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under the common law framework and some conclusions are obtained. First effective small investor protection
will lead to the decreasing in the shareholding ratio of controllers with time which is independent of whether or
not litigation cost exists or how to share the litigation cost. Second given the litigation cost effective law pro—
tection of small investors will evolve along the self-reinforcement path. But given the ratio of penalty the ef—
fective law will lead to the litigation cost increasing with time which can not be influenced by who pays the lit—
igation cost. Last paying the litigation cost by minority shareholders or controllers will lead to the litigation
cost increasing or decreasing with penalty.

Key words: agency behavior; common law; residual loss; litigation cost; decentralization of ownership



