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•  Controversial results in empirical corporate governance: 
–  Higher number of  governance provisions decrease firm 

value (Gompers, Ishi & Metrick 2003)  à insignificant in 
the time series with clustering. 

–  Staggered boards decrease firm value (Bebchuk, 2007)  à 
opposite result in the time series and once 
identification is improved; 

–  More flexible and shareholder friendly corporate law 
jurisdictions (i.e., Delaware) increase firm Value (Daines, 
2002) à opposite results in the time series and with IV. 

–  Only a few (selected) corporate governance provisions 
matter à These provisions (substantially) decrease 
firm value (Bebchuk & Coen 2010). 

EMPIRICAL MOTIVATION  



 

•  E-Index (more than 350 law and finance articles 
cite it!): 

•  Staggered Board; 

•  Poison Pill; 

•  Supermajority to Amend Charter; 

•  Supermajority to Amend Bylaws; 

•  Supermajority to Approve Merger; 

•  Golden Parachute. 

•  Shareholder protection (i.e., reduction of  board 
authority) is efficient  à Shareholder Democracy. 

E-INDEX 
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SEPARATION OF OWNERSHIP AND CONTROL 

•  Gives rise to twin ‘Agency Problems’: 

•  Moral Hazard (of  managers and entrenched board) 
•  Due to management–shareholder conflict of  interest 

•  Addressed by Shareholder Empowerment View 

•  Limited Commitment (due to shareholders’ exit 
rights) 
•  Due to other-stakeholders–shareholder conflict of  

interest 

•  Due to technology with high private information 

•  Addressed by Director Primacy View 

THEORETICAL FRAMEWORK 



 

 

THEORETICAL MOTIVATION  

 
Defensive tactics requiring 
shareholder approval (e.g., 
staggered boards), may be an 
efficient commitment from 
shareholders to managers and 
boards not to dismiss these agents 
prematurely 



–  Independent Variables: 
–  1978–1989 hand-collected information.  
–  1990–2008 from Risk Metrics, previously Investor 

Responsibility Research Center (IRRC) 
»  Hand-checked missing years in the 1994–2006 using proxy 

statements (SEC’s EDGAR) 

–  Firm Value and Controls 
–  Q à Compustat. 

DATA 
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VARIATION IN E-INDEX PROVISIONS 
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CROSS-SECTION ANALYSIS 
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TIME-SERIES ANALYSIS 



ENTRENCHMENT INDEX DECOMPOSITION 

Bilateral Provisions 

1.  Staggered Board 
2.  Supermajority 

Requirement to 
Amend the Charter 
3.  Supermajority 

Requirement to 
Approve Mergers 

 

Commitment Index 
(C-Index) 

Unilateral Provisions 

1.  Poison Pill 
2.  Golden Parachute 

3.  Supermajority 
Requirement to 

Amend the Bylaws 

Incumbent Index 
(I-Index) 
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UNILATERAL PROVISIONS 

•  Aggravate entrenchment, lower firm value 

•  2nd order: Lower shareholder trust, aggravating 
commitment problem 

BILATERAL PROVISIONS 

•  Mitigate limited commitment, higher firm value 

•  Evidence of  increased shareholder trust 

•  2nd order: insiders may abuse this trust, 
aggravating entrenchment 

 

HYPOTHESES 
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COMMITMENT & INCUMBENT INDEXES 
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•  Commitment is especially valuable when 
innovation and other stakeholders are more 
involved:  

–  R&D à How much a firm invest in research and 
development and innovation à Managerial specific 
investment;  

–  Labor Productivity  à Firm employs more specific 
labor (higher marginal product), which requires more 
specific investments  à Labor specific investment;  

–  Large Customer  à Firm has at least one customer 
accounting for 10% or more of  its sales  à Customer 
specific investment. 

INNOVATION AND STAKEHOLDER CHANNELS 
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THE LIMITED COMMITMENT CHANNEL: R&D 
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LIMITED COMMITMENT CHANNEL: LABOR & CUSTOMERS 



16 

•  Stronger board commitment helps protect 
creditors and reduce risk of  creditor 
expropriation  à Shareholders may prefer 
expropriate creditors in the short term. 

•  But, in the long term creditors protection reduce 
costs of  creditor participation. 

ASSET SUBSTITUTION AND MORAL HAZARD 
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COMMITMENT, ENTRENCHMENT & RISK 
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•  Same qualitative results (similar statistical and 
economic significance) under: 

•  First-Difference; and 

•  Matching with Q (at t-1), Industry, and Size: 

–  For staggered boards; and  

–  For supermajority requirements with and without 
staggered board. 

ADDITIONAL TESTS 
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•  Corporations are neither markets nor bureaucracies. 

•  Markets: hard budget constraint. 

•  Bureaucracies: soft budget constraint. 

•  Corporations are hybrid institutions.  

•  In the short term board can go against the market to 
exploit superior information (e.g., innovation, protect 
stakeholders), but in the long term is accountable to 
the investors à Republican Model of  Corporate 
Law. 

CORPORATE LAW AND BUDGET CONSTRAINT 



 
 
 
 

Thank You 


