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Executive Summary

Research Progress

The objectives of the UFANET network are to improve our understanding of the interaction between legal frameworks and financial market activity, as well as the effects that these have on economic efficiency and growth. A second objective is to link research on law and finance with political economy.

In the second year of the RTN contract, the UFA network has made substantial progress towards achieving both of these objectives. It has produced a significant amount of high-quality research in the research areas just mentioned:

· 23 Working Papers;

· 14 Journal Articles;

· 6 Book Chapters;

· 2 Books.

In addition, it has:

· lead to the inception of several new research projects between nodes members;

· held a second major network meeting in Madrid in October 2001, and planned a third one in Oxford for September 2002;

· brought together economists, lawyers and regulators, and favoured particularly the participation of young researchers in each of its meetings.

Among the main analytical tasks undertaken by the teams participating in the Network, the following stand out:

(i) Corporate Governance

· In the area of Corporate Governance Patterns across countries, Fabbri (Salerno, Young Researcher) has analyzed the impact of investor protection on private investment, and Giannetti (SITE, Young Researcher) its impact on financing costs through the degree of diversification. Researchers based at the Frankfurt node (Schmidt, Mann and others), at ECARES (Becht) and Oxford (Mayer) have investigated international comparative corporate governance, with special reference to the allocation of ownership and voting control in Europe’s large firms. Becht (ECARES), Bolton (Princeton) and Roell (Princeton) have completed an extensive survey on corporate governance and control for the forthcoming “Handbook of the Economics of Finance”. Finally, researchers at the Yale node (Gilson Hansmann, Romano, Schwartz) have done work on various aspects of corporate governance, in particular on methods to achieve efficient changes of corporate control, on proxy contests and on the relation between trust and corporate law.
· On the issue of The balance between different stakeholders in corporate governance, Suarez (CEMFI) has analyzed the role of stock-based compensation and severance pay in dealing with different degrees of managerial entrenchment. Pagano (Salerno) and Volpin (London Business School) have analyzed the tendency of managers to strike an implicit alliance with workers to entrench themselves at the expense of non-controlling shareholders. Burkart and Ellingsen (SITE) propose a theory of in-kind finance, based on the notion that opportunistic borrowers find it less profitable to divert input than to divert cash.
· In the area of Ownership and control, the role of venture capital in the creation of new firms has been investigated by researchers in Oxford (Mayers, Schoors and Yafeh), and in Frankfurt (Franzke). Berglof and Burkart (SITE) have explored the implications of ownership and control structures for the regulation of the market for corporate control in Europe. Burkart has also developed frameworks for analyzing  the impact of legal investor protection on the monitoring incentives of controlling shareholders and on the separation of ownership and management.
· In the area of the Political economy of corporate governance, Pagano (Salerno) worked on the effect of political systems on the degree of protection of minority shareholders, while von Thadden (CEPR) produced a related paper on the political economy of bank- and market dominance.

(ii) Bankruptcy
· On the key topic of the Efficiency properties of existing and proposed bankruptcy procedures, Berglof (SITE) and von Thadden (Lausanne/CEPR) have developed a framework for understanding the interaction between key elements of bankruptcy law. Krahnen (Frankfurt/CFS) has identified banking pools as an important contractual remedy to inefficient liquidations that are imminent when multiple banks finance firms. His conclusions have implications for the re-design of the German insolvency code. Finally, Schwartz, Welch (Yale) and Bris (Yale) researched the appropriate allocation of bankruptcy costs, as well as on their actual allocation of them in large bankruptcies.
· The network has produced a number of novel contributions in three other closely related fields of bankruptcy research: The role of courts and legislators in legal evolution, Creditor protection and enforcement, and Political economy of bankruptcy. Biais and Recassens (Toulouse) have studied the political determinants and the financial consequences of bankruptcy laws. Berglof (SITE) and Howard Rosenthal (Princeton) showed that the divergence of bankruptcy law in the United States from its English origins is explained by the legislative process, rather than the courts, and that economic conditions as well as ideology and banking interests shaped the outcome. Rosenthal has analyzed the process of bankruptcy reform in the United States also in a related paper with Nunez. In on-going work with Franks (LBS/CEPR), Sussman (Oxford) studied similar issues for the U.K., with particular emphasis on the role of banks.
(iii) Market Organisation and Efficiency

· On the issue of Legal systems, financial systems and real activity, the Salerno team (Jappelli and Pagano, and Fabbri and Padula) has produced two papers documenting the effect that judicial inefficiency has on the credit market.
· On the issue of Evolution of financial systems and efficiency, the CEMFI (Repullo and Suarez), Oxford (Morrison and Schoors) and Frankfurt (Krahnen and Elsas) teams have respectively produced contributions on the critical aspects of prudential regulation of banks, on the role of deposit insurance and capital adequacy in banking regulation and of banking regulation in transition economies, and on banking relationships in situations of corporate distress in Germany. Furthermore, Krahnen and Schmidt are editing (and contributing to) a volume on the German Financial System that challenges current views on a bank based financial architecture.

· In the area of the Political economy of market organisation and efficiency, apart from the already-mentioned work by Pagano and Volpin, the importance of political economy for financial architecture has been shown to be conspicuous in transition economies by the work of Berglof (SITE), Bolton (Princeton) and Schoors (Oxford). Berglof and Bolton have also developed an analytical model of the interaction between financial development, fiscal responsibility and rule of law.
Networking

The Network organised a network workshop (Madrid, October 2001), and has planned a forthcoming one in Oxford (September 2002). The Madrid workshop was a great success in terms of participation and liveliness of debate, particularly insofar as the interaction between economists, lawyers and regulators is concerned. Planning of the Network’s research and dissemination agenda has been ensured throughout the Network’s life by a series of planning meetings, one in each of the Network’s workshops held so far. Further Network activity can be expected through UFANet teams’ involvement in the ECB-CFS network initiative on “Capital Markets and Financial Integration in Europe” which intends to stimulate cross-country comparative research in collaboration with central bank research staff.
Recruitment

In terms of recruitment, 7 Young Researchers were hired during this reporting period. 

1. Research Highlights

1.1 Scientific Highlights

Twenty-four months into the contract, work has advanced according to plan. The research results to date are discussed below. The Network has its own website (http://www.cepr.org/research/networks/FERTN/), hosted as part of the CEPR site. The website contains information on the people involved in the Network; research underway and papers produced; job vacancies within the Network; and dissemination of the Network’s output. It also contains links to the teams’ own sites.

The degree of interaction and integration already achieved by this Network should not be underestimated: it has created a coherent group of researchers working in this particular area of economics. Some of the Young Researchers presented papers at the Network workshop, and have further benefited from the opportunity to interact with Team Leaders and other senior team-participants who have pioneered academic work in this area. In addition, efforts have be made to involve them in the wider CEPR network and encourage them to attend CEPR workshops and conferences other than those directly related to this Network. It is hoped that this interaction will result in further collaborative publications in the later stages of the Network’s life, and should also widen the openings open to young researchers once they complete their period of employment under the Network’s auspices. 

Overall, the Network has progressed well in the first 24 months of its life. 39% of the total number of contracted man-months have been achieved, compared to the projected 50% at this stage of the Network’s life. 

