
sales to total sales, whereas more than 80% &ifral increased the ratio of foreign employ-
ees to total employees. The examination of supanywisoard internationality between 2005
and 2008 reveals notable differences between thestakeholder groups. While around 62%
of all firms increased the internationalizationtieé shareholders’ representatives, about 14%

of the firms raised the internationalization ofitremployees’ representatives.
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Changes in Internationalization at the Firm Level
A Foreign Employees/ A Foreign Employees/ 5
Total Employees > 0 Total Employees 0
A Foreign Sales 0 0 0
Total Sales > 0 52.17 % 8.70 % 60.87 %
A Foreign Sales 0 0 0
TiE] S 30.43 % 8.70 % 39.13 %
> 82.60 % 17.40 % 100.00 %
Changes in Internationalization at the Board Level
A Internationalization A Internationalization 5
MB >0 MB <0
A Internationali- 0 0 0
sation SR > 0 44.83 % 17.24 % 62.07 %
A Internationali- o o 0
zation SR< 0 10.34 % 27.59 % 37.93 %
> 55.17 % 44.83 % 100.00 %
A Internationalization A Internationalization 5
MB >0 MB <0
A Internationali- 0 0 0
sation ER > 0 13.79 % 0.00 % 13.79 %
A Internationali- o o 0
zation ER< 0 41.38 % 44.83 % 86.21 %
> 55.17 % 44.83 % 100.00 %
A Internationalization A Internationalization 5
SR>0 SR<0
A Internationali- 0 0 0
sation ER > 0 10.34 % 3.45% 13.79 %
A Internationali- 0 0 0
sation ER< 0 51.73 % 34.48 % 86.21 %
> 62.07 % 37.93 % 100.00 %
ER — Employees’ Representatives in the SupenyiBoard
SR — Shareholders’ Representatives in the SugmegwBoard
MB — Management Board Members

Table 2. Changes in Internationalization Between 2005 20@8 at the Firm Level and at

the Board Level
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Despite the increased internationality among tteediolders’ representatives in the supervi-
sory boards, we observe a general misfit betwemm ifiternationalization and supervisory
board internationalization. In our sample of 20@&e average firm internationalization
reaches values of 68% (Foreign Sales/Total Sale$)58% (Foreign Employees/Total Em-
ployees). By 2008, the average ratio of foreigesalecreased slightly to 64% while the per-
centage of foreign employees increased to 59%.bbtr samples, these results are consid-
erably higher than the average values of internativation among the shareholders’ repre-
sentatives in the supervisory board (30% in 2005 28% in 2008) or the employees’ repre-

sentatives in the supervisory board (5% in 20053#dn 2008).
5. Discussion and Conclusions

5.1 Relationship between firm internationalization and supervisory board inter-

nationalization
Our research explored the internationalization w@besvisory board members in German
firms. Drawing on agency theory, stewardship theoggource dependence theory and stake-
holder theory, we argued that it can be benefmiadven necessary for highly international-
ized firms to employ international supervisory lwbanembers. We also hypothesized that
high (low) internationalization at the firm levebrcesponds with a high (low) internationali-
zation of supervisory board members. The empiresiilts of this study do not confirm such
a relationship. In addition to the small sample 2f our study, there may be several further

explanations why such a link could not be confirmed

First of all, supervisory board members are seteeecording to various expectations of
shareholders’ and employees’ representatives (Bei&lormann et al., 2005, pp. 13-23;
Government Commission German Corporate Governancke,009, pp. 9-10; Potthoff &
Trescher, 2003, pp. 203-211). Thus, the internatitwackground is only one out of several

criteria to be considered. It remains unclear wieight is assigned to an international back-
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ground as compared to other criteria for the sieleaecision of supervisory board members
and for the actual qualification of management 8oaembers. There is no benefit from hav-
ing highly international supervisory board memhétkey fall short of other personal or pro-

fessional qualifications and qualities. In otherds internationalization per se does not qual-

ify for being a valuable member of any supervisoogard.

Second, from an economic point of view, the misgiglgtionship between firm and board
member internationalization can be a sign of difigrpatterns of internationalization proc-
esses (Kutschker et al., 1997). Despite recenteacil for an increasingly flexible labour
market for supervisory board members and managebward members (see, for instance,
Becker, 2010, pp. 227-228; Lutter, 2009, pp. 778}%ve argue that the career tracks of these
individuals are still far from being global. In otgsearch, we identified a slight increase in
internationalization of shareholders’ represenegsivand management board members and
thereby confirm the findings of prior upper echalgasearch (Becker, 2010, p. 192; Staples,
2007, pp. 317-318). We assume that recent callméoe diversity and internationality among
the upper echelons of a firm (see, for example,daanent Commission German Corporate
Governance Code, 2009, p. 9) may further elevateiriternationalization among German
firms. However, we also acknowledge that the ddtboard internationalization still differs

considerably from internationalization in termdiain structure or business activities.
5.2 Differences between Board Members

