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Abstract

Auditors provide a key investigative function in the business world. The law in relation to auditors changed 
VLJQL¿FDQWO\�ZLWK�WKH�LQWURGXFWLRQ�RI�WKH�&RPSDQLHV�$FW������DQG�LW�LV�QRZ�SRVVLEOH�IRU�DXGLW�¿UPV�WR�OLPLW�
WKHLU�OLDELOLW\�WRZDUGV�FOLHQWV�WKURXJK�FRQWUDFWXDO�DJUHHPHQWV��6XFK�DQ�RSSRUWXQLW\�IRU�OLPLWDWLRQ�KDV�SURY-
en to be controversial, and this article will assess whether this step was really necessary by considering the 
current potential for liability of auditors, evaluating the existing restrictions on liability, and whether further 
OLPLWDWLRQV�ZHUH�HYHQ�UHTXLUHG�

,W�ZLOO�EH�DUJXHG�WKDW��DV�VLQFH�WKH�ODZ�RQ�QHJOLJHQFH�LV�DOUHDG\�TXLWH�UHVWULFWLYH��SDUWLFXODUO\�LQ�UHODWLRQ�WR�
WKLUG�SDUWLHV��LI�DXGLWRUV�DUH�YLJLODQW�DQG�DZDUH�RI�WKH�SRWHQWLDO�IRU�PLVWDNHV�DQG�GLVKRQHVW\��OLDELOLW\�LV�XQ-
OLNHO\�WR�DULVH��,W�ZLOO�IXUWKHU�EH�FRQWHQGHG�WKDW�LQ�OLJKW�RI�WKH�OLPLWDWLRQV�ZKLFK�DOUHDG\�H[LVWHG�LQ�H[LVWHQFH��
WKHUH�ZDV�QR�UHDO�QHHG�IRU�DGGLWLRQDO�OLPLWDWLRQ�LQ�WKLV�DUHD��7KH�WUXH�YDOXH�RI�WKHVH�DJUHHPHQWV�ZLOO�EH�GLV-
SXWHG��SDUWLFXODUO\�DV�WKHUH�DSSHDUV�WR�EH�ORZ�XSWDNH�DQG�VLJQL¿FDQW�UHVWULFWLRQV�LQ�UHODWLRQ�WR�86�VWRFN�H[-
FKDQJH�OLVWLQJ��PHDQLQJ�WKDW�OLVWLQJV��QRW�RQH�RI�WKH�IRXU�ODUJHVW�DFFRXQWDQF\�¿UPV�KDV�HQWHUHG�LQWR�VXFK�DQ�
DJUHHPHQW�ZLWK�WKHLU�LWV�)76(�����FOLHQWV��

A. Introduction

The crusade of the accountancy world to reduce their liability has been long fought for and much comment-
ed upon. Throughout the 1990s increasing litigation led to the view that many auditors were being unfairly 
pursued which resulted in a ‘deep pocket syndrome’1 where claims would be targeted against auditors for 
an amount which was not proportionate to their blame simply because they had the greatest resources with 
which to compensate the claimant. In addition to transnational claims, this was mainly on account of the 
FKDQJLQJ�QDWXUH�RI�WKH�FODLPDQW�PRYLQJ�IURP�ODZ�¿UPV��ZKR�ZHUH�UHOLDQW�RQ�µUHSHDW�LQWHUDFWLRQV¶�ZLWK�DXGL-
tors, to a new type of claimant who was “only interested in a ‘one shot game.’2 These plaintiffs are likely to 
be liquidators, whose only remit is to recoup the maximum amount possible for the creditors of an insolvent 
FRPSDQ\��XQOLNH�ODZ�¿UPV��WKH\�KDYH�QR�YHVWHG�LQWHUHVW�LQ�NHHSLQJ�DFFRXQWDQWV�VWDEOH����

The damaging culmination of these effects was revealed in the catastrophic collapse of Arthur Andersen in 
2002 following the Enron scandal, thus reducing the Big Five to the Big Four3 and wiping out one of the 
few remaining players on the audit scene capable of auditing the largest multinationals.4 The Enron scandal 
is much bandied around by those in favour of reform as a strong example of exactly why limits to auditor 
liability are required, mainly because of the economic and political shock associated with the scandal. How-
ever, this case and the resulting collapse of Arthur Andersen had little to do with the auditors’ liability. In 
the aftermath of the demise of Enron, Arthur Andersen was accused of criminal conduct. This resulted in a 
VHYHUH�ORVV�RI�UHSXWDWLRQ�DQG�FOLHQWV�ÀHG�DV�FRQ¿GHQFH�GHFOLQHG�5 

Furthermore, it should be made clear that the pursuance of Arthur Andersen was an American case. Using 
this as evidence to suggest that further limitation is required in England and Wales, in order to avoid a large-
scale collapse, is to perhaps stretch its relevance too far. As is proposed in section B, the law on negligence 
in this jurisdiction is already quite restrictive; further limitations and safeguards, such as Limited Liability 
Partnership (LLP) status and insurance possibilities, already exist. To cite Arthur Andersen in this context ig-
nores both these points. Tort law in the US is based on comparable principles, but one should be careful not 
1 Directorate General for Internal Market and Services, ‘Consultation on Auditors’ Liability’ (Summary Report) 2, para 6.
2 London Economics,�6WXG\�RQ�WKH�LPSDFW�RI�$XGLWRUV¶�/LDELOLW\�5HJLPHV (2006) 81.
��5HIHUV�WR�WKH�IRXU�ODUJHVW�DFFRXQWDQF\�¿UPV��(UQVW�	�<RXQJ��.30*��3ULFH:DWHUKRXVH&RRSHUV�DQG�'HORLWWH�7RXFKH�7RKPDWVX�
4 Hannigan, &RPSDQ\�/DZ� (2nd Ed., OUP 2009) 408.
5 Flores, ‘New trends in auditor liability’ (2011) 12(3) E.B.O.R 415, 427.
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to rely on Arthur Andersen as the main basis of the argument for greater limitation of liability. Furthermore, 
to do this makes, ‘no clear distinction…between the risks to which auditors are exposed in the US, where 
class actions are common, and those in Europe where this legal concept does not exist in the same way.’6 It 
is proposed, therefore, that the collapse of Arthur Andersen is not suitable evidence to support the auditors’ 
argument that further limitation on liability was required to prevent a collapse. Not only does it involve 
$PHULFDQ�OHJDO�SULQFLSOHV��EXW�LW�ZDV�QRW�WKH�VROH�IDFWRU��WKH�ORVV�RI�UHSXWDWLRQ�IROORZLQJ�FULPLQDO�LQYHVWLJD-
WLRQ�WKDW�ZDV�WKH�¿QDO�QDLO�LQ�$UWKXU�$QGHUVHQ¶V�FRI¿Q�DQG�QRW�WKH�VL]H�RI�D�FODLP�EURXJKW�DJDLQVW�WKHP�IRU�
negligence in a civil suit. 

<HW�LW�ZRXOG�EH�XQZLVH�WR�GLVPLVV�WKH�FRQVHTXHQFHV�D�FROODSVH�RI�VXFK�D�¿UP�FRXOG�KDYH�RQ�WKH�LQGXVWU\�
DV�D�ZKROH��.H\�WR�WKLV�LV�WKH�GLVWLQFWLRQ�EHWZHHQ�µOLQFKSLQ¶�¿UPV��WKRVH�FULWLFDO�WR�WKH�VXUYLYDO�RI�WKH�DXGLW�
QHWZRUN��LQ�SDUWLFXODUO\�WKH�%LJ�)RXU���DQG�µQRQ�NH\¶�¿UPV�7�7KH�GHPLVH�RI�D�µQRQ�NH\¶�¿UP�ZLOO�QRW��µUHVXOW�
in widespread disruption,’ for the capital markets in general.8�&RQYHUVHO\��WKH�FROODSVH�RI�D�µOLQFKSLQ¶�¿UP�
could, ‘imperil the whole market and thus have wider repercussions for capital markets.’9 A London Eco-
QRPLFV�VWXG\�SRLQWV�WR�WKH�WKUHVKROG�RI�D�FODLP��DERYH�ZKLFK�D�¿UP�FRXOG�QR�ORQJHU�VXUYLYH��EDVHG�RQ�WKH�
�����LQFRPH�¿JXUHV��WKLV�ZRXOG�UDQJH�EHWZHHQ�¼����PLOOLRQ�DQG�¼����PLOOLRQ�10 When it is considered that 
in 2009 PwC faced a claim of $2bn (£1.2bn) in relation to Bernard Madoff’s investment fraud,11 it is obvious 
that the success of such a claim would most certainly mean the end of any one of the Big Four and could 
KDYH�GLUH�UHVXOWV�IRU�FDSLWDO�PDUNHWV�E\�OHDYLQJ�FOLHQWV�VWUXJJOLQJ�WR�¿QG�¿UPV�ODUJH�HQRXJK�WR�FRYHU�ERWK�
their accountancy and auditing needs.

:KLOH�WKHVH�¿JXUHV�PD\�VHHP�RPLQRXV��PDQ\�¿UPV�KDYH�DFWXDOO\�FKRVHQ�WR�VHWWOH�RXW�RI�FRXUW�DQG�IRU�VLJ-
QL¿FDQWO\�OHVV�WKDQ�WKH�RULJLQDO�FODLP�12�,W�LV�GLI¿FXOW�WR�¿QG�SUHFLVH�¿JXUHV�LQ�WKLV�DUHD�DV�¿UPV�XVXDOO\�WU\�WR�
prevent the amounts they have paid out from becoming public knowledge. That being said, it has been pro-
posed that many plaintiffs bring such large claims in order to force the defendant’s hand into settling. This 
PHDQV�WKDW�WKH�FODLPDQWV�RI�D�FRPSDQ\��XVXDOO\�LQVROYHQW�LQ�PRVW�FDVHV��GR�QRW�KDYH�WR�¿QDQFH�WKH�FRVWV�RI�D�
lengthy legal battle and the defendant can avoid any unnecessary negative publicity and the potential burden 
of a catastrophic claim. However, this view of the potential impact of large claims ignores the swift adapta-
tion of the audit and capital markets to the collapse of Arthur Andersen.13 It is therefore questionable wheth-
HU�WKH�PDUNHW�KDV�VXI¿FLHQW�UHVRXUFHV�WR�DGDSW�WR�WKH�FORVXUH�RI�DQRWKHU�ODUJH�¿UP��VDIHJXDUGLQJ�WKH�%LJ�)RXU�
was thus central to the reforms regarding auditor liability.

$V�QRWHG�SUHYLRXVO\��DXGLW�¿UPV�DUH�LQFUHGLEO\�ULVN�DZDUH��6WULQJHQW�ULVN�PDQDJHPHQW�UHJLPHV�DUH�FHQWUDO�LQ�
DQ\�DXGLW�DQG�VRPH�¿UPV�KDYH�UHIXVHG�WR�DXGLW�FHUWDLQ�KLJK�ULVN�FOLHQWV��/RQGRQ�(FRQRPLFV�UHSRUWHG�WKDW��
‘potential liability risk is the main reason for declining to take on an audit engagement or resigning from 
such an engagement.’14 However, they later noted that a cap does not appear to have, ‘a marked effect on 
resignations and declines.’15 It had been suggested that because potential liability was so great, auditors were 
dissuaded from taking on the largest clients because the risks, as they believed, were insurmountable. This in 
WXUQ�ZRXOG�KDYH�D�QHJDWLYH�LPSDFW�RQ�WKH�FDSLWDO�PDUNHWV��DV�ODUJH�FRPSDQLHV�ZLWK�ODUJH�ULVNV�ZRXOG�¿QG�LW�
GLI¿FXOW�WR�ORFDWH�DQ�DXGLWRU�ZLOOLQJ�WR�DXGLW�WKHP��+RZHYHU��WKLV�UHVXOW�VKRZV�WKH�ODFN�RI�EDVLV�WR�WKH�FODLP�
6  ibid.
7 London Economics (n 2) 104. 
8  ibid.
9  ibid.
10  ibid 105.
���6HDQ�)DUUHOO���µ%LOOLRQ�GROODU�ODZVXLW�FRXOG�GHVWUR\�WRS�DFFRXQWDQF\�¿UPV¶�7KH�7HOHJUDSK��/RQGRQ���� $XJXVW���������KWWS���ZZZ�WHOHJUDSK�
FR�XN�¿QDQFH�QHZVE\VHFWRU�VXSSRUWVHUYLFHV���������%LOOLRQ�GROODU�ODZVXLW�FRXOG�GHVWUR\�WRS�DFFRXQWDQF\�¿UPV�KWPO�!�DFFHVVHG����)HEUXDU\�
2012. 
12 Flores (n 5) 422.
13 Eric L. Talley, “Cataclysmic Liability Risk among Big Four Auditors” [2006] 106 CLR 1641, 1645.
14 London Economics (n 2) 167.
15 ibid 168.
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WKDW�D�OLPLWDWLRQ�RQ�OLDELOLW\�ZRXOG�LQFUHDVH�WKH�DYDLODELOLW\�RI�DXGLW�FKRLFH�IRU�ODUJH�EXVLQHVVHV�DV�WKH�¿JXUHV�
for declines and resignations are approximately the same whether liability is limited or not.

$GGLWLRQDOO\��DFFRXQWDQF\�¿UPV�SODFH�D�KLJK�YDOXH�RQ�WKH�DXGLW�PDUNHW��1RW�RQO\�GRHV�WKH�LQGXVWU\�KDYH�D�
FDSWLYH�DXGLHQFH�GXH�WR�VWDWXWRU\�UHTXLUHPHQWV��WKHUH�LV�DOVR�D�YHU\�ODUJH�LQGLUHFW�YDOXH��DV�PDQ\�¿UPV�XVH�
WKHLU�DXGLW�VHUYLFHV�DV�D�³ORVV�OHDGHU´�WR�JDLQ�DFFHVV�WR�WKH�ODUJHVW�¿UPV�DQG�SURYLGH�WKHP�ZLWK�RWKHU��PRUH�
OXFUDWLYH��¿QDQFLDO�VHUYLFHV�16�,W�VHHPV�XQOLNHO\��FRQVHTXHQWO\��WKDW�DXGLW�¿UPV�ZRXOG�EH�ZLOOLQJ�WR�ZLWKGUDZ�
this service as there is potential for greater and longer-term revenue following the provision of other ser-
vices.17 

7KH�DXGLW�SURIHVVLRQ¶V�FDVH�IRU�OLPLWHG�OLDELOLW\�LV�WKHUHIRUH�VRPHZKDW�ÀDZHG��$OWKRXJK�WKHUH�LV�WKH�SRWHQWLDO�
IRU�D�ODUJH�FODLP�WR�EH�EURXJKW�DJDLQVW�D�¿UP��LW�DSSHDUV�WKDW�ZLWKLQ�WKH�FXUUHQW�ODZ�RI�QHJOLJHQFH��VHH�VHFWLRQ�
B), there is a fairly common sense approach towards liability and it would be unlikely for a claim to succeed, 
unless the auditor had been particularly careless. Furthermore, even if a claim is brought, out of court settle-
ments for a much lower amount are the norm and even if the claim does come under judicial adjudication, 
judges are likely to consider all the surrounding circumstances when deciding on a suitable amount. In addi-
WLRQ��ZKLOVW�LW�DSSHDUV�WKDW�WKH�DYDLODELOLW\�RI�LQVXUDQFH�ZLOO�DOZD\V�UHPDLQ�D�GLI¿FXOW\��WKH�SRWHQWLDO�FROODSVH�
of another one of the Big Four, and further concentration of the audit market, seems unlikely. The nature of 
D�FODLP��DQG�WKH�UHVXOWLQJ�LPSOLFDWLRQV�IRU�UHSXWDWLRQ��DUH�PRUH�LPSRUWDQW�IRU�WKH�VXUYLYDO�RI�D�¿UP�WKDQ�WKH�
VL]H�RI�WKH�FODLP��

2QH�VKRXOG�QRW�GLVUHJDUG�WKH�VKHHU�VL]H�RI�WKH�%LJ�)RXU�DQG�WKHLU�FDSDFLW\�IRU�LQWHQVH�OREE\LQJ��ZKLFK�WKH\�
undertook during the drafting process. In 2004, the OFT had rejected the auditors’ arguments in relation to 
increased competition and the lack of evidence of courts making excessive awards for damages.18 In 2005, 
following public and industry consultations, the DTI rejected the idea of a predetermined cap on liability, but 
ZHUH�QHYHUWKHOHVV��µSHUVXDGHG�RI�WKH�EHQH¿WV�RI�FKDQJH�¶19 Whilst it is not suggested that the Big Four dictat-
ed the terms they desired, it is obvious that this lobbying had some effect, which resulted in the Government 
FKDQJLQJ�LWV�SRVLWLRQ�E\�LQWURGXFLQJ�DQ�RSSRUWXQLW\�IRU�¿UPV�WR�FRQWUDFWXDOO\�OLPLW�WKHLU�OLDELOLW\��

.H\�HPSKDVLV�ZDV�SODFHG�E\�WKH�*RYHUQPHQW�RQ�WKH�QHHG�IRU�VSHFL¿F�VDIHJXDUGV�RQ�DXGLW�TXDOLW\�LI�WKH�
proposition to limit liability were to go ahead.20 The possible impact of Liability Limitation Agreements 
(LLAs) on audit quality will be discussed in more detail later, but nonetheless it seems the Government was 
already aware at this early stage of the adverse consequences to audit standards that could arise if this lev-
HO�RI�SURWHFWLRQ�ZDV�DIIRUGHG�WR�WKH�DXGLW�LQGXVWU\��+RZHYHU��DV�ZDV�QRWHG�HDUOLHU��DXGLW�¿UPV�DOUHDG\�KDYH�
stringent quality processes in place, as well as external supervision from professional bodies, to limit the po-
tential for liability to arise and to protect their reputation within the audit market. 

B. Establishing Liability

If an auditor has conducted an audit in a negligent manner, he can either be liable in tort or through his con-
tractual duty with the company being audited, or both. Most discussion has centred on how far the auditor’s 
duty in tort extends to third parties. The courts have been reluctant to place too onerous a task on the audit 
profession and, ‘the auditor is not a guarantor.’21 Company members and other third parties are not entitled 

���2I¿FH�RI�)DLU�7UDGLQJ��$Q�$VVHVVPHQW�RI�WKH�,PSOLFDWLRQV�IRU�&RPSHWLWLRQ�RI�D�&DS�RQ�$XGLWRUV¶�/LDELOLW\��/RQGRQ��2)7��-XO\�������SDUDV�
4.25-4.27.
17 ibid para 4.28.
18 ibid paras 1.2-1.4.
19 Department of Trade and Industry, &RPSDQ\�/DZ�5HIRUP, (Cm 6456, 2005) 25.
20 ibid. 
���'DYLHV��*RZHU�	�'DYLHV��3ULQFLSOHV�RI�0RGHUQ�&RPSDQ\�/DZ��(8th�HGQ��6ZHHW�	�0D[ZHOO�����������
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WR�UHO\�RQ�WKH�DXGLWRU¶V�YHUL¿FDWLRQ�DQG�WKHUHIRUH�WKH�ODZ�VKRXOG�QRW�SUHVHQW�DXGLWRUV�ZLWK�WRR�KLJK�D�VWDQGDUG�
to meet when assessing liability. Overall, an auditor can be liable either in contractual, tortious or criminal 
circumstances; each of these areas will be discussed in turn. 

I) Contractual Liability

There is usually a contract that exists between the audit company and its client which gives rise to a contrac-
tual relationship and its surrounding duties. If an auditor does not exercise reasonable care and skill, the cli-
ent company will be able to claim for damages for any loss arising from the situation. The auditor’s implied 
contractual duty of care is owed to the company and not to individual members as the contract is formed 
with the company as a separate legal person.22

/LQGOH\�/-�KDV�DVVHUWHG�WKDW�WKH�DXGLWRU¶V�UROH�LV�WR��µDVFHUWDLQ�DQG�VWDWH�WKH�WUXH�¿QDQFLDO�SRVLWLRQ�RI�WKH�
FRPSDQ\�DW�WKH�WLPH�RI�WKH�DXGLW��DQG�KLV�GXW\�LV�FRQ¿QHG�WR�WKDW�¶23 However, merely checking the accounts 
does not fully discharge the duty. There must be some form of enquiry, but that will depend upon the cir-
cumstances of the individual case; if there is, ‘nothing to excite suspicion,’24�WKHQ�LW�LV�VXI¿FLHQW�WKDW�WKH�DX-
ditor makes very little enquiry. 

This approach is perhaps now a little too generous in its expectation of the auditor. Lord Denning stated that 
the auditor should undertake his task with, ‘an inquiring mind-not suspicious of dishonesty.’25 This view 
seems to propose that even where his suspicion is not aroused, the auditor should at least carry out basic 
checks to ensure that no mistakes have been made. It could also be suggested that, whilst the auditor should 
not necessarily be, ‘suspicious of dishonesty,’ there is some expectation that he may have to make enquiries 
into not only mistakes, but also potential dishonesty.  Put simply, the auditor should not close his mind to the 
SRVVLEOH�H[WHQW�RI�KLV�GXW\�DQG�VKRXOG�EH�RSHQ�WR�SXUVXLQJ�HYHU\�DYHQXH��SDUWLFXODUO\��EXW�QRW�FRQ¿QHG�WR��
those where his suspicions are raised. The international standards set by the Auditing Practice Board, which 
state that, ‘an attitude of professional skepticism,’26 should be adopted, as well as those outlined by the Ac-
counting Standards Board, provide guidelines for the profession; although not legally binding, these could 
be used as strong evidence for a breach of the auditor’s duty, if they, ‘rely blindly on the information provid-
ed to them,’27 and do not think to investigate properly.
    
II) Tortious Liability and Claims by third parties

The route for third parties to recover any loss that may have been incurred from a negligent audit lies in tort.  

Hedley Byrne28�¿UVW�HVWDEOLVKHG�WKH�SULQFLSOH�WKDW�WKH�ODZ�RI�QHJOLJHQFH�FRXOG�EH�H[WHQGHG�WR�LQFOXGH�D�FRP-
mon law duty of care relating to economic loss arising from negligent misstatement and created tortious 
liability where there was no previous contractual relationship.29 The case itself did not concern an audit and 
it was not until the decision in Caparo30 that it was made clear when this duty would arise in relation to audi-
tors; the extension of the duty of care to potential investors was rejected in this case.31 

22�(TXLWDEOH�/LIH�$VVXUDQFH�Y�(UQVW�	�<RXQJ [2004] P.N.L.R. 16 [95].
23�5H�/RQGRQ�DQG�*HQHUDO�%DQN��1R�� [1895] 2. Ch 673, 682.
���LELG������/LQGH\�/-��
25 )RPHQWR��6WHUOLQJ�$UHD��/WG�Y�6HOVGRQ�)RXQWDLQ�3HQ�&R�/WG [1958] 1 W.L.R  45, 61.
26 Auditing Practices Board,�,QWHUQDWLRQDO�6WDQGDUG�RQ�$XGLWLQJ��2EMHFWLYH�DQG�*HQHUDO�3ULQFLSOHV�*RYHUQLQJ�$Q�$XGLW�RI�)LQDQFLDO�6WDWHPHQWV�
�/RQGRQ��$3%��-DQ�������SDUD���
���/HH�5RDFK��µ$XGLWRU�/LDELOLW\��WKH�FDVH�IRU�OLPLWDWLRQ��3DUW��¶��������������&RPS��/DZ�����������
28 +HGOH\�%\UQH�	�&R�/WG�Y�+HOOHU�	�3DUWQHUV�/WG [1964] A.C. 465.
29 ibid 502.
30�&DSDUR�,QGXVWULHV�SOF�Y�'LFNPDQ [1990] 2 A.C. 605.
���LELG������/RUG�-DXQFH\��
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The three-fold test outlined in Caparo�LV�DV�IROORZV�

1) There should be a relationship of ‘proximity’ between the parties.32

2) The resulting damage is reasonably foreseeable.33

3) ‘The situation should be one in which the court considers it fair, just and reasonable that the law should 
impose a duty of a given scope.’34

This is not an easy test to meet. Firstly, a third party must establish that the defendant auditor owed him a 
duty of care. This requires a ‘special relationship.’35�,Q�RUGHU�WR�KHOS�GH¿QH�WKLV�FRQFHSW��/RUG�2OLYHU�RXWOLQHG�
four further conditions that he believed the claimant would have to show were present in order to establish 
VXI¿FLHQW�SUR[LPLW\�ZLWK�WKH�GHIHQGDQW�SDUW\�36

i. 7KH�DGYLFH�LV�UHTXLUHG�IRU�D�SXUSRVH��ZKHWKHU�SDUWLFXODUO\�VSHFL¿HG�RU�JHQHUDOO\�GHVFULEHG��ZKLFK�LV�
PDGH�NQRZQ��HLWKHU�DFWXDOO\�RU�LQIHUHQWLDOO\��WR�WKH�DGYLVHU�DW�WKH�WLPH�WKH�DGYLFH�LV�JLYHQ�

ii. 7KH�DGYLVHU�NQRZV��HLWKHU�DFWXDOO\�RU�LQIHUHQWLDOO\��WKDW�KLV�DGYLFH�ZLOO�EH�FRPPXQLFDWHG�WR�WKH�DG-
YLVHH��HLWKHU�VSHFL¿FDOO\�RU�DV�D�PHPEHU�RI�DQ�DVFHUWDLQDEOH�FODVV��LQ�RUGHU�WKDW�LW�VKRXOG�EH�XVHG�E\�
WKH�DGYLVHH�IRU�WKDW�SXUSRVH�

iii. ,W�LV�NQRZQ��HLWKHU�DFWXDOO\�RU�LQIHUHQWLDOO\��WKDW�WKH�DGYLFH�ZDV�VR�FRPPXQLFDWHG�LV�OLNHO\�WR�EH�DFWHG�
XSRQ�E\�WKH�DGYLVHH�IRU�WKDW�SXUSRVH�ZLWKRXW�LQGHSHQGHQW�LQTXLU\��DQG

iv. ,W�LV�VR�DFWHG�XSRQ�E\�WKH�DGYLVHH�WR�KLV�GHWULPHQW��

7KH�UHODWLRQVKLS�RI�SUR[LPLW\�LV�WKXV�GLI¿FXOW�WR�GH¿QH�DQG�LWV�H[LVWHQFH�DV�VXFK�PXVW�EH�DVVHVVHG�RQ�WKH�FLU-
FXPVWDQFHV�RI�HDFK�FDVH��WKXV�IXUWKHU�LQFUHDVLQJ�WKH�GLI¿FXOW\�WKH�FODLPDQW�IDFHV�LQ�WU\LQJ�WR�PHHW�WKLV�WHVW��

Secondly, once the claimant has established that the auditor did have a duty of care towards him, he will then 
need to show that this duty has been breached. Roach points to the dicta of Lord Diplock in Saif Ali to sup-
port his suggestion that the standards required of an auditor are not particularly high,37 and only if the error 
was one that, ‘no reasonably well-informed and competent member of that profession could have made,’38 
could the duty in question have been breached. It is even less likely that a breach will be found if the auditor 
has complied with industry practice. 

Thirdly, the claimant must establish a dominant causal link between the breach and the loss. From both Ga-
loo39 and -RKQVRQ�Y�*RUH�:RRG,40 the common sense approach adopted by the judiciary is evident, and in 
fact, the latter case even goes so far as to express causation more in terms of the duty of care, focussing on 
the facts of the case as a determining factor.

Even if the claimant can meet these high hurdles and establish that the auditor owed him a duty of care 
andthat the damage was reasonably foreseeable, the court may still hold that it would not be just and reason-
able to impose liability. The likelihood, therefore, of a third party claimant succeeding in their action is actu-
ally quite remote, unless the auditors have been exceptionally careless in exercising their duty and the court 
does not use its discretion. 
32 ibid 617-618 (Lord Bridge).
33 ibid.
34 ibid 618.
35 Roach (n 27) 139.
36�&DSDUR (n 30) 638 (Lord Oliver).
37 Roach (n 27) 139.
38 6DLI�$OL�Y�6\GQH\�0LWFKHOO�[1980] A.C. HL 198, 220.
39 *DORR�/WG�Y�%ULJKW�*UDKDPH�0XUUD\ [1994] 2 BCLC 492.
40 [2003] All ER (D) 58 (Dec).
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Another obstacle to claimants is the decision in 6WRQH�	�5ROOV�Y�0RRUH�6WHSKHQV41, where the auditors failed 
WR�VSRW�WKDW�WKH�µGLUHFWLQJ�PLQG�DQG�ZLOO¶�RI�WKH�¿UP�ZDV�LQ�IDFW�GHIUDXGLQJ�WKH�FRPSDQ\��7KH�GHIHQGDQW�DXGLW�
¿UP�ZDV�DOORZHG�WR�UHO\�RQ�WKH�GHIHQFH�RI�H[�WXUSL�FDXVD��7KH�UHDVRQV�EHKLQG�DOORZLQJ�WKLV�GHIHQFH�ZHUH�
based mainly on common sense and policy considerations. However, its scope is limited in that it only ap-
plies to one-man companies, and it will not therefore provide much deterrence to general claimants as audit 
¿UPV�ZLOO�QRW�EH�HQWLWOHG�WR�UHO\�RQ�VXFK�D�GHIHQFH�ZKHUH�WKH�DXGLW�LV�RI�D�PXFK�ODUJHU�FRPSDQ\�ZLWK�PDQ\�
directors and shareholders making the decisions. 

III) Criminal Liability

7KH�&RPSDQLHV�$FW�������&$�������LQWURGXFHV�D�FULPLQDO�RIIHQFH�ZKHUH�D�SHUVRQ�

�.�QRZLQJO\�RU�UHFNOHVVO\�FDXVHV�D�UHSRUW�XQGHU�section 495 (auditor’s report on company’s annual 
accounts) to include any matter that is misleading, false or deceptive in a material particular.42

The reasons behind this addition are seen mainly in the need to counter-balance the loss of the deterrent ef-
fect of unlimited liability for negligent auditing, caused by the introduction of LLAs.43 

This may have been the goal, but there are a number of limitations to this section. Firstly, the scope of this 
liability is narrower than in private law as it is limited to intentional or negligent misstatements. Further to 
this, liability is not extended to cover intentional or reckless misstatements on the directors’ report or the 
section that is auditable on the directors’ remuneration report. Here, therefore, criminal liability is more nar-
URZO\�GH¿QHG�IRU�DXGLWRUV�WKDQ�IRU�GLUHFWRUV�44 and questions have therefore been raised as to the practical 
relevance of this section.

Secondly, there is the problem of establishing what types of conduct or omissions may give rise to reck-
lessness and therefore criminal liability. Situations where criminal liability might arise through recklessness 
include where an auditor may know, ‘that there is a problem with a company’s accounts and is unwilling to 
qualify the accounts,’45 or where he, ‘suspects that if he looked more closely at a particular area of a compa-
ny’s books he would discover a problem, and therefore decides not to go further into that area.’46 On the oth-
HU�KDQG��LI�DQ�DXGLWRU�PHUHO\�KDV�VRPH�GRXEWV��DQG�DIWHU�FRQVLGHULQJ�WKH�VWDQGDUG�SUDFWLFH�RI�KLV�¿UP�DQG�LQ�
his professional judgement decides not to pursue his investigations believing there is no real risk, then, ‘he 
may well be guilty of bad judgement but would not be reckless.’47 

Government guidance to prosecutors suggests that enforcement of this section through the courts will be 
low.48 Indeed, it appears that there have been no prosecutions in relation to s.507 in England and Wales 
since the introduction of the offence.49 These provisions will most likely have little impact on the day-to-day 
ZRUNLQJ�SUDFWLFHV�RI�WKH�PDMRULW\�RI�¿UPV�DQG�WKH�FRQVHTXHQFHV�ÀRZLQJ�IURP�VXFK�D�FRQYLFWLRQ�ZLOO�SRVH�
little threat. As this section is restricted in its reach and, as will be discussed later, the opportunities available 
to auditors under the LLA regime to limit civil liability are potentially very wide, a gap in public protection 
���>����@�8.+/����
42 Companies Act (“CA”) 2006, s 507.
43 For further description see Davies (n 20) 802.
44 CA 2006, ss 414(4), 419(3) and 422(2).
45 HL Deb 14 March 2006, vol 679, col 408 (Lord Sainsbury).
46 ibid.
���0DWWKHZ�/DZVRQ��µ$XGLWRUV�FDQ�EH�UHFNOHVV�WRR¶��������������%�-�,�%�	�)�/������
48 Department for Business Innovation and Skills, *XLGDQFH�IRU�5HJXODWRU\�DQG�3URVHFXWLQJ�$XWKRULWLHV�LQ�(QJODQG��:DOHV�DQG�1RUWKHUQ�,UH-
ODQG��2IIHQFHV�LQ�&RQQHFWLRQ�ZLWK�$XGLWRUV¶�5HSRUWV��6HFWLRQ�����, (London, 2010), para 8.
49 A general internet search as well as searches on Westlaw and LexisLibrary produced no results.
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could now exist.   

IV)  Conclusion
 
The law therefore takes a sensible approach in deciding whether liability should be imposed on auditors. 
While the standards required in relation to contractual liability are increasing, if an auditor is methodical 
DQG�PHWLFXORXV�LQ�KLV�LQYHVWLJDWLRQV�LW�VHHPV�XQOLNHO\�WKDW�WKH�FRXUWV�ZRXOG�EH�ZLOOLQJ�WR�¿QG�KLP�OLDEOH��7KH�
possibility of a third party being successful in a claim against the negligent auditor in tort is unlikely as the 
KXUGOHV�WKH\�ZRXOG�KDYH�WR�RYHUFRPH��FKLHÀ\�ZKHQ�HVWDEOLVKLQJ�D�VXI¿FLHQWO\�SUR[LPDWH�UHODWLRQVKLS�ZLWK�
WKH�DXGLW�¿UP��DUH�YHU\�KLJK��

The real issue lies in the possibility of joint and several liability, where a claimant can choose to pursue one 
party for the sum of all his losses in a situation where many defendants may be liable. Auditors argue that 
they are often sued unfairly or for an unfair amount proportionally to their contribution to the claimant’s 
loss, because they have much ‘deeper pockets’50 than other potential defendants, usually directors. As will be 
considered later, it is argued by the accountancy profession that this could result eventually in the collapse of 
DQ�DFFRXQWDQF\�¿UP��OHDGLQJ�WR�LQVXI¿FLHQW�DXGLW�FDSDFLW\��ZKLFK�FRXOG�KDYH�GHYDVWDWLQJ�HIIHFWV�RQ�FDSLWDO�
markets. 

Criminal liability also does not appear to pose too great a threat to auditors as the scope of the relevant sec-
tion is rather narrow and the prosecution rate under s.507 appears to be, if not non-existent, very low in real-
ity. 

$XGLW�¿UPV�DOVR�UHFHLYH�FRQVLGHUDEOH�DPRXQWV�RI�JXLGDQFH�IURP�SURIHVVLRQDO�ERGLHV�DQG�UHJXODUO\�LQYHVW�LQ�
implementing internal risk management and audit review programmes. Providing auditors follow all this ad-
vice and meet the objective industry standards, it seems unlikely they would then be held liable for negligent 
DXGLWLQJ��)XUWKHUPRUH��WKHUH�ZRXOG�EH�OLWWOH�SXEOLF�LQWHUHVW�LQ�SXUVXLQJ�D�¿UP�ZKR�KDV�EHHQ�GLOLJHQW�LQ�WKHLU�
ZRUN�DQG�SUXGHQW�LQ�PDQDJLQJ�WKHLU�TXDOLW\�VWDQGDUGV��7KH�ULVN�DVVHVVPHQW�VWDQGDUGV�WKDW�DUH�VHW�E\�¿UPV�GR�
not necessarily mean auditors are scared of potential liability, but are taking precautionary measures and also 
ensuring that their reputation remains intact, which from informal discussions, appears to be a major consid-
HUDWLRQ�IRU�¿UPV�

C. Ways in which Auditor Liability is limited in England and Wales

7KHUH�ZHUH�D�QXPEHU�RI�PHWKRGV�WKURXJK�ZKLFK�DFFRXQWDQF\�¿UPV�FRXOG�OLPLW�WKHLU�OLDELOLW\�SULRU�WR�WKH�LQ-
troduction of LLAs. 

,�� Limited Liability Partnership (LLP) Status

)LUPV�FRXOG�LQFRUSRUDWH�WKHLU�EXVLQHVV�WR�EHQH¿W�IURP�OLPLWHG�OLDELOLW\��RU�UHJLVWHU�DV�//3V�LQ�DFFRUGDQFH�
with the Limited Liability Partnerships Act 2000. Prior to the 2000 Act, joint and several liability existed 
among partners and in the absence of limited liability in a partnership, the personal assets of both the negli-
gent partner and the other partners, could be used to meet a claim.51 Although now used by a number of pro-
IHVVLRQV��WKH�FDPSDLJQ�WR�LQWURGXFH�WKLV�VWDWXV�ZDV�DFWXDOO\�VSHDUKHDGHG�E\�DFFRXQWDQF\�¿UPV�DV�D�UHDFWLRQ�
to the increase in litigation against them.52 All of the Big Four undertook LLP status as soon as possible, but 
it has been argued that this protection is, ‘far from perfect.’53 The limits of LLP status clearly lie in the ex-
50 Davies (n 21) 795.
51 Partnership Act 1890, s 12.
���9�)LQFK�DQG�-�)UHHGPDQ��µ7KH�OLPLWHG�OLDELOLW\�SDUWQHUVKLS��SLFN�DQG�PL[�RU�PL[�XS"¶>����@�-%/����������
53 Roach (n 27) 138.
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WHQW�RI�D�SDUWQHU¶V�LQGLYLGXDO�¿QDQFLDO�LQWHUHVW�DQG�DQ\�IXUWKHU�YROXQWDU\�FRQWULEXWLRQ�WKH\�PD\�KDYH�DJUHHG�
WR��WKH�¿UP�LV�DIIRUGHG�QR�SURWHFWLRQ�IURP�FROODSVH�LQ�WKH�HYHQW�RI�D�FDWDVWURSKLF�FODLP�DV�//3�VWDWXV�RQO\�
ensures that the individual auditors in the partnership are not pursued personally, rather than limiting the 
OLDELOLW\�RI�WKH�¿UP�DV�D�ZKROH��,Q�IDFW��WKHUH�LV�WKH�SRVVLELOLW\�WKDW�WKH�FRXUWV��µPLJKW�EH�OHG�WR�DGRSW�D�PRUH�
expansive view of negligence liability where LLP status is adopted.’54�,Q�RWKHU�ZRUGV��¿UPV�FRXOG�IDFH�ODUJHU�
claims as judges would be less likely to restrict them if the partners are already protected from personal lia-
bility. 

It will be argued throughout this article that the possibility of a catastrophic claim against an accountancy 
¿UP�LV��LQ�IDFW�UHPRWH��7KH�DGRSWLRQ�RI�//3�VWDWXV�FOHDUO\�RIIHUV�SDUWQHUV�PXFK�JUHDWHU�SURWHFWLRQ�DQG�WKH�
DUJXPHQW�VWLOO�VWDQGV�WKDW�WKLV�LV�\HW�DQRWKHU�ZD\�IRU�WKH�¿UPV�WR�UHVWULFW�OLDELOLW\��DOEHLW�WR�WKH�H[WHQW�RI�LQ-
dividual contributions to the partnership. In light of the restrictive view the law takes, outlined in section 
%��FRPELQHG�ZLWK�WKH�RWKHU�PHWKRGV�DW�WKH�¿UPV¶�GLVSRVDO�GLVFXVVHG�EHORZ��WKH�TXHVWLRQ�VWLOOV�VWDQGV�DV�WR�
whether the 2006 reforms to auditor liability really were necessary. 

,,�� Insurance

Professional indemnity insurance is a requirement for all members of the Institute of Chartered Accountants 
in England and Wales (ICAEW) and consequently, the Big Four have to carry it. While there is clearly an 
LVVXH�RI�FRVW�WR�¿UPV��GXH�PDLQO\�WR�WKH�ULVLQJ�QXPEHU�FODLPV�DJDLQVW�WKHP�LQ�UHFHQW�\HDUV�55 it appears that 
they are most worried about, ‘the availability of cover rather than cost,’56 as, ‘there are some very large gaps 
in the coverage.’57�7KH�LQFUHDVH�LQ�ERWK�WKH�QXPEHU�DQG�VL]H�RI�FODLPV�DJDLQVW�DXGLWRUV�KDV�UHVXOWHG�LQ�LQHI-
IHFWLYH�LQVXUDQFH�SURYLVLRQV��,I�WKH�LQVXUHU�SURYLGHG�VXI¿FLHQW�LQVXUDQFH�FRYHUDJH��WKH\�ZRXOG�H[SRVH�WKHP-
selves to the liability instead, the decision in the case of a large claim could therefore ultimately come down 
WR�D�FKRLFH�EHWZHHQ�WKH�SRWHQWLDO�FROODSVH�RI�RQH�RI�WKH�%LJ�)RXU�RU�WKH�FROODSVH�RI�WKH�¿UP�ZKR�LQVXUHV�
them. It is no wonder then that many insurers are unwilling to take such a risk.

2ZLQJ�WR�WKHVH�IDFWRUV��PDQ\�¿UPV�UHO\�RQ�µFDSWLYH¶�LQVXUDQFH�FRPSDQLHV��D�WUHQG�ZKLFK�LQFUHDVHG�LQ�WKH�
1990s following the collapse of some commercial insurers.58 A ‘captive’ insurance company is a form of 
self-insurance in which the risks of a parent company of a network are insured through a wholly owned sub-
sidiary or subsidiaries, usually through a common fund. Therefore there are extreme limitations in that the 
LQVXUDQFH�FDSDFLW\�DYDLODEOH�LV�FRQ¿QHG�WR�WKH�FDSLWDO�RI�WKH�SDUHQW��7KH�UHLQVXUDQFH�RI�FDSWLYHV�LV�LQFUHGLEO\�
restricted and cover can be, ‘less than 5% of some of the mega-claims.’59 With recent claims against accoun-
WDQF\�¿UPV�UHDFKLQJ�LQWR�WKH�ELOOLRQV�60 the availability of commercial insurance (around $340 million in 
199861��FRPELQHG�ZLWK�WKH�FRYHUDJH�RIIHUHG�E\�FDSWLYHV�LV�ZRUU\LQJO\�LQVXI¿FLHQW��

Lack of insurance was a key line of argument in both lobbying for LLP status and during the drafting pro-
FHVV�RI�WKH�&$�������EXW�LV�WKH�VLWXDWLRQ�DFWXDOO\�DV�GLUH�DV�LW�VHHPV"�/RUG�+RIIPDQQ�LQ�Morgan Crucible62 
UHFRJQLVHG�WKDW�LW�LV�GLI¿FXOW�WR�DFTXLUH�VXI¿FLHQW�LQVXUDQFH�DQG�LQ�WKHVH�VLWXDWLRQV�WKH�FRXUWV�VKRXOG�QRW�EH�
too quick to impose liability. He did seem to suggest that the ability to limit personal liability is central to 

54 Finch and Freedman (n 52) 495.
55 Roach (n 27) 137.
���9�)LQFK�DQG�-�)UHHGPDQ��µ/LPLWHG�OLDELOLW\�SDUWQHUVKLSV��KDYH�DFFRXQWDQWV�VHZQ�XS�WKH�³GHHS�SRFNHWV´�GHEDWH"¶>����@�-%/����������
���0R]LHU�DQG�+DQVIRUG�6PLWK��µ8.�$XGLWRU�/LDELOLW\��$Q�XQLQVXUDEOH�ULVN"¶�������������,-$��������
58 Roach (n 27) 137.
59 London Economics (n 2) 99.
���3DWULFN�&ROOLQVRQ��µ(TXLWDEOH�FODLPV�����EQ�IURP�DXGLWRU¶�7KH�*XDUGLDQ��/RQGRQ�����$SULO���������KWWS���ZZZ�JXDUGLDQ�FR�XN�PRQH\������
DSU����HTXLWDEOHOLIH�XNQHZV",17&03 ,/&1(77;7����!�DFFHVVHG����)HEUXDU\������
61 London Economics (n 2) 99.
62�0RUJDQ�&UXFLEOH�&R�SOF�Y�+LOO�6DPXHO�	�&R�/WG�	�2WKHUV [1990] B.C.C. 686, 690.



Volume IV Issue II [2012-2013]King’s Student Law Review

13

this argument,63 and therefore it would now be unclear, following the introduction of LLP status, if courts 
ZRXOG�EH�OHVV�OHQLHQW�LQ�WKHLU�GHFLVLRQV��6WLOO��LQVXI¿FLHQW�LQVXUDQFH�SURYLVLRQ�LV�OLNHO\�WR�EH�D�FRQVLGHUDWLRQ�
for the court when delivering its judgement.

III)  Judicial Protection

$V�GHPRQVWUDWHG�DERYH��FRXUWV�SOD\�D�VLJQL¿FDQW�UROH�LQ�SURWHFWLQJ�DFFRXQWDQF\�¿UPV�IURP�ODUJH�FODLPV��
-XGJHV�GR�KDYH��DQG�RIWHQ�H[HUFLVH��WKHLU�GLVFUHWLRQ�WR�UHGXFH�OLDELOLW\�WR�D�IDLU�DPRXQW�DQG�GR�WDNH�LQWR�DF-
FRXQW�FLUFXPVWDQFHV�ZKLFK�PD\�KDYH�D�QHJDWLYH�RU�DQ�XQIDLU�LPSDFW�RQ�DQ�LQGLYLGXDO��D�¿UP��RU�HYHQ�WKH�SUR-
fession in general (such as a potential collapse of one of the Big Four). In Barings64��(YDQV�/RPEH�-�IRXQG�
that, in spite of evidence that a deduction in light of contributory negligence had never reached even 50 per 
cent in previous case law, deductions here could be made up to 80 per cent.65�5HGXFLQJ�OLDELOLW\�WR�D�¿IWK�RI�
what it potentially could have been shows the power the courts have and use in determining a reasonable 
amount of liability. 

$XGLWRUV�DUH�DOVR�HQWLWOHG�WR�DSSO\�IRU�UHOLHI�IURP�WKH�FRXUW�XQGHU�V������ZKLFK�VWDWHV�WKDW�DQ�RI¿FHU�RU�HP-
ployee of a company can be excused from liability either wholly or in part, where, ‘he acted honestly and 
reasonably, and that having regard to all the circumstances of the case (including those connected with his 
appointment) he ought fairly to be excused.’66�'HFLGLQJ�ZKHWKHU�WKH�HPSOR\HH�RU�RI¿FHU�KDV�DFWHG�KRQHVWO\�
requires a subjective test and whether he has acted reasonably requires an objective test; the court can then 
exercise their discretion having, ‘regard to all the circumstances of the case.’67

Roach suggests that if the principles of contributory negligence, scope of duty, causation and court relief 
were properly engaged by the judiciary, there would be no need for a statutory limitation.68 This is a sound 
proposition; it is not necessary to create further limitations and complications to deal with a problem that the 
courts are already combating effectively.

D. Permission of LLAs

,�� Legal Framework of LLAs

The CA 2006 introduced the possibility for auditors to limit their liability for negligent auditing by con-
tract,69 and is an exception to the general prohibition on provisions limiting auditor liability in s.532,70 re-
tained from the Companies Act 1985.71 There are also a number of safeguards contained in the provision. To 
begin, s.536 (1) states that for public companies, the LLA must be authorised through an ordinary resolution 
at a general meeting, but for private companies it is possible to use a written resolution. The agreement can 
also be terminated by ordinary resolution.72�7KH�DJUHHPHQW�LV�OLPLWHG�WR�RQH�¿QDQFLDO�\HDU73 and only to an 
amount that is, ‘fair and reasonable in all the circumstances.’74  Disclosure of the LLA may be required to be 
63 ibid.
64 %DULQJV�3OF�DQG�DQRWKHU�Y�&RRSHUV�	�/\EUDQG�DQG�RWKHUV�[2003] EWHC 1319 (Ch).
65 ibid paras 953, 1069.
66 CA 2006, s 1157 (1).
67 8OWUDIUDPH��8.��/WG�Y�)LHOGLQJ [2005] EWHC 1638 [1451].
68 Roach (n 27) 138.
69 CA 2006, s 534(1).
70 ibid, s 534(2).
71 Companies Act 1985 s 310.
72 CA 2006, s 536(5).
73 ibid, s 535(1)(a).
74 ibid, s 537(1).
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entered onto the company’s annual accounts.75 Furthermore, the Secretary of State has the power to either re-
TXLUH�RU�SURKLELW�FHUWDLQ�SURYLVLRQV�RU�SURYLVLRQV�RI�D�FHUWDLQ�GHVFULSWLRQ�VSHFL¿HG�LQ�WKH�5HJXODWLRQV�76 There 
LV�QR�VSHFL¿HG�IRUP�WKDW�DQ�//$�KDV�WR�WDNH��DQG�OLDELOLW\�FDQ�EH�OLPLWHG�WR�D�VXP�RI�PRQH\��D�SURSRUWLRQ�RI�
the audit fees, or any other form the parties choose to implement.77

,,�� Assessment of LLAs

This section will assess the impact of LLAs by considering the purposes for which they were introduced, 
ZKHWKHU�WKHVH�KDYH�EHHQ�PHW��DQG�DOVR�WKH�GLI¿FXOWLHV�IDFHG�ZKHQ�FRQWHPSODWLQJ�WKHLU�XVH�DQG�LQWHUSUHWDWLRQ��

Deep Pocket Syndrome

7KH�PDLQ�SXUSRVH�RI�WKH�//$�ZDV�WR�UHOLHYH�DXGLW�¿UPV�IURP�WKH�EXUGHQ�RI�LQGHWHUPLQDWH�FODLPV�GXH�WR�MRLQW�
DQG�VHYHUDO�OLDELOLW\��VHH�VHFWLRQ�$�DERYH���%\�DJUHHLQJ�WR�OLPLW�LWV�OLDELOLW\��D�¿UP�LV�SURWHFWLQJ�LWVHOI�IURP�
being made liable for more than it has agreed. This means that liquidators, for example, cannot unfairly pur-
VXH�DQ�DXGLW�¿UP�IRU�WKH�IXOO�DPRXQW�RI�D�FODLP��ZKHUH�WKHLU�FRQWULEXWLRQ�WR�WKH�ORVV�PD\�RQO\�EH�PLQLPDO��

The counter argument is that through the other liability limiting measures available to them, the role of the 
FRXUWV��DQG�WKH�WUHQG�RI�VHWWOLQJ�RXW�RI�FRXUW��DXGLW�¿UPV�ZHUH�DOUHDG\�DEOH�WR�UHGXFH�WKHLU�OLDELOLW\�VXI¿FLHQW-
ly. Moreover, if claimants are no longer able to go after auditors for the full amount, they may now turn to 
pursuing directors, even though their pockets are shallower and certainly less well equipped to deal with the 
amounts of such claims. Of course, this could be a more desirable situation, as it may apportion blame better 
between the potential defendants. 

Competition

It is believed that the opportunity to limit liability will have pro-competitive consequences in this highly 
FRQFHQWUDWHG�PDUNHW��//$V�FRXOG�HQFRXUDJH�PLGGOH�WLHU�¿UPV�WR�SXUVXH�ODUJHU�FOLHQWV�DV�WKH\�ZLOO�EH�DEOH�WR�
limit their liability to an effective amount. Barriers to entry should fall as liability is diminished. Addition-
DOO\��¿UPV�VKRXOG�¿QG�LW�HDVLHU�WR�VRXUFH�LQVXUDQFH�DV�WKHLU�OLDELOLW\�ULVN�EHFRPHV�PRUH�SUHGLFWDEOH�DQG�PLG-
GOH�WLHU�¿UPV�ZLOO�EH�EHWWHU�SODFHG�WR�WHQGHU�IRU�DXGLW�FRQWUDFWV���

LLAs could, however, have adverse effects for competition. The OFT rejected the above analysis as they 
believed that unlimited liability was only a, ‘minor entry barrier.’78 Other factors such as, ‘reputation, third 
party perceptions, economies of scale, global networks and regulation,’ would mean that having the abili-
ty to cap liability was unlikely to have much impact on competition.79 Furthermore, a London Economics 
Study suggested that reputation was the ‘key driver’ in the eyes of the middle-tier.80 LLAs have the potential 
WR�VLJQL¿FDQWO\�ORZHU�WKH�SULFH�RI�WKH�DXGLW�IRU�FOLHQWV�EXW��LW�LV�XQOLNHO\�WR�GR�DQ\WKLQJ�IRU�UHSXWDWLRQ��DQG��
as noted above, may in fact have a negative impact on reputation as clients believe that with reduced liabil-
LW\�FRPHV�UHGXFHG�TXDOLW\��3XWWLQJ�WKHVH�LVVXHV�DVLGH��PLGGOH�WLHU�¿UPV�VLPSO\�GR�QRW�KDYH�VXI¿FLHQW�JOREDO�
reach and resources to audit the largest multi-nationals and therefore, in spite of liability reforms, will still be 
unable to compete with the ‘oligopolistic dominance’ of the Big Four.81

���7KH�&RPSDQLHV��'LVFORVXUH�RI�$XGLWRU�5HPXQHUDWLRQ�DQG�/LDELOLW\�/LPLWDWLRQ�$JUHHPHQWV��5HJXODWLRQV�������6,����������UHJ���
76 CA 2006, s 535(2).
77 ibid, s 535(4).
78 OFT (n 16) para 4.1.
79 ibid.
80 London Economics (n 2) 35. 
81 OFT (n 16) para 4.6.
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$UH�//$V�RQO\�SRVLWLYH�IRU�WKH�%LJ�)RXU"�7KH\�ZLOO�EH�DEOH�WR�RIIHU�KLJK�UDWHV�RI�OLDELOLW\�DW�UHODWLYHO\�ORZ�
FRVW��ZKHUHDV�WKH�VPDOOHU�¿UPV�ZLOO�QRW�KDYH�WKH�UHVRXUFHV�WR�DFFHSW�VXFK�ULVNV��7KLV�FRXOG�DOVR�HQFRXUDJH�
WKH�%LJ�)RXU�WR�FRQWLQXH�WR�XVH�DXGLW�VHUYLFHV�DV�D�ORVV�OHDGHU�WR�JDLQ�RWKHU�¿QDQFLDO�VHUYLFH�FRQWUDFWV��IXUWKHU�
DIIHFWLQJ�WKH�FRPSHWLWLYHQHVV�RI�WKH�VPDOOHU�¿UPV��QRW�RQO\�LQ�WKH�DUHD�RI�DXGLWLQJ��EXW�DOVR�UHJDUGLQJ�SURYL-
VLRQ�RI�RWKHU�¿QDQFLDO�VHUYLFHV��2Q�WKH�RWKHU�KDQG��SDUWQHUV�ZLOO�EH�PRUH�ZLOOLQJ�WR�SURYLGH�IXQGLQJ�WR�H[-
pand into the audit market, something they would not be likely to consider whilst extortionate liability risks 
exists, leading to longer term positive effects for competition.82 

There are therefore positive and negative effects on competition. Of course, to protect the Big Four as in-
tended, the reforms would naturally have to advantage them. In the case of another collapse, the mid-tier 
¿UPV�PD\�QRZ�EH�EHWWHU�PRELOLVHG�WR�WDNH�RQ�WKH�IDLOHG�¿UP¶V�FOLHQWV��DV�WKH�OLDELOLW\�ULVNV�RI�DXGLWLQJ�ODUJ-
er businesses could be reduced to an appropriate amount; a limitation will not facilitate entry by itself, but 
FRXOG�DLG�¿UPV�ZLOOLQJ�WR�PDNH�WKH�WUDQVLWLRQ�WR�WKH�ELJ�OHDJXH��

,QWHUSUHWDWLRQDO�'LI¿FXOWLHV

The Financial Reporting Council (FRC) believes that the, ‘key principle in the legislation,’ is the ability of 
the courts to overrule an agreement and reassess liability to an amount which is ‘fair and reasonable.’83 The 
Act does provide some guidance as to what is meant by ‘fair and reasonable’ and s.537(1) makes it clear that 
the circumstances of the case will be considered, having particular regard to the auditor’s responsibilities, 
the nature and purpose of his contractual obligations to the company and the professional standards expected 
of him.84

Roach regards these factors as ‘extremely generic.’85 Nevertheless, I would propose that these points actually 
provide the courts with a very good starting point, focussing not only an auditor’s statutory responsibilities, 
EXW�DOVR�WKH�LQGXVWU\¶V�REMHFWLYH�VWDQGDUG��ZKHQ�GHFLVLRQV�DUH�PDGH�RQ�DQ�LQGLYLGXDO�EDVLV��ÀH[LELOLW\�LV�D�
necessity. Roach seems to suggest that this section would be unfairly advantageous towards auditors as the 
agreement will still be valid but the amount will merely be readjusted in favour of the auditors. However, the 
imposition of liability is never advantageous for an auditor either in monetary or reputational terms. Second-
ly, whilst the court is not allowed to take account of matters arising after the loss has occurred, or the possi-
bility of recovering compensation from other liable parties, it may nevertheless determine that the agreement 
LV�WRR�KHDYLO\�LQ�IDYRXU�RI�WKH�DXGLW�¿UP��DQG�UHFDOFXODWH�LW�XSZDUGV��LQ�VSLWH�RI�VKDUHKROGHU�DSSURYDO��2YHU-
all, it is an effective safeguard to ensure that auditors are not able to limit their liability unfairly.86 Naturally, 
this section can work in the auditor’s favour, but it is suggested not to the extent that Roach seems to pro-
pose. 

The Max Planck Institute suggested that upon implementation of a Europe-wide scheme, a framework 
VKRXOG�EH�VHW�XS��µWR�SURYLGH�D�VHW�RI�EDVLF�FULWHULD�DV�WR�GH¿QH�ZKDW�LV�IDLU�DQG�UHDVRQDEOH�¶87 This proposal 
could be transposed into the LLA scheme to reduce ambiguity, as without clear guidance here LLAs may 
then become, ‘a source of commercial uncertainty,’ something which they were designed to avoid.88 This 

���&RPPLVVLRQ�6WDII�:RUNLQJ�'RFXPHQW��6(&������������RI�WKH��th�-XQH������DQ�LPSDFW�DVVHVVPHQW�DQG�DFFRPSDQ\LQJ�GRFXPHQW�WR�WKH��(XUR-
SHDQ�&RPPLVVLRQ�5HFRPPHQGDWLRQ����������(&�RI��th�-XQH������FRQFHUQLQJ�WKH�OLPLWDWLRQ�RI�WKH�FLYLO�OLDELOLW\�RI�VWDWXWRU\�DXGLWRUV�DQG�DXGLW�
¿UPV�>����@�2-�/�����������
83 Financial Reporting Council, *XLGDQFH�RQ�/LDELOLW\�/LPLWDWLRQ�$JUHHPHQWV, (2008) para 2.5.
84 CA 2006, s 537(1).
���/HH�5RDFK��³$XGLWRU�/LDELOLW\��/LDELOLW\�/LPLWDWLRQ�$JUHHPHQWV��3DUW��´��������&RPS��/DZ�������������
���,&$(:��µ$XGLWRUV�/LDELOLW\�&RQXQGUXP¶��$XJXVW��������KWWS���ZZZ�LFDHZ�FRP�HQ�WHFKQLFDO�DXGLW�DQG�DVVXUDQFH�ZRUNLQJ�LQ�WKH�UHJXODW-
HG�DUHD�RI�DXGLW�DXGLW�OLDELOLW\�DXGLWRUV�OLDELOLW\�FRQXQGUXP!�DFFHVVHG����)HEUXDU\������
���'RUDOW��+HOOJDUGW��+RSW��/H\HQV��5RWK�	�=LPPHUPDQQ��µ$XGLWRUV¶�OLDELOLW\�DQG�LWV�LPSDFW�RQ�WKH�(XURSHDQ�¿QDQFLDO�PDUNHWV¶��������������
&/-�����������
���3�(��0RUULV��µ&RQWUDFWXDO�/LPLWDWLRQV�RQ�WKH�DXGLWRU¶V�OLDELOLW\��$Q�XQHDV\�FRPELQDWLRQ�RI�ODZ�DQG�DFFRXQWLQJ¶��������������0/5����������
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FRXOG�DOVR�KHOS�UHGXFH�WKH�DPRXQW�RI�SRWHQWLDO�OLWLJDWLRQ��DV�FRPSDQLHV�PD\�EH�OHVV�OLNHO\�WR�VHL]H�WKH�RSSRU-
tunity to test the boundaries of the law if limits already exist. 

At present, it appears that what the parties have agreed to, such as a reduced audit price, will provide an ev-
identiary basis for any determination of what is ‘fair and reasonable,’ although until LLAs have been tested 
in the courts the position remains uncertain. 

