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Doctoral Seminar: Corporate Governance

Fall 2010

Tuesdays & Thursdays, 1:30 - 2:50

K-MEC 5-75

Prof. David Yermack Office: K-MEC 9-56, 998-0357

Office Hours: Tuesdays & Thursdays, 11:30 - 1:30 E-mail: dyermack@stern.nyu.edu

This course surveys leading academic research in selected areas of corporate governance,

focusing especially upon boards of directors, institutional investors, and the influence of

corporate and securities law upon corporate finance.  We will also study governance in

organizations such as financial mutuals and non-profits.  Some recent working papers will be

studied, in order to introduce students to the latest developments in the field and to help identify

possible dissertation topics.  We will also investigate the strengths and weaknesses of leading

on-line databases and other research tools.  Course lectures will be held weekly, and the most

important readings on each topic are starred (**).  Evaluation will be based upon a set of data

exercises and referee reports assigned periodically throughout the course.

What’s not covered:  Perhaps the largest topic in corporate governance is executive

compensation.  That area, defined broadly to include incentives from ownership and dismissal, is

treated separately in my own companion doctoral course that was offered most recently in Spring

2010 and will hopefully be offered again soon.  We will also not cover much of the area of Law

& Finance, which involves governance-related topics in corporate finance and securities

regulation.

Overview surveys

Shleifer, A., and R. Vishny, 1997, “A Survey of Corporate Governance,” Journal of

Finance 52, 737-783.

Becht, M., P. Bolton, and A. Roell, 2003, “Corporate Governance and Control” in G.

Constantinides, M. Harris, and R. Stulz eds., Handbook of the Economics of Finance

(Amsterdam: Elsevier-North Holland).

Hermalin, B., and M. Weisbach, 2003, “Boards of Directors as an Endogenously

Determined Institution: A Survey of the Economic Literature,” Federal Reserve Bank of New

York Economic Policy Review 9, 7-26.

Yermack, D., 2010, “Shareholder Voting and Corporate Governance,” Annual Review of

Financial Economics, forthcoming.
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How important is governance?

Core, J., R. Holthausen, and D. Larcker, 1999, “Corporate Governance, Chief Executive

Officer Compensation, and Firm Performance,” Journal of Financial Economics 51, 371-406.

** Gompers, P., J. Ishii, and A. Metrick, 2003, “Corporate Governance and Equity Prices,”

Quarterly Journal of Economics 118, 107-155.

Core, J., W. Guay, and T. Rusticus, 2006, “Does Weak Governance Cause Weak Stock

Returns? An Examination of Firm Operating Performance and Analysts’ Expectations,” Journal

of Finance 61, 655-687.

Dittmar, A., and J. Mahrt-Smith, 2007, “Corporate Governance and the Value of Cash

Holdings,” Journal of Financial Economics 83, 599-634.

Cremers, M., and A. Ferrell, 2010, “Thirty Years of Shareholder Rights and Firm

Valuation,” unpublished manuscript, Yale University.

Database: RiskMetrics Governance (formerly IRRC)

Governance and Legal Jurisdiction

Karpoff, J., and P. Malatesta, 1995, “State Takeover Legislation and Share Values: The

Wealth Effects of Pennsylvania’s Act 36,” Journal of Corporate Finance 1, 367-382.

** Daines, R., 2001, “Does Delaware Law Improve Firm Value?” Journal of Financial

Economics 62, 525-558.

Bebchuk, L., and A. Cohen, 2003, “Firms’ Decisions Where to Incorporate,” Journal of

Law and Economics 46, 383-425.

Bertrand, M., and S. Mullainathan, 2003, “Enjoying the Quiet Life?  Managerial

Behavior Following Anti-Takeover Legislation,” Journal of Political Economy 111, 1043-1075.

Subramanian, G., 2004, “The Disappearing Delaware Effect,” Journal of Law,

Economics, and Organization 20, 32-59.

Database: Corporate Library

Agency Costs and Organizational Form

Jensen, M., and W. Meckling, 1976, “Theory of the Firm: Managerial Behavior, Agency
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Costs, and Ownership Structure,” Journal of Financial Economics 3, 305-360.

** Fama, E., and M. Jensen, 1983, “Separation of Ownership and Control,” Journal of Law

and Economics 26, 301-325.

Jensen, M., 1986, “Agency Costs of Free Cash Flow, Corporate Finance, and Takeovers,”

American Economic Review 76, 323-329.

Blanchard, O., F. Lopez-de-Silanes, and A. Shleifer, 1994, “What Do Firms Do With

Cash Windfalls?” Journal of Financial Economics 36, 337-360.