1.1.1 Corporate Governance

· In the area of Corporate Governance Patterns across countries, Fabbri (Salerno, Young Researcher) has proposed a new general equilibrium two-country analysis of the impact of investor protection on private investment and a first empirical study showing that there are macroeconomic effects of better investor protection. Fabbri’s study was presented at the Madrid 2001 conference. In two recent working papers, one of which joint with Andrei Simonov (also at Stockholm School of Economics), Giannetti (SITE, Young Researcher) finds that firm level measures of corporate governance affect firm investor base and risk sharing.  In particular, all the categories of investors (domestic and foreign; institutional and small individual investors) who generally enjoy only cash flow benefits are reluctant to invest in companies with worse corporate governance. In contrast, individuals who have strong connections with the financial community behave differently. The results of Giannetti's papers are important both for corporate finance and portfolio theory, as they shows that the structure of returns may differ for different classes of investors. In another paper which is forthcoming in the Journal of Financial and Quantitative Analysis Giannetti (SITE, Young Researcher) examines how firm characteristics, legal rules and financial development affect corporate finance decisions. She finds that in countries with good creditor protection, it is easier for firms investing in intangible assets to obtain loans. The protection of creditor rights is also important for ensuring access to long-term debt for firms operating in sectors with highly volatile returns. Both papers were presented at the workshops of the network in Madrid and Frankfurt respectively. Researchers based at the Frankfurt node have investigated international comparative corporate governance, both theoretically (Schmidt) and empirically (Mann and others). Becht (ECARES) and Mayer (Oxford) have completed work on a major book on “The Control of Corporate Europe” that has been described as “the most in depth-study of nuances and structure of concentrated ownership and voting control in Europe’s large firms” (Mark Roe, Harvard Law School). Mayer (Oxford) and Franks (LBS/ CEPR) have started a project looking at the evolution for the ownership and control of companies in the UK over the past century. Becht (ECARES), Bolton (Princeton) and Roell (Princeton) have just completed an extensive survey on corporate governance and control for the forthcoming “Handbook of the Economics of Finance”. Finally, Alan Schwartz (Yale) and Ronald Gilson have done work on corporate governance, in particular analysing the question whether sales or elections are superior methods to achieve efficient changes of corporate control. Roberta Romano (Yale) has done work on proxy contests and other aspects of securities law; and Henry Hansmann (Yale) has done work on corporate governance and a comparative study on the relation between trust and corporate law.
· In the area of The balance between different stakeholders in corporate governance, Suarez (CEMFI) and Almazan (Texas) uncovered novel interactions between stock-based compensation and the stock market reaction to the announcement of certain financing deals, and between severance pay and different degrees of managerial entrenchment.  The paper was presented at the 2000 Frankfurt workshop. Pagano (Salerno) and Volpin (London Business School) have analyzed the tendency of managers to strike an implicit alliance with workers in order to entrench themselves at the expense of non-controlling shareholders, in a paper presented at the Madrid 2001 workshop. Finally, Burkart and Ellingsen (SITE) develop a contract theoretic model of trade credit in competitive markets. They argue that the purchase of input reduces the entrepreneur’s incentives to divert resources, because inputs are less easily diverted than cash. Hence, suppliers may lend more liberally than banks, and the importance of trade credit compared to bank credit is greater when investor protection is weaker.
· In the area of Ownership and control, the role of venture capital in the creation of new firms has been investigated by researchers both in Oxford (Mayers, Schoors and Yafeh), with a comparative study of Germany, Israel, Japan and the UK, and in Frankfurt (Franzke), with a comparison of venture-backed and non venture-backed IPOs in Germany’s Neuer Markt. Control issues have been also at the center of the theoretical analysis of multiple shareholders in control contests by Bloch (Université Aix-Marseilles) and Hege (HEC and CEPR). All three studies were presented at the Madrid 2001 workshop. Berglof and Burkart (SITE) have explored the implications of ownership and control structures for the regulation of the market for corporate control in Europe. They analyze, among other things, the recent Winter proposal on takeover regulation. In a paper presented at the 2000 Frankfurt workshop, Burkart (SITE) and Panunzi (Bologna) have questioned some of the conventional wisdoms in the rapidly growing literature on investor protection and finance, by showing that excessive protection of minority investors may undermine monitoring incentives of controlling shareholders. Building on this work, Burkart, Panunzi, and Shleifer (Harvard) have also developed a framework for analyzing how the quality of minority investor protection shapes a founder’s decision between hiring a professional manager or leaving management to his heir (family firms) as well as on how much, if any, shares to float on the stock market. This theory of separation of ownership and management includes the Anglo-Saxon and the Continental European patterns of corporate governance as special cases.
· In the area of the Political economy of corporate governance, Pagano (Salerno) and Volpin produced a survey of the field, as well as a paper on the effect of political systems on the degree of protection of minority shareholders, presented at the 2000 Frankfurt workshop. Moreover, von Thadden produced with Enrico Perotti (both CEPR) a related paper on the political economy of bank- and market dominance, that was presented at the Madrid 2001 workshop.
1.1.2 Bankruptcy

· On the key topic of the Efficiency properties of existing and proposed bankruptcy procedures , Berglof (SITE) and von Thadden (Lausanne/CEPR) have developed a framework for understanding the interaction between key elements of bankruptcy law, in particular the ex-post adjustment of claims, the right to trigger bankruptcy, “automatic stays” and seniority. Krahnen (Frankfurt/CFS) has identified banking pools as an important contractual remedy to inefficient liquidations that are imminent when multiple banks finance firms. His work allows possible conclusions for the re-design of the German insolvency code. Finally, Schwartz, Welch (Yale) and Bris (Yale) have done research on the appropriate allocation of bankruptcy costs, as well as on their actual allocation of them in large bankruptcies.
· The network has produced a number of novel contributions in three other closely related fields of bankruptcy research: The role of courts and legislators in legal evolution, Creditor protection and enforcement, and Political economy of bankruptcy. Biais and Recassens (Toulouse) have studied the political determinants and the financial consequences of bankruptcy laws, in a paper that will be presented at the Oxford 2002 workshop. In particular, they demonstrate how income distribution may affect the design of bankruptcy law. In work presented at the 2000 Frankfurt workshop, Berglof (SITE) and Howard Rosenthal (Princeton) showed that the divergence of bankruptcy law in the United States from its English origins is explained by the legislative process, rather than the courts, and that economic conditions as well as ideology and banking interests shaped the outcome. Rosenthal has analyzed the process of bankruptcy reform in the United States also in a related paper with Nunez, to be presented at the 2002 Oxford conference. In on-going work with Franks (LBS/CEPR), Sussman (Oxford) studied similar issues for the U.K., with particular emphasis on the role of banks.
1.1.3 Market Organisation and Efficiency

· Liquidity, control and the integration of European stock markets: Biais (Toulouse) has examined information flows between two European markets, Frankfurt and Paris, for stocks traded on both markets.  Dia (Young Researcher, Oxford) has undertaken an empirical analysis of the impact of mergers on the location of share trades.  He has used detailed data on listed firms involved in cross-border mergers.  He has examined how the existence of share indices and the location of company headquarters influence the markets on which merged companies trade.  This provides important insights into the factors influencing competition between stock markets.

· On the issue of Legal systems, financial systems and real activity, the Salerno team has produced two papers documenting the effect that judicial inefficiency has on the credit market. Jappelli and Pagano have proposed a model and an empirical analysis of the effect that judicial inefficiency has on the supply of business loans and on their interest rates, using panel data for Italian judicial districts. Fabbri and Padula have tested the same hypotheses on a panel of Italian households with reference to the supply of consumer credit, in a paper that they will present at the 2002 planned conference in Oxford. Franks (LBS/ CEPR) and Mayer (Oxford) are doing extensive empirical analyses of how regulation and legal changes have affected the evolution of the financial system in the UK.   Krahnen and Elsas (Frankfurt/ CFS) have collected a unique data set on bank-firm relationships to evaluate how credit risks are measured and managed in the German banking sector.  Mayer and Sussman (Oxford) are using large company accounting data sets to contrast the way in which financial and legal systems influence the financing of large investment projects in different countries.
· On the issue of Evolution of financial systems and efficiency, There have been two strands of analysis.  The first has used theoretical modelling to examine how regulation affects the structure and operation of the banking system. The CEMFI and Oxford teams have produced contributions centered on the critical aspects of prudential regulation of banks and regulation of market organization. Repullo and Suarez (both CEMFI) separately analysed several aspects of the prudential regulation of banks. Repullo focuses on how the principle of home country supervision (applicable in the EU) affects the cross-border takeover activities of banks; he has also analysed the impact of capital requirements on banks’ risk-taking. Suarez, in an analysis of the interactions between competition policy and prudential regulation in banking, shows that promoting the takeover of failed banks by solvent institutions can be an effective means to prevent banks from excessive risk-taking. Morrison (Oxford) has undertaken theoretical modelling of the impact of deposit insurance and capital adequacy on bank behaviour.  Franks (LBS/ CEPR) and Mayer (Oxford) have constructed a data set of individual firms over a hundred years between 1900 and 2000 to examine how the ownership and control of firms in the UK has evolved and how legal and regulatory factors have influenced that evolution. Also the relationship between banks and their clients are influenced by and affect the financial architecture. Krahnen and Elsas (Frankfurt/CFS) have collected a unique data set on these relationships in Germany. Using first-hand credit file data from major commercial banks, savings banks and cooperative banks, they analyse how credit risks are typically measured and managed in the German banking sector. The research programme comprises projects on internal rating systems, on the economics of the German housebank, on bank behaviour in corporate distress, and on several other aspects of the financial architecture of the German economy. In addition, Krahnen and Schmidt (Frankfurt/CFS) are editing (and contributing to) a volume on the German Financial System that challenges current views on a bank based financial architecture.

