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Abstract

The current crisis puts at issue the self-regulatearket system of
monitoring and control. Claims for restoring theoger functioning of
market economies in general, and financial marketparticular, call for
either establishing new sets of rules or createy supervising authorities.
Both claims rely on the received mantra of full@pdndence that applies
whenever control is concerned. However, our amalgsiys attention to a
neglected aspect of monitoring and control, whigtuires the capability to
discovering and understanding flaws in and dandessn the inner
congeries of the business affair under examina#oguably, this business-
specific expertise and independence trade off. viewsamme this problem, an
optimal share of non-independent controllers may chesen from or
appointed by stakeholding constituencies of thanagss affair. They can
provide proficient monitoring and control withoublleiding, in principle,
with executive managers of the activity to be colied.
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Efficient monitoring and control in an intangible-driven economy:
is full independence always required?

1. Introduction

According to the Group of Thirthy’s report (2009, 4the key issue posed
by the present crisis is crystal clear: “How can westore strong,

competitive, innovative financial markets to sugpgtobal economic

growth without once again risking a breakdown inrkea functioning so

severe as to put the world economies at risk?”.li¢lpmakers, central

bankers, and financial regulators will necessaglyain focused on dealing
with immediate threats to the effective functionwfignarkets. However, in

taking what are in effect emergency measures, aetmus on the desirable
and lasting elements of a reformed system can leulusand even

necessary, to speed restoration of confidence urdyt competitive, and

efficient financial arrangements serving both naioand international

markets.”

Generally speaking, two main directions of reforre auggested. On one
side, some claim for bettering the rules of thekagame among private
actors; these rules should be especially concewitd watchdogs of the
market playing field such as rating agencies, eseauditors, boards of
directors, and so on. On the other side, othengeafgr establishing a new
supervising authority outside the market becausg tlo not longer believe
in the virtue of the “invisible hand” of marketsathare increasingly fast-
moving, changing and globalised. Both proposalsresha common
objective: they aim restoring the proper functigniof market economies
through the independence of their monitoring anmatrod, obtained either by
a large reform of the monitoring rules in the ficsise, or by the creation of
a supervising authority whose independence is gisaat “by definition”
through governmental intervention. As a matter at,f independence has
been the “conventional wisdom” (Bhagat and Blad99) and the received
answer since the 1970s, both by academic literatnderegulators (at least
in the US and in the UK), whenever monitoring andtml are concerned.

However, these received analyses of control magmigependence,
arguably to the detriment of expertise and knowdeddVhatever
accomplished by private actors or public authaijtighe efficiency of
control certainly relates to the distinctive chageaistics of the underlying
business affair under examination. Even thoughpaddence is surely of



value for the resulting performance of controllibgdies, the latter also
need gathering relevant and reliable informatiomrnder to properly apply
their vested authority in shaping the business bae in charge to control.
Confronted with business activities that are insmegly driven by
intangible resources (information and communicatemihnologies; research
and development; network and empowerment enhantcemenrkforce
training and labour organisation improvements) radependent controller -
who does not have any specific knowledge of thenless - either provides
a rather deceptive monitoring performance or néedsre more and more
external expert consultants and advisors. Accoldirtpe claim for full
independence surely takes advantages by increadegdandence, but pays
the opportunity cost of lacking business-specifipestise and knowledge
by appointed watchdogs. This may eventually leaddwerse consequences
and inefficient results when the importance of mgidle resources and
activities increase. The board of directors ofelistcompanies vividly
illustrates our argument, with the common requireimef so-called
‘supermajority board’ (that is, a board with mohan 80% of independent
members). We therefore focus on this particular itbdng agency, even if
our argument extends to other bodies.