Karpoff, J., 2001, “Public vs. Private Incentives in Arctic Exploration: The Effects of

Incentives and Organizational Structure,” Journal of Political Economy 109, 38-78.

Theories of Boards

Noe, T., and M. Rebello, 1997, “The Design of Corporate Boards: Composition,

Compensation, Factions, and Turnover,” Unpublished manuscript, Tulane University.

Warther, V., 1998, “Board Effectiveness and Board Dissent: A Model of the Board’s

Relationship to Management and Shareholders,” Journal of Corporate Finance 4, 53-70.

** Hermalin, B., and M. Weisbach,1998, “Endogenously Chosen Boards of Directors and

Their Monitoring of the CEO,” American Economic Review 88, 96-118.

Raheja, C., 2005, “Determinants of Board Size and Composition: A Theory of Corporate

Boards,” Journal of Financial and Quantitative Analysis 40, 283-306.

Adams, R., and D. Ferreira, 2007, “A Theory of Friendly Boards,” Journal of Finance

62, 217-250.

Harris, M., and A. Raviv, 2008, “A Theory of Board Control and Size,” Review of

Financial Studies 21, 1797-1832.

Directors, Boards and Firm Value

Rosenstein, S., and J. Wyatt, 1990, “Outside Directors, Board Independence, and

Shareholder Wealth,” Journal of Financial Economics 26, 175-191.

** Yermack, D., 1996, “Higher Market Valuation for Firms With a Small Board of

Directors,” Journal of Financial Economics 40, 185-211.
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Bhagat, S., and B. Black, 1999, “The Uncertain Relationship Between Board

Composition and Firm Performance,” Business Lawyer 54, 921-963.

Adams, R., and H. Mehran, 2005, “Corporate Performance, Board Structure, and Its

Determinants in the Banking Industry,” Unpublished manuscript, Stockholm School of

Economics.

Bebchuk, L., and A. Cohen, 2005, “The Costs of Entrenched Boards,” Journal of

Financial Economics 78, 409-433.

Fich, E., 2005, “Are Some Outside Directors Better Than Others? Evidence From

Director Appointments by Fortune 1000 Firms,” Journal of Business 78, 1943-1971.

** Faleye, O., 2007, “Classified Boards, Firm Value, and Managerial Entrenchment,”

Journal of Financial Economics 83, 501-529.

Petry, S., 2009, “Workers on the Board and Shareholder Wealth: Evidence from a

Natural Experiment,” unpublished manuscript, Cambridge University.

How Do Boards Work?

Hermalin, B., and M. Weisbach, 1988, “The Determinants of Board Composition,”

RAND Journal of Economics 19, 589-606.

Brickley, J., J. Coles, and G. Jarrell, 1997, “Leadership Structure: Separating the CEO

and Chairman of the Board,” Journal of Corporate Finance 3, 189-220.

Klein, A., 1998, “Firm Performance and Board Committee Structure,” Journal of Law

and Economics 41, 275-303.

Shivdasani, A., and D. Yermack, 1999, “CEO Involvement in the Selection of New

Board Members: An Empirical Analysis,” Journal of Finance 54, 1829-1853.

Vafeas, N., 1999, “Board Meeting Frequency and Firm Performance,” Journal of

Financial Economics 53, 113-142.

Klein, A., 2002, “Audit Committee, Board of Director Characteristics, and Earnings

Management,” Journal of Accounting and Economics 33, 375-400.

** Fich, E., and A. Shivdasani, 2006, “Are Busy Boards Effective Monitors?” Journal of

Finance 61, 689-724.

Coles, J., N. Daniel, and L. Naveen, 2008, “Boards: Does One Size Fit All?” Journal of
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Financial Economics 87, 329-356.

Masulis, R., and S. Mobbs, 2010, “Are All Inside Directors the Same? Do They Entrench

CEOs or Enhance Board Decision Making?” Journal of Finance, forthcoming.

Alam, Z., M. Chen, C. Ciccotello, and H. Ryan, 2010, “Does the Location of Directors

Matter? Information Acquisition and Monitoring by the Board,” unpublished manuscript,

Georgia State University.

Fracassi, C.,  and G. Tate, 2010, “External Networking and Internal Firm Governance,”

unpublished manuscript, University of Texas.

Database: RiskMetrics and Corporate Library Directors

Bankers and Lawyers on Boards

** Ramirez, C., 1995, “Did J.P. Morgan’s Men Add Liquidity? Corporate Investment, Cash

Flow, and Financial Structure at the Turn of the Twentieth Century,” Journal of Finance 50,

661-678.

Kroszner, R., and P. Strahan, 2001, “Bankers on Boards: Monitoring, Conflicts of

Interest, and Lender Liability,” Journal of Financial Economics 62, 415-452.