· The area of the Political economy of market organisation and efficiency has received several contributions. Apart from the already-mentioned work by Pagano and Volpin, the importance of political economy to our understanding of financial architecture has been shown to be conspicuous in transition economies. Berglof (SITE) and Bolton (Princeton) have evaluated the experience of financial development in the countries of Eastern Europe and former Soviet Union demonstrating the strong link between fiscal responsibility at the macro level and contractual enforcement at the micro level. Berglof and Bolton have also developed a political economy model of the interaction between financial development, fiscal responsibility and rule of law. They demonstrate how income inequality can affect the impact of financial development on enforcement of rule of law. Schoors (Oxford) has also analysed financial architecture in transition. 
1.2 Joint Publications  

Becht, Marco (ECARES), Patrick Bolton (Princeton) and Ailsa Roëll (Princeton) 2000, “Corporate Governance and Control”, Literature survey prepared for the Handbook of the Economics of Finance, edited by George Constantinides, Milton Harris and René Stulz, North-Holland, forthcoming 2002.

Berglöf, Erik (SITE) and Howard Rosenthal (Princeton), 2002, “The Political Origin Of Finance: The Case Of Federal Bankruptcy Law In The United States,” Working Paper. The paper was presented at the network workshop in Frankfurt.

Berglöf, E. (SITE), and P. Bolton (Princeton), 2002, “The Great Divide – Financial Architecture in Transition,” Journal of Economic Perspectives.

Berglöf, E. (SITE), and P. Bolton (Princeton), 2002, “Law Enforcement, Fiscal Responsibility, and Economic Development
,” SITE Working Paper, presented at the World Congress on Transition in Riga.
Berglöf, E. (SITE), Howard Rosenthal (Princeton) and Ernst-Ludwig von Thadden (CEPR), 2001, “The Formation of Legal Institutions for Bankruptcy: A Comparative Study of the Legislative History.” Background paper for the World Development Report, The World Bank.

Biais, Bruno (IDEI) and Marco Pagano (Salerno) Financial Market Reader, edited by, Oxford University Press, 2001.

Bris, Arturo (Yale), Y. Koskinen, (SITE), and Vicente Pons (Yale), "Corporate Financial Policies and Performance Prior to Currency Crises," 2001.

Carlin, W. (UCL/CEPR) and Mayer, C (Oxford), “Finance, Investment and Growth”, Journal of Financial Economics, 2002 forthcoming.

Carlin, W. (UCL/CEPR) and Mayer, C. (Oxford), "International Evidence on Corporate Governance: Lessons for Developing Countries", Journal of African Economies, 11, 39-61, 2002.

Franks, J (CEPR) and Mayer, C (Oxford), 2002, “Governance as a Source of Managerial Disciplining”, Journal of Applied Corporate Finance,  forthcoming.

Franks, J (CEPR), Mayer, C (Oxford) and L Correia da Silva, “Regulation and Asset Management”, Financial Times Mastering Investment, 2002.

Franks, J (CEPR), Mayer, C (Oxford) and L Correia da Silva,  Asset Management and Investor Protection,  Oxford University Press, 2002.

Jappelli, Tullio (Salerno/CEPR) and Marco Pagano (Salerno), “Information Sharing, Lending and Defaults: Cross-Country Evidence”, revised version of the paper “Information Sharing in Credit Markets: International Evidence,” CSEF Working Paper No. 22, and CEPR Discussion Paper No 2184, May 1999, published in the Journal of Banking and Finance. 26/10, October 2002.

Jappelli, Tullio (Salerno/CEPR), Marco Pagano (Salerno), and Magda Bianco (Banca d’Italia), “Courts and Banks: Effects of Judicial Enforcement on Credit Markets”, CSEF Working Paper No. 36, June 2001, and CEPR Discussion Paper No. 3347, April 2002.
Pagano, Marco (Salerno), “Information Sharing in Credit Markets: Theory and Evidence” (with Tullio Jappelli, Salerno/CEPR), in Defusing Default: Incentives and Institutions, edited by Marco Pagano, Johns Hopkins University Press, 2001.

Pagano, Marco (Salerno) and Paolo Volpin (LBS/CEPR), “Workers, Managers, and Corporate Rents,” CSEF Discussion Paper No. 75, December 2001. The paper was presented at the network workshop in Madrid.

Perotti, Enrico C. (Amsterdam/CEPR) and Javier Suarez (CEMFI), 2002, “Last bank standing: What do I gain if you fail?”, European Economic Review, forthcoming.
Perotti, Enrico (Amsterdam/CEPR) and Ernst-Ludwig von Thadden (Lausanne/CEPR), “The Political Economy of Bank- and Market Dominance,” Working Paper, 2001. This paper was presented at the Madrid workshop.
von Thadden, Ernst-Ludwig (Lausanne/CEPR) and Enrico Perotti (Amsterdam/CEPR), "Investor Dominance and Strategic Transparency: On the Role of Corporate Governance for Product and Capital Market Competition", published in Corporate Governance Regimes: Convergence and Diversity, edited by Joe McCahery, Pieter Moerland, Theo Raaijmakers and Luc Renneboog, Oxford University Press, 2002.

Wymeersch, Eddy (ECARES) 2001, The Use of ICT in Company Law Matters. (Working Paper 2000-11). To be published in: Guido Ferrarini (Salerno) (Ed.), Capital Markets in the age of the Euro, Kluwer International, 2002.

1.3. Other related publications of the Network 

Agnblad, J., E. Berglöf (SITE), P. Högfeldt and J. Svancar, 2001, “Ownership and Control in Sweden: Strong Controlling Owners, Weak Minorities, Social Control,” in Barca and Becht (eds.) The Control of Corporate Europe. Oxford University Press forthcoming.

Almazan, Andres and Javier Suarez (CEMFI), 2002, “Managerial compensation and the market reaction to bank loans”, Review of Financial Studies, forthcoming.

Almazan, Andres and Javier Suarez (CEMFI), 2002, “Entrenchment and severance pay in optimal corporate governance structures”, Journal of Finance, forthcoming.

Ambec, Stefan (Salerno, Young Researcher), “Allocation of Control Rights in Venture Capital Contracts”, Università di Salerno, 2001, mimeo.

Ayotte, Kenneth (Princeton), “Bankruptcy and Entrepreneurship: The Value of a Fresh Start,” Working Paper, 2002. This paper will be presented at the Oxford workshop.

Becht, Marco (ECARES) and Ekkehart Boehmer (2001), "Voting Control in German Corporations", International Review of Law and Economics, forthcoming.

Baums, Theodor (CFS-Frankfurt), 2001, Reforming German Corporate Governance: Inside a Law Makinbg Process of a Very New Nature, German Law Journal 2.

Zerglöf, Erik (SITE) and Mike Burkart (SITE), 2002, "Break-Through in European Takeover Regulation”, Working Paper. 

Berglöf, Erik (SITE) and Mike Burkart (SITE), “Fighting the Wrong Problem,” Financial Times, May 31, 2002
Biais, Bruno (Toulouse) and Gilles Récassens (Reims), “Corrupt Judges, Upwardly Mobile Entrepreneurs and the Political Economy of Bankruptcy Laws,” working paper, 2002. This paper will be presented at the Oxford workshop.

Brunner, Antje and Jan Krahnen (Frankfurt/CFS), ”Multiple Lenders and Corporate Distress: Evidence on Debt Restructuring”, CEPR Working Paper, October 2001. This paper will be presented at the Oxford workshop.

Burkart, Mike (SITE), Fausto Panunzi (Bologna) and Andrei Shleifer (Harvard), 2002, “Family Firms”, NBER Working Paper No 8776, May 2002.

Elsas, Ralf (CFS), Löffler, Yvonne, 2001, “Equity-Carve-Outs and Corporate Control in Germany”, Goethe-Universität Working Paper, Frankfurt.  

Fabbri, Daniela (Salerno, Young Researcher), 2001, “Legal Institutions, Corporate Governance and Aggregate Activity: Theory and Evidence”, Working Paper. This paper was presented at the Madrid workshop.

Fabbri, Daniela (Salerno, Young Researcher) and Mario Padula (Salerno), “The Institutional Determinants of Household Credit and Borrowing Restrictions”, CSEF Discussion Paper, 2001. This paper will be presented at the Oxford workshop.

Franke, G., Gebhardt, G. and Jan Krahnen (CFS), Eds., “German Financial Market and Institutions“, Schmalenbach Business Review 54, Special Issue I, 2002

Franzke, Stefanie A. (Frankfurt/CFS), “Underpricing of Venture-Backed and Non Venture-Backed IPOs: Germany’s Neuer Markt”, CFS-Working Paper, No. 2001/01. This paper was presented at the Madrid workshop.