,Q�DGGLWLRQ�WKH�GLI¿FXOW\�RI�GH¿QLQJ�ZKDW�LV�µIDLU�DQG�UHDVRQDEOH�¶�WKHUH�LV�DOVR�WKH�TXHVWLRQ�RI�ZKDW�IRUP�DQ�
LLA should take in order to be considered ‘fair and reasonable.’ The FRC has provided some guidance in 
this area by outlining three sets of specimen principal terms where liability is limited either proportionately, 
to a fair and reasonable amount, or through a cap.89

In a White Paper, it was stated conversely that it would not be possible to agree a set amount, either as a cash 
VXP�RU�WKURXJK�D�TXDQWL¿DEOH�IRUPXOD��PXOWLSOH�RI�WKH�DXGLW�IHH��90 This would effectively limit the possi-
bilities of form to proportional liability agreed through contract, with the courts left to determine precisely 
ZKDW�ZRXOG�EH�WKH�µIDLU�DQG�UHDVRQDEOH¶�DPRXQW��+RZHYHU�WKH�*RYHUQPHQW�KDV�RSHQHG�WKH�¿HOG�WR�OLDELOLW\�
FDSV�DQG�RWKHU�IRUPV�RI�OLPLWDWLRQ�DQG�ZKLOVW�WKLV�ÀH[LELOLW\�FRXOG�JLYH�WKH�FOLHQW�DQG�LWV�VKDUHKROGHUV�JUHDWHU�
options, depending on their appetite for risk, it has certainly met with some opposition. Most notably, the 
Institutional Shareholders’ Committee (ISC) has stated that, ‘agreements should be proportionate,’ and that 
they would be unwilling to accept any agreements which would comprise a cap on liability.91 Contractual 
proportionate liability would give parties greater autonomy and is a better option than a liability cap, as the 
SDUWLHV�FDQ��µVHW�WKH�OHYHO�RI�OLDELOLW\�DFFRUGLQJ�WR�WKH�VSHFL¿F�ULVN�VLWXDWLRQ�RI�WKH�FRPSDQ\�¶92 Shareholders, 
as the ultimate risk bearers, have to agree to any decision put forward by the directors. It appears then that in 
any case, the majority of LLAs will take the proportional form, as major shareholder institutions continue to 
H[HUW�WKHLU�LQÀXHQFH�

Effect on Audit Quality

7KH�XVH�RI�LQGXVWU\�VWDQGDUGV�UHÀHFWV�D�JHQHUDO�DWWHPSW�E\�WKH�*RYHUQPHQW�WR�LPSURYH�DXGLW�TXDOLW\��VHH�
above), as it is believed that one of the main disadvantages of limiting liability is that auditors will be less 
careful as they are no longer deterred by the threat of unlimited liability. This is a fairly hollow argument. 
$V�QRWHG�LQ�VHFWLRQ�%��WKHUH�LV�DOUHDG\�D�VWURQJ�UHYLHZ�FXOWXUH�ZLWKLQ�DFFRXQWDQF\�¿UPV��7KH�RSSRUWXQLW\�
RI�JDLQLQJ�RWKHU�¿QDQFLDO�VHUYLFH�FRQWUDFWV�DQG�WKH�QHHG�WR�VDIHJXDUG�WKHLU�UHSXWDWLRQ�ZRXOG�VXJJHVW�WKDW�LQ�
EXVLQHVV�WHUPV��WKH�¿UPV�ZRXOG�ZDQW�WR�FDUU\�RXW�WKHLU�DXGLWV�WR�D�KLJK�TXDOLW\��7KH�&RPPLVVLRQ�DOVR�SRLQWV�
to the ‘pivotal role’ of audit regulators,93 and that the required external independent quality assurance system 
of the 8th Company Law Directive94 would provide a, ‘more appropriate driver for audit quality than civil 
liability rules.’95 

$XGLW�TXDOLW\�LV�GLI¿FXOW�WR�PHDVXUH�DV�LW�GHSHQGV�RQ�LQYHVWRU�DQG�FRPSDQ\�SHUFHSWLRQV�DQG�WKH�PHUH�IDFW�
WKDW�D�OLPLWDWLRQ�KDV�EHHQ�LPSRVHG�RQ�OLDELOLW\�PD\�DIIHFW�FRQ¿GHQFH��DOWKRXJK�WKLV�FRXOG�EH�QHXWUDOLVHG�E\�
the strong external regulation of audit quality through independent bodies.96 Provided, therefore, that there 
DUH�RWKHU�VXI¿FLHQW�H[WHUQDO�VDIHJXDUGV�DQG�VWULQJHQW�LQWHUQDO�TXDOLW\�SURFHVVHV�LQ�SODFH��LW�LV�OLNHO\�WKDW�WKH�
use of an LLA will have little or no effect on the quality of the audit conducted. 
89 FRC (n 83) Appxs B, C and D. 
90 DTI (n 19) 26.
���,QVWLWXWLRQDO�6KDUHKROGHUV�&RPPLWWHH��µ6WDWHPHQW�RQ�$XGLWRU�/LDELOLW\�/LPLWDWLRQ�$JUHHPHQWV¶��-XQH�������
���'RUDOW��+HOOJDUGW��+RSW��/H\HQV��5RWK�	�=LPPHUPDQQ��Q��������
93 Commission Staff Working Document (n 82) 46.
���'LUHFWLYH������������(&��VWDWXWRU\�DXGLW�GLUHFWLYH�$UW����	����
95 Commission Staff Working Document (n 82) 46.
96 ibid 47.
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Third Party Liability

As discussed above, an LLA is a contractual limitation agreed by the auditor and its client. It has no effect 
on claims by third parties against the auditor. The ICAEW issued guidance in relation to this and suggested 
that general industry measures, such as ‘hold harmless’ letters, be used to prevent the client passing on in-
formation to third parties without the auditors’ consent, thereby ensuring that their liability to such parties is 
controlled and restricted.97 

It is right that LLAs should not apply to third parties as they are involuntary creditors and have no means to 
negotiate the terms of the agreement. Interestingly, the Commission stated in their recommendation that a, 
‘limitation of liability should apply against the company audited and any third party entitled under national 
law to bring a claim for compensation.’98 As noted in section B, third party liability is already very restrict-
ed in England and Wales through the Caparo jurisprudence and it seems that the Commission’s real motive 
PDNLQJ�WKLV�VXJJHVWLRQ�ZDV�WR�UHÀHFW�WKH�ODZ�DV�LW�DOUHDG\�VWDQGV�LQ�PDQ\�PHPEHU�VWDWHV�99 

,,,�� Industry Use of LLAs

Compatibility with Directors’ Duties

Could agreeing to an LLA be contrary to a director’s duties, particularly as to whether a recommendation to 
use an LLA amounts to a breach of statutory duties (principally s.172 to promote the success of the compa-
Q\�"100

This possible incompatibility could be fatal for LLAs and consequently, the ICAEW engaged a QC to pro-
vide advice on the matter. Although it does not have legal authority, in the absence of case law, this opinion 
provides a useful insight into what could happen if such a point were litigated. He notes that it is, ‘common 
place for a company to accept a contractual term which excludes or limits the liability of an opposite con-
tracting party.’101 He provides a non-exhaustive list of points a director should consider, such as the objective 
fairness and reasonableness of the terms.102 

When evaluating the effect of the Companies Act in 2006, the Department of Business, Innovation and 
Skills recognised the need for further clarity on this issue as, ‘companies appear to be entering agreements 
ZKLOVW�RSHQO\�DFNQRZOHGJLQJ�WKH\�GR�QRW�NQRZ�RI�DQ\�EHQH¿WV�WR�WKHLU�FRPSDQ\�¶103

LLAs and the Securities and Exchange Commission (SEC)

Possibly the largest obstacle faced by LLAs is the refusal of the SEC to accept any form of liability cap.104 
This effectively means that clients who enter into LLAs will not be eligible to be listed on the US stock mar-
���,&$(:��µ0DQDJLQJ�WKH�SURIHVVLRQDO�OLDELOLW\�RI�DFFRXQWDQWV¶�V��)���KWWS���ZZZ�LFDHZ�FRP�HQ�PHPEHUV�UHJXODWLRQV�VWDQGDUGV�DQG�JXLGDQFH�
SUDFWLFH�PDQDJHPHQW�PDQDJLQJ�SURIHVVLRQDO�OLDELOLW\�,&$(:��!�DFFHVVHG���0DUFK������
���(XURSHDQ�&RPPLVVLRQ�5HFRPPHQGDWLRQ����������(&�RI��th�-XQH������FRQFHUQLQJ�WKH�OLPLWDWLRQ�RI�WKH�FLYLO�OLDELOLW\�RI�VWDWXWRU\�DXGLWRUV�DQG�
DXGLW�¿UPV�>����@�2-�/�������SDUD���
99 Commission Staff Working Document (n 82) 16-17.
100 Roach (n 85) 168.
����+DSJRRG��µ/LDELOLW\�/LPLWDWLRQ�$JUHHPHQWV�XQGHU�WKH�&RPSDQLHV�$FW�������2SLQLRQ¶�SDUD�����KWWS���ZZZ�LFDHZ�FRP�a�PHGLD�)LOHV�7HFKQL-
FDO�$XGLW�DQG�DVVXUDQFH�$XGLWRU���OLDELOLW\�OLDELOLW\BDJUHHPHQWVBXQGHUBFRPSDQ\BDFWB����BRSLQLRQ�DVK[!�DFFHVVHG����)HEUXDU\������
102 ibid paras 9-12.
103  Department for Business Innovation and Skills, (YDOXDWLRQ�RI�WKH�&RPSDQLHV�$FW�������([HFXWLYH�6XPPDU\���,QIRJURXS��25&�,QWHUQD-
tional, 2010) 14.
����,DLQ�5HGIRUG�DQG�)UDQFHV�%URZQ��µ/LPLWLQJ�$XGLWRUV¶�/LDELOLW\¶��0DUFK��������KWWS���ZZZ�EULVWRZV�FR�XN�"SLG ��	QLG ����	OHYHO �!�
accessed 21 February 2012.
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ket as they would not meet the independence requirement in the Regulations.105 

This is an, ‘effective sterilisation of the LLA regime in parts of the top-tier corporate sector.’106 Peter Wy-
man, a partner at PwC, has even gone as far as to say that, ‘this is the door being slammed in reality.’107 
Although a BIS report mentioned stated that there had been a 17% uptake amongst the participants, many 
stakeholders were sceptical about the use of LLAs, not only because it was only in the auditor’s interests to 
use such an agreement, but also as US dual listed companies were unable to enter them.108 The Competition 
Commission reported in 2012 that not one of the Big Four had entered into LLAs in relation to statutory 
audits of their FTSE 350 clients.109�7KH�UHDVRQV�FLWHG�E\�(UQVW�<RXQJ�LQFOXGHG�WKH�IDFW�WKDW�WKH�6(&�KDG�UH-
IXVHG�WR�SHUPLW�VXFK�DJUHHPHQWV��7KH�RYHUULGLQJ�FRQVHQVXV�EHWZHHQ�WKH�¿UPV�ZDV�WKDW��µ�D�OWKRXJK�WKHRUHW-
ically possible, such provision for liability limitation agreements in the CA 2006 had not proved acceptable 
to companies in practice,’110 and that they would be facing the prospect of unlimited liability for the foresee-
able future. 

,9�� LLAs and the European Approach

There was a contemporaneous attempt by the European Commission to research this area and the conclusion 
ZDV�UHDFKHG�LQ�WKH������5HFRPPHQGDWLRQ�WKDW��µXQOLPLWHG�OLDELOLW\�FRPELQHG�ZLWK�LQVXI¿FLHQW�LQVXUDQFH�
cover is no longer tenable;’111 auditors should be able to limit their liability in some way. A precise method 
ZDV�QRW�SUHVFULEHG�E\�WKH�WH[W�RI�WKH�UHFRPPHQGDWLRQ��KRZHYHU�WKUHH�NH\�SULQFLSOHV�ZHUH�VXJJHVWHG�

1. The limitation of liability should not apply in the case of intentional misconduct on the part of the 
auditor;

2. $�OLPLWDWLRQ�ZRXOG�EH�LQHI¿FLHQW�LI�LW�GRHV�QRW�DOVR�FRYHU�WKLUG�SDUWLHV�

3. Damaged parties have the right to be fairly compensated.112

As previously discussed, English law is different with regard to third parties and this could hinder a common 
European solution. Furthermore, whilst intentional misconduct is covered through criminal law, as consid-
HUHG�LQ�VHFWLRQ�%��LWV�UHDFK�LV�QRW�YHU\�ZLGH�DQG�LI�FLYLO�ODZ�OLPLWDWLRQV�GR�QRW�DGGUHVV�WKLV�VXI¿FLHQWO\��D�JDS�
in public protection could arise. This is only a recommendation and, as such, is not binding upon member 
states.113 There could be the issue that, if this were to become a directive, the LLA would no longer be com-
pliant, although further action is yet to be taken nearly 5 years on. While this seems unlikely, if concerns as 
to proportional liability, for example, grow and the EU determines that all methods should be proportional, 
WKH�//$�PD\�UXQ�LQWR�VRPH�GLI¿FXOWLHV��$OWKRXJK�SXUHO\�K\SRWKHWLFDO��WKLV�FRXOG�PHDQ�WKDW�VRPH�DPHQG-
ments may have to be made to the scheme to bring it in line with EU legislation.  
E. Conclusion

The introduction of LLAs have therefore had somewhat of a neutral impact on the audit industry. With not 
one of the Big Four using them when auditing their largest clients, it could be argued that they have failed 
to reach their purpose of alleviating the effects of the ‘deep pocket syndrome’ and preventing future large-
105 17 Code of Federal Regulations § 210.201 (USA)
106 Morris, P.E.  (n 88) 624
����-�+XJKHV��µ6(&�EORFNV�DXGLWRU�OLDELOLW\�GHDOV¶�)LQDQFLDO�7LPHV��/RQGRQ��0DUFK�����������KWWS���ZZZ�IW�FRP�FPV�V����F��������GEE���GH�
�HD���������IG�DF�KWPO�D[]]�RR$\SV5*!�DFFHVVHG����0DUFK������
108 Department for Business Innovation and Skills, (YDOXDWLRQ�RI�WKH�&RPSDQLHV�$FW�������9ROXPH�2QH���,QIRJURXS��25&�,QWHUQDWLRQDO��������
133-134
109 Competition Commission, 6WDWXWRU\�$XGLW�6HUYLFHV�0DUNHW�,QYHVWLJDWLRQ��/LDELOLW\��,QVXUDQFH�DQG�6HWWOHPHQW, (2012) 5.
110 ibid.
����(XURSHDQ�&RPPLVVLRQ��µ$XGLWLQJ��&RPPLVVLRQ�LVVXHV�5HFRPPHQGDWLRQ�RQ�OLPLWLQJ�DXGLW�¿UPV¶�OLDELOLW\¶�0(02������������
112 ibid.
113 Roach (n 85) 171
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VFDOH�FROODSVHV��PHDQLQJ�DXGLW�¿UPV�DUH�VWLOO�IDFLQJ�XQOLPLWHG�OLDELOLW\��)XUWKHU�LVVXHV�DV�WR�ZKHWKHU�//$V�DUH�
compatible with Directors’ duties and the lack of incentive and will of companies to suggest the possibility 
RI�XVLQJ�DQ�//$�WR�VKDUHKROGHUV�KDV�PHDQW�HYHQ�PLGGOH�WLHU�¿UPV�KDYH�IRXQG�WKH�UHJLPH��µH[WUHPHO\�OLPLWHG�
in its capability.’114

The law on negligence and the liability of auditors in this area was already fairly restrictive. Moreover, 
whilst their effectiveness can be questioned, there were already a number of schemes and opportunities in 
place for the audit industry to limit their liability further. Claims that without further restrictions there would 
be a real possibility of a collapse of one of the Big Four were unsubstantiated, and it has been contended that 
there was no real need for subsequent limitation. 

The real argument behind these reforms was that the law was ultimately unfair to auditors. This has been 
disputed, but even if it was, it is suggested that rather than the introduction of LLAs, a better-placed solution 
would have been a reform of the law regarding joint and several liability. Since the introduction of the LLA 
scheme, many professional accountancy bodies such as the ACCA have called for a system of fully propor-
tionate liability for auditors, rather than contractual limitations or caps. They argue that, in light of the recent 
¿QDQFLDO�FULVLV��DXGLWRUV�ZLOO�EH�H[SHFWHG�WR�DVVXPH�JUHDWHU�UHVSRQVLELOLWLHV�DQG�WKHUHIRUH�JUHDWHU�H[SRVXUH��
This exposure, they argue, cannot effectively be limited through insurance and thus a system of proportion-
DWH�OLDELOLW\�LV�UHTXLUHG�WR�DOORZ�¿UPV�WR�XQGHUWDNH�WKHVH�DGGLWLRQDO�UHVSRQVLELOLWLHV�115 Clearly, the audited 
companies are unlikely to be happy with such a system, however if they and their members are not willing 
to agree to contractual limitations on liability, it follows that the only way to effectively reduce the auditor 
OLDELOLW\�WR�ZKDW�WKH�DXGLW�¿UPV�FRQVLGHU�WR�EH�D�IDLU�DQG�UHDVRQDEOH�DPRXQW�LV�E\�LPSRVLQJ�VXFK�OLPLWV�DFURVV�
the board. 
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JXDUGLDQ�FR�XN�PRQH\������DSU����HTXLWDEOHOLIH�XNQHZV",17&03 ,/&1(77;7����!�DFFHVVHG����)HEUX-
ary 2012

&RPPLVVLRQ��µ$XGLWLQJ��&RPPLVVLRQ�LVVXHV�5HFRPPHQGDWLRQ�RQ�OLPLWLQJ�DXGLW�¿UPV¶�OLDELOLW\¶�0(02�
(2008) 366

&RPPLVVLRQ�6WDII�:RUNLQJ�'RFXPHQW��6(&������������RI�WKH��th�-XQH������DQ�LPSDFW�DVVHVVPHQW�DQG�DF-
FRPSDQ\LQJ�GRFXPHQW�WR�WKH��(XURSHDQ�&RPPLVVLRQ�5HFRPPHQGDWLRQ����������(&�RI��th�-XQH������FRQ-
FHUQLQJ�WKH�OLPLWDWLRQ�RI�WKH�FLYLO�OLDELOLW\�RI�VWDWXWRU\�DXGLWRUV�DQG�DXGLW�¿UPV�>����@�2-�/������

&RPSHWLWLRQ�&RPPLVVLRQ��6WDWXWRU\�$XGLW�6HUYLFHV�0DUNHW�,QYHVWLJDWLRQ��/LDELOLW\��,QVXUDQFH�DQG�6HWWOH-
PHQW���/RQGRQ�������

(XURSHDQ�&RPPLVVLRQ�5HFRPPHQGDWLRQ����������(&�RI��th�-XQH������FRQFHUQLQJ�WKH�OLPLWDWLRQ�RI�WKH�FLYLO�
114 Competition Commission (n 109) 6
����$VVRFLDWLRQ�RI�&KDUWHUHG�&HUWL¿HG�$FFRXQWDQWV��$XGLW�5HIRUP��$OLJQLQJ�5LVN�ZLWK�5HVSRQVLELOLW\, (London, 2011) 11
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OLDELOLW\�RI�VWDWXWRU\�DXGLWRUV�DQG�DXGLW�¿UPV�>����@�2-�/�������

'DYLHV�3�/��*RZHU�	�'DYLHV��3ULQFLSOHV�RI�0RGHUQ�&RPSDQ\�/DZ����th�HGQ��6ZHHW�	�0D[ZHOO������

Department for Business Innovation and Skills, Guidance for Regulatory and Prosecuting Authorities in En-
JODQG��:DOHV�DQG�1RUWKHUQ�,UHODQG��2IIHQFHV�LQ�&RQQHFWLRQ�ZLWK�$XGLWRUV¶�5HSRUWV��6HFWLRQ��������/RQGRQ��
2010)

'HSDUWPHQW�IRU�%XVLQHVV�,QQRYDWLRQ�DQG�6NLOOV��(YDOXDWLRQ�RI�WKH�&RPSDQLHV�$FW��������/RQGRQ��,QIRJURXS��
ORC International, 2010)

Department of Trade and Industry, Company Law Reform, (Cm 6456, 2005)

Directorate General for Internal Market and Services, ‘Consultation on Auditors’ Liability’ (Summary Re-
port) 

'RUDOW��+HOOJDUGW��+RSW��/H\HQV��5RWK�	�=LPPHUPDQQ��µ$XGLWRUV¶�OLDELOLW\�DQG�LWV�LPSDFW�RQ�WKH�(XURSHDQ�
¿QDQFLDO�PDUNHWV¶��������������&/-����������

)DUUHOO�6��µ%LOOLRQ�GROODU�ODZVXLW�FRXOG�GHVWUR\�WRS�DFFRXQWDQF\�¿UPV¶�7KH�7HOHJUDSK��/RQGRQ���� August 
��������KWWS���ZZZ�WHOHJUDSK�FR�XN�¿QDQFH�QHZVE\VHFWRU�VXSSRUWVHUYLFHV���������%LOOLRQ�GROODU�ODZ-
VXLW�FRXOG�GHVWUR\�WRS�DFFRXQWDQF\�¿UPV�KWPO�!�DFFHVVHG����)HEUXDU\�����

Financial Reporting Council, Guidance on Liability Limitation Agreements, (2008) 

)LQFK�9�DQG�)UHHGPDQ�-��µ/LPLWHG�OLDELOLW\�SDUWQHUVKLSV��KDYH�DFFRXQWDQWV�VHZQ�XS�WKH�³GHHS�SRFNHWV´�GH-
EDWH"¶>����@�-%/����

)LQFK�9�DQG�)UHHGPDQ�-��µ7KH�OLPLWHG�OLDELOLW\�SDUWQHUVKLS��SLFN�DQG�PL[�RU�PL[�XS"¶>����@�-%/����

Flores C, ‘New trends in auditor liability’ (2011) 12(3) E.B.O.R 415, 427

Hannigan B, Company Law, (2nd Ed., OUP 2009)

+DSJRRG�0��µ/LDELOLW\�/LPLWDWLRQ�$JUHHPHQWV�XQGHU�WKH�&RPSDQLHV�$FW�������2SLQLRQ¶�SDUD�����KWWS���
ZZZ�LFDHZ�FRP�a�PHGLD�)LOHV�7HFKQLFDO�$XGLW�DQG�DVVXUDQFH�$XGLWRU���OLDELOLW\�OLDELOLW\BDJUHHPHQWVB
XQGHUBFRPSDQ\BDFWB����BRSLQLRQ�DVK[!�DFFHVVHG����)HEUXDU\�����

HL Deb 14 March 2006, vol 679, col 408

+XJKHV�-��µ6(&�EORFNV�DXGLWRU�OLDELOLW\�GHDOV¶�)LQDQFLDO�7LPHV��/RQGRQ��0DUFK�����������KWWS���ZZZ�
IW�FRP�FPV�V����F��������GEE���GH��HD���������IG�DF�KWPO�D[]]�RR$\SV5*!�DFFHVVHG����0DUFK�����

,&$(:��µ$XGLWRUV�/LDELOLW\�&RQXQGUXP¶��$XJXVW��������KWWS���ZZZ�LFDHZ�FRP�HQ�WHFKQLFDO�DXGLW�DQG�DV-
VXUDQFH�ZRUNLQJ�LQ�WKH�UHJXODWHG�DUHD�RI�DXGLW�DXGLW�OLDELOLW\�DXGLWRUV�OLDELOLW\�FRQXQGUXP!�DFFHVVHG����
February 2012

,&$(:��µ0DQDJLQJ�WKH�SURIHVVLRQDO�OLDELOLW\�RI�DFFRXQWDQWV¶�V��)���KWWS���ZZZ�LFDHZ�FRP�HQ�PHPEHUV�
UHJXODWLRQV�VWDQGDUGV�DQG�JXLGDQFH�SUDFWLFH�PDQDJHPHQW�PDQDJLQJ�SURIHVVLRQDO�OLDELOLW\�,&$(:��!�DF-
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,QVWLWXWLRQDO�6KDUHKROGHUV�&RPPLWWHH��µ6WDWHPHQW�RQ�$XGLWRU�/LDELOLW\�/LPLWDWLRQ�$JUHHPHQWV¶��-XQH������

/DZVRQ�0��µ$XGLWRUV�FDQ�EH�UHFNOHVV�WRR¶��������������%�-�,�%�	�)�/�����

London Economics, Study on the impact of Auditors’ Liability Regimes (2006)

/XFDV�6��)'�DW�1DWLRQDO�*ULG�SOF��WR�+RGJH��)5&��/HWWHU�����0DUFK�������DYDLODEOH�IURP��KWWS���ZZZ�IUF�
RUJ�XN�GRFXPHQWV�SDJHPDQDJHU�IUF�&RQVXOWDWLRQBRQB)5&B'UDIWB*XLGDQFH�1DWLRQDO���*ULG�SGI!
 
0RUULV�3�(��µ&RQWUDFWXDO�/LPLWDWLRQV�RQ�WKH�DXGLWRU¶V�OLDELOLW\��$Q�XQHDV\�FRPELQDWLRQ�RI�ODZ�DQG�DFFRXQW-
ing’ (2009) 72(4) MLR 607

0R]LHU�DQG�+DQVIRUG�6PLWK��µ8.�$XGLWRU�/LDELOLW\��$Q�XQLQVXUDEOH�ULVN"¶�������������,-$���

2I¿FH�RI�)DLU�7UDGLQJ��$Q�$VVHVVPHQW�RI�WKH�,PSOLFDWLRQV�IRU�&RPSHWLWLRQ�RI�D�&DS�RQ�$XGLWRUV¶�/LDELOLW\�
�/RQGRQ��2)7��-XO\�������

5HGIRUG�,�DQG�%URZQ�)��µ/LPLWLQJ�$XGLWRUV¶�/LDELOLW\¶��0DUFK��������KWWS���ZZZ�EULVWRZV�
FR�XN�"SLG ��	QLG ����	OHYHO �!�DFFHVVHG����)HEUXDU\�����

5RDFK�/��µ$XGLWRU�/LDELOLW\��WKH�FDVH�IRU�OLPLWDWLRQ��3DUW��¶��������������&RPS��/DZ�����

5RDFK�/��³$XGLWRU�/LDELOLW\��/LDELOLW\�/LPLWDWLRQ�$JUHHPHQWV��3DUW��´��������&RPS��/DZ�����������

Sealey L and Worthington S, Sealey’s Cases and Materials in Company Law, (9th edn, OUP 2010)

Talley E.L, “Cataclysmic Liability Risk among Big Four Auditors” [2006] 106 CLR 
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Abstract

It is an unsettling truth that the yellow scrolls of history are replete with records of destruction and 
DFULPRQ\��*HQHUDWLRQ�XSRQ�JHQHUDWLRQ��IURP�RQH�FHQWXU\�WR�WKH�QH[W�KXPDQLW\�IUHTXHQWO\�HUHFWHG�ZDOOV�RI�
VHFOXVLRQ�DQG�GLVFULPLQDWLRQ�EDVHG�RQ�UDFH��QDWLRQDOLW\��EHOLHI�HWF��%XW�ZDOOV�IDOO�DQG�DV�WKH\�FUXPEOH�D�ZLQG�
RI�FKDQJH�RIWHQ�VZLUOV�RYHU�WKH�UXLQV��<HW��KXPDQLW\�DORQH�EULQJV�DERXW�WKLV�FKDQJH�DV�DQ�DQWLGRWH�WR�WKH�
SHULOV�DQG�WXUPRLO�WKDW�EHIDOO�QDWLRQV��DQ�DQWLGRWH�WKDW�LV�ODGHQ�ZLWK�WKH�KHDY\�EXUGHQ�RI�GRLQJ�ULJKW�ZKDW�
+LVWRU\�GLG�ZURQJ��7KLV�DQWLGRWH�PRUSKV�LQWR�YDULRXV�IRUPV��DW�WKH�QDWLRQDO�OHYHO��HJ��'HFODUDWLRQ�RI�5LJKWV�
RI�0DQ�DQG�WKH�&LWL]HQ��)UDQFH������RU�DW�WKH�LQWHUQDWLRQDO�OHYHO��HJ��8QLYHUVDO�'HFODUDWLRQ�RI�+XPDQ�
5LJKWV��7KH�'HFODUDWLRQ�������7KLV�GLVFXVVLRQ�H[SORUHV�WKH�LQWHUQDWLRQDO�PHWKRG�RI�SURWHFWLQJ�WKH�µQDWXUDO�
DQG�LPSUHVFULSWLEOH�ULJKWV¶�RI�DOO�SHRSOH��,W�DFNQRZOHGJHV�WKH�VWDWXV�RI�,QWHUQDWLRQDO�+XPDQ�5LJKWV��,+5��DV�
a legal, either enforceable or persuasive, source of global law. 
 

Introduction

As a world community emerges from the necessities of globalisation, IHR become an indispensible 
YRLFH�RI�JOREDO�PRUDOV�DQG�MXVWLFH��<HW��,+5�FRQWLQXRXVO\�IDFH�DQ�DOOHJDWLRQ�WKDW�WKH\�ODFN�D�EDODQFHG�
representation, that they are an offspring of Western civilisation. Moreover, IHR face the accusation that 
they rely inordinately on State participation. 3ULPD�IDFLH, IHR seem to be generous to individuals but 
GHPDQGLQJ�WRZDUGV�6WDWHV��+RZHYHU��WKHUH�DUH�FRQFHUQV�WRR�WKDW�WKH�H[WHQVLYH�OLEHUDO�FRQWHQW�RI�,+5�UHÀHFWV�
a Western home grown ideology. This discussion seeks to (a) look into the State-individual relationship 
and (b) investigate whether IHR are a mere expression of any Western political and ideological interests, 
as some academics have argued. The International Covenant on Civil and Political Rights (ICCPR) and the 
International Covenant on Economic, Social and Cultural Rights (ICESCR) will act as points of reference. Is 
it possible to enact an effective global legal system, operating independently and regardless of any political 
LQWHUHVW"�

,Q�RUGHU�WR�SURYLGH�D�WKRURXJK�DQDO\VLV��DQ�H[SODQDWLRQ�RI�WKH�PHDQLQJ�RI�WKH�WHUP�VHO¿VK�LQ�FRQMXQFWLRQ�
ZLWK�,+5�LV�UHTXLUHG��-XULVSUXGHQFH�DQG�SKLORVRSKLFDO�FRPPHQWDU\�PD\�GLVDJUHH�DV�WR�ZKDW�LV�WHUPHG�³,+5´�
and the part that individuals play in IHR as opposed to their role in domestic human rights etc. However, this 
GLVFXVVLRQ�LV�FRQ¿QHG�ZLWKLQ�WKH�OHJDO�PHDQLQJ�RI�,+5��FRPSULVLQJ�RI�GHFODUDWLRQV��FRYHQDQWV��HWF�ZKLFK�
VHHN�WR�GHFODUH�DQG�RU�JXDUDQWHH�WKH�ULJKWV�RI�DOO�SHRSOH�DW�DQ�LQWHUQDWLRQDO�OHYHO���,Q�DQDO\VLQJ�ZKHWKHU�,+5�
DUH�VHO¿VK�WKUHH�PDLQ�SRLQWV�ZLOO�EH�GLVFXVVHG��)LUVWO\��D�GH¿QLWLRQ�RI�WKH�WHUP�VHO¿VK�LQ�FRQMXQFWLRQ�ZLWK�
,+5�ZLOO�EH�SURYLGHG��6HFRQGO\��WKH�6WDWH�LQGLYLGXDO�UHODWLRQVKLS�ZLOO�EH�FRQVLGHUHG�DQG�¿QDOO\�WKH�:HVW�
non-West relationship will be dealt with.

$�7KHRUHWLFDO�$SSURDFK��&DQ�,QWHUQDWLRQDO�+XPDQ�5LJKWV�%H�6HO¿VK"

7ZR�DSSURDFKHV�PD\�EH�PDGH�WRZDUGV�WKH�LQWHUSUHWDWLRQ�RI�,+5��WKH�IRUPDO�RU�WKH�SUDFWLFDO�DSSURDFK��
Philosophical approach will not be argued here. The Formal approach looks at substantive documents, 
covenants and conventions. The practical approach analyses the effects that IHR may have on the society. In 
GH¿QLQJ�WKH�WHUP�µVHO¿VK¶�D�K\EULG�PHWKRG�RI�LQWHUSUHWDWLRQ��XVLQJ�WKH�IRUPDO�DQG�WKH�SUDFWLFDO�DSSURDFKHV��
will be adopted. Only after establishing the method of application, it is possible to provide a thorough 
answer to the title of this discussion. 

7KXV�WKH�LQWHUSUHWDWLRQ�RI�VHO¿VK�EHFRPHV�D�QHFHVVLW\�DV�WR�EUDQGLVK�DQ�DPSOH�HQWLW\��DV�LV�,+5��XOWLPDWHO\�
VHO¿VK�RU�XQHTXLYRFDOO\�JHQHURXV�SHU�VH ZRXOG�EH�LQFRUUHFW��7KLV�ZLOO�EH�H[SODLQHG�EHORZ��6XI¿FH�WR�VD\�
��7KH�'HFODUDWLRQ�RI�WKH�5LJKWV�RI�0DQ�DQG�WKH�&LWL]HQ�������KWWS���DYDORQ�ODZ�\DOH�HGX�KWPO!�DFFHVVHG�$SULO�����
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KHUH�WKDW�IRU�WKH�VDNH�RI�FRUUHFWQHVV�DQ�DQDO\VLV�RI�WKH�DSSOLFDWLRQ�RI�WKH�WHUP�VHO¿VK�WR�,+5�LV�UHTXLUHG�LQ�
order to avoid any misunderstanding of IHR’s activity in practice. How, does the term in question apply to 
,+5"�

2[IRUG�'LFWLRQDULHV�GH¿QH�VHO¿VK�DV�IROORZV��µ6HO¿VK����RI�D�SHUVRQ��DFWLRQ��RU�PRWLYH��ODFNLQJ�FRQVLGHUDWLRQ�
IRU�RWKHU�SHRSOH��FRQFHUQHG�FKLHÀ\�ZLWK�RQH¶V�RZQ�SHUVRQDO�SUR¿W�RU�SOHDVXUH�¶2 2WKHU�GLFWLRQDULHV�GH¿QH�
WKH�DGMHFWLYH�VLPLODUO\��µ6HO¿VK���FKLHÀ\�FRQFHUQHG�ZLWK�RQH¶V�RZQ�LQWHUHVW��DGYDQWDJH��HWF��HVSHFLDOO\�WR�WKH�
total exclusion of the interests of others.’3�,Q�ERWK�GH¿QLWLRQV�³VHO¿VK´�HQWDLOV�WKH�H[LVWHQFH�RI�FRQVFLRXVQHVV��
,Q�RWKHU�ODQJXDJHV��DQ�DOPRVW�LGHQWLFDO�GH¿QLWLRQ�LV�JLYHQ��,Q�)UHQFK�IRU�H[DPSOH��WKH�ZRUG�VHO¿VK��LH�
égoïste, LV�GH¿QHG�DV�IROORZV� ‘3HUVRQQH�TXL�QH�UHFKHUFKH�TXH�VRQ�LQWpUrW��VRQ�SODLVLU��VD�VDWLVIDFWLRQ�
SHUVRQQHOOH¶4 – a person concerned with one’s own personal interest, pleasures and satisfactions. What 
XQGHUSLQV�WKH�ZRUG�VHO¿VK�LV�LWV�KXPDQ��SHUVRQ��DQG�HJRLVWLF��SHUVRQDO�SUR¿W��QDWXUH��

$Q\�SHUVRQL¿FDWLRQ�RI�,+5�FDOOV�IRU�D�GLUHFW�DSSOLFDWLRQ�RI�WKH�GLFWLRQDU\�PHDQLQJ�RI�VHO¿VK�WR�,+5��6LQFH�
,+5�ODFN�WKH�FRQVFLHQFH�DWWULEXWH�WKHQ�D�PHWDSKRULFDO�DSSOLFDWLRQ�LV�QHFHVVDU\��<HW��D�PHUH�PHWDSKRULFDO�
DSSURDFK�WR�VHO¿VKQHVV�LQ�FRQMXQFWLRQ�ZLWK�,+5�VXJJHVWV�WKDW�WKH�ODWWHU�DUH�SUHVFULEHG�ZLWK�D�SRWHQWLDO�WR�
EHQH¿W�VRPH�SHUVRQDO�LQWHUHVWV�RWKHU�WKDQ�KXPDQ�ULJKWV�LQWHUHVW��7KLV�ZRXOG�EH�DQ�LQFRUUHFW�DVVXPSWLRQ�
because, at least formally IHR guarantee the recognition of human rights. Their interests are intrinsic 
with the interests of human rights. In the sphere of IHR – formally speaking – the rights of the people are 
perceived as their inherent5 entitlement, not as ideas that serve intentions disconnected to people’s rights. 
+RZ�DUH�,+5¶V�LQWHUHVWV�LQWULQVLF�ZLWK�WKH�LQWHUHVW�RI�WKH�SHRSOH"�:RXOG�LW�EH�DQ\�GLIIHUHQW�LI�,+5�GLG�QRW�
GHDO�ZLWK�LQKHUHQW�ULJKWV"

The Universal Declaration of Human Rights (The Declaration) recognises human rights as ‘inherent 
dignity and equal and inalienable rights.’ Identical are the terms used to describe human rights in ICCPR 
DQG�,&(6&5��7KH�,QWHU�$PHULFDQ�&RQYHQWLRQ�RQ�+XPDQ�5LJKWV��,$&+5��KDV�LQ�LWV�SUHDPEOH��µWKH�
essential rights of man...are based upon attributes of the human personality, and that they therefore justify 
LQWHUQDWLRQDO�SURWHFWLRQ�¶�7KH�%DQMXO�VWDWHV��µUHÀHFWLRQ�RQ�WKH�FRQFHSW�RI�KXPDQ�>DQG@�IXQGDPHQWDO�KXPDQ�
rights stem from the attributes of human beings.’ The Arab Charter on Human Rights (The Arab Charter) 
VWDWHV�LQ�LWV�SUHDPEOH��µWKH�HWHUQDO�SULQFLSOHV�RI�EURWKHUKRRG�DQG�HTXDOLW\�DPRQJ�DOO�KXPDQ�¶�/DVWO\��WKH�
European Convention on Human Rights (ECHR) speaks of ‘realisation of human rights and fundamental 
IUHHGRPV�¶�0RVW�LPSRUWDQWO\��0HPEHU�6WDWHV�UHDI¿UP�LQ�WKH�SUHDPEOHV�RI�WKH�DERYHPHQWLRQHG�GRFXPHQWV�
their adherence to the principles of The Declaration.

The adherence to The Declaration infers the admittance by the global community of the inherent dignity of 
humans and their inalienable rights. Throughout the world States have agreed not only to recognise but to 
LQLWLDOL]H�µLQWHUQDWLRQDO�FRRSHUDWLRQ¶6 or even an ‘international protection’7 system. Thus  the fundamental 
and essential rights of the people are recognised at an international level as properties, inherent natural rights 
of the human being. In other words, formally these inherent natural rights are not an invention of personal 
LQWHUHVW��WKH\�DUH�D�GLVFRYHU\�RI�KXPDQ�FXOWXUH��7KLV�DVVHUWLRQ�PD\�SRVH�SUREOHPV�WRR�EXW�DW�OHDVW�LW�FRQ¿UPV�
WKDW�WKHUH�DUH�QR�LQVLGLRXV�LQWHUHVWV�RU�EHQH¿WV�EHKLQG�WKHVH�ULJKWV�RWKHU�WKDQ�KXPDQ�ULJKWV�LQWHUHVWV��7KHVH�
are rights which people are entitled to for the sake of being people as stated in The Declaration.

7KH�GH¿QLWLRQ�WKHUHIRUH��ZRXOG�KDYH�WR�DSSO\�WR�,+5�ERWK�PHWDSKRULFDOO\�DQG�LQGLUHFWO\��7KLV�DSSURDFK�
2 ‘2[IRUG�'LFWLRQDU\’ (2nd edn, Oxford University Press 2001).
3 ‘&ROOLQ�'LFWLRQDU\¶��KWWS���ZZZ�FROOLQVGLFWLRQDU\�FRP�KWPO!�DFFHVVHG�$SULO������
4 ‘'LFWLRQQDLUH�GH�OD�ODQJXH�)UDQoRLVH¶��KWWS���ZZZ�OLQWHUQDXWH�FRP�KWP!�DFFHVVHG�$SULO������
5 The Universal Declaration of Human Rights 1948, preamble. 
6 The Banjul 1986, preamble. 
7 IACHR 1969, preamble. 
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ZRXOG�UHDOLVH�WKDW�,+5�DUH�FDSDEOH�RI�EHLQJ�VHO¿VK��PHWDSKRULFDOO\��EXW�LQ�HIIHFW�,+5�ZRXOG�QRW�EH�FDSDEOH�
RI�EHLQJ�VHO¿VK�SHU�VH��LQGLUHFWO\���7KXV�SRWHQWLDO�VHO¿VKQHVV�LV�QRW�DWWULEXWHG�WR�,+5�SHU�VH�EXW�WR�YDULRXV�
relationships that exist under the banner of IHR, such as the State-individual relationship or Western-non 
Western relationship etc. It is precisely the natural and inherent traits of human rights as recognised by IHR 
that equate IHR’s interests with the interests of people. Whether these natural rights are conclusive, whether 
they neglect the possibility that rights could evolve with time is a matter that goes beyond the scope of this 
discussion. 

6R�IDU�WZR�LVVXHV�KDYH�EHHQ�GHDOW�ZLWK��)LUVW��EHFDXVH�RI�WKH�LQKHUHQW�QDWXUH�RI�KXPDQ�ULJKWV�WKHLU�LQWHUHVWV�
are intrinsic with the interests of the people. Second, according to The Declaration, IHR recognise and 
GHFODUH�WKH�LQKHUHQW�QDWXUDO��HVVHQWLDO�RU�IXQGDPHQWDO�ULJKWV�RI�SHRSOH��7KH�LQKHUHQW�FKDUDFWHU�SUHFOXGHV�
,+5�IURP�EHLQJ�LGHQWL¿HG�ZLWK�LQWHUHVWV�RWKHU�WKDQ�WKH�LQWHUHVWV�RI�KXPDQV��,+5�DUH�LQFDSDEOH�RI�SHUVRQDOO\�
EHQH¿WLQJ�WKHPVHOYHV�DW�WKH�H[SHQVH�RI�RWKHUV��$V�D�UHVXOW��VHO¿VKQHVV�EHFRPHV�DQ�H[SUHVVLRQ�RI�SHUVSHFWLYHV�
and relationships that exist among IHR’s subjects. 

7KH�XQLTXH�DSSOLFDWLRQ�RI�³VHO¿VK´�GRHV�QRW�UHGH¿QH�WKH�WHUP��,WV�PRGL¿FDWLRQ�PHUHO\�DFNQRZOHGJHV�
WKH�OHJDO�FKDUDFWHU�RI�,+5�DQG�WKHLU�FRPSOH[�QDWXUH���:HOO��FDQ�,+5�EH�VHO¿VK"�,+5�DUH�FDSDEOH�RI�EHLQJ�
EUDQGHG�VHO¿VK�EXW�RQO\�PHWDSKRULFDOO\�DQG�LQGLUHFWO\��,+5�SHU�VH�FDQQRW�EH�VHO¿VK��6HO¿VKQHVV�UHODWHV�
to the consequences and the relationships that emerge under the banner of IHR. In other words, rather 
WKDQ�VD\LQJ�µ,+5�DUH�DUH�QRW�VHO¿VK�EHFDXVH���¶��LW�ZRXOG�EH�PRUH�DFFXUDWH�WR�VD\�µ,+5�DUH�DUH�QRW�VHO¿VK�
towards...because...’ IHR, as formal legal or moral standards create relationships among their subjects. This 
is of interest in this discussion.

,+5�SHU�VH�DUH�LQFDSDEOH�RI�EHLQJ�VHO¿VK��DV�D�IRUPDO�FRPSLODWLRQ�RI�ULJKWV�DQG�UHVSRQVLELOLWLHV��,+5�VHHN�WR�
SURYLGH�D�JHQXLQH�EDODQFH��0RVW�FRPPRQO\�,+5�IDFH�WKH�GLI¿FXOW�WDVN�RI�EDODQFLQJ�KXPDQ�ULJKWV�LQWHUHVWV�
of individuals against any State interests including States’ right to represent interests of a whole community 
or nation. This principle will be referred to as The Balance principle and will be dealt with in the following 
point of discussion. Realistically they create relationships among subjects which in turn give rise to various 
practical effects or even imbalances. 

The State-Individual Relationship

7ZR�FHQWUDO�VXEMHFWV�RI�,+5�DUH�WKH�FLWL]HQV�DQG�WKH�6WDWH��7KH�FKDUDFWHU�RI�WKH�6WDWH�LV�WKXV�WZRIROG���D��
guarantor of human rights, and (b) potential violator of human rights. This is because certain State interests 
are distinguishable from the interests of individuals. It may not always be so, but with the State being a 
political formation, its political interests are often effortlessly distinguished from the interests of individuals 
as history has told. How do IHR balance the rights of individuals against the rights (political, national etc) of 
D�6WDWH�SUHVXPLQJ�WKDW�WKH�6WDWH�WRR�LV�UHVSRQVLEOH�IRU�WKH�SURWHFWLRQ�RI�LWV�SHRSOH"�7KLV�SDUW�RI�WKH�GLVFXVVLRQ�
VHHNV�WR�H[SORUH�WKH�UHODWLRQVKLS�EHWZHHQ�LQGLYLGXDOV�DQG�6WDWHV�DQG�WKH�DSSOLFDWLRQ�RI�VHO¿VKQHVV�LQ�WKH�OLJKW�
of State-individual perspective. 

A. The Balance Principle

7ZR�W\SHV�RI�6WDWH�DXWKRULW\�FDQ�EH�GLVWLQJXLVKHG��WRWDOLWDULDQ��DQG�OLEHUDO�GHPRFUDWLF��$�FRQFUHWH�H[DPSOH�RI�
D�WRWDOLWDULDQ�UHJLPH�LV�WKDW�RI�1D]L�*HUPDQ\��RU�WKH�LPSRVLQJ�UHJLPH�RI�����¶V�6HUELD��IRUPHU�<XJRVODYLD��
RQ�%RVQLD�DQG�.RVRYR��'XULQJ�WKHLU�UHLJQ��LQWHUHVWV��ULJKWV�DQG�IUHHGRPV��RI�WKH�SHRSOH�ZHUH�FRPSURPLVHG�
by the political, non-human rights interests of the state which led to genocide. Human rights are recognised 
as inherent in The Bill of Rights. Even though it did not come into light until after World War II this did 
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QRW�MXVWLI\�QRU�H[FXVH�WKH�1D]L�UHJLPH�DW�WKH�1XUHPEHUJ8 trials. Thus, political interest has been a factor of 
violation of IHR.

In democratic societies too, interests of the State are distinguishable from those of individuals. This does 
not mean that States and individuals are adversaries. But since States are political and complex formations, 
since there have been occasions when States oppressed people, the fundamental rights of the individual 
are guaranteed by IHR, which intend to protect human rights interests against any other non-human rights 
interests. In cases of a dispute between rights and interests, an ultimate decision from an authority of justice, 
whose job it is to interpret the norms of IHR would settle the dispute. These authorities preserve The 
Balance principle.

An example is the case of 6XQGD\�7LPHV�Y�7KH�8QLWHG�.LQJGRP�9��8.���7KLV�FDVH�FRQFHUQHG�D�IRUPHU�
senior British Security Service agent who decided to publish his memoires titled 6S\FDWFKHU. In it he 
described operational organisation, methods and personnel of MI5 and also included an account of alleged 
illegal activities by the Security Service. The author decided to publish 6S\FDWFKHU in Australia and later 
LQ�WKH�8QLWHG�6WDWHV��WKH�86���7KH�8.�JRYHUQPHQW�DUJXHG�WKDW�WKH�SXEOLFDWLRQ�RI�6S\FDWFKHU�was against 
SXEOLF�LQWHUHVW�DQG�WKDW�LWV�SXEOLFDWLRQ�ZRXOG�HQGDQJHU�WKH�OLYHV�RI�6HFXULW\�6HUYLFHV¶�PHPEHUV��7KH�8.�
government sought to ban the publication of the memoires in both countries but without success. In the 
mean time, 6S\FDWFKHU was being published in the US without constraints and the memoires were being 
H[SRUWHG�WR�WKH�8.�E\�YDULRXV�LQGLYLGXDOV��

The issue relevant to the present discussion begins with the publication of some parts of 6S\FDWFKHU in 
WKH�8.�E\�6XQGD\�7LPHV�QHZVSDSHU�LQ�-XO\�������7KH�8.�JRYHUQPHQW�VRXJKW�D�SHUPDQHQW�LQMXQFWLRQ��
which could ban the publication of the memoires. During the time of the court proceedings the government 
succeeded in securing an interlocutory injunction that effected a suspension pending the decision of the 
FRXUW��7KH�LQWHUORFXWRU\�LQMXQFWLRQ�ZDV�LQ�IRUFH�IURP�-XO\������ZKHQ�SURFHHGLQJ�EHJDQ�ZLWK�WKH�+LJK�&RXUW�
until October 1988 – nearly a year after the decision of The House of Lords was delivered. The law lords 
allowed the continuation of the injunction in the name of public interest. Few issues were raised in that case 
LQFOXGLQJ�IRU�H[DPSOH�%UHDFK�RI�&RQ¿GHQWLDOLW\��EXW�WKH�SUHVHQW�GLVFXVVLRQ�ZLOO�IRFXV�RQ�WKH�LQWHUORFXWRU\�
injunction issue concerning Art 10 of European Convention of Human Rights (ECHR). 

Sunday Times brought proceedings against the government before the European Court of Human Rights 
(ECtHR). The paper arguing that the injunction breached its right to freedom of expression as guaranteed 
by Art 10 (1). The ECtHR agreed. It decided that the measure taken by the government (interlocutory 
LQMXQFWLRQ��EHWZHHQ�-XO\������DQG�2FWREHU������ZDV�QRW�µQHFHVVDU\�LQ�D�GHPRFUDWLF�VRFLHW\��LQ�WKH�LQWHUHVWV�
of national security, territorial integrity or public safety.’10 The rationale was that 6S\FDWFKHU�was published 
LQ�RWKHU�FRXQWULHV�LQFOXGLQJ�WKH�86�DQG�WKH�EDQQLQJ�RI�LWV�SXEOLFDWLRQ�LQ�WKH�8.�GLG�QRW�UHDVRQDEO\�SURWHFW�
the interests of national security. Although the House of Lords agreed with the government’s arguments the 
ECtHR dismissed the argument thus ruling against the State (including the judiciary).  

The case of 6XQGD\�7LPHV�Y�7KH�8QLWHG�.LQJGRP shows how the interests of a State, even of an old 
GHPRFUDF\��FDQ�LQIULQJH�KXPDQ�ULJKWV�LQWHUHVWV��,Q�WKLV�FDVH�WZR�VHWV�RI�ULJKWV�ZHUH�LQ�FRQÀLFW��WKH�DOOHJHG�
right to protect a whole nation and the right to freedom of speech. Even though the government had a right 
under Art 10 (2) to take measures in order to protect ‘the reputation or rights of others, for preventing the 
GLVFORVXUH�RI�LQIRUPDWLRQ�UHFHLYHG�LQ�FRQ¿GHQFH¶�WKH�&RXUW�EUXVKHG�RII�WKH�DUJXPHQW�DV�XQIRXQGHG��6LQFH�
it found that the government’s measures were not necessary in a democratic society, then the government 

8 R W Cooper, 7KH�1XUHPEHUJ�7ULDO��)DEHU�DQG�)DEHU�/WG��������KWWS���ERRNV�JRRJOH�FR�XN!�DFFHVVHG�$SULO������
9 6XQGD\�7LPHV�Y��7KH�8QLWHG�.LQJGRP��1R������$SSOLFDWLRQ�QR�������������6WUDVERXUJ������
10 ECHR, Art 10(2) 1950.
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KDG�QR�LQWHUHVWV�WR�EDODQFH��&RQYHQWLRQ�IUHHGRPV�QHHGQ¶W�EH�ZHLJKW�DJDLQVW�QDWLRQDO��DOO�LQFOXVLYH��ULJKWV�
because according to ECtHR there existed no risk to national security. The court decided in favour of 
IUHHGRP�RI�H[SUHVVLRQ�WKXV�GHWHUPLQLQJ�WKDW�QRW�RQO\�ZDV�WKHUH�QR�ULVN�WR�QDWLRQDO�VHFXULW\�EXW�WKDW�WKH�8.�
government had no claim under Art 10 (2). The balance principle was preserved.

B. States Obligation to Comply with Judicial Decisions

Regardless of any judicial decisions IHR would be unable to uphold human interests should States refuse to 
comply with their decisions or even become parties to international treaties or covenants etc. For example, 
6DXGL�$UDELD�KDV�QHLWKHU�VLJQHG�QRU�UDWL¿HG�WKH�,&&35��7KH�$UDE�&KDUWHU��ZKLFK�JXDUDQWHHV�WKH�SURWHFWLRQ�
of fundamental rights, has not been enacted yet. Individuals whose rights might be violated in Saudi Arabia 
lack any practical international remedy on occasions when Saudi Arabia is the violator. Similar is the case of 
the US (see further below). State participation is indispensible in materialising certain judicial decisions and 
upholding the Rule of Law.

As suggested above, some States overtly fail to comply with judicial decisions while others abide by a 
committee’s decision albeit they enjoy the practical feasibility not to follow it. Below two cases will be 
UHIHUUHG�WR��WKH�FDVH�RI�6DQGUD�/RYHODFH�Y�&DQDGD�� (1977) (Lovelace) and the case of 7RXPL�Y�,WDO\�� (2009) 
(Toumi).

The /RYHODFH case concerns a Maliseet Indian woman (the author) who lived in an Indian reserve in 
Canada. The author brought a claim before the Human Rights Commission in 1981, claiming that Canada 
discriminated against her on grounds of sex contrary to, among other articles, Article 2 (1) (Right to 
Equality), and 27 (Respect of Minority Rights and Cultures etc) of the ICCPR. The discriminatory act was 
6���������E��RI�WKH�,QGLDQ�$FW���������ZKLFK�SURYLGHG�WKDW�

An Indian woman who is a member of a band ceases to be a member of that band if she marries a person 
ZKR�LV�QRW�D�PHPEHU�RI�WKDW�EDQG���D��$V�VXFK��VKH�ORVHV�WKH�ULJKW�WR�WKH�XVH�DQG�EHQH¿WV�13 

 An Indian man who marries a non-Indian woman however, does not lose his Indian status.14 Pursuant 
to this act the author lost her status and rights after marrying a non Indian in 1970. The Human Rights 
&RPPLVVLRQ�GHFLGHG�

[The] Committee, acting under article 5 (4) of the Optional Protocol to the International Covenant on Civil 
and Political Rights, is of the view that [the author] has been denied the legal right to reside on the Tobique 
Reserve, disclose a breach by Canada of article 27 of the Covenant.15

7KH�GHFLVLRQ�LQ�WKDW�FDVH�LV�UHJDUGHG�DV�D�VLJQL¿FDQW�QRW�RQO\�EHFDXVH�LW�UHSUHVHQWV�DQ�LPSRUWDQW�VWHS�IRUZDUG�
in eliminating gender discrimination in Canadian law16 but it also is testimony of the fact that the committee 
system offers a somewhat voluntary protection in that any initiative improving a certain situation rests solely 
with the will of a violator State. Canada complied, and The Indian Act 1951 was amended in 1985 with the 
discriminatory provisions being revoked.17 However, in 1980, before the case reached the commission the 
Canadian government had recognised that the provisions of the Indian Act needed serious reform18 which 

11 6DQGUD�/RYHODFH�Y�&DQDGD�>����@��&RPPXQLFDWLRQ�1R��5�������8�1��'RF��6XSS��1R������$��������DW�����>����@�
���&DVH����������7RXPL�Y�,WDO\�[2009].
13 6DQGUD�/RYHODFH�Y�&DQDGD�>����@��&RPPXQLFDWLRQ�1R��5�������8�1��'RF��6XSS��1R������$��������DW������������
14 Ibid
15 6DQGUD�/RYHODFH�Y�&DQDGD��&RPPXQLFDWLRQ�1R��5�������8�1��'RF��6XSS��1R������$��������DW�����������
16� ,QWHUQDWLRQDO�1HWZRUN�IRU�(FRQRPLF��6RFLDO�DQG�&XOWXUDO�5LJKWV���KWWS���ZZZ�HVFU�QHW�RUJ!��DFFHVVHG�$SULO������
17 Ibid
18 6DQGUD�/RYHODFH�Y��&DQDGD��&RPPXQLFDWLRQ�1R��5�������8�1��'RF��6XSS��1R������$��������DW�������������
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might explain why there was no reluctance on the part of the Canadian government to comply with decision. 
However, had it refused to comply there would have been neither sanctions nor means of enforcing the 
decision in question.

The sole obligation that the ICCPR places on States is for them to ‘undertake to respect and to ensure to all 
individuals within its territory WKH�ULJKWV�UHFRJQL]HG�19 It does not stipulate what follows should a State refuse 
to comply. In other occasions many governments either refuse to or delay their submission of reports in 
DFFRUGDQFH�ZLWK�$UW����RI�,&&35��)RU�H[DPSOH��µDV�RI����-DQXDU\�����������LQLWLDO�UHSRUWV�RI�6WDWHV�SDUWLHV�
required under the various treaties were overdue.20’ Moreover, 114 State reports had been overdue for more 
WKDQ�¿YH�\HDUV21���$�GHOD\�RI�¿YH�\HDUV�FRXOG�KDYH�D�GHFLVLYH�LPSDFW�RQ�SHRSOH¶V�OLYHV��6HHQ�LQ�WKLV�OLJKW��
RQH�PD\�DUJXH�WKDW�,+5�DUH�VHO¿VK�EHFDXVH�WKH\�SRVVHVV�D�SUDFWLFDOO\�DEVROXWH�GLVFUHWLRQ�RQ�6WDWHV�WR�WKH�
detriment of individuals who may be unable to avail themselves of any deserved remedies.

Another example is the case of 7RXPL��In that case the applicant was a Tunisian national who had been 
sentenced to six years’ imprisonment for international terrorism in Italy. When he was released the Italian 
authorities sought to deport him to Tunisia. The applicant, aware of the authorities’ intention made an 
application to the ECtHR under Rule 39 of the Rules of the Court which provide for the setting of any 
interim measure22 barring the government from deporting an individual prior to the ECtHR’s verdict. 
Notwithstanding, the Italian authorities decided to deport the applicant to Tunisia, blatantly disregarding 
their obligation under Art 46 (1) of ECHR requesting States party to the convention to ‘undertake to abide 
E\�WKH�¿QDO�MXGJPHQW�RI�WKH�&RXUW�LQ�DQ\�FDVH�WR�ZKLFK�WKH\�DUH�SDUWLHV�¶�

Comparing the two cases, in the /RYHODFH case although sanctions could not be incurred on the non-
compliant State, Canada nonetheless followed the decision of the committee. Italy, on the other hand was 
bound by the decisions of the ECtHR and yet derogated from its obligation. Furthermore, under Art 46 (5) of 
ECHR ‘the Committee of Ministers of the European Council to decide on the measures to be taken against 
a non complying state.’ Thus, even in cases when IHR provide measures there is no imminent method of 
ensuring the upholding of the Rule of Law and the protection of individuals’ rights. Moreover, Canada 
KDG�ORQJ�VLQFH�UHFRJQLVHG�D�ÀDZ�LQ�WKH�ODZ�DQG�ZDV�FRQVLGHULQJ�DQ�DPHQGPHQW��:KHWKHU�WKH�&DQDGLDQ�
government would have cooperated had it not shared the opinion of the committee remains a matter of 
speculation. The bottom line is that IHR would be ineffective without full State cooperation.