Agrawal, A., and C. Knoeber, 2001, “Do Some Outside Directors Play a Political Role?”

Journal of Law and Economics 44, 179-198.

Güner, A., U. Malmendier, and G. Tate, 2008, “Financial Expertise of Directors,”

Journal of Financial Economics 88, 323-354.

Dittmann, I., E. Maug, and C. Schneider, 2010, “Bankers on the Boards of German

Firms: What They Do, What They Are Worth, and Why They Are (Still) There,” Review of

Finance 14, 35-71.

Diversity in the Boardroom

Adams, R., and D. Ferreira, 2009, “Women in the Boardroom and Their Impact on Governance

and Performance,” Journal of Financial Economics 94, 291-309.

Ahearn, K., and A. Dittmar, 2010, “The Changing of the Boards: The Value Effect of a Massive

Exogenous Shock,” unpublished manuscript, University of Michigan.

Masulis, R., C. Wang, and F. Xie, 2010, “Globalizing the Boardroom: The Effects of Foreign
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Directors on Corporate Governance and Firm Performance,” unpublished manuscript, Vanderbilt

University.

Governance and Mergers & Acquisitions

Byrd, J., and K. Hickman, 1992, “Do Outside Directors Monitor Managers? Evidence

from Tender Offer Bids,” Journal of Financial Economics 32, 195-207.

Brickley, J., J.Coles, and R. Terry, 1994, “Outside Directors and the Adoption of Poison

Pills,” Journal of Financial Economics 35, 371-390. 

Cotter, J., A. Shivdasani, and M. Zenner, 1997, “Do Independent Directors Enhance

Target Shareholder Wealth During Tender Offers?” Journal of Financial Economics 43, 195-

218.

Field, L., and J. Karpoff, 2002, “Takeover Defenses of IPO Firms,” Journal of Finance

57, 1857-1889.

Masulis, R., C. Wang, and F. Xie, 2007, “Corporate Governance and Acquirer Returns,”

Journal of Finance 62, 1851-1889.

Governance and Corporate Restructuring

** Gilson, S., 1990, “Bankruptcy, Banks, Boards, and Blockholders: Evidence on Changes

in Corporate Ownership and Control When Firms Default,” Journal of Financial Economics 27,

355-387.

Gertner, R., and S. Kaplan, 1996, “The Value-Maximizing Board,” Unpublished

manuscript, University of Chicago.

Mutual Fund Governance

** Tufano, P., and M. Sevick, 1997, “Board Structure and Fee-Splitting in the U.S. Mutual

Fund Industry,” Journal of Financial Economics 46, 321-356.

DelGuercio, D., L. Dann, and M. Partch, 2003, “Governance and Boards of Directors in

Closed-End Investment Companies,” Journal of Financial Economics 69, 111-152.

Khorana, A., P. Tufano, and L. Wedge, 2007, “Board Structure, Mergers and Shareholder

Wealth: A Study of the Mutual Fund Industry,” Journal of Financial Economics 85, 571-598.
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Institutional Investor Activism

DelGuercio, D., and J. Hawkins, 1999, “The Motivation and Impact of Pension Fund

Activism,” Journal of Financial Economics 52, 193-240.

** Karpoff, J., 2001, “The Impact of Shareholder Activism on Target Companies: A Survey

of Empirical Findings,” Unpublished manuscript, University of Washington.

Conference Board, 2007, Institutional Investment Report.

Brav, A., W. Jiang, F. Partnoy and R. Thomas, 2007, “Hedge Fund Activism, Corporate

Governance, and Firm Performance,” Journal of Finance 63, 1729-1775.

** Klein, A., and E. Zur, 2009, “Entrepreneurial Shareholder Activism: Hedge Funds and

Other Private Investors,” Journal of Finance 64, 187-229.

Greenwood, R., and M. Schor, 2009, “Investor Activism and Takeovers,” Journal of

Financial Economics 92, 362-375.

Agrawal, A., 2008, “Corporate Governance Objectives of Labor Union Shareholders:

Evidence from Proxy Voting,” unpublished manuscript, New York University.

Database: Thomson CDA/Spectrum

Corporate Voting

Pound, J., 1988, “Proxy Contests and the Efficiency of Shareholder Oversight,” Journal

of Financial Economics 20, 237-265.

Zingales, L., 1994, “The Value of the Voting Right: A Study of the Milan Stock

Exchange Experience,” Review of Financial Studies 7, 125-148.

Zingales, L., 1995, “What Determines the Value of Corporate Votes?” Quarterly Journal

of Economics 110, 1047-1073.