Frei‑hube, Thorsten, Jan Krahnen and Erik Theissen (Frankfurt/CFS), “Market Structure, Intermediation, and Liquidity”; Goethe Universität-Working Paper, October 2001.

Giannetti, Mariassunta SITE, Young Researcher), 2001, “Bank-firm relationships and contagious banking crises”, forthcoming in Journal of Money Credit and Banking.

Giannetti, Mariassunta, (SITE, Young Researcher), 2001, “On the causes of Overlending: Are guarantees on deposits the culprit?”.

Hallak, Issam (Young Researcher, CFS), 2002, “Price Discrimination and the Number of Lenders: Empirical evidence from sovereign debt syndication”, CFS Working Paper 2002/02
Hansmann, Henry (Yale) and Marina Santilli, 2001,“Royalties for Artists Versus Royalties for Authors and Composers”, 25 Journal of Cultural Economics 259-81.

Hansmann, Henry (Yale), 2001, “A Reform Agenda for the Law of Nonprofit Organizations”, in Klaus Hopt & Dieter Reuter, eds., Stiftungsrecht in Europa, 241-72 (Carl Heymanns Verlag, 2001).
Hansmann, Henry (Yale), Reinier Kraakman (Harvard) and Richard Squire (Chambers of Judge Robert Sack), “Legal Entities, Asset Partitioning and the Evolution of Organizations,” Working Paper, 2002. This paper will be presented at the Oxford workshop.
Krahnen, Jan (CFS)  and Gersbach, Hans (Heidelberg), Eds. Joint with Franklin Allen and Tony Santomero, 2001: „Competition among Banks: Good or Bad?”, European Finance Review
Krahnen, Jan (CFS) and Martin Weber, 2001, “Generally Accepted Rating Principles: A Primer, Journal of Banking and Finance, 25, pp. 2-24.

Krahnen, Jan (CFS), and Martin Weber, 2001, “Market-making in the laboratory: Does competition matter?”, Experimental Economics 4: 55-85.

Krahnen, Jan (CFS), with T. Freihube, C.H. Kehr and E. Theissen, “Was leisten Kursmakler? Eine empirische Untersuchung am Beispiel der Frankfurter Wertpapierbörse.“, Kredit und Kapital, Vol. 3/1999, 426-460

Mayer, Colin (Oxford) and Oren Sussman (Oxford), 2002, “Finance, Law and Growth”, Oxford Review of Economic Policy, 17, 2001.

Mayer, Colin (Oxford), 2002, “Financing the New Economy: Financial Institutions and Corporate Governance”, Information Economics and Policy, 2002.

Mayer, Colin (Oxford), “Developing the Rules for Corporate Governance”, Financial Times and Financial Times Mastering Management 2.0, 2002.
Mayer, Colin (Oxford), Koen Schoors (Young Researcher, Oxford) and Yishay Yafeh (Jerusalem and Oxford), “Sources of Funds and Investment Strategies of Venture Capital Funds; Evidence from Germany, Israel, Japan and the UK”, Working Paper, 2001. This paper was presented at the Madrid workshop.
Mayer, Colin (Oxford) and Oren Sussman (Oxford), “Large Projects are Externally and Mostly Debt Financed”, Working Paper, 2002. This paper will be presented at the Oxford workshop.
Nowak, Erik (Frankfurt/CFS), “Ist der Ablauf der Lock-up Frist bei Neuemissionen ein kursrelevantes Ereignis? Eine empirische Analyse von Unternehmen des Neuen Marktes”, (with Alexandra Gropp), Schmalenbachs Zeitschrift für betriebswirtschaftliche Forschung (zfbf), Vol. 54, 1/2002, forthcoming.

Nowak, Erik (Frankfurt/CFS), “The Effect of IPOs on German Family-Owned Firms: Governance Changes, Ownership Structure, and Performance” (with Olaf Ehrhardt), Journal of Small Business Management, 2001, conditionally accepted.

Pagano, Marco (Salerno), Defusing Default: Incentives and Institutions, edited by Marco Pagano, Johns Hopkins University Press, 2001.

Pagano, Marco (Salerno), “Law and Equity Markets: A Simple Model” (with Davide Lombardo), CSEF Working Paper No. 25, October 1999, and CEPR Discussion Paper No. 2276, November 1999, published in Corporate Governance Regimes: Convergence and Diversity, edited by Joe McCahery, Pieter Moerland, Theo Raaijmakers and Luc Renneboog, Oxford University Press, 2002, pp. 343-362.

Pagano, Marco (Salerno), “The Performance of European Stock Exchanges: Evidence from Listing Decisions,” in Capital Markets in the Age of the Euro, edited by Guido Ferrarini, Kluwer International, 2002.

Repullo, Rafael (CEMFI), “Capital requirements, market power, and risk-taking in banking”, CEMFI Working Paper No. 0204, August 2002.

Romano, Roberta (Yale), “Less is More: Making Institutional Investor Activism a Valuable Mechanism of Corporate Governance”, Yale Journal on Regulation 174 (2001); a slightly different version will be published in Corporate Governance Regimes: Convergence and Diversity, edited by Joe McCahery, Pieter Moerland, Theo Raaijmakers and Luc Renneboog, Oxford University Press, 2002.

Romano, Roberta (Yale), “The Advantage of Competitive Federalism for Securities Regulation”, AEI Press, forthcoming 2002.

Romano, Roberta (Yale), with Sanjai Bhagat, “Event Studies and the Law – Parts I and II”, American Law and Economics Review, forthcoming 2002.

Rosenthal, Howard (Princeton), and Stephen Nunez (Princeton), “Bankruptcy ‘Reform’ in Congress: Creditors, Committees, Ideology and Floor Voting in the Legislative Process,” Working Paper, 2002. This paper will be presented at the Oxford workshop.

Wahrenburg, Mark (CFS-Frankfurt), 2001, Trading System Competition and Market Maker Competition, in: Electronic Finance: A new Perspectiove and Challenges, BIS paper No. 7, November 2001, pp 53-60. 

Comparison with the joint Programme of work

1.3 Research Objectives

The research objectives remain as they were at the beginning of the project. In particular, the network strives to improve our understanding of the interaction between legal and political frameworks and financial arrangements, and their effect on economic efficiency and growth. In pursuit of this objective, the network evolves around a number of research projects expanding and deepening the characterisation of legal rules and financial arrangements. Knowledge about these institutions is required to characterise and to compare financial systems, in particular with respect to ownership and control, and creditor protection. This knowledge is also instrumental for advising/counseling on pan-European initiatives to develop and improve Europe`s financial architecture. A secondary objective of the research network has been to improve our understanding of the dynamics of financial system development, requiring to add the political economy dimension, and to endogenize the role of different classes of stakeholders. Understanding a possible interaction between stakeholder interest and the political decision process is probably essential to understanding and guiding the development of Europe´s financial architecture.

1.4 Research method 

The methodological approach remains as it was in the original proposal, while the work plan also remains on track. The participating researchers want to make use of the theoretical tools in financial economics and recently available data to shed light on the complex interplay between law and finance. This involves the development of applied theoretical models, the use and possibly extension of micro-data sets on European financial markets and institutions, the attempt to carry out comparative international studies, the involvement of law faculty, and the general interest in conclusions relating to major policy issues facing Europe´s financial markets.

2.3
Work Plan
The work plan has been divided into the following tasks:

Corporate Governance

The original workplan foresaw work in four areas : one, theoretical and empirical work on the balance between different stakeholders in corporate governance; two, completion of the analysis of corporate control patterns in the European Union; three, collection and analysis of ownership and control data for candidate countries in Central and Eastern Europe; four work on corporate governance patterns across countries; five, work on the political economy of corporate governance.

Topic one, there was work by researchers at CEMFI, SITE, Salerno and CEPR (see research highlights). 
Topic two was completed with the publication of a book (“the Control of Corporate Europe”) by Oxford University Press. The findings were widely presented at academic conferences (Birmingham, Courmayeur, Jerusalem, Kiel, Oslo, Oxford, Portoroz (Slovenia), New Orleans), business audiences (Bern, Berlin, Brussels, Frankfurt, Paris) and to policy makers (Brussels, Washington D.C., Warsaw). A summary article with the main findings was published in Italian. This work was extended in the direction of takeovers, resulting in an influential session at the annual conference of the Federation of Securities Exchanges in Brussels, further research (Berglof/Burkart) and press articles (see additions to work programme below). 

Topic three, the collection of ownership and control data for candidate countries in Central and Eastern Europe was completed and the salient results were published via the European Corporate Governance Institute’s Web-site and in the ACE Quarterly. They were also used by researchers in Stockholm for an extensive comparison of the role of second blockholders in corporate monitoring.

