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‘ Pluralistic Ignorance
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C. Bicchieri and Y. Fukui. 1999. The Great Illusion: Ignorance, Informational Cascades, and the Persistence of
Unpopular Norms. Business Ethics Quarterly 9(1).

C. Bicchieri. 2006. The Grammar of Society. Cambridge University Press.
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Equilar. 2013 S&P 1500 Board Profile: Compensation & Recruiting Trends (Part 3).
Equilar. 2011 Board Composition Series Report.
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Even iIf independent directors do serve some purpose,
there is little basis for requiring firms to have
Independent directors as a panacea for corporate
governance problems. Indeed, the empirical evidence
as a whole shows no correlation between director
Independence and firm performance.

L. Ribstein. 2010. The Rise of the Uncorporation. Oxford University Press.
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Unfortunately for the researcher, the solicitude many American
legislators and judges display toward shareholder claims (usually
meritless claims...) obscures this market dynamic in the United
States... In this legal environment, outside directors buy
protection. By routing its major business decisions past outside
directors...it can dramatically lower the costs it incurs in
defending against such claims...Reasonably enough, listed firms
In the United States have responded to this threat of litigation by
appointing majority-outside boards. As a result, however, they no
longer offer the dispersion in the data necessary to study any
other roles outsiders may perform at a firm.

Y. Miwa and M. Ramseyer. 2005. Who Appoints Them, What Do They Do? Evidence on Outside Directors from Japan.
Journal of Economics and Management Strategy 14(2).
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The lawyer can get her fee by getting the defendants to
agree to a settlement paid by the company’s directors’ and
officers’ liability insurer. This could uncharitably be
characterized as the defendants paying the lawyer a ransom
with the insurer’s money, which comes back to the
shareholders in the form of higher rates. Meanwhile, the
corporation may suffer the disruption of lost executive
time and energy defending the case. The plaintiff’s lawyer
sees these cost mainly as a lever to induce the corporation
to pay the “ransom.”

L. Ribstein. 2010. The Rise of the Uncorporation. Oxford University Press.
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Japanese discussions of “yakuin” ...typically include the
kansayaku.
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Consistent with competitive market pressures toward firm-

specifically optimal patterns of board composition, we
find no robust association between observable indices of

board composition and firm performance.
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As In the United States, so too in Japan: reformers urge
firms to appoint more outside directors. Yet as in the United
States, so too in Japan: the logic of market competition
should make us wonder. Provided boards matter, by
standard economic theory market competition should drive
firms toward their firm-specifically optimal board structure.
That optimum need not involve many outside directors.

Apparently, board composition may indeed be endogenous:
market constraints may indeed push firms toward their firm-
specifically optimal board structure.

Y. Miwa and J. M. Ramseyer. 2005. Who Appoints Them, What Do They Do? Evidence on QOutside Directors from
Japan. Journal of Economics and Management Strategy 14(2).
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My own guess is that there is far more professional market
activity than is needed to ensure that we have an optimal
amount of price discovery.

The major inefficiency in financial markets today involves
the market for investment advice, and poses the question of
why Investors continue to pay fees for asset management
services that are so high. It is hard to think of any other
service that Is priced at such a high proportion of value.
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Table 3
Percentage of US Equity Funds Ouiperformed by Benchmarks

Percem sulperormad
Fund caegory Fen-hmark mdex 2041 5 years through 201}
All domesic equiry SEF 1500 B4% 2%
All large c@p fiends SEF 500 EBl'% 2%
All mid-cap fisnds SE&F MidCap 400 67% B0
All small-cap famds SEF SmallCap 600 B % 3%
lobal funds SEF Clobal 12H) B 3%
Insernanonal funds S&P 700 BT T8%
Emerging markes funds S8 P/ TFC] composiue % BES%