Therefore, the acknowledged importance of intamgikdrivers of

performance in developed economies requires a setenation of the

mantra of independence for controlling bodies. @uoalysis identifies the
trade-off between independence and business-Speeipertise. The
existence of this trade-off recommends paying tierto the specific level
of intangibles in business activities to be com&lin order to identify the
correct mix between independence and specific &#gpewhich securitises
the optimal performance of control. This suggestiam be integrated by
supporters of enhanced private watchdogs undermef rules of the
market game, and by supporters of new supervigitigoaties provided by
the “visible hand” of governments as well.

The rest of the paper is organised as follows. Heeond section
summarises two alternative solutions claimed foovercome the current
crisis. The third section identifies a common Hetié both solutions: the
mantra of required independence of control. Thetfosection disentangles
the needs of efficient control activity, which dadeon the underlying
characteristics of the business, especially thativel significance of
intangible resources and activities. This approagtestions that full
independence is always the most efficient soluttsrevery business affair,



since intangible drivers of performance may requingsiness-specific
expertise that arguable trades-off with independenithe fifth section
analyses how this trade-off works in determining tverall efficiency of
monitoring and control. The sixth section draws twain implications of
this analysis, namely for the composition of boanfixontrol and for the
related informational devices they deal with. Theenth section concludes.

2. The market crisis as the failure of “market wattidogs”

This section briefly summarises the two alternapesitions on the suitable
institutional reforms currently required by markeonomies in general and
by financial markets in particular. Both proposalge claim, rely on the
critical notion of independence of boards of contro

The recent crisis points to a general deficiencgeaf-regulated markets in
general, and of financial markets in particular. bhoad consensus is
emerging among academics, practitioners and pobakgns about the
proved inefficiency of the received set of ruled aapervising agencies that
were expected to prevent and counter-act marklerési and shortcomings.
Why institutional watchdogs such as rating agencissipervising
authorities, boards of directors individually arallectively fail to alert and
rescue the financial and economic systems? Wh$inkissible hand” of the
market did not play the right game and spontangawgtrride the systemic
crisis? Given the present conditions of complextyd globalisation of
business affairs, is still the market efficientggulated by the timely and
effective reaction of its self-regulatory devices?

Generally speaking, two main answers to thesecaliissues are claimed
for. On one side, some stress the fraudulent meatinof individuals
appointed as controllers and supervisors, drivethby unbounded avidity
and clever manipulations in absence of a uniquefseiles for the market
game in the global field. On the other side, otlotsn for the incapacity of
the market to cope with new economic and financ@hditions that go
beyond the realm of the old-fashioned “invisibletfa Let summarise both
answers in some details.

First answer: Bettering the rules of monitoring andontrol, especially by
establishing a unique system worldwide based on ‘tinelependence” of
private controllers within the market field.



High profile scandals and frauds prove that theedtee performance of
controllers can be associated with fraudulent cotgjiclearly facilitated by
their non independence, that is, their eventualusmn with entrenched
management. Enron, WorldCom, Maxwell, Bank of Cregid Commerce
International (BCCI), Versailles Group, Parmalataddff and Satyam are
clear examples in which the frauds were an insaffir. Concerning the
latter, the Guardian reports:Iit“complied with the latest accounting
standards and boasted audit committees, indeperiettors and a global
accounting firm as its auditor [...] India has embeacwestern ideas on
corporate accountability, possibly to comfort fapeiinvestors. All the
conditions associated with failed audits in the wwes world are present.
Auditors were selected by directors and paid by&at They also acted as
consultants to the company. Their fee dependencgooporate clients
makes them susceptible to pressures to go alomgdivitctors*. A number
of watchdogs’ fraudulent misconducts may be listdldMG was hammered
for its audit of Xerox;Deloitte, Touche and Tohmatsuas fined $50m for
audit failures at AdelphigErnst & Youngwas prosecuted by the Securities
& Exchange Commission (SEC) for persistent violadioof auditor
independence rules; and so on. All these cases shbusion of interests
among business insiders. They formally played ckfie roles in the
business affair, but actually shared a joint frdeu behaviour that
irresponsibly ignored the broader consequencesspiective actions. As an
answer, a unique set of monitoring rules worldwigethen claimed for
restabilising the independence of those watchdagsk raboot the proper
functioning of the market that was seriously dandaggthese frauds.