However, in the words of the famous law lord, one must not focus so much on detecting any drawbacks that 
accomplishments and achievements pass unappreciated23. The fact is, that IHR do contribute immensely 
towards the improvement of human rights, be it at the international or the regional level. However, State 
discretion and the manner with which it controls human rights activities is relevant because the concerning 
issue of justiciability (at the United Nations (UN) level) and State cooperation was addressed by the Human 
5LJKWV�&RPPLWWHH��+5&��LQ������
Of particular concern are widely formulated reservations which essentially render ineffective all Covenant 
rights which would require any change in national law to ensure compliance with Covenant obligations. No 
real international rights or obligations have thus been accepted.24

2QH�RI�WKHVH�UHVHUYDWLRQV�LV�86¶V�UHVHUYDWLRQ�WR�$UW��������FODXVH���RI�,&&35�VWDWLQJ��µ,I��VXEVHTXHQW�WR�WKH�
commission of the offence, provision is made by law for the imposition of the lighter penalty, the offender 
19  ICCPR 1976, Art 2(1). 
20 O De Schutter, ,QWHUQDWLRQDO�+XPDQ�5LJKWV�/DZ�(Cambridge University Press 2010).
21  Ibid
22 5XOHV�RI�&RXUW� (European Council 2009).
23 T Bingham, 7KH�5XOH�RI�/DZ (Penguin 2011).
���*HQHUDO�&RPPHQW����������8�1��'RF��&&35�&����5HY���$GG����������
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VKDOO�EHQH¿W�WKHUHE\�¶�7KH�86�JRYHUQPHQW¶V�UDWLRQDOH�EHKLQG�WKH�UHVHUYDWLRQ�ZDV�WKDW��EHFDXVH�86�ODZ�
generally applies to an offender the penalty in force at the time the offence was committed, then ‘the United 
States does not adhere to the third clause.’25 
 
1RZ��WKH�SRLQW�RI�$UW��������LV�WR�EHQH¿W�RIIHQGHUV��WR�GR�MXVWLFH�HWF��7KH�ZKROH�LGHD�LV�WKDW�WKH�RIIHQGHU�
VKDOO�EHQH¿W�IURP�IXWXUH�OLJKWHU�SHQDOWLHV��,I�D�6WDWH�UHVHUYHV�WKH�ULJKW�WR�DSSO\�WR�DQ�RIIHQGHU the penalty in 
force at the time the offence was committed – harsher than a latter legislation – then the whole paradigm 
of imposing a lighter penalty fails to be recognised by the State. Such reservations immune States from 
international justice.

The HRC’s concerns in 1994 and the examples of the /RYHODFH�and 7RXPL�demonstrate that IHR rely 
almost unconditionally on State cooperation for the attainment of IHR interests. Even though disobeying 
States belong to rare and unusual occurrences, the fact that States are at liberty to pursue their intentions 
unrestricted (practically) is evidence that IHR are more or less at the mercy of any State’s integrity. Seen in 
this light, it may be argued that as far as the State-individual relationship is concerned, IHR may be regarded 
DV�UHODWLYHO\�VHO¿VK�WRZDUGV�LQGLYLGXDOV�DQG�JHQHURXV�WRZDUGV�6WDWHV��DQ�HQWLW\�DJDLQVW�ZKLFK�,+5�VHHN�WR�
protect individuals’ rights. 

International Human Rights and the Western-Non Western Relationship

According to some scholars, such as Makau Mutua, to envisage IHR as a representation of all peoples’ 
EHOLHIV�ZRXOG�EH�WR�HQYLVDJH�DQ�DVSLUDWLRQ�ZKLFK�KDV�\HW�WR�EH�PDWHULDOL]HG��,Q�KLV�DUWLFOH�The Ideology of 
+XPDQ�5LJKWV�Mutua sees in human rights the trumpet of Western philosophical and political ideology. The 
author embarks on a discussion that treats the whole paradigm of human rights as a mere aggregate of civil 
DQG�SROLWLFDO�ULJKWV�

The main focus of human rights law, however, has been on those rights and programs that seek to strengthen, 
OHJLWLPL]H��DQG�H[SRUW�SROLWLFDO�RU�OLEHUDO�GHPRFUDF\��,QYHUVHO\��PRVW�RI�WKH�KXPDQ�ULJKWV�UHJLPH�LV�GHULYHG�
from bodies of domestic jurisprudence developed over several centuries in the West. The emphasis, by 
academics and practitioners, in the development of human rights law has been on civil and political rights... 
As one author has remarked the West was able to “impose” its philosophy of human rights on the rest of the 
world because in 1948 it dominated the UN.26

7KH�DXWKRU�UDLVHV�FRQFHUQV�ZKLFK�IDOO�XQGHU�WZR�PDLQ�KHDGLQJV���D��WKH�FRQFHUQ�WKDW�KXPDQ�ULJKWV�IRFXV�RQ�
exporting liberal democracies (found in ICCPR), and (b) the concern that civil and political rights are of 
Western cultivated tradition. The author suggests in his article a de facto hierarchy among rights with civil 
and political rights at the top of the pyramid and socio-economic rights in the bottom. This hierarchy, it is 
DUJXHG�LV�D�UHÀHFWLRQ�RI�WKH�LGHRORJ\�DQG�DWWLWXGH�RI�WKH�:HVW�WRZDUGV�KXPDQ�ULJKWV��,Q�RWKHU�ZRUGV��WKH�:HVW�
forces its political philosophy by elevating the importance of civil and political rights, thus crafting a gap 
between them and socio-economic rights, which as a result are treated as inferior rights. In this light, are 
,+5�VHO¿VK��GR�SROLWLFDO�ULJKWV�RYHUULGH�VRFLR�HFRQRPLF�ULJKWV"

A. Exporting Political Ideologies?

0XWXD¶V�¿UVW�FRQFHUQ�VWHPV�IURP�WKH�SUHPLVH�WKDW�WKH�PDLQ�IRFXV�RI�KXPDQ�ULJKWV�ODZ�KDV�EHHQ�RQ�WKRVH�
ULJKWV�DQG�SURJUDPV�WKDW�VHHN�WR�VWUHQJWKHQ��OHJLWLPL]H��DQG�H[SRUW�SROLWLFDO�RU�OLEHUDO�GHPRFUDF\� The 
SULQFLSOH�WKDW�/LEHUDO�GHPRFUDFLHV�FKHULVK�LV�WKH�IUHHGRP�RI�WKH�LQGLYLGXDO�WR�UHDOL]H�KLV�RU�KHU�KXPDQ�

���*HQHUDO�&RPPHQW����������8�1��'RF��&&35�&����5HY���$GG����������
���0�:�0XWXD��µ7KH�,GHRORJ\�RI�+XPDQ�5LJKWV¶�>����@�9RO�����9LUJLQLD�-RXUQDO�RI�,QWHUQDWLRQDO�/DZ�����
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capacities27,  freedoms and rights such as those enshrined in ICCPR. Mutua argues as seen above that the 
West, that the US in particular, had the advantage of dominating the UN in 1948 when The Declaration was 
proclaimed, and therefore were able to impose their human rights philosophy on the rest of the world. Have 
civil and political rights superseded socio-economic rights, based on the assumption that the West had the 
SROLWLFDO�DGYDQWDJH�LQ�����"�

In 1948, it is said, many African and Asian counties were colonies of European powers28 and unable to vote, 
while South American countries, the representatives of Third World, have a European worldview.29The 
Socialist bloc countries ‘fearing that socio-economic rights had been downgraded only abstained.’30 
7KHUHIRUH��DUJXHV�0XWXD��FLYLO�DQG�SROLWLFDO�ULJKWV�RYHUULGH�VRFLR�HFRQRPLF�ULJKWV��+RZHYHU��-DFN�'RQQHOO\�
DQG�'DQLHO�:KHODQ�H[SODLQ�WKDW�WKH�:HVW�ZDV�PRUH�FRQFHUQHG�ZLWK�KRZ�EHVW�WR�UHFRJQL]H�DQG�LPSOHPHQW�
economic and social rights in the emerging body of international human rights law��. The West had no intent 
to downgrade socio-economic rights. For example, in 1951 whilst the debate on the covenants (civil and 
SROLWLFDO�ULJKWV�DQG�VRFLR�DQG�HFRQRPLF�ULJKWV��ZDV�WDNLQJ�SODFH�WKH�86�ZDV�LQVWUXFWHG���

[To] propose two covenants, should there be majority sentiment for that position. If not, the US should ask 
the General Assembly to defer its decision and request the Commission to prepare three instruments for 
FRQVLGHUDWLRQ�LQ�������DQ�LQVWUXPHQW�ZLWK�DOO�WKH�ULJKWV��RQH�ZLWK�MXVW�FLYLO�DQG�SROLWLFDO�ULJKWV��DQG�RQH�ZLWK�
just economic, social, and cultural rights. Should both of these alternatives prove impossible, ‘the United 
States Delegation should not oppose but should vote for the inclusion of economic, social and cultural rights 
in a single Covenant.’32 

The defence offered by Donnelly and Whelan however, has not passed without criticism. One of their critics, 
6X]DQ�.DQJ�DUJXHV�WKDW�WKH�:HVW�LQ�JHQHUDO�DQG�WKH�86�LQ�SDUWLFXODU�KDYH�VKRZQ�OLWWOH�LQWHUHVW�IRU�OHJDOLVLQJ�
and further improving socio-economic rights and therefore they have been keen on advancing their liberal 
LGHRORJ\�

Possible rationalist explanations for the West’s preference to divide human rights could include a 
FRRUGLQDWLRQ�SUREOHP�RU�SROLWLFDO�IHDUV�WKDW�D�KLJKO\�OHJDOL]HG�GRFXPHQW�PLJKW�LQIULQJH�RQ�VRYHUHLJQW\���
the costs of non-compliance can be too high. This may help to explain the United States “serious concerns” 
about the practicality of including economic and social rights. However, if Western states feared the effects 
of a singular human rights covenant, this political concern suggests that social and economic rights were not 
as “central” as civil and political rights to Western states and society.33

)LUVWO\��ZK\�VKRXOG�WKH�86�SURSRVH�WZR�FRYHQDQWV�LQVWHDG�RI�D�VLQJOH�RQH"�$QVZHUV�YDU\��)URP�0XWXD¶V�SRLQW�
of view this goes to show how a cautious Western power, based purely on ideological convictions, refused to 
be bound by a single document containing provisions on socio-economic rights. The US was to propose three 
GRFXPHQWV��7RGD\�WKHUH�DUH�WKUHH�GRFXPHQWV��7KH�'HFODUDWLRQ��,&&35�DQG�,&(6&5��+RZHYHU��ZKHWKHU�WKLV�
was a result of the West dominating the UN or the result of lack of support is more a matter of opinion than 
of fact. 

6HFRQGO\��WKH�SRLQW�WKDW�.DQJ�DFFHQWXDWHV��QDPHO\�WKDW�:HVWHUQ�FRXQWULHV�IHDUHG�D�KLJKO\�OHJDOLVHG�GRFXPHQW�

27 C B Macpherson, 7KH�/LIH�DQG�7LPHV�RI�/LEHUDO�'HPRFUDF\�(Oxford University Press 2012).
28 C B Macpherson, 7KH�/LIH�DQG�7LPHV�RI�/LEHUDO�'HPRFUDF\ (Oxford University Press 2012).
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is worrying. Marginalising the relevance of socio-economic rights in order to eschew scrutiny, especially 
by a domestic SXEOLF�LV�JRRG�HQRXJK�D�UHDVRQ�WR�DVVXPH�WKDW�,+5�KDYH�EHHQ�GUDIWHG�LQ�D�ZD\�WKDW�EHQH¿WV�
political – not human rights – interests. To deprive people of the right to scrutinise the government on issues 
of human rights clearly shows political interests overriding human rights interests. On the other hand a 
genuine fear that a single legalised document might infringe on sovereignty would not be illegitimate.  

An infringement of State sovereignty might be interpreted as an indirect infringement of people’s democratic 
right of delegation. The ICCPR actually has a greater legal implication on States, than does the ICESCR, for 
the latter provides a gradual and progressive technique for the attainment of socio-economic rights, which 
the West believes to be the best way of achieving these rights. It awards governments discretion as to the 
time and the method they employ to implement these rights (see below). Its demands are not categorical, 
they are aspirational. The former on the other hand, enumerates rights and liberties that States undertake to 
abide by upon becoming parties to the covenant.  For example, Art 2 (1), Part II of both the aforementioned 
covenants state that each State Party to the present Covenant (underlining is added for comparative 
SXUSRVHV��

...undertakes to respect and to ensure to all individuals within its territory and subject to its jurisdiction the 
ULJKWV�UHFRJQL]HG�LQ�WKH�SUHVHQW�&RYHQDQW� (ICCPR)

...undertakes to take steps, individually and through international assistance and co-operation, especially 
economic and technical, to the maximum of its available resources, with a view to achieving progressively 
WKH�IXOO�UHDOL]DWLRQ�RI�WKH�ULJKWV�UHFRJQL]HG�LQ�WKH�SUHVHQW�&RYHQDQW�E\�DOO�DSSURSULDWH�PHDQV��LQFOXGLQJ�
particularly the adoption of legislative measures. (ICESCR)

The ICCPR requires States to ‘respect and to ensure’ whereas the ICESCR enables states to ‘take steps with 
the view of achieving progressively’ its human rights obligations. The former imposes on States a direct 
REOLJDWLRQ�ZKHUHDV�WKH�ODWWHU�JUDQWV�WKHP�WKH�RSWLRQ�RI�WKH�FKRLFH�RI�PHWKRGV�WKH\�FRXOG�HPSOR\�WR�IXO¿O�
human rights obligations. The only occasion when it might be argued that the IESCR impose a direct duty 
RQ�WKH�6WDWH�LV�ZKHQ�$UW���UHTXLUHV�WKDW�6WDWHV�DGRSW�D�µOHJLVODWLYH�PHDVXUHV¶��<HW�WKH�,&&35�WRR�UHTXLUHV�
States to take legislative measures in Art 2(2). Therefore, both covenants vest on States a duty to respect 
and ensure the rights enshrined in the covenants. However, ICESCR is less compelling and not as directly 
applicable as the ICCPR, which is much more demanding for the reasons stated above.

It follows that, if any of the covenants were to raise concerns about sovereignty it would be ICCPR, which 
WKH�86�KDV�UDWL¿HG��QRW�,&(6&5��&RXQWULHV�ZKR�PLJKW�EH�FRQFHUQHG�ZLWK�VRYHUHLJQW\�LQIULQJHPHQW�ZRXOG�
not have chosen to ratify a more legalised covenant and refrain from either acceding or ratifying a less 
LPSRVLQJ�RQH��)XUWKHUPRUH��WKH�,&&35�ZDV�DI¿[HG�ZLWK�WZR�H[WUD�RSWLRQDO�SURWRFROV��7KH�¿UVW�2SWLRQDO�
Protocol allows for individual complaints (Art 1) as opposed to State reports system that the ICESCR 
provided at the time of discussion (Art 19). However, in 2008 the General Assembly adopted an Optional 
Protocol to the ICESCR. It allows for individual complaints to the commission (Art 2). The protocol 
provides for international aid and funds (Art 14) – something that Optional Protocol to the ICCPR lacks. For 
this reason the issue of justiciability will not be considered any further.

7KHUHIRUH��LW�ZRXOG�QRW�EH�XQRUGLQDU\��WR�EHOLHYH�DV�.DQJ�VXJJHVWV�WKDW�VRFLDO�DQG�HFRQRPLF�ULJKWV�ZHUH�QRW�
as central as civil and political rights to the West.34 For example, after the invasion of Iraq in 2003, under 
the auspices of the US provisional authority, Paul Bremer passed a number of orders restructuring the Iraqi 
economy; Saddam Hussein’s restrictions on trade unions and collective bargaining remained untouched.35 
One of the dubious trade union laws is Resolution 150. It prohibits public sector workers from organising 
���6�/�.DQJ��µ7KH�8QVHWWOHG�5HODWLRQVKLS�RI�(FRQRPLF�DQG�6RFLDO�5LJKWV�DQG�WKH�:HVW��$�5HVSRQVH�WR�:KHODQ�DQG�'RQQHOO\¶�>����@�9RO�����
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in formations such as trade unions, and bars all public sector workers from going on strike.36 The English 
YHUVLRQ�SXEOLVKHG�LQ�WKH�2I¿FLDO�*D]HWWH�RI�WKH�5HSXEOLF�RI�,UDT�VWDWHV��

The provisions of the Labour Code, Act No. 150 (LS 1970 - Iraq 1, 1973 - Iraq 1A, 1B) and of the Law of 
Pension and Social Security for workers (No. 39 of 1971) shall be restricted to workers in the private, mixed 
and co-operatives sectors. Union organisations for workers and the jurisdiction of the labour courts shall also 
be restricted to those sectors.37

This act has attracted strong criticism from the International Labour Organisation because it is in breach of 
$UW��������D��RI�,&(6&5��µ7KH�ULJKW�RI�HYHU\RQH�WR�IRUP�WUDGH�XQLRQV�DQG�MRLQ�WKH�WUDGH�XQLRQ�RI�KLV�FKRLFH¶�
DQG�$UW�������E���µ7KH�ULJKW�WR�VWULNH�SURYLGHG�WKDW�LW�LV�H[HUFLVHG�LQ�FRQIRUPLW\�ZLWK�WKH�ODZV�RI�WKH�SDUWLFXODU�
country.’ So, a Western democracy as is the US would have considered the trade unions issue if socio-
HFRQRPLF�ULJKWV�ZHUH�FHQWUDO�WR�WKH�86�LGHRORJ\��HVSHFLDOO\�DV�,UDT�KDV�UDWL¿HG�WKH�,&(6&5�VLQFH������38

The political ideology of liberal democracies seems to have been a factor for determining what was 
FRQVLGHUHG�FHQWUDO�DQG�ZKDW�ZDV�QRW��7KH�SROLWLFDO�LGHRORJLHV�LQÀDPHG�GHEDWHV�WKDW�OHDG�WR�3ROLWLFDO�
(FRQRPLF�GHEDWHV��$�VRFLDOLVW�(DVW�IRFXVHG�RQ�VRFLR�HFRQRPLF�ULJKWV�DV�LW�¿WWHG�ZHOO�ZLWK�WKHLU�0DU[LVW�
ideology on the active role of the State – State interference should provide people with the enjoyment of 
fundamental economic entitlements.39 A capitalist West pressed for the recognition of its own liberal rights 
DQG�OLEHUWLHV�DV�LW�¿WWHG�ZLWK�WKH�IUHHGRPV�DQG�OLEHUWLHV�LGHD�±�OHVV�LQWHUIHUHQFH�E\�WKH�VWDWH�LQ�HYHU\GD\�OLIH��
These are the ideologies that dominated the Cold War.40 The political pressure and the ideological war that 
was taking place after 1945 between the capitalist West and the socialist East left its mark on IHR. They did 
not escape the contemporaneous ideological battle. The Political-Economic division is not a mere result of 
the capitalist-socialist rivalry. Its roots lay deep in the cultural conscience of the West, it has been argued. 

B.             A Western Domestic Jurisprudence?

Mutua’s second point is that most of the human rights regime ‘is derived from bodies of domestic 
jurisprudence developed over several centuries in the West.41 First it seems as if Mutua denounces IHR for 
EHLQJ�D�EUHHG�RI�DQ�LGHRORJ\�WKDW�ZDV�FXOWLYDWHG�LQ�FRQ¿QHG�:HVWHUQ�GRPHVWLF�FXVWRPV��2QH�ZRXOG�QRW�EH�
mistaken to think so. But this statement must not be taken out of its context. The author strives to emphasise 
how the Western customary moral norms and ideology takes centre stage in the international arena; he does 
QRW�GHQRXQFH�,+5�DV�VRPH�PDOLFLRXV�FUHDWLRQ�QRU�GRHV�KH�FRQVLGHU�SROLWLFDO�ULJKWV�WR�EH�IXWLOH�RU�¿FWLWLRXV��
On the contrary, he acknowledges their importance but criticises the manner with which Western countries 
DQG�HVSHFLDOO\�WKH�86�GRPLQDWHG�,+5�

The Universal Declaration of Human Rights laid the foundation for human rights movement; those ideas 
have been embraced by diverse peoples across the earth. That fact is undeniable... Those same people who 
have embraced that corpus also seek to contribute to it.42

For example, freedom of belief and freedom of expression (as recognised by ICCPR), are guaranteed by 
$UWLFOHV����±����RI�WKH�FRQVWLWXWLRQ�RI�7KH�3HRSOH¶V�5HSXEOLF�RI�&KLQD���������µ&LWL]HQV�RI�WKH�3HRSOH¶V�
Republic of China enjoy freedom of speech, of the press, of assembly, of association’; by Amendment I of 
���$QQXDO�6XUYH\�RI�9LRODWLRQV�RI�7UDGH�8QLRQV�5LJKWV����������KWWS���ZZZ�VXUYH\�LWXF�FVL�RUJ�!�DFFHVVHG�$SULO������
����,QWHUQDWLRQDO�/DERXU�2UJDQLVDWLRQ�,UDT��1$7/(;��KWWS����ZZZ�LOR�RUJ!�DFFHVVHG�$SULO������
���8QLWHG�1DWLRQV�7UHDW\�&ROOHFWLRQ����������KWWS����ZZZ�WUHDWLHV�XQ�RUJ�!DFFHVVHG�$SULO������
���+HQU\�-�6WHLQHU�DQG�$OVWRQ�3�*RRGPDQ��,QWHUQDWLRQDO�+XPDQ�5LJKWV�LQ�&RQWH[W�(3rd edn Ashford Colour Press Ltd 2007).
���6�/�.DQJ��µ7KH�8QVHWWOHG�5HODWLRQVKLS�RI�(FRQRPLF�DQG�6RFLDO�5LJKWV�DQG�WKH�:HVW��$�5HVSRQVH�WR�:KHODQ�DQG�'RQQHOO\¶�>����@�9RO�����
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7KH�%LOO�RI�5LJKWV�RI�86$���������µ&RQJUHVV�VKDOO�PDNH�QR�ODZ���SURKLELWLQJ�WKH�IUHH�H[HUFLVH�WKHUHRI��RU�
abridging the freedom of speech or of the press’; and by Art 19 of the constitution of India (as amended in 
�������µ$OO�FLWL]HQV�VKDOO�KDYH�WKH�ULJKW²�D��WR�IUHHGRP�RI�VSHHFK�DQG�H[SUHVVLRQ�¶�0DQ\�QDWLRQV�ZRUOGZLGH�
embraced The Declaration and many national constitutions have enshrined the principles of liberal 
democracies as essential and fundamental rights of people.

What Mutua argues therefore, is not that this domestic jurisprudence is unacceptable to non-Western 
countries, but rather, that Western domestic jurisprudence predominate IHR. Whether this is a result of 
the drafter’s Western education, as Mutua points out, or a mutual and a universal understanding of the 
fundamental freedoms and rights is debatable. Even though political rights such as the right to liberty43, 
right to life44 and right to free speech45�GHULYH�IURP�OLEHUDO�LGHRORJLHV�FKHULVKHG�E\�SKLORVRSKHUV�VXFK�DV�-RKQ�
/RFNH�DQG�-RKQ�5DZOV�HWF��ZKRVH�ZULWLQJV�KDYH�KDG�D�UHDO�LQÀXHQFH�RQ�:HVWHUQ�MXULVSUXGHQFH��WKH�LQFOXVLRQ�
of these rights in The Bill Of Rights is not necessarily a political tactic. Although human rights principles 
like freedom of belief, freedom of expression and right to liberty etc were developed by European and US 
thinkers, these rights are endorsed by the global community.

6R�IDU�WZR�SURSRVLWLRQV�ZHUH�FRQVLGHUHG��¿UVWO\��IRU�LWV�RZQ�SROLWLFDO�IHDUV�DQG�IRU�WKH�VDNH�RI�LWV�RZQ�
philosophical beliefs, the West succeeded in elevating the importance of civil and political rights to the 
detriment of socio-economic rights. Secondly, the fact that liberal values originated in capitalist market 
VRFLHWLHV�LV�QRW�LQ�LWVHOI�D�UHDVRQ�ZK\�WKH�FHQWUDO�HWKLFDO�SULQFLSOH�RI�OLEHUDOLVP�QHHG�RQO\�EH�FRQ¿QHG�WR�VXFK�
societies.46 Above it was shown that the so-called Western ideologies are embraced by many nations around 
WKH�JOREH��7KH�EHWWHU�RSLQLRQ�VHHPV�WR�EH�WKDW�,+5�UHÀHFW�WKH�JODUH�RI�:HVWHUQ�DQG�6RFLDOLVW�LGHRORJLHV��ZLWK�
the West having the upper hand. However, Western countries too, have shown regard for socio-economic 
rights expressed in the form of the Welfare State.

C. The Welfare State and International Cooperation.

Some Western countries have forged a warmer relationship with socio-economic rights. They developed 
a Welfare system guaranteeing access to many socio-economic rights such as the right to an adequate 
standard of living, adequate food, clothing and housing47�E\�EXLOGLQJ�SXEOLF�IXQGHG�KRXVHV�RU�ÀDWV�HWF��6RPH�
FRXQWULHV��OLNH�WKH�8.�EHJDQ�WR�GHYHORS�DV�D�ZHOIDUH�6WDWH�VLQFH�WKH�EHJLQQLQJ�RI�WKH���th century.48�7KH�8.�
SDVVHG�ODZV�VXFK�DV���1DWLRQDO�,QVXUDQFH��,QGXVWULDO�,QMXULHV��$FW�������49 which provided compensation for 
workers who were injured at work, National Health Service Act (1946)50 which facilitated access to health 
services and then to hospitals free of charge for the populace at large – a fact which is very true today. 

Other States, like the US, fell short of realising a welfare system. US welfare bills including the New Deal51 
ELOO�SURSRVHG�E\�3UHVLGHQW�7UXPDQ�IDLOHG�WR�PDWHULDOL]H�LQWR�ODZ��7KH�86�FRQJUHVV�UHIXVHG�WR�SDVV�WKH�ELOO�
which if it had been passed would have secured a minimum wage, would have improved the compensation 
system etc.52 Nonetheless, the existence of the welfare State is no conclusive evidence that socio-economic 
43  ICCPR, Art 9 (1) Part III 1976.
44  ICCPR, Art 6 (1) Part III 1976.
45  ICCPR, Art 19 (2) Part III 1976.
46 C B Macpherson, 7KH�/LIH�DQG�7LPHV�RI�/LEHUDO�'HPRFUDF\�(Oxford University Press 2012).
47 ICCPR, Art 11 Part III 1976.
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[2007] Vol. 29 Human Rights Quarterly 908.
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[2007] Vol. 29 Human Rights Quarterly 908.
50 Ibid
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rights are central to Western democracies. 

)RU�H[DPSOH��WKH�8.�UDWL¿HG�WKH�,&(6&5�LQ������53 The amount of public funding it allocates to welfare 
alters according to political ambitions or global circumstances (from approximately 6% of GDP in 2000 
to approximately 7% in 2010 but less than 7% in 2012)54�(YHQ�WKRXJK�WKH�8.�DOORFDWHV�D�FHUWDLQ�SRUWLRQ�
of its GDP to domestic welfare policies it lacks any socio-economic foreign policy that would improve the 
implementation of those rights worldwide. Sweden, on the other hand dedicates a portion of its GNP to 
SURPRWLQJ�JUHDWHU�HFRQRPLF�RSSRUWXQLWLHV�LQ�SRRU�FRXQWULHV��WKH�8.��WKH�86�DQG�RWKHU�SRZHUIXO�:HVWHUQ�
States have not made similar formal commitment.55 It appears that the existence of a welfare State in itself 
does not necessarily indicate that socio-economic rights are central to the West. The West and especially the 
US must engage in global policies, similar to the political commitments in Iraq (see above) to back up any 
claim.

Western involvement is crucial because many of the non-Western states who favour legalised socio-
economic rights are either Third World countries, where it is argued that economic progress has to 
EH�DWWDLQHG�DV�D�¿UVW�SULRULW\�56 or socialist countries that restrict their involvement within the socialist 
block. Many of the non-Western states lack the resources to embark on a global human rights promotion 
and protection schemes although they have included socio-economic rights in their regional conventions. 
Examples include African and South American countries. European States on the other hand have enacted 
WKH�(&+5��DQG�GLIIHUHQW�IURP�WKH�(XURSHDQ�6RFLDO�&KDUWHU��PDGH�WKH�UDWL¿FDWLRQ�RI�(&+5��H[FOXGLQJ�
protocols) a precondition to membership to the Council of Europe. Therefore, the absence of Western global 
cooperation has given rise to the downgrading of socio-economic rights. 

This issue was addressed at the Vienna World Conference (1993) by the UN committee on Economic, Social 
DQG�&XOWXUDO�5LJKWV�ZKLFK�VWDWHG�WKDW�

States and the international community as a whole continue to tolerate all too often breaches of economic, 
social and cultural rights which, if they occurred in relation to civil and political rights, would provoke 
expression of horror and outrage and would lead to concerted calls for immediate and remedial action... 
6XFK�PXWHG�UHVSRQVHV�DUH�IDFLOLWDWHG�E\�D�UHOXFWDQFH�WR�FKDUDFWHUL]H�WKH�SUREOHPV�WKDW�H[LVW�DV�JURVV�DQG�
massive denials of economic, social and cultural rights.57

The proposition, ‘if they occurred in relation to civil and political rights would provoke expression of 
horror’, refers not only to the global indifference as a whole, but also to Western powerhouses as a key 
player in global politics. Moreover, grieve is the parallel drawn between factual violation of socio-economic 
rights which provoke ‘expression of horror’ and hypothetical (‘if they occurred’) violation of civil and 
SROLWLFDO�ULJKWV��6XFK�KRUUL¿F�VRFLR�HFRQRPLF�YLRODWLRQV�PXVW�LQFOXGH�YLRODWLRQ�RI�SULPDU\�ULJKWV�VXFK�
as deprivation of health or food and water etc – the civil and political equivalent of the right to life or to 
IUHHGRP�HWF��IRU�WKH�SURWHFWLRQ�RI�ZKLFK�WKH�:HVW�KDV�HQJDJHG�LQ�DUPHG�FRQÀLFWV��

Consequently, although some Western countries have developed Welfare States, there is lack of global 
cooperation. IHR not only rely on State cooperation but they also seem to have been drafted in such a 
manner that utilises the elevation of Western ideologies to the detriment of the rest of the world. In this light 

Human Rights Quarterly 1006.
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WKH�DVVHUWLRQ�WKDW�,+5�DUH�VHO¿VK�WRZDUGV�VRFLR�HFRQRPLF�ULJKWV�DQG�LQ�WKH�EURDGHU�VHQVH�WRZDUGV�WKH�1RQ�
Western world would not be unfounded. 

Conclusions

From the outset, this discussion focused on dealing with the legal character of IHR comprising of treaties, 
covenants etc. It was necessary to distinguish between IHR’s formal intentions and its practical consequences. 
As a formal document IHR must be interpreted by reference to the contents of documents comprising IHR. 
)RUPDOO\��,+5�FDQQRW�EH�FRPSUHKHQGHG�DV�VHO¿VK��,W�LV�VWLSXODWHG�LQ�7KH�%LOO�RI�5LJKWV��DQG�RWKHU�KXPDQ�ULJKWV�
related document, that the purpose for their enactment is the protection of human rights. In the formal sense, 
WKH�LQWHUHVWV�RI�,+5�DUH�LQWULQVLF�ZLWK�WKH�LQWHUHVWV�RI�SHRSOH��)RUPDOO\�,+5�DUH�LQFDSDEOH�RI�EHLQJ�VHO¿VK��
3UDFWLFDOO\�WKH\�DUH�FDSDEOH�RI�EHLQJ�VHO¿VK��EXW�PHWDSKRULFDOO\�DQG�LQGLUHFWO\��7KXV��,+5�FDQ�SRWHQWLDOO\�EH�
VHO¿VK��EXW�LQ�HIIHFW�� LI� WKH\�ZHUH�VHO¿VK��FROORTXLDOO\��� WKH\�ZRXOG�EH�IDFLOLWDWLQJ�WKH�EHQH¿W�RI�RQH�VHW�RI�
LQWHUHVWV�WR�WKH�GHWULPHQW�RI�DQRWKHU�RWKHUV�

:LWK�UHIHUHQFH�WR�WKH�GLVWLQFWLRQ�GUDZQ�EHWZHHQ�IRUPDO�,+5�DQG�SUDFWLFDO�,+5��DQG�EDVHG�RQ�WKH�GH¿QLWLRQ�RI�
³VHO¿VK´�DOEHLW�,+5�VHHN�WR�EDODQFH�LQGLYLGXDOV¶�ULJKWV�DJDLQVW�EURDGHU�QDWLRQDO�RU�JHQHUDO�VHFXULW\�LQWHUHVWV�
IHR rely absolutely on States in order for human rights interests to be upheld. Furthermore, although as a 
global legal authority IHR ought to be representative of global human rights interests, Western ideologies 
dominate the IHR arena. The better opinion then seems to be that IHR may, in the practical sense, be regarded 
DV�VHO¿VK�WRZDUGV�LQGLYLGXDO�ULJKWV�DQG�QRQ�:HVWHUQ�LQWHUHVWV��EHFDXVH�LQ�RQH�ZD\�RU�DQRWKHU�SHRSOH�DUH�DW�
the mercy of the will of a more powerful body. However, this conclusion may change as rights evolve and 
perspectives on ratios created under IHR change.
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Abstract

7KLV�DUWLFOH�SUHVHQWV�D�GLVFXVVLRQ�RI�ZKHWKHU�WKH�8QLWHG�.LQJGRP�SRVVHVVHV�D�µJRRG�WD[�V\VWHP¶��7KHUH�ZLOO�
EH�SDUWLFXODU�IRFXV�RQ�WKH�VLGH�RI�SURJUHVVLYH�WD[DWLRQ��JLYHQ�-�6��0LOO¶V�FRQWULEXWLRQ�WR�WKLV�DUHD��7KH�EDVHV�
RI�WKH�DQDO\VLV�ZLOO�EH�SURYLGHG�E\�$GDP�6PLWK¶V�FULWHULD�IRU�D�µJRRG�WD[�V\VWHP¶�DQG�WKH�SULQFLSOHV�VWDWHG�LQ�
WKH�0HDGH�&RPPLWWHH�5HSRUW�RI������

Introduction

Taxation, being “the appropriation of property by the state (otherwise than as punishment) for the purpose of 
paying for government”1��LV�RQH�RI�WKH�IXQGDPHQWDO�FRPSRQHQWV�RI�D�VWDWH¶V�¿VFDO�EDVH�DQG�ODUJHO\�LQÀXHQFHV�
the development of the economy and the choices that we, as a society, make on a day-to-day basis; whether 
directly or indirectly. The widely-accepted criteria for a good tax system stem from Adam Smith’s popular 
publication2 concerning what is now commonly referred to amongst academics as the “Canons of Taxation”3, 
in 1776. However, there is dispute as to the relevance of these 18th-Century principles in the present day. 
It could be argued that more weight should be given to the modern principles of taxation presented in the 
Meade Committee Report4 (MCR) of 1978. Nevertheless, it must be noted that neither of these criteria 
are conclusive or exhaustive in nature, and there are other matters which must be taken into account in 
GHWHUPLQLQJ�WKH�H[WHQW�WR�ZKLFK�WKH�8.�WD[�V\VWHP�FRQIRUPV�WR�WKH�WUDGLWLRQDO�WHPSODWH�RI�D�³JRRG�WD[�
system”, and in deciding whether any change would be feasible or desirable. Each of these, amongst other 
issues, shall be considered in turn.
In this article the following issues shall be considered. First, there will be a consideration of the scope and 
FRQWHQW�RI�$GDP�6PLWK¶V�&DQRQV��UHIHUHQFH�WR�-�6��0LOO¶V�YLHZV�RQ�SURJUHVVLYH�WD[DWLRQ5, and some attention 
WR�WKH�H[WHQW�WR�ZKLFK�WKH�8QLWHG�.LQJGRP�PHHWV�WKHVH�WUDGLWLRQDO�YLHZV��6HFRQGO\��DWWHQWLRQ�ZLOO�EH�JLYHQ�WR�
the criteria voiced in the MCR, as well as an examination of the policy reasons for expressing each of these 
SULQFLSOHV��DQG�WKH�ZLGHU�VLJQL¿FDQFH�RI�WKHP��)LQDOO\��IRFXV�ZLOO�EH�JLYHQ�WR�WKH�DUJXPHQW�WKDW�QRW�HQRXJK�
attention is paid to the issues of tax evasion and avoidance, which seem to stem directly from a failure to 
keep compliance costs, a part of one criterion of the MCR, to as low a level as possible. 

The Traditional Viewpoint: Adam Smith and J.S. Mill

As mentioned above, the original criteria for a “good tax system” stem from Adam Smith’s Canons of 
7D[DWLRQ��SXEOLVKHG�LQ�������7KH�IRXU�FULWHULD�DUH�DV�IROORZV�

��� The subjects of every state ought to contribute towards the support of the government as nearly as 
possible, in proportion to their respective abilities.

��� The tax which each individual is bound to pay ought to be certain, and not arbitrary.
��� Every tax ought to be levied at the time, or in the manner which it is most likely to be convenient for 

the contributor to pay it.
��� Every tax ought to be so contrived as both to take out and to keep out of the pockets of the people as 

little as possible, over and above what it brings into the public treasury of the state.
Pope has summarised these “underlying features of a good tax system”6�DV��(TXDOLW\��&HUWDLQW\��
&RQYHQLHQFH�RI�SD\PHQW��(FRQRP\�LQ�FROOHFWLRQ��,Q�WKH�8QLWHG�.LQJGRP��LW�ZRXOG�DSSHDU�WKDW�WKHVH�
RULJLQDO�FULWHULD�DUH�ODUJHO\�VDWLV¿HG��,Q�WHUPV�RI�HTXDOLW\��WKH�SURJUHVVLYH�IRUP�RI�LQFRPH�WD[DWLRQ�LQ�WKLV�
FRXQWU\�DOORZV�WKLV�FULWHULRQ�WR�EH�VDWLV¿HG��%\�FRQWUDVW��HTXLW\�VXJJHVWV�WKDW�WKH�ÀDW�WD[�UDWH�HPSOR\HG�LQ�
WKH�LVODQG�RI�-HUVH\��IRU�H[DPSOH��GRHV�QRW�IXO¿O�WKLV�SULQFLSOH��,Q�WHUPV�RI�FHUWDLQW\��WKH�IDFW�WKDW�WKH�IXOO�OLVW�
1 Ann Mumford expressed this view to a number of students during a lecture at 4XHHQ�0DU\��8QLYHUVLW\�RI�/RQGRQ in September 2012.
2 Adam Smith, $Q�,QTXLU\�LQWR�WKH�1DWXUH�DQG�&DXVHV�RI�WKH�:HDOWK�RI�1DWLRQV��9ROXPH�9��¿UVW�SXEOLVKHG�������/RQGRQ��0HWKXHQ�	�&R���/WG��
1904) V.2.24
��0DXULFH�3DUU\�:LQJ¿HOG��µ7KH�&KLFNHQ�RU�WKH�(JJ¶�>����@�%�7�5�����
��-DPHV�(GZDUG�0HDGH��DQG�RWKHUV���7KH�6WUXFWXUH�DQG�5HIRUP�RI�'LUHFW�7D[DWLRQ��$OOHQ�	�8QZLQ����������
��-RKQ�6WXDUW�0LOO��3ULQFLSOHV�RI�3ROLWLFDO�(FRQRP\�ZLWK�VRPH�RI�WKHLU�DSSOLFDWLRQV�WR�VRFLDO�SKLORVRSK\��9ROXPH�,,��'��$SSOHWRQ�	�&R���������
99, 401
��-HII�3RSH�DQG�0DUJDUHW�0F.HUFKDU��µ8QGHUVWDQGLQJ�7D[�0RUDOH�DQG�LWV�(IIHFW�RQ�,QGLYLGXDO�7D[SD\HU�&RPSOLDQFH¶�>����@�%�7�5�����
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RI�WD[HV��DQG�WKHLU�EUHDNGRZQ��LV�DYDLODEOH�YLD�WKH�+05&�ZHEVLWH�VDWLV¿HV�WKLV�UHTXLUHPHQW��)XUWKHUPRUH��
this suggests a high degree of transparency and public responsibility – “the authorities being accountable 
to the electorate at large”7; this is a matter which some believe is “one of the major attributes of a good tax 
system”8��:LWK�WKH�H[LVWHQFH�RI�WKH�3$<(�V\VWHP�LQ�WKH�8QLWHG�.LQJGRP��LW�ZRXOG�DSSHDU�WR�IROORZ�QDWXUDOO\�
WKDW�WKH�8.�VFRUHV�KLJKO\�LQ�WKH�¿QDO�WZR�FULWHULD��DV�RSSRVHG�WR�WKH�8QLWHG�6WDWHV��IRU�H[DPSOH��ZKR�GR�
QRW�WD[�DW�VRXUFH��OHDGLQJ�WR�FLWL]HQV�VSHQGLQJ�D�ODUJH�DPRXQW�RI�WLPH�DQG�HIIRUW�FDOFXODWLQJ�KRZ�PXFK�WKH\�
owe in tax. This latter practice shifts the burden of responsibility from the tax system to the taxpayer, which 
appears undesirable. 3ULPD�facie, it can be inferred that, according to the 18th�&HQWXU\�FULWHULD��WKH�8.�KDV�D�
“good tax system”.. 
However, the form of taxation employed in terms of income is progressive in nature. The “necessary evil” of 
progressive taxation has been described by Mill as “in fact, a graduated robbery”9. This appears to suggest 
that there is scope for improvement in this area. Nevertheless despite the perceived “small justice” in its 
H[LVWHQFH��WKH�IDFW�WKDW�WKH�YDVW�PDMRULW\�RI�FLWL]HQV�SD\�LW�ZLWKRXW�FRPSODLQW�LQGLFDWHV�WKDW�LW�LV�DFFHSWHG�DV�
fair and necessary to achieve the “more equitable society”10 that Mill was striving for. 

Meade Committee Report: Overview

The Meade Committee, in their 1976 publication, ‘7KH�&KDUDFWHULVWLFV�RI�D�*RRG�7D[�6WUXFWXUH’11, suggested 
VL[�PRGHUQ�SULQFLSOHV�IRU�GHWHUPLQLQJ�ZKDW��LQ�IDFW��D�³JRRG�WD[�V\VWHP´�LV��7KHVH�DUH�DV�IROORZV�

��� ,QFHQWLYHV�DQG�HFRQRPLF�HI¿FLHQF\
��� Distributional Effects
��� International aspects
��� Simplicity and costs of administration and compliance
��� Flexibility and stability
��� Transitional problems

,Q�RUGHU�WR�DVFHUWDLQ�ZKHWKHU�WKH�8.¶V�WD[�V\VWHP�LV�D�³JRRG´�RQH�DFFRUGLQJ�WR�PRGHUQ�FULWHULD��LW�LV�
necessary to discuss the scope and importance of each of these “modern” principles, and evaluate their 
relevance in the 21st century.

,QFHQWLYHV�DQG�(FRQRPLF�(I¿FLHQF\
7KH�SULQFLSOH�RI�HFRQRPLF�HI¿FLHQF\��RU�QHXWUDOLW\12��VLPSO\�UHIHUV�WR�WKH�H[WHQW�WR�ZKLFK�D�WD[�LQÀXHQFHV�RXU�
choices; distortion should be kept to a minimum. “A tax is neutral if it avoids distortions of the market”13. 
The MCR suggests that a tax has the potential to cause various substitution effects on the economy. Many 
workers at the top of a tax bracket will merely take up more leisure time and work less rather than being 
taxed in the next tax bracket. The diagram below, referred to as ‘The Laffer curve’, analyses the effects.

��-DPHV�(GZDUG�0HDGH��DQG�RWKHUV���7KH�6WUXFWXUH�DQG�5HIRUP�RI�'LUHFW�7D[DWLRQ��$OOHQ�	�8QZLQ����������
��-RVHSK�6WLJOLW]��-RVHSK�6WLJOLW]�DQG�WKH�:RUOG�%DQN��7KH�5HEHO�:LWKLQ��¿UVW�SXEOLVKHG�������$QWKHP�3UHVV����������
��-RKQ�6WXDUW�0LOO��3ULQFLSOHV�RI�3ROLWLFDO�(FRQRP\�ZLWK�VRPH�RI�WKHLU�DSSOLFDWLRQV�WR�VRFLDO�SKLORVRSK\��9ROXPH�,,��'��$SSOHWRQ�	�&R���������
99, 401
10 Takuo Dome, 7KH�3ROLWLFDO�(FRQRP\�RI�3XEOLF�)LQDQFH�LQ�%ULWDLQ������������¿UVW�SXEOLVKHG�������5RXWOHGJH����������
���-DPHV�(GZDUG�0HDGH��DQG�RWKHUV���7KH�6WUXFWXUH�DQG�5HIRUP�RI�'LUHFW�7D[DWLRQ��$OOHQ�	�8QZLQ����������
���*URYHV����������1DWLRQDO�7D[�-�����%UDFHZHOO�0LOQHV�>����@�%�7�5�����
���-RKQ�7LOH\��5HYHQXH�/DZ��,QWURGXFWLRQ�WR�8.�7D[�/DZ��,QFRPH�7D[��&DSLWDO�*DLQV�7D[��,QKHULWDQFH�7D[��¿UVW�SXEOLVKHG�������+DUW�
Publishing 2012) 11
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Taking the current £0 - £34370 tax bracket as an example, a worker reaching annual earnings of £34,370 – 
WD[HG�DW�WKH�EDVLF�UDWH�RI�����LQ�WKH�8.�±�ZRXOG��UDWKHU�WKDQ�DFFHSWLQJ�D�SURPRWLRQ�RU�ZRUNLQJ�PRUH�KRXUV��
be more inclined to work at the same wage rate and take more leisure time, as opposed to being taxed at the 
higher rate of 40%.
,Q�WHUPV�RI�VSHFL¿F�JRRGV��WKH�³QRZ�GHIXQFW´14 motor vehicle tax sometimes led to customers not buying 
a vehicle. An example of an indirect choice distortion arose during the government’s “Vehicle Scrappage 
Scheme” of 2009. Manufacturers were allowed to offset the amount of output tax on the sale of a car by the 
amount of VAT paid when scrapping a car. Although this may not have been the manufacturer’s primary 
concern, the tax breaks associated with participating in this scheme leading to the alleviation of the output 
tax may have subconsciously enticed them to participate. 
However, it must be noted that a system may consciously choose to distort people’s choices. An illustration 
of this occurrence is the Congestion Charge, employed to discourage road users from driving in Inner 
London during the week. The principle of neutrality simply asserts that all distortions should be conscious 
DQG�VR�VXEMHFW�WR�MXVWL¿FDWLRQ�WKURXJK�WKH�SROLWLFDO�SURFHVV�15

Distributional Effects

Any system of taxes is bound to have distributional effects.16 A good tax system must be judged according 
WR�KRUL]RQWDO�HTXLW\��RU�V\PPHWU\��DV�ZHOO�DV�YHUWLFDO�GLVWULEXWLRQ��+RUL]RQWDO�HTXLW\�VLPSO\�VXJJHVWV�WKDW�
two people earning the same amount should be taxed the same amount. Although this form of symmetry is 
“not a natural state of affairs”17, Tiley opines that its “absence… may create opportunities for arbitrage”18. 
14 Ibid.
���-RKQ�7LOH\��5HYHQXH�/DZ��,QWURGXFWLRQ�WR�8.�7D[�/DZ��,QFRPH�7D[��&DSLWDO�*DLQV�7D[��,QKHULWDQFH�7D[��¿UVW�SXEOLVKHG�������+DUW�
Publishing 2012) 12
���-DPHV�(GZDUG�0HDGH��DQG�RWKHUV���7KH�6WUXFWXUH�DQG�5HIRUP�RI�'LUHFW�7D[DWLRQ��$OOHQ�	�8QZLQ����������
���-RKQ�7LOH\��5HYHQXH�/DZ��,QWURGXFWLRQ�WR�8.�7D[�/DZ��,QFRPH�7D[��&DSLWDO�*DLQV�7D[��,QKHULWDQFH�7D[��¿UVW�SXEOLVKHG�������+DUW�
Publishing 2012) 14
18 Ibid., 13
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Adam Smith is not the only academic to have recognised the need to avoid arbitrage. Further, Tiley19 regards 
equity as important for two reasons. Firstly, because the moral view is that it is right and proper; in the same 
way that equality before the law is regarded as right and proper. Secondly, due to the pragmatic view that if a 
system is believed to be fair and equal, taxpayers will be more willing to comply with it. 
In terms of pragmatism, the traditional adage “an old tax is a good tax”20 is also of relevance. Any 
introduction of a new tax which treats people differently according to how much money they make will be 
seen as inequitable until it becomes established; it may follow that ‘a new tax is an unfair tax’ and there 
is likely to be relatively low compliance until it becomes widely accepted. This may explain the rationale 
behind the recent rejection of George Osborn (the Chancellor of the Exchequer)’s mansion tax; a tax that 
would increase in accordance with a higher value of property. These points demonstrate the reasoning 
behind the inclusion of this principle.
+RZHYHU��LW�PXVW�EH�VWDWHG�WKDW�WKHUH�ZLOO�LQHYLWDEO\�EH�D�FODVK�EHWZHHQ�HFRQRPLF�HI¿FLHQF\��ZKLFK�
requires low marginal tax rates, and vertical distribution which requires high average tax rates on the 
rich21. Nevertheless, it could be argued that it is unlikely that this clash is still as relevant today. At the time 
of writing the report, Margaret Thatcher’s conservative government was in power, and there was more 
inequality in society. Furthermore, this criterion will not have been in favour with economists, who may 
view redistribution as unnatural and contrary to the usual free market forces. 

International Aspects

³>7@KH�PRUH�LQWLPDWH�DQG�IUHH�DUH�WKH�LQWHUQDWLRQDO�HFRQRPLF�DQG�¿QDQFLDO�UHODWLRQVKLSV��WKH�PRUH�
important it becomes for national governments concerned not to get too far out of step in their general 
¿VFDO�V\VWHPV´22. This characteristic merely suggests that respect and attention has to be had to the wider 
international implications of tax decisions, as opposed to legislating purely intrinsically. 
If a country that conducts in international trading does not take international aspects into account, there may 
be negative effects on their economy. There is evidence that complexity and uncertainty in the tax systems 
of new states joining the European Union (EU) have had marked deterrent effects on attracting foreign direct 
investment23, a form of investment which tends to improve a country’s GDP (Gross Domestic Product). With 
the increasing economic integration of the EU towards a fully single market, and the increasing number of 
member states within its scope, the importance of an internationally-based mind-set has become even more 
relevant for tax lawyers and accountants of late.

Flexibility and Stability

7KH�0&5�EHOLHYHG�WKDW�D�³JRRG�WD[�V\VWHP´�VKRXOG�EH�ÀH[LEOH�IRU�WZR�SXUSRVHV��)RU�HFRQRPLF�UHDVRQV��WKH�
XVH�RI�¿VFDO�SROLF\��LQ�DGGLWLRQ�WR�PRQHWDU\�SROLF\��LV�HVVHQWLDO�IRU�VWLPXODWLRQ�RI�WKH�8.¶V�QDWLRQDO�HFRQRP\��
the tax system has to be able to adjust in accordance with the economic cycle. Secondly, for political 
reasons, there must be a possibility of changes of emphasis in economic policy as one government succeeds 
DQRWKHU��7KH�8.�JRYHUQPHQW¶V�ZLVK�WR�WDNH�DGYDQWDJH�RI�LPSURYLQJ�HFRQRPLF�FRQGLWLRQV�DQG�EHFRPH�WKH�
most competitive tax system in the G20 will only be achievable if our tax system can adapt in time; before 
WKH�FRQGLWLRQV�EHFRPH�OHVV�IDYRXUDEOH�DJDLQ��7KLV�ÀH[LELOLW\�PXVW�EH�RIIVHW�DJDLQVW�WKH�QHHG�IRU�VWDELOLW\��
there will always be a clash between these two matters in any matter to be determined by political discourse. 

Transitional Problems

This characteristic refers to the ease with which any proposed changes to the tax system could be 
implemented24. If the potential costs of change outweigh the potential gains, it is unlikely that it will be 
19 Ibid., 11
20 Trevor Baldwin, ‘Taxation Compliance Costs – Implications for the Small Business’ [1989] B.T.R. 328
���-DPHV�(GZDUG�0HDGH��DQG�RWKHUV���7KH�6WUXFWXUH�DQG�5HIRUP�RI�'LUHFW�7D[DWLRQ��$OOHQ�	�8QZLQ����������
22 Ibid., 17
23 Edmiston, et al (2003) 24 Fiscal Studies 341-60
���-DPHV�(GZDUG�0HDGH��DQG�RWKHUV���7KH�6WUXFWXUH�DQG�5HIRUP�RI�'LUHFW�7D[DWLRQ��$OOHQ�	�8QZLQ����������
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very logical to make these alterations. There will also be debate as to whether these changes should be 
implemented gradually or via a major upheaval. This characteristic may discourage a government from 
PDNLQJ�DQ\�FKDQJH�ZKDWVRHYHU��DQG�WKHUHIRUH�LW�FRXOG�EH�DUJXHG�WKDW�WKLV�LV�WKH�PRVW�VLJQL¿FDQW�DVSHFW��

Simplicity and Costs of Administration and Compliance

“A good tax system should… be coherent, simple and straightforward”25. This is said to be achieved via 
low costs of administration and compliance. Administrative costs refer to the costs suffered by the HMRC 
in collecting taxes and managing the tax system. Compliance costs refer to the costs suffered – usually by 
businesses – in working out how much is owed in tax. The reason why I am considering the fourth principle 
last is due to my belief that far more attention should be paid to compliance costs.
In terms of administrative costs, a survey completed in 2010 titled ‘7D[�$GPLQLVWUDWLRQ�LQ�2(&'’26 
GLVFRYHUHG�WKDW�DGPLQLVWUDWLYH�FRVWV�LQ�WKH�8.�DUH�RQO\����S�ORZHU�WKDQ�LQ�������7KLV�FDOOV�IRU�FRQFHUQ��
considering conscious effort has been made to lower administrative costs as they are believed to be too high. 
7KH�PRVW�OLNHO\�ZD\�WKDW�WKLV�ZLOO�EH�DFKLHYHG�LQ�WKH�8.�LV�YLD�D�VLPSOL¿FDWLRQ�RI�WKH�3$<(�V\VWHP��\HW��WKLV�
ZLOO�RQO\�EH�DFKLHYHG�E\�SXWWLQJ�PRUH�PRQH\�LQWR�WKH�V\VWHP��HLWKHU�YLD�DQ�LQFUHDVH�LQ�WKH�EXGJHW�GH¿FLW�RU��
controversially, via an increase in taxation. 
However, surveys have shown that the costs of compliance have recently been several times higher than 
administrative costs27. Compliance costs are regressive and create resentment28; they are the primary concern 
and should always be less than administrative costs as they fall hard on small businesses. The rationale for 
administrative costs traditionally being focussed on was described in the report as follows29�

��� Administrative costs are met from taxation, whereas compliance costs fall on the private taxpayer 
and can, therefore, be markedly regressive.

��� Compliance costs are more likely to be resented by taxpayers.
��� Administrative costs are easier to ascertain and more open to public scrutiny.

1HYHUWKHOHVV��WKH�LVVXH�RI�UHVHQWPHQW�LV�D�VLJQL¿FDQW�RQH��DQG�VRPH�FULWLFV�EHOLHYH�WKDW�LW�LV�HQRXJK�UHDVRQ�
to give more attention to keeping compliance costs down. “If one employs an accountant to prove to the 
Revenue that no capital gains tax is due, should one be glad to have a nil tax liability, or cross because 
one has had to pay to establish it”30"�³$OWHUQDWLYHO\��VRPHRQH�ZKR�LV�DERXW�WR�GHFLGH�ZKHWKHU�WR�VHW�XS�
KLV�RZQ�EXVLQHVV��RU�DFFHSW�D�VDODULHG�SRVLWLRQ�LQ�D�ELJ�FRPSDQ\��PD\�OHW�KLV�FKRLFH�EH�LQÀXHQFHG�E\�WKH�
consideration that in the former case his costs of tax compliance… are likely to be higher”31. A regular 
occurrence of this hypothetical may, as well as distorting our choices, lead to adverse effects on the economy 
as a result of the loss of potential increased competition between businesses. 

Tax Avoidance and Evasion

The largest adverse effect to the economy which could be said to stem from high compliance costs comes in 
the form of tax avoidance and evasion. A tax “must be acceptable to the public”32; otherwise people simply 
will not comply with it. High compliance costs can lead to an occurrence of both of these issues, and their 
existence, may cause an otherwise “good tax system” to be entirely compromised.
There is a difference between tax avoidance and tax evasion. Tax evasion is illegal and refers to a failure to 
pay a tax at all when it is due. Tax avoidance is legal, and refers to exploiting loopholes in the tax system; 
25 Ibid., 18
���)RUXP�RQ�7D[�$GPLQLVWUDWLRQ�µ7D[�$GPLQLVWUDWLRQ�LQ�2(&'�FRXQWULHV�DQG�VHOHFWHG�1RQ�2(&'�FRXQWULHV��&RPSDUDWLYH�,QIRUPDWLRQ�6HULHV¶�
�&HQWUH�IRU�7D[�3ROLF\�DQG�$GPLQLVWUDWLRQ����0DUFK��������KWWS���ZZZ�RHFG�RUJ�FWS�WD[DGPLQLVWUDWLRQ����������SGI!�DFFHVVHG���)HEUXDU\�����
���&KULV�(YDQV�µ&RXQWLQJ�WKH�FRVWV�RI�WD[DWLRQ��DQ�H[SORUDWLRQ�RI�UHFHQW�GHYHORSPHQWV¶��,QVWLWXWH�IRU�)LQDQFLDO�6WXGLHV���ZZZ�LIV�RUJ�XN�
PLUUOHHVUHYLHZ�UHSRUWV�HYDQVBOVH�GRF!�DFFHVVHG���)HEUXDU\�������&HGULF�6DQGIRUG��HG���7D[�&RPSOLDQFH�&RVWV�0HDVXUHPHQW�DQG�3ROLF\ (Fiscal 
Publications, 1995) 
28 Ibid.
���-DPHV�(GZDUG�0HDGH��DQG�RWKHUV���7KH�6WUXFWXUH�DQG�5HIRUP�RI�'LUHFW�7D[DWLRQ��$OOHQ�	�8QZLQ����������
���-RKQ�7LOH\��5HYHQXH�/DZ��,QWURGXFWLRQ�WR�8.�7D[�/DZ��,QFRPH�7D[��&DSLWDO�*DLQV�7D[��,QKHULWDQFH�7D[��¿UVW�SXEOLVKHG�������+DUW�
Publishing 2012) 13
���$JQDU�6DQGPR��µ7KH�WKHRU\�RI�WD[�HYDVLRQ��D�UHWURVSHFWLYH�YLHZ¶�>����@���1DWLRQDO�7D[�
32� �-DPHV�(GZDUG�0HDGH��DQG�RWKHUV���7KH�6WUXFWXUH�DQG�5HIRUP�RI�'LUHFW�7D[DWLRQ��$OOHQ�	�8QZLQ����������
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SHUKDSV�E\�GLVJXLVLQJ�LQFRPH�DV�FDSLWDO��0DQ\�SHRSOH�KDYH�GLI¿FXOWLHV�LQ�VHHLQJ�WKH�GLIIHUHQFH�EHWZHHQ�
evasion and avoidance from a moral point of view33. The prevalence of tax evasion may depend upon the 
individual taxpayer’s perception of others; the more widespread evasion is, the more socially acceptable it 
may become. There is a very real possibility that a good tax system could fail merely due to the popularity of 
tax evasion stemming from high compliance costs. 

Conclusion

,Q�FRQFOXVLRQ��WKH�FULWHULD�IRU�D�JRRG�WD[�V\VWHP�KDYH�QRW�FKDQJHG�WRR�VLJQL¿FDQWO\�VLQFH�WKH�LQFHSWLRQ�RI�
$GDP�6PLWK¶V�&DQRQV�RI�WD[DWLRQ��7KH�8QLWHG�.LQJGRP�KHDYLO\�VDWLV¿HV�WKHVH�LQLWLDO�FULWHULD��+RZHYHU��
the MCR has developed modern principles from these original canons, taking into account changes in the 
economy, including the need to take into account international aspects. As stated in the much-referred-to 
0HDGH�&RPPLWWHH�5HSRUW��LW�PXVW�EH�QRWHG�WKDW�ZKHUH�WKHVH�YDULRXV�FKDUDFWHULVWLFV�FRQÀLFW��LW�LV�DQ�HVVHQWLDO�
function of the political process to determine how much weight to give to each of them. In my view, for a tax 
system to succeed, more attention must be given to alleviating compliance costs, in order to tackle the often-
neglected, yet important, issues of tax evasion and tax avoidance.

