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Abstract

The article probes into the origination, development and the migration of
the independent director institution with the vision and the methodology of so-
ciology. The article also discusses the institution's migration, variation and fur-
ther establishment in our country. As we all know, dominantly lots of papers
on this topic have been engaged in the fields of economics, law and business for
many years. So, it's no doubt that we take a new angle. Its a pioneering job.

From the sociological viewpoint—especially in the light of social system
theory, the modern society is made up of anonymous strangers. Specialization
and rationalization are intrinsic social characteristics. We argue that all these
social characteristics are imposed on the social structures and on how the soci-
ety functions. The changes in securities market (including the decentralization
of equity capital, the alienation of shareholders, the rationalization of reasoning
over moral obligation), create new functional needs on the corporate gover-
nance and the laws of the securities market.

Firstly, the article argues that the institutional dependent directors and
the functional needs that the independent directors perform are both embedded
in the social macrostructure. Sociology is inclined to pay attention to the struc-
ture link and the interaction system from the systematical and whole point. In
this vision, the independent director institution and the whole corporate gover-
nance are embedded in the economic system, which is one part of social sys-
tem, the same as political system, law system (community) and cultural sys-
tem. And they meet the functional needs of adaptation, goal-acquired, inte-
gration and latent pattern-maintaining respectively. In our opinion, the trans-
formation of social structure (the differentiation of structure and function)
makes the way of economic systemis transformation, and creates new function-

al needs (integration) in corporate governance and regulation on securities
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market including supervision over directors and managers. There are at least
two ways to meet the new needs. Thats to enhance market supervision and to
improve corporate governance. In fact, almost all countries try to meet the
needs by both ways. By reform, the securities market and corporate gover-
nance have improved their adaptability which brings about the new culture on
corporate governance. In a word, the independent director institution is an im-
portant outcome of the reform of the corporate governance. Together with di-
rector system and supervisor system, the independent institution plays the in-
tegration role in the corporate governance. Together with the shareholders,
managers and governance culture, they make an integrated system, which are
embedded in each other and fulfill the needs of AGIL respectively. We think
that the independent director institution can meet the new integration needs
and consummate the corporation governance to some extent. However, the in-
dependent director institution is not the only one. _
Secondly, the article argues it's the origination, development, migration
and innovation of the independent director institution that embody the new in-
stitutional economic “legitimacy” in the sociology. Economics’ explanation on
the efficiency of the independent director institution argues the institution have
some positive function and should exist. Ifs an ex post facto explanation. So it
can’t explain the origination, development and innovation of the dependent di-
rector institution completely, let alone the intrinsic logics and the mechanism.
Up to now, it's impossible to prove the efficiency of the independent director
institution according to the existing empirical evidence. On the other hand,
the efficiency doesn’ t mean existence. There may be several institutions which
can meet the integration needs. Then, why the alternative institutions have
disappeared and only the independent institution survives? We argue that the
legitimacy is a more powerful mechanism. 'In short, the legitimacy means that
some institutions, technologies and values are implanted into the corporate
governance not for their efficiency, but for their more legitimacy—They may
have nothing (or little) with the efficiency. The independent director institu-
tion gains more legitimacy because it is more consistent with the accepted val-

ue, such as fairness and justice. In the article, we probe into how the indepen-
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Abstract 3

dent directar institution gains its legitimacy and the internal mechanism. Gain-
ing the acceptance of related interests (not necessary direct interests) and then
gaining the-legitimacy will surely form the social and psychological base of fur-
ther consummation and development of the independent director institution,
which is also the base for all other countries. The migration of the independent
director institution in our country also embodies the mechanism of legitimacy.
In the USA, the independent director institution gained the acceptance of the
WUSA investors as the USA economy recovered. So, it is thought to be an ef-
fective resolution by the investors and the masses. When we face similar prob-
lems, it's the legitimacy and identification that impulse us to imitate and im-
plant the independent director institution. But we also find that our imitation
and migration is some kind of a copy. It doesn’t fit us. All of these shortcom-
ings are rooted in the legitimacy itself. The imitation and migration is more
“looks like. . . ” than “alike in spirit™.

Thirdly, the article argues the variations are affected by vested interest,
social culture, social structure and subjective knowledge. As we said above,
the legitimacy asks for “looks like. . .” . So, if it “looks like...” , then the
other thing is unbending. In Chapter 3, we analyses how the vested interest,
social culture, social structure and subjective knowledge incur to the variations
in the institution of qualifications committee, nomination committee, appoint-
ment and removal committee, obligation and right, and so on.

Finally, the article insists that the consummation of the independent di-
rector institution should be embedded in the formal and informal institutions,
such as the corporate governance, social structure and social culture. In order
to function perfectly, they need to adapt to each other. We argue that the
transformation of social structure incurs to the changes in formal and informal
institutions, the changes in the corporate governance, and then the new needs
to be integrated. Since we have chosen the independent director institution,
we need to be embedded it into the other formal and informal institutions, in-
cluding the law, market structure, corporate governance, social values, and so
on. Besides the above, we conclude that only when the independent director

institution has been a integrated system can it exert its functions. That's, it it-