However, contrary to those cases of frauds, auditrgittees and boards of
directors having in change the control of LehmamtBers and Enron

formally complied with all the formal rules of ingendence. Nevertheless,
they factually did not provide timely and effectiakerts and counter-actions
against disruptive practices that eventually leddéstroy the businesses
under their control. This suggests that indepengledoes not prevent
control failures, or may even favour such failur@he argument is

developed in section 4.

The market failures and shortcomings, others argusy then require the
intervention of governments to cope with them. Tikighe second answer to
the crisis of control.



Second answer: The self-regulation of the market gsit of date, and
unreliable. The solution is to create an independesupervising authority
that governments should have in charge.

This answer puts at issue the coexistence of grieators managing the
business with private actors having in charge tatrob them. If controllers
are privately connected to the activity under exation, some claim, then
they will be framed by the same fragility and inqdacy that the market has
currently experienced. Therefore, the urgent prous taken Dby
policymakers to “fixing” global finance in the lastonths should become
structural. One of the most claimed solutions isestablish supervising
authority that watches the watchdogs, accordingeaGordon Brown'’s idea
of a 2“co|lege of supervisors” expected to overske biggest financial
firms.

However, ‘governments broadly welcome the benefits of glbbahce, yet
they are not prepared to set up either a globaaficial regulator, which
would interfere deep inside their markets, or abglolender of last resort.
Instead, regulated financial firms are overseen digparate national
supervisors®. This uncomfortable situation casts doubts on sheer-
authority proposal, because supervising authontiag always meddle with
dispraising a leading global player such a natiam@lortant bank or a flag-
carrying airline. If private actors can be overiopstic in judging
companies, imagine how much more so governments would be dheint
national treasure®’. American regulatory authorities such as the FED a
the SEC are increasingly criticised for having awowdated innovative but
over-risky practices that eventually proved to suptive for the financial
system worldwid&.During the Hearings of the Committee on Oversagid
Government Reform, Alain Greenspan quite clearlyniteéd flaws and
shortcomings in the regulatory actions the FEDrhade before the crisfs.

3. Two solutions, one preconception: independence

Let us resume the two advocated solutions. The pimgposal is to amend
and reinforce the set of rules that frames the tianmg of the market
through independent controllers of private busiegsknder this new set of
monitoring rules, the market may properly functiseme claim. On the



contrary, the second proposal consists in reinfigréhe normal functioning
of the market, which proved not to be able to stenalone, by establishing
independent supervising authorities having in chatte monitoring and
control of market operations.

Both the proposals acknowledge the need to restmédence and reboot
the proper functioning of market economies in gahand of financial

markets in particular. In parallel, they increagngecognise that market
economies and the financial markets have beenftraned with respect to
the past. They have been reshaped by innovativeéupt® and activities
fostered by intricate economic organisation of drational enterprise
affairs. Consequently, it results harder and hatdasnderstand the actual
and potential value of each business activity. Tiaglitional modes of

monitoring and control appear to be inadequates Ehthe very motivation
behind either the quest of new rules for traditlomatchdogs in the first
case, and the creation of new supervising autberiti the second case.

In our opinion, rightly address the overwhelminglgem of monitoring and
control of business affairs requires to clearlyedisngling what the
controlling activity implies. In the broadest sensmntrol means the
gathering of information in order to exercise vdsé@thority so as to shape
the activity of the controlled entity, including bynforming its
constituencies or stakeholders. As such, indepederakes sure that, once
aware of flaws and dangers, the controller will tte right thing to do” by
counter-acting the crisis and keeping informed ridated parties. This is
why rating agencies are required to be “indeperideotn companies that
must be ranked by them, and directors of a com@aayrequired to be
“independent” from the management of that company.both cases,
independence aims to cut the ties that link coletr®lto the controlled
activity, putting them at a distance from the omgofunctioning of that
activity.