33� �$JQDU�6DQGPR��µ7KH�WKHRU\�RI�WD[�HYDVLRQ��D�UHWURVSHFWLYH�YLHZ¶�>����@���1DWLRQDO�7D[�-
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Introduction

7KH�QRWLRQ�RI�IXQGDPHQWDO�KXPDQ�ULJKWV�ZDV�¿UVW�HQXQFLDWHG�RQ�DQ�LQWHUQDWLRQDO�VFDOH�LQ�WKH������8QLWHG�1D-
tions Universal Declaration of Human Rights, followed by the 1950 adoption of the Convention for Protection 
of Human Rights and Fundamental Freedoms.1�$W�¿UVW�JODQFH��WKH�OLQN�EHWZHHQ�WD[DWLRQ�DQG�VXFK�ULJKWV�LV�
not as explicit and obvious as is the case in the realm of other branches of law.2 However, a deeper examina-
tion would inevitably lead one to notice ‘une ambivalence inhérente à la relation entre l’impôt et les droits de 
l’homme’.3

Maltese legislation embodies the fundamental freedoms found in the ECHR on a number of levels. Firstly, the 
Maltese Constitution4 in Articles 32 – 47 incorporates a number of fundamental and inalienable rights. These 
include the right to property,5 the right to protection from inhuman and degrading treatment,6 the right to pro-
tection from forced labour,7 the right to liberty and security of person,8 the right to a fair hearing,9 the right to 
private and family life,10 the right to freedom of association,11 the right to an effective remedy12 and the right 
to protection from discrimination.13 Such rights may be invoked and enforced via the two mechanisms set out 
in Article 46 of the Constitution, namely the reference procedure14 or the application procedure.15 

On a second and overlapping tier, there is the protection of such rights on a European level.16�7KURXJK�$FW�;,9�
of 1987 which enacted the European Convention Act,17 the Maltese legislator transposed the provisions of the 
ECHR into Maltese legislation, which are now found in the abovementioned articles of the Constitution. Fur-
thermore, due to Malta’s membership of the European Union (hereinafter ‘EU’), the Charter of Fundamental 
Human Rights18 is also part of Maltese law, due to it having the same force of law as any other EU Treaty with 
WKH������UDWL¿FDWLRQ�RI�WKH�/LVERQ�7UHDW\�
  
John Geranzi Limited v Commissioner of Inland Revenue: Background

1 Now known as the European Convention on Human Rights (hereinafter ‘ECHR’), amended last by Protocol number 14 which entered into 
IRUFH�RQ���-XQH�������7KH�IXOO�WH[W�LV�DYDLODEOH�DW��KWWS���ZZZ�HFKU�FRH�LQW�15�UGRQO\UHV�'�&&��$��'&��������%�����&�������'�$���&RQ-
YHQWLRQB(1*�SGI!���
��6XFK�DV�LQ�WKH�¿HOG�RI�FULPLQDO�ODZ�IRU�H[DPSOH��
3 ‘An inherent ambivalence between taxation and human rights.’ Eric Allen Engle, +XPDQ�5LJKWV�DQG�7D[DWLRQ��/HV�'URLWV�GH�O¶+RPPH�HW�O¶,P-
SRW��(22 September 2008) <KWWS���SDSHUV�VVUQ�FRP�VRO��SDSHUV�FIP"DEVWUDFWBLG �������!��
���KWWS���ZZZ�MXVWLFHVHUYLFHV�JRY�PW�'RZQORDG'RFXPHQW�DVS["DSS ORP	LWHPLG ����	O �!��
5 Art 1 of the First Protocol of the ECHR (n 1). 
6 Art 3 of the First Protocol of the ECHR (n 1). 
7 Art 4 of the First Protocol of the ECHR (n 1). 
8 Art 5 of the First Protocol of the ECHR (n 1). 
9 Art 6 of the First Protocol of the ECHR (n 1). 
10 Art 8 of the First Protocol of the ECHR (n 1). 
11 Art 11 of the First Protocol of the ECHR (n 1).
12 Art 13 of the First Protocol of the ECHR (n 1).
13 Art 14 of the First Protocol of the ECHR (n 1).
���$V�SHU�DUW��������RI�WKH�&RQVWLWXWLRQ�RI�0DOWD��

If in any proceedings in any court other than the Civil Court, First Hall, or the Constitutional Court any question arises as to the 
contravention of any of the provisions of the said [arts] 33 to 45 (inclusive), that court shall refer the question to the Civil Court, 
First Hall, unless in its opinion the raising of the question is merely frivolous or vexatious […].

���$V�SHU�DUW��������RI�WKH�&RQVWLWXWLRQ�RI�0DOWD��
[…] any person who alleges that any of the provisions of [art] 33 to 45 (inclusive) of this Constitution has been, is being or is likely 
to be contravened in relation to him, or such other person as the Civil Court, First Hall, in Malta may appoint at the instance of any 
person who so alleges, may, […] apply to the Civil Court, First Hall, for redress.

16 As explained in Robert Attard, An Introduction to Income Tax Theory (Agenda Publishers 2005) 25, Malta became a signatory to the ECHR 
DQG�LWV�DFFRPSDQ\LQJ�)LUVW�3URWRFRO�RQ����-DQXDU\�������,Q�DGGLWLRQ��RQ���0D\������0DOWD�IRUPDOO\�UHFRJQLVHG�WKH�FRPSXOVRU\�MXULVGLFWLRQ�RI�
the European Court of Human Rights (hereinafter ‘ECtHR’), and the door was opened for the European Commission of Human Rights to ‘receive 
Maltese petitions on breaches of civil rights’.  
17 Chapter 319 of the Laws of Malta. 
��������&���������
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The Constitutional Court judgment19�RI�-RKQ�*HUDQ]L�/LPLWHG�Y�&RPPLVVLRQHU�RI�,QODQG�5HYHQXH�HW20 brought 
D�¿QDO�HQG�WR�RYHU�WKLUW\�\HDUV�RI�GLVSXWH�EHWZHHQ�WKLV�0DOWHVH�UHJLVWHUHG�FRPSDQ\21 and the Director General 
of Income Tax, previously known as Commissioner of Inland Revenue (hereinafter ‘CIR’). 

-RKQ�*HUDQ]L�/LPLWHG�ZDV�UHJLVWHUHG�ZLWK�WKH�5HJLVWU\�RI�&RPSDQLHV�LQ�-XQH�������2Q����6HSWHPEHU�������
ZLWK�UHVSHFW�WR�WKH�<HDU�RI�$VVHVVPHQW�������WKH�&,5�IXUQLVKHG�WKH�SODLQWLII�FRPSDQ\�ZLWK�DQ�DGGLWLRQDO�WD[�
assessment totaling Lm 7912.22 The reason for such additional tax assessment and subsequent Letter of Refus-
DO�LV�WKDW�WKH�LQFRPH�TXDQWL¿HG�LQ�WKH�RULJLQDO�VHOI�DVVHVVPHQW�IRU�WKH�<HDU�RI�$VVHVVPHQW������DQG�IROORZLQJ�
years was too low to be deemed acceptable, leaving the CIR with no choice but to issue a revised estimate 
featuring additional tax as is provided for in Article 31 of the Income Tax Management Act.23

As was to be expected, the plaintiff company actively contested such assessment within the stipulated time pe-
ULRG��+RZHYHU��LW�ZDV�QRW�XQWLO�WZHQW\�VHYHQ�\HDUV�ODWHU�WKDW�WKH�GHIHQGDQW�HQWLW\�UHYHUWHG�EDFN�WR�-RKQ�*HUDQ]L�
Limited with a Letter of Refusal, reinforcing its stance regarding the imposition of such additional tax. It was 
only then that the plaintiff company had access to the Board of Special Commissioners (hereinafter ‘BSC’) to 
make its claim heard.24

7KH�SODLQWLII�FRPSDQ\�¿OHG�DQ�DSSOLFDWLRQ�IRU�$SSHDO�IRU�WKLV�/HWWHU�RI�5HIXVDO�RQ���6HSWHPEHU�������ZLWK�WKH�
case being scheduled for hearing before the BSC in 2008. 

Proceedings before the BSC

During the hearing of the case before the Board, it emerged starkly that the great delay in processing and de-
ciding upon the plaintiff’s Letter of Objection by the CIR prejudiced and violated the former’s fundamental 
ULJKW�WR�D�IDLU�WULDO��-RKQ�*HUDQ]L�/LPLWHG�SOHDGHG�ZLWK�WKH�%RDUG�WR�DSSO\�WKH�SURYLVLRQV�HQXQFLDWHG�E\�WKH�
ECtHR regarding the shifting of the burden of proof in cases of additional tax. However, on 22 December 
2008, in Case 29 of 2007, the BSC rejected a number of the plaintiff’s arguments based on ‘tax not in dispute’ 
and pleas of prescription. 

However, the crux of the case, which became more evident with each Board sitting held, centered upon the im-
19  The Maltese Constitutional Court is one of the three superior civil courts within the jurisdiction of 
Malta. Its jurisdiction is outlined in art 95 (2) of the Constitution of Malta. Broadly, this Court enjoys orig-
LQDO�MXULVGLFWLRQ��DW�¿UVW�LQVWDQFH��ZLWK�UHJDUG�WR�LWV�SRZHU�WR�KHDU�DQG�GHFLGH�XSRQ�DQ\�UHIHUHQFH�PDGH�WR�
it regarding the voting at general elections and the election of members to the House of Representatives, 
such as whether such members have been validly elected thereto. It also sits as a Court of Appeal (at second 
instance) when entertaining appeals from decisions of the First Hall of the Civil Court sitting in its Constitu-
tional jurisdiction under art 46 of the Constitution of Malta (please see n 6 and 7) being human rights actions 
instituted to invoke the protection of the fundamental human rights embodied in arts 32 – 47 of the Consti-
tution of Malta; appeals from decisions regarding the interpretation of the Constitution as well as the appeals 
from decisions regarding the validity of laws, in both cases from provisions and laws not falling under art 
46. 
���&RQVWLWXWLRQDO�&RXUW�������������������������KWWS���ZZZ�MXVWLFHVHUYLFHV�JRY�PW�FRXUWVHUYLFHV�-XGJHPHQWV�VHDUFK�DVS["IXQF DOO!�
21 Bearing registration number C 506. 
���7RGD\�HTXLYDOHQW�WR�¼�������RU������������
23 Chapter 372 of the Laws of Malta.
24 Previously, the local Tribunal which was competent to hear and decide appeals against an allegedly excessive income tax assessment issued 
by the CIR was the BSC, established under art 34 (now repealed) of the Income Tax Management Act, (n 23). Due to the plethora of individual 
tribunals which existed in Malta, in 2009, this Tribunal, together with a number of other Tribunals, such as the Transport Appeals Board, were 
FRQVROLGDWHG�DQG�PHUJHG�LQWR�WKH�$GPLQLVWUDWLYH�5HYLHZ�7ULEXQDO��VHW�XS�XQGHU�WKH�$GPLQLVWUDWLYH�-XVWLFH�$FW��&KDSWHU�����RI�WKH�/DZV�RI�0DO-
ta. Today, appeals from excessive income tax assessments issued by the CIR are now entertained by the Administrative Review Tribunal. 
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position of an additional tax amounting to Lm 191025 by the CIR on the plaintiff company, which according to 
the latter, was equivalent to a ‘criminal charge’. In proceedings before the BSC, the plaintiff company cited the 
European case of Paykar v Armenia,26 in which the Strasbourg Court found there to be a violation of the right 
to a fair hearing as enunciated in Article 6 (1) ECHR due to the imposition of excessively high ‘state fees’. 

The BSC noted that with respect to the terminology ‘criminal’ and ‘criminal charge’, the placing of such terms 
in inverted commas indicated that they were being used outside of their normal meaning. 

Furthermore, the BSC too referred to the Paykar case,27�ZKLFK�LQ�WXUQ�GUHZ�NQRZOHGJH�IURP�WKH�)HUUD]]LQL�
v Italy judgment.28 Namely, recourse was made to the sentiments of the European judgments wherein they 
referred to the Engel criteria29 when determining whether an offence was indeed ‘criminal’, being ‘the legal 
FODVVL¿FDWLRQ�RI�WKH�RIIHQFH�LQ�GRPHVWLF�ODZ��WKH�QDWXUH�RI�WKH�RIIHQFH�DQG�WKH�GHJUHH�RI�VHYHULW\�RI�WKH�SRVVLEOH�
penalty’.30

The European judges were careful not to attribute an autonomous meaning to the word ‘criminal’ as found in 
the ECHR which would result in it having a uniform and automatic meaning in every jurisdiction and in every 
context in which it is used. The BSC observed that ‘additional tax’ is imposed by Maltese legislation when the 
taxpayer does not send in a tax return as required, when such return is submitted late, when the taxpayer does 
QRW�GHFODUH�LQ�D�VXI¿FLHQWO\�FOHDU�PDQQHU�WKH�LQFRPH�HDUQHG��RU�HOVH�DWWHPSWV�WR�HYDGH�WD[�LQ�DQ\�PDQQHU�ZKDW-
soever. According to the BSC, this practice can in no way be equated to a criminal act in the Maltese domestic 
OHJDO�IUDPHZRUN��7KH�%6&�DOVR�KHOG�WKDW�WKH�FODVVL¿FDWLRQ�DQG�QDWXUH�RI�WKH�µRIIHQFH¶�RI�DQ�LOOHJLWLPDWHO\�ORZ�
GHFODUDWLRQ�RI�LQFRPH�XQGHU�0DOWHVH�ODZ�LV�D�¿VFDO�DQG�QRW�D�FULPLQDO�RIIHQFH�

/DVWO\��WKH�%6&�DOVR�KHOG�IRU�WKH�&,5�RQ�WZR�RWKHU�SRLQWV��WKH�%6&�UHIXVHG�WR�DFFHSW�WKH�SODLQWLII¶V�DUJXPHQW�
that the calculation of the additional tax by the CIR was incorrect and unjust. Secondly, the BSC stated that the 
plaintiff was incorrect in invoking Article 46 (3) of the Constitution31 by obliging the BSC to refer the case to 
the Constitutional Court. In fact, it was held that this is a question of appeal under the provisions of Article 35 
ITMA,32 namely that the alleged prejudice suffered by the plaintiff company due to such assessment was to be 
appealed to the BSC within thirty days after the date of service of the CIR’s notice of refusal. 

3URFHHGLQJV�EHIRUH�WKH�&RXUW�RI�$SSHDO��,QIHULRU�-XULVGLFWLRQ

7KH�SODLQWLII��GHHSO\�DJJULHYHG�E\�WKH�IDFW�WKDW�WKH�%6&�UH�FRQ¿UPHG�WKH�UH�DVVHVVPHQW�DQG�/HWWHU�RI�5HIXVDO�
issued by the CIR, appealed the Board’s decision in front of the Court of Appeal (hereinafter ‘COA’) sitting 
in its inferior jurisdiction.33�7KH�DSSHDO�ORGJHG�E\�WKH�FRPSDQ\�UHVWHG�XSRQ�WZR�IXQGDPHQWDO�QRWLRQV��¿UVW��WKH�
twenty-seven year time lapse between the assessment sent in by the company and the issuing of a Letter of 
���7RGD\�HTXLYDOHQW�WR�¼��������RU�����������
���$SS�QR�����������(&W+5����-XQH��������
27 ibid. 
���$SS�QR�����������(&W+5�����-XO\��������
29 As enunciated in (QJHO�DQG�RWKHUV�Y�WKH�1HWKHUODQGV�$SS�QR�������������������������������������������� �(&W+5����-XQH�������
30�-RKQ�*HUDQ]L�/LPLWHG�Y�&,5�HW��)LUVW�+DOO��&LYLO�&RXUW���&RQVW���������������������������
31 (n 14). 
���$V�LW�ZDV�LQFOXGHG�LQ�WKH�ODZ�E\�$FW�;9,,,�RI�������
33 Appeals from decisions of the BSC emanating from a provision of the Income Tax Act, Chapter 123 of the Laws of Malta as well as certain 
provisions emanating from the Income Tax Management Act, Chapter 372 of the Laws of Malta, (such as the provision at hand, where the total 
DPRXQW�RI�WD[��DGGLWLRQDO�WD[��¿QHV�DQG�LQWHUHVW�LQ�GLVSXWH�DW�WKH�WLPH�ZKHQ�WKH�DSSHDO�ZDV�ORGJHG�EHIRUH�WKH�$GPLQLVWUDWLYH�5HYLHZ��7ULEXQDO�RU�
WKH�%RDUG�RI��6SHFLDO�&RPPLVVLRQHUV��DV�WKH�FDVH�PD\�EH��LV�OHVV�WKDQ�RQH�PLOOLRQ�DQG�RQH�KXQGUHG�DQG�VL[W\�¿YH�WKRXVDQG�HXUR��¼������������
DUH�WR�EH�KHDUG�E\�WKH�&RXUW�RI�$SSHDO��VLWWLQJ�LQ�LWV�,QIHULRU�-XULVGLFWLRQ��$V�SHU�DUW��������RI�WKH�&RGH�RI�2UJDQLVDWLRQ�DQG�&LYLO�3URFHGXUH��
Chapter 12 of the Laws of Malta

for the purposes of such appeals, the Court of Appeal shall be constituted by one of its members only, and any one of the judges, 
appointed by the President of Malta to sit for the hearing of such appeals, shall be deemed to be a member of such court. The Court 
RI�$SSHDO�DV�FRQVWLWXWHG�XQGHU�WKLV�VXE>DUW@�PD\�DOVR�EH�UHIHUUHG�WR�DV�WKH�&RXUW�RI�$SSHDO��,QIHULRU�-XULVGLFWLRQ��
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Refusal by the CIR meant that the plaintiff was not afforded the right to a fair hearing within a reasonable time 
and this jeopardised the possibility for the taxpayer to defend itself adequately. Additionally, the fact that the 
Board refused to implement the shifting of the burden of proof according to the standard in criminal cases as 
enunciated by the ECtHR further resulted in a violation of the abovementioned right.

In turn, the COA passed the case and above arguments to the First Hall of the Civil Court, sitting in its Con-
stitutional jurisdiction.34

Proceedings before the First Hall Civil Court, Constitutional Jurisdiction35

Violation of the Right to a Fair Hearing within a Reasonable Time

The plaintiff company argued vehemently that the fact that an appeal regarding a 1977 assessment was being 
KHDUG�LQ������GH¿QLWHO\�DPRXQWHG�WR�D�YLRODWLRQ�RI�$UWLFOH���RI�WKH�(&+5�DQG�$UWLFOH����RI�WKH�0DOWHVH�&RQ-
stitution. This thirty-one year lapse left the plaintiff company in no man’s land with regard to its defence and 
its overall short-term and long-term operations. 

Furthermore, this extended period of time severely prejudiced the quality of defence which the plaintiff could 
put forward before the CIR. The directors and persons working for the company in 1977 were certainly not 
the same individuals who were doing so in 2008. Documents go missing with the passage of time and with a 
change in personnel over the years, this timeframe meant that certain documents which could aid the correct 
evaluation of the tax estimate were no longer available. 

Notwithstanding pronouncements by the COA holding that if more than nine years have passed, a person may 
not suffer any consequences if after this period of time such individual has not kept records which were held 
previously, the BSC still refused to decide in the plaintiff’s favour, resulting in such violation and such appeal.

Lack of shifting of the burden of proof

-RKQ�*HUDQ]L�/LPLWHG�DUJXHG�WKDW�$UWLFOH���ZDV�YLRODWHG�IURP�D�VHFRQG�DQJOH�GXH�WR�WKH�IDFW�WKDW�WKH�%6&�UH-
fused to apply the shifting of the burden of proof in such a matter dealing with an additional tax amounting to 
31.8% over and above the original tax amount, as has been held previously by the ECtHR.36 

This notion regarding the imposition of an exceptionally high amount of additional tax being equal to a penal-
W\�DQG�WKHUHIRUH�IDOOLQJ�ZLWKLQ�WKH�SURWHFWLRQ�RI�FULPLQDO�ODZ�VDIHJXDUGV�ZDV�FRQ¿UPHG�LQ�.LQJ�Y�8QLWHG�.LQJ-
dom.37 While this case was not referred to by the Maltese Court in its judgment, the European judges therein 
H[SODLQHG�FOHDUO\�WKDW�µWKH�SURFHGXUHV�ZKLFK�LPSRVHG��LQ�WKLV�FDVH��SHQDOWLHV�RI�D�FRQVLGHUDEOH�VL]H�>����RI�
the tax due] attract the guarantees of Article 6 (1) as concerning the determination of a ‘criminal charge’.’38  

34 (n 19). For a more detailed explanation regarding the issue of Constitutional jurisdiction, please see the partial judgment -RKQ�*HUDQ]L�
/LPLWHG�Y�&,5�HW��)LUVW�+DOO��&LYLO�&RXUW��&RQVW��������������������������KWWS���ZZZ�MXVWLFHVHUYLFHV�JRY�PW�FRXUWVHUYLFHV�-XGJHPHQWV�VHDUFK�
DVS["IXQF DOO!�
35 (n 30). 
36 For further information regarding this point, refer to %HQGHQRXQ�Y�)UDQFH�$SS�QR�����������(&W+5�����)HEUXDU\��������--�Y�7KH�1HWKHU-
lands�$SS�QR�����������(&W+5�����0DUFK��������+:.�Y�6ZLW]HUODQG�$SS�QR�����������(&W+5�����6HSWHPEHU��������6WRUN�Y�*HUPDQ\ App no 
����������(&W+5�����-XO\��������
���$SS�QR�����������(&W+5�����)HEUXDU\��������KWWS���HFKU�NHWVH�FRP�GRF����������HQ����������YLHZ�!��
38 ibid. 
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-RKQ�*HUDQ]L�/LPLWHG¶V�OHJDO�WHDP�UHIHUUHG�WR�WKH�(XURSHDQ�MXGJPHQW�RI�+DQQX�/HKWLQHQ�Y�)LQODQG�39 wherein 
the Court held that ‘Article 6 is applicable under its criminal head to tax surcharge proceedings.’40 For this 
reason, it was argued that when dealing with cases of additional tax, the Court must adhere to the norms and 
practices related to the individual’s rights normally associated with criminal cases, including the right to si-
lence, the presumption of innocence until proven guilty and the shifting of the burden of proof on the plaintiff. 
It was emphasised that in the current case, the imposition of such an amount of additional tax was tantamount 
to a criminal charge; therefore all the rights and proceedings pertinent to a criminal case were applicable here.

Judgment 

The Court held unequivocally that there indeed was a violation of the company’s fundamental right to a fair 
KHDULQJ�ZLWKLQ�D�UHDVRQDEOH�WLPH�GXH�WR�WKH�XQMXVWL¿HG�DQG�XQUHDVRQDEOH�OHQJWK�RI�WLPH�ZKLFK�ZDV�DOORZHG�WR�
pass until the CIR issued his Letter of Refusal. The Court also agreed with the plaintiff in its arguments that 
such passage of time prejudiced the latter’s ability to defend itself adequately in the face of such refusal. 

Regarding the issue of the shifting of the burden of proof which should have occurred, the Court held that the 
&,5�ZDV�QRW�UHVSRQVLEOH�IRU�WKLV�GH¿FLHQF\�DV�LW�IHOO�FRPSOHWHO\�XQGHU�WKH�UHPLW�RI�WKH�%6&��XQUHODWHG�WR�WKH�
CIR’s competence.

The Court concluded that it was impossible for the decision propounded by the BSC to be revoked as the 
plaintiff had pleaded, as the CIR was in no way answerable for the BSC’s decisions. Therefore, the awarding 
of compensatory damages to the plaintiff payable by the CIR was the only viable option in this case.

Taking into consideration the length of time which was taken for the Letter of Refusal to be issued and the 
time for which this issue has been pending, the Court computed the damages to be awarded to the plaintiff at 
¼���������&RXUW�H[SHQVHV�ZHUH�GLYLGHG�EHWZHHQ�WKH�SDUWLHV�

Proceedings before the Constitutional Court41

The above judgment was subsequently appealed by both parties. The plaintiff’s appeal was based on three 
SRLQWV��¿UVWO\�EHFDXVH�WKH�SUHYLRXV�MXGJPHQW�GHFLGHG�WKDW�WKH�3ULPH�0LQLVWHU�DQG�WKH�$WWRUQH\�*HQHUDO�ZHUH�
non-suited in the case at hand, secondly because the previous Court opted not to repeal the BSC’s decision, 
and thirdly because Court expenses were divided between the parties. 

Conversely, the CIR’s appeal was focused on that part of the judgment which deemed the CIR to have violat-
ed the company’s fundamental human right of a fair hearing. The appeal was also based on the liquidation of 
¼�������ZRUWK�RI�FRPSHQVDWRU\�GDPDJHV�WR�WKH�SODLQWLII��

Judgment

Agreeing with the decision and raison d’être of its predecessor, the Court categorically held that no matter 
what the reasons were for the twenty-seven year delay in issuing a Letter of Refusal, such tardiness could in 
QR�ZD\�EH�MXVWL¿HG��(YHQ�WKH�IDFW�WKDW�WKH�SODLQWLII�PD\�KDYH�SOD\HG�D�SDUW�LQ�WKLV�GHOD\�LV�QRW�D�YDOLG�H[FXVH��
7KH�&RXUW�VWUHVVHG�WKDW�*RYHUQPHQW�HQWLWLHV�DUH�WR�SURFHHG�HI¿FLHQWO\�DQG�ZLWKRXW�GHOD\��DQG�LI�WKH�&,5�RE-
served that the plaintiff company was not co-operating with the procedure at hand, it should have promptly 

���$SS�QR�����������(&W+5�����-XO\��������
40 (n 30) 10. 
41 (n 20). 
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issued a Letter of Refusal. This delay not only prejudiced the plaintiff’s access to judicial organs, but it also 
consequently violated its right to a fair hearing within a reasonable time. 

This is intrinsically linked to the fact that the plaintiff was severely disabled in its ability to defend itself ade-
quately before the BSC and the subsequent courts. Again, the Court agreed with its predecessor in attributing 
fault for such occurrence to the CIR’s delay. 

With regard to the question whether the imposition of additional tax amounts to a ‘criminal charge’, the Court 
UHDI¿UPHG�WKDW�DOO�LQYROYHG�WHUPV�UHWDLQ�DQ�DXWRQRPRXV�DQG�LQGHSHQGHQW�PHDQLQJ��DQG�VXFK�DGGLWLRQDO�WD[�LV�
indeed a penalty, requiring the taxpayer to have free access to the courts and tribunal. 

The Court decided to deny the plaintiff’s appeal against the previous Court’s decision that the Prime Minister 
is non-suited to the case at hand; however, it opted to overturn the decision with regard to the Attorney General 
and indeed reinstated such individual as a party to the case.42

Furthermore, when deciding how to compensate the taxpayer, the Court decided not only to repeal the BSC 
GHFLVLRQ��EXW�DOVR�WR�UHYRNH�WKH�&,5¶V�GHFLVLRQ�QRW�WR�DFFHSW�-RKQ�*HUDQ]L�/LPLWHG¶V�REMHFWLRQ�RI�WKH�HVWLPDWH�
LVVXHG�E\�WKH�&,5�H[�RI¿FLR��,Q�WKLV�ZD\��WKHUH�ZRXOG�EH�D�UHVWLWXWLR�LQ�LQWHJUXP�RI�VRPH�VRUWV�DQG�WKH�SODLQWLII�
would be placed in the same position had such objection been accepted twenty-seven years prior. 

Somewhat controversially, the Court held that there was no need to award such compensatory damages as the 
previous Court had done. In paragraph thirty-three of the judgment,43 it is proclaimed that the aim behind such 
an action is not for the plaintiff to be given some kind of advantage, but to be reinstated to its previous position 
EHIRUH�WKH�LQMXVWLFH�ZDV�GRQH��7KHUHIRUH��LQVWHDG�RI�RUGHULQJ�WKH�SD\PHQW�RI�FRPSHQVDWLRQ��LW�LV�VXI¿FLHQW�LI�
there is a set-off between the moral compensation due and any interest payable on the repayment of tax after 
so many years. The Court held that the fact that the plaintiff retained the tax which it was due to pay to the CIR 
DOO�WKHVH�\HDUV�ZDV�VXI¿FLHQW�FRPSHQVDWLRQ�WR�UHFWLI\�WKH�YLRODWLRQ�RI�LWV�ULJKWV��

/DVWO\��ZLWK�UHJDUG�WR�FRXUW�H[SHQVHV��WKH�&RXUW�PRGL¿HG�WKH�DSSRUWLRQPHQW�RI�VXFK�H[SHQVHV�LQ�IDYRXU�RI�WKH�
plaintiff.

Conclusion: Maltese tax litigation following John Geranzi Limited v CIR et

While the application of the ECHR and fundamental human rights in the realm of taxation law has previously 
EHHQ�FRQ¿UPHG�LQ�WKH�ORFDO�FRXUW�URRP��WKH�-RKQ�*HUDQ]L�FDVH�LQWURGXFHV�D�QRYHO�DVSHFW�WR�WKLV�UHODWLRQVKLS��
)RU�WKH�¿UVW�WLPH��LW�KDV�EHHQ�KHOG�E\�D�0DOWHVH�FRXUW�WKDW�WKH�LPSRVLWLRQ�RI�DQ�DGGLWLRQDO�WD[�LV�LQGHHG�WDQWD-
mount to the imposition of a criminal charge rendering applicable all the notions and rights previously associ-
ated with criminal cases. Therefore, from being a purely civil action, such taxation cases are now transported 
into the realm of criminal law. 

In so doing, the author contends that the Court extended what was held by the Constitutional Court in the case 
-RVHSK�%XVXWWLO�QRH�Y�3ULPH�0LQLVWHU44�ZKHUHLQ�LW�ZDV�VWDWHG�WKDW�µ¿VFDO�SURYLVLRQV�WKDW�LQFRUSRUDWH�D�SHQDO�
element that ‘determine a criminal charge’ are penal laws for all intents and purposes […]’45 to include also 
42 As per art 181B of the Code of Organisation and Civil Procedure, Chapter 12 of the Laws of Malta, ‘[t]he Attorney General shall represent 
Government in all judicial acts and actions which owing to the nature of the claim may not be directed against one or more heads of other gov-
ernment departments.’
43 (n 20). 
����������������DV�FLWHG�LQ�$WWDUG��Q���������
45 Attard (n 16) 46. 
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WKH�LPSRVLWLRQ�RI�DGGLWLRQDO�WD[�ZLWKLQ�VXFK�FODVV�RI�¿VFDO�SURYLVLRQV�IDOOLQJ�XQGHU�WKH�UHDOP�RI�FULPLQDO�ODZ��

As enunciated by Attard,46 ‘[u]ndoubtedly, when a dispute is of a penal nature all the safeguards of fundamen-
WDO�KXPDQ�ULJKWV�DSSO\�EXW�ZKHQ�D�GLVSXWH�LV�RI�D�µ¿VFDO�QDWXUH¶�µWKH�SXEOLF�ODZ�FKDUDFWHU�RI�WKH�REOLJDWLRQV�
concerned predominates’ and the said safeguards do not apply.’47

This ‘transportation’ into the criminal law sphere turns the tables completely; not only is the taxpayer afford-
HG�DOO�WKH�ULJKWV�V\QRQ\PRXV�ZLWK�D�FULPLQDO�WULDO��WKH�ULJKW�WR�VLOHQFH��WKH�ULJKW�WR�OHJDO�UHSUHVHQWDWLRQ��DQG�
the right to be presumed innocent until proven guilty, but the ‘prosecution’ in such cases, is burdened, so to 
VSHDN��ZLWK�WKH�VDPH�UHVSRQVLELOLWLHV�DQG�GXWLHV�DV�WKH�$WWRUQH\�*HQHUDO¶V�2I¿FH�LV�ZKHQ�SURVHFXWLQJ�EHIRUH�
the competent Criminal Court. These include the fact that the burden of proof is increased from a balance of 
probabilities as is found in the Civil Law sphere, to the more onerous level of proof beyond reasonable doubt 
together with the shifting of the burden of proof away from the taxpayer. 

$V�3KLOLS�%DNHU�FRPPHQWHG�IROORZLQJ�WKH�)HUUD]]LQL�FDVH�

[a]t least for the present, the taxpayer in ordinary tax litigation has no right to a fair trial 
under Article 6 of the Convention. In the absence of any equivalent protections under the 
FRQVWLWXWLRQDO�RU�DGPLQLVWUDWLYH�ODZ�RI�WKH�FRXQWU\�FRQFHUQHG��WKH�WD[SD\HU�KDV��QR�ULJKW�WR�
a determination within a reasonable time; no right of access to a court; no right to a public 
hearing; no right to an independent and impartial tribunal […], no right to the protections 
regarding publicity and public access contained in Article 6.48 

Therefore, in its November 2012 judgment the Court has changed the reality described by Baker above and 
VROLGL¿HG�WKH�FDWHJRULVDWLRQ�RI�WKH�LPSRVLWLRQ�RI�DGGLWLRQDO�DV�D�µFULPLQDO�FKDUJH¶��UHQGHULQJ�DOO�IXWXUH�GLVSXWHV�
FRQWDLQLQJ�VXFK�DQ�DVSHFW�FULPLQDO�DFWLRQV�DQG�DIIRUGLQJ�WKH�WD[SD\HU�WKH�VDPH�EHQH¿WV�DQG�ULJKWV�DV�DQ\�RWKHU�
offender charged with the most heinous of crimes. Although the Maltese judicial system does not follow the 
WKHRU\�RI�SUHFHGHQW�DV�IRXQG�LQ�WKH�8QLWHG�.LQJGRP��WKH�DXWKRU�FRQWHQGV�WKDW�VXFK�D�OXFLG�DQG�FRPSUHKHQVLYH�
MXGJPHQW�LV�OLNHO\�WR�SURYH�WR�EH�UDWKHU�GLI¿FXOW�WR�GLYHUW�IURP��DW�OHDVW�LQ�D�UDGLFDO�PDQQHU��1RZ��WD[SD\HUV�
appearing before any of the competent judicial organs are not presumed guilty until proven innocent yet are 
DIIRUGHG�WKH�IXOO�EHQH¿WV�RI�D�MXGLFLDO�V\VWHP�ZKLFK�UHÀHFWV�0DOWD¶V�SRVLWLRQ�DV�D�VDIHJXDUG�RI�KXPDQ�ULJKWV��

46 ibid.  
47�-RVHSK�%XVXWWLO�QRH�Y�3ULPH�0LQLVWHU (n 41) as cited in Attard (n 16) 46. 
���3KLOLS�%DNHU��7KH�'HFLVLRQ�LQ�)HUUD]]LQL��7LPH�WR�5HFRQVLGHU�WKH�$SSOLFDWLRQ�RI�WKH�(XURSHDQ�&RQYHQWLRQ�RQ�+XPDQ�5LJKWV�WR�7D[�0DWWHUV 
<KWWS���ZZZ�WD[EDU�FRP�GRFXPHQWV�)HUUD]]LQLB3KLOLSB%DNHU�SGI!��
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Abstract

(QWUHSUHQHXUV��ZKR�LQYHVW�FDSLWDO�LQ�D�EXVLQHVV�IDFH�¿QDQFLDO�ULVNV�HVSHFLDOO\�ZKHQ�WKH\�LQYHVW�LQ�D�IRUHLJQ�
FRXQWU\�ZKHUH�WKHUH�LV�QR�UHJXODWRU\�DQG�HFRQRPLF�VWDELOLW\��VR�WKH\�JHQHUDOO\�DYRLG�LQYHVWLQJ�LQ�VXFK�FRXQWULHV��
7R�DWWUDFW� IRUHLJQ�FDSLWDO��VWDWHV�HQWHU�LQWR�%LODWHUDO�,QYHVWPHQW�7UHDWLHV��%,7V���XQGHU�ZKLFK�D�UHDVRQDEOH�
OHYHO�RI�SURWHFWLRQ�LV�SURPLVHG�WR�LQYHVWRUV��,Q�WKLV�FRQWH[W��D�UHDVRQDEOH�OHYHO�RI�SURWHFWLRQ�LQFOXGHV�WKH�VWDWH¶V�
SURPLVH�WKDW�LW�ZLOO�QRW�H[SURSULDWH�DVVHWV�RI�WKH�IRUHLJQ�LQYHVWRU��XQOHVV�GRLQJ�VR�LV�DJDLQVW�WKHLU�SXEOLF�SROLF\��
%,7V�DOVR�SURYLGH�µIXOO�SURWHFWLRQ�DQG�VHFXULW\¶��µIDLU�DQG�HTXLWDEOH�WUHDWPHQW¶��µPRVW� IDYRXUHG�QDWLRQ¶�DQG�
µXPEUHOOD¶�FODXVHV�LQ�RUGHU�WR�DIIRUG�IXUWKHU�SURWHFWLRQ�WR�LQYHVWRUV�� 

+RZHYHU��LQYHVWRUV�IUHTXHQWO\�UDLVH�FODLPV�DJDLQVW�KRVW�VWDWHV��DOOHJLQJ�WKDW�WKH�KRVW�VWDWH�KDV�EUHDFKHG�WKH�
VWDQGDUGV�RI�SURWHFWLRQ�E\�H[SURSULDWLQJ�WKHLU�DVVHWV��,Q�UHVSRQVH�WR�VXFK�FODLPV��KRVW�VWDWHV�JHQHUDOO\�VHHN�WR�
MXVWLI\�H[SURSULDWLRQ�RQ�WKH�EDVLV�RI�D�FKDQJH�LQ�WKH�ODZ��DQG�WKH\�DUJXH�WKDW�WKLV�FKDQJH�ZDV�QHFHVVDU\�IRU�
SXEOLF�SROLF\�UHDVRQV��7KLV�UDLVHV�DQ�LPSRUWDQW�TXHVWLRQ��,Q�ZKDW�FLUFXPVWDQFHV�VKRXOG�WKH�KRVW�VWDWH�EH�KHOG�
to have breached its standards of protection irrespective of their public policy defence?

7KHUH�LV�QR�ODZ�RI�SUHFHGHQFH�LQ�,QWHUQDWLRQDO�&HQWUH�IRU�6HWWOHPHQW�RI�'LVSXWHV��,&6,'��DUELWUDWLRQ��7ULEXQDOV�
are not bound by the decisions of other tribunals, and they thus take different views in interpreting treaty 
SURYLVLRQV� WR�PDNH�D�GHFLVLRQ��7KLV�SRVLWLRQ�FUHDWHV� OHJDO�XQFHUWDLQW\��:KHQ�D�GLVSXWH�DULVHV�EHWZHHQ� WKH�
IRUHLJQ� LQYHVWRU�DQG�KRVW� VWDWH�� WKH�TXHVWLRQ�RI�KRZ� WKH� WULEXQDO�ZLOO� LQWHUSUHW� WKH�UHOHYDQW�%,7�SURYLVLRQV�
cannot be answered with certainty.  'HVSLWH�PDQ\� VHULRXV� DWWHPSWV� RQ� WKH� SDUW� RI� WKH� WULEXQDOV� WR� EULQJ�
FHUWDLQW\��FRQÀLFWLQJ�DUELWUDO�GHFLVLRQV�GRPLQDWH�WKLV�HQYLURQPHQW��

Introduction

Risk is inherent in conducting business. Through the eyes of the investors, investing abroad, however, poses 
additional challenges, for it is hard to foresee what the socio-economic, socio-political, legal and economic 
SRVLWLRQ�RI�D�IRUHLJQ�FRXQWU\�PLJKW�EH�LQ�WKH�IXWXUH��7KHVH�GLI¿FXOWLHV�KDYH�PXFK�VLJQL¿FDQFH�WR�WKH�LQYHVWRU�
because having a lucrative business abroad depends upon the stability of the state and its legal framework 
for the protection of investors and their interests. It is vital for a foreign investor to know how a particular 
state will treat foreign investments in order to decide whether or not to invest in that state.2 In order to attract 
foreign investors, host states offer BITs in which they make various concessions, such as undertaking fair and 
equitable treatment towards investors and forgoing their rights to expropriate.3 

Nonetheless, anyone examining investment arbitration disputes in the last decade will see that host states were 
several times alleged to have breached their promises by changing the laws and regulations contrary to the 
relevant BITs. While such changes seem to result from the economic, political and environmental concerns 
RI�KRVW�VWDWHV��WKH\�UDLVH�RQH�IXUWKHU�NH\�TXHVWLRQ��,Q�ZKDW�FLUFXPVWDQFHV�GR�WKH�H[HUFLVH�RI�VWDWH�VRYHUHLJQW\�
DPRXQW�WR�D�EUHDFK�RI�VWDQGDUGV�RI�SURWHFWLRQ"

On determining the liability of host states, ICSID tribunals and other tribunals have interpreted the provisions 
envisaged under the BITs. Given that there is no binding precedent in investment arbitration, the tribunals 
have not interpreted the key BITs provisions in the same way. Hence, their decisions on what constitutes ‘just’, 
1 Hereinafter referred to as ‘investors’. 
�� 6HH�$QQLND� :\WKHV�� µ,QYHVWRU�6WDWH� $UELWUDWLRQV�� &DQ� WKH� ³)DLU� DQG� (TXLWDEOH� 7UHDWPHQW´� &ODXVH� &RQVLGHU� ,QWHUQDWLRQDO� +XPDQ� 5LJKWV�
2EOLJDWLRQV"¶��������������/HLGHQ�-�,QWO�/����������
3 See, for instance, Art. 1110 of the North American Free Trade Agreement.
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‘equitable’, ‘fair’ and ‘reasonable’ cannot form a set of guidance for investors and host states.4 Consequently, 
investors and host states are often left with no choice but to arbitrate their disputes to clarify a number of 
FULWLFDO�LVVXHV��VXFK�DV�GHFLGLQJ�ZKHWKHU�H[SURSULDWLRQ�ZDV�MXVWL¿DEOH��

This paper will examine the uncertainty surrounding the interpretation of the standards of protection under 
%,7V��,Q�WKLV�UHVSHFW�� LW�ZLOO�DQDO\VH�WKH�ODQGPDUN�DUELWUDWLRQ�DZDUGV�ZKLFK�VRXJKW�WR�EULQJ�FODUL¿FDWLRQ�WR�
interpretation of BITs. It will be concluded that the lack of review mechanism and precedent prevent investors 
from predicting their substantial and procedural rights and obligations under the relevant BITs.

1) Interpretation of ‘Fair and Equitable Treatment’ provisions 

,Q� WKH�IDFH�RI�DUELWUDO�GHFLVLRQV�JLYHQ� LQ� WKH� ODVW����\HDUV��QR�GH¿QLWLYH�PHDQLQJ�FDQ�EH�JLYHQ� WR� WKH�µIDLU�
and equitable treatment’ (‘FET’) provisions. The main reason for this is that, in most BITs, there is a blanket 
obligation on the part of the state to treat investors fairly, without stating any measures, to ensure fair and equal 
treatment.5 Consequently, BITs are usually not helpful for tribunals in deciding whether the FET provision was 
breached by the host state. Hence, the tribunals need to consider what constitutes ‘fair’ and ‘equitable’ under 
the circumstances of each case. 

FET provisions have their roots in customary international law, which dictates that states should at least 
provide a minimum standard of treatment of aliens. As this is the case, some tribunals opted to view FET 
provisions as a mirror-image of the customary international law. Hence, in Siemens A.G. v. The Argentine 
Republic, the tribunal took the view that FET provisions need to be interpreted pursuant to customary law, 
despite the absence of a provision in BITs to that effect.6 Similarly, in S.D. Myers v. Canada, the tribunal 
argued that ‘fair and equitable treatment’ should be interpreted ‘in accordance with international law’.7 On 
the interpretation of the FET provision stipulated under Article 1105 of NAFTA, the Free Trade Commission 
of NAFTA also decided that both FET and ‘full protection of security’ provisions must be interpreted in 
accordance with customary international law.8 

A number of tribunals acknowledged that the rules of customary international law do not remain constant.9 
In so doing, they took the view that BITs provisions10 and the factual circumstances of the case should be 
decisive.11 

��&KULVWRSKHU�%UXPPHU��µ([DPLQLQJ�WKH�,QVWLWXWLRQDO�'HVLJQ�RI�,QWHUQDWLRQDO�,QYHVWPHQW�ODZ��,QVLJKWV�IURP�WKH�6\PSRVLXP�RQ�7UDQVSDUHQF\�DQG�
&RQVLVWHQF\�LQ�,QWHUQDWLRQDO�,QYHVWPHQW�/DZ¶�LQ�.DUO�3�6DXYDQW��HG���$SSHDOV�0HFKDQLVP�LQ�,QWHUQDWLRQDO�,QYHVWPHQW�'LVSXWHV (OUP 2008) 283; 
'RPHQLFR�'L�3LHWUR��µ7KH�8VH�RI�3UHFHGHQWV�LQ�,&6,'�$UELWUDWLRQ��5HJXODWRU\�RU�&HUWDLQW\"¶��������������,QWO�$UE�/�5HY���������
5 See, for instance, the German Model BIT and Swiss Model BIT.
6�6LHPHQV�$�*��Y��7KH�$UJHQWLQH�5HSXEOLF��,&6,'�&DVH�1R��$5%��������$ZDUG����)HEUXDU\�������SDUD�����
7�6�'��0\HUV�Y��*RYHUQPHQW�RI�&DQDGD, UNCITRAL (NAFTA) Partial Award (Nov. 13, 2000), para 262.
��6HH�&DWKHULQH�<DQQDFD�6PDOO��µ)DLU�DQG�(TXLWDEOH�7UHDWPHQW�6WDQGDUG��5HFHQW�'HYHORSPHQWV¶�LQ�$XJXVW�5HLQLVFK��HG���6WDQGDUGV�RI�,QYHVWPHQW�
Protection (OUP 2008) 114.
9 &RPSDQLD�GH�$JXDV�GHO�$FRQTXLMD�6�$��DQG�9LYHQGL�8QLYHUVDO�6�$��Y��$UJHQWLQH�5HSXEOLF, ,&6,'�&DVH�1R��$5%�������$ZDUG�����$XJXVW�������SDUD�
7.4.5; 6HPSUD�(QHUJ\�Y��7KH�$UJHQWLQH�5HSXEOLF, ,&6,'�&DVH�1R��$5%�����������6HSWHPEHU�������SDUD������$]XUL[�Y��$UJHQWLQH�5HSXEOLF� ICSID 
&DVH�1R��$5%��������$ZDUG�����-XO\�������SDUD������0RQGHY�,QWHUQDWLRQDO�/WG��Y��8QLWHG�6WDWHV�RI�$PHULFD� ,&6,'�&DVH�1R��$5%�$)�����������
October 2002, para 125; (QURQ�&RUSRUDWLRQ�Y��$UJHQLWQH�5HSXEOLF, I&6,'�&DVH�1R��$5%�������SDUD����� 7HFQLFDV�0HGLRDPELHQWDOHV�7HFPHG��6�$��
Y��8QLWHG�0H[LFDQ�6WDWHV� I&6,'�&DVH�1R��$5%�$)��������$ZDUG�����0D\�����; 3RSH�	�7DOERW�,QF��Y��&DQDGD� NAFTA (UNCITRAL), Arbitration 
3URFHHGLQJ��,QWHULP�$ZDUG�����-XQH������
10 See, generally, $')�*URXS�,QF��Y��8QLWHG�6WDWHV�RI�$PHULFD, ,&6,'�&DVH�1R��$5%�$)�����������$XJXVW�������6HH�DOVR��$')�*URXS�,QF��Y��
8QLWHG�6WDWHV�RI�$PHULFD� ,&6,'�&DVH�1R��$5%�$)��������)LQDO�$ZDUG����-DQXDU\�������SDUD�����
11 See Mondev (n 9) para 127; 6DOXND�,QYHVWPHQWV�%9�Y��7KH�&]HFK�5HSXEOLF, Partial Award, 17 March 2006, para 291; :DVWH�0DQDJHPHQW�,QF��Y��
8QLWHG�0H[LFDQ�6WDWHV, $�)�������SDUD����
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In the leading Neer case, it was held that ‘the treatment of an alien… should amount to an outrage, to bad 
IDLWK�� WR�ZLOIXO� QHJOHFW�RI�GXW\�� RU� WR� DQ� LQVXI¿FLHQF\�RI�JRYHUQPHQWDO� DFWLRQ� VR� IDU� VKRUW� RI� LQWHUQDWLRQDO�
VWDQGDUGV�WKDW�HYHU\�UHDVRQDEOH�DQG�LPSDUWLDO�PDQ�ZRXOG�UHDGLO\�UHFRJQL]H�LWV�LQVXI¿FLHQF\¶��6RPH�WULEXQDOV�
departed from this approach.12 Hence, following the decision in Mondev International Limited v. United 
States of America13 and ADF Group Inc. v. United States of America,14 the tribunal in Waste Management v. 
United States of Mexico took the view that FET provisions cannot be taken as tantamount to the ‘outrageous 
treatment’ stipulated in Neer.15 

On determining how FET provisions must be interpreted, a number of tribunals took a liberal approach, which 
IDYRXUV�D�ÀH[LEOH�LQWHUSUHWDWLRQ�RI�)(7�SURYLVLRQV�XQGHU�WKH�HYROYLQJ�FXVWRPDU\�ODZ�VWDQGDUGV��7KH�WULEXQDO�
in Waste Management indicated a number of factors that are decisive in determining whether a FET provision 
is breached by a host state.16 These factors include “discriminatory and arbitrary conducts by the host state, 
ODFN�RI�GXH�SURFHVV�DQG�RU�WUDQVSDUHQF\�RQ�WKH�SDUW�RI�WKH�KRVW�VWDWH��H[SRVXUH�RI�WKH�LQYHVWRU�WR�³VHFWLRQDO�RU�
racial prejudice”, and “breach of representations made by the host state which were reasonably relied on by the 
claimant”. By the same token, while determining the ingredients of the FET standard in the context of denial 
of justice, the tribunals in Loewen, Occidental and Gas Transmission Company argued that the elements of 
‘bad faith’ or ‘malicious intention’ do not need to be proven in order to establish the unfairness of the host 
state.17 

In sharp contrast to the liberal approach, the tribunal in Genin v. Estonia held that there would be no breach of 
the FET standard, if it was not proven that the host state acted in bad faith.18 In so doing, the tribunal in Genin 
v. Estonia refused to follow the rules of international law. This refusal also ran counter to Article 31(1) of the 
Vienna Convention on the Law of Treaties, which suggests the rules of international law should also be taken 
into account when interpreting treaties.19

2) Obligations of the host states on ‘Full protection and security’ 

The tribunals have also had varying approaches towards the interpretation of full protection and security 
provisions. The case law demonstrates that the tribunals have either adhered to the level of standard envisaged 
under the international customary law or have gone beyond those limits. One of the foremost cases that 
IDOO�LQWR�WKH�IRUPHU�FDWHJRU\�LV�6DOXND�Y��&]HFK�5HSXEOLF�20 In this case, the tribunal took the view that full 
12 86$� Y��8QLWHG�0H[LFDQ� 6WDWHV, decision of the General Claims Commission, United States Mexico, 15 October 1926, reproduced in the 
$PHULFDQ�-RXUQDO�RI�,QWHUQDWLRQDO�/DZ�������SS�������������,/5������TXRWHG�LQ�Mondev (n 9) para 114.
13 Mondev (n 9).
14 $')�*URXS�,QF., 1 August 2002 (n 10).
���6HH�$�)�������SDUD����
16�:DVWH�0DQDJHPHQW�,QF� (n 11) paras 98-99.
17 /RHZHQ�*URXS��,QF�Y��8QLWHG�6WDWHV�RI�$PHULFD� $ZDUG�����-XQH�������&DVH�1R�$5%�$)��������SDUD����� 2FFLGHQWDO��2(3&��Y��(FXDGRU, 
L&,$�1R��81�������$ZDUG����-XO\������ &06�*DV�7UDQVPLVVLRQ�&RPSDQ\�Y��$UJHQWLQH�5HSXEOLF� ,&6,'�&DVH�1R��$5%�������$ZDUG�����0D\�
2005, quoted in <DQQDFD�6PDOO��Q��� at 119, 121 and 123. See also, Campbell McLachlan et al, IQWHUQDWLRQDO�,QYHVWPHQW�$UELWUDWLRQ��6XEVWDQWLYH�
Principles (OUP 2008) 227.
18�$OH[�*HQLQ�HW�DO�Y��(VWRQLD��,&6,'�&DVH�1R��$5%�������$ZDUG�����-XQH�������TXRWHG�LQ�<DQQDFD�6PDOO��Q����
19 It is important to note that the arbitral tribunals in /DXGHU�cases also arrived at diametrically opposite solutions when determining the question of 
whether the host state breached the FET standard, see /DXGHU�Y�&]HFK�5HSXEOLF, Final Award, (2001) (UNCITRAL) (London award), can be found 
DW��KWWS���ZZZ�FHWQHW�FRP�L)LOHV������ODXGDH�FUBHQJ�SGI!�DQG�&0(�&]HFK�5HSXEOLF�����6HSWHPEHU��������6WRFNKROP�DZDUG��ZKLFK�LV�DYDLODEOH�
DW��KWWS���ZZZ�PIFU�F]�VWDWLF�$UELWUD]�HQ3DUWLDO$ZDUG�SGI!��6HH�DOVR�6XVDQ�'�)UDQN��µ7KH�/HJLWLPDF\�&ULVLV�LQ�,QYHVWPHQW�7UHDW\�$UELWUDWLRQ��
3ULYDWL]LQJ�3XEOLF�,QWHUQDWLRQDO�/DZ�7KURXJK�,QFRQVLVWHQW�'HFLVLRQV¶��������������)RUGKDP�/�5HY���������������
20 6DOXND� ,QYHVWPHQWV�%9�Y��7KH�&]HFK�5HSXEOLF, Partial Award, 17 March 2006, para 483. For a similar view, see $PHULFDQ�0DQXIDFWXULQJ�
	�7UDGLQJ�Y��5HSXEOLF�RI�=DLUH��,&6,'�&DVH�1R��$5%����������)HEUXDU\�������:HQD�+RWHOV�/WG��Y��$UDE�5HSXEOLF�RI�(J\SW, ICSID Case No. 
$5%���������'HFHPEHU������
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protection and security clauses protect investors only in cases where their investments were ‘affected by civil 
VWULIH�DQG�SK\VLFDO�YLROHQFH¶��,Q�VR�KROGLQJ��WKH�WULEXQDO�WKHUHLQ�GLG�QRW�¿QG�WKDW�WKH�KRVW�VWDWH�ZDV�LQ�EUHDFK�RI�
WKHLU�REOLJDWLRQ�WR�SURYLGH�IXOO�SURWHFWLRQ�DQG�VHFXULW\��LQDVPXFK�DV�WKH�VXVSHQVLRQ�RI�WKH�VKDUHV��DQG�VHL]XUH�RI�
GRFXPHQWV�ZHUH�EDVHG�RQ�MXVWL¿DEOH�JURXQGV��,Q�FRQWUDVW��WKH�WULEXQDO�LQ�:HQD�+RWHOV�/WG��Y��$UDE�5HSXEOLF�RI�
Egypt found the host state Egypt liable for breaching the obligation to provide full protection and security.21 In 
VXSSRUW�RI�WKLV�¿QGLQJ��WKH�FRXUW�DGRSWHG�D�EURDG�LQWHUSUHWDWLRQ�RI�WKH�IXOO�SURWHFWLRQ�DQG�VHFXULW\�SURYLVLRQ�22 

3) Determining the scope of the provisions on Expropriation 

Tribunals have adopted different views on whether investors were exposed to indirect expropriation. In Pope 
	�7DOERW�WKH�FRXUW�H[DPLQHG�ZKHWKHU�WKH�µFRQWURO�UHJLPH¶�RI�&DQDGD�DPRXQWHG�WR�DQ�LQGLUHFW�H[SURSULDWLRQ�23 
The case involved a U.S. investor who was engaged in the softwood lumber mills business in Canada. The 
investor alleged that the way the host state implemented the Softwood Lumber Agreement ran counter to the 
NAFTA provisions on expropriation. The tribunal refused to hold that there was an indirect expropriation 
on the grounds that the implementation did not amount to a substantial barrier in the way of maintaining the 
softwood lumber mills business.24 Hence the tribunal allowed the host state to introduce new regulations. 
 
+RZHYHU��LQ�0HWDOFODG�Y��0H[LFR��WKH�WULEXQDO�IRXQG�WKDW�WKH�KRVW�VWDWH��0H[LFR��¿UVW�DSSURYHG�DQG�HQGRUVHG�
the project and thereby made a representation on which  Metalclad placed a heavy reliance.25 The tribunal 
KHOG�WKDW�WKH�RPLVVLRQ�RI�WKH�KRVW�VWDWH�WR�JUDQW�SHUPLVVLRQ�µGHSULYHG�WKH�RZQHU��LQ�ZKROH�RU�LQ�VLJQL¿FDQW�
SDUW��RI�WKH�XVH�RU�UHDVRQDEO\�WR�EH�H[SHFWHG�HFRQRPLF�EHQH¿W�RI�WKH�SURSHUW\¶�26 Consequently, the tribunal 
found the host state, the Mexican Government, liable for the indirect expropriation, when it refused to grant a 
construction permit to Metalclad. 

'HVSLWH�WKH�IDFW�WKDW�WULEXQDOV�LQ�ERWK�0HWDOFODG�DQG�3RSH�	�7DOERW�VRXJKW�WR�SURPRWH�FHUWDLQW\��WKH�WULEXQDO�LQ�
Metalclad adopted a different approach in determining what constitutes expropriation. This is because, unlike 
WKH�3RSH�	�7DOERW�DSSURDFK�ZKLFK�DOORZHG�WKH�KRVW�VWDWH�WR�LQWURGXFH�QHZ�UHJXODWLRQV��WKH�0HWDOFODG�GHFLVLRQ�
seriously curbed the sovereign power of the host state to ‘change the business environment’.

)RU�WKLV�UHDVRQ��3RSH�	�7DOERW�KDG�WKH�HIIHFW�RI�ZLGHQLQJ�WKH�SURWHFWLRQ�RI�WKH�LQYHVWRUV�PRUH�WKDQ�ZKDW�ZDV�
HQYLVDJHG�LQ�WKH�0HWDOFODG��3RSH�	�7DOERW�ZDV�DOVR�QRW�IROORZHG�LQ�PDQ\�RI�WKH�RWKHU�ODQGPDUN�GHFLVLRQV��
such as Feldman v. Mexico27 and S.D. Myers v. Canada,28 both which refused to treat the change of regulation 
as tantamount to indirect expropriation. 

The case law is also not helpful in determining how long the deprivation needs to take place for the purposes 
RI�¿QGLQJ�LQGLUHFW�H[SURSULDWLRQ��7KH�WZR�ODQGPDUN�DUELWUDWLRQ�DZDUGV��QDPHO\�6�'��0\HUV�Y��&DQDGD�DQG�
Wena Hotels v. Egypt are divided on this point.29�:KLOH�WKH�IRUPHU�WULEXQDO�GLG�QRW�¿QG�WKH�HLJKWHHQ�PRQWKV�RI�

21 See :HQD�(n 20). 
22 ibid. See also Guiditta Cordero Moss, ‘Full Protection and Security’ in Reinisch (n 8) 144-145, quoting 6LHPHQV�$�*��Y��$UJHQWLQH�5HSXEOLF, 
,&6,'�&DVH�1R��$5%������$ZDUG����)HEUXDU\�������SDUD������&62%�Y��6ORYDN�5HSXEOLF��,&6,'�&DVH�1R��$5%�������$ZDUG�����'HFHPEHU�������
para 170;�&RPSDQLD�GH�$JXDV�GHO�$FRQTXLMD�6�$���Q����
23�3RSH�	�7DOERW�,QF��Y��7KH�*RYHUQPHQW�RI�&DQDGD���81&,75$/��1$)7$���,QWHULP�$ZDUG�����-XQH������
���LELG��6HH�DOVR�$QQH�.�+RIIPDQQ��µ,QGLUHFW�([SURSULDWLRQ¶�LQ�5HLQLVFK��Q��������
25 Metalclad v. Mexico,�,&6,'�&DVH�1R��$5%�$)�������$ZDUG�����$XJXVW�������SDUD�����
26 ibid, at paras 103-04. For a similar view, see 7HFQLFDV�0HGLRDPELHQWDOHV�7HFPHG��6�$���Q��� para 115, quoted in Hoffmann (n 24) 158.
27 (2003) 42 ILM 625, 669, quoted in Surya P Subedi, ,QWHUQDWLRQDO�,QYHVWPHQW�/DZ��5HFRQFLOLQJ�3ROLF\�DQG�3ULQFLSOH�(Hart Publishing, 2008) 
137.

28 6�'��0\HUV�Y��*RYHUQPHQW�RI�&DQDGD, UNCITRAL (NAFTA) Partial Award (Nov. 13, 2000), quoted ibid.
29 ibid at para 283; :HQD�+RWHOV�/WG��Y��$UDE�5HSXEOLF�RI�(J\SW��,&6,'�&DVH�1R��$5%���������'HFHPEHU�������SDUD����TXRWHG�LQ�+RIIPDQQ��Q�
24) 159.
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GHSULYDWLRQ�DV�VXI¿FLHQW�WR�KROG�LQ�IDYRXU�RI�LQGLUHFW�H[SURSULDWLRQ��WKH�ODWWHU�WULEXQDO�KHOG�WKDW�WKH�SUHYHQWLRQ�
of the owner from using the hotel for about one year amounted to indirect expropriation.30

4) Interpretation of the ‘Most Favoured Nation’ clauses 

ICSID Arbitration awards also contain inconsistent decisions regarding the interpretation of the ‘Most Favoured 
Nation’ (‘MFN’) clauses. MFN clauses enable investors to take advantage of the pro-investor provisions 
SURYLGHG� LQ�RWKHU�%,7V�� WR�ZKLFK� WKHLU� VWDWH� LV�QRW�D�SDUW\��7KH� UXOLQJV� LQ�0DIIH]LQL�Y��6SDLQ�31 Siemens v. 
Argentina,32�&DPX]]L�Y��$UJHQWLQD33 and Gas Natural v. Argentina34 all support the proposition that application 
of the MFN clause extends to the procedural and jurisdictional provisions under the BITs. Hence, by relying 
on the MFN clauses in the BIT entered into between the host state and the investor’s state, the tribunals in 
these cases allowed investors to use the dispute settlement clause stipulated under the BIT signed by the Host 
State and other nations. 