Souree: Sandard & Poor's and CRSF Saravor Bias-Free US Mumal Fand Do Base
Nete: Table 3 presenis percentage of US equiry funds thar were onperformed by vanioas benchmark
indexes over the fiveyear peniod ending Dhecember 31, 301 1.
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Tabie 1
Asset-Weighted Expense Ratios for Domestic Equity Funds
(tr buasis porris)
Exduding Share o equily
Imclwsdimg index fumas mmhua! feads
indrx furds and ETF* artisey mamaget
1980
Expense mnos (hasis poines) 6.0 6.1
Tozal asses (hilllions) L2581 2571 oHL. 7%
1990
Expense ranos (hasis poines) 235 aso
Toeal assers (billions) $136.11 $131.60 D6.8%
000
Expense mpos (hasis poines) 238 949
Toeal asses (billions) $Z 15850 $1.81748 B84.2%
210
Expense mnos (hasis poines) 2 o4
Toeal asses (billions) $1.4BR.35 $ZATIED 09%

Sewree; Author wsing daa from Lipper Anabic Services.

Note Table | shows expenss ranos (in basis poins) for all equiy menml funds repoming i Lipper
Analync Seraces, as well 25 1l ases (in Wllions of dollars).

TFs are exchangearaded funds.

B. Malkiel. 2013. Asset Management Fees and the Growth of Finance. Journal of Economic Perspectives 27(2).

14 2014/6/9-11 EHES



BEELLEOCEE O 26s -2t %

B
(tmi

25 (FB)

x

KELVO KLY, EUFELRLD

x

RESLLT

2 [E H 5 — (233 L71= United States of America
Founding Fathersl&l BR&E |1 Z1E £
Democracy Tl % {Republic (J. Madison Federalist Papers)

B
(tmi

A\ on
B AKIE

L CEBBATOE

(5E

EREICAXDORENZNELDIE, FIMDHER
TERMAZECRILAIMDEEE

58 TIEGL XX D= ENH DD H
» FIBTEDOFEHRBETIZIMEE (interstate) FR51&LVD

AL 25 HX 5 R (FEFR A

15

2014/6/9-11 fEHES



EGHADORS
s TEHABICBEWNTH. FREAER
= Race to the Bottom& U\ #tH|E,3H BN, ..

iz L. ELFAEIARET FhIEFED D HAIA
BHRWEEEDISEERADE? 2?7

s EEEIEEHLLTVETEH, ZLDOMDEHEDIR
AT DVAER 7
= OSOWindowsRl#k. — DD MM DEEFIZE-
TTI7A4ILED L gL
s TNDEEDONSEMTZOLT
IS CEDBEEMN TSI T7M (B 24t

16 2014/6/9-11 FBHES



AEZHEDEAND R AE (1)

s TIOTT MEFIFTDMEKRGEEZE

s MEEERKE (I-EEEFIFARE) XBEADIXK
TR EEGEIFTADHELE
Leo Strine, chief justice in Delaware, whose courts have
adjudicated many of the most hard-fought shareholder
rights cases, has called for a rollback of shareholder
powers to prevent a “deluge” of corporate governance
votes that are distracting managements and costing
companies a small fortune.

Financial Times 2014438258 {¢
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s EEEXOPDE. REZEA0NTZEESR
Put bluntly, the traditionalist will gladly suffer the failures of

empowered centralized managers in order to reap the larger
benefits of their decision.

Unlike corporate managers, neither institutional investors as
stockholders nor ISS as a voting advisor owe fiduciary duties
to the corporations whose policies they seek to influence.

A continued preoccupation solely with management’s flaws
Ignores the reality that the growing influence of institutional
Investors during the last quarter century has not been an
unadulterated good.

L. Strine. 2006. Toward a True Corporate Republic: A Traditionalist Response to Bebchuk’s Solution for Improving
Corporate America. Harvard Law Review 119(6).
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s BRIEEDEMIEHRET
The continued failure of our societies to be clear-eyed

about the role of the for-profit corporation endangers the
public interest.

The whole design of corporate law In the United States Is
built around the relationship between corporate managers
and stockholders, not relationships with other
consistencies.

19 2014/6/9-11 FBHES
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The United States, for all its capitalist leanings, never
embraced takeovers with anything but deep ambivalence.

A huge disconnect has arisen between the wealth, lifestyle,
daily experiences, and interests of the top corporate
managers and that of most of the employees in various
nations...

When the pressure to deliver profits becomes, as it has, more
Intense, the rules of the game become even more important.