The board of directors represents one of the massmcuous illustrations

of this idea of independence. As noted by Cunningf2008), it is by now
usual to answer to corporate crisis by looking ndependent directors,
where independence is defined or proxied througetaof well-defined,
objective criteriade jureindependence). Generally speaking, independence
is compromised if the director of a company is lfas been) a corporate
executive of that company or of its affiliates,(a has been) employed by
that company or by its affiliates, is employed asexecutive of another
company where any of that company’'s executivesitthe board, is a



dominant shareholder of that company, has a sagmfi business
relationship with that company or its affiliatesndiuding advisory or
consulting services), is a close family member bf executivé . The

Sarbanes Oxley Act, passed in 2002, is no exceptexuiring that audit
committee be comprised solely of independent mesbEre objective is
clear: de jureindependence should help to limit conflict of me®ts, thus
increasing the expected performance of directorsthi@ir monitoring

activity. In the case of auditing, independenceushh@uarantee that the
decision not to certify biased information is mag#hout collusion or

delay.

4 |s independence the most appropriate solution iavery case?

In a sense, this approach based on independence aleglects or
subordinates expertise. Yet some recent evoluticlagm for a more
balanced diagnose in the case of directors: esgeris increasingly
recognized as an important attribute for board ne¥sibespecially for the
audit committee (Cunningham, 2008). Contrary to thées regarding
independence, which followed the usual trail, therb&nes Oxley Act
(2002) introduced a path-breaking provision by mqgg that all audit
committee members have financial literacy and #td¢ast one person be a
financial expert (sec. 40%)The idea is intuitive:generic expertise in
accounting and finance, acquired through educatigorofessional activity,
may increase the effectiveness and reliability wditng and then improve
the overall quality of monitoring and control. Iddation, we argue that, for
some drivers of performance and some business sjoelicient control
may requirebusiness-specifiaather than generic, expertise. This business-
specific proficiency by controllers will be requireespecially when
intangible resources are an important driver ofgserance and stakes of
the business affair to be controlled.

Intangibles have been the object of growing intea@song scholars for the
last two decades. Macroeconomists increasinglygrase that growth relies



as much on the contribution of intangible resouraeson that of tangible
ones. In microeconomicd, it is now widely recognized that successful
business models primarily involve investments itamgible, knowledge-
based, resources (Foray, 2004). Generally speakthg, following
expenditures are considered to nurture the devedapand maintenance of
such intangibles: (i) spending on information an@émmunication
technologies (hardware, telecommunication infrastme and software); (ii)
spending on Research and Development (R&D, scen@ind non
scientific) and patents; (iii) spending on devel@mnand maintenance of
brands and trademarks (e.g. advertising); (iv) dp®n on workforce
training in firm-specific capabilities and improvents in labour
organization (total quality management, job rotatigust-in-time, team
working, and so on). The various definitions ofaimgibles that have been
proposed share at least one common point. Thestitigat intangibles are
non-physical (they lack any material support), fioancial (they do not
provide any legally-enclosed revenue) and provieleviant future benefits
(Kim, 2007). This eventually implies that efficiemtarket pricing scarcely
applies or exists for intangibles, and other fippeafic modes of
information and control result to be required toerm.

5 The trade-off between independence and firm-spdix expertise

The focus on independence alone misses an impgrtahtof the control
activity, since efficient control also entails tladility to gather proper
information, which allows to timely and effectiveljderstand the specifics
of a (more or less) complex and innovative busin€hbss is especially true
when intangibles are involved. The issue is thext this form of specific
expertise is arguably negatively correlated to jpmhelence as it is
commonly defined and appreciattd As a consequence, focus on
independence alone may have had and still haversele®ensequences, by
reducing the ability of the controlling board tolleotively discover and
properly react to flaws and dangers encountere@éuveyy innovative and
changing business affair driven by intangibles.