Topic four, saw extensive work Corporate Governance Patterns across countries, by young researchers at Salerno and SITE and other researchers at Frankfurt, ECARES, Princeton and Yale (see research highlights) 
Topic five, extensive work on the political economy of corporate governance was undertaken by researchers affiliated with Salerno and CEPR (see research highlights).

The were few changes and more additions to the original work programme. Changes : Due to the appointment of Wymeersch as Chairman of the Belgian Banking and Finance Commission, his project with Becht on wealth and efficiency effects of charter amendments and absenteeism was postponed. Additions : Prompted by the rejection of the EU’s draft Takeover Directive in the European Parliament in 2001, more emphasis was placed on takeovers particularly by researchers in Salerno, Oxford, Brussels and Stockholm through a workshop, research paper (Berglof/Burkart) and dissemination through a dedicated Web-site (Stockholm, Brussels).
Bankruptcy
Efficiency properties of existing and proposed bankruptcy procedures. Within the network we have seen several approaches to an analysis of bankruptcy procedures, as well as to its impact on market outcome (see section 1.1.2, above). This includes theoretical work specifically applied to the institutional structure found in European markets, as opposed to the standard chapter-11 regulation underlying much of the existing work (see Berglof/Roland/von Thadden 2000). The paper comes up with a first assessment of basic attributes of each insolvency code, needed to understand its economic significance. Their model also paves the ground for comparative empirical studies. The authors single out the ex-post adjustment of claims, the right to trigger court protection, and seniority. On the empirical side, the genesis of bankruptcy legislation in different countries is traced in Berglof/Rosenthal/von Thadden (2001) and the impact of an existing creditor-friendly bankruptcy legislation on workout investment by bank lenders is studied in Brunner/Krahnen (2002). This paper also addresses how, in the German system of multiple banking, inefficient liquidations due to corporate runs are avoided. With UK data, a related paper by Franks/Sussman (2001) finds a markedly different behaviour of lending institutions (banks and trade financiers).  The work plan ahead of us will build on these results. Some of the ongoing work on the efficiency properties of bankruptcy procedures will be discussed in the upcoming RTN-workshop on Financial Structure and Bankruptcy (Oxford University, 13/14 September 2002). This workshop will also help to structure the agenda for the second half of UFANet’s programme (until September 2004), as far as our research efforts on bankruptcy are concerned. Among these, a comparative empirical examination of lender behaviour in borrower distress, explicitly addressing the role of national bankruptcy legislation will be one important aspect on our agenda. Similarly, the implications of different insolvency codes on the observed pattern of corporation finance, in particular concerning capital structure, debt structure, off-balance sheet financing, and start-up financing will be addressed. In doing so, additional theoretical work will prove helpful, and an attempt will be made to exploit unique data sets available at different nodes within the network.  Thus, an important methodological  feature of UFANet’s programme on bankruptcy remains its attempt to analyse an existing bankruptcy legislation from two angles, treating it as exogenous with respect to the financing pattern of the corporation (the “micro-viewpoint”), and treating it as endogenous in the context of the financial architecture at large. This latter “macro-viewpoint” is reflected in a number of papers presented on day 1 of the September 2002 workshop, dealing with the role of courts and legislators in legal evolution, with creditor protection and enforcement, and with the political economy of bankruptcy. This way, we hope to get a deeper insight into the efficiency properties of specific insolvency regimes. The work in this subsection is closely linked to the analysis of financial systems at large, discussed below. 
Market Organisation and Efficiency

Efficiency properties of existing and proposed bankruptcy procedures. Within the network we have seen several approaches to an analysis of bankruptcy procedures, as well as to its impact on market outcome (see section 1.1.2, above). This includes theoretical work specifically applied to the institutional structure found in European markets, as opposed to the standard chapter-11 regulation underlying much of the existing work (see Berglof/Roland/von Thadden 2000). The paper comes up with a first assessment of basic attributes of each insolvency code, needed to understand its economic significance. Their model also paves the ground for comparative empirical studies. The authors single out the ex-post adjustment of claims, the right to trigger court protection, and seniority. On the empirical side, the genesis of bankruptcy legislation in different countries is traced in Berglof/Rosenthal/von Thadden (2001), and the impact of an existing creditor-friendly bankruptcy legislation on workout investment by bank lenders is studied in Brunner/Krahnen (2002). This paper also addresses how, in the German system of multiple banking, inefficient liquidations due to corporate runs are avoided. With UK data, a related paper by Franks/Sussman (2001) finds a markedly different behaviour of lending institutions (banks and trade financiers).  The work plan ahead of us will build on these results. Some of the ongoing work on the efficiency properties of bankruptcy procedures will be discussed in the upcoming RTN-workshop on Financial Structure and Bankruptcy (Oxford University, 13/14 September 2002). This workshop will also help to structure the agenda for the second half of UFANet’s programme (until September 2004), as far as our research efforts on bankruptcy are concerned. Among these, a comparative empirical examination of lender behaviour in borrower distress, explicitly addressing the role of national bankruptcy legislation will be one important aspect on our agenda. Similarly, the implications of different insolvency codes on the observed pattern of corporation finance, in particular concerning capital structure, debt structure, off-balance sheet financing, and start-up financing will be addressed. In doing so, additional theoretical work will prove helpful, and an attempt will be made to exploit unique data sets available at different nodes within the network.  Thus, an important methodological  feature of UFANet’s programme on bankruptcy remains its attempt to analyse an existing bankruptcy legislation from two angles, treating it as exogenous with respect to the financing pattern of the corporation (the “micro-viewpoint”), and treating it as endogenous in the context of the financial architecture at large. This latter “macro-viewpoint” is reflected in a number of papers to be presented on day 1 of the September 2002 workshop, dealing with the role of courts and legislators in legal evolution, with creditor protection and enforcement, and with the political economy of bankruptcy. This way, we hope to get a deeper insight into the efficiency properties of specific insolvency regimes. The work in this subsection is closely linked to the analysis of financial systems at large, discussed below. 
2.4. Organization and Management

1.4.1  Organization and Management

The Network is coordinated by Professor Erik Berglöf of SITE, Stockholm School of Economics. Together with CEPR staff, Berglöf ensures that communication among the participating institutions is effective and monitors the network’s progress in achieving its objectives. He was also  responsible for preparing for the Network’s Mid-Term Review in conjunction with Marco Pagano (Salerno) with contributions from all the team leaders.

The dissemination of the research of the Network was planned to take place in the first instance through CEPR’s Discussion Paper Series, in order that papers receive the widest possible professional scrutiny, both in the research and the policy communities. On average 500 copies of each Discussion Paper are circulated throughout Europe and the rest of the world. CEPR Discussion Papers are also abstracted widely, and summaries of the papers are also distributed on a monthly basis by electronic mail to over 3,000 individuals. Each Discussion Paper appears on CEPR’s webpage. Highlights of the Centre’s research are featured in its newsletter European Economic Perspectives, which is distributed to over 10,000 members of the policy community and the private sector world-wide. 

During the first twenty-four months of the Network’s activities 28 Discussion Papers emanating from the Network were circulated. 

The Network also has its own website, which appears as part of the CEPR page, at the address http://www.cepr.org/research/networks/FERTN/. The web page contains details of the Network’s research, publications and meetings, in addition to a full list of the people involved at each node.

Additional dissemination of some of the Network’s research was achieved through the European Corporate Governance Institute (ECGI), for research concerning corporate governance issues, and the recently created ECB Financial Research Network, especially for issues concerning European financial integration and the architecture of the European financial system.

2.4.2. Network meetings and workshops

The Network structure has been very instrumental in fostering collaboration in research and scientific interaction. Network members have met at various workshops and conferences during the course of this project, including: 

Planning Meetings

The second Network planning meeting took place during the Network workshop in Madrid in October 2001. The team-leaders reviewed progress to date and discussed future plans. Further planning meetings took place at the European Summer Symposium in Financial Markets held in Gerzensee in July 2002.

Workshops and Conferences

Many Network members met up at the European Summer Symposium in Financial Markets (ESSFM) in July 2002. 13 network participants took part at the ESSFM.

Network workshops

Second full Network Meeting

The second network workshop took place in Madrid in October 2001 and was organised by Marco Becht (ECARES), Erik Berglöf (SITE), Colin Mayer (Oxford), Howard Rosenthal (Princeton) and Rafael Repullo (CEMFI). Particular efforts were made during this workshop to ensure that the young and female researchers hired under the auspices of this project were involved as fully as possible. As many as 4 papers out of 10 were presented by young female researchers belonging to the network: Fabbri, Franzke, Giannetti, and Gutierrez (Young Researchers hired to the network in bold). A further two were presented by other Young Researchers, Schoors (Oxford) and Ambec (Salerno).
Time was reserved during the workshop for the team leaders to meet to discuss the progress of the project and to discuss future work plans. A programme of the workshop can be found in Annex I.