Gillan, S., and L. Starks, 2000, “Corporate Governance Proposals and Shareholder

Activism: The Role of Institutional Investors,” Journal of Financial Economics 57, 275-303.

Bethel, J., and S. Gillan, 2002, “The Impact of the Institutional and Regulatory

Environment on Shareholder Voting,” Financial Management 31:4, 29-54.

** Hu, H., and B. Black, 2006, “The New Vote Buying: Empty Voting and Hidden

(Morphable) Ownership, Southern California Law Review 79, 811-908.
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** Christofferson, S., C. Geczy, D. Musto, and A. Reed, 2007, “Vote Trading and

Information Aggregation,” Journal of Finance 62, 2897-2929.

Kahan, M., and E. Rock, 2008, “The Hanging Chads of Corporate Voting,” Georgetown

Law Journal 96, 1227-1281.

Listokin, Y., 2008, “Management Always Wins the Close Ones,” American Law and

Economics Review 10, 159-184.

Cai, J., J. Garner, and R. Walkling, 2009, “Electing Directors,” Journal of Finance 64,

2389-2421.

Gompers, P., J. Ishii, and A. Metrick, 2010, “Extreme Governance,” Review of Financial

Studies 23, 1051-1088.

Bauer, R., R. Braun, and M. Viehs, 2010, “Industry Competition, Ownership Structure,

and Shareholder Activism,” unpublished manuscript, Maastricht University.

Cunat, V., M. Gine, and M. Guadalupe, 2010, “The Vote Is Cast: The Effect of Corporate

Governance on Shareholder Value,” unpublished manuscript, Columbia University.

RiskMetrics Group, 2009 PostSeason Report (2010 report available in October).

Databases: www.calpers-governance.org; www.cii.org, www.riskmetrics.com

Shareholder Class Action Litigation

Chalmers, J., L. Dann, and J. Harford, 2002, “Managerial Opportunism? Evidence from

Directors’ and Officers’ Insurance Purchases,” Journal of Finance 57, 609-636.

Lowry, M., and S. Shu , 2002,“Litigation Risk and IPO Underpricing,” Journal of

Financial Economics 65, 309-336.

** Fich, E., and A. Shivdasani, 2007, “Financial Fraud, Director Reputation, and

Shareholder Wealth,” Journal of Financial Economics 86, 306-336.

Black, B., B. Cheffins and M. Klausner, 2006, “Outside Director Liability,” Stanford

Law Review 58, 1055-1159.

Database: securities.stanford.edu
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Scandals and Reforms

Agrawal, A., and S. Chadha, 2005, “Corporate Governance and Accounting Scandals,”

Journal of Law and Economics 48, 371-406.

DeFond, M., R. Hann, and X. Hu, 2005, “Does the Market Value Financial Expertise on

Audit Committees of Boards of Directors?” Journal of Accounting Research 43, 153-194.

Srinivasan, S., 2005, “Consequences of Financial Reporting Failure for Outside

Directors: Evidence from Accounting Restatements and Audit Committee Members,” Journal of

Accounting Research 43, 291-334.

** Chhaochharia, V., and Y. Grinstein, 2007, “Corporate Governance and Firm Value – The

Impact of the 2002 Governance Rules,” Journal of Finance 62, 1789-1825.

Karpoff, J., D. Lee, and G. Martin, 2008, “The Consequences to Managers for Financial

Misrepresentation,” Journal of Financial Economics 88, 193-215.

** Kedia, S., and T. Philippon, 2009, “The Economics of Fraudulent Accounting,” Review

of Financial Studies 22, 2169-2199.

Governance in Non-Profit Firms

Review Fama and Jensen (1983), pp 318-323.

Hallock, K., 2002, “Managerial Pay and Governance in American Nonprofits,” Industrial

Relations 41, 377-406.

Brickley, J., and R. Van Horn, 2002, “Managerial Incentives in Nonprofit Organizations:

Evidence from Hospitals,” Journal of Law and Economics 45, 227-250.

Eldenburg, L., B. Hermalin, M. Weisbach, and M. Wosinska, 2004, “Governance,

Performance Objectives and Organizational Form: Evidence from Hospitals,” Journal of

Corporate Finance 10, 527-548.

** Core, J., W. Guay, and R. Verdi, 2006, “Agency Problems of Excess Endowment

Holdings in Not-for-Profit Firms,” Journal of Accounting and Economics 41, 307-333.

Desai, M., and R. Yetman, 2006, “Constraining Managers Without Owners: Governance

of the Not-for-Profit Enterprise,” Unpublished manuscript, Harvard Business School.

Lerner, J., A. Schoar, and J. Wang, “Secrets of the Academy: The Drivers of University

Endowment Success,” Journal of Economic Perspectives 22, 207-222.