0DIIH]LQL� Y�� 6SDLQ�� ZKLFK� LV� WKH� OHDGLQJ� FDVH� RQ� WKH� EURDG� DSSOLFDWLRQ� RI� WKH�0)1� FODXVH�� LQYROYHG� DQ�
$UJHQWLQHDQ�LQYHVWRU�ZKR�VXFFHVVIXOO\�LQYRNHG�WKH�0)1�FODXVH�XQGHU�WKH�6SDLQ�$UJHQWLQD�%,7��LQ�RUGHU�WR�
PDNH�XVH�RI�WKH�GLVSXWH�VHWWOHPHQW�FODXVH�LQ�WKH�&KLOH�$UJHQWLQD�%,7��7KH�ODWWHU�%,7�DOORZHG�WKH�LQYHVWRUV�
to directly institute arbitration proceedings, while there was a 18-month waiting period stipulated under the 
6SDLQ�$UJHQWLQD�%,7�E\�ZKLFK�WKH�LQYHVWRU�ZDV�RULJLQDOO\�ERXQG��

'HVSLWH�0DIIH]LQL��D�QXPEHU�RI�VXEVHTXHQW�FDVHV� UHIXVHG� WR� WUHDW� WKH�0)1�FODXVHV�DV�KDYLQJ�VXFK�D�ZLGH�
VFRSH��7KLV�QDUURZ�LQWHUSUHWDWLRQ�RI�WKH�0)1�FODXVH�ZDV�REVHUYHG�LQ�6DOLQL�Y��-RUGDQ�35 Plama v. Bulgaria36 
and Telenor v. Hungary.37 The tribunals in these cases took the view that, unless there is an explicit statement 
to that effect, MFN clauses are not designed to provide procedural advantages to investors.

5) Application of  ‘umbrella clauses’

It is common ground that a breach of contract on the part of states does not normally lead to any monetary 
liability.38 Nonetheless, with the use of ‘umbrella clauses’ in almost all BITs, states now accept the liability 
for damages in case of a breach of BITs.39�'HVSLWH�WKH�SUHVVLQJ�QHHG�IRU�FODUL¿FDWLRQ�RQ�ZKHUH�WKHVH�XPEUHOOD�
clauses should be applied, case law again contains irreconcilable decisions. SGS v. Pakistan involved a contract 
whereby the investor, SGS, undertook to inspect the goods prior to their shipment. As a result of the termination 
of the contract by the Pakistan Government, SGS instituted ICSID arbitration proceedings, alleging breach of 
contract. The key question was whether this breach of contract constituted violation of the BIT entered into 
EHWZHHQ�WKH�6ZLW]HUODQG�DQG�3DNLVWDQ�40 At the preliminary stage, the tribunal refused to assume jurisdiction 
on the grounds that breach of the contract by the state cannot in any way be treated as violation of the BIT.41 
They held that the breach here was only contractual, and it did not come under the protection afforded by 
30 ibid.
���,&6,'�&DVH�1R��$5%�������'HFLVLRQ�RQ�-XULVGLFWLRQ�����-DQXDU\�������SDUD�����6HH�JHQHUDOO\��-RKQ�:�%RVFDULRO��DQG�2UODQGR�(�6LOYD��µ7KH�
:LGHQLQJ�RI�WKH�0)1�2EOLJDWLRQ�DQG�,WV�,PSDFW�RQ�,QYHVWRU�3URWHFWLRQ¶��������,QWO�7UDGH�/�DZ�	�5HJXODWLRQ����
���,&6,'�&DVH�1R��$5%�������'HFLVLRQ�RQ�-XULVGLFWLRQ����$XJXVW�������SDUD�����
���,&6,'�&DVH�1R��$5%��������'HFLVLRQ�RQ�-XULVGLFWLRQ�����0D\�������SDUD�����
���,&6,'�&DVH�1R��$5%��������'HFLVLRQ�RQ�-XULVGLFWLRQ�����-XQH�������SDUD����
���,&6,'�&DVH�1R��$5%��������'HFLVLRQ�RQ�-XULVGLFWLRQ�����1RYHPEHU������
���,&6,'�&DVH�1R��$5%��������'HFLVLRQ�RQ�-XULVGLFWLRQ����)HEUXDU\������
���6HH�Q�����6HH�DOVR�$QGUHDV�5�=LHJOHU��µ0RVW�IDYRXUHG�1DWLRQ�7UHDWPHQW¶�LQ�5HLQLVFK��Q�������
38 Subedi (n 27) 104.
39 ibid. 
40 6RFLHWH�*HQHUDOH�GH�6XUYHOOLDQFH�6$�Y��,VODPLF�5HSXEOLF�RI�3DNLVWDQ��,&6,'�&DVH�1R��$5%����������6HSWHPEHU�������SDUD������TXRWHG�LQ�
Subedi (n 27) at 105. For a similar view, see also ,PSUHJLOR�Y��3DNLVWDQ��,&6,'�&DVH�1R��$5%������������SDUD�����
41 ibid. 
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the relevant BIT. This line of reasoning was also adopted in a number of cases including El Paso Energy v. 
Argentina42�DQG�-R\�0LQLQJ�0DFKLQHU\�Y��(J\SW�43 In sharp contrast to these decisions, the ICSID tribunal 
in SGS v. Philippines took the view that that the umbrella clauses must have the effect of transforming the 
contractual breach of the states into violation of their liabilities under the relevant BITs.44

6) Conclusion 

The tribunals have the liberty to interpret the standards of protection narrowly or broadly, and are also entitled 
to rely on the customary international law principles when identifying the relevant standards of protection. 
This situation opens a wide range of possibilities, and it unfortunately prevents parties from foreseeing their 
rights and obligations under the BITs.45  This arises from the absence of binding precedents, as well as tribunals 
ZKR�WHQG�WR�µFKHUU\�SLFN¶�IURP�SDVW�GHFLVLRQV�WR�VXSSRUW� WKHLU�¿QGLQJV�46 An appellate mechanism is badly 
needed to clarify the standards of protection in investment law. 
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Abstract

7KLV�SDSHU�IRFXVHV�RQ�WKH�KLVWRULFDO�GHYHORSPHQW�RI�&KLQD¶V�FRUSRUDWH�IRUPV�LQ�GLIIHUHQW�VWDJHV�DQG�WKHLU�
UHVSHFWLYH�IHDWXUHV�DV�ZHOO�DV�WKH�PDLQ�FDXVHV�DQG�HIIHFWV��7KH�DXWKRU�GLVFXVVHV�WKH�JRYHUQPHQWDO�LPSDFW�
XSRQ�WKH�FRUSRUDWH�HYROXWLRQ�IURP�WKH�SHUVSHFWLYH�RI�RZQHUVKLS�DQG�FRQWURO�DQG�FRQFOXGHV�RQ�LWV�QHJDWLYH�
LQÀXHQFH�LQ�JHQHUDO��,W�LV�WKH�DLP�RI�WKLV�DUWLFOH�WR�GHPRQVWUDWH�WKDW�JRYHUQPHQWV�VKRXOG�QRW�LQWHUIHUH�WRR�
PXFK�LQ�WKH�GHYHORSPHQW�RI�WKHVH�FRUSRUDWH�VHFWRUV�DQG�XQQHFHVVDU\�JRYHUQPHQWDO�LQWHUIHUHQFH�VKRXOG�
VXEVHTXHQWO\�EH�UHPRYHG��6KDUHKROGHU�SURWHFWLRQ��SDUWLFXODUO\�PLQRULW\�VKDUHKROGHU�SURWHFWLRQ��VKRXOG��DV�D�
result,  EH�HPSKDVL]HG�IRU�DGDSWLQJ�WKH�PRGHUQ�FRUSRUDWH�JRYHUQDQFH�

Key words: &RUSRUDWH�HYROXWLRQ��FRUSRUDWH�ODZ��JRYHUQPHQW�LQWHUIHUHQFH��RZQHUVKLS�DQG�FRQWURO��VKDUHKROGHU�
protection 

Introduction

While it seems that China’s corporate system lags far behind the Western developed countries such as the United 
.LQJGRP��8QLWHG�6WDWHV�RU�*HUPDQ\��DV�HDUO\�DV�LQ�������&KLQD¶V�¿UVW�FRUSRUDWH�ODZ1 had been promulgated 
E\�WKH�LPSHULDO�JRYHUQPHQW²WKH�4LQJ�JRYHUQPHQW²ZKLFK�LQFOXGHG�WKH�UXOH�RI�OLPLWHG�OLDELOLW\�DQG�HTXDO�
treatment of shares among others.2 Why, then has a mature corporate law system or a sound capital market 
IDLOHG�WR�EH�HVWDEOLVKHG�QHDUO\�D�FHQWXU\�ODWHU"�

This paper focuses on the historical development of corporate forms in different stages and their respective 
features as well as the main causes and effects. The modern and the contemporary history will be divided into 
WKUHH�GLVWLQFWLYH�SHULRGV��/DWH�4LQJ�'\QDVW\�IURP������WR�������5HSXEOLFDQ�3HULRG�IURP������WR������DQG�
People’s Republic of China since its establishment in 1949; and each distinctive period has differing phases 
GXULQJ�LWV�RZQ�WLPH��7KRVH�HYROXWLRQV�ZLOO�EH�WUDFNHG�GRZQ�LQ�WKH�¿UVW�WKUHH�VHFWLRQV��$IWHU�WKDW��6HFWLRQ�IV 
discusses lessons that can be learned from the evolutionary history in order to avoid similar mistakes in later 
development. Finally, a brief conclusion will be provided in Section V. 

I. Late Qing Dynasty 

A. Prior to 1860
The Qing Dynasty (1616-1911), as most of the previous ruling dynasties, strongly suppressed the production 
DQG�GLVWULEXWLRQ�RI�FRPPHUFLDO�JRRGV�LQ�RUGHU�WR�PDLQWDLQ�WKH�DJUDULDQ�GRPLQDWHG�HFRQRP\�DQG�LWV�FHQWUDOL]DWLRQ�
RI�DXWKRULW\��7KH�UROH�RI�EXVLQHVVPHQ�ZDV�XQGHUHVWLPDWHG�DQG�GHVSLVHG�LQ�WKH�ORQJ�KLVWRU\��QR�PDWWHU�KRZ�ULFK�
they were they usually had a very low social status or rank subject to traditional Confucianism, the dominant 
SROLWLFDO�LGHRORJ\�LQ�DQFLHQW�&KLQD��'HVSLWH�WKH�H[LVWHQFH�RI�VRPH�H[DPSOHV�RI�VXFFHVVIXO�IDPLO\�UXQ�¿UPV��
SULYDWH�EXVLQHVVHV�ZHUH�VWULFWO\�FRQVWUDLQHG�LQ�FHUWDLQ�¿HOGV3 and not allowed to be independently involved in 
large-scale production. This meant that even though private businesses operated by big families could be quite 
SURVSHURXV��WKH\�ZHUH�¿UVWO\��ULJLGO\�OLPLWHG�LQ�FHUWDLQ�GRPDLQV��DQG�VHFRQGO\��WKH\�KDG�WR�REWDLQ�FRPPHUFLDO�
license for trading as the premise in advance. More importantly, virtually all of these large-scale private 
businesses were under certain forms of state sponsorship or government patronage.4 Such a situation did not 
only lead to a slow development of private-sector economy, but also resulted in the fact that those family-run 
1 It was called “gong si lü”, which is different from current company law named “gong si fa”.
2 See +XQGUHG�<HDU�+LVWRU\�RI�&KLQD¶V�&RUSRUDWH�/DZ�DW��KWWS���ZZZ�FLYLOODZ�FRP�FQ�$UWLFOH�GHIDXOW�DVS"LG �����!�>DFFHVVHG�1RYHPEHU�����
2012]. It was argued that shareholding was not an unfamiliar concept to the Chinese businessmen, the more meaningful innovation for the 1904 
&RPSDQ\�/DZ was to establish the rule of limited liability which could facilitate the raising of capital and attract public investors.
3 For example salt and steel production were virtually completely controlled by the imperial governments during the Ming Dynasty (1368-1644) 
and the Qing Dynasty.
��6XFK�DV�WKH�GHIHUPHQW�RI�WD[�SD\PHQWV��:LOOLDP�*RHW]PDQQ�DQG�(OLVDEHWK�.|OO��µ7KH�+LVWRU\�RI�&RUSRUDWH�2ZQHUVKLS�LQ�&KLQD��LQ�5DQGDOO�
0RUFN��HG���$�+LVWRU\�RI�&RUSRUDWH�*RYHUQDQFH�DURXQG�WKH�:RUOG��)DPLO\�%XVLQHVV�*URXSV�WR�3URIHVVLRQDO�0DQDJHUV (University of Chicago 
Press, Chicago 2005) 152. And this situation lasted until 1900, when the Qing imperial government openly encouraged private businesses and 
industrial enterprises. Ibid 160.
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¿UPV�FRXOG�KDUGO\�EH�LQGHSHQGHQW�IURP�WKH�VWDWH�5 

B. 1861-1894: China’s Self-Strengthening Movement
'LUHFWO\� LQÀXHQFHG� E\� WKH� VHULRXV� GHIHDWV� LQ� WKH� )LUVW� 2SLXP�:DU (1840-1842) and 6HFRQG� 2SLXP�:DU 
�������������WKH�4LQJ�JRYHUQPHQW��WR�EH�PRUH�SUHFLVH��D�JURXS�RI�SURJUHVVLYH�RI¿FLDOV��ODXQFKHG�WKH�6HOI�
6WUHQJWKHQLQJ�0RYHPHQW. After the 2SLXP�:DUV, the Qing government was forced to open several port cities 
to foreign companies and individuals and permit them to carry on business, which was strictly constrained or 
even forbidden in the past. In virtue of the fast growth of foreign companies in these treaty ports, the imperial 
government of the Qing Dynasty had to encourage the development of domestic enterprises to compete with 
WKRVH�RYHUVHDV�RQHV��2Q� WKH�RWKHU� VLGH��ZKLFK�ZDV�RI�PRUH�VLJQL¿FDQFH�� WR� VWXG\�DQG�DGRSW� WKH�DGYDQFHG�
military technology and armaments from the West for the sake of enhancing national defence power through 
the movement became essential for the regime. 

7KUHH� PDLQ� W\SHV� RI� HQWHUSULVHV� HYROYHG� GXULQJ� WKLV� SHULRG�� 7KH� ¿UVW� W\SH� ZDV� guan ban (government 
management), namely the enterprises that were completely funded and managed by the government. This 
was not a new type. For example, original salt production or imperial porcelain production did belong to 
this category.6 However, the guan ban did not include projects like railroads, telegraph and mining, which 
required a great amount of capital and a larger base of investors, something an imperial government like the 
Qing government could not afford while confronting a variety of domestic and international problems. The 
VHFRQG�W\SH�RI�HQWHUSULVH²guan du shang ban (government supervision and merchant management) appeared 
as a consequence. Under this model, merchants – a preferred term at that moment – and public investors 
VXEVFULEHG�WKH�HQWLUH�VWRFNV�IURP�¿UPV�DQG�WRRN�ULVNV��DOWKRXJK�WKH�JRYHUQPHQW�RI¿FLDOV�FRQWUROOHG�WKH�¿UPV�
in reality. Despite being called PHUFKDQW�PDQDJHPHQW� the merchants as shareholders in fact had no practical 
control rights. They might be responsible for the daily operation, but were only allowed to do so with sanction 
and permission from the government. Even occasionally when the government did not directly administer the 
SHUVRQDO��RSHUDWLRQDO�DQG�¿QDQFLDO�DIIDLUV��WKHVH�VRUWV�RI�LVVXHV�UHPDLQHG�XQGHU�LWV�FORVH�VXSHUYLVLRQ���

Notwithstanding the fact that the progress made by the form of guan du shang ban was remarkable during that 
SHULRG�DV�LW�¿UVW�HYHU�RI¿FLDOO\�DWWUDFWHG�WKH�SULYDWH�FDSLWDO�WR�VXSSRUW�WKRVH�JLDQW�SURMHFWV�ZLWK�JUHDW�¿QDQFLDO�
demand and indirectly allowed the private actors to engage in the large industrial sectors, disadvantages were 
also self-evident. The merchants among public investors as shareholders were not able to enjoy ownership 
ULJKWV��¿UVW�� WKH\�KDG� WR� VXUUHQGHU�SDUW�RI�SUR¿WV� WR� WKH�JRYHUQPHQW�7 secondly, they had no control of the 
¿UPV�WKH\�LQYHVWHG�WR�D�JUHDW�H[WHQW��0RUHRYHU��WKH�LQFUHDVLQJO\�VHYHUH�FRQÀLFWV��LQFOXGLQJ�GLIIHULQJ�DJHQGDV�
EHWZHHQ�PHUFKDQWV�DQG�JRYHUQPHQW�RI¿FLDOV��WKH�EXUHDXFUDF\��DQG�WKHUHE\�WKH�ORZ�HI¿FLHQF\�FDXVHG�E\�LW�OHG�
WR�WKH�SXEOLF�LQYHVWRUV�EHLQJ�OHVV�ZLOOLQJ�WR�LQYHVW�LQ�WKH�¿UPV�FRQWUROOHG�DQG�VXSHUYLVHG�E\�WKH�JRYHUQPHQW�

7R�IXUWKHU�DWWUDFW�SULYDWH�LQYHVWPHQW��WKH�4LQJ�JRYHUQPHQW�VHW�XS�D�WKLUG�IRUP�RI�HQWHUSULVH²guan shang he 
ban� �MRLQW� JRYHUQPHQW�PHUFKDQW�PDQDJHPHQW���7KHUH�ZHUH� VHYHUDO� QHZ� IHDWXUHV�XQGHU� WKLV�PRGHO��¿UVWO\��
JRYHUQPHQW� DQG�PHUFKDQWV�ZRXOG� VXEVFULEH�¿UP� VWRFNV� DQG� XQGHUWDNH� WKH� ULVNV� RI� WKH� EXVLQHVV� WRJHWKHU��
secondly, merchants and public investors had more rights since they could send their own representatives to 
engage in the management; thirdly, the government and merchants were required to make explicit contracts 
RU�DUUDQJHPHQWV�VSHFLI\LQJ�WKH�ULJKW�DQG�REOLJDWLRQ�RI�HDFK�JURXS��WKH�UHVSHFWLYH�SURSRUWLRQ�RI�SUR¿WV�DQG�
measures of distributing. The form of guan shang he ban�ZDV�VXSSRVHG�WR�SURYLGH�PRUH�ÀH[LELOLW\�IRU�GUDZLQJ�
capital from the general public, particularly merchants who were comparatively more wealthy, for developing 
5 They are not infrequently compelled to donate a large sum of money to the government in order to keep a good relationship with it and they 
ZRXOG�EH�HDVLO\�DIIHFWHG�E\�WKH�SROLWLFDO�IDFWRUV�VLQFH�WKHUH�ZDV�QRW�DQ\�OHJDO�SURWHFWLRQ��0DQ�%XQ�.ZDQ��7KH�6DOW�0HUFKDQWV�RI�7LDQMLQ��6WDWH�
0DNLQJ�DQG�&LYLO�6RFLHW\�LQ�/DWH�,PSHULDO�&KLQD (University of Hawai’i Press, Honolulu 2001) 37-45.
6 Indeed, the private businesses are strictly restrained to participate in these areas.
��7KH�JRYHUQPHQW�KDG�WKH�SRZHU�WR�GHFLGH�WKH�SUR¿W�DOORFDWLRQ�GHVSLWH�WKH�IDFW�WKDW�PHUFKDQWV�FRQWULEXWHG�WKH�HQWLUH�HTXLW\�FDSLWDO��-�)DLUEDQN�
DQG�.�/LX��HGV���7KH�&DPEULGJH�+LVWRU\�RI�&KLQD��9ROXPH�����/DWH�&K¶LQJ����������� (Cambridge University Press, Cambridge 1980) 434-435.
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GRPHVWLF�HQWHUSULVHV��EHFDXVH�H[FOXVLYHO\�SULYDWH�LQGXVWULDO�¿UPV�ZHUH�VWLOO�QRW�DOORZHG�WR�EH�LQGHSHQGHQWO\�
established without the involvement of the government until the end of nineteenth century. 

8QIRUWXQDWHO\�� WKH� PDQDJHULDO� SRZHU� VWLOO� ODUJHO\� UHVWHG� RQ� JRYHUQPHQW� RI¿FLDOV�� ZKLOH� PHUFKDQWV¶�
representatives were practically powerless. This ultimately failed to attract enough private funds as expected. 
The contradiction and dilemma here was apparent. For one thing, the Qing government wished to study the 
military weapon and advanced technology from the Western countries and then to compete with them. But 
IRU�DQRWKHU��WKH�LPSHULDO�JRYHUQPHQW�GLG�QRW�H[SHFW�D�FRPSOHWH�UHIRUP�HYHQ�LQ�WKH�HFRQRPLF�¿HOG�ZLWK�WKH�
fear of losing its controlling position as well as the potential incompatible clash with traditional morality. In 
short, there was no intention to reform the old institutions for the Qing government.8 Government-dominated 
corporate forms in the late Qing Dynasty with corruption and an ineffective political system were doomed due 
to failure to attract desperately demanded capital. Without enough funds to establish and develop companies 
DQG�ZLWK�VHYHUH�UHVWUDLQWV�XSRQ�SULYDWH�¿UPV��WKH�RYHUDOO�GHYHORSPHQW�RI�ERWK�SXEOLF�DQG�SULYDWH�¿UPV�GXULQJ�
this period was disappointing and the 6HOI�6WUHQJWKHQLQJ�0RYHPHQW�ZDV�¿QDOO\�DERUWHG�

C. 1895-1911: The Late-Qing Reforming Period
The defeat in the )LUVW�6LQR�-DSDQHVH�:DU (MLD�ZX�]KDQ�]KHQJ) gave the Qing government a deeper strike. 
Apart from the enormous compensation, the Qing government was compelled to pay, as in the situations of the 
two 2SLXP�:DUV but with a much larger amount,9 in terms of article 6 of 7UHDW\�RI�6KLPRQRVHNL, the post-war 
WUHDW\�EHWZHHQ�WKH�4LQJ�DQG�-DSDQHVH�JRYHUQPHQW�LQ�������WKH�4LQJ�JRYHUQPHQW�ZDV�DOVR�IRUFHG�WR�SHUPLW�
foreigners, YL]��-DSDQHVH�FLWL]HQV��WR�EXLOG�IDFWRULHV��,W�VKRXOG�EH�QRWLFHG�WKDW�though foreigners could do 
business in those port cities after the first 2SLXP�:DU, they were not allowed to build factories in order 
to engage in the manufacturing process��8QWLO�WKHQ��WKH�SROLF\�RI�IRUELGGLQJ�&KLQHVH�FLWL]HQV�IURP�HQJDJLQJ�
LQ�LQGXVWULDO�¿UPV�ZKLOH�DOORZLQJ�IRUHLJQHUV�WR�GR�VR�EHFDPH�VHQVHOHVV��)URP������RQZDUGV��SULYDWH�¿UPV�LQ�
light industry as well as the consumer goods industry developed very fast as observed by Professors William 
*RHW]PDQQ�DQG�(OLVDEHWK�.|O��HVSHFLDOO\�LQ�WKRVH�RULJLQDO�guan du shang ban (government supervision and 
merchant management) and guan shang he ban (joint government-merchant management) enterprises by 
virtue of eliminating the restrictions.10

In order to further facilitate commerce and help industries, the Qing government established a Ministry of 
Commerce and enacted China’s�¿UVW�&RPSDQ\�/DZ, gong si lü in 1904,11 with the expectation of establishing 
shareholder-friendly environment to encourage private investment. It is worth mentioning that during the late 
nineteenth century and early twentieth century, cotton-spinning mills and some other industries remained 
of high risks. The rule of limited liability introduced by the 1904 &RPSDQ\� /DZ substantially facilitated 
investors, who in the past might have feared the unlimited liability when the business failed, to put money 
LQWR� WKH�FRPSDQ\��3XUFKDVLQJ� VWRFNV� IURP� WKH� VSHFL¿F�FRPSDQ\�RU� WKH�SXEOLF�PDUNHW�ZRXOG�RQO\� ULVN� WKH�
corresponding value instead of the entire personal wealth, because the liability had been limited to the value 
of the shares they initially subscribed.12�&RQVHTXHQWO\��IHDUV�WKDW�RQFH�ODUJHO\�UHVWULFWHG�WKH�VL]H�DQG�VFRSH�RI�
companies could be removed by the new law, while raising large amount of capitals turned to be feasible at 
8 The strategy is “]KRQJ�[XH�ZHL�WL��[L�[XH�ZHL�\RQJ” (Chinese Learning for Fundamental Principles and Western Learning for Practical Uses). 
The political VWDWXV�TXR of a conservative imperial monarchy is the forbidden area to touch.
9 The Qing Government was forced to pay an indemnity of 230 million silver kuping taels�WR�-DSDQ�LQ�WRWDO��6LQFH�RQH�kuping �WUHDVXU\��WDHO�was 
about 37.3 grams in weight, it meant China had to pay approximately 8.56 million kilograms of silver. 
���:�*RHW]PDQQ�DQG�(�.|OO��µ7KH�+LVWRU\�RI�&RUSRUDWH�2ZQHUVKLS�LQ�&KLQD��LQ�5DQGDOO�0RUFN��HG���$�+LVWRU\�RI�&RUSRUDWH�*RYHUQDQFH�
DURXQG�WKH�:RUOG��)DPLO\�%XVLQHVV�*URXSV�WR�3URIHVVLRQDO�0DQDJHUV (University of Chicago Press, Chicago 2005) 160.
���,W�ZDV�FRPPHQWHG�E\�3URIHVVRU�:LOOLDP�.LUE\��³7KH�&RPSDQ\�/DZ�ZDV�WKH�¿UVW�PRGHUQ�ODZ�GUDIWHG�E\�WKH�,PSHULDO�/DZ�&RGL¿FDWLRQ�
Commission, whose work was part of the Qing government’s reformist “new policies” in the wake of China’s recent humiliations at the hands 
RI�-DSDQ�DQG�WKH�:HVWHUQ�SRZHUV�´�:LOOLDP�.LUE\��µ&KLQD�8QLQFRUSRUDWHG��&RPSDQ\�/DZ�DQG�%XVLQHVV�(QWHUSULVH�LQ�7ZHQWLHWK�&HQWXU\�&KLQD¶�
(1995) 54 -RXUQDO�RI�$VLDQ�6WXGLHV 43, 43.
���)RU�WKH�GHWDLOHG�SRVLWLYH�HIIHFW�RI�µ/LPLWHG�/LDELOLW\¶��SOHDVH�VHH�+�+DQVPDQQ�DQG�5�.UDDNPDQ��7KH�(VVHQWLDO�5ROH�RI�2UJDQL]DWLRQDO�/DZ��
(2000) 110 <DOH�/DZ�-RXUQDO������+�+DQVPDQQ��5�.UDDNPDQ�DQG�5�6TXLUH��µ/DZ�DQG�WKH�5LVH�RI�WKH�)LUP¶������������+DUYDUG�/DZ�5HYLHZ 
1333.
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least from the technical aspect. What is more important for China’s political and economic environment that 
time was, as aptly noticed by some scholars, the “hands-off” effect of the 1904 &RPSDQ\�/DZ²L�H���UHSODFLQJ�
state patronage and government interference with a set of explicit legal rules to enhance shareholder rights.13 
Put it simply, shareholders were designed to become the central players for substituting the traditional role of 
government in the corporate activity.

Some optimistic observers might think that with a series of economic reforms and the appearance of modern 
company laws, China seemed to possess the conditions of developing modern corporations. However, this 
QHYHU�KDSSHQHG�LQ�WKH�IROORZLQJ�HLJKW�GHFDGHV�VLQFH�WKH�SURPXOJDWLRQ�RI�WKH�¿UVW�PRGHUQ�FRPSDQ\�ODZ�LQ�
1904. Even after eliminating governmental interference and enacting the rule of limited liability, without 
DQ�DFFHVVLEOH�FDSLWDO�PDUNHW��WKH�GLI¿FXOW\�RI�UDLVLQJ�FDSLWDO�UHPDLQHG�D�KXJH�SUREOHP�DQG�REVWDFOH�IRU�WKH�
development of private companies. In the absence of an accessible capital market, it was hard to raise money 
from the public. One often-mentioned reason for weak shareholder rights or unfettered managerial power was 
WKH�ODFN�RI�DQ�DFWLYH�VWRFN�PDUNHW�IRU�GRPHVWLF�FRPSDQLHV��'HVSLWH�WKH�IDFW� WKDW� WKH�¿UVW�VHFXULWLHV�PDUNHW�
emerged in Shanghai as early as in 1870s, subsequent to a string of booms it came to be an ineffective capital 
market for the domestic companies.14�,Q�SDUWLFXODU��WKH�VWRFN�PDUNHW�FULVLV�LQ�WKH�PLGGOH�RI�����V��WKH�¿UVW�
bubble of China’s stock market), which was principally contributed to by price manipulation and insider 
trading,15�KHDYLO\�VWUXFN�WKH�LQYHVWRUV¶�FRQ¿GHQFH�

On top of that, the government withdrawing from direct involvement did not necessarily mean that control 
rights would return to shareholders as a whole, it could possibly be transferred to a blockholder or a small group 
RI�ODUJH�VKDUHKROGHUV��,Q�UHDOLW\��WKH�IRXQGHU�PDQDJLQJ�GLUHFWRU�WRRN�WKH�FRQWURO��7KHUH�ZHUH�WZR�PDMRU�FDXVHV��
¿UVW��WKH�IRXQGHU�RU�PDQDJLQJ�GLUHFWRUV�ZRXOG�HVWDEOLVK�³LQVWLWXWLRQDO�VWUXFWXUHV�RI�FRQWURO�LQ�FRPELQDWLRQ�ZLWK�
social networks”16��VHFRQGO\��WKH�OHJDO�HQIRUFHPHQW�PHFKDQLVP�GLG�QRW�ZRUN�ZHOO��WKXV�LW�ZRXOG�EH�GLI¿FXOW�
to expect the court to effectively implement the existing legal institutions and to safeguard shareholders’ 
legitimate rights.17 

'LI¿FXOW\�DVFHQGHG�ZKHQ� WKHUH�ZDV� LQDGHTXDWH� OHJDO�SURWHFWLRQ� IRU� WKH�PLQRULW\� VKDUHKROGHUV��&RPSDQLHV�
ZHUH�¿UPO\�FRQWUROOHG�E\�WKH�IRXQGHUV�RU�PDQDJLQJ�GLUHFWRUV�DIWHU�WKH�JRYHUQPHQW¶V�ZLWKGUDZDO�DQG�LW�ZDV�
almost impossible for those disgruntled minority shareholders to effectively express their opinions. Some 
institutions introduced by the 1904 law, such as the requirement of auditor, became rubber-stamps owing to 
the fact that the founder or managing director usually dominated the board. This, in turn, resulted in, or at 
OHDVW�HQKDQFHG�WKH�WUDGLWLRQ�RI�UDLVLQJ�FDSLWDO�IURP�NLQVKLS�DQG�LQWHUSHUVRQDO�QHWZRUNV��-XVW�DV�*DU\�+DPLOWRQ�
correctly commented, “kinship and native place collegiality constitute an LQVWLWXWLRQDO�PHGLXP out of which 
SHRSOH�FUHDWH�RUJDQL]HG�QHWZRUNV��,Q�WKLV�UHJDUG��NLQVKLS�DQG�FROOHJLDOLW\�LQ�&KLQD�SOD\HG�D�UROH�DQDORJRXV�
to those played by law and individuality in the West”.18 Family ties and interpersonal networks became the 
only reliable source of capital, since such relationships can provide certain protection and guarantees while 
strangers did not dare to risk their money under the management of someone they did not know before, just as 
���:�*RHW]PDQQ�DQG�(�.|OO��µ7KH�+LVWRU\�RI�&RUSRUDWH�2ZQHUVKLS�LQ�&KLQD��LQ�5DQGDOO�0RUFN��HG���$�+LVWRU\�RI�&RUSRUDWH�*RYHUQDQFH�
DURXQG�WKH�:RUOG��)DPLO\�%XVLQHVV�*URXSV�WR�3URIHVVLRQDO�0DQDJHUV (University of Chicago Press, Chicago 2005) 163.
14 However, the Shanghai Stock Exchange worked quite well for the foreign-domiciled companies. Indeed it became one of the most active 
stock markets around the world at the time. Ibid 151.
���$V�3URIHVVRUV�:LOOLDP�*RHW]PDQQ�DQG�(OLVDEHWK�.|OO�LQWHUHVWLQJO\�SRLQW�RXW��³DW�DERXW�WKH�WLPH�WKDW�UREEHU�EDURQV�*RXOG�DQG�)LVN�ZHUH�
PDQLSXODWLQJ�SULFHV�RI�UDLOURDG�VHFXULWLHV�RQ�WKH�1HZ�<RUN�6WRFN�([FKDQJH��WKH�6KDQJKDL�PDUNHW�VXIIHUHG�IURP�WKH�VDPH�SUREOHPV�RI�LQVLGHU�
trading”. Ibid 155-56. 
16 Ibid 171.
17 As observed by Dwight Perkins, businessmen are not prepared to go to the local magistrate which is responsible for dealing with disputes 
LQFOXGLQJ�FRPPHUFLDO�RQHV��DV�WKH\�EHOLHYH�WKH�RI¿FLDOV�LQ�WKH�PDJLVWUDWH�QHLWKHU�FRPSHWHQW�QRU�LPSDUWLDO��7KLV�PHDQV�WKDW�HYHQ�LI�WKH������
Company Law does state certain sort of shareholder rights, when they are infringed, no effective legal enforcement mechanism exists to protect 
these rights. Ibid 183.
���*DU\�+DPLOWRQ��µ7KH�2UJDQL]DWLRQDO�)RXQGDWLRQV�RI�:HVWHUQ�DQG�&KLQHVH�&RPPHUFH��$�+LVWRULFDO�DQG�&RPSDUDWLYH�$QDO\VLV¶�LQ�*DU\�
Hamilton (ed) $VLDQ�%XVLQHVV�1HWZRUNV�(De Gruyter, Berlin 1996) 43.
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RQH�&KLQHVH�VFKRODU�DSWO\�REVHUYHG��

“The idea that members of the public would be invited to join one’s business and share in its control and 
SUR¿WV�ZDV�LQGHHG�UHSXJQDQW��2Q�WKH�RWKHU�KDQG��WKH�QRWLRQ�WKDW�RQH¶V�PRQH\�EH�SXW�LQWR�WKH�SRFNHW�RI�
some strangers for them to run a business was just as unthinkable”.19 

Such imbedded distrust and problematic legal enforcement mechanisms along with an inaccessible public 
market substantially restricted the development of the corporate form.
 
II.  Republican Period

:LWK�WKH�FROODSVH�RI�WKH�4LQJ�'\QDVW\��WKH�SUHYLRXV�FHQWUDOLVHG�DXWKRULW\�ZDV�VXEVWDQWLDOO\�ZHDNHQHG��-XVW�
DV�WKH�SLFWXUH�GHSLFWHG�E\�3URIHVVRU�'ZLJKW�3HUNLQV�LOOXVWUDWHV��JRYHUQPHQWV�RI�WKH�¿UVW�IHZ�GHFDGHV�RI�WKH�
WZHQWLHWK� FHQWXU\�³KDG� OLWWOH� FDSDFLW\� WR�GR�PXFK�RI� DQ\WKLQJ�RWKHU� WKDQ� WR�PRELOL]H� DQ�DUP\� WR�¿JKW� WKH�
government’s political opponents”.20 On the grounds of the declining state authority, the political stimulus 
to boycott foreign commodities and the enthusiasm of developing domestic companies, this period was seen 
as the golden age of Chinese capitalism.21�1RQHWKHOHVV��WKH�GLI¿FXOW\�RI�UDLVLQJ�FDSLWDO�SHUVLVWHG��$OWKRXJK�
more business and commercial activities were conducted between strangers, rent and mortgage remained 
WKH� SDUDPRXQW�PHWKRG� RI� ¿QDQFLQJ�� UDWKHU� WKDQ� HTXLW\� SXUFKDVLQJ�22 Preferring debt investment to equity 
was affected by the traditional standpoint. More crucially, the prevalence of blockholders and controlling 
shareholders, as well as the inadequate protection for minority shareholders, may all have contributed to the 
above situation.

After 1927, the newly-established .XRPLQJWDQJ¶V�1DQMLQJ� JRYHUQPHQW� OHG� E\�&KLDQJ�.DL�VKHN� JUDGXDOO\�
acquired the ruling position over the nation, which is argued by some historians as the indication of “the 
bureaucracy’s return in force and the decline of the bourgeoisie”23��,W�ZDV�IROORZHG�E\�WKH�HUD�RI�QDWLRQDOL]DWLRQ�
of the company, and the state again dominated the development of all fundamental heavy industries and 
infrastructure. The start of the 6LQR�-DSDQHVH�:DU in 1937 indisputably accelerated the scope and pace of 
VXFK�QDWLRQDOL]DWLRQ��$V�WKH�VWDWLVWLFV�VKRZHG��E\�������WKH�VWDWH�FRQWUROOHG�����RI�WKH�WRWDO�FDSLWDO�RI�&KLQD¶V�
industry.24 Take the National Resource Commission (NRC), which was the largest state industrial agency 
DV�DQ�H[DPSOH�� VRPH�RI�15&¶V�RYHU�����RUJDQL]DWLRQV�HLWKHU�RSHUDWHG�DV�³SXUHO\�DGPLQLVWUDWLYH�XQLWV´�RU�
completely NRC-owned companies, while others took the public-private form where NRC accounts for the 
majority shares without any exception.25

,Q� WKH�PHDQWLPH�� WKH�1DQMLQJ� JRYHUQPHQW� KDG� DOUHDG\� GUDIWHG� WKH� )LYH�<HDU� DQG�7HQ�<HDU� 3ODQV� IRU� WKH�
post-war period, which focused on the state-dominated development direction by 1943-1944.26 Given that 
.XRPLQJWDQJ� �.07�� FRXOG� SUHVHUYH� WKH� UHJLPH� IRU� D� ORQJHU� SHULRG�� LW�ZRXOG� EH� ORJLFDO� WR� SUHGLFDWH� WKH�
further centralisation of economic power in the hands of the state and continuously the contraction of the non-
governmental companies in the foreseeable future.
���-XQ�/L��µ7KH�.XQJ�VVX�OX�RI������DQG�0RGHUQL]DWLRQ�RI�&KLQHVH�&RPSDQ\�/DZ¶�����������&KHQJFKL�8QLYHUVLW\�/HJDO�5HYLHZ 205 quoted in 
:LOOLDP�.LUE\��µ&KLQD�8QLQFRUSRUDWHG��&RPSDQ\�/DZ�DQG�%XVLQHVV�(QWHUSULVH�LQ�7ZHQWLHWK�&HQWXU\�&KLQD¶�����������-RXUQDO�RI�$VLDQ�6WXGLHV 
43, 50.
20 Randall Morck (ed),�$�+LVWRU\�RI�&RUSRUDWH�*RYHUQDQFH�DURXQG�WKH�:RUOG��)DPLO\�%XVLQHVV�*URXSV�WR�3URIHVVLRQDO�0DQDJHUV (University 
of Chicago Press, Chicago 2005) 183.
���)RU�H[DPSOH��VHH�:LOOLDP�.LUE\��µ&KLQD�8QLQFRUSRUDWHG��&RPSDQ\�/DZ�DQG�%XVLQHVV�(QWHUSULVH�LQ�7ZHQWLHWK�&HQWXU\�&KLQD¶�����������
-RXUQDO�RI�$VLDQ�6WXGLHV�43, 48-49.
22 Ibid 49, 50.
23 Marie-Claire Bergère, 7KH�*ROGHQ�$JH�RI�WKH�&KLQHVH�%RXUJHRLVLH  (Cambridge University Press, Cambridge 1990) 272.
���-�6XQ��(FRQRPLF�+LVWRU\�RI�&KLQD������������&KLQD�3HRSOH¶V�8QLYHUVLW\�3UHVV��%HLMLQJ������������������
���6RPH�RWKHU�RUJDQL]DWLRQV��PRVWO\�PLQLQJ�¿UPV��ZHUH�RUJDQL]HG�DV�OLPLWHG�MRLQW�VWRFN�FRPSDQLHV�EHWZHHQ�SURYLQFLDO�JRYHUQPHQWV�DQG�15&��
:�.LUE\��µ&KLQD�8QLQFRUSRUDWHG��&RPSDQ\�/DZ�DQG�%XVLQHVV�(QWHUSULVH�LQ�7ZHQWLHWK�&HQWXU\�&KLQD¶�����������-RXUQDO�RI�$VLDQ�6WXGLHV 43, 
53.
26 Ibid 54.
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III. People’s Republic of China

A. 1949-1983: Socialist Transformation and State-Owned Enterprises
6XEVHTXHQW� WR� D� OHQJWK\� FLYLO�ZDU� DJDLQVW�.07�� WKH�&RPPXQLVW�3DUW\�RI�&KLQD (CPC) took over the full 
control of Mainland China and established the People’s Republic of China (PRC) in 1949. The communism 
or socialism ideology then determined the ownership structure in society. Articles 5, 6 and 7 of the 1954 
&RQVWLWXWLRQ�RI�WKH�3HRSOH¶V�5HSXEOLF�RI�&KLQD�±�WKH�¿UVW�&RQVWLWXWLRQ�RI�35&�±�VSHFL¿HG�WZR�PDMRU�FDWHJRULHV�
RI�RZQHUVKLS��¿UVW��VWDWH�RZQHUVKLS��L�H���RZQHUVKLS�E\�WKH�ZKROH�SHRSOH��VHFRQGO\��FR�RSHUDWLYH�RZQHUVKLS��
i.e., collective ownership by the masses of working people.27

Private ownership was not allowed and entirely abolished during the socialist transformation period. Apart 
IURP� D� VPDOO� IUDFWLRQ� RI� FRRSHUDWLYH�RZQHG� HQWHUSULVHV�� WKH� YDVW�PDMRULW\� RI� WKH� FRUSRUDWLRQV� LQ� WKH� ¿UVW�
three decades since 1949 were state-owned. Though state-owned property belonged to every Chinese person 
LQ�QDPH��DV�FULWLFL]HG�E\�PDQ\�FRQWHPSRUDU\�VFKRODUV��EHORQJLQJ�WR� the whole people equals belonging to 
nobody.28�,W�LV�VLPSO\�LPSRVVLEOH�IRU�HYHU\�FLWL]HQ�WR�HQJDJH�LQ�FRUSRUDWH�DFWLYLWLHV�LQ�VSLWH�RI�WKH�IDFW�WKDW�KH�
or she theoretically has a stake in it. Inevitably, the government represents the whole people in holding and 
H[HUFLVLQJ�WKH�RZQHUVKLS�ULJKWV��7KH�VWDWH�XWLOL]HG�LWV�¿QDQFHV�WR�IXQG�62(V��DQG�WKHQ�FRPSOHWHO\�FRQWUROOHG�
the management and operation of those companies.

More importantly, under the planned system, every single segment from the resource allocation to consumption, 
from investment and operation to production and distribution, was totally planned by the state in advance. 
The State-Owned Enterprises (SOEs) during this period functioned not materially different from government 
DI¿OLDWHV��WKHLU�DOPRVW�VROH�REMHFWLYH�ZDV�WR�FRPSOHWH�WKH�WDVN�DVVLJQHG�E\�WKH�VWDWH�RU�VD\�JRYHUQPHQW��+DYLQJ�
SUR¿W�QHYHU�QHFHVVDULO\�EHFDPH�D�PDMRU�LVVXH�IRU�WKH�RI¿FLDO�OLNH�PDQDJHUV�RI�62(V��(YHQ�WKRXJK�FRQWLQXRXV�
ORVVHV�IRU�D�SDUWLFXODU�FRPSDQ\�DSSHDUHG��DV�ORQJ�DV�WKH�DVVLJQPHQW�DOORFDWHG�E\�WKH�VWDWH�ZDV�IXO¿OOHG��WKHQ�
WKH� JRYHUQPHQW�ZRXOG� XVXDOO\� JLYH� ¿QDQFLDO� VXSSRUW� WR� VXFK� FRPSDQLHV� LQVWHDG� RI� EODPLQJ� WKHP�29 Both 
ownership and control lay in the hands of the state. Talking about corporate governance, which is most 
likely to be derived from a free market economy, became ironic under such a centrally-planned economy, 
on the grounds that any governance mechanism was replaced by the bureaucratic administration. Enterprises 
IXQFWLRQHG�QR�GLIIHUHQWO\�IURP�JRYHUQPHQW�DI¿OLDWHV�RU�JRYHUQPHQW�OLNH�RUJDQL]DWLRQV���

B. 1984-1992: Enterprise Reform
In October of 1984, the Third Plenum of the Twelfth CPC National Congress determined the economic 
structural reform (MLQJ�ML�WL�]KL�JDL�JH), and decided to develop a socialist commodity economy (VKH�KXL�]KX�
27 Beyond these two principal ownership forms, there were two other forms, namely ownership by individual working people and capitalist 
ownership. The former type was strictly restrained in terms of the scale, which implied it could not develop and play an important role; indeed 
during the following two decades, private trading was suspended under the planned economy system. For the latter type, though such capitalist 
ownership pattern contributed dramatically to the overall economy and national prosperity during the past half century, it was becoming 
LQVLJQL¿FDQW�DIWHU�������$UWLFOHV���DQG����RI�WKH�35&�&RQVWLWXWLRQ�H[SOLFLWO\�VSHFL¿HG�WKDW�WKH�V\VWHP�RI�H[SORLWDWLRQ��ZKLFK�SULQFLSDOO\�PHDQW�
capitalism, should be abolished. Such capitalist industry among others were indeed strictly restrained and transformed into various forms of 
state-capitalist in the following periods until the ownership by the whole people replacing all of them.  
���0RUHRYHU��FRPSDUHG�ZLWK�VWDWH�RZQHG�HQWHUSULVHV��ZKLFK�ZDV�GH¿QHG�DV�WKH�OHDGLQJ�IRUFH�LQ�WKH�QDWLRQDO�HFRQRP\�DQG�WKH�PDWHULDO�EDVLV�
on which the state undertakes the socialist transformation according to Article 6 of the &RQVWLWXWLRQ, co-operative owned enterprises were 
comparatively smaller in scale. In fact, cooperative ownership mainly referred to ownership type of land in rural areas of China by aggregates of 
peasants. As a result, during this period, the state-ownership structure will be focused on.
���)RU�H[DPSOH��VHH�/�-R\FH��µ)URP�1RQ�WUDGDEOH�WR�7UDGDEOH�6KDUHV��6SOLW�6KDUH�6WUXFWXUH�5HIRUP�RI�&KLQD¶V�/LVWHG�&RPSDQLHV¶����������
-RXUQDO�RI�&RUSRUDWH�/DZ�6WXGLHV���������=-�/LQ��/0�/LX��DQG�;�=KDQJ��µ7KH�'HYHORSPHQW�RI�&RUSRUDWH�*RYHUQDQFH�LQ�&KLQD¶������������
&RPSDQ\�/DZ\HU�����������60�&DL�DQG�<;�'HQJ��µ&RUSRUDWH�*RYHUQDQFH�LQ�&KLQD²2EVWDFOHV�DQG�1HZ�'HYHORSPHQW¶�����������International 
%XVLQHVV�/DZ\HU 455, 456.
���,Q�IDFW��GXULQJ�PRVW�SDUWV�RI�WKLV�SHULRG��QR�UHDO�PDUNHW�H[LVWHG��VR�LW�LV�OHVV�PHDQLQJIXO�WR�GLVFXVV�³SUR¿WV´�ZKLOH�HYHU\WKLQJ�ZDV�SODQQHG��
And even if an SOE suffered a constant loss, due to the fact that no exit mechanism had existed, the particular SOE would not be forced into 
bankruptcy; instead, the state would keep injecting capital into the insolvent SOE.
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\L�VKDQJ�SLQ�MLQJ�ML), relying on the law of value within the system of the planned economy. This indicated 
WKDW� WKH� UROH� RI� WKH�PDUNHW�ZDV�¿UVW� RI¿FLDOO\� DQG�SXEOLFO\� UHFRJQLVHG� LQ�35&��0RUH� H[FLWLQJO\�� HQDEOLQJ�
enterprises to be more active became the focal issue of this reform, as expressed by the &HQWUDO�&RPPLWWHH�
RI�&3&¶V�'HFLVLRQ�RI�(FRQRPLF�6WUXFWXUDO�5HIRUP. As a consequence, the obligations of the government and 
SOEs had to be explicitly divided; the responsibility to manage SOEs was given back to companies as such. 
The government, as stipulated by the 'HFLVLRQ, was requested not to interfere with the management of SOEs. 

The government believed the problems of SOEs were attributable to the lack of managerial autonomy and 
a proper performance-based reward system. Subsequently, SOEs were granted more autonomy in order to 
be enabled to make operational decisions independently and to be responsible for their own operation, and 
incentive mechanisms based on managerial performance were gradually established. The management contract 
responsibility system (MLQJ�\LQJ�FKHQJ�EDR�]H�UHQ�]KL) was another direct product of the 1984 5HIRUP. A typical 
PDQDJHPHQW�FRQWUDFW�ZRXOG�FRQWDLQ�WKH�DUUDQJHPHQWV�RI�DQ�DJUHHG�DPRXQW�RI�SUR¿WV�DPRQJ�RWKHU�IHHV�SDLG�
WR�WKH�JRYHUQPHQW�DV�WKH�FRQWUDFWHG�UHVSRQVLELOLW\�DQG�WKH�DOORFDWLRQ�PHDVXUH�RI�H[FHHGLQJ�SUR¿WV�EHWZHHQ�
the government and the SOE management team. Its essence as following the guideline of the (FRQRPLF�
6WUXFWXUDO�5HIRUP was to separate the management from the ownership. Managers of SOEs certainly did 
not have ownership rights because virtually all shares belonged to the state. However, the�5HIRUP entitled 
managers to possess relatively autonomous managerial power and independent discretion on the operation as 
RSSRVHG�WR�VLWXDWLRQV�LQ�WKH�SDVW��0RUHRYHU��62(V�ZHUH�SHUPLWWHG�WR�UHWDLQ�DGGLWLRQDO�SUR¿WV�DV�ORQJ�DV�WKH�
UHWXUQV�H[FHHGHG�D�¿[HG�DPRXQW�VSHFL¿HG�E\�WKH�VWDWH��DQG�PDQDJHUV�FRXOG�DOVR�EH�FRUUHVSRQGLQJO\�UHZDUGHG�
for a proportional bonus. These new designs were supposed to motivate managers to make optimal decisions 
and work more effectively.30

     
,Q� WKH� ODWWHU�KDOI�RI�����V�� DQ� LQFUHDVLQJO\�JURZLQJ�QXPEHU�RI�62(V� VWDUWHG� WR� VHFXULWL]H�� DQG� IURP������
onwards, their stocks began to be tradable over-the-counter.31�7KH�6KDQJKDL�6WRFN�([FKDQJH�DQG�6KHQ]KHQ�
Stock Exchange were established at the end of 1990. In the following year, China Securities Regulatory 
Commission (CSRC) was set up as the national regulator of securities exchanges. The emergence of the 
stockholding system constituted the foundations for raising capital to support the development of large 
companies. As reminded by the lessons from the Qing and Republican periods, active and accessible securities 
markets are essential bases for the growth of private-sector companies in contrast to government-sponsored 
ones.

Notwithstanding the material improvement achieved, there are three fatal limits of the reform in this period. 
First, as the state controls the power of appointment and removal with respect to the management, it was not 
impossible for the government to remove a non-obedient manager. Also, interestingly, the managers in SOEs 
ZRXOG�XVXDOO\� KDYH� FHUWDLQ� DGPLQLVWUDWLYH� UDQNV� DQG� FRXOG� EH� H[FKDQJHG�GLUHFWO\�ZLWK� RI¿FLDOV� LQ� FHQWUDO�
or local governments.32 Managers are consequently more loyal to the government than the company they 
UXQ��6HFRQGO\��ZKLOH�WKH�SUR¿WDEOH�62(V�DUH�DEOH�WR�HQMR\�WKH�DGGLWLRQDO�SUR¿WV��WKH�XQSUR¿WDEOH�RU�ORVLQJ�
62(V� FRXOG� QRW� DIIRUG� WKH� ¿[HG� DPRXQW� FRPPLWWHG� WR� WKH� VWDWH��'XH� WR� WKH� IDFW� WKDW� QR� H[LW�PHFKDQLVP�
existed, managers of the unsuccessful SOEs could not feel valid competitive pressure. Thirdly, myopic 
decision-making was hardly able to be avoided due to the short-term nature of management contracts. The 
short-termism resulted in many serious problems including pursuing immediate income maximisation at the 
H[SHQVH�RI�WKH�ORQJ�WHUP�EHQH¿WV�33 In the end, the high debt-to-asset ratio became the strong impetus for the 
IXUWKHU�RZQHUVKLS�UHIRUP�VLQFH�PHUHO\�FRUSRUDWL]LQJ�62(V�ZLWKRXW�WKRURXJKO\�UHIRUPLQJ�RZQHUVKLS�VWUXFWXUH�
���$FFRUGLQJ�WR�PDQDJHPHQW�UHVSRQVLELOLW\�FRQWUDFW��LI�WKHUH�RFFXUV�D�ORVV��WKH�62(�KDV�WR�RIIVHW�WKH�GH¿FLW��
31 M Ellman, ‘China’s OTC Markets’ (1988) 30 &RPSDUDWLYH�(FRQRPLF�6WXGLHV������TXRWHG�LQ�<�.DQJ��/�6KL��DQG�(�%URZQ��&KLQHVH�
&RUSRUDWH�*RYHUQDQFH��+LVWRU\�DQG�,QVWLWXWLRQDO�)UDPHZRUN (Rand Corporation, Santa Monica 2008) 6.
���0�<DQ��µ2EVWDFOHV�LQ�&KLQD¶V�&RUSRUDWH�*RYHUQDQFH¶�����������&RPSDQ\�/DZ\HU�311, 318.
���)RU�H[DPSOH��WKH�5	'�GHSDUWPHQW�LV�PRVW�OLNHO\�WR�EH�RYHUORRNHG�DV�LW�FDQQRW�FRQWULEXWH�D�IDVW�UHWXUQ��0HDQZKLOH��EHFDXVH�WKRVH�62(V�DUH�
still owned by the state, such short-term behavior would ultimately hurt the state interest. 
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seems impossible to succeed.34

C. 1993-2005: Socialist Market Economy
,Q�2FWREHU�RI�������WKH�)RXUWHHQWK�&3&�1DWLRQDO�&RQJUHVV�¿UVW�H[SUHVVO\�UDLVHG�WKH�SROLF\�RI�HVWDEOLVKLQJ�D�
socialist market economy (VKH�KXL�]KX�\L�VKL�FKDQJ�MLQJ�ML).35 It should be noted that China started to enter into 
D�QHZ�HFRQRPLF�HUD�ZLWK�D�PDUNHW�HFRQRP\��IURP�LWV�LQLWLDO�FHQWUDOO\�SODQQHG�HFRQRP\��7KHQ�LQ�������WKH�¿UVW�
company law of PRC was promulgated, one which granted SOEs an independent status. Pursuant to article 
3 of the 1993 &RPSDQ\�/DZ, all incorporated companies are legal persons with independent personality in 
law, and responsible for its own behaviour. Furthermore, the Fifteenth CPC National Congress in 1997 and 
its Fourth Plenum in 1999 made a series of theoretical innovations to overcome the ideological obstacles for 
SOE reforms. The private ownership,36 from being eliminated and prohibited in the beginning, was gradually 
SHUPLWWHG� LQ� WKH� ODWH� ����V� DQG� UHFRJQL]HG� DV� D� EHQH¿FLDO� VXSSOHPHQW� WR� WKH� SXEOLF� RZQHUVKLS� VLQFH� WKH�
Thirteenth CPC National Congress. After the Fourteenth CPC National Congress, especially the Fifteenth 
one, private ownership started to be seen as an important part of the whole economy which implies such an 
ownership pattern would be continuously encouraged. The subsequent amendment to the &RQVWLWXWLRQ in 1999 
FODUL¿HG�WKDW�QRQ�SXEOLF�VHFWRUV�RI�WKH�HFRQRP\��LQFOXGLQJ�WKH�LQGLYLGXDO�DQG�SULYDWH�VHFWRUV��FRQVWLWXWHG�DQ�
important component of the socialist market economy. Multiple forms of ownership structure, particularly 
the private ownership, hence, turned out to be the new developing direction with the great expectation by 
SROLF\�PDNHUV�RI�LPSURYLQJ�WKH�SURGXFWLYLW\�DQG�HI¿FLHQF\�RI�QDWLRQDO�LQGXVWULHV��$OO�HQWHUSULVHV�LQFOXGLQJ�
SOEs were then required to establish modern corporate governance structure as being the kernel of modern 
enterprise transformation.37  

The ownership reform, in contrast to the management-oriented reform in the previous period, does not only 
statutorily allow, but also encourages investment from private sectors. The percentage of private ownership 
was rapidly increased in the original SOEs. Actually, from the time of establishing the security market, the 
role of private capitals has come out to be gradually outstanding, because one fundamental sense of having 
stock markets is for raising capital from numerous individuals and entities. Diversifying types of corporate 
ownership to change the situation where the state was the sole or controlling shareholder became the trend. 
%\� DQG� ODUJH�� PRUH� VWUXFWXUDO� DQG� RUJDQL]DWLRQDO� DXWRQRP\�ZDV� JUDQWHG� WR� LQGLYLGXDO� 62(V� LQ� YLUWXH� RI�
the FRUSRUDWL]DWLRQ process.38� 7KH� LPSOLFLW� SULYDWL]DWLRQ� UHYLWDOL]HG� WKH� FRUSRUDWH� VHFWRUV��0HDQZKLOH�� WKH�
promulgation of 6HFXULWLHV�/DZ by the end of 1998 and the more active role taken by CSRC along with a series 
of corporate governance codes greatly improved the shareholder-friendly investment environment.

Nonetheless, subsequent to granting managers more autonomy and discretion, the issue as to how to keep in 
FKHFN�WKH�FRQÀLFW�EHWZHHQ�VKDUHKROGHUV�DQG�PDQDJHUV�VKRXOG�QRW�EH�GLVUHJDUGHG�DV�ZHOO��7KH�SURWHFWLRQ�RI�
shareholder interests was of growing importance. More crucially, the problematic independent director system 
and the fact that the state remains the controlling shareholder among others, gave rise to the issue of minority 
shareholder protection. Up to this time, the state could still dominate and then pursue its own objectives under 
such multiple forms of ownership structure, and management continued to be not infrequently subordinated 
to the controlling shareholders, as well as serve their interest at the expense of the minority shareholders. 
$V� RQH� RI¿FHU� RI� WKH� 6KDQJKDL� 6WRFN� ([FKDQJH� VXPPDUL]HV��PRVW� GLUHFWRUV� XQGHUVWDQG� WKH� SULQFLSOHV� RI�
���<�.DQJ��/�6KL��DQG�(�%URZQ��&KLQHVH�&RUSRUDWH�*RYHUQDQFH��+LVWRU\�DQG�,QVWLWXWLRQDO�)UDPHZRUN (Rand Corporation, Santa Monica 2008) 
���,Q�IDFW��DFFRUGLQJ�WR�WKH�VWDWLVWLFV��PRUH�WKDQ�WZR�WKLUGV�RI�62(V�ZHUH�LQ�ORVV�DW�WKH�VWDUW�RI�����V�<�4LDQ��5HIRUPLQJ�&RUSRUDWH�*RYHUQDQFH�
DQG�)LQDQFH�LQ�&KLQD  (Economic Development Institute of the World Bank, 1994).
35 It is indeed a mixture of state-owned enterprises with an open-market economy and mainly based on the paramount CPC leader Deng 
;LDRSLQJ¶V�SROLWLFDO�LQQRYDWLRQ�RI�\RX�]KRQJ�JXR�WH�VH�GH�VKH�KXL�]KX�\L (socialism with Chinese characteristics).
���+HUH��WKH�LQGLYLGXDO�HFRQRP\�LV�H[FOXGHG���L�H���RZQHUVKLS�E\�LQGLYLGXDO�ZRUNLQJ�SHRSOH�VXFK�DV�FUDIWVPDQ��ZKLFK�LV�LQVLJQL¿FDQW�FRPSDUHG�
with other forms. 
37 In fact, at the same time, the importance of corporate governance also arises under the new business structure.
���)RU�H[DPSOH��VHH�9R���6�DQG�<:�;LD��µ&RUSRUDWH�*RYHUQDQFH�RI�/LVWHG�&RPSDQLHV�LQ�&KLQD¶����DW��KWWS���ZZZ�FWZ�FRQJUHVV�GH�LIVDP�
GRZQORDG�WUDFNB��SDS������SGI!�>$FFHVVHG�)HEUXDU\��������@�
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JRRG�FRUSRUDWH�JRYHUQDQFH�DV�ZHOO�DV�LWV�VLJQL¿FDQFH�EXW�QRW�MXVW�D�IHZ�RI�WKHP�FRQWLQXH�WR�WKLQN�WKDW�WKHLU�
relationship with the government is more important than with (the minority) shareholder in the transition from 
a centrally-planned to market-oriented market.39 The focal point in the corporate structure changes into the 
question of how to effectively protect those public individual investors as minority shareholders while the 
VWDWH�VWD\V�DV�WKH�PDMRULW\�RQH��7DNLQJ�RQH�VWHS�EDFN��HYHQ�KHUH��LW�FDQ�EH�QRWHG�WKDW�WKH�LQÀXHQWLDO�SROLWLFDO�
factor of the state is removed. Minority shareholders remained vulnerable under the context of concentrated 
ownership structure since managers, block-holders or both could effortlessly exploit them. In addition, state 
ownership is regarded as having a negative impact on the performance and value of the company from the 
economic perspective, as argued by many scholars.40 On the contrary, both private and institutional investors 
regardless of whether they are domestic or foreign could generally offer positive contribution.41 All of these 
imply that further reform remained necessary. 