Third full Network Meeting, September 2002

The third network workshop, will take place in Oxford in September 2002 and has been organised by Bruno Biais (Toulouse), Colin Mayer (Oxford), Marco Pagano (Salerno), Oren Sussman (Oxford) and Ernst-Ludwig von Thadden (CEPR)
To ensure that the young researchers hired under the auspices of this project will be involved as fully as possible, as many as 14 young researchers are listed on the programme of this workshop as presenting their paper or discussing another author’s paper. 
During the workshop itself, a pre-specified time slot will be reserved for the team leaders to meet to discuss the progress of the project and its future evolution. A programme of the workshop can be found in Annex II.

A fourth full Network meeting is planned for 2003 to be held at Princeton, subject to Commission approval. 

Mid-Term Review Meeting

A Mid-Term Review Meeting will take place in Oxford, September 12, 2002, where an overview of the network will be given, problems and achievements discussed. Young researchers gave their own reports on their progress. The Network teams will ask the Commission for approval of the termination date for the network to be extended by five months, from 31st May to 31st  October 2004.

Other conferences and workshops
· European Summer Symposium in Financial Markets

Network team members have also participated in the highly-regarded European Summer Symposia in Financial Markets held in Gerzensee in 2001 and 2002. The first one was co-organised by Ernst-Ludwig von Thadden (CEPR) and another five network team-members took part, two of whom presented papers. The 2002 symposium was co-organised by Mike Burkhart (SITE) and seven network team-members participated, of whom two presented papers (one of these was Mariassunta Giannetti, Young Researcher, SITE).

· European Corporate Governance Institute events

During the lifetime of the network to date, the Institute has evolved from the European Corporate Governance Network and a number of events have taken place, all of which have involved many of the team leaders and more senior researchers presenting papers and interacting with leading figures in industry and policymakers. 

The launch event , sponsored by BP, took place on 15th January 2002 and Marco Becht (ECARES) presented a paper on ‘The Control of Corporate Europe’. This was followed a Panel Debate involving Erik Berglöf (SITE) and Colin Mayer (Oxford).

Another ECGI-organised event, The Future of Corporate Takeovers in Europe, took place on 31st May 2002. In a session arranged by the European Corporate Governance Institute (ECGI), Prof. Jaap Winter, Chairman, High Level Group of Company Law Experts outlined proposals to reform corporate takeover regulation in Europe contained in the Winter Group's report. Marco Becht, (ECARES & Executive Director of the ECGI) introduced the ECGI and then gave examples of Corporate Takeover Defences in Europe. There followed a panel discussion moderated by Richard Lambert, former Editor of Financial Times on whether the European Union should adopt the Winter Group's proposals. The panel comprised Patrick Bolton (Princeton). Michael Jensen, Harvard Business School, Colin Mayer (Oxford) and Marco Pagano (Salerno). The event was also attended by RTN Researchers Erik Berglöf (SITE) and Eddy Wymeersch (ECARES) 

Details of the major conferences and workshops are given below:

Date
Location
Details

26- 27 October 2001
CEMFI, Madrid
Second Network workshop

Attended by eight of the team leaders and all Young Researchers who were able to attend were encouraged to do so, four of whom presented papers.

15 January 2002
Bibliothèque Solvay, Brussels
ECGI Launch Event

13/14  April 2002
ECARES, Brussels
CEPR/ECARES/ECGI Conference: European Corporate Governance and the New Economy

1 – 12 July 2002
Studiumzentrum Gerzensee
Attended by 7 Network members, 3 of whom presented papers.

13/14 Sep 2002
Oxford
Third Network Workshop

12 Sep 2002
Oxford, Said Business School
Mid-term Review Meeting

Summer Schools

A CFS-organised Summer School in ‘Financial Contracting’, was held from August 13 - August 20, 2002 in Frankfurt. The faculty consists of Professors Patrick Bolton (Princeton University, NBER and CEPR) and Ernst-Ludwig von Thadden (Université de Lausanne/CEPR). The course provided an overview of general principles and models in the field. It also suggested a few open questions and illustrated how one might approach a first formal analysis of these questions. In addition student paper presentations were held.
2.4.3. Networking 

Several teams hosted visits from other team members during the first 24 months of the project.

Date
Person visiting
Place of visit

September 2001
Cristina Vespro (YR, ECARES)
Frankfurt – work with CFS team

Autumn 2001 (Two month visit)
Cristina Vespro (YR, ECARES)
Oxford 

January 2002
Cristina Vespro (YR, ECARES)
Toulouse – work with IDEI team

February 2002
M. Becht (ECARES)
Oxford. Work with Mayer and Seminar

March 18-20, 2002
Enrico Perotti (Amsterdam, CEPR)
Lausanne (collaboration with E. von Thadden CEPR))

April 22, 2002 
Bruno Biais (Toulouse)
CFSexecutive conference on ‘Advances in Behavioral Finance II’, CFS (Frankfurt)

April 29-30, 2002
Marco Pagano (Salerno)
Launching Workshop of the ECB-CFS Research Network on Capital Markets and Financial Integration in Europe, CFS (Frankfurt)

April 29-30, 2002
Colin Mayer (Oxford)
See above



August 14-19, 2002
E. von Thadden (Lausanne, CEPR)
CFS, Frankfurt (summer school on Financial Contracting)

August 14-19, 2002
P. Bolton (Princeton)
CFS, Frankfurt (summer school on Financial Contracting)

1.5 Training

1.5.1  The measures taken to publicise vacant positions

Advertisements of vacant positions within the network have been 

· published in Financial Economics Network (FEN) job opportunities service,

· published in Job Openings for Economists,

· publicised throughout CEPR research network.

1.5.2 Progress in recruitment of young researchers (pre- and post-doc)

Participant
Contract deliverable of Young  Researchers to be financed by the contract (person- months)
Young Researchers financed by the contract so far (person-months)


Pre-doc (a)
Post-doc (b)
Total (a+b)
Pre-doc    (c)
Post-doc (d)
Total (c+d)

SITE
12
25
37
0
49
37

CFS
23
18
41
0
15
15

CEMFI
26
24
50
3
3
6

CEPR
0
0
0
0
0
0

ECARES
33
0
33
33
0
33

IDEI
9
24
33
33
2
35

SALERNO
27
24
51
0
23
23

OXFORD


11
30
41
12
11
23

TOTAL
141
145
286
81
103
184

The above table shows that the Network has committed to providing 184 months by the end of the second year of the contract. Of this, 124 months have been used by the end of the second year.

1.5.3 Comment on progress of recruitment to date

1.5.3.1 SITE

Mariassunta Giannetti (PhD, University of California, Los Angeles) joined SITE as assistant professor in September 2000.

She has since attended several conferences and seminars in Europe and the United States (Western Finance Association) where she presented her papers. Since she ahs joined SITE, she has published in Journal of Financial and Quantitative Analysis, Journal of Money, Credit and Banking, Journal of Development Economics, European Economic Review and Labour.

SITE has also identified another young post-doctoral researcher, Wolf Wagner (Germany) who will begin a contract of at least 12 months from the beginning of September 2002. This will help to off-set the problems experienced by CEMFI in its recruitment activities to date.
1.5.3.2 CFS

Issam Hallak’s contract was extended to 30/11/02 (making his contract 13 months in total). He has been working under the supervision of Jan-Pieter Krahnen. He has been working on three projects, of which first was aimed at investigating the contract design of the bank loans, and produced two papers issued as working papers (respectively in Oxford 2001 and CFS 2002). Conferences where the papers were/will be presented include the International Economic and Finance Society, Portuguese Finance Network, and the German Finance Association meeting. The first paper is currently being submitted to academic journals. He has been working closely while staying at CFS with the friendly academic group of Frankfurt, among which Jan Pieter Krahnen, Ralf Elsas, Anke Leiser, Gunther Löfler, and Eric Nowak. Therefore, the UFANET RTN has been very helpful since it allowed contacts with high profile academics specialised in banking and relationship lending.

1.5.3.3 CEMFI

Although CEMFI was not able to recruit any young researchers during the first reporting period, it succeeded in hiring two researchers in the second one, post-doctoral researcher Luca Deidda (April 2002 ​– June 2002) and pre-doctoral searcher Loukas Spanos (January 2003 – March 2003). 