L. Strine. 2012. Our Continuing Struggle with the Idea That For-Profit Corporations Seek Profit. Wake Forest Law
Review 47(1).
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CEOs don't seem to be having fun. Having to explain to
employees why the corporation is off-shoring jobs and
Increasing the employees' share of health insurance costs,
having to be lectured by a twenty-something analyst about a
penny miss In the quarterly earnings, and having to consider
at board meetings cosmetic measures to improve the
corporation's corporate governance ratings lest the
corporation be subject to an array of shareholder proposals-
these are really fun things to do.

21 2014/6/9-11 BHES
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Add to that the increased focus on regulatory compliance
arising out of the scandals of the turn of the century. Then
top it off with a high level of public cynicism about CEO
pay and integrity.

For that reason, it should not be surprising to see CEOs
seeking solace In high pay or, more recently, in the loving
arms of private equity buyers. lronic though it Is, private
equity Investors are now viewed as the nurturing providers
of patient capital compared to the public equity markets.

L. Strine. 2007. Toward Common Sense and Common Ground? Reflections on the Shared Interests of Managers and
Labor in a More Rational System of Corporate Governance. Journal of Corporation Law 33(1).
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Corporate managers, in contrast with activist investors such
as hedge funds, are actually far more dependent on their
employer firm’s sustainable value and would thus be more,
not less, Immune to the temptation of forsaking long-term
value for a short-term stock pop coming from an unduly
risky business strategy.

Giving managers some breathing space to do their
primary job of developing and implementing profitable
business plans would seem to be of great value to most
ordinary investors.

23 2014/6/9-11 FBHES
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Ideology can be blinding, even apparently when one’s

secular faith involves the simple creed that those who own
stocks are presumptively selfless while those who manage
corporations are presumptively selfish and untrustworthy.

The ultimate beneficiaries were dependent on another level
of corporate governance agency, at which far fewer
protections for stockholders are in place compared to those
that constrain the managers of productive corporations.

24 2014/6/9-11 BHES
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Proponents of economic proposals had to pay a filing fee of
$2,000 to $5,000 and own at least $2 million or one percent
of the company’s stock.

Proposals that did not recelve at least twenty percent in the
first year could be excluded In subsequent years and
proposals not receiving thirty percent over a three year
period could be similarly excluded.

= Direct Democracy TI&7£<. Republican Democracy
THHANELLVS, Founding FathersiE D& 2 A

L. Strine.2014. Can We Do Better by Ordinary Investors? A Pragmatic Reaction to the Dueling ldeological
Mythologists of Corporate Law. Columbia Law Review 114(2).

——
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Hansmann, M. Ramseyer, R. RomanoZF)
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M. Ramseyer. 2011. Law and Economics in Japan. University of Illinois Law Review 2011(5).
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B EEZNDO TR E T £XFH (1) 723245
M3k Nexus of Contracts&E 2 5

BOTNITA 1ORBFFEELLELY
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s BREITLHHLERFERMESE Residual Claimant

S. Sunder. 1997. Theory of Accounting and Control. South-Western,
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In virtually all cases the group of individuals to whom
ownership Is given iIs extremely homogeneous In its interests.

The agency costs from weak monitoring of managers are
often worth incurring for the sake of reducing the cost of
market contracting.

The principal role of voting in firms is much as it is in most
democratic governments: not to aggregate and communicate
preferences, but simply to give the electorate some crude
protection from gross opportunism on the part of those In

DOWer. H. Hansmann. 1996. The Ownership of Enterprise. Harvard University Press.

——
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The entities of which most ordinary [people] are in fact
equity investors—money managers in the form of
mutual funds and pension funds—are as accountable as

the managers of the productive enterprises on which
our nation’s economic future is largely dependent.

L. Strine. . Can We Do Better by Ordinary Investors- ragmatic Reaction to the Dueling Tdeologica
Mythologists of Corporate Law. Columbia Law Re\m 114(2). 2014/6/9-11 EHE=
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H. Demsetz. 1969. Information and Efficiency: Another Viewpoint. Journal of Law and Economics 12(1).

(unl

31 2014/6/9-11 FBHES



L BECESV-ERE

s TRARDEEVZIEENET...

It Is better that a man should tyrannise over his bank

balance than over his fellow-citizens.
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You never know what Is enough unless you know what is
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