D. From 2005 onward: Further Reform
Further reforms have continued to be pushed ahead since 2005. First of all, the revised &RPSDQ\�/DZ in 2005 
brings with it many new changes. For instance, it makes the independent director system a legal requirement 
DQG�DFFRUGV�VKDUHKROGHUV�PRUH�FKDQQHOV�WR�DSSHDO�ZKHQ�WKH\�¿QG�PLVFRQGXFW�H[LVWV�RU�IHHO�KDUPHG�42 Many 
good corporate governance structures stemming from Western countries have also been introduced and 
transplanted into China. 

%HVLGHV�� DQRWKHU� VZHHSLQJ� DQG� IDU�UHDFKLQJ� UHIRUP� LV� LQ� WKH�¿HOG�RI� WKH� WUDGLWLRQDO� VSOLW�VKDUH� V\VWHP��$V�
NQRZQ�� VKDUHV� LQ�&KLQD¶V� VWRFN�PDUNHW� DUH� FODVVL¿HG� LQWR� WZR�PDLQ� FDWHJRULHV�� QDPHO\� WUDGDEOH� DQG�QRQ�
tradable shares. The latter category is comprised of state shares43 and legal person shares44. Each accounted 
for approximately one-third of all shares until 2005. Therefore, the controlling shareholder (i.e., state) who 
had owned shares either directly or indirectly through legal persons45 was entrenched and almost immutable 
on grounds that approximately two-thirds of all shares could not be transferred in the stock market.46 In 2005, 
CSRC carried on with the strategy to lower the state’s shareholding by converting non-tradable shares to 
WUDGDEOH�VKDUHV�DJDLQ�DV�LW�ZDV�RQFH�VWRSSHG�LQ�WKH�HDUO\�SHULRG�RI�WKH�WZHQW\�¿UVW�FHQWXU\��)ROORZLQJ�DQ�LQLWLDO�
���1�$QGUHZV�DQG�5�7RPDVLF��µ'LUHFWLQJ�&KLQD¶V�7RS�����/LVWHG�&RPSDQLHV��&RUSRUDWH�*RYHUQDQFH�LQ�DQ�(PHUJLQJ�0DUNHW�(FRQRP\�¶��������
2 &RUSRUDWH�*RYHUQDQFH�/DZ��5HYLHZ�245, 308-309.
���)RU�H[DPSOH��VHH�0�+RYH\��µ&RUSRUDWH�*RYHUQDQFH�LQ�&KLQD��$Q�$QDO\VLV�RI�2ZQHUVKLS�&KDQJHV�DIWHU�WKH������$QQRXQFHPHQW¶��������
Available at �KWWS���SDSHUV�VVUQ�FRP�VRO��SDSHUV�FIP"DEVWUDFWBLG ������!�>$FFHVVHG�)HEUXDU\��������@��&�:DQJ��µ2ZQHUVKLS�DQG�2SHUDWLQJ�
Performance of Chinese IPOs’ (2005) 29 -RXUQDO�RI�%DQNLQJ�	�)LQDQFH�����������=�:HL��)�;LH��DQG�6�=KDQJ��µ2ZQHUVKLS�6WUXFWXUH�DQG�
)LUP�9DOXH�LQ�&KLQD¶V�3ULYDWL]HG�)LUPV�����������¶�����������-RXUQDO�RI�)LQDQFLDO�DQG�4XDQWLWDWLYH�$QDO\VLV�87-108; M Hovey, L Li, and T 
Naughton, ‘The Relationship Between Valuation and Ownership of Listed Firms in China’ (2003) 11 &RUSRUDWH�*RYHUQDQFH��$Q�,QWHUQDWLRQDO�
5HYLHZ 112-122; F Gul, ‘Government Share Ownership, Investment Opportunity Set and Corporate Policy Choices in China’ (1999) 7 3DFL¿F�
%DVLQ�)LQDQFH�-RXUQDO����������-�&KHQ��µ2ZQHUVKLS�6WUXFWXUH�DV�&RUSRUDWH�*RYHUQDQFH�0HFKDQLVP��(YLGHQFH�IURP�&KLQHVH�/LVWHG�&RPSDQLHV¶�
(2001) 34 (FRQRPLFV�RI�3ODQQLQJ 53-72.
���0�+RYH\�DQG�7�1DXJKWRQ��µ$�6XUYH\�RI�(QWHUSULVH�5HIRUPV�LQ�&KLQD��7KH�:D\�)RUZDUG¶�����������(FRQRPLF�6\VWHPV 138-156.
42 Such as Articles 54, 103, 152 of the 2005�&RPSDQ\�/DZ.
���6WDWH�VKDUHV�DUH�GH¿QHG�DV�VKDUHV�OHJDOO\�LQYHVWHG�ZLWK�VWDWH�IXQGV�LQ�D�FRPSDQ\�E\�RI¿FLDOO\�DSSURYHG�GHSDUWPHQWV�RU�RUJDQL]DWLRQV�WKDW�FDQ�
represent the state to invest.
���/HJDO�SHUVRQ�VKDUHV�DUH�GH¿QHG�DV�VKDUHV�LQYHVWHG�LQ�RWKHU�FRPSDQLHV�E\�HQWHUSULVHV�WKDW�DUH�RZQHG�E\�µWKH�ZKROH�SHRSOH¶�DQG�JUDQWHG�
RSHUDWLRQDO�DXWRQRP\. It should be noticed that the distinction between state shares and legal person shares is questionable; it is said that legal 
persons can be owned or controlled by the state which means that their shares also belong to the state to some extent. D Clarke, ‘Independent 
Directors in Chinese Corporate Governance’ (2006) 31 'HODZDUH�-RXUQDO�RI�&RUSRUDWH�/DZ�125, 133. However, it is not the purpose of this 
article to discuss the differences between them.
���³/HJDO�SHUVRQV´�LQFOXGH�VWRFN�FRPSDQLHV��QRQ�EDQN�¿QDQFLDO�LQVWLWXWLRQV�DQG�62(V�ZLWK�DW�OHDVW�RQH�QRQ�VWDWH�VKDUHKROGHU��0RVW�OHJDO�
persons are ultimately controlled by the state.
46 This means that the minority shareholder or outsiders can never, through transactions in the stock market, gain control of the company on 
WKH�JURXQGV�WKDW�RQO\�DERXW�RQH�WKLUG�RI�VKDUHV�DUH�LVVXHG�WR�WKH�SXEOLF��ZKLOH�WKH�RWKHU�WZR�WKLUGV�DUH�¿UPO\�LQ�WKH�KDQGV�RI�WKH�VWDWH��*UDGXDOO\��
PDQDJHPHQW�XQGHUVWDQGV�WKDW�WKH\�ZLOO�QRW�ORVH�MREV�HYHQ�LI�WKH\�UXQ�D�FRPSDQ\�XQSUR¿WDEO\�VLQFH�WKH�FRPSDQ\�ZRXOG�UDUHO\�EH�LQ�GDQJHU�RI�
takeover. Instead, the paramount job for these directors and senior managers is to satisfy their controlling shareholder in order to preserve their 
position and get generous compensation. It has also been argued that because of the nature of non-transferability, the controlling shareholders 
ZLWK�QRQ�WUDGDEOH�VKDUHV�GR�QRW�FDUH�DERXW�WKH�ÀXFWXDWLRQ�RI�SULFHV�RI�VKDUHV�LQ�WKH�VWRFN�PDUNHW��D�VLWXDWLRQ�H[DFHUEDWHG�E\�WKH�IDFW�WKDW�WKH�
VWDWH�DV�WKH�FRQWUROOLQJ�VKDUHKROGHU�XVXDOO\�XVHV�LWV�GRPLQDQW�FRQWURO�IRU�FHUWDLQ�SROLWLFDO�FRQVLGHUDWLRQV�RWKHU�WKDQ�PD[LPLVLQJ�SUR¿WV��0�<DQ��
‘Obstacles in China’s Corporate Governance’ (2011) 34 &RPSDQ\�/DZ\HU�311, 314. 
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success of %HLMLQJ�7VLQJKXD�7RQJIDQJ, as well as three other listed companies’ experiment, a second group of 
���OLVWHG�FRPSDQLHV�ZDV�ODWHU�UHTXHVWHG�WR�MRLQ�LQ�WKH�VSOLW�VKDUH�UHIRUP��DQG�¿QDOO\�WKH�UHIRUP�ZDV�H[WHQGHG�
to the rest of the domestic-listed companies47 by the end of 2005. 

7KH�UHIRUP�RQ�WKH�VSOLW�VKDUH�VWUXFWXUH�LV�LQFRQWURYHUWLEO\�EHQH¿FLDO�WR�WKH�IXUWKHU�GHYHORSPHQW�RI�WKH�FDSLWDO�
market and enables controlling shareholders to be exposed directly to market pressure and supervision. Public 
investors, including both individual and institutional ones, can thereby obtain a fairer environment with more 
accessible protection. And the market for corporate control, with hostile takeover in particular, which is seen 
as the ultimate disciplinary mechanism by neoclassical economists, now becomes viable in the light of such 
split-share reform. At the least, the fundamental obstacle from the free market aspect is removed. 

In a nutshell, the continuous economic reforms in the last three decades have materially metamorphosed and 
reconstructed the economic situations, including corporate structures. In particular, the free market is not only 
DOORZHG�EXW�HQFRXUDJHG�WR�HI¿FLHQWO\�SHUIRUP�WKH�UHVRXUFH�DOORFDWLRQ�UROH�DQG�DQ�HIIHFWLYH�OHJDO�IUDPHZRUN�
has also generally been set up to ensure the infringed shareholder can obtain a remedy without unreasonable 
GLI¿FXOWLHV��7KHVH�ZLOO�GH¿QLWHO\�IRVWHU�IXUWKHU�GHYHORSPHQW�

IV. Lessons from History

Progress is usually based on historical experiences and lessons. If we can learn something from the corporate 
HYROXWLRQ�KLVWRU\�LQ�&KLQD��WKHQ�WKH�PRVW�VLJQL¿FDQW�OHVVRQ��DW�OHDVW�IURP�WKH�RZQHUVKLS�VWUXFWXUH�DQG�PRGHUQ�
corporate governance perspective, should be the abstention from excessive state interference. There is no 
necessity for excessive state involvement. In fact, the company can run as well or even better by self-governing 
at the micro-level as long as a good governance system exists.

2YHU� RQH� KXQGUHG� DQG� ¿IW\� \HDUV� RI� FRUSRUDWH� HYROXWLRQ�� JRYHUQPHQWV� GXULQJ� GLIIHUHQW� SHULRGV� DOZD\V�
played an active and dominant role. In this regard, history moves in cycles. First, it went complete control 
at the start of the late Qing Dynasty to gradually granting more self-governing and discretionary powers on 
management back to the private investors. The next phase entailed a period where the government once again 
FRQFHQWUDWHG�HFRQRPLF�SRZHU�E\�QDWLRQDOL]LQJ�D�PDMRULW\�RI�LQGXVWULDO�FRPSDQLHV�DV�ZHOO�DV�¿QDQFLDO�RQHV�48  
7KH�HVWDEOLVKPHQW�RI� WKH�35&�WKHQ�IROORZHG�WKLV��ZKHQ�WKH�QHZ�JRYHUQPHQW�¿UVW�FRPSOHWHO\�REWDLQHG�WKH�
FRQWURO�RI�WKH�HFRQRPLF�VHFWRU�DQG�WKHQ�FRUSRUDWL]HG�DOO�WKH�62(V��7KH�HQJDJHPHQW�RI�SULYDWH�VHFWRU�DFWRUV�
seems essential for economic success. Nonetheless, it is observed that no matter how effectively the market-
oriented economy runs, “the idea that planning is essential for China’s economic development remains in the 
PLQG�RI�JRYHUQPHQW�RI¿FLDOV�XQWLO�WRGD\´�49In particular, the recent worldwide economic recession led China 
WR� WDNH�PRUH� DFWLYH�PDFURHFRQRPLF� VWLPXOXV�SROLF\� WR� UHYLWDOL]H� WKH�GRPHVWLF� HFRQRP\�� DQG� VXJJHVWV� WKH�
FHQWUDO�SODQQLQJ�LV�VWLOO�VLJQL¿FDQW�WR�&KLQD¶V�HFRQRP\��

1HYHUWKHOHVV��GLUHFWLQJ�RU� LQÀXHQFLQJ� WKH�HFRQRP\�FDQ�EH� UHDOL]HG�E\�DSSURDFKHV�RWKHU� WKDQ� LPPHGLDWHO\�
controlling a multitude of large companies. Withdrawing from the companies (mainly, SOEs) does not 
QHFHVVDULO\� LQGLFDWH� WKDW� WKH� JRYHUQPHQW�ZRXOG� ORVH� FRQWURO� RYHU� WKH� QDWLRQDO� HFRQRP\²RU� DV� WKH� RIWHQ�
DSSHDUHG�DUJXPHQW�UXQV��WKDW�WKH�SXEOLF�LQWHUHVW�ZRXOG�EH�QHJDWLYHO\�DIIHFWHG�LI�WKRVH�VWUDWHJLFDOO\�VLJQL¿FDQW�
VHFWRUV� DUH� QRW� LQ� WKH� KDQGV� RI� WKH� JRYHUQPHQW��$GPLWWHGO\�� LW� LV� HDVLHU� IRU� WKH� JRYHUQPHQW� WR� IXO¿O� WKHLU�
economic, political or social objectives given that the government holds a great number of companies which 

47 According to the CSRC statistics, there were a total of 1,377 domestic companies which were listed on China’s A-share and B-share stock 
markets in 2005, and most of them were state-owned.
48 It can be estimated that if the .XRPLQJWDQJ, the ruling party at the time, was not defeated by the &RPPXQLVW�3DUW\, it may have also adopted 
SROLFLHV�WR�GLYHVW�LQ�FRUSRUDWH�VHFWRUV��DOORZLQJ�DQG�HQFRXUDJLQJ�SULYDWH�FDSLWDOV�WR�EH�LQYROYHG�DV�WKDW�FKDUDFWHUL]HG�E\�7DLZDQ��ZKLFK�LV�VWLOO�
ruled by .XRPLQJWDQJ.
49 G Chow, ‘Economic Planning in China’ 3ULQFHWRQ�8QLYHUVLW\�&(36�:RUNLQJ�3DSHU�1R���� (2011).
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in turn control substantial quantities of economic resources. 50�<HW��SROLF\��OHJDO�DQG�HFRQRPLF�PHDVXUHV�DPRQJ�
RWKHUV�FDQ�EH�XWLOL]HG�WR�DFKLHYH�WKH�VDPH�HQG�LQVWHDG�RI�FRQWUROOLQJ�WKH�FRPSDQLHV�DQG�UHVRXUFHV�GLUHFWO\��)RU�
LQVWDQFH��XWLOL]LQJ�HFRQRPLF�LQFHQWLYHV�VXFK�DV�IDYRXUDEOH�WD[�SROLFLHV�RU�GLUHFW�¿QDQFLDO�VXEVLGLHV�DQG�ORDQV�
WR�PRWLYDWH�SULYDWHO\�RZQHG�FRPSDQLHV�WR�HQWHU�LQWR�FHUWDLQ�¿HOGV�RU�HQJDJH�LQ�FHUWDLQ�DFWLYLWLHV��ZLWK�HVVHQWLDO�
macro-control measures occasionally implemented. As soon as the government stops to interfere, the market 
can perform its role and effectively allocate resources to meet various demands. Concerning the protection of 
public interests, as the market has its own limits from time to time, it is absolutely feasible for the government 
WR�VHW�XS�VSHFL¿F�UXOHV�RU�ODZV�WR�UHJXODWH�DQG�VRPHWLPHV�UHVWULFW�FHUWDLQ�EHKDYLRXUV��7KH�RQO\�SUREOHP�DV�
LQFLVLYHO\�SRLQWHG�RXW�E\�RQH�RI�WKH�PRVW�SURPLQHQW�&KLQHVH�HFRQRPLVW�LV�

Some people, particularly the social and political elites, have tremendous interest in maintaining the old 
system. If those people with vested interests in the old system cannot regard the interest of the entire 
society as of primary importance, they will use all kinds of excuses, including political ones, to hinder 
the progress of reform and restructuring. 51 

7KLV�LV�LQGHHG�FRQ¿UPHG�E\�WKH�DUJXPHQW�SXW�IRUZDUG�E\�3URIHVVRUV�/XFLDQ�%HEFKXN�DQG�0DUN�5RH��ZKR�
ZULWH��

[Existing] corporate structures might well have persistence power due to internal rent-seeking, even if 
WKH\�FHDVH�WR�EH�HI¿FLHQW��7KRVH�SDUWLHV�ZKR�SDUWLFLSDWH�LQ�FRUSRUDWH�FRQWURO�XQGHU�DQ�H[LVWLQJ�VWUXFWXUH�
PLJKW� KDYH� WKH� LQFHQWLYH� DQG� SRZHU� WR� LPSHGH� FKDQJHV� WKDW�ZRXOG� UHGXFH� WKHLU� SULYDWH� EHQH¿WV� RI�
FRQWURO�HYHQ�LI�WKH�FKDQJH�ZRXOG�EH�HI¿FLHQW�52 

Thus, it is plain to conclude that giving up the control over SOEs will not hurt the national economy and public 
interests as long as the related supporting measures are adopted. Those who will be adversely affected are the 
people with vested interests in the old SOE system, since the control is able to produce rent-seeking, among 
other thing. Without state control, the so-called state economic lifeline, excepting industries involving national 
securities, could be served well given that market system and corresponding regulations are established.53   
V. Conclusion

History as well as contemporary empirical research clearly tells us that a government-centred model, except 
XQGHU�FHUWDLQ�VSHFL¿F�FRQGLWLRQV�OLNH�ZDUWLPH��ZRXOG�JHQHUDOO\�JLYH�ULVH�WR�D�QHJDWLYH�LPSDFW�RQ�FRUSRUDWH�
development. Through the above discussion, it becomes evident that both economically and politically, 
the interference from the government should be strictly-restrained in order to allow the market, and self-
governance at the micro-level, to perform a more active and decisive role in corporate governance practices 
and economic activities. The future development of China’s economy will depend on the rapid growth of the 
corporate sector, which in turn relies more on its autonomy and the market; and such a developing trend will 
sustain over a long time with the deepening of reform and globalisation. The government should not interfere 
too much in the development of these corporate sectors and shareholder protection, particularly minority 
VKDUHKROGHU�SURWHFWLRQ��VKRXOG�DV�D�UHVXOW�EH�HPSKDVL]HG�IRU�DGDSWLQJ�WKH�PRGHUQ�FRUSRUDWH�JRYHUQDQFH��

50 For example, it might be argued, as some scholars do, that China’s government wants to retain the ownership of its traditional SOEs in order 
WR�DVN�WKHP�WR�IXO¿OO�PRUH�WDVNV�WKDQ�VLPSO\�ZHDOWK�PD[LPLVDWLRQ��'�&ODUNH��µ&RUSRUDWH�*RYHUQDQFH�LQ�&KLQD��$Q�2YHUYLHZ¶�����������&KLQD�
(FRQRPLF�5HYLHZ 494, 494-495 and 497-499.
���-LQJOLDQ�:X��µ&KLQD¶V�(FRQRPLF�5HIRUP��3DVW��3UHVHQW�DQG�)XWXUH¶�DYDLODEOH�DW��KWWS���ZZZ�R\FI�RUJ�3HUVSHFWLYHV���B�������FKLQD�KWP!�
[accessed 6th November, 2012].
52 L Bebchuk and M Roe, ‘A Theory of Path Dependence in Corporate Ownership and Governance’ (1999) 52 6WDQIRUG�/DZ�5HYLHZ 127, 130.
���$QRWKHU�LPSRUWDQW�UHDVRQ�PLJKW�EH�IRU�PDLQWDLQLQJ�WKH�UXOLQJ�VWDWXV��*LYHQ�WKDW�GLUHFW�FRQWURO�LV�KHOG�E\�WKH�VWDWH��LW�ZLOO�EH�EHQH¿FLDO�WR�
ensure stability since the government can more easily reallocate or distribute resources among other things without explaining to the public. 
In contrast, if the state surrenders such direct control, then it has to rely on laws, rules, economic measures and alike to regulate and guide the 
development as discussed above, all of which call for explicit supporting reasons and can no longer be manipulated through black-box operation 
as they would be exposed to the whole people. Some earlier actions will not work under the new circumstances, and the existing government 
will surely encounter more direct and indirect challenges.
    In addition, as mentioned by Professor Donald Clarke, the embedded RI¿FLDO�VXVSLFLRQ�RI�³DFFXPXODWLRQV�RI�ZHDOWK´�RU�³DQ\�RUJDQL]HG�
DFWLYLW\´�QRW�FRQWUROOHG�RU�OHG�E\�WKH�JRYHUQPHQW��VHH�'�&��&ODUNH��µ&RUSRUDWH�*RYHUQDQFH�LQ�&KLQD��$Q�2YHUYLHZ¶��&KLQD�(FRQRPLF�5HYLHZ� 14 
(2003), 494-507 at 496. would result in the reluctance of the Chinese government in further releasing its control over SOEs.
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Introduction

To borrow an opening from Lord Bingham1��/RUG�+DLOVKDP�ZURWH�RI�WKH�+RXVH�RI�/RUGV�
“No one in his right mind could ever have invented the House of Lords with its archbishops and 
bishops, Lords of Appeal in Ordinary, hereditary peerages marshalled into hierarchical grades 
of dukes, marquesses, earls, viscounts and barons, its life peers nominated by the executive, its 
truncated powers, its absence of internal discipline and its liability to abolition.”2

The structure and function of the House has been a constant issue in the political and constitutional law 
VSKHUHV�IRU�RYHU�D�FHQWXU\��,QGHHG��WKH�SUH�DPEOH�WR�3DUOLDPHQW�$FW������VWDWHG��³«ZKHUHDV�LW�LV�LQWHQGHG�
to substitute for the House of Lords as it at present exists a Second Chamber constituted on a popular 
instead of hereditary basis, but such substitution cannot be immediately brought into operation”. Numerous 
other attempts have been made since the enactment of the 1911 Act to reform the upper chamber, the most 
noticeable (and successful, in terms of effect) being the House of Lords Act 1999. However, this was only 
intended as a ‘stop-gap’ measure, until agreement on more wholesale reform could be agreed. But there has 
been no widely accepted method of reform, resulting in the failure of many proposals in recent years, the 
latest being the House of Lords Reform Bill3, introduced to Parliament following the Draft Bill published 
in 20114 pursuant to the Coalition Agreement5. This article will explore the criticisms and strengths of the 
current arrangement; the most recent proposals for reform; and will analyse potential methods of reform 
moving forward.

Current Arrangement

Like much of the British Constitution, and indeed the English common law, the House of Lords has 
developed in an incremental and incoherent fashion, often in response to political pressures of the day, 
DV�UHÀHFWHG�LQ�WKH�VWDWHPHQW�RI�/RUG�+DLOVKDP�DW�WKH�RSHQLQJ�RI�WKLV�DUWLFOH��7KXV��WKH�+RXVH�RI�/RUGV�DV�
it currently exists is generally regarded unsuitable in today’s society, and it is accepted that it is in need 
RI�UHIRUP��%XW�EHIRUH�FRQVLGHULQJ�KRZ�WKH�+RXVH�VKRXOG�EH�UHIRUPHG��LW�LV�¿UVW�QHFHVVDU\�WR�FRQVLGHU�LWV�
weaknesses and strengths in its current guise, in order to inform how it should be changed.

Criticisms

The overarching and dominant criticism of the current arrangement is its lack of democratic legitimacy. In a 
VHOI�SURFODLPHG�GHPRFUDWLF�VRFLHW\��LW�VHHPV�RGG�WKDW�QR�PHPEHU�RI�WKH�XSSHU�+RXVH�RI�WKH�8.�OHJLVODWXUH�
has been elected by popular vote to their seat.
Before going further, here may be an appropriate place to explore some of the changes made to the House 
of Lords over the last century, which may be seen to imbue, to a certain extent, the House with a greater 
degree of legitimacy. First, the Parliament Acts 1911 and 1949 restricted the power of the House of Lords 
to merely delay the enactment of any Bill, subject to only one exception regarding Bills extending the life 
of Parliament beyond 5 years6. Thus, the will of the democratically elected Commons can only be delayed, 
not overcome by the upper House. Second, the development of the Salisbury Convention from 1945 means 
that the manifesto commitments of the Government will not be opposed by the House of Lords, allowing 
for the relatively unhindered enactment of laws or schemes the public have voted for in a general election. 
Finally, perhaps the greatest reform in recent years, the House of Lords Act 1999 removed the majority of 
the hereditary peers from the House, making it a mainly appointed chamber, appointed by the Queen on 
the recommendation of the Prime Minister (for party-political peers) and the House of Lords Appointments 
Commission (an independent body, for non-party-political peers). Together these changes may be seen to 
lend the House with some degree of legitimacy, since peers there merely by virtue of inheriting title no 
��/RUG�%LQJKDP��µ7KH�+RXVH�RI�/RUGV��,WV�IXWXUH"¶�>����@�3/����
2 Lord Hailsham, 2Q�WKH�&RQVWLWXWLRQ (Harper Collins, 1992), p48
3 House of Lords Reform HC Bill (2012-13) [52]
��&DELQHW�2I¿FH��+RXVH�RI�/RUGV�5HIRUP�'UDIW�%LOO (Cm 8077, 2011)
5 HM Government, 7KH�&RDOLWLRQ��RXU�SURJUDPPH�IRU�JRYHUQPHQW (2010), p27
6 Parliament Act 1911, s2(1)
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longer have the power to block legislation passed by the elected House of Commons (indeed, a great number 
of members of the upper House will now have been recommended by elected party leaders).
However, none of these reforms have given the House any sort of democratic legitimacy. But we must be 
FDUHIXO�QRW�WR�FRQÀDWH�WZR�VHSDUDWH�LVVXHV��OHJLWLPDF\�DQG�GHPRFUDF\��,W�PD\�EH�VXEPLWWHG�WKDW�WKH�FXUUHQW�
House of Lords generally possesses a degree of legitimacy, in the sense that it acts within its constitutional 
role and is generally credible, carrying out a great deal of valuable work. What it does not possess is 
GHPRFUDWLF�OHJLWLPDF\��7KLV��IRU�PDQ\��LV�WKH�IDWDO�ÀDZ�RI�WKH�FXUUHQW�DUUDQJHPHQW��7KH�PHUH�DSSHDUDQFH�RI�
unelected individuals being involved in law-making is seen by some as fundamentally unacceptable.
Another criticism commonly levelled is the presence as of right of 26 senior members of the Church of 
England. This is a complex and controversial subject, encompassing the establishment of the Church, and 
there is no space to explore the subject here, but perhaps the main issue is the relevance of including 26 
bishops of the Church of England in the upper House of an increasingly multi-cultural and multi-faith 
society, with a declining proportion of the population identifying themselves as members of the Christian 
faith7�E\�WKH�PHUH�IDFW�RI�WKHLU�RI¿FH��
$�¿QDO�PDMRU�FULWLFLVP�IRU�WKH�SXUSRVHV�RI�WKLV�DUWLFOH�LV�WKH�VL]H�RI�WKH�XSSHU�+RXVH��)LUVWO\��WKH�+RXVH��
with a current membership of about 7808, is much larger than any other upper legislative House within the 
developed world. For example, the United States Senate, regarded as one of the most powerful upper houses 
LQ�WKH�ZRUOG��KDV�RQO\�����PHPEHUV�DQG�UHSUHVHQWV�D�PXFK�ODUJHU�QDWLRQ�WKDQ�WKH�8.��(YHQ�VRPH�RI�WKH�
world’s largest upper houses, for example in Italy (326), France (321), or Spain (259), do not even come 
close to the daily attendance of the House of Lords9, even less its full membership. Why is it necessary to 
KDYH�VXFK�D�ODUJH�+RXVH�WR�FRQGXFW�LWV�EXVLQHVV"�,QGHHG��ZLWK�DQ�DYHUDJH�GDLO\�DWWHQGDQFH�RI�����PHPEHUV10, 
it may be that too many members with no or little knowledge of a given subject are participating in debates 
(or, more cynically, may be simply claiming attendance allowances for being present). This may be seen to 
undermine one of the advantages of the current House, its expertise, as will be discussed more below. 
Second, there is no limit on the membership of the House. It seems strange that while the membership of 
WKH�&RPPRQV�LV�¿[HG��VXEMHFW�WR�FKDQJHV�WR�FRQVWLWXHQF\�VL]HV�DQG�QXPEHUV��WKHUH�PD\�EH�D�WKHRUHWLFDOO\�
unlimited number of Members of the House of Lords. Surely this feature is not an essential requirement 
IRU�WKH�+RXVH"�,QGHHG��LWV�VL]H�PD\�EH�DJDLQVW�WKH�SXEOLF�LQWHUHVW��QRW�OHDVW�LQ�WHUPV�RI�FRVW��7UXH��VRPH�
ÀH[LELOLW\�PD\�EH�GHVLUDEOH�WR�HQVXUH�VXI¿FLHQW�OHYHOV�RI�H[SHUWLVH�DQG�H[SHULHQFH�LQ�WKH�+RXVH��EXW�WKLV�LV�
not the same as an unfettered membership. It may be suggested that in some cases, peerages are granted as a 
method of recognition for contribution to society (or, again more cynically, political parties). It is submitted 
that, while peerage continues to be associated with membership of the House, this should not be the purpose 
of granting peerages, and such recognition should be achieved by other means, principally the honours 
system of MBEs and upwards, which has developed for this purpose.

Strengths

As has been seen, there are several problems with the current arrangement of the House of Lords. However, 
the House does have some redeeming features, which must be borne in mind when considering any proposal 
for reform. It is clear that the principal role of the House of Lords at present, given the limitations on its 
SRZHUV��LV�DV�D�UHYLVLQJ�DQG�VFUXWLQ\�FKDPEHU��,W�LV�WKH�VWUHQJWKV�RI�WKH�FXUUHQW�+RXVH�ZKLFK�HQDEOH�LW�WR�IXO¿O�
its functions to a high standard, and is generally highly regarded despite the perceived need for reform.
First, perhaps the greatest strength of the current House is its degree of expertise. Many members appointed 
to the House are professionals who have had a distinguished career before entering Parliament. These range 
from lawyers and businesspeople to scientists and sportspeople. This pool of expertise, unmatched by the 
Commons (which features many ‘career politicians’ with little or no experience outside politics), allows 
��&HQVXV�������2I¿FH�IRU�1DWLRQDO�6WDWLVWLFV��5HOLJLRQ�LQ�(QJODQG�DQG�:DOHV����� (2012)
����������3DUOLDPHQWDU\�VHVVLRQ��H[FOXGLQJ�WKRVH�FXUUHQWO\�GLVTXDOL¿HG�RU�RQ�OHDYH�RI�DEVHQFH���+RXVH�RI�/RUGV�,QIRUPDWLRQ�2I¿FH��:RUN�RI�WKH�
+RXVH�RI�/RUGV�������� (2013), p29
��%LQJKDP��µ7KH�+RXVH�RI�/RUGV��LWV�IXWXUH"¶�>����@�3/������S���
�����������3DUOLDPHQWDU\�VHVVLRQ��+RXVH�RI�/RUGV�,QIRUPDWLRQ�2I¿FH��:RUN�RI�WKH�+RXVH�RI�/RUGV�������� (2013) p30
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the House to undertake a better quality of scrutiny of legislation and Executive action than its elected 
FRXQWHUSDUW��7KLV�LV�UHÀHFWHG�LQ�WKH�KLJKO\�UHJDUGHG�ZRUN�RI�PDQ\�RI�WKH�&RPPLWWHHV�RI�WKH�+RXVH�RI�/RUGV��
notably those concerning science, human rights, and constitutional matters; and the number of amendments 
tables in the Lords11 . Further, but similarly, the fact that the members of the House of Lords often have 
a very different background to MPs in the Commons may been seen to enable it to provide a different 
perspective to issues when scrutinising legislation and Government activity. This may be regarded as a 
valuable asset of the current House, in that there is not simply duplication of the debate in the Commons.
Secondly, the less partisan nature of the House of Lords is another of its great strengths. This is achieved by 
the fact that there is no overall majority of any political party, aided by the presence of 186 crossbenchers12 
with no political allegiance. This is further supported by the absence of elections, meaning members do not 
have to ‘toe the party line’ to be selected, and the secure tenure of seat. These factors mean that members 
are more at liberty to vote on the basis of their own personal views than their counterparts in the Commons, 
who are usually whipped to vote in line with their party, and it is less likely that a Bill or amendment will be 
EORFNHG�E\�RQH�PDMRU�VHFWLRQ�RI�WKH�+RXVH��7KLV�UHODWLYH�IUHHGRP�PD\�EH�FRQVLGHUHG�D�EHQH¿W�LQ�UHYLHZLQJ�
legislation as it means a different perspective of issues may be forwarded, and there will not necessarily be 
large sections of the House following the views of perhaps only a few individuals, leading to a better quality 
of scrutiny.
Furthermore, the less partisan nature of the House of Lords also means that business of the House is less 
‘theatrical’, compared with the Commons – as evidenced by the weekly Prime Minister’s Questions, where 
MPs are  often trying to make a good ‘sound bite’ for the next news bulletin, rather than take part in sensible, 
measured, and reasoned debate. Thus, more time is spent on detailed and worthwhile scrutiny and debate of 
legislation and the work of the Government.
We have seen that the current House suffers from a lack of democratic legitimacy, debate over the inclusion 
RI�VHQLRU�FOHUJ\�RI�WKH�&KXUFK�RI�(QJODQG��DQG�DQ�XQQHFHVVDU\�ODUJH�VL]H��ZKLOVW�EHQH¿WLQJ�IURP�D�ZHDOWK�RI�
expertise and less partisan environment. The ideal reform would address all problems with the House, whilst 
retaining its strengths. But before considering possible ways the House could be reformed, it may be useful 
to outline the latest major proposals for reform.

House of Lords Reform Bill (2012)

7KLV�DUWLFOH�ZLOO�QRW�JR�LQWR�D�GHWDLOHG�FULWLTXH�RI�WKH�ODWHVW�SURSRVDOV��5DWKHU��LW�PD\�EH�XVHIXO�WR�EULHÀ\�
outline the main features of the Coalition Government’s proposals to provide some context for the later 
discussion on reforms.
The 2012 Bill, following the draft published in 2011, proposed replacing the current House with an eighty 
per cent elected chamber, with the remaining twenty per cent appointed by an independent appointments 
FRPPLVVLRQ��SOXV�H[�RI¿FLR�PHPEHUV���(OHFWLRQV�WR�WKH�+RXVH�ZRXOG�EH�E\�D�IRUP�RI�SURSRUWLRQDO�
representation13��7KH�VL]H�RI�WKH�UHIRUPHG�+RXVH�ZRXOG�EH�UHGXFHG�WR�D�¿[HG�QXPEHU��IRXU�KXQGUHG�DQG�¿IW\��
plus Lords Spiritual (but whose numbers would be decreased to 12), and any Member appointed so that they 
PD\�KROG�0LQLVWHULDO�RI¿FH14. The powers and functions of the House would remain the same, maintaining 
the primacy of the House of Commons15. Further, the association between peerages and the Upper House 
would be broken, so that peerage does not confer membership of the House and vice versa16.
7KH�%LOO�ZDV�LQWURGXFHG�WR�WKH�+RXVH�RI�&RPPRQV�LQ�-XQH�������EXW�ZDV�ZLWKGUDZQ�E\�WKH�'HSXW\�
3ULPH�0LQLVWHU�LQ�6HSWHPEHU������DPLG�SROLWLFDO�RSSRVLWLRQ��VLJQL¿FDQWO\�IURP�WKH�EDFNEHQFKHV�RI�WKH�
Conservative Party17.
�����������RI�ZKLFK�������ZHUH�SDVVHG�LQ�WKH���������3DUOLDPHQWDU\�VHVVLRQ��+RXVH�RI�/RUGV�,QIRUPDWLRQ�2I¿FH��:RUN�RI�WKH�+RXVH�RI�/RUGV�
������� (2013) p2
�����������3DUOLDPHQWDU\�VHVVLRQ��+RXVH�RI�/RUGV�,QIRUPDWLRQ�2I¿FH��:RUN�RI�WKH�+RXVH�RI�/RUGV�������� (2013) p29
13 House of Lords Reform HC Bill (2012-13) [52], sch 3
14 House of Lords Reform HC Bill (2012-13) [52], cl 1
15 House of Lords Reform HC Bill (2012-13) [52], cl 2
16 House of Lords Reform HC Bill (2012-13) [52], cl 1(4)
17 See Bowers, +RXVH�RI�/RUGV�5HIRUP�%LOO����������GHFLVLRQ�QRW�WR�SURFHHG��+RXVH�RI�&RPPRQV�/LEUDU\��61�3&���������DOVR�µ1LFN�&OHJJ�
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6R�ZKHUH�QRZ"
As discussed above, there are both positive and negative aspects to the current House of Lords, and there is 
general agreement that it’s in need of reform. However, there is no straightforward method of reform for the 
House which is widely accepted.
An elected House?
As seen above, perhaps the principal perceived problem with the current House is its lack of democratic 
legitimacy. As a response, one of the main reform proposals, and indeed the most recent, has been for an 
HOHFWHG��RU�PDLQO\�HOHFWHG��+RXVH��7KLV�ZRXOG�DGGUHVV�WKH�GHPRFUDWLF�GH¿FLW�RI�WKH�+RXVH�RI�/RUGV��EXW�
EULQJV�ZLWK�LW�VHYHUDO�PRUH�SUREOHPV��ZKLFK��LW�LV�VXJJHVWHG��ZRXOG�JR�VRPH�ZD\�WR�FRXQWHU�DFW�WKH�EHQH¿W�
gained, and also diminish the present positive aspects of the House.
7KH�¿UVW�SUREOHP�RI�DQ�HOHFWHG�+RXVH�ZLOO�EH�WKH�LQFUHDVHG�VWUHQJWK�WKDW�WKH�UHIRUPHG�+RXVH�ZLOO�KDYH��
The democratic legitimacy of an elected House means it may be more willing to stand up to the House of 
Commons. Indeed, if a proportional mode of election was adopted for the upper House, it may even be 
regarded as possessing PRUH democratic legitimacy than the Commons. The upper House may come to 
assert its power to delay legislation more often than it commonly does. This would inhibit the effective 
functioning of government, and may mean that the Government is less able to implement its key policies. 
Thus, ultimately, the public interest would be harmed as Executive policy and decision making would be 
hindered by a more assertive House.
Second, there is a risk that the current strength of the House of Lords in its functions of scrutinising 
legislation and Executive action may be jeopardised by an elected House, for several reasons. Firstly, 
the House would be more likely to become dominated by political parties. Like general elections for the 
Commons, it is likely that candidates for election will want to be supported by a political party; and the 
SXEOLF�DUH�PRUH�OLNHO\�WR�YRWH�IRU�WKRVH�ZLWK�SDUW\�DI¿OLDWLRQV��7KLV�ZLOO�KDYH�WKH�UHVXOW�WKDW�WKH�XSSHU�+RXVH�
becomes more partisan, inhibiting the reformed House from effectively scrutinising Government action and 
legislative proposals, as more members to ‘toe the party line’, and analysis will likely come to replicate the 
Commons. Further, there is a risk that professional individuals will not be prepared to stand for election 
(or, if they do, stand without the backing of a political party, which emphasises the previous problem). One 
of the strengths of the current House is the presence of a large number of individuals who previously had 
distinguished careers before entering Parliament, thus providing the House with a wealth of knowledge 
DQG�H[SHULHQFH��$Q�HOHFWHG�+RXVH��KRZHYHU��LQ�WKH�ZRUGV�RI�3URIHVVRU�.LQJ��µZRXOG�LQHYLWDEO\�FRQVLVW�
almost entirely of a miscellaneous assemblage of party hacks, political careerists, clapped-out retired or 
defeated MPs, has-beens, never-were’s and never-could-possibly-be’s’18. This would detract from the level 
RI�H[SHUWLVH�RI�WKH�+RXVH�LQ�D�UDQJH�RI�DUHDV��PDNLQJ�LW�OHVV�ZHOO�HTXLSSHG�WR�IXO¿O�LWV�IXQFWLRQV�DV�ZHOO�DV�LW�
SUHVHQWO\�GRHV��&RPELQHG��WKHVH�DUH�VHULRXV�ÀDZV�ZKLFK�VXUHO\��LQ�WKH�RSLQLRQ�RI�WKLV�DXWKRU��PXVW�PLWLJDWH�
DJDLQVW�WKH�LQWURGXFWLRQ�RI�HLWKHU�D�ZKROO\�RU�PDLQO\�HOHFWHG�XSSHU�+RXVH��6R��ZKDW�DUH�WKH�RWKHU�RSWLRQV"

$�XQLFDPHUDO�V\VWHP"
As Lord Bingham pointed out19, two thirds of the world’s legislatures are unicameral20. These include 
FRXQWULHV�VXFK�DV�1HZ�=HDODQG��6ZHGHQ��DQG�1RUZD\��JHQHUDOO\�FRQVLGHUHG�VWDEOH�DQG�ZHOO�JRYHUQHG��
Though such an approach has been proposed numerous times in the past, in recent years it has fallen out of 
favour with those who seek reforms to the system. Though it would undoubtedly remove the issue of the 
involvement of a wholly unelected institution in the law-making process (by abolishing it outright), this is 
DOVR�LWV�IDWDO�ÀDZ�
It is a common view among constitutional lawyers that the House of Commons, and Parliament more 
FRQ¿UPV�/RUGV�UHIRUPV�KDYH�EHHQ�RI¿FLDOO\�ZLWKGUDZQ¶��%%&�1HZV����6HSWHPEHU��������KWWS���ZZZ�EEF�FR�XN�QHZV�XN�SROLWLFV���������!�
accessed 28 February 2013
���.LQJ��7KH�%ULWLVK�&RQVWLWXWLRQ  (Oxford, 2007) p310, apostrophes as published
���%LQJKDP��µ7KH�+RXVH�RI�/RUGV��LWV�IXWXUH"¶�>����@�3/������S���
20 i.e. having only one legislative chamber
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generally in its current form, is unable to effectively scrutinise the work of the Executive21. This has 
several causes, which, it is argued, are mitigated by the presence of the House of Lords. First, perhaps 
RQH�RI�WKH�PRVW�VLJQL¿FDQW�SUREOHPV�LV�WKH�GRPLQDQFH�RI�WKH�JRYHUQLQJ�SDUW\�LQ�WKH�&RPPRQV��6LQFH�WKH�
Government is drawn from the majority party of the Commons (or, like now, a coalition commanding a 
majority of the House), the Government effectively controls the House. Thus, by the practice of whipped 
votes, the Government is able to pass most of its proposals through the House of Commons, with defeats 
of Government votes rare22. Whilst most Government Bills are also passed in the House of Lords, the less 
partisan nature of that House, with no overall majority of any party, means that more votes are defeated23, 
and even where they are not, members are voting more on the basis of their own views than those of their 
party. A further inhibition of effective scrutiny in the House of Commons is the lack of Parliamentary time, 
and the control of most of this time by the Government. The work of modern Government is extremely 
complex and varied, all of which could not be fully scrutinised even if the whole of Parliamentary time was 
GHGLFDWHG�WR�VR�GRLQJ��7KHUH�LV�DOVR�LQVXI¿FLHQW�WLPH�IRU�VFUXWLQLVLQJ�OHJLVODWLRQ�RQ�WKH�ÀRRU�RI�WKH�+RXVH�RI�
Commons. The Government may, especially in relation to more controversial legislation, or that it wishes to 
pass quickly, allocate little time for debate of a Bill in the House, allowing for little more than debate of the 
general policy behind it. On the other hand, the House of Lords spends much more time conducting careful 
scrutiny of legislation, and tables many amendments, often improving the quality of legislation enacted 
by Parliament. Thus, if the House of Lords were to be abolished outright with no replacement, the level of 
scrutiny that Parliament would be able to expose legislation and governmental action to would be severely 
reduced, and this can only be a negative development.

,V�UHIRUP�UHDOO\�QHFHVVDU\"
So far, this article has asserted that the House of Lords is generally regarded as in need of reform. It has 
LGHQWL¿HG�VRPH�VLJQL¿FDQW�SUREOHPV�ZLWK�WKH�FXUUHQW�+RXVH��EXW�DOVR�VRPH�JUHDW�VWUHQJWKV��,QGHHG��GHVSLWH�
the shortcomings of the current House, it is generally thought that it performs its functions very well in its 
FXUUHQW�JXLVH��7KXV��LV�D�UHIRUP�RI�WKH�+RXVH�UHDOO\�QHHGHG"�/RUG�+DLOVKDP24 distinguished between two 
FODVVHV�RI�KXPDQ�LQVWLWXWLRQ��WKH�WUDGLWLRQDO�DQG�WKH�FRQWULYHG��+H�WKHQ�VWDWHG��µ7KH�FRQWULYHG�PXVW�EH�MXGJHG�
by reason. The test of the traditional type is how well it works in practice and the quality and value of what 
it produces.’ The current House is an example of the traditional type, whilst a reformed House would be 
an example of the contrived. The main function of the current House is to revise legislation and scrutinise 
legislation. The outcomes of the House of Lords’ work in carrying out these functions is widely considered 
to be good quality, and is highly regarded as a counterweight to the more powerful Commons. This would 
VHHP�WR�PLWLJDWH�DJDLQVW�VLJQL¿FDQW�UHIRUP�RI�WKH�+RXVH�
+RZHYHU��WKLV�PD\�EH�WR�XQGHUHVWLPDWH�WKH�VLJQL¿FDQFH�RI�SHUFHSWLRQ�LQ�D�VRFLHW\�ZLWK�QR�ZULWWHQ��RU�
HYHQ�FOHDUO\�GH¿QHG��FRQVWLWXWLRQ��6LQFH�WKHUH�LV�QR�FOHDUO\�GH¿QHG�FRQVWLWXWLRQDO�VWUXFWXUH�LQ�WKH�8QLWHG�
.LQJGRP��XQOLNH�LQ�RWKHU�FRXQWULHV��VXFK�DV�WKH�86��ZKHUH�WKH�SRZHUV�RI�WKH�EUDQFKHV�RI�JRYHUQPHQW�DQG�
RI�WKH�GLIIHUHQW�RUJDQV�RI�WKH�OHJLVODWXUH�DUH�GH¿QHG�LQ�WKH�&RQVWLWXWLRQ��PXFK�GHSHQGV�RQ�SUDFWLFH�DQG�
perception. The general populous may not appreciate fully the actual powers of the House of Lords (i.e. that 
it cannot veto legislation), and therefore simply regard it as an unelected House making law, which may be 
seen by some as fundamentally unacceptable. Notwithstanding this, as has been seen above, there are several 
other problems with the current House. The continuing inclusion of 92 hereditary peers25 is unacceptable, 
undermining any legitimacy the House has, as members are not there by virtue of any knowledge, skills, 
RU�H[SHULHQFH�WKH\�KDYH��EXW�UDWKHU�E\�YLUWXH�RI�D�WLWOH�WKH\�KDYH�LQKHULWHG��)XUWKHU��WKH�ODUJH�VL]H�RI�WKH�
House and, arguably, the inclusion of so many Church of England bishops are also unacceptable and should 
21 See, for example, Elliott and Thomas, 3XEOLF�/DZ (Oxford, 2011), ch 10
���7KH�FXUUHQW�*RYHUQPHQW��XQGHU�3ULPH�0LQLVWHU�'DYLG�&DPHURQ��KDV�ORVW�RQO\���YRWHV�LQ�WKH�+RXVH�RI�&RPPRQV�VLQFH�FRPLQJ�WR�RI¿FH�
23 There have been 14 government defeats in the 2010-12 Parliamentary session, ‘Government defeats in the House of Lords’ (8&/�&RQVWLWXWLRQ�
8QLW����KWWS���ZZZ�XFO�DF�XN�FRQVWLWXWLRQ�XQLW�UHVHDUFK�SDUOLDPHQW�KRXVH�RI�ORUGV�ORUGV�GHIHDWV!�DFFHVVHG���0DUFK�����
24 Lord Hailsham, 2Q�WKH�&RQVWLWXWLRQ (Harper Collins, 1992), p51
25 House of Lords Act 1999, s2
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QRW�UHPDLQ�D�IHDWXUH�RI�WKH�8.¶V�FRQVWLWXWLRQDO�DUUDQJHPHQWV���7KHUHIRUH��DW�OHDVW�VRPH�IRUP�RI�UHIRUP�LV�
necessary.

$Q�DOWHUQDWLYH"
$V�ZH�KDYH�VHHQ��DQ\�UHIRUP�RI�WKH�+RXVH�RI�/RUGV�QHHGV�WR�GR�VHYHUDO�WKLQJV������WR�EH�JHQHUDOO\�DFFHSWDEOH�
it must address the main issue of the current House – its perceived lack of democratic legitimacy; (2) it must 
preserve the expertise of the current House, which is essential to its ability to effectively scrutinise both 
legislation and Executive action and therefore the purpose of the House; and (3) it must avoid becoming 
too partisan, which would inhibit its effective function, and counteract its current strength in not simply 
following party lines. It may be considered that a further requirement of a reformed House would be to 
avoid imbuing it with a strength which may come to challenge the Commons, which would require a more 
IXQGDPHQWDO�UHWKLQNLQJ�RI�WKH�8.¶V�3DUOLDPHQWDU\�V\VWHP��$V�KDV�EHHQ�GLVFXVVHG�DERYH��WKH�SULQFLSDO�DQG�
PRVW�FRPPRQO\�IRXQG�SURSRVDOV�IURP�WKRVH�FRQFHUQHG�ZLWK�WKH�+RXVH¶V�UHIRUP�DOO�KDYH�ÀDZV��DQG�GR�QRW�
meet the three requirements just set out. Thus, it may be necessary to consider a completely different mode 
of reform for the upper House.
A more drastic method of reform may be to remove the legislative functions of the House outright. The 
discussion here will start with an overview of Lord Bingham’s proposal of a ‘Council of the Realm’26. 
The basis of Lord Bingham’s proposal is the removal of the legislative powers of the present House. The 
newly formed Council would have the same reviewing powers over legislation, though amendments would 
take the form of recommendations which the Commons would then be under a statutory obligation to 
consider. The Council would also encompass several specialist committees, similar to the current House of 
Lords Committees, and would perform much the same functions. The main differences, other than lack of 
legislative powers, include a wholly appointed membership (though Lord Bingham proposed that the initial 
Council would be made up of almost all existing members of the current House); an ultimately reduced 
�WKRXJK�QRW�¿[HG��PHPEHUVKLS��DQG�WKH�UHPRYDO�RI�KHUHGLWDU\�VHDWV��)XUWKHU��PHPEHUV�RI�&RXQFLO�ZRXOG�
QRW�EH�HQWLWOHG�QRU�UHTXLUHG�WR�DWWHQG�DOO�VHVVLRQV��UHÀHFWLQJ�WKH�IDFW�WKDW�WKH�ODUJH�DWWHQGDQFH�RI�WKH�FXUUHQW�
House is unnecessary. Rather, legislative committees would, on Lord Bingham’s proposal, consist of around 
WZHQW\�WR�WZHQW\�¿YH�PHPEHUV��ZKLOVW�WKH�PHPEHUVKLS�RI�VSHFLDOLVW�FRPPLWWHHV�ZRXOG�EH�VPDOOHU�VWLOO�
On the whole, it is suggested that this proposal is very acceptable. With reference to the criteria set out at 
the beginning of this section, a new Council would (1) address the current issue of an unelected House of 
Lords being directly involved in law making, by removing all direct legislative power from an unelected 
body; (2) the Council would maintain the level of expertise which characterises the current House, through 
DSSRLQWPHQW�RI�TXDOL¿HG�DQG�H[SHULHQFHG�LQGLYLGXDOV��DQG�����WKURXJK�DSSRLQWPHQW�RI�PHPEHUV��UDWKHU�WKDQ�
election, the political divisions of the Council could be controlled. This author would suggest that, on the 
basis that wholesale reform of the House of Lords is necessary, an approach modelled on Lord Bingham’s 
structure would be the most desirable for addressing the problems of the current House, whilst retaining its 
redeeming features.
Therefore, using Lord Bingham’s proposal as a starting point , it is suggested that an acceptable and 
welcome reform of the House may take the following form (here Lord Bingham’s use of ‘Council’ will be 
DGRSWHG�IRU�HDVH��

1. The Council would be separated from Parliament with no direct legislative powers (save in respect 
of Bills extending the life of Parliament, which would require the approval of a majority of the full 
Council to prevent abuse of power by the House of Commons27), thus answering the criticism of an 
unelected House directly making law.

2. The Council would retain the legislative revising function of the current House, one of its great 
strengths – though the Council would not be able to amend the legislation directly, but instead make 
recommendations to the Commons, who would be statutorily obliged to consider them (and, likely to 

���%LQJKDP��µ7KH�+RXVH�RI�/RUGV��LWV�IXWXUH"¶�>����@�3/����
���%LQJKDP��µ7KH�+RXVH�RI�/RUGV��LWV�IXWXUH"¶�>����@�3/������S���
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be politically expected to accept them, unless it has good reason for otherwise).

3. Legislation would be considered by legislative committees, rather than the full Council. It is posited 
that such committees would be made up of twenty to thirty members, with a required minimum 
number of members with specialist expertise in the subject concerned (perhaps one quarter), and a 
minimum number of lawyers (either practiced or academic) to ensure legal coherence (perhaps two 
to three members), and one of this required group would chair the committee; whilst the remainder 
would be made up of other Council members either by appointment (by a committee chair, for 
example) or nomination. 

4. The Council would also form permanent specialist committees, likely to mirror the existing House 
of Lords Committees, to review Executive action and policies more generally. These would be made 
XS�RI��SHUKDSV��DURXQG�¿IWHHQ�PHPEHUV��DJDLQ�D�PLQLPXP�RI�ZKRP�ZRXOG�EH�H[SHFWHG�WR�KDYH�
knowledge of the relevant subject (perhaps half, given the specialist nature of the committees). This 
would preserve another great strength of the current arrangement.

5. All members would be appointed by an independent appointments commission. The commission 
would be expected to maintain a range of expertise and experience among the members of the 
Council, and also ensure representation of all major political and cultural views in Council (though 
ZLWK�QR�RYHUDOO�PDMRULW\�RI�DQ\�RQH��DQG�LW�LV�H[SHFWHG�WKDW�WKHUH�ZRXOG�VWLOO�EH�D�VLJQL¿FDQW�HOHPHQW�
with no political allegiance). Peerage would not be conferred on members, as proposed in the latest 
Government proposals.

6. Members would serve until a set retirement age (above the general retirement age, to allow for the 
inclusion of retired professionals). Otherwise, members may resign from the Council, and members 
may be removed for misconduct or for committing a criminal offence, or following a resolution of 
the full Council.

7. 7KH�VL]H�RI�WKH�&RXQFLO�ZRXOG�EH�UHGXFHG��SHUKDSV�WR�DURXQG�IRXU�KXQGUHG��+RZHYHU��LQ�RUGHU�WR�
UHWDLQ�ÀH[LELOLW\�DQG�HQVXUH�WKH�LQFOXVLRQ�RI�QHFHVVDU\�H[SHUWLVH�LQ�&RXQFLO��WKHUH�ZRXOG�QRW�EH�D�
VWULFW�OLPLW�RQ�LWV�VL]H��EXW�D�WDUJHW�QXPEHU�

8. Though the business of the Council will normally be conducted by committees, it would be possible 
to call a session of the full Council where an issue of fundamental importance is under debate (for 
example, major constitutional change), or where necessary for the administration of the Council (for 
example, to expel members). The House of Commons may also request a meeting and resolution of 
full Council if it thinks it appropriate.

9. The Council would enjoy the immunities and privileges enjoyed by the House of Commons, and so 
for such legal purposes, would still be considered an organ of Parliament. Further, all committees 
ZRXOG�HQMR\�WKH�VDPH�SRZHUV�RI�WKH�FXUUHQW�+RXVH�WR�VXPPRQ�0LQLVWHUV�DQG�SXEOLF�RI¿FLDOV�WR�JLYH�
evidence.

10. ,W�LV�H[SHFWHG�WKDW�WKH�&RXQFLO�PD\�VWLOO�IRUP�-RLQW�&RPPLWWHHV�ZLWK�WKH�+RXVH�RI�&RPPRQV��DQG�
these would continue to enjoy Parliamentary status where appropriate.