During his stay as a post-doctoral searchers at CEMFI, Dr Deidda audited the graduate course in Corporate Finance, and worked on the revision of a research paper on Financial Institutions’ Expertise and Growth Effects of Financial Liberalisation, which were presented at the CEMFI Lunchtime Workshop series, and at the Universitat Pompeu Fabra seminar series in Macroeconomics. 

1.5.3.4 ECARES

Chrsitina was hired as a post-doctoral researcher from September 2000 for the total period of 33 months. 

During her stay at ECARES, she has been able to visit and collaborate with network members based at Toulouse and at Frankfurt. She has also produced two papers, Composition Changes in the European Indices CAC40, SBF120 and FTSE100: Further Evidence on Stock Price Determination and Block Trades and Shared Benefits from Control: The Case of Slovenia. Moreover, during a visit to the Oxford node in the Autumn of 2001, she was able to have conversations with faculty and pursue her areas of research. She participated in and gave seminars presentations, had use of local databases and interacted with local doctoral students.

1.5.3.5 IDEI

IDEI has hired two more young researchers, Annamaria Memichini (since January 2002) and Sharon Blei (April 2002 – May 2002). 

Dr. Menichini’s research focuses on corporate finance and she spent three months at IDEI, Toulouse (Janury to April 2002) where she intercated with team-members Bruno Biais, Catherine Casamattam and T Mariotti, and where she was given the opportunity to present a seminar. The RTN-sponsored fellowship at IDEI proved so successful and beneficial to her that she returned to the IDEI from Salerno for additional two months later on during the reporting period. 

Sharon Blei, a doctoral student from Tel Aviv University, was hired by IDEI as a pre-doctoral researcher in Spring 2002. Her main area of reseach was corporate finance and banking. She spent two months in Toulouse (April and May 2002), interacted with IDEI team-members Bruno Biais, Catherine Casamatta, Jean-Charles Rochet, and also gave a seminar.

1.5.3.6 Salerno

Stefan Ambec (September 2000 – August 2001) and Nicolas Boccard (September 2000 – July 2001) both have finished their reseach contracts with Salerno and there has been no further hires during the reporting period.
1.5.3.7 Oxford

From November 2000 until the end of September 2001 Koen Schoors was a visitng post-doctoral Fellow at Saïd Business School, Oxford University. His work with Colin Mayer and other Oxford team-members was very rewarding, and produced a joint paper on venture capital, which he presented to the other members of the network at the Madrid Workshop. 

Magueye Dia joined the project in January 2001 for twelve months as a pre-doctoral fellow. His presence in the Oxford team of the network was very helpful for him. Discussing with team members on a regular basis, has allowed him to progress very quickly on his work on the West African stock market and on the project he launched with Zhangkai Huang, a young researcher at the Said Business School on a project on how country specific variation of corporate governance affects the market valuation of firms.
2.5.4. Integration into the research programme
The methods used to integrate the young researchers into the work of the Network have been discussed elsewhere in this report, but they include:

· cross-node supervision

· visits of researchers to other Network partners 

· participation in Network workshops; young researchers are encouraged to chair sessions and act as discussants in addition to presenting their own research

· encouragement to participate in international conferences, including non-Network CEPR events which are related to the young researchers’ work joint research initiatives 

· opportunities to gain teaching experience

· summer schools, e.g. the one held at CFS, Frankfurt in August 2002.
1.5.4 Special measures being undertaken to train young researchers

Young Researchers who become affiliated to the Network also gain from their inclusion in other CEPR activities, including workshops, conferences and the possibility to submit Discussion Papers to the CEPR series. Furthermore, through this inclusion they gain exposure to the high-level international academic economists who participate in CEPR events.

Connections with industry

In the context of the work of this Network, 'Industry' can be taken to mean the public and private sector policy community, including central banks, government departments, international institutions etc. Examples of industry representatives who have participated in several meetings where the work of the Network has been represented are as follows:

The ECB has launched a network initiative that attempts to bridge the gap between academic research and central bank research on the topic of 'Capital Markets and Financial Intergration in Europe'. CFS is a co-organizer, and several UFANet-teamleaders are actively involved, notably in the steering committee (J. Krahnen (CFS), C. Mayer (Oxford), M. Pagano (Salerno)). The agenda is closely related to UFANet's programme with an eye on policy maker involvement.

CFS has continued to work on unique industry data sets, in particular on the lending and the insurance industry. Both will help to understand elements of the financial architecture that have not been in the limelight of research to date.

In the area of corporate governance, Network researchers established a wide range of contacts to industry by contributing to the activities of the European Corporate Governance Institute (ECGI). Research output of the Network was presented, for example, to the annual conference of the Federation of European Securities Exchanges (EFMC 2002, see www.fese.org), to senior corporate councel in Germany (at Deutsches Aktieninstitut in Frankfurt), corporate governance meetings of the European Association of Financial Analysts and of Deutsche Bank (Berlin) and to Swiss pension fund managers (Lofi Forum, Bern). The Chubb Insurance Company of Europe S.A. distributed 290 copies of the book "The Control of Corporate Europe" to the business people and policy makers attending the launch of the ECGI in Brussels (January 2002) and provided additional copies for the first 100 members of ECGI, many from industry (see www.ecgi.org for a complete membership list). 

Network researchers also assisted in building up the institutional membership base of ECGI. All members are invited to an annual event and researchers interact with them on other occasions. From the Group of FT500 companies (the 500 most valuable listed companies in Europe) this includes : Allianz Group (Germany), bp plc (UK), BT Group plc (UK), Centrobanca - Banca di Credito Finanziario e Mobiliare (Italy), Deutsche Bank AG (Germany), Fortis (Belgium), L'Oréal (France), Nokia (Finland), Nordea (Denmark), Norsk Hydro ASA (Norway), Pearson plc (UK), PIRELLI & C. S.p.A. (Italy), Santander Central Hispano Group (Spain), Solvay S.A. (Belgium), SONAE SGPS SA (Portugal), Telecom Italia Mobile (Italy), ThyssenKrupp (Germany).

2. Difficulties

A possible reallocation of man-months between partners should be discussed at the Mid-Term Review Meeting. This has partly been due to the problems endured by the CEMFI team to require candidates to pre-doctoral and post-doctoral fellowships under the auspices of this RTN.

As a result, several of the man-months which have not been used by CEMFI are desperately needed by other teams to enable them to recruit young researchers from Autumn 2002. A quick response and approval from the Commission would help to off-set this problem.

It is anticipated that the demand for man-months from the other network teams for those CEMFI is unable to use will ensure that there are no difficulties in the network delivering the target of 286 man-months and that several candidates have been identified already for Young Researcher Fellowships under the auspices of this network.

3. Annex I: Second Network Conference programme

Understanding Financial Architecture: Corporate Governance

A CEPR/CEMFI Workshop

Madrid, 26/27 October 2001
Final Programme
Friday 26 October

Chair:
Rafael Repullo (CEMFI, Madrid, and CEPR)

09.00 – 10.30
The Political Economy of Bank- and Market Dominance

*Ernst-Ludwig von Thadden (Université de Lausanne and CEPR)

Enrico Perotti (Universiteit van Amsterdam and CEPR)

Discussants:
Paolo Fulghieri (INSEAD, Fontainebleau, and CEPR)


Howard Rosenthal (Princeton University)

10.30 – 11.00
Coffee

11.00 – 12.30
Legal Institutions, Corporate Governance and Aggregate Activity: Theory and Evidence

*Daniela Fabbri (Universitat Pompeu Fabra, Barcelona)

Discussants:
Sudipto Bhattacharya (London School of Economics and CEPR)


Oren Sussman (Said Business School, University of Oxford)

12.30 – 14.00
Organizational Choice and Economic Development: A Comparison of France and the United States during the Mid-Nineteenth Century
Naomi R Lamoreaux (University of California, Los Angeles)

*Jean-Laurent Rosenthal (University of California, Los Angeles)

Discussants:
Enrico Perotti (Universiteit van Amsterdam and CEPR)


Luigi Zingales (University of Chicago and CEPR)

14.00 – 15.30
Lunch

Chair:
Jan Pieter Krahnen (Johann Wolfgang Goethe-Universität Frankfurt and CEPR)

15.30 – 17.00
An Economic Analysis of Corporate Directors’ Fiduciary Duties

*María Gutiérrez (Universidad Carlos III de Madrid and CEMFI)

Discussants:
Alan Morrison (University of Oxford)


Roberta Romano (Yale Law School)

17.00 – 18.30
Multiple Shareholders and Control Contests

Francis Bloch (Université Aix-Marseille)

*Ulrich Hege (HEC School of Management, Jouy-en-Josas and CEPR)