To some extent, our analysis may bring some ligh& fong-standing and
puzzling empirical evidence: independence has digiglg or negative
effect on firm performance (see e.g. Klein, 199&jtdn, Daily, Ellstrand
and Johnson, 1998; Bhagat and Black, 1999; Klehgp8o and Young,
2005). We argue that the requirement of full indej@nce is to the
detriment of specific expertise and knowledge. What accomplished by



private actors or public authorities, the efficigraf control relates to the
distinctive characteristics of the underlying besis under examination.
Even though independence is surely of value forrdselting performance
of control, controlling bodies also need to gatihelevant and reliable
information in order to properly shape the businaffair they have in
charge to control. Confronted with business adgsithat are increasingly
driven by intangibles resources (information and mgwnication
technologies; research and development; network angowerment
enhancement; workforce training and labour orgaioisamprovements) an
independent controller - who does not have anyispdmowledge of the
business - either provides a rather deceptive mong performance or
needs to hire more and more external expert camsltand advisors.
Accordingly, the claim for full independence suréfkes advantages by
increased independence, but pays the opportungyafoa significant lack
of business-specific expertise and knowledge byimped watchdogs. This
may eventually lead to adverse consequences afffiCier results when
the importance of intangibles resources and a@svihcreases.

In sum, business-specific expertise and knowledgexpected to trade-off
with de jure independence. In particular, our analysis suggtsis the
optimal level of independence for intangible-inigasbusiness firms is
lower, other things being equal, than for maturel @table ones. Put
differently, we argue that there is a negative @atron between the level of
intangibles and the optimal share afe(jure independent members in
controlling bodies such as the board of directors.

To understand better how this trade-off betweerepetidency and specific
expertise runs, let assume that the firm to berobtiet is a “traditional”
firm. In this case, the level of intangible resasgcis relatively low.
Therefore, the most efficient control is assurednofependent directors. Let
now assume that the same firm starts to inveséwm lousiness activities that
require expenditures in intangible resources. Thodependent directors
strive then to ensure the same level of monitorifggdo it, they need to hire
some consultants and advisors which can help themntlerstand and
explain all the intricacies of the changing busindbat independent
supervisors — being extraneous to the firm — aeblento appreciate. Hiring
advisors surely surrogates specific knowledge bigb anvolves new
monetary costs which increase with the level oangible resources and
activities driving the business. More “innovativefe firm is, higher are
these costs. If we attribute a monetary benefihéodegree of independence
by the supervisors — value that is, by definitiahits maximum amount for
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a traditional firm-, then the increasing level ofangible resources implies a
decreasing of the monetary value of the indeperejdrmecause of the rising
cost of hiring consultants and advisors. Thisifalhe net value provided by
independence is a clear-cut representation of wieatnean for trading-off
independence and specific expertise. For some tévetangibles involved
in the business, the recourse to another advieport eventually results too
costly and it becomes then more convenient - forckmdver stakeholder
being a claimant on the net value of the jointigfiacluding shareholders -
to directly appoint a trustworthy expert to the Bbaf control. Therefore,
when the level of intangible resources increasesmiged board of
supervisors becomes preferable, that is, a boatdcttmprises independent
and non-independent, proficient supervisors. Than@ share of non-
independent experts increases with the level @ngibles involved in the
joint affair.

6. Summing-up and further implications for controlling board
composition and accounting systems

Our analysis concerns the system of monitoringamdrol that is expected
to discover and counter-act flaws and dangers weebby ongoing business
operations. This system of “watchdog-ing” appearde suitable from the
viewpoint of private actors and for the public met&t as well. Recent crisis
and shortcomings put at issue the received systésmny claim that these
market failures relates to the ties between supersiand the object under
their supervision. In parallel, they recognise thpervisors’ inability to
properly discover and understand incoming troulilesn business affairs
that are increasingly innovative, complex and clvang

One claimed solution suggests to bettering the taong rules in order to
provide the market watchdogs with new and more aakeginstruments to
protect market against fraudulent behaviours andged Another claimed
solutions suggests to introducing a new kind ofesuiging authority,

external to the market, under the responsibilitygo¥ernments, and thus
able to regulate the proper functioning of the rearkconomy. Both

solutions have the same common objective: restareptoper functioning
of the market operations. Both solutions share shene fundamental
preconception: the independence of control. Indépece is provided by
the new set of monitoring rules according to thstfsolution, and by the

11



supervising authority that is supposed to be “imshejent by definition”
according to the second solution.