Our results show a significant difference betwdaninhternationalization of employees’ rep-
resentatives and shareholders’ representatives diffegence expected between employees’
representatives and management board members wisnea as well. Contradictory to our
hypothesis, the internationalization of sharehaddespresentatives and management board
members does not differ significantly. When lookfog a reason for the similarity of the in-

ternationalization of these two groups, it may bguad that supervisory board members are
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more likely to promote managers who are similathiemselves than to support “outsiders”
(Kanter, 1977, pp. 47-49). This argument is sumbiiy the similarity-attraction paradigm
(Duck & Barnes, 1992). Individuals are attractegpémple with similar values, attitudes and
beliefs. Boards could therefore also tend to “rdpoe” themselves in terms of their interna-
tionalization and refrain from electing managersoveine more international than they are. In

addition, international managers may still be hartind (Carpenter et al., 2001, p. 495).
5.3 Low Internationalization of Employees’ Represetatives

While we have to be careful making statements aomog the absolute level of internation-
alization of board members, there is no doubt thatresults reveal an extremely limited in-
ternational background of employees’ representatiVée fact that only German employees
have the right to elect supervisory board membexs eiscussed as a cause for this finding
(Schmidt, 2004, p. 895). In the context of Germarporate governance, such a result may
have important consequences. Employees’ represa#atre often criticized for concentrat-
ing on local or national interests instead of cdesng the world-wide situation of the firm.
The legitimacy of enforcing employees’ rights atrfilevel becomes questionable in firms
with a high percentage of employees abroad (Bematm-Foundation & Hans-Bockler-
Foundation, 1998, p. 26; Schmidt, 2004, p. 895LusTlit is not surprising that demands for
opening up the employees’ side of German supewviboards for employees from foreign
subsidiaries are frequently articulated (Hexel,20f 51; Lehner & Heinz 2003, p. 342; von

Werder, 2004, p. 238).
6. Limitations and Avenues for Future Research

This study employs a complex method for examiniogrd member internationalization. The
index applied here was developed with the goalrtwide a more comprehensive picture of

board member internationalization than is usudlly ¢ase in top management team research
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(Authors, 2006). We admit, however, that severabf@matic issues remain: the selection of
indicators as well as their combination to an indar be criticized. First, several additional
aspects may be relevant for the internationalimatibboard members which have not been
taken into account in our index, such as languaggcgency (Athanassiou & Nigh, 2002) or
responsibility in an international function in theme country. We are still convinced that the
index is more complete than most measures thatbeafound in literature. To our best
knowledge there is no other study of board memiermationalization in which four differ-
ent dimensions are combined. Second, the logartifumiction used to transform the absolute
values may be questioned. However, while therebeadoubts concerning the exact shape of
such a function, we consider it important to in@gte findings on intercultural learning in

the measurement of the internationalization of daaembers.

Our study covers only German firms. With the firrepresented in the DAX30, it even fo-
cuses on a specific group of German firms. Basedurdata we cannot generalize to other
firms. We assume, however, that the results arstithtive for most large German firms being
subject to co-determination. Additionally, it woub@ fruitful to extend our analyses to other
countries. In doing so, it would be possible toeistigate whether the degree of internationali-
zation at supervisory board level found in thisdgtis country-specific or not. As there are
other countries where the top level consists of tiews (such as Denmark; see Rose, 2005, p.
691), a direct comparison of the internationalmatof supervisory board members could be
drawn. Countries where employees’ representatilgessit on the supervisory board (such as
Austria; see Austrian Working Group on Corporatev€&oance, 2009, p. 34) can be exam-
ined in order to determine whether the extremely ilaternationalization of employees’ rep-
resentatives is a German patrticularity. In addjtion countries with one-tier systems, such as
the United States and the U.K., the internatioasilin of non-executive directors could be

assessed and compared to the internationalizafi@upervisory board members. Thereby,
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the impact of the corporate governance system amdbmternationalization could be ana-

lyzed.

We are aware that our study mainly grasps the seirdd board member internationalization

while it does not capture the mentality which ighly relevant (Perimutter, 1965; 1969). In

our study, demographic variables are used as @daieattitudes, beliefs and values of su-
pervisory board members. Qualitative research siscn-depth case studies and interviews
may provide more detailed information about therin&tional orientation of a supervisory

board member than does biographic data. Some thdils may be international in mentality

despite lacking high scores on the four dimensiwrsle others may be far less internation-

ally oriented even though they were raised or eigdacabroad.

While trying to assess the changes in supervisogydbomember internationalization, the pre-
sent paper relies on two distinct points of timeture research could investigate supervisory
boards over a longer period of time in order tooact for the potential delay between the
internationalization of structure and businessvéas on the one hand and board internation-

alization on the other hand (Pettigrew, 1987, %2-655).

In addition, further research is needed on the elespucture of decision-making processes.
While we are exploring the internationalizationbafard members, we refrain from shedding
light into the black-box of their decision-making anternationalization (Lawrence, 1997;
Priem et al., 1999). In this area more researebdsired, including, for instance, research on
how supervisory board members influence decisiokimgaprocesses on internationalization
(Carpenter & Friedrickson, 2001; Caligiuri et &Q04), on the character of these processes
and on intended and unintended outcomes. Case sasdarch could probably provide
deeper insight into these aspects of the monitp@wlyising, linking and coordinating role

that supervisory board members fulfil.
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