Discussants:
Mike Burkart (SITE, Stockholm School of Economics, and CEPR)


Antoine Renucci (Université des Sciences Sociales de Toulouse)

20.30
Dinner

Saturday 27 October

Chair:
Howard Rosenthal (Princeton University)

09.00 – 10.30
Risk Sharing and Firm Size: Theory and International Evidence
*Mariassunta Giannetti (SITE, Stockholm School of Economics)

Discussants:
José M. Campa (IESE, Madrid, and CEPR)


Stijn Claessens (Universiteit van Amsterdam and CEPR)

10.30 – 11.00
Coffee

11.00 – 12.30
Underpricing of Venture-Backed and Non Venture-Backed IPOs: Germany’s Neuer Markt

*Stefanie A Franzke (Center for Financial Studies, Frankfurt)

Discussants:
Marco Becht (ECARES, Université Libre de Bruxelles)


Kristian Rydqvist (Norwegian School of Management and CEPR)

12.30 – 14.00
Sources of Funds and Investment Strategies of Venture Capital Funds: Evidence from Germany, Israel, Japan and the UK

Colin Mayer (Said Business School, University of Oxford and CEPR)

*Koen Schoors (University of Gent, Belgium and University of Oxford)

Yishai Yafeh (Oxford University and Hebrew University of Jerusalem)

Discussants:
Michel Habib (London Business School)


Jan Pieter Krahnen (Johann Wolfgang Goethe-Universität Frankfurt and CEPR)

14.00 – 15.30
Lunch

Chair:
Erik Berglöf (SITE, Stockholm School of Economics and CEPR)

15.30 – 17.00
A Delegation Principle
*Stefan Ambec (Università di Salerno)
Discussants:
Rafael Repullo (CEMFI, Madrid, and CEPR)


Masako Ueda (University of Wisconsin-Madison and CEPR)

17.00 – 18.30
Managers, Workers, and Corporate Control
*Marco Pagano (Università di Salerno and CEPR)

Paolo Volpin (London Business School)

Discussants:
Michael Manove (Boston University and CEMFI, Madrid)


Colin Mayer (Said Business School, University of Oxford and CEPR)

20.30
Dinner

* denotes speaker

Organisers:
Marco Becht (ECARES, Université Libre de Bruxelles)

Erik Berglöf (SITE, Stockholm School of Economics and CEPR)

Colin Mayer (University of Oxford and CEPR)

Howard Rosenthal (Princeton University)

Rafael Repullo (CEMFI, Madrid, and CEPR)

Annex II: Second Network Conference programme

Understanding Financial Architecture: Financial Structure and Bankruptcy

Oxford, 13/14 September 2002

Programme

Friday 13 September

Chair:
Marco Pagano (Università di Salerno and CEPR)

09:00 – 10:10
Corporate Ownership Structure and the Evolution of Bankruptcy Law: Lessons from the UK



John Armour (University of Cambridge)




Brian Cheffins (University of Cambridge)




David Skeel (University of Pennsylvania Law School)

Presenter:

Giovanni Cespa (Universitat Pompeu Fabra)

Discussant:

Enrico C Perotti (Universiteit van Amsterdam and CEPR)

Author’s Comments:
David Skeel (University of Pennsylvania Law School)

10:10 – 11:20
Bankruptcy and Entrepreneurship: The Value of a Fresh Start




Kenneth Ayotte (Columbia Business School)

Presenter:

Shubhashis Gangopadhyay (Indian Statistical Institute)

Discussant:

Gyöngyi Lóránth (London Business School and CEPR) 
Author’s Comments:
Kenneth Ayotte (Princeton University)

11:20 – 11:40
Coffee

11:40 – 12:50
Corrupt Judges, Upwardly Mobile Entrepreneurs and the Political Economy of Bankruptcy Laws

Bruno Biais (Université des Sciences Sociales de Toulouse and CEPR)

Gilles Récasens (Reims University)
Presenter:

Denis Gromb (London Business School and CEPR)

Discussant:

Maria Gutiérrez-Urtaga (Universidad Carlos III de Madrid)

Author’s Comments:
Bruno Biais (Université des Sciences Sociales de Toulouse and CEPR)

12:50 – 15:00
Lunch and Break

Chair:


Oren Sussman (Saïd Business School, University of Oxford)

15:00 – 16:10
Bankruptcy ‘Reform’ in Congress: Creditors, Committees, Ideology and Floor Voting in the Legislative Process



Stephen Nunez (Stanford University)




Howard Rosenthal (Princeton University)

Presenter:

Michael Manove (Boston University and CEMFI)

Discussant:

Marco Pagnozzi (Università di Salerno, University of Oxford)

Author’s Comments:
Howard Rosenthal (Princeton University)

16:10 – 16:30
Coffee

16:30 – 17:40
Legal Entities, Asset Partitioning and the Evolution of Organizations




Henry Hansmann (Yale Law School)




Reinier Kraakman (Havard Law School)




Richard Squire (Chambers of Judge Robert Sack)

Presenter:

Arnoud Boot (Universiteit van Amsterdam and CEPR)

Discussant:

Annamaria Menichini (Università di Salerno)

Author’s Comments:
Henry Hansmann (Yale Law School)

Saturday 14 September

Chair:
Colin Mayer (Saïd Business School, University of Oxford)
09:00 – 10:10
Does Poor Legal Enforcement Cause Households to be Credit Constrained?



Daniela Fabbri (Università di Salerno)

Mario Padula (University College London, Università di Salerno)

Presenter:

Ralf Elsas (Universität Frankfurt)

Discussant:

Yrjö Koskinnen (Stockholm School of Economics)

Author’s Comments:
Daniela Fabbri (Università di Salerno)

10:10 – 11:20
Multiple Lenders and Corporate Distress: Evidence on Debt Restructuring

Antje Brunner (Humboldt Universität zu Berlin)

Jan Pieter Krahnen (Universität Frankfurt and CEPR)

Presenter:

Fausto Panunzi (Università di Bologna and CEPR)

Discussant:


Stefan Ambec (Université Pierre Mendes)

Author’s Comments:
Antje Brunner (Humboldt Universität zu Berlin)
11:20 – 11:40

Coffee

11:40 – 12:50
Stakeholder Activism, Managerial Entrenchment, and the Congruence of Interests between Shareholders and Stakeholders
Giovanni Cespa (Universitat Pompeu Fabra)

Giacinta Cestone (Institut d’Analisi Economica (CSIC), Barcelona and CEPR)

Presenter:
Mike Burkart (SITE, Stockholm School of Economics and CEPR)

Discussant:


Issam Hallak (Center for Financial Studies, Frankfurt)

Author’s Comments:
Giacinta Cestone (Institut d’Analisi Economica (CSIC), Barcelona and CEPR)

12:50 – 14:15

Lunch

Chair:


Bruno Biais (Université des Sciences Sociales and CEPR)

14:15 – 15:25
Bankruptcy Around the World: Explanations of its Relative Use

Stijn Claessens (Universiteit van Amsterdam, The World Bank and CEPR)

Leora Klapper (The World Bank)

Presenter:
Thierry Foucault (Hautes Etudes Commerciales, Jouy-en-Josas and CEPR)

Discussant:

Mariassunta Giannetti (SITE, Stockholm School of Economics)

Author’s Comments:
Stijn Claessens (Universiteit van Amsterdam, The World Bank and CEPR)

15:25 – 16:35
Repeated Dilution of Diffusely Held Debt

Ulrich Hege (Hautes Etudes Commerciales, Jouy-en-Josas and CEPR)




Pierre Mella-Barral (London Business School and CEPR)

Presenter:

Sudipto Bhattacharya (London School of Economics and CEPR)

Discussant:

Javier Suarez (CEMFI and CEPR)
Author’s Comments: Pierre Mella-Barral (London Business School and CEPR)

16:35 – 16:50
Coffee

16:50 – 18:00
Projects are Largely External and Mostly Debt Financed: A New Approach to Testing Capital Structure



Colin Mayer (Saïd Business School, University of Oxford)




Oren Sussman (Saïd Business School, University of Oxford)
Presenter:

Paolo Volpin (London Business School and CEPR)

Discussant:

Eric Nowak (Universität Frankfurt)
Authors’ Comment:
Oren Sussman (Saïd Business School, University of Oxford)

Organizers:
Bruno Biais (Université des Sciences Sociales de Toulouse and CEPR)

Colin Mayer (Saïd Business School, University of Oxford)


Marco Pagano (Università di Salerno and CEPR)


Oren Sussman (Saïd Business School, University of Oxford)


Ernst-Ludwig von Thadden (Université de Lausanne and CEPR)
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