Our analysis relates the efficiency of control the t underlying

characteristics of the business affair to be cdlietiio A clear example is
here the increasing role of the so-called ‘intalgjilbesources in driving
business performance and stakes. In the case afdkeinnovative firms, a
significant part of overall strategic policies, atving investments in
technologies, innovation, networks and training,ynb@ understood and
appreciated only by experts having a direct conoeatith the specifics of
that business in situation through time. Arguabtigis firm-specific

expertise (fundamental to a practical knowledgethadse firms where
intangible resources are significant) trades-ofthwde jure independence
(usually advocated as securitization for fair momitg and control).

Because many markets, including financial markedse nowadays

increasingly driven by intangibles resources artividies, boards of control

increasingly need to discover and appreciate thoqmeance potential of

these “intangible” resources. Unfortunately, e#fiti market pricing often

lack for those resources that belong to the inrmrgeries of business
affairs. Accordingly, policymakers and investorsynieenefit from a board

design more shaped by firm-specific expertise ® ditriment of de jure

independence. Finally, we argue that efficient nayimg and control may

require independence, generic expertise in acaogirsind finance, but also
firm-specific expertise. Given the fact thde jureindependence and firm-
specific expertise trade-off, and the contextuadéspnce of significant
intangible drivers of performance (and stakes)elshould exist an optimal
share of independent controllers, relative to thke characteristics of each
business model or industry.

Our analysis implies that any claim for full indepence of control

eventually results to be reductive, for it negleats essential part of the
control activity. Control issues necessarily impy penetrate the “black
box” of each business, by recognising stakeholderd their dynamic
degree of involvement to the joint affair througime, as well as the
evolving relationships existing between these Bffié constituencies.
Therefore, efficient not-independent controllefsaving distinctive specific
knowledge - may come from or be appointed by thepeetive

constituencies: this choice may couple variety wmieriests (relative to
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executive management and other insiders) with reducapabilities in
understanding the specifics of ongoing businessgases to be controlled.

The case of the board of directors of a company ihagtrate this claim.
On the one hand, ‘super-majority’ boards appedret@ttractive devices in
very limited cases — contrary to what is usuallifecafor'?. On the other
hand, “grey” or “affiliate” directors (that is diceors that do not meet the
standard criteria of independence while not beirgmiver of the firm’s
upper management) may enhance the overall qudlitpmtrol, including
auditing and disclosure. This latter category idel agents performing
expert services to the company. But it also incduderker representatives,
as they are provided for public companies by vidtiécorporate or labour)
law in more than 10 EU member Stafes

A further implication concerns the informationabwl that the board of
control deals with, and the regulation of the infational devices involved
in this flow. The working of a mixed board (compmig independent and
non-independent, proficient members) may be fatdd by adjusting these
informational devices accordingly. These committeee expected to
supervise business affairs that are factually drilkg (tangible) resources
that are priced by active markets, and (intangibéspurces that factually
are not. The relevant information set is then coseddy market-driven and
firm-specific information. This muddles every teiita to rely only on
market-driven information to gather a proper repn¢ation of the business
affair. The current failure of marked-to-market @aacting (or fair value
accounting) is then the failure of an accountingtay that purported to
neglect the firm-specific side of monitoring andntrol (Bignon, Biondi,
and Ragot 2004} as full independence did. According to OECD (20086,
p.7): “traditional accounting has necessarily remainedued on tangible
assets. Traditionally, the only intangible assetxognized in financial
statements have been intellectual property, sucpadsnts and trademarks
where a market value has been established by adcion, and acquired
items such as goodwill. Although accounting staddatan probably be
developed further to take into account a wider mamg intangibles, clear
limits are set by the difficulty of establishing metary values (valuation)
that are at the same time consistent across fiu@gfiable and that cannot
be easily manipulated. As a result, a significaoitipn of corporate assets
go under-reported in the financial accounts. Thiatree lack of accounting
recognition of intangibles coupled with their growgi importance in the
value creation process means that the financigkstents have lost some of
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their value for shareholders. If other informatidoes not fill the void, there
could be misallocation of resources in capital neask