11. Senior clergy of the Church of England would no longer hold a seat in the Council as of right. 
However, they may be appointed as part of the normal appointments process. Senior members 
of other religions would also be eligible for appointment. However, it is expected that these 
appointments would be made personally, so that members hold their seat in their own right, rather 
WKDQ�E\�YLUWXH�RI�WKHLU�RI¿FH�
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Conclusion

It is clear that in light of the current House of Lord’s weaknesses, it is in need of reform. What is much less 
clear is how it should be reformed. This article has analysed several possible ways of doing so, including 
perhaps the most dominant (within the political arena, at least) view, that of creating an elected House. 
However, it has been seen that there are serious problems with such a proposal. Instead, this article has 
SURSRVHG�D�VROXWLRQ�ZKLFK�ZRXOG�DGGUHVV�WKH�PRVW�VLJQL¿FDQW�LVVXHV�ZLWK�WKH�FXUUHQW�+RXVH��ZKLOVW�UHWDLQLQJ�
its redeeming features.
The practicalities of implementation of a reform of the House must, however, be borne in mind. Given the 
recent failure of a major scheme of House of Lords reform, it is unlikely that another proposal of such scope 
will be brought forward soon. But changes to the House should not be abandoned, and indeed remedying 
some smaller defects of the current House may make it easier to pass a new scheme in due course. This may 
involve removing the remaining hereditary element of the House, making it a wholly appointed chamber. 
Also, removal of the inclusion of Church of England bishops as of right, or at least a reduction in their 
number, may be considered a welcome development. Increased public awareness of the work of the House, 
its powers, and its contribution to the legislative process and scrutiny of Government action would also be 
welcome, to facilitate informed debate and challenge any misconceptions that may exist that the House has 
the power to permanently prevent legislation or Government policies being implemented.
Overall, the House of Lords is a rather odd institution, which has developed with small changes to its powers 
or composition over many years. It has been the subject of political debate for over a century, and yet, 
considering that there is no general consensus on how to move forward, it is likely to continue to be so for 
many years to come.  We should not, however, underestimate the great strengths of the current upper House 
and the value of the work it carries out; it is far from being completely unsatisfactory in its present form.
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I. Introduction 

There is something remarkably attractive about the idea of being the master of your own fate. Something even 
PRUH�DWWUDFWLYH�LV�LQÁXHQFLQJ�WKDW�RI�RWKHUV��6PDOO�ZRQGHU�WKHQ�WKDW�SURFHVVHV�OLNH�QHJRWLDWLRQ�DQG�PHGLDWLRQ��
LQ�ZKLFK�WKH�SDUWLHV�UHVROYH�WKHLU�GLIIHUHQFHV�RQ�WKHLU�RZQ�WHUPV��KDYH�XQLYHUVDOO\�FRPH�WR�RFFXS\�D�FHQWUDO�
SRVLWLRQ� LQ� GLVSXWH� UHVROXWLRQ� DQG� DUH� VORZO\� EXW� VXUHO\� VXEVWLWXWLQJ� OLWLJDWLRQ� SURFHVVHV�ZRUOG� RYHU�� )HZ�
SHRSOH�ÀQG�VRPHWKLQJ�WR�FULWLFL]H�DERXW�WKHP��(YHQ�IHZHU�PXVWHU�WKH�FRXUDJH�WR�RSHQO\�FRQGHPQ�WKHVH�ZHOO�
EHORYHG�SUDFWLFHV�1�,�ZRXOG�QRW�EH�VR�EROG�DV�WR�FKRRVH�WR�EH�RQH�RI�WKH�ODWWHU��KRZHYHU��,�VKDOO�FKRRVH�QRW�WR�
SDVV�RYHU�WKLV�RSSRUWXQLW\�WR�YRLFH�VRPH�FRQFHUQV�DERXW�WKH�GLVDGYDQWDJHV�LPSOLFLW�LQ�WKHP��ZLWK�UHVSHFW�WR�WKH�
SHUHQQLDO�WKHPH�RI�¶MXVWLFH·�LQ�QHJRWLDWLRQV��

,W� ZRXOG� SUREDEO\� EH� SUXGHQW� KHUH� WR� ÀUVW� PHQWLRQ� WKH� FRUH� HOHPHQW� WKDW� FKDUDFWHUL]HV� QHJRWLDWLRQV� DQG�
PHGLDWLRQV�IRU�ZKDW�WKH\�DUH���WKH�VHOI�UHVROXWLRQ�RI�GLVSXWHV�E\�WKH�SDUWLHV�WR�WKH�GLVSXWH���PHDQLQJ�WKHUHE\�
WKDW�WKH�VROXWLRQ�LV�FRQFHLYHG�E\�WKH�PXWXDO�DJUHHPHQW�RI�WKH�SDUWLHV�WKHPVHOYHV��ZLWKRXW�UHVRUWLQJ�WR�D�WKLUG�
SDUW\�IRU�WKH�VDPH��(YHQ�ZKHUH�PHGLDWLRQV�SURFHHG�ZLWK�WKH�RFFDVLRQDO�LQWHUYHQWLRQ�RI�D�WKLUG�SDUW\�PHGLDWRU��
WKH�LQWHUYHQWLRQ�LV�VWULFWO\�FRQÀQHG�WR�IDFLOLWDWLQJ�WKH�GLVSXWH�UHVROXWLRQ��SHUKDSV�LQ�WHUPV�RI�VPRRWKLQJ�RXW�
WHQVLRQ�RU�SUHFLVHO\�LGHQWLI\LQJ�WKH�SUREOHPDWLF�DUHDV��DQG�GRHV�QRW�H[WHQG�WR�LPSRVLQJ�WKH�VROXWLRQ�RQ�WKH�
SDUWLHV�� WKH� GHWHUPLQDWLRQ� RI�ZKLFK� LV� WKH� H[FOXVLYH� GRPDLQ� RI� WKH� SDUWLHV� DORQH�� ,W� LV� FUXFLDO� WR� EHDU� WKLV�
FKDUDFWHULVWLF�LQ�PLQG��IRU�WKH�DUWLFOH�KLQJHV�SUHGRPLQDQWO\�RQ�D�SURSRVLWLRQ�WKDW�PRWLYDWLRQV�RI�VHOI�LQWHUHVW�
DQG�SULYDWL]DWLRQ�RI�WKH�VROXWLRQ�DUH�WKH�FULWLFDO�IDFWRUV�WKDW�OHDG�WR�D�GHQLDO�RI�¶MXVWLFH·�LQ�QHJRWLDWLRQV�

7KH�FRQFHSWV�RI�¶IDLUQHVV·�DQG�¶MXVWLFH·�KDYH�DOZD\V�EHHQ�DQ�LQGLVSHQVDEOH�SDUW�RI�QHJRWLDWLRQ�DQG�PHGLDWLRQ�
OLWHUDWXUH��+XQGUHGV�RI�ERRNV�DUH�ÀOOHG�ZLWK�DFFRXQWV�RI�GLVWULEXWLYH�DQG�SURFHGXUDO�IDLUQHVV��DQG�LQQXPHUDEOH�
HPSLULFDO�VWXGLHV�KDYH�DWWHPSWHG�WR�GLVFHUQ�GHVFULSWLYH�DQG�QRUPDWLYH�DQVZHUV�WR�PLFUR�HWKLFDO�TXHVWLRQV�RI�
KRZ��ZKHQ��ZK\�DQG�ZKDW�SHUFHSWLRQV�RI�IDLUQHVV�FRORXU��RU�VKRXOG�FRORXU��WKH�GLVSXWLQJ�SDUWLHV·�GHFLVLRQV��
7KXV��WKH�SUHPLVH�RI�WKH�GLVFXVVLRQV�KDV�SULPDULO\�EHHQ�WKH�parties’ perceptions RI�ZKDW�LV�IDLU��DQG�QRW�DQ�
LQGHSHQGHQW�RSLQLRQ�

,Q�WKLV�SDSHU��,�LQWHQG�WR�DGGUHVV�D�PDFUR�HWKLFDO�TXHVWLRQ��RQH�WKDW�GRHV�QRW�VHHP�WR�KDYH�EHHQ�YHU\�ZLGHO\�
DGYRFDWHG�RU�H[SORUHG�2�´,V�UHDO�¶MXVWLFH·� LQKHUHG�LQ�WKH�UHVXOWV�RI�QHJRWLDWLRQ�SURFHHGLQJV"µ3 An incidental 
TXHVWLRQ�ORJLFDOO\�IROORZV��´'RHV�WKH�SDUWLHV·�PXWXDO�DJUHHPHQW�MXVWLI\�WKH�¶MXVWQHVV·�RI�WKH�VROXWLRQ"µ�:KDW�
WKLV�SDSHU�ZLOO�HVVHQWLDOO\�SRVLW�LV�WKDW�QHJRWLDWLRQV�DQG�PHGLDWLRQV�PD\�LQ�PRVW�FDVHV�QRW�\LHOG�D�¶MXVW·�UHVXOW��
RQH�WKDW�ZLOO�VDWLVI\�DQ�REMHFWLYH�EHQFKPDUN�RI�MXVWLFH��UHPRYHG�IURP�ZKDW�WKH�SDUWLHV�PD\�VXEMHFWLYHO\�DQG�
FRQWH[WXDOO\�FRQVLGHU�DV�¶IDLU·��¶-XVWLFH·�LV�D�WUDQVFHQGHQWDO�REMHFWLYH�VWDQGDUG��DV�RSSRVHG�WR�¶IDLUQHVV·��ZKLFK�
��6HH�JHQHUDOO\�)LVV��2�0��µ$JDLQVW�6HWWOHPHQW¶�����������<DOH�/DZ�-RXUQDO�������+H�LV�SRVVLEO\�WKH�PRVW�YRFLIHURXV�QRQ�VXSSRUWHU�RI�$'5�
processes and is well-known for his corrosive remarks on the disadvantages of negotiations and mediations. His paper argues that the litigation 
process is better than negotiations and this is what ought to be followed by the society. 
�� &HFLOLD�$OELQ�� µ7KH� 5ROH� RI� )DLUQHVV� LQ� 1HJRWLDWLRQ¶� ������� �� 1HJRWLDWLRQ� -RXUQDO� �����$OELQ� H[SODLQV� WKDW� DQ� DJUHHPHQW� UHDFKHG� GXULQJ�
negotiations is viewed as the outcome of a contest, not a judgment on the fairness of the solution. This viewpoint explains the scarcity of literature 
on the issue of “justice”, since there is no research base on which one could build such knowledge. 
3 In this respect, I question the justness of the solution based on the outcome of the negotiation or mediation as decided by the parties. The 
mediator’s role, his neutrality concerns and his obligation to third parties or to the achievement of objective justice is not within the scope of the 
paper. 
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LV�VLPSO\�¶MXVWLFH�LQ�FRQWH[W·�L�H�MXVWLFH�DV�FRQFHLYHG�E\�WKH�SDUWLHV�GHSHQGLQJ�RQ�WKHLU�FLUFXPVWDQFHV��7KLV�
VXEWOH�GLVWLQFWLRQ�PDGH�EHWZHHQ�´MXVWLFHµ�DQG�´IDLUQHVVµ�ZLOO�KDYH�WR�EH�ERUQH�LQ�PLQG�WKURXJKRXW�WKH�OHQJWK�
RI�WKLV�SDSHU��VLQFH�WKH�SULPDU\�DUJXPHQW�DGYDQFHG�KHUH�LV�EDVHG�RQ�WKH�QRQ�FRQIRUPLW\�RI�D�¶IDLU·�VROXWLRQ�
ZLWK�D�¶MXVW·�VROXWLRQ�4�7KLV�SDSHU�ZLOO�DOVR�FRQVLGHU�ZK\�LW�LV�FUXFLDO�WR�DGGUHVV�VXFK�D�KHLJKWHQHG�VHQVH�RI�
MXVWLFH��LQ�DQWLFLSDWLRQ�RI�D�SRWHQWLDO�DUJXPHQW�WKDW�SUDFWLFDOO\�QHJRWLDWLRQ�LV�SHUVRQDO�WR�WKH�WZR�SDUWLHV�DQG�
WKLUG�SDUW\�FRQVLGHUDWLRQV�RI�MXVWLFH�VKRXOGQ·W�QRW�PDWWHU�VR�ORQJ�DV�WKH�GLVSXWLQJ�SDUWLHV�DUH�DPHQDEOH�WR�WKH�
VROXWLRQ��$�FRPSDULVRQ�EHWZHHQ� OLWLJDWLRQ�DQG�QHJRWLDWLRQ�EHFRPHV�QHFHVVDU\� LQ� WKLV� UHJDUG��DOWKRXJK� WKLV�
should not be understood to mean that the author is suggesting that litigation is per se a better alternative.5 
7KH�DWWHPSW�LQ�WKLV�SDSHU�LV�QRW�WR�DJJUDQGL]H�DQ\�IRUP�RI�GLVSXWH�UHVROXWLRQ�EXW�VLPSO\�WR�GLVSHO�WKH�JHQHUDO�
QRWLRQ�WKDW�QHJRWLDWLRQV�DQG�PHGLDWLRQV�DUH�LQWULQVLFDOO\�JRRG��7KH�VFRSH�RI�WKLV�SDSHU�LV�OLPLWHG�WR�UDLVLQJ�WKH�
SUREOHPV�DVVRFLDWHG�ZLWK�¶MXVWLFH·��RU�WKH�ODFN�WKHUHRI��LQ�QHJRWLDWLRQV��$�PXFK�ZLGHU�DQG�PRUH�LQ�GHSWK�VWXG\�
ZLOO�EH�UHTXLUHG�WR�SURYLGH�VROXWLRQV�WR�WKHVH�SUREOHPV�DQG�ZLOO�FRQVHTXHQWO\�QRW�EH�GHDOW�ZLWK�LQ�WKLV�SDSHU�

II. The much-acclaimed negotiation and mediation route

'LVFRXUDJH�OLWLJDWLRQ�
3HUVXDGH�\RXU�QHLJKERXUV�WR�FRPSURPLVH�ZKHQHYHU�WKH\�FDQ�
Point out to them how the nominal winner is often a real loser
�LQ�IHHV��H[SHQVHV�DQG�ZDVWH�RI�WLPH

��$EUDKDP�/LQFROQ�

´3ULYDWH�VHWWOHPHQWV�DUH�WKH�QRUP��QRW�WKH�H[FHSWLRQµ�LQ�FRQWHPSRUDU\�$PHULFDQ�OHJDO�FXOWXUH��DQG�SRSXODU�
VXSSRUW�IRU�WKLV�WUHQG�LV�SUHVXPHG�6�$OPRVW�HYHU\�SDUW�RI�WKH�FLYLOL]HG�ZRUOG�LV�ZLWQHVVLQJ�DQ�H[SRQHQWLDO�LQFUHDVH�
LQ�WKH�QXPEHU�RI�QHJRWLDWLRQV�DQG�PHGLDWLRQV��7KHUH�DUH�XQGRXEWHGO\�VHYHUDO�HOHPHQWV�WR�WKH�FUHGLW�RI�$'5�
VHWWOHPHQWV�²�WKHLU�LQH[SHQVLYH�QDWXUH��WKH�VSHHG��WKH�PDLQWHQDQFH�RI�DQRQ\PLW\��DQG�FRQWURO�RI�WKH�HYHQWXDO�
RXWFRPH�ZKLFK� LV�PXWXDOO\� JDLQIXO�� ,Q� WKLV� FRQWH[W�� D� FRPSDULVRQ�ZLWK� OLWLJDWLRQ� LV� YLUWXDOO\� LQHVFDSDEOH��
´7KH�JHQHULF�LPDJH�RI�$'5�LV�SHUFHLYHG�WR�EH�IULHQGO\��ÁH[LEOH��DQG�QLFHU�WKDQ�WKH�XQFLYLO�H[FKDQJHV�WKDW�
FKDUDFWHUL]H�OLWLJDWLRQ��DQG�WKH�SURFHVVHV�DUH�YLHZHG�DV�RIIHULQJ�WKH�RSSRUWXQLW\�IRU�DFFRPPRGDWLRQ��DQG�ZLWK
LW�DQ�HVFDSH�IURP�WKH�ZLQ�ORVV�KLHUDUFK\�µ7�/LWLJDWLRQ�KROGV�DQ�DOPRVW�´MDXQGLFHG�YLHZµ8�DV�EHLQJ�´H[SHQVLYH��
��&HFLOLD�$OELQ��µ7KH�5ROH�RI�)DLUQHVV�LQ�1HJRWLDWLRQ¶����������1HJRWLDWLRQ�-RXUQDO�����������0LFKHOOH�0DLHVH��µ3ULQFLSOHV�RI�-XVWLFH�DQG�)DLUQHVV¶��
%H\RQG� ,QWUDFWDELOLW\� �-XO\� ������ �KWWS���FULQIR�EH\RQGLQWUDFWDELOLW\�RUJ�HVVD\�SULQFLSOHVBRIBMXVWLFH�"QLG ����!� �DFFHVVHG� �� -XQH� ������� ,W� LV�
exactly the distinction between justice and fairness that Michelle Maiese and Cecilia Albin draw in their papers. Though the two terms, justice 
and fairness, are generally used interchangeably, justice is considered to be transcendental, it is a normative standard, born out of a general 
social consensus as to what is right. Fairness is justice in context, where parties concerned with fairness typically strive to work out something 
comfortable and adopt procedures that resemble rules of a game. According to Albin “Negotiators naturally tend to view and refer to their own 
IDLUQHVV�QRUPV�DV�³MXVWLFH´����DV�FULWHULD�UHÀHFWLQJ�VRPH�KLJKHU�HWKLFV�JRLQJ�EH\RQG�SDUWLVDQ�SHUFHSWLRQV��LQWHUHVWV��DQG�VLWXDWLRQDO�IDFWRUV´�
5 Unlike Fiss, I do not adopt a stand that negotiations are per se HYLO��-XVWLFH�GLVSHQVDWLRQ�LV�RQH�RI�WKH�IXQGDPHQWDO�SUREOHPV�WKDW�DULVH�LQ�QHJRWLDWLRQ�
cases which is why it becomes important to raise it. This doesn’t amount to a proposition to dispense with settlements all together. Questions like 
how to resolve this problem, whether this problem can be resolved at all, whether negotiations ought to be done away with, or whether they need 
WR�EH�FRQ¿QHG�WR�FHUWDLQ�VLWXDWLRQV�VSHFL¿FDOO\�DUH�WRR�FRPSOH[��WKH�DQVZHUV�WR�ZKLFK�LV�EH\RQG�WKH�VFRSH�RI�WKLV�SDSHU��
6 Owen Fiss, 7KH�/DZ�DV�LW�&RXOG�%H��1HZ�<RUN�8QLYHUVLW\�3UHVV������������'HERUDK�/��5KRGH��Access to Justice (Oxford University Press, 2004) 
42. 
7 Christine B. Harrington, Shadow Justice: !e Ideology and Institutionalization of Alternatives to Court (Greenwood Press, 1985) cited in Don 
Ellinghausen, Jr. ‘Justice trumps Peace: #e Enduring Relevance of Owen Fiss’ Against Settlement’ available at < ŚƩƉ͗ͬͬƉĞŐĂƐƵƐ͘ƌƵƚŐĞƌƐ͘ĞĚƵͬΕƌĐƌůũͬ
ĂƌƟĐůĞƐƉĚĨͬĞůůŝŶŐŚĂƵƐĞŶ͘ƉĚĨ> (accessed 6 June 2012).
8 Marc Galanter, ‘#e Hundred-Year Decline of Trials and the #irty Years’ War’ (2005) 57 Stan. L. Rev. 1255, 1269.  



Volume IV Issue II [2012-2013]King’s Student Law Review

85

WHUULI\LQJ��IUXVWUDWLQJ��LQIXULDWLQJ��KXPLOLDWLQJ��WLPH�FRQVXPLQJ��SHUKDSV�DOO�FRQVXPLQJµ�9�:H�OLYH�LQ�DQ�DJH�
ZKHUH�´ODZ\HU�EDVKLQJ�KDV�EHFRPH�D�QDWLRQDO�KREE\��ODZVXLWV�D�OLJKWQLQJ�URG�IRU�WDON�VKRZ�resentniks and 
WKH�FLYLO�V\VWHP�D�FKHULVKHG�WDUJHW�RI�UDJH�DQG�GHPDJRJXHU\µ�10�6XSUHPH�&RXUW�MXGJHV��UHIRUP�PLQGHG�OHJDO�
VFKRODUV�DQG�EXVLQHVV�HOLWHV�DOLNH�KDYH�GHFULHG�WKH�OHJDO�V\VWHP�DQG�EHVLHJHG�SHRSOH�ZLWK�FODLPV�RI�D�́ /LWLJDWLRQ�
&ULVLVµ��FKDONLQJ�RXW�DQ�HQGOHVV�OLVW�RI�FDVWLJDWLRQV�DJDLQVW�DGMXGLFDWLRQ�

$�SHUFHSWLYH�REVHUYDWLRQ�RI�WKH�PRYHPHQW�LQGLFDWHV�WKDW�WKH�PRPHQWXP�LV�DFWXDOO\�LQ�D�GLUHFWLRQ�DZD\�IURP�
OLWLJDWLRQV��ZKDWHYHU� WKDW�GLUHFWLRQ�PD\�EH�� UDWKHU� WKDQ�D�GLUHFWLRQ� WRZDUGV�$'5��&RQWLQXLQJ�FULWLFLVPV�RI�
WKH�SDFH��H[SHQVH��DQG�WHQRU�RI�DGMXGLFDWLRQ�LOOXVWUDWH�WKDW�´WKH�GRRUV�WR�$'5�DUH�RSHQHG�EHFDXVH�WKH�GRRU�
WR�VXSHULRU�FRXUW�LV�SHUFHLYHG�HLWKHU�WR�EH�IXQFWLRQDOO\�FORVHG�RU�VOLJKWO\�DMDU�µ11�7KHUHIRUH��LW�LV�FOHDU�WKDW�WKH�
GHSUHFLDWLQJ�SLFWXUH�RI�OLWLJDWLRQ�SDLQWHG�E\�SHRSOH�LV�ZKDW�DFWXDOO\�IXHOV�WKH�GULYH�WRZDUGV�$'5��DV�RSSRVHG�
WR�WKH�PHULWV�RI�$'5�LWVHOI��7KH�WUHQG�´KDV�WKH�WRQH�RI�FXOWLVW�FRQYHUVLRQ��UHOLJLRXV�IHUYRXU��RU�LQIDWXDWLRQ�ZLWK�
DOO�WKDW�LV�QRW�OLWLJDWLRQµ�12�RQH�VLPSO\�GRHV�QRW�VWRS�WR�TXHVWLRQ�ZKHWKHU�WKH\�DUH�LQGHHG�WKH�ULJKW�WKLQJ��7KH�
reaction to negotiations and mediations is not very different from the unthinking reaction of a child who is 
VR�HQDPRXUHG�E\�D�QHZ�ORRNLQJ�WR\�WKDW�KH�GRHV�QRW�HYHQ�ERWKHU�WR�FKHFN�LI�D�KDQG�RU�D�OHJ�LV�PLVVLQJ��7KH�
SUHVXPSWLRQ�WKDW�WKHVH�GLVSXWH�UHVROXWLRQ�PHWKRGV�DUH�LQÀQLWHO\�SUHIHUDEOH��DQG�SUHIHUUHG��RYHU�DGMXGLFDWLRQV�
´LV�VR�LQJUDLQHG�LQ�FRQWHPSRUDU\�OHJDO�FXOWXUH�WKDW�LW�LV�UDUHO\�TXHVWLRQHG�µ13

+RZHYHU�� LQ� ������'HUHN�%RN·V14� UHSRUW� WR� WKH�+DUYDUG�2YHUVHHUV�� VXJJHVWLQJ� WKDW� OHJDO� HGXFDWLRQ� VKRXOG�
UHGXFH� WKH�HPSKDVLV�RQ�DGYHUVDULDO� OLWLJDWLRQV�DQG� LQVWHDG�DGYRFDWH�´WKH�JHQWOHU� DUWV�RI� UHFRQFLOLDWLRQ�DQG�
DFFRPPRGDWLRQµ15�VSDUNHG�WKH�EHJLQQLQJ�RI�DQ�DQWL�QHJRWLDWLRQ�PRYHPHQW��2QH�PDQ�KDG�WKH�QHUYH�WR�WDNH�RQ�
D�JURZLQJ�WLGH�RI�XQLYHUVDO�SRSXODULW\�LQ�IDYRXU�RI�DOWHUQDWLYH�GLVSXWH�UHVROXWLRQ�PHFKDQLVPV��'LVFDUGLQJ�DOO�
UHVWUDLQW��2ZHQ�)LVV�IHDUOHVVO\�GHOLYHUHG�D�FRUURVLYH�FULWLTXH�RQ�SULYDWH�VHWWOHPHQWV��DUJXLQJ�WKDW�WKHUH�ZDV�QR�
FDXVH�IRU�FHOHEUDWLRQ�LQ�WKHP��VLQFH�WKH\�IXQGDPHQWDOO\�GHI\�SXEOLF�YDOXHV�16 His cause was gradually taken 
XS�E\�RWKHU�MXULVWV�OLNH�'DYLG�/XEDQ��$P\�&RKHQ��'RQ�(OOLQJKDXVHQ�DQG�RWKHUV��ZKR�GLVFRYHUHG�WKH�KLGGHQ�
SLWIDOOV�LQ�VHWWOHPHQW�SURFHVVHV��7KHVH�REVHUYDWLRQV�QRWZLWKVWDQGLQJ��VHWWOHPHQW�SUDFWLFHV�KDYH�FRQWLQXHG�WR�
JDUQHU�LPPHQVH�VXSSRUW��7KH�WLPH�VHHPV�ULSH�IRU�DQRWKHU�´)LVVLDQµ�DWWHPSW�RQ�WKHVH�SUDFWLFHV��

7KLV�DUWLFOH�LV�D�KXPEOH�HIIRUW�RQ�WKH�SDUW�RI�WKH�DXWKRU�WR�GHPRQVWUDWH�WKDW�QRW�HYHU\WKLQJ�DERXW�QHJRWLDWLRQV�
DQG�PHGLDWLRQV�LV�DV�URV\�DV�WKH�SLFWXUH�WKDW�LV�SDLQWHG�RI�WKHP�VHHPV�WR�SURMHFW��7KH�TXHVWLRQ�RI�¶MXVWLFH·�QHYHU�
ÀJXUHG�SURPLQHQWO\�LQ�WKH�SLFWXUH��LW�ZDV�VLPSO\�SUHVXPHG�WKDW�QHJRWLDWLRQV�DQG�PHGLDWLRQV�SURYLGH�DQ�FKHDSHU�
DQG�WLPH�ERXQG�DOWHUQDWLYH�URXWH�WR�DFFHVV�MXVWLFH��ZKLFK�UHVXOWHG�LQ�WKH�SUDFWLFDO�DVSHFW�RI�PRQH\�DQG�WLPH�
��'DYLG�/XEDQ��µ6HWWOHPHQWV�DQG�WKH�3XEOLF�5HDOP¶�����������*HR�/DZ�-RXUQDO�������������
10 Ibid.
11 Judith Resnik, ‘Many Doors? Closing Doors? Alternative Dispute Resolution and Adjudication’ (1995) 10 Ohio State Journal on Dispute 
Resolution 211, 246. 
12 Je%rey Stempel, ‘Forgetfulness, Fuzziness, Functionality, Fairness and Freedom in Dispute Resolution: Serving Dispute Resolution through 
Adjudication’ (2002) 3 Nev. L. J 305, 309. 
13 Deborah R. Hensler, ‘Suppose it’s Not True: Challenging Mediation Ideology’ (2002) J. Disp. Resol. 81, 83. 
14 Derek Bok was the 25th�3UHVLGHQW�RI�+DUYDUG�8QLYHUVLW\��ZKLFK�ZDV�WKH�¿UVW�XQLYHUVLW\�LQ�$PHULFD�WR�KRXVH�D�IXOO�ÀHGJHG�FOLQLF�FRXUVH�RQ�
negotiations and mediations.
15 Derek Bok, ‘A Flawed System’, Harvard Magazine��0D\�-XQH�����������H[FHUSWHG�DW�'HUHN�&��%RN��µ$�)ODZHG�6\VWHP�RI�/DZ�3UDFWLFH�DQG�
7UDLQLQJ¶�����������-��/HJDO�(GXF�������
���2ZHQ�)LVV��µ$JDLQVW�6HWWOHPHQW¶�����������<DOH�/DZ�-RXUQDO������������
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VDYLQJ�UHFHLYLQJ�WKH�NLQJ·V�VKDUH�RI�WKH�DWWHQWLRQ��ZKLOH�MXVWLFH�ZDV�UHOHJDWHG�WR�D�LGHDOLVWLF�QRQ�HQWLW\���

I. Neglect of objective justice in negotiations

1.1 Negotiation outcomes ignoring third party interests  

/LWHUDWXUH�RQ�IDLUQHVV�LQ�QHJRWLDWLRQV�LV�UHSOHWH�ZLWK�IDLUQHVV�FRQFHUQV�IURP�WKH�SRLQW�RI�YLHZ�RI�WKH�SDUWLFLSDWLQJ�
SDUWLHV��:KHQ�RQH�GRHV�SHHO�WKHLU�H\HV�DZD\�IURP�WKH�OXUH�RI�SULYDWH�VHWWOHPHQWV��WKH�EURDGHU�SLFWXUH�H[SRVHV�
D�ZLGH� H[SDQVH� RI� VHHPLQJO\� KLGGHQ� DQWL�QHJRWLDWLRQ� OLWHUDWXUH� VFUXWLQL]LQJ� WKH� ¶MXVWLFH·� DQJOH� IURP� RWKHU�
YDU\LQJ� VWDQGSRLQWV�� +RZHYHU�� WKHLU� ZRUWK� KDV� PRVWO\� GHQLJUDWHG� XQGHU� WKH� LPPHQVH� ZHLJKW� RI� WKH� SUR�
QHJRWLDWLRQ�$'5�GLVFRXUVH�VXSSRUWHG�E\�QHJRWLDWLRQ�HQWKXVLDVWV��ZKLFK�KDV�HQDPRUHG�WKH�PDVVHV�VLPSO\�E\�
DSSHDOLQJ�WR�WKHLU�VHOÀVK�QDWXUHV��,Q�VSLWH�RI�WKLV��D�QXPEHU�RI�EROGHU�WKHRULVWV�KDYH�DGGUHVVHG�WKH�RYHUDUFKLQJ�
PRUDOLW\�LVVXHV�WKDW�SHUYDGH�QHJRWLDWLRQV��VWULNLQJ�DW�WKH�YHU\�FRUH�RI�WKH�QHJRWLDWLRQ�SURFHVV�E\�TXHVWLRQLQJ�
its inherent ethicality.17�7KH�ELJJHVW� UHVLVWDQFH� WR� DQ�DUJXPHQW� VXFK�DV� WKH�RQH�DGYDQFHG�KHUH�� DQG�RQH�RI�
WKH� SRVVLEOH� UHDVRQV�ZK\� WKLV� DSSURDFK� KDVQ·W� JDUQHUHG� VXEVWDQWLDO� VXSSRUW� LQ� QHJRWLDWLRQ� OLWHUDWXUH�� LV� LWV�
FRXQWHU�LQWXLWLYHQHVV��3ULYLW\�DQG�FRQÀGHQWLDOLW\�EHLQJ�FRUH�DWWULEXWHV�RI�QHJRWLDWLRQV��WKHUH�LV�D�WHQGHQF\�WR�
SULYDWL]H�QHJRWLDWLRQV�DQG� WKH�UHVXOWDQW�VHWWOHPHQW� WR� WKH� WZR�SDUWLHV�� IRVWHULQJ� WKH�EHOLHI� WKDW�D�FRQVHQVXV�
GULYHQ�RXWFRPH�LV�DV�¶MXVW·�DV�FDQ�EH����

7KLV�FKDUDFWHUL]DWLRQ�KDV�KRZHYHU��FRPH�XQGHU�ÀUH�LQ�OLJKW�RI�WKH�JURZLQJ�QXPEHU�RI�QHJRWLDWLRQV�UHODWHG�WR�
SXEOLF�DQG�VRFLDO�LVVXHV�OLNH�GLYRUFH��HQYLURQPHQWDO�LVVXHV��ODQG�DFTXLVLWLRQ��HWKQLF�FRQÁLFWV��ODERXU��SXEOLF�
SROLF\��DQG�VR�RQ��ZKLFK�LQÁLFW�´SXEOLF�EDGVµ18�RQ�WKLUG�SDUWLHV��7KH�TXHVWLRQ�RI�ZKHWKHU�PHGLDWLRQ�LV�XVHG�
´WR�WUDQVODWH�VRFLDO�SUREOHPV�LQWR�LQGLYLGXDO�SUREOHPV�DQG�VWUXFWXUDO�FRQFHUQV�LQWR�SV\FKRORJLFDO�LVVXHVµ�KDV�
EHHQ� VSHFLÀFDOO\� UDLVHG�E\�0D\HU�19�&RQVLGHU� KRZ�FKLOGUHQ�EHFRPH� WKH� WDUJHWV� LQ� D� GLYRUFH�QHJRWLDWLRQ�20 
IXWXUH�JHQHUDWLRQV� DUH� DIIHFWHG�E\� VHWWOHPHQWV�RQ� HQYLURQPHQWDO� GLVSXWH�21 similarly situated claimants are 
DIIHFWHG�LQ�PDVV�WRUWV�VHWWOHPHQWV�22�FRQVXPHU�ULJKWV�FDVHV�DIIHFW�VXEVHTXHQW�FODLPDQWV�RU�HYHQ�KRZ�SXEOLF�
SROLF\� VHWWOHPHQWV� VXFK� DV� QHJRWLDWLRQV� RQ� KHDOWK�� VDIHW\� DQG� VRFLDO� ZHOIDUH� LVVXHV� FDQ� DIIHFW� FLWL]HQV� DW�
large.23�2QH�SHUIHFW�H[DPSOH�RI� VXFK� LQÁXHQFH�RQ� WKLUG�SDUWLHV�ZDV� WKH�%KRSDO�*DV�7UDJHG\�VHWWOHPHQW� LQ�
India.24�7KH�VKRFNLQJ�VHWWOHPHQW�RI�D�PHDJUH������PLOOLRQ��UHDFKHG�EHWZHHQ�WKH�*RYHUQPHQW�RI�,QGLD�DQG�WKH�
8QLRQ�&DUELGH�&RUSRUDWLRQ��´UCCµ���LQ�UHWXUQ�IRU�DOO�OHJDO�OLDELOLWLHV�DJDLQVW�WKH�8&&�EHLQJ�GURSSHG��ZDV�LQ�

17 Stuart Hampshire, -XVWLFH�LV�&RQÀLFW��3ULQFHWRQ�8QLYHUVLW\�3UHVV���������-RQ�(OVWHU��µ6WUDWHJLF�8VHV�RI�$UJXPHQWV¶��LQ�.��$UURZ�HW�DO��%DUULHUV�
WR�&RQÀLFW�5HVROXWLRQ (Norton, 1995); Forester, 7KH�'HOLEHUDWLYH�3UDFWLWLRQHU��(QFRXUDJLQJ�3DUWLFLSDWRU\�3ODQQLQJ�3URFHVVHV�(MIT Press, 2001), 
cited in Carrie Menkel-Meadow, ‘Introduction’, in Carrie Menkel-Meadow and Michael Wheeler (eds.), :KDW¶V�)DLU��(WKLFV�IRU�1HJRWLDWRUV�(1st 
HG���-RVVH\�%DVV��������;9,,��
���2ZHQ�)LVV��µ$JDLQVW�6HWWOHPHQW¶�����������<DOH�/DZ�-RXUQDO�������
19 Bernard S. Mayer, %H\RQG�1HXWUDOLW\��&RQIURQWLQJ�WKH�&ULVLV�LQ�&RQÀLFW 5HVROXWLRQV���VW�HG���-RVVH\�%DVV�����������
���:DOOHUVWHLQ�DQG�.HOO\��6XUYLYLQJ�WKH�%UHDNXS��+RZ�3DUHQWV�DQG�&KLOGUHQ�'HDO�ZLWK�'LYRUFH�(Basic Books, 1980), cited in Carrie Menkel-
Meadow and Michael Wheeler (eds.), :KDW¶V�)DLU��(WKLFV�IRU�1HJRWLDWRUV���VW�HG���-RVVH\�%DVV��������;9,,�
21 Susskind, ‘Environmental Mediation and the Accountability Problem’ (1981) 6 Vermont Law Review 85, cited in Carrie Menkel-Meadow and 
Michael Wheeler (eds.), :KDW¶V�)DLU��(WKLFV�IRU�1HJRWLDWRUV���VW�HG���-RVVH\�%DVV������������
22 Carrie Menkel-Meadow and Michael Wheeler (eds.), :KDW¶V�)DLU��(WKLFV�IRU�1HJRWLDWRUV��-RVVH\�%DVV���VW�HG���������;9,,�
���'DYLG�/XEDQ��µ6HWWOHPHQWV�DQG�WKH�3XEOLF�5HDOP¶�����������*HR�/DZ�-RXUQDO�������������&DUULH�0HQNHO�0HDGRZ��µ3XEOLF�$FFHVV�WR�3ULYDWH�
6HWWOHPHQWV��&RQÀLFWLQJ�/HJDO�3ROLFLHV¶�����������$OWHUQDWLYHV�����FLWHG�LQ�&DUULH�0HQNHO�0HDGRZ��DQG�0LFKDHO�:KHHOHU��HGV����:KDW¶V�)DLU��
(WKLFV�IRU�1HJRWLDWRUV���VW�HG���-RVVH\�%DVV������������
24 Union Carbide Corporation v The Union of India and Ors, AIR 1989 SC 273. 
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ÁDJUDQW�GLVUHJDUG�RI�WKH�LQWHUJHQHUDWLRQDO�HIIHFWV�RI�WKH�WR[LF�DFFLGHQW��7KH�HVWLPDWH�ZDV�ZLGHO\�FULWLFL]HG�IRU�
KDYLQJ�FRPSOHWHO\�ZLSHG�RXW�FRQVLGHUDWLRQV�RI�WKH�SRWHQWLDO�HIIHFW�RI�WKH�DFFLGHQW�RQ�WKH�IXWXUH�JHQHUDWLRQV�25 
(IIHFWLYHO\��WKH�WZR�SDUWLHV�HQJDJLQJ�LQ�WKH�UHVROXWLRQ�UHDFKHG�D�VXFFHVVIXO�FRQFOXVLRQ�E\�VKLIWLQJ�LWV�EXUGHQ�WR�
WKH�WKLUG�SDUW\�26�7KH�LGHD�WKDW�HYHU\�PDMRU�SDUW\�WR�D�FRQÁLFW��RU�JURXSV�PRVW�DIIHFWHG�E\�WKH�RXWFRPH��VKRXOG�
EH�JLYHQ�D�JHQXLQH�RSSRUWXQLW\�WR�EH�UHSUHVHQWHG�LQ�WKH�QHJRWLDWLRQV�LV�UHJDUGHG�DV�D�NH\�HOHPHQW�RI�MXVWLFH��
something that most negotiations mysteriously ignore.

7KH�DERYH�LOOXVWUDWLRQV�DULVH�LQ�WKH�FRQWH[W�RI�QHJRWLDWLRQV�GLVUHJDUGLQJ�GLUHFWO\�LGHQWLÀDEOH�VRFLDO�LPSDFWV�RQ�
WKLUG�SDUWLHV��ZKHUHIURP�DULVHV�ERWK�WKH�LQMXVWLFH�LWVHOI��DQG�WKH�MXVWLÀFDWLRQ�IRU�VRFLHWDO�LQWHUYHQWLRQ��)RU�WKH�
VDNH�RI�DUJXPHQW�OHW�XV�DVVXPH�WKDW�SULYDWH�DJUHHPHQWV�GR�H[LVW��ZKHUH�WKHUH�LV�QR�VXFK�¶GLUHFW·�VRFLDO�LPSDFW�
RI�WKH�RXWFRPH��:KHUH�GRHV�WKH�LQMXVWLFH�DULVH�IURP�LQ�VXFK�QHJRWLDWLRQV"

,Q�DFWXDOLW\��QHJRWLDWLRQV�ZKLFK�GR�QRW�LQYROYH�SXEOLF�LVVXHV�per se�QRQHWKHOHVV�WDNH�SODFH�LQ�D�VRFLDO�FRQVWUXFW�
DQG�LQYDULDEO\�VSLOO�RYHU�LQWR�WKH�SXEOLF�UHDOP��DIIHFWLQJ�D�ZKROH�KRVW�RI�SHRSOH�DQG�WKLQJV27 like investors 
LQ�SULYDWH�FRPPHUFLDO�GHDOV�28�WD[SD\HUV��RWKHU�HPSOR\HHV��IRU�LQVWDQFH��LQ�DQ�DFTXLVLWLRQ���YHQGRUV��FOLHQWV29 
DQG�IHOORZ�FLWL]HQV�30�DOO�RI�ZKRP�DUH�LPSDFWHG�E\�¶DSSDUHQWO\·�SULYDWH�QHJRWLDWLRQV��,Q�D�UHFHQWO\�FRQFOXGHG�
QHJRWLDWLRQ�LQ�6LQJDSRUH��DQ�,QGLDQ�IDPLO\�DJUHHG�QRW�WR�FRRN�FXUU\�DW�WKHLU�KRXVH�EHFDXVH�WKH�VPHOO�RI�WKH�
curry irritated the neighbours. Prima facie�� LW�PD\�VHHP�OLNH�D�SHUVRQDO�GHFLVLRQ�RI�WKH�SDUWLHV�PHULWLQJ�QR�
LQWHUIHUHQFH��EXW�LWV�GLVFORVXUH�WULJJHUHG�DQ�LQVWDQW�XSURDU�DERXW�FLYLO�OLEHUWLHV�31 Another issue worth citing 
LV�WKH�ODQG�DFTXLVLWLRQ�GHEDWH�WKDW�KDV�SODJXHG�WKH�,QGLDQ�VRFLHW\�IRU�\HDUV�WRJHWKHU��7KH�*RYHUQPHQW��ZKLOH�
QHJRWLDWLQJ�ZLWK�PLQRULWLHV�IRU�ODQG�DFTXLVLWLRQ��XVHV�LWV�SRZHU�DQG�ÀQDQFLDO�UHVRXUFHV�WR�SHUVXDGH�WKHP�WR�SDUW�
ZLWK�WKHLU�ODQG��7KRXJK�WKH�PLQRULWLHV�PD\�ZLOOLQJO\�DJUHH�LQ�UHWXUQ�IRU�WKH�PRQHWDU\�JDLQ��WKHUH�LV�DOZD\V�D�
SXEOLF�GHEDWH�WKDW�HUXSWV�DERXW�WKLV�EHLQJ�D�GHQRXQFHPHQW�RI�IXQGDPHQWDO�ULJKWV�32 

1.2 Structural transformation rather than dispute resolution 

7KH�SUHFHGLQJ�VXE�VHFWLRQ�HVSRXVHG�WKH�SUREOHP�RI�QHJRWLDWLRQV�ZKLFK�LQYROYH�D�WKLUG�SDUW\�ZKRVH�FRQFHUQV�
ZHUH�QRW�DFFRXQWHG�IRU�LQ�WKH�SURFHHGLQJV��7KLV�VXE�VHFWLRQ�ZLOO�WDNH�LW�D�VWHS�IXUWKHU�E\�UHYLVLWLQJ�WKH�DUJXPHQW�
DGYDQFHG�E\�)LVV��DQG�ODWHU�WDNHQ�XS�E\�'DYLG�/XEDQ���WKH�ZRHIXO�LQDELOLW\�RI�VHWWOHPHQWV�WR�HIIHFW�D�VWUXFWXUDO�

���'LQHVK�&�� 6KDUPD�� µ%KRSDO�*DV�7UDJHG\��*RYHUQPHQW��8QLRQ�&DUELGH� VWUXFN� VHFUHW� GHDO� SRVW� OHDN¶�� India Today� ���� -XO\� ������ �KWWS���
LQGLDWRGD\�LQWRGD\�LQ�VWRU\�EKRSDO�JDV�WUDJHG\�XQLRQ�FDUELGH�LQGLD�GHDO����������KWPO�!� �DFFHVVHG� �� -XQH� ������� 3XEOLF protest against the 
XQMXVW�VHWWOHPHQW��IROORZHG�E\�WKH�¿OLQJ�RI�D�QXPEHU�RI�UHYLHZ�DQG�ZULW�SHWLWLRQV�DJDLQVW�WKH�VHWWOHPHQW�LQ�WKH�6XSUHPH�&RXUW�E\�WKH�%KRSDO�*DV�
Peedith Mahila Udyog Sangatan (BGPMUS), the Bhopal Gas Peedith Sangarsh Sahayog Samiti (BGPSSS) and other concerned groups clearly 
demonstrated the justice concerns that necessarily arise in even in such so-called private settlements. 
���'DYLG�/XEDQ��6HWWOHPHQWV�DQG�WKH�3XEOLF�5HDOP¶�����������*HR�/DZ�-RXUQDO��������������
27 Carrie Menkel-Meadow and Michael Wheeler (eds.), :KDW¶V�)DLU��(WKLFV�IRU�1HJRWLDWRUV���VW�HG��-RVVH\�%DVV������������
���/DQJHYRRUW��µ+DOI�7UXWKV��3URWHFWLQJ�0LVWDNHQ�,QIHUHQFHV�E\�,QYHVWRUV�DQG�2WKHUV¶�����������6WDQIRUG�/DZ�5HYLHZ�����FLWHG�LQ�&DUULH�0HQNHO�
Meadow and Michael Wheeler (eds.), :KDW¶V�)DLU��(WKLFV�IRU�1HJRWLDWRUV���VW�HG���-RVVH\�%DVV��������;;9,,�
29 Carrie Menkel-Meadow, ibid,�;9,�
30 Derek Bok, /\LQJ��0RUDO�&KRLFH�LQ�3XEOLF�DQG�3ULYDWH�/LIH�(Pantheon, 1978), cited in Carrie Menkel-Meadow and Michael Wheeler (eds.), 
:KDW¶V�)DLU��(WKLFV�IRU�1HJRWLDWRUV���VW�HG���-RVVH\�%DVV��������;9,,�
31 Malcolm Moore, ‘Singapore’s ‘anti-Chinese Curry War’’, The Telegraph (16 August 2011) < KWWS���ZZZ�WHOHJUDSK�FR�XN�QHZV�ZRUOGQHZV�DVLD�
VLQJDSRUH���������6LQJDSRUHV�DQWL�&KLQHVH�FXUU\�ZDU�KWPO!��DFFHVVHG����0D\������
32 Sharma, E.A.S. ‘Money doesn’t make the Landowner fonder’, Tehelka (6 August 2011) < KWWS���ZZZ�WHKHOND�FRP�VWRU\BPDLQ���
DVS"¿OHQDPH :V������0RQH\�DVS!��DFFHVVHG���2FWREHU��������$]DGL�%DFKDR�$QGRODQ�DQG�2UV�Y�6WDWH�RI�83�DQG�2UV�$,5������$OO�����
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UHIRUP�LQ�WKH�VRFLHW\��7KHUHIRUH��LW�LVQ·W�MXVW�RQH�LGHQWLÀDEOH�WKLUG�SHUVRQ�RU�RQH�LGHQWLÀDEOH�FODVV�RI�SHUVRQV�
ZKR�VXIIHU�WKH�FRQVHTXHQFHV��EXW�WKH�QDPHOHVV�IDFHOHVV�SXEOLF�DV�D�ZKROH��

)LVV� FRQWHPSODWHV� WKH� IRUPDO� OHJDO� V\VWHP� LQ� WZR�ZD\V� �� DV� DQ� LQVWUXPHQW� IRU� VWUXFWXUDO� UHIRUP�� DQG� DV� D�
IRUXP�IRU�GLVSXWH�UHVROXWLRQ�33�7KH�OHJDO�V\VWHP�ZDV�ZLHOGHG�E\�MXGJHV�WR�EULQJ�VWUXFWXUDO�WUDQVIRUPDWLRQ�LQ�
WKH�VRFLHW\�LQ�WKH�����V��'XULQJ�WKH�����V�KRZHYHU��WKLV�JURZWK�ZDV�KDOWHG�E\�WKH�UHVXUJHQFH�RI�WKH�GLVSXWH�
UHVROXWLRQ�PRGHO� RZLQJ� WR� WKH� ´HYHU� LQFUHDVLQJ� DVFHQGDQFH�RI�PDUNHW� HFRQRP\µ�34�7KH� MXGJH� FDPH� WR� EH�
YLHZHG�DV�QRWKLQJ�EXW�´WKH�LQVWLWXWLRQDOL]DWLRQ�RI�WKH�VWUDQJHU��WR�ZKLFK�WKH�TXDUUHOOLQJ�QHLJKERXUV�KDG�WXUQHG�
WR�UHVROYH�WKHLU�GLVSXWH��WKH�DXWKRULW\�RI�WKH�MXGLFLDU\�LV�OLQNHG�WR�WKH�FRQVHQW�RI�WKH�TXDUUHOOLQJ�QHLJKERXUVµ�35 
)LVV�DGYRFDWHG�D�PRUH�UDGLFDO�LQWHUSUHWDWLRQ�ZKHUH�WKH�MXGLFLDU\�LV�VHHQ�DV�VRPHWKLQJ�EH\RQG�DQ�DXWKRULW\�WR�
VLPSO\�VHWWOH�GLVSXWHV�� WKH\�ZHUH� WKH�SHUSHWUDWRUV�RI�D�PRUH�IXQGDPHQWDO�RUGHU� LQ� WKH�VRFLHW\�� ODERXULQJ�WR�
FUHDWH�D�EDODQFHG�DQG�MXVW�VRFLHW\�

'LVSXWH� UHVROXWLRQ� LV� QRW� FRQÀQHG� WR� MXVW� D� QDUURZ�PLQGHG�XOWUD�SUDFWLFDO� DSSURDFK�RI� UHVROYLQJ� D�SULYDWH�
GLVSXWH�� ,W� KDV�PXFK� EURDGHU� REMHFWLYHV� 36�$V� )LVV� H[SODLQV�� ´&RXUWV� H[LVW� WR� JLYH�PHDQLQJ� WR� RXU� SXEOLF�
YDOXHV��QRW�WR�UHVROYH�GLVSXWHVµ�37�%XW�ZKHQ�PLQRULWLHV�DUH�JLYHQ�FRQFHVVLRQV�GXULQJ�QHJRWLDWLRQV��LW�LV�RQO\�
D�PRPHQWDU\� WUXFH�IRU� WKH�SXUSRVHV�RI�UHVROYLQJ�WKH� LVVXH�� WKHUH� LV�QR�VWUXFWXUDO� LGHRORJLFDO�FRQYHUVLRQ�RU�
HPSRZHUPHQW� WKDW� LV�RFFDVLRQHG�38�1HJRWLDWLRQ�DQG�PHGLDWLRQV�KDYH�UDUHO\�EHHQ�YLHZHG�IURP�WKH�´ULJKWVµ�
DQJOH��7KH�WKHPH�ZDV�FRQVSLFXRXVO\�LJQRUHG�HYHQ�LQ�WKH�SROLF\�GLVFXVVLRQV�RQ�$'5��$FFRUGLQJ�WR�&KULVWLQH�
+DUULQJWRQ� ´,Q� WKH� DOWHUQDWLYHV�PRYHPHQW� OHJDO� UHVRXUFHV� DUH� QRW� ULJKWV�� WKH\� DUH� LQVWLWXWLRQV� WR� IDFLOLWDWH�
QHJRWLDWLRQ�DQG�PHGLDWLRQ�µ�7KH�HPSKDVLV�LV�RQ�VHWWOLQJ�WKH�GLVSXWH��QRW�SURWHFWLQJ�ULJKWV��

2QH�QHHGV�WR�UHPHPEHU�WKDW�ZH�OLYH�LQ�D�ZRUOG�ZKHUH�RQH�FDQQRW�SUH�VXSSRVH�URXJKO\�HTXDO�EDUJDLQLQJ�SRZHU�
RI�WKH�SDUWLHV��RSSUHVVLRQ�E\�WKH�LQVWLWXWLRQV�OLNH�WKH�JRYHUQPHQW��FRUSRUDWLRQV�DQG�ELJ�EXVLQHVV�KRXVHV��LQ�
HPSOR\PHQW�GLVSXWHV�IRU�LQVWDQFH��DPRQJVW�RWKHUV�QHFHVVLWDWHV�WKH�LQWHUYHQWLRQ�RI�DQ�LPSDUWLDO�DXWKRULW\�WR�
UHVWRUH�WKH�EDODQFH��)LVV·�HQGXULQJ�TXHVWLRQ�WR�LOOXVWUDWH�WKLV�SURSRVLWLRQ�UHPDLQV�́ :KHUH�ZRXOG�ZH�EH�LI�%URZQ�
Y�%RDUG�RI�(GXFDWLRQ�KDG�EHHQ�VHWWOHG�TXLHWO\�RXW�RI�FRXUW"µ 39�$OWKRXJK�WKH�SDUWLHV�PD\�KDYH�OLYHG�LQ�WROHUDEOH�
SHDFH�KDG�WKH�PDWWHU�EHHQ�SULYDWHO\�VHWWOHG��WKH�TXHVWLRQ�RI�UDFLDO�HTXDOLW\�ZRXOG�KDYH�UHPDLQHG�XQDQVZHUHG�
IRU�SHUKDSV�DQRWKHU�TXDUWHU�RI�D�FHQWXU\��7KH�EURDGHU�DQG�IDU�UHDFKLQJ�FRQVHTXHQFHV�RI�D�MXGJPHQW�RI�VXFK�
QDWXUH��XQFRQÀQHG�WR�WKDW�FDVH�DORQH��LV�ZKDW�JRHV�DPLVV��LI�RQH�FKRRVHV�WR�VHWWOH�VXFK�PDWWHUV��7KLV�WUDQVODWHV�
33 Owen Fiss, ‘The Social and Political Foundations of Adjudication’, (1982) 6 Law and Human Behavior 121 , 122-24; Owen Fiss, ‘Two Models 
of Adjudication’, in R. Goldwin and W. Schambra (eds.), +RZ�GRHV�WKH�&RQVWLWXWLRQ�6HFXUH�5LJKWV" (Aei Press, 1985). 
���$P\�-��&RKHQ��µ5HYLVLWLQJ�$JDLQVW�6HWWOHPHQW��6RPH�5HÀHFWLRQV�RQ�'LVSXWH�5HVROXWLRQ�DQG�3XEOLF�9DOXHV¶������������)RUGKDP�/DZ�5HY��������
1150-51; Owen Fiss, 7KH�/DZ�DV�LW�&RXOG�%H��1HZ�<RUN�8QLYHUVLW\�3UHVV���������������
���2ZHQ�)LVV��µ$JDLQVW�6HWWOHPHQW¶�����������<DOH�/DZ�-RXUQDO������������
���-HIIUH\�6WHPSHO��µ&RQWUDFWLQJ�$FFHVV�WR�WKH�&RXUWV��0\WK�RU�5HDOLW\"�%RRQ�RU�%DQH"¶�����������$UL]��/��5HY������������5HVQLN����µ0DQ\�'RRUV"�
&ORVLQJ�'RRUV"�$OWHUQDWLYH�'LVSXWH�5HVROXWLRQ� DQG�$GMXGLFDWLRQ¶ ������� ���2KLR� 6WDWH� -RXUQDO� RQ�'LVSXWH�5HVROXWLRQ� ����� �����$OH[DQGHU�
+ROW]RII��µ7KH�(OLPLQDWLRQ�RI�6XUSULVH�LQ�)HGHUDO�3UDFWLFH¶����������9DQG��/��5HY������������³7KH�SXUSRVH�RI�OLWLJDWLRQ�LV�QRW�WR�FRQGXFW�D�FRQWHVW�
or to oversee a game of skill, but to do justice as between the parties and to decide controversies on their merits.”
���2ZHQ�)LVV��µ7KH�6XSUHPH�&RXUW�������7HUP�±�)RUHZRUG��7KH�7HUPV�RI�-XVWLFH¶�����������+DUY��/��5HY��������
38 5HIHU�5RQLW�=DPLU�� µ&DQ�0HGLDWLRQ�(QDEOH� WKH�(PSRZHUPHQW� RI�'LVDGYDQWDJHG�*URXSV"�$�1DUUDWLYH�$QDO\VLV� RI�&RQVHQVXV�%XLOGLQJ� LQ�
,VUDHO¶�����������+DUYDUG�1HJRWLDWLRQ�/DZ�5HYLHZ������)LVV��2�0��µ$JDLQVW�6HWWOHPHQW¶�����������<DOH�/DZ�-RXUQDO�������FLWHG�LQ�'DYLG�/XEDQ��
µ6HWWOHPHQWV�DQG�WKH�3XEOLF�5HDOP¶�����������*HR�/DZ�-RXUQDO�������
39 Brown v Board of Education 347 U.S. 483 (1954) was a landmark US case which asserted that establishing separate schools for the Blacks and 
the Whites was unconstitutional.
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WR�ZKDW�2ZHQ�)LVV�IDPRXVO\�WLWOHG�´WKH�DFKLHYHPHQW�RI�¶SHDFH·�ZLWKRXW�DFKLHYLQJ�WUXH�¶MXVWLFH·µ40 or what 
/DXUD�1DGHU�GHHPHG�´FRHUFLYH�KDUPRQ\�µ41 

1.3 'HÀDQFH�RI�SXEOLF�YDOXH�DQG�WKH�VWULFWXUHV�RI�SXEOLF�UHDVRQ

)LVV·�SURSRVLWLRQ�HYRNHG�FULWLFLVP�RQ�WKH�JURXQGV�WKDW�LW�ZDV�SLYRWHG�VROHO\�RQ�SXEOLF�ODZ�OLWLJDWLRQ�LQYROYLQJ�
FODVV�DFWLRQV�DQG�WKH�´ULJKWV�GLVFRXUVHµ�DQG�IDLOHG�WR�PDNH�WKH�SULYDWH�SXEOLF�GLVWLQFWLRQ�42�+RZHYHU��/XEDQ�
LQWHUSUHWHG� KLV� DUJXPHQW� LQ� D� PRUH� JHQHULF� VHQVH�� E\� H[WUDFWLQJ� WKH� SULQFLSOH� IURP� )LVV·� VSHFLÀF� SXEOLF�
OLWLJDWLRQ�EDVHG�H[DPSOHV��

/XEDQ�FRQWHQGV�)LVV·�SURSRVLWLRQV�DUH�VHW�LQ�WKH�UHDOP�RI�WKH�´SXEOLF�OLIH�FRQFHSWLRQµ��ZKLFK�ORFDWHV�KXPDQ�
IUHHGRP�LQ�WKH�SXEOLF�VSKHUH��DQG�QRW�LQ�WKH�´SUREOHP�VROYLQJ�FRQFHSWLRQµ�ZKLFK�DWWHQGV�WR�SULYDWH�PDUNHW�
WUDQVDFWLRQV�� ,Q� /XEDQ·V� ZRUGV43� ´WKH� SXEOLF� OLIH� FRQFHSWLRQ� FRQWUDVWV� ¶UHDVRQ�DV�GHOLEHUDWLRQ·� WR� ¶UHDVRQ�
DV�WHFKQLFDO�DELOLW\·µ��´'HOLEHUDWLRQ�FRQVLVWV� LQ�EHLQJ�VDJH�UDWKHU�WKDQ�VPDUW�� LQ�EXLOGLQJ�FRQVHQVXV�DURXQG�
LGHDOV�UDWKHU�WKDQ�JHWWLQJ�WKH�ULJKW�DQVZHU��DQG�LQ�GLVFRYHULQJ�ZRUWK\�HQGV�LQ�DGGLWLRQ�WR�HIÀFLHQW�PHDQVµ�44 
$GMXGLFDWLRQ�LV�WKXV�DQ�LQVWUXPHQW�WR�HYROYH�WKH�ZLVHVW�DQVZHUV�DIWHU�D�WKRURXJK�FRQVLGHUDWLRQ�RI�SULQFLSOHV��
DQG� QRW� WKH� TXLFNHVW� RQHV� EDVHG� RQ� HIÀFLHQF\� DORQH�� 6LQFH� RVWHQVLEO\� SULYDWH� GLVSXWHV� DOVR� KDYH� D� SXEOLF�
GLPHQVLRQ�HQJDJLQJ� WKH�YDOXHV�UHDOL]HG� LQ� ODZV�45� LQ�RUGHU� WR�JLYH�FRQFUHWH�PHDQLQJ�DQG�H[SUHVVLRQ� WR� WKH�
YDOXHV�HPERGLHG�LQ�OHJDO�WH[WV�VXFK�DV�WKH�&RQVWLWXWLRQ�46�RQH�QHHGV�WR�VHWWOH�SULYDWH�GLVSXWHV�LQ�WHUPV�RI�WKHVH�
SXEOLF�YDOXHV��´:KHQ�WKH�SDUWLHV�VHWWOH��VRFLHW\�JHWV�OHVV�WKDQ�ZKDW�DSSHDUV��DQG�IRU�D�SULFH�LW�GRHV�QRW�NQRZ�LW�
LV�SD\LQJ�µ47�&LUFXPYHQWLQJ�WKH�FRXUWV�WKURXJK�VHWWOHPHQW�HVVHQWLDOO\�GHQLHV�WKHP�WKH�RSSRUWXQLW\�´WR�UHQGHU�
DQ�LQWHUSUHWDWLRQµ�RQ�D�PDWWHU�WKDW�PLJKW�UHTXLUH�D�SULQFLSOH�WR�EH�FODULÀHG�RU�HVWDEOLVKHG�IRU�IXWXUH�VRFLDO�XVH��
HYHQ�LQ�D�SULYDWH�GLVSXWH�48�3ULYDWH�VHWWOHPHQWV�DUH�PDGH�RQ�WKH�SDUWLHV·�RZQ�WHUPV��SUHVXPDEO\�IRU�WKHLU�RZQ�
SHUVRQDO�JDLQV��WKDW�DUH�QRW�LOOXPLQDWLQJ�IRU�WKH�SXEOLF�RU�WKH�ODZ��WKH�VLWXDWLRQ�LV�DJJUDYDWHG�E\�WKH�WHUPV�RI�
FRQÀGHQWLDOLW\� WKDW� WKH�GLVSXWDQWV�XVXDOO\�HQWHU� LQWR��7KHUHIRUH��DGMXGLFDWLRQ�ZDV� WKH�VROH�PHDQV�E\�ZKLFK�
PHDQLQJV�RI�SXEOLF�YDOXHV�FRXOG�EH�UHDOL]HG��UHÀQHG�DQG�FRQFUHWL]HG�WR�JLYH�D�WDQJLEOH�IRUP�WR�RXU�ODZV��WKH�
loss of which amounts to the loss of something intrinsic to humanity. 

7KLV�FRQWHQWLRQ�KRZHYHU�KDV�OLWWOH�WR�GR�ZLWK�DFKLHYLQJ�MXVWLFH�DQG�LV�FRQVHTXHQWO\�QRW�RI�PXFK�UHOHYDQFH�
LQ�WKLV�SDSHU��$�VOLJKWO\�GLIIHUHQW�DUJXPHQW��SUHPLVHG�RQ�WKH�VDPH�´SXEOLF�YDOXHVµ�ZDV�UHFHQWO\�DGYDQFHG�E\�
)LVV��7KH�DUWLFOH�VHHPV�WR�EH�DQ�HIIRUW�WR�DQVZHU�KLV�FULWLFV�DQG�H[WHQG�KLV�UHDVRQLQJ�WR�SULYDWH�GLVSXWHV�DV�ZHOO��
+H�UHGHÀQHG�KLV�HDUOLHU�ZULWLQJV�RQ�WKH�´DFKLHYHPHQW�RI�SHDFH�ZLWKRXW�DFKLHYLQJ�MXVWLFHµ�E\�DGYRFDWLQJ�WKH�

���)LVV��2�0��µ$JDLQVW�6HWWOHPHQW¶�����������<DOH�/DZ�-RXUQDO������
41 Laura Nader, ‘Controlling Processes in the Practice of Law: Hierarchy and Paci"cation in the Movement to Re-Form Dispute Ideology’ (1993) 9 
Ohio St. J. on Disp. Resol. 1, 8-9. 
���'DYLG�/XEDQ��µ6HWWOHPHQWV�DQG�WKH�3XEOLF�5HDOP¶�����������*HR�/DZ�-RXUQDO�������������
���'DYLG�/XEDQ��µ6HWWOHPHQWV�DQG�WKH�3XEOLF�5HDOP¶�����������*HR�/DZ�-RXUQDO������������
���6HH�$QWKRQ\�7��.URQPDQ��7KH�/RVW�/DZ\HU��)DLOLQJ�,GHDOV�RI�WKH�/HJDO�3URIHVVLRQ (Belkap Press, 1993), cited in Luban, ibid, 2634.
���'DYLG�/XEDQ��µ6HWWOHPHQWV�DQG�WKH�3XEOLF�5HDOP¶�����������*HR�/DZ�-RXUQDO��������������
46 Owen Fiss, ‘The Social and Political Foundations of Adjudication’, (1982) 6 Law and Human Behavior 121.
���)LVV��2�0��µ$JDLQVW�6HWWOHPHQW¶�����������<DOH�/DZ�-RXUQDO������������
48 Ibid.
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QHHG�WR�DGKHUH�WR�´WKH�VWULFWXUHV�RI�SXEOLF�UHDVRQµ49�LQ�RUGHU�WR�UHQGHU�MXVWLFH��´2QO\�DIWHU�KHDULQJ�ZLWQHVVHV��
H[DPLQLQJ�WKH�UHOHYDQW�GRFXPHQWV��DQG�VRUWLQJ�RXW�WKH�WUXWK�RI�WKH�ODZ\HUV·�FODLPV�DERXW�WKH�IDFWV�DQG�ODZ�
GRHV�D�MXGJH�KDYH�D�EDVLV�WR�GHFODUH�ZKDW�MXVWLFH�UHTXLUHV��WR�GHWHUPLQH�ZKHWKHU�WKH�ODZ�KDV�EHHQ�YLRODWHG�
DQG�LI�VR��ZKDW�UHPHG\�VKRXOG�EH�LPSRVHG�µ50�$FFRUGLQJ�WR�)LVV��IROORZLQJ�WKLV�SURFHGXUH�´IUHHG�KLP�IURP�
WKH�FRQVWUDLQWV�RI�LQWHUHVWV�DQG�SHUVRQDO�FLUFXPVWDQFH�DQG�WKXV�GHHSHQHG�DQG�EURDGHQHG�KLV�XQGHUVWDQGLQJ�RI�
WKH�XQGHUO\LQJ�FRQVWLWXWLRQDO�YDOXH�DQG�LWV�LPSOLFDWLRQV�IRU�WKH�FDVH�DW�KDQGµ�WKHUHE\�LQFUHDVLQJ�KLV�DFFHVV�WR�
MXVWLFH�51�,Q�IDFW��D�5$1'�&RUSRUDWLRQ52�VWXG\�UHSRUWHG�WKDW�SHUFHSWLRQV�RI�´MXGLFLDO�IDLUQHVVµ�ZHUH�KLJKHVW�IRU�
WULDOV�DQG�ORZHVW�IRU�MXGLFLDO�VHWWOHPHQW�FRQIHUHQFHV��LQGLFDWLQJ�WKDW�´SURFHVV�PDWWHUV�WR�SHRSOH��DQG�LW�LV�WKH�
SHUFHLYHG�IDLUQHVV�RI�SURFHVVHV�WKDW�PDWWHUV�PRVW�µ53

7KLV�DUJXPHQW�XQGRXEWHGO\�KROGV�ZDWHU��EXW�QHLWKHU�OLWLJDWLRQ�QRU�SURFHGXUDO�MXVWLFH�IRUPV�WKH�WKUXVW�RI�WKLV�
article.54�$OWKRXJK�)LVV�ZDV�FRQYLQFHG�WKDW�WKH�DGKHUHQFH�WR�WKLV�WLPH�WHVWHG�SURFHGXUH�LV�ZKDW�DFFRXQWV�IRU�
D� ÀQDOO\� ¶MXVW·� UHVXOW�� WKLV� LV� HYLGHQWO\� QRW� DQ� DEVROXWH� JLYHQ�� DV� DGPLWWHG� E\� )LVV� KLPVHOI�55�%XW� WKH� QRQ�
RFFXUUHQFH�RI�VXFK�D�UHVXOW�IRU�KLP�ZDV�RI�WKURZDZD\�FRQVHTXHQFH��FRQYLQFHG�DV�KH�ZDV�WKDW�OLWLJDWLRQ�VKRXOG�
EH�RXU�NH\�WR�GLVSXWH�UHVROXWLRQ�DW�DQ\�FRVW��7KHUHIRUH��LW� LV�FOHDU�WKDW�OLWLJDWLRQ�ZDV�)LVV·�SULPDU\�FRQFHUQ�
DQG� KLV� HIIRUWV�ZHUH� JHDUHG� WRZDUGV� H[HPSOLI\LQJ� LW�� E\�ZKDWHYHU�PHDQV� KH� FRXOG�ÀQG��:KLOH� WKH� DXWKRU�
DJUHHV�ZLWK�)LVV·�FRQWHQWLRQ�WKDW�WKH�SRVVLELOLW\�RI�WKH�OLWLJDWLRQ�SURFHVV�OHDGLQJ�WR�D�MXVW�UHVXOW�LV�JUHDWHU�WKDQ�
QHJRWLDWLRQV��LW�LV�UHLWHUDWHG�WKDW�GHPRQVWUDWLQJ�WKH�EHQHÀWV�RI�OLWLJDWLRQ�LV�QRW�DV�VLJQLÀFDQW�LQ�WKLV�DUWLFOH�DV�
H[SRVLQJ�WKH�ÁDZV�RI�QHJRWLDWLRQV��

)LVV��WKH�JRGIDWKHU�RI�WKH�DGMXGLFDWLRQ�YHUVXV�VHWWOHPHQW�GHEDWH�RSLQHV�WKDW�DQWL�$'5�DUJXPHQWV�DGYDQFHG�RQ�
WKH�EDVLV�RI�HOHPHQWV�VXFK�DV�VHOI�LQWHUHVW��LPEDODQFHV�RI�PDWHULDO�UHVRXUFHV��LQHTXDOLWLHV�RI�LQIRUPDWLRQ��DQG�
VWUDWHJLF�EHKDYLRXU�DUH�XQÁDWWHULQJO\�FOLFKpG��$OWKRXJK�KLV�LQLWLDO�WKHRULHV�RQ�WKH�VXSUHPDF\�RI�DGMXGLFDWLRQ�
RYHU�QHJRWLDWLRQV�DQG�PHGLDWLRQV�GHDOW�ZLWK�WKHVH�DVSHFWV��KH�ODWHU�WKRXJKW�WKDW�WKRVH�DUJXPHQWV�ZHUH�́ ODERXUHGµ�
DQG�WKH�RQO\�UHDO� LVVXH�RI�FRQVHTXHQFH�LQ�KLV�HVVD\V�ZDV�KLV�H[SRVLWLRQ�RQ�$'5·V�´DFKLHYHPHQW�RI�SHDFH��
ZLWKRXW�DFKLHYLQJ�MXVWLFHµ��7KLV�LV�SHUIHFWO\�LQ�OLQH�ZLWK�WKH�UHDVRQLQJ�WKDW�DSSODXGLQJ�OLWLJDWLRQ�VHHPHG�WR�
KDYH�EHHQ�KLV�RQO\�FRQFHUQ�VLQFH�WKHVH�HOHPHQWV�DUH�DFWXDOO\�RI�FULWLFDO�LPSRUWDQFH�WR�VKRZ�KRZ�SXUHO\�SULYDWH�
QHJRWLDWLRQV�ZKLFK�DUH�VHHPLQJO\�MXVW�DQG�PXWXDOO\�DPLFDEOH�DUH�TXLWH�XQMXVW�

49 Owen Fiss, ‘The History of an Idea’ (2009) 78 Fordham Law Review 1273, 1277.
50 Ibid, 1278. 
51 Owen Fiss, ‘The History of an Idea’ (2009) 78 Fordham Law Review 1273, 1277. 
���7KH�5$1'��³5HVHDUFK�DQG�'HYHORSPHQW´��&RUSRUDWLRQ�LV�D�86�QRQ�SUR¿W�2UJDQL]DWLRQ�ZKRVH�GHFODUHG�SXUSRVH�LV�WR�³LPSURYH�SROLF\�DQG�
decision-making through research and analysis”.
53 Deborah R. Hensler, ‘Suppose it’s Not True: Challenging Mediation Ideology’ (2002) J. Disp. Resol. 81, 90 - 92. 
���$OWKRXJK�WKH�DUJXPHQW�DGYDQFHG�LQ�WKLV�SDSHU�PD\�VRXQG�TXLWH�OLNH�D�YHQHUDWLRQ�RI�)LVV¶�DUJXPHQW�LQ�IDYRXU�RI�OLWLJDWLRQ��DV�FODUL¿HG�HDUOLHU��WKLV�
article doesn’t seek to support any particular form of dispute resolution. While Fiss’ argument stresses on the fact that litigation is better because 
it adheres to the public values of the people, the emphasis in this paper is on the necessity for MXVWLFH��Although in a subsequent paper (Owen Fiss, 
‘The History of an Idea’ (2009) 78 Fordham Law Review 1273) he placed more emphasis on justice, his primary concern was still with glorifying 
litigation. Even then, the thrust of his paper lay in extolling the virtues of the public reason-driven litigation as the SDWK�WR�MXVWLFH��His unashamed 
admission that he should have expounded on this argument in greater detail in his previous writings makes it seem uncannily like he found that 
WKH�ODQJXDJH�RI�MXVWLFH�ZDV�WKH�PRVW�HIIHFWLYH�DQG�FRQYHQLHQW�PHDQV�WR�MXVWLI\�DQG�H[HPSOLI\�KLV�¿UVW�ORYH�±�DGMXGLFDWLRQ��7KH�GLIIHUHQFH�LQ�RXU�
approaches arises in that the view that the litigation process sometimes not resulting in a just outcome was for him a peripheral concern (obsessed 
as he was with advocating litigation); for me that is a central concern. 
55 Owen Fiss, ‘The History of an Idea’ (2009) 78 Fordham Law Review 1273, 1277. 
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1.4 'LVWULEXWLYH�DQG�SURFHGXUDO�LQMXVWLFH

$�VXPPDU\�RI�WKH�WKHRUHWLFDO�FRQVWUXFWV�RI�MXVWLFH�SRVWXODWHG�E\�YDULRXV�VFKRODUV�EHFRPHV�QHFHVVDU\�EHIRUH�
SURFHHGLQJ��-XVWLFH�KDV�EHHQ�FDWHJRUL]HG�LQWR�WZR�EDVLF�IRUPV��GLVWULEXWLYH�DQG�SURFHGXUDO��'LVWULEXWLYH�MXVWLFH�
ZHLJKV� WKH� MXVWQHVV� RI� WKH� ÀQDO� RXWFRPH� RI� WKH� QHJRWLDWLRQ� L�H� LW� GHDOV�ZLWK� WKH� VXEVWDQWLYH� UHVXOW� RI� WKH�
VHWWOHPHQW�SURFHVV��,W�FRPPRQO\�VHWV�RXW�WKUHH�FKRLFHV�IRU�WKH�SDUWLHV��HTXLW\��HTXDOLW\�JHQHURVLW\�DQG�QHHG�56 
:KLOH�HTXDOLW\�LV�WKH�HTXDO�GLVWULEXWLRQ�RI�WKH�EHQHÀWV�RI�WKH�WUDQVDFWLRQ��HTXLW\�LV�WKH�GLVWULEXWLRQ�DFFRUGLQJ�
WR�WKH�UHODWLYH�FRQWULEXWLRQ�RI�WKH�SDUW\�WR�WKH�GHDO��*HQHURVLW\�GHFUHHV�WKDW�RQH�SHUVRQ·V�RXWFRPH�VKRXOG�QRW�
EH�PRUH�WKDQ�WKDW�DFKLHYHG�E\�DQRWKHU��ZKLOH�QHHG�GLYLGHV�WKH�EHQHÀWV�VR�DV�WR�DVVLJQ�D�JUHDWHU�VKDUH�WR�WKH�
QHHGLHU�SHUVRQ��3URFHGXUDO�MXVWLFH��DV�LV�HYLGHQW�IURP�WKH�WHUP�LWVHOI��FDSLWXODWHV�WKH�GHJUHH�RI�MXVWLFH�LQKHUHG�LQ�
WKH�´SURFHVVµ�WKDW�OHDGV�WR�WKH�VHWWOHPHQW��,W�KDV�EHHQ�IXUWKHU�FODVVLÀHG�LQWR�VWUXFWXUDO�MXVWLFH�DQG�LQWHUDFWLRQDO�
MXVWLFH�57�6WUXFWXUDO�MXVWLFH�UHIHUV�WR�WKH�SK\VLFDO��VRFLDO�DQG�LVVXH�FRQVWUDLQWV�WKDW�DUH�D�´JLYHQµ�LQ�QHJRWLDWLRQV� 
58� VXFK� DV� WKH� EDODQFH� RI� SRZHU� RU� WKH� UHODWLRQVKLS� EHWZHHQ� WKH� WZR� SDUWLHV�ZKHUHDV� LQWHUDFWLRQDO� MXVWLFH�
SHUWDLQV�WR�WKH�TXDOLW\�RI�WUHDWPHQW�PHWHG�RXW�WR�WKH�SDUWLHV�GXULQJ�WKH�QHJRWLDWLRQ��VXFK�DV�JLYLQJ�WKHP�HTXDO�
RSSRUWXQLWLHV�WR�EH�KHDUG��

1.4.1 'LVWULEXWLYH�LQMXVWLFH

'LVWULEXWLYH�LQMXVWLFH�DULVHV�IURP�WKH�IDFW�WKDW�KH�SDUWLHV·�PXWXDO�FKRLFH�RI�D�FULWHULRQ�IURP�DPRQJVW�WKH�IRXU�
DYDLODEOH�RSWLRQV�RI�GLVWULEXWLYH�MXVWLFH�LV�LQ�PRVW�FDVHV�VLPSO\�D�FRQVHTXHQFH�RI�VLWXDWLRQDO�GHPDQGV��UHÁHFWLQJ�
QRWKLQJ�PRUH�WKDQ�D�VHOHFWLRQ�WKH\�IHHO�ZRXOG�VDWLVI\�WKH�RSSRVLWH�SDUW\�HQRXJK�WR�UHDFK�D�VXFFHVVIXO�VROXWLRQ�
DOWKRXJK�LW�LV�QRW�D�MXVW�RXWFRPH��$V�D�PDWWHU�RI�IDFW��ZKDW�LV�SHUKDSV�PRUH�FULWLFDO�WR�D�QHJRWLDWLRQ�WKDQ�FRQMXUH�
WKH�EHVW�GHDO�IRU�RQHVHOI��LV�WR�FRQWHPSODWH�D�GHDO�WKDW�LV�DFFHSWDEOH�WR�WKH�RWKHU�SDUW\�59�(PSLULFDO�VWXGLHV�KDYH�
GHPRQVWUDWHG�WKDW�D�SDUW\�PDNLQJ�D�´IDLUµ�RIIHU�LV�RQO\�WU\LQJ�WR�´DSSHDU�IDLUµ�DQG�RIIHUV�PRUH�VLPSO\�WR�DYRLG�
UHMHFWLRQ�DQG�IXHO�WKHLU�RZQ�VHOI�LQWHUHVW�60�$FFRUGLQJ�WR��6FKHOOLQJ��������<RXQJ��������IDLUQHVV�QRWLRQV�SOD\�
D�SRLJQDQW�SDUW�LQ�HYROYLQJ�D�VROXWLRQ�WKDW�VDWLVÀHV�ERWK�SDUWLHV��IRU�D�SDUW\�LV�RIWHQ�ZLOOLQJ��VXEFRQVFLRXVO\�
HYHQ��WR�HQWHU�LQWR�D�FRPSURPLVH�ZKLFK�WKH\�consider�IDLU��HYHQ�LI�LW�LVQ·W�HQWLUHO\�ZKDW�´MXVWLFHµ�GHPDQGV�61 
���0��'HXWVFK��µ(TXLW\��(TXDOLW\��DQG�1HHG��:KDW�'HWHUPLQHV�:KLFK�9DOXH�:LOO�%H�8VHG�DV�WKH�%DVLV�RI�'LVWULEXWLYH�-XVWLFH"¶�����������-RXUQDO�
RI�6RFLDO� ,VVXHV� ����� FLWHG� LQ�+��6RQGDN��0��1HDOH�� DQG�5��3LQNOH\�� µ5HODWLRQVKLS��&RQWULEXWLRQ�� DQG�5HVRXUFH�&RQVWUDLQWV��'HWHUPLQDQWV� RI�
'LVWULEXWLYH�-XVWLFH�LQ�,QGLYLGXDO�3UHIHUHQFHV�DQG�1HJRWLDWHG�$JUHHPHQWV¶����������*URXS�'LVFXVVLRQ�DQG�1HJRWLDWLRQ������.DUHQ�$��+HJWYHGW�DQG�
.DUHQ�6��&RRN��µ'LVWULEXWLYH�-XVWLFH��5HFHQW�7KHRUHWLFDO�'HYHORSPHQWV�DQG�$SSOLFDWLRQV¶, LQ�-RVHSK�6DQGHUV�	�9��/HH�+DPLOWRQ��HGV����Handbook 
RI�-XVWLFH�5HVHDUFK�LQ�/DZ��3OHQXP�3XEOLVKHUV����������������.ZRN�/HXQJ�DQG�0LFKDHO�:��0RUULV��µ-XVWLFH�7KURXJK�WKH�/HQV�RI�&XOWXUH�DQG�
Ethnicity’, in -RVHSK�6DQGHUV�DQG�9��/HH�+DPLOWRQ��HGV����ibid, 352.
���5��)ROJHU�DQG�5��&URSDQ]DQR��2UJDQL]DWLRQDO�-XVWLFH�DQG�+XPDQ�5HVRXUFH�0DQDJHPHQW��6DJH���������*UHHQEHUJ��-��µ2UJDQL]DWLRQDO�MXVWLFH��
<HVWHUGD\�� WRGD\�DQG� WRPRUURZ¶� ����������-RXUQDO�RI�0DQDJHPHQW������%�3��1LHKRII��%�3��DQG�5�+��0RRUPDQ�� µ-XVWLFH�DV�D�0HGLDWRU�RI� WKH�
5HODWLRQVKLS�EHWZHHQ�0HWKRGV�RI�0RQLWRULQJ�DQG�2UJDQL]DWLRQDO�&LWL]HQVKLS�%HKDYLRXU¶�����������$FDGHP\�RI�0DQDJHPHQW�-RXUQDO������FLWHG�
LQ�0LWVXWHUX�)XNXQR�DQG�.HQ�,FKL�2KEXFKL��µ3URFHGXUDO�)DLUQHVV�LQ�8OWLPDWXP�%DUJDLQLQJ��(IIHFWV�RI�,QWHUDFWLRQDO�)DLUQHVV�DQG�)RUPDO�3URFHGXUH�
RQ�5HVSRQGHQWV¶�5HDFWLRQV�WR�8QHTXDO�2IIHUV¶�����������-DSDQHVH�3V\FKRORJLFDO�5HVHDUFK�����
���=�-��5XELQ�DQG�%��%URZQ��The 6RFLDO�3V\FKRORJ\�RI�%DUJDLQLQJ�DQG�1HJRWLDWLRQ�(Academia, 1975), cited in Cecilia Albin, ‘The Role of Fairness 
LQ�1HJRWLDWLRQ¶����������1HJRWLDWLRQ�-RXUQDO�����������
���:LOOLDP�=DUWPDQ, et al.��µ1HJRWLDWLRQ�DV�D�6HDUFK�IRU�-XVWLFH¶�LQ�,QWHUQDWLRQDO�1HJRWLDWLRQ (Martinus Nijhoff Publishers, 1996), 81.
���0DGDQ�0��3LOOXWOD�DQG�-��.HLWK�0XUQLJKDQ��µ)DLUQHVV�LQ�%DUJDLQLQJ¶���������������6RFLDO�-XVWLFH�5HVHDUFK����������7KH�XOWLPDWXP�JDPH�VWXG\�
FRQGXFWHG�E\�3LOOXWOD�DQG�0XUQLJKDQ�VXSSRUWV�VXFK�D�¿QGLQJ��:KHQ�D�WKLUG�SDUW\�ZDV�HYDOXDWLQJ�WKH�RIIHUV��DOPRVW�DOO�RI�WKH�RIIHUHUV�LQFUHDVHG�
WKHLU�RIIHUV��$OVR��ZKHQ�RIIHUV�KDG�³7KLV�LV�IDLU´�ODEHOV�DWWDFKHG�WR�WKHP�WR�PLVOHDG�WKH�UHVSRQGHQWV��RIIHUHUV�DFWHG�H[SORLWDWLYHO\�E\�VLJQL¿FDQWO\�
UHGXFLQJ� WKHLU�RIIHUV��NQRZLQJ� WKDW� UHVSRQGHQWV�ZRXOG�DFFHSW� WKHP�DQ\ZD\��7KH�UHVHDUFKHUV�DOVR�QRWHG� WKDW�.UDYLW]�DQG�*XQWR¶V�¿QGLQJV� WRR�
showed that offerers make very small offers if they knew that respondents would accept all of their offers.
61 A. Falk, E. Fehr and U. Fischbacher, ‘On the Nature of Fair Behaviour’ (2003) 41(1) Econ. Inq. 20. A ultimatum game study conducted by Falk 
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:KLFK�IDLUQHVV�FULWHULRQ�LV�XOWLPDWHO\�UHOLHG�RQ�E\�WKH�SDUWLHV�UHVWV�SULPDULO\�RQ�H[WHUQDO�IDFWRUV��WKH�OLNHV�RI�
ZKLFK�LQFOXGH�VHOI�LQWHUHVW��VRFLDO�UHODWLRQVKLSV��DQG�WKH� LQWHUDFWLRQ�EHWZHHQ�FXOWXUDO�QRUPV�DQG�VLWXDWLRQDO�
needs.62�)RU�LQVWDQFH��D�VLWXDWLRQ�ZKHUH�WKH�SDUWLHV�KDYH�DQ�H[LVWLQJ�UHODWLRQVKLS�WKDW�WKH\�ZLVK�WR�PDLQWDLQ�
ZRXOG�FHUWDLQO\�HYRNH�D�PXFK�IDLUHU�RXWFRPH�WKDQ�RQH�ZKHUH�WKH�SDUWLHV�DUH�ORRNLQJ�VLPSO\�WR�JHW�WKH�EHVW�
economic outcome for themselves out of the deal.63 

7KH�DERYH�SURSRVLWLRQ�WKDW�IDLUQHVV�FULWHULD�DUH�VLPSO\�EDVHG�RQ�DWWHPSWLQJ�WR�VDWLVI\�WKH�RWKHU�SDUW�LV�LOOXVWUDWHG�
E\�WKH�FRPPRQ�WHQGHQF\�WR�RSW�IRU�WKH�VXSSRVHGO\�MXVW�SULQFLSOHV�RI�HTXDOLW\�RU�VSOLWWLQJ�WKH�GLIIHUHQFH��ZKLFK�
PHDQV�UHDFKLQJ�D�PLG�SRLQW�EHWZHHQ�WKH�SDUWLHV·�LQLWLDO�GHPDQGV���VLQFH�WKLV�GHPDQGV�HTXDO�FRQFHVVLRQV�IURP�
both sides.64�,Q�PRVW�FDVHV�LQYROYLQJ�WKHVH�SULQFLSOHV�KRZHYHU��´WKH�SURPLQHQFH�RI�D�SDUWLFXODU�IDLUQHVV�QRWLRQ�
FRPHV�OHVV�IURP�DQ\�LQQDWH�PRUDO�IRUFH��DQG�PRUH�IURP�LWV�NQRZQ�DSSHDO�DQG�SRZHU�WR�FRRUGLQDWH�H[SHFWDWLRQV��
IRUJH�DJUHHPHQW�LQ�DPELJXRXV�VLWXDWLRQV�RI�PXOWLSOH�DOWHUQDWLYHV��DQG�OHJLWLPL]H�WKH�RXWFRPH�EHIRUH�LPSRUWDQW�
FRQVWLWXHQFLHVµ�65�7KHUHIRUH��LW�LV�QRW�QHFHVVDULO\�WKH�LPSDUWLDO�SURFHGXUH�LW�LV�VR�RIWHQ�SRUWUD\HG�WR�EH��DQG�LV�
RQO\�XVHG�DV�D�WRRO�WR�PLVOHDG�WKH�RWKHU�SDUW\��7KH�H[FKDQJH�RI�HTXDO�FRQFHVVLRQV�ZLOO�OHDG�WR�D�IDLU��HTXDO�
VSOLW��RXWFRPH�RQO\�ZKHQ�SDUWLHV·�LQLWLDO�SRVLWLRQV�DUH�HTXDOO\�IDU�IURP�WKHLU�UHVSHFWLYH�VHFXULW\�SRLQWV�66 

'HVSLWH� WKH� SURPLQHQFH� RI� HTXDOLW\�� XQHTXDO� FRQFHVVLRQV� RU� PLVPDWFKLQJ� LV� DV� PXFK� D� QHFHVVLW\� DQG�
FRPPRQDOLW\� LQ�QHJRWLDWLRQ�DV�HTXDOLW\��3DUWLHV�DUH� IRUFHG� WR�EHQG� WR�XQIDYRXUDEOH� VROXWLRQV� LQ�D�SOHWKRUD�
RI�FDVHV��VLPSO\�EHFDXVH�WKH\�YDOXH�UHDFKLQJ�D�VHWWOHPHQW�PRUH�WKDQ�DGKHULQJ�WR�IDLUQHVV��ZKHWKHU�GXH�WR�DQ�
HPHUJHQF\�RU�GXH�WR�D�QHHG��5HFLSURFLW\��L�H�´PXWXDO�UHVSRQVLYHQHVV�WR�HDFK�RWKHU·V�FRQFHVVLRQVµ��WKH�QRUP�
WKDW�PHDVXUHV�IDLUQHVV�LQ�QHJRWLDWLRQV�DQG�GRHVQ·W�DOZD\V�UHTXLUH�UHSD\PHQW�EH�HTXDO�LQ�YDOXH�WR�EH�IDLU�67 

$�UHDO�OLIH�LOOXVWUDWLRQ�RI�D�QHJRWLDWLRQ�HQFRPSDVVLQJ�FRQÁLFWLQJ�DVSHFWV�RI�´MXVWLFHµ�ZDV�WKH������0RQWUHDO�
3URWRFRO�RQ�6XEVWDQFHV�7KDW�'HSOHWH�WKH�2]RQH�/D\HU��:KLOH�WKH�GHYHORSLQJ�FRXQWULHV�XQVXUSULVLQJO\�UHOLHG�
RQ�WKH�´QHHGµ�SULQFLSOH��ZKHUHLQ�WKH�EXUGHQ�RI�WKH�GHVWUXFWLRQ�ZDV�VRXJKW�WR�EH�WUDQVIHUUHG�IURP�WKH�´QHHG\µ�
GHYHORSLQJ�QDWLRQV�WR�WKH�GHYHORSHG�RQHV��WKH�GHYHORSHG�FRXQWULHV�IDYRXUHG�WKH�´HTXLW\µ�SULQFLSOH��DUJXLQJ�
WKDW�HDFK�FRXQWU\·V�OLDELOLW\�RXJKW�WR�EH�SURSRUWLRQDO�WR�WKHLU�HPLVVLRQ�OHYHOV�68 
et al, determined that respondents would reject offers if the offerers could offer more but didn’t. They however accepted the same offer when the 
offerer had the choice to offer nothing at all. These data indicate that people base their behaviours on their personal conclusions about fairness, 
rather than on an objective standard.
62 Nancy A. Welsh, ‘Perceptions of Fairness in Negotiations’ (2004) 87 Marquette Law Review 753, 754. 
���0D[�+��%D]HUPDQ�DQG�0DUJDUHW�$��1HDOH��µ7KH�5ROH�RI�)DLUQHVV�&RQVLGHUDWLRQV�DQG�5HODWLRQVKLSV�LQ�D�-XGJPHQWDO�3HUVSHFWLYH�RI�1HJRWLDWLRQ¶��
LQ�.HQQHWK�$UURZ�et al. (eds.), %DUULHUV�WR�&RQÀLFW�5HVROXWLRQ�(W.W. Norton and Co., 1995), 98-100.
64 Benton, A. and Druckman, D. ‘Salient Solutions and the Bargaining Behaviour of Representatives and Non-representatives’ (1973) 3 International 
-RXUQDO�RI�*URXS�7HQVLRQV�����FLWHG�LQ�&HFLOLD�$OELQ��µ7KH�5ROH�RI�)DLUQHVV�LQ�1HJRWLDWLRQ¶����������1HJRWLDWLRQ�-RXUQDO�����������(VSHFLDOO\�LI�LW�
LV�WKH�FDVH�RI�D�GLVWULEXWLYH�QHJRWLDWLRQ��H[SHULPHQWDO�¿QGLQJV�VXJJHVW�VSOLWWLQJ�WKH�GLIIHUHQFH��LV�D�FRPPRQO\�DFFHSWHG�QRWLRQ�RI�RXWFRPH�IDLUQHVV��
65 Schelling, T.C. 7KH�6WUDWHJ\�RI�&RQÀLFW�(Harvard University Press, 1960), cited in Cecilia Albin, ‘The Role of Fairness in Negotiation’ (1993) 9 
1HJRWLDWLRQ�-RXUQDO�����������=DUWPDQ��µ1HJRWLDWLRQ�DV�D�6HDUFK�IRU�-XVWLFH¶�LQ�,QWHUQDWLRQDO�1HJRWLDWLRQ (Martinus Nijhoff Publishers, 1996), 87.  
=DUWPDQ�et al note that equality and its variants are the most popular solutions in negotiation because of its utility as a “fair” meeting point between 
WKH�SDUWLHV�GLYHUJHQW�LQWHUHVWV��6WXGLHV�E\�6LHJHO�DQG�)RXUDNHU��-RVHSK�DQG�:LOOV��%HQWRQ�DQG�'UXFNPDQ��DQG�/DPP�DQG�5RVFK�KDYH�SURYHG�WKDW�
equality as a principle produces results much faster and much more easily than if other fairness principles are used. 
���&HFLOLD�$OELQ��7KH�5ROH�RI�)DLUQHVV�LQ�1HJRWLDWLRQ¶����������1HJRWLDWLRQ�-RXUQDO�����������5HFLSURFDO�FRQFHVVLRQV�DUH�QRW�DOZD\V�WKH�IDLUHVW�
solutions since equal concessions are fair only if the initial positions of the two negotiators are reasonably on the same level. Simply backing down 
to an equal measure from the starting point is presumed to be fair since none usually question the initial security points of the parties to see if they 
are in themselves fair. This predicates unfairness in negotiation solutions.
���=DUWPDQ��µ1HJRWLDWLRQ�DV�D�6HDUFK�IRU�-XVWLFH¶�LQ�,QWHUQDWLRQDO�1HJRWLDWLRQ (Martinus Nijhoff Publishers, 1996), 82. 
���&HFLOLD�$OELQ��µ7KH�5ROH�RI�)DLUQHVV�LQ�1HJRWLDWLRQ¶����������1HJRWLDWLRQ�-RXUQDO������
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8OWLPDWHO\��IDLUQHVV�LV�VLPSO\�DQ�HOHPHQW�RI�DFFHSWDELOLW\��WKH�PHDQV�WR�DQ�HQG��7KH�NH\�LV�WR�VWULNH�D�´IDLU�
EDODQFHµ�EHWZHHQ�WKH� WZR�REMHFWLYHV�RI� WKH�SDUWLHV�ZKHQ�WKH\�DUH�FRQÁLFWLQJ��DQG�QRW�VHDUFK�IRU�REMHFWLYH�
´MXVWLFHµ�per se. As Zartman et al�SXW� LW��´1HJRWLDWLQJ�SDUWLHV�QHHG�WR�UHFRQFLOH� WKHLU�GLIIHULQJ�QRWLRQV�DQG�
DUULYH�DW�D�FRPPRQ�VHQVH�RI�MXVWLFH��RQH�WKDW�LV�ERWK�IDYRXUDEOH�WR�HDFK�DQG�DSSOLFDEOH�WR�ERWK�µ69 This sentence 
VXPV�XS�WKH�VHQVH�ZLWK�ZKLFK�MXVWLFH�LV�UHJDUGHG�LQ�QHJRWLDWLRQV�DQG�PHGLDWLRQV��PHUHO\�DFFRXQWLQJ�IRU�WKH�
SDUWLHV�SHUVRQDO�SHUFHSWLRQV�RI�IDLUQHVV�DQG�DOPRVW�FRPSOHWHO\�XQFRQFHUQHG�ZKHWKHU�MXVWLFH�ZDV�WUXO\�PHW�RU�
not. 

1.4.2 3URFHGXUDO�LQMXVWLFH

3URFHGXUDO��LQ�MXVWLFH� LV�D�FRUH�GHWHUPLQDQW�RI� WKH� MXVWQHVV�RI� WKH�HYHQWXDO�UHVXOW� IRU� WKH\�KDYH�D�SURIRXQG�
LPSDFW�RQ�WKH�RXWFRPH�RI�WKH�QHJRWLDWLRQV��7KH�DUWLFOH�ZLOO�H[DPLQH�SURFHGXUDO�MXVWLFH�IURP�WKH�OHQV�RI�ERWK�D��
WKH�VWUXFWXUDO�SURFHGXUDO�MXVWLFH�DQG�E��WKH�LQWHUDFWLRQDO�SURFHGXUDO�MXVWLFH�70

a. 6WUXFWXUDO�SURFHGXUDO�MXVWLFH

7KH�VWUXFWXUDO�FRPSRQHQWV�RI�D�QHJRWLDWLRQ�DUH�WKH�PRVW�FROORTXLDO�FULWHULD�XVHG�IRU�DQ�DSSUDLVDO�RI�WKH�MXVWQHVV�
RI�WKH�SURFHVV��6WUXFWXUDO�HOHPHQWV�DUH�WKRVH�´JLYHQVµ�LQ�D�QHJRWLDWLRQ�RU�PHGLDWLRQ�ZKLFK�UHPDLQ�UHODWLYHO\�
XQFKDQJHG�WKURXJKRXW�WKH�SURFHHGLQJV�DQG�LQÁXHQFH�WKH�RXWFRPH�VXEWO\�EXW�VXEVWDQWLDOO\��VXFK�DV�WKH�ÀQDQFLDO�
LPEDODQFH�EHWZHHQ�WKH�SDUWLHV�DQG�WKH�GLVSURSRUWLRQDWH�QHJRWLDWLRQ�H[SHUWLVH�RI�WKH�SDUWLHV�
 
1R�DQWL�QHJRWLDWLRQ�WKHRULVW�KDV�HYHU�QHJOHFWHG�WR�OD\�DFXWH�HPSKDVLV�RQ�WKH�SHUHQQLDO�SUREOHP�RI�ÀQDQFLDO�
LQHTXDOLW\� EHWZHHQ� WKH� EDUJDLQLQJ� SDUWLHV�� 7KH� PRQHWDU\� SURZHVV� RI� D� SDUW\� LQ� FRPSDULVRQ� WR� WKH� RWKHU�
LQYDULDEO\�OHDGV�WR�WKH�WLSSLQJ�RI�WKH�VFDOHV�LQ�WKHLU�IDYRXU��7KH�LQMXVWLFH��DFFRUGLQJ�WR�)LVV�VWHPV�IURP�WKUHH�
EDVLF�GHWHUPLQDQWV�

L�� 7KH�SRRUHU�SDUW�LV�XQDEOH�WR�DPDVV�LQIRUPDWLRQ�WR�SUHGLFW�WKH�RXWFRPH�RI�WKH�EDUJDLQLQJ�SURFHVV��
LL�� +LV�GHVSHUDWLRQ�DQG�XUJHQF\�IRU�PRQH\�PD\�DFW�DV�DQ�LQGXFHPHQW�OHDGLQJ�KLP�WR�DFFHSW�HYHQ�DQ�

XQIDLU�VHWWOHPHQW��RU
LLL�� +H�PD\�EH�IRUFHG�WR�VHWWOH�GXH�WR�KLV�LQDELOLW\�WR�ÀQDQFH�WKH�OLWLJDWLRQ�SURFHVV� 71  

:KLOH�$'5�SURSRQHQWV�PD\�GHFU\�WKLV�¶SUHYDOHQFH�RI�WKH�DIÁXHQW�RYHU�WKH�GHVWLWXWH·�DUJXPHQW�E\�GHFODULQJ�
WKDW�WKH\�IRUP�DQ�LUUHVROYDEOH�SDUW�RI�OLWLJDWLRQ�DV�ZHOO�� LW� LV�ZHOO�ZRUWK�QRWLQJ�)LVV·�FRXQWHU�DUJXPHQW�WKDW�
´WKHUH� LV� D� FULWLFDO�GLIIHUHQFH�EHWZHHQ�D�SURFHVV� OLNH� VHWWOHPHQW�ZKLFK� LV�EDVHG�RQ�EDUJDLQLQJ�DQG�DFFHSWV�
LQHTXDOLWLHV�RI�ZHDOWK�DV�DQ�LQWHJUDO�DQG�OHJLWLPDWH�FRPSRQHQW�RI�WKH�SURFHVV�DQG�D�SURFHVV�OLNH�MXGJPHQW��

���=DUWPDQ���µ1HJRWLDWLRQ�DV�D�6HDUFK�IRU�-XVWLFH¶�LQ�,QWHUQDWLRQDO�1HJRWLDWLRQ (Martinus Nijhoff Publishers, 1996), 87.
���$OWKRXJK�,�DP�SULPDULO\�WDUJHWLQJ�WKH�VXEVWDQWLYH�UHVXOWV�RI�WKH�QHJRWLDWLRQ�IRU�WKH�SXUSRVHV�RI�WKLV�VWXG\��DQDO\]LQJ�WKH�WZR�SURFHGXUDO�IRUPV�
of justice becomes necessary as the dependency relation between the outcome and the procedure functions as one of the biggest contributors to 
the lack of objective justice in negotiations. 
���)LVV��2�0��µ$JDLQVW�6HWWOHPHQW¶�����������<DOH�/DZ�-RXUQDO�������������
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ZKLFK�NQRZLQJO\� VWUXJJOHV� DJDLQVW� WKRVH� LQHTXDOLWLHV�µ72 Although litigation may not be able to erase this 
KLDWXV�EHWZHHQ�WKH�SDUWLHV��WKH�LQWHUFHVVLRQ�RI�D�QHXWUDO�DGMXGLFDWRU�QXPEV�WKH�LPSDFW�RI�WKH�LQHTXDOLW\�WR�D�
JUHDW�H[WHQW��

7KLV�HQGXULQJ�SUREOHP�DVLGH��$VWRU�RXWOLQHV�D�SRZHU�LPEDODQFH�VLWXDWLRQ�ZKHUH�ZRPHQ�ZKR�DUH�´WUDGLWLRQDOO\�
GLVHPSRZHUHG�RU���RSSUHVVHG�E\�D�SDUWLFXODU�UHODWLRQVKLS���PD\��QHJRWLDWH�IRU�ZKDW�WKH\�WKLQN�WKH\�FDQ�JHW��
UDWKHU�WKDQ�ZKDW�LV����HTXLWDEOH�µ73�6XFK�ZRPHQ�QDWXUDOO\�FDUU\�ZLWK�WKHP�WKHLU�SDVW�H[SHULHQFHV�ZKLFK�SUHVVXUHV�
them during the negotiation even if there is no coercion at the negotiation table itself. He found that mediations 
WKDW�WRRN�SODFH�LQ�VXFK�D�WHQVH�FOLPDWH�UDUHO\�SURGXFHG�MXVW�RU�HTXLWDEOH�UHVXOWV�

&RQVLGHU�DQRWKHU�EDUJDLQLQJ�VLWXDWLRQ�EHWZHHQ�DQ�HPSOR\HU�DQG�DQ�HPSOR\HH��7KH�HPSOR\HU�ZLOO�QDWXUDOO\�
KDYH�JUHDWHU�SRZHU�WKDQ�WKH�HPSOR\HH�VLQFH�KH�FDQ�DIIRUG�WR�OHW�WKH�HPSOR\HH�JR��7KH�HPSOR\HH��ZKR�LV�DZDUH�
RI�WKH�DOWHUQDWLYH�WKDW�WKH�HPSOR\HU�KDV��PD\�VHWWOH�IRU�D�ORZHU�LQFUHDVH�LQ�VDODU\�WKDQ�KH�GHVHUYHV��JUDWLÀHG�
WKDW� WKH�SRZHUIXO�SDUW\�HYHQ�GHLJQHG�WR�FRQVLGHU�KLV�YLHZV�DQG�GHPDQGV� LPSRUWDQW�74�7KLV�SKHQRPHQRQ�LV�
FRQVLVWHQW�ZLWK�HPSLULFDOO\�SURYHG�WKHRULHV�ZKLFK�REVHUYH�WKDW�LQ�D�QHJRWLDWLRQ�EHWZHHQ�XQHTXDOV��WKH�SHRSOH�
ZKR�SHUFHLYH�WKH\�DUH�RI�D�ORZHU�VWDWXV�DUH�VDWLVÀHG�ZLWK�DQ�XQIDYRXUDEOH�RXWFRPH�WKDW�H[FHHGV�WKHLU�VXEMHFWLYH�
H[SHFWDWLRQV�DV�ORQJ�DV�LQWHUDFWLRQDO�MXVWLFH�ZDV�DGKHUHG�WR�E\�WKH�RWKHU�SDUW\�75

7KHQ� WKHUH� LV� LQHTXDOLW\�RFFDVLRQHG�E\� LQIRUPDWLRQ�GLVSDULW\� LQ� VLWXDWLRQV�ZKLFK� LQYROYH�´UHSHDW�SOD\HUVµ��
ZKLFK� DUH�PRUH� LQ� QXPEHU� WKDQ� RQH� FDQ� EHOLHYH� SRVVLEOH��7KH� ´UHSHDW� SOD\HUµ� FRQFHSW�ZDV� HVSRXVHG� E\�
3URIHVVRU�*DODQWHU�LQ�KLV�VHPLQDO������HVVD\�¶Why the “Haves” Come Out Ahead’. It refers to negotiators 
ZKR�HQJDJH�LQ�QHJRWLDWLRQV�UHSHDWHGO\�DQG�IUHTXHQWO\��VXFK�DV�HPSOR\HUV�DQG�JRYHUQPHQWV��WKHUHE\�JDLQLQJ�
´D�ULFKHU�DQG�PRUH�QXDQFHG�JUDVS�RI�UHOHYDQW�SUHFHGHQWV�WKDQ�RFFDVLRQDO�RU�¶RQH�VKRW·�SDUWLFLSDQWV�µ�ZKLFK�
JLYHV� WKHP� DQ� XSSHU� KDQG� RYHU� WKH� QHJRWLDWLRQ� WKDQ� WKH� RQH�VKRW� SDUWLFLSDQW�76 Instead of emerging as an 
DOWHUQDWLYH� WR� WKH� ´FRXUWKRXVHµ�� QHJRWLDWLRQV� VHHP� WR� KDYH� ´FUHDWHG� D� VHJPHQWHG� DQG� KLHUDUFKLFDO� V\VWHP�
VNHZHG�GUDPDWLFDOO\� WRZDUG�EXVLQHVV� OLWLJDQWV�DQG�D� IHZ�RWKHU�SOD\HUV�� ,W� LV�D�PLOLHX� LQ�ZKLFK�RQO\�D� IHZ�
FRQVWLWXHQFLHV�DUH�FRPIRUWDEOH�PDNLQJ�WKHLU�DUJXPHQWV�DQG�FRQÀGHQW�WKDW�WKHLU�FRQFHUQV�ZLOO�EH�XQGHUVWRRG�µ77 

7KHVH�DUH�MXVW�D�IHZ�H[DPSOHV�WR�LOOXVWUDWH�WKH�SRLQW�WKH�DXWKRU�ZLVKHV�WR�PDNH��7KH�HVVHQFH�RI�WKH�DUJXPHQW�
LV�WKDW�LQ�PRVW�QHJRWLDWLRQV�WKH�UHVXOW�PD\�SULPD�IDFLH�VHHP�¶MXVW·�RU�¶IDLU�WR�ERWK�SDUWLHV·�VLQFH�WKHUH�KDV�EHHQ�
72 Ibid.
���+��$VWRU��µ9LRODWLRQ�DQG�)DPLO\�0HGLDWLRQ�3ROLF\¶����������$XVWUDOLDQ�-RXUQDO�RI�)DPLO\�/DZ�������FLWHG�LQ�0DQQLQJ��&��³3RZHU�,PEDODQFH�
in Meditation” <KWWS���ZZZ�FDURO\QPDQQLQJFRQVXOWLQJVHUYLFHV�FRP�DX�3RZHU���,PEDODQFH���LQ���0HGLDWLRQ�SGI!��DFFHVVHG���-XQH������
���:HOVK��µ3HUFHSWLRQV�RI�)DLUQHVV¶��LQ�$��.��6FKQHLGHU�DQG�&��+RQH\PDQ��HGV����7KH�1HJRWLDWRUV¶�)LHOGERRN (1st ed., American Bar Association, 
2006), 171.
���*XWKULH��&��DQG�/HYLQ��-��µ$�3DUW�6DWLVIDFWLRQ�3HUVSHFWLYH�RQ�D�&RPSUHKHQVLYH�0HGLDWLRQ�6WDWXWH¶�����������2KLR�6WDWH�-RXUQDO�RQ�'LVSXWH�
5HVROXWLRQ������<D�5X�&KHQ�et al, µ:KHQ�LV�LW�D�µ3OHDVXUH�WR�GR�%XVLQHVV�:LWK�\RX"¶�7KH�(IIHFWV�RI�5HODWLYH�6WDWXV��2XWFRPH�)DYRXUDELOLW\�DQG�
Procedural Fairness’ cited in Welsh, ibid. 
���*DODQWHU�	�&DKLOO��µµ0RVW�&DVHV�6HWWOH¶��-XGLFLDO�3URPRWLRQ�DQG�5HJXODWLRQ�RI�6HWWOHPHQWV¶� (1994) 46 Stanford Law Review 1339, 1353, cited 
LQ�'RQ�(OOLQJKDXVHQ��-U��µ-XVWLFH�WUXPSV�3HDFH��7KH�(QGXULQJ�5HOHYDQFH�RI�2ZHQ�)LVV¶�$JDLQVW�6HWWOHPHQW’.
77 Bryant G. Garthy, ‘Tilting the Justice System: From ADR as Idealistic Movement to a Segmented Market in Dispute Resolution’ 18 Ga. St. U. L. 
Rev. 927; Carrie Menkel-Meadow, ‘Do the “Haves” Come Out Ahead in Alternative Judicial Systems?: Repeat Players in ADR’, (1999) 15 Ohio. St. J. 
on Disp. Resol. 19, 25-26. Carrie Menkel-Meadow seconds this assertion, noting that such repeat players avoid the risks inherent in public litigation 
by “choosing more streamlined and controlled forms of private justice,” not just for disagreements with each other but “now when they impose 
mandatory private dispute resolution schemes on their employees, clients, customers, patients, franchisees, and licensees.”
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QR�RYHUW�VKRZ�RI�SRZHU�RU�SHUFHLYHG�LQWHUDFWLRQDO�LQMXVWLFH��EXW�WKH�LQKHUHQW�VWUXFWXUDO�LQDGHTXDFLHV�ZKLFK�
DUH�DOZD\V�SUHVHQW�DQG�XVXDOO\�RYHUORRNHG�PDNHV�XV�ZRQGHU�ZKHWKHU�WKH\�ZHUH�LQGHHG�MXVW�RXWFRPHV�78�2QO\�
D�WKLUG�SDUW\�YLHZSRLQW�ZRXOG�FRQVFLRXVO\�KLJKOLJKW�WKHVH�FRQFHUQV�DQG�GHPRQVWUDWH�WKH�LQMXVWLFH�LPSOLFLW�LQ�
WKH�SURFHHGLQJV�

b. ,QWHUDFWLRQDO�SURFHGXUDO�LQMXVWLFH

,QWHUDFWLRQDO�MXVWLFH�FRQFHUQV�SURYLGH�DQRWKHU�ÀHOG�RI�VWXG\�IRU�VXFK�REMHFWLYHO\�XQMXVW�FRPSURPLVHV��0RUH�
RIWHQ�WKDQ�QRW��PHUH�DGKHUHQFH�WR�LQWHUDFWLRQDO�MXVWLFH�FDXVHV�WKH�RWKHU�SDUW\�WR�UHJDUG�WKH�MXVWQHVV�RI�WKH�ÀQDO�
RXWFRPH�ZLWK�OHVVHU�DWWHQWLYHQHVV�WKDQ�LW�GHVHUYHV��´3DUWLFLSDQW�SHUFHSWLRQV�RI�SURFHGXUDO�IDLUQHVV�DUH�FUXFLDO�
WR�WKH�SDUWLFLSDQW·V�DFFHSWDQFH�RI�WKH�GHFLVLRQDO�RXWFRPH�DV�VXEVWDQWLDOO\�IDLU�µ79�,I�SHRSOH�EHOLHYH�WKH\�KDYH�
EHHQ�IDLUO\�WUHDWHG�GXULQJ�WKH�FRXUVH�RI�WKH�QHJRWLDWLRQ��DQG�WKH\�KDYH�LQGHHG�EHHQ�WUHDWHG�DV�VXFK���VXFK�DV�
EHLQJ�JLYHQ�D�IDLU�RSSRUWXQLW\�WR�YRLFH�WKHLU�YLHZV��WKH\�JHQHUDOO\�WHQG�WR�EHOLHYH�WKDW�WKH�UHVXOWDQW�RXWFRPH�
LV�IDLU�DV�ZHOO��7KH�KLJK�GHJUHH�RI�FR�UHODWLRQ�EHWZHHQ�WKH�WZR�IRUPV�RI�MXVWLFH�KDV�EHHQ�HPSLULFDOO\�SURYHG� 80 
7KH�IDLUQHVV�RI�WKH�ÀQDO�RXWFRPH��HYHQ�IURP�WKH�SDUW\·V�RZQ�YLHZSRLQW�EHFRPHV�DOO�WKH�PRUH�VXVSHFW�LQ�VXFK�
D�FDVH��VLQFH�WKH�SDUW\�GRHV�QRW�HYHQ�VDWLVIDFWRULO\�DVVHVV�WKH�RXWFRPH��REMHFWLYH�MXVWLFH�LV�EXW�D�IDU�FU\� 81 

:RUVH�VWLOO�LV�D�VLWXDWLRQ�ZKHUH�HYHQ�WKH�LQWHUDFWLRQDO�MXVWLFH�LV�RQO\�D�P\WK��,QVWDQFHV�ZKHUH�D�PHUH�¶VKRZ�
RI�IDLUQHVV·�DV�D�FRQFLOLDWRU\�JHVWXUH�E\�SDUW\�¶$·�OHDGV�WKH�RSSRVLWH�SDUW\�¶%·�WR�EHOLHYH�WKDW�KLV�YLHZV�KDYH�
IRXQG�D�SODFH�LQ�WKH�QHJRWLDWLRQ�DUH�LQ�SOHQW\��:KLOH�KH�PD\�LQGHHG�KDYH�EHHQ�JLYHQ�DQ�HTXDO�FKDQFH�DW�PDNLQJ�
KLV�SRLQW��WKH�V\PSDWKHWLF�HDU�OHQW�WR�KLP�QHHG�QRW�QHFHVVDULO\�KDYH�UHJLVWHUHG�KLV�SRLQW��RU�PD\�KDYH�HYHQ�
discarded it carelessly after hearing it. 

:KLOH�WKH�SUHFHGLQJ�VLWXDWLRQ�RI�LJQRULQJ�SDUW\�¶%·V·�SHUVSHFWLYH�HYLQFHV�D�SDVVLYH�PRYH�RQ�WKH�SDUW�RI�SDUW\�
¶$·�� LQWHUDFWLRQDO� LQMXVWLFH� DOVR�PDQLIHVWV� LWVHOI� LQ� WKH� HPSOR\PHQW� RI� D�PRUH� DFWLYH� EXW� VXEWOH�PHDQV� RI�
XQIDLUQHVV��$V�VKDOO�EH�GHPRQVWUDWHG�EHORZ��WKH�SUREOHP�DULVHV�LQ�WKDW�WKHUH�PD\�QRW�EH�DQ�RYHUW�GHFHSWLRQ�

���)LVV��2�0��µ$JDLQVW�6HWWOHPHQW¶�����������<DOH�/DZ�-RXUQDO�������)LVV�RSLQHV�WKDW�WKLV�LV�EHFDXVH�EDUJDLQLQJ�SURFHVVHV�DFFHSW�LQHTXDOLWLHV�RI�
wealth as an integral and legitimate part of the process, unlike adjudications which make a conscious effort to stamp out these inequalities. 
79 Richard C. Reuben, ‘Democracy and Dispute Resolution: the Problem of Arbitration’ (2004) 67 Law and Contemp. Probs. 279, 294. 
���'HXWVFK��0��µ-XVWLFH�DQG�&RQÀLFW¶��LQ�'HXWVFK��0��DQG�&ROHPDQ� P.T. (eds.), 7KH�+DQGERRN�RI�&RQÀLFW�5HVROXWLRQ��7KHRU\�DQG�3UDFWLFH �-RVVH\�
%DVV�������������7��1DEDWFKL�DQG�/��%LQJKDP�µ([SDQGLQJ�RXU�0RGHOV�RI�5HVROXWLRQ�LQ�'LVSXWH�5HVROXWLRQ��$�)LHOG�7HVW�RI�WKH�&RQWULEXWLRQ�RI�
,QWHUDFWLRQDO�-XVWLFH¶���SDSHU�SUHVHQWHG�DW�WKH�,QWHUQDWLRQDO�$VVRFLDWLRQ�IRU�&RQÀLFW�0DQDJHPHQW���/LQG��(�$��µ3URFHGXUDO�-XVWLFH��'LVSXWLQJ�DQG�
Reactions to Legal Authorities’, in Sarat, A. et al (eds.),�(YHU\GD\�3UDFWLFHV�DQG�7URXEOH�&DVHV (Northwestern University Press, 1998), 177, 185; 
Lind, E.A. et al��µ9RLFH��&RQWURO�DQG�3URFHGXUDO�-XVWLFH��,QVWUXPHQWDO�DQG�1RQ�,QVWUXPHQWDO�&RQFHUQV�LQ�)DLUQHVV�-XGJHPHQWV¶�����������-RXUQDO�
RI�3HUVRQDOLW\�DQG�6RFLDO�3V\FKRORJ\�����������/LQG��(�$���.XOLN��&�7���$PEURVH��0��DQG�GH�9HUD�3DUN��0�9��µ,QGLYLGXDO�DQG�&RUSRUDWH�'LVSXWH�
5HVROXWLRQ��8VLQJ�3URFHGXUDO�)DLUQHVV�DV�D�'HFLVLRQ�+HXULVWLF¶�����������$GPLQLVWUDWLYH�6FLHQFH�4XDUWHUO\������7\OHU��7��µ3V\FKRORJLFDO�0RGHOV�
RI�WKH�-XVWLFH�0RWLYH��$QWHFHGHQWV�RI�'LVWULEXWLYH�DQG�3URFHGXUDO�-XVWLFH¶�����������-RXUQDO�RI�3HUVRQDOLW\�DQG�6RFLDO�3V\FKRORJ\�����������FLWHG�
LQ�:HOVK��µ3HUFHSWLRQV�RI�)DLUQHVV¶��LQ�$��.��6FKQHLGHU�DQG�&��+RQH\PDQ��HGV����7KH�1HJRWLDWRUV¶�)LHOGERRN (1st ed., American Bar Association, 
������������5LFKDUG�&��5HXEHQ��µ'HPRFUDF\�DQG�'LVSXWH�5HVROXWLRQ��WKH�3UREOHP�RI�$UELWUDWLRQ¶������������/DZ�DQG�&RQWHPSRUDU\�3UREOHPV�
279, 294.  .
81 Admittedly, the same argument may arise for litigations as well, where the procedural justice is given undue weightage under the assumption 
that the substantive result will necessarily be fair. However, the false effect of such a belief in the litigation sphere is mitigated by the fact that it 
is objective standards that determine the result and that it is a neutral third-party which is rendering the decision after considering even decisional 
outcome justice, unlike negotiations where the parties are interested parties or meditations where the mediators do not interfere in the outcome. 
Although the result, even in litigations, depends on the subjective choice of the judge, at the very least, it is objective with respect to the parties 
and therefore, there is a greater faith in the ‘justness’ of the decision rendered. That is precisely the reason why even a judge party is not allowed 
to adjudicate on a dispute if he is an interested.
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RU�XQIDLUQHVV�LQ�WKH�SURFHGXUH�DV�VXFK��EXW�LPSOLFLW�PDQLSXODWLYH�WDFWLFV�WKDW�RQ�WKH�IDFH�RI�LW�¶VHHP·�IDLU��EXW�
PLJKW�QRW�EH�VR�FRQVLGHUHG�ZKHQ�MXGJHG�RQ�D�\DUGVWLFN�RI�REMHFWLYH�IDLUQHVV��,W�VWHPV�IURP�WKH�IDFW�WKDW�SHRSOH�
DUH�FRQGLWLRQHG�WR�EHOLHYH�WKDW�VXFK�GHFHSWLRQV�DUH�D�UHJXODULW\�LQ�QHJRWLDWLRQV�82 

,� VKDOO� LOOXVWUDWH� P\� SURSRVLWLRQ� ZLWK� DQ� LQFLGHQW� WKDW� &RKHQ� QDUUDWHV� LQ� KLV� ERRN� ¶<RX� &DQ� 1HJRWLDWH�
$Q\WKLQJ·�83�GHWDLOLQJ�D�VLWXDWLRQ�ZKHUH�KH�ZHQW�WR�EX\�D�9&5��+H�VD\V�WKDW�KH�ÀUVW�EXLOW�D�UHODWLRQVKLS�ZLWK�
WKH�RZQHU�E\�LQGXOJLQJ�LQ�VPDOO�WDON�ZLWK�WKH�VKRSNHHSHU�IRU����PLQXWHV��SUHWHQGLQJ�WR�EH�LQWHUHVWHG�LQ�VHYHUDO�
RWKHU�REMHFWV�LQ�WKH�VWRUH��+H�FDVXDOO\�VHOHFWHG�WKH�9&5�ZLWKRXW�VKRZLQJ�DQ\�XQGXH�SUHIHUHQFH�DQG�ZKHQ�WKH�
VKRS�RZQHU�VWDUWHG�WR�ZULWH�RXW�D�UHFHLSW�&RKHQ�NHSW�GHOLEHUDWHO\�DQG�UHSHDWHGO\�HPSKDVL]LQJ�WKDW�KH�ZRXOG�
EH�UHO\LQJ�RQ�WKH�KRQHVW\�RI�WKH�RZQHU��+H�RFFDVLRQDOO\�WKUHZ�LQ�VQLGH�FRPPHQWV�VXFK�DV�´,�GRQ·W�NQRZ�ZKDW�
WKHVH�WKLQJV�FRVW��,Q�IDFW��,�KDYHQ·W�WKH�IDLQWHVW�LGHD��,·OO�WUXVW�\RX�ZKHQ�LW�FRPHV�WR�D�IDLU�SULFHµ�DQG�́ ,�ZDQW�\RX�
WR�PDNH�D�UHDVRQDEOH�SURÀW��-RKQ�������EXW��RI�FRXUVH��,�ZDQW�WR�JHW�D�UHDVRQDEOH�GHDO�P\VHOIµ��+H�HYHQ�DGGHG�D�
KLQW�WKDW�KH�PLJKW�EH�ZLOOLQJ�WR�PDNH�IXWXUH�SXUFKDVHV�IURP�WKH�VKRS�EXW�TXDOLÀHG�LW�ZLWK�D�´-RKQ��LI�,�VKRXOG�
ÀQG�RXW� WKDW�P\�WUXVW�ZDV�PLVSODFHG�� WKLV�GLVDSSRLQWPHQW�ZLOO�SUHYHQW�PH�IURP�JLYLQJ�\RX�DQ\�DGGLWLRQDO�
EXVLQHVVµ��7KURXJKRXW� WKH� FRQYHUVDWLRQ� WKH� VKRSNHHSHU� UHPDLQHG�EHQW�RYHU� WKH�ELOO�� EXW� HDFK� WLPH�&RKