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The Forcer and Limitation of Institutional Investors in Corporate
Governance Lessons from the U. S.

Lou Qiu-ran

Abstract As an important force in security markets institutional investors are increasingly relied
by corporate and security laws as a weapon to reduce or even eliminate the cost of agency. From a normative
perspective institutional investors could improve the quality of corporate governance due to their ability to hold
large portion of shares high exit cost and low cooperate cost. However it does not work well in practice. Several
reasons including legal impediments short-termism and conflict of interests political pressure and structure
of compensation could account for this failure. Therefore comprehensive timely and fruitful legal reform is
necessary for them to play their roles. Although faced with different task Chinese institutional investors are
almost the same with their American counterparties in terms of their directions forces and limitations. Thus
similar reforms should also be done in the field of pertinent Chinese laws.
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