A market focus is then inappropriate for accountsystems that are
increasingly confronted with intangible resourcésmittare fundamental
drivers of performance and stakes. Alternative anting systems should
look for a proper representation of the specifitshe inner congeries of
ongoing business firms. From this perspective, owpments on historical
cost accounting systems may be promising, for hestb costs have the
main cognitive advantage of being fixed — usuadly,least — by actual
transactions that can be tracked through time am@asier to be monitored
and audited (ref. to Biondi and Rebérioux 2008ftother details). A mixed
board is expected to be able to provide trustwodéstification for this
historical disclosure of generated performanceeanttepreneurial stakes.

7 Conclusions

In conclusion, the suggested approach to idertigyaptimal composition of
boards of control is significant for at least thd#erent reasons:

(1) If we impose de jure independence without tgkiim account the very
object of monitoring, we treat all firms as “tradital” ones. In this way, the
more innovative firms will be submitted to a deteptmode of control
(accomplished by independent but ignorant cont®llevith inefficiently
high costs of monitoring (involved by excessivergrof consultants and
advisors). The same inefficiency is expected torgmé full independence
is applied to the supervising authority establishgdyjovernments. More is
the distance (in knowledge’s terms) between thesigor and the object to
be supervised, less is its capacity to timely afféctvely appreciate
innovative activities and related stakes.

(2) A similar problem derives from the impossilyiliof an independent
supervisor to keep the cognitive contact with thymasinic evolution of

business strategies that imply expenditures inngitdes under increased
levels of innovation. Again, a mixed board of cohtrjointly composed by
independent and non-independent, proficient membeis expected to

increase the overall performance of the systemafitaring and control.

(3) By recognising the relationship between theslef intangibles and the
optimal composition of the board of control, we calso bettering the
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trustworthiness of the disclosure of informatioanfr the viewpoint of the
final “users” of this disclosure. A de jure indegdent board of control will
focus its attention only on the traditional valueaofirm. It will adopt a
static appreciation of the firm that cannot intégrhut the instantaneous
(and partial) contribution from tangible resourc&his approach results in
appreciating the value potential of business padicnly on their short-term.
It would be optimal only if the final user of thasdlosure is a trading
investor interested in temporarily placements oegulatory body that is
only interested in day-by-day market-clearing dighiOn the contrary, if
the final user of the disclosure is interestedanger-term entrepreneurial
strategies related to the development of the basitiough historical time
- these strategies being generally correlated ¢oeasing expenditures in
intangibles resources and activities - a significguota of the board having
in charge the auditing and disclosure of trustwpitiformation should be
composed by non independent, proficient membersh Sisers may be
business investors looking for business partnessaip mergers, long-run
venture capitalists, and regulatory bodies comuitte the innovation
potential of businesses for local economies andetrentual resilience of
market economies through time.

Finally, every business affair that is object ofntoring corresponds with
an optimal mix of specific expertise and de jurdependence, from the
perspective of efficient control. Such optimal conabion is not only

influenced by the current state of intangible reses (static analysis) but
also by their evolution and change (dynamic angJydihis eventually calls
for an appropriate share of non-independent cdatslcoming from or

being appointed by the constituencies of the bgsiadfair to be controlled,
coupled with an accounting system focusing on timen congeries of the
enterprise entity through historical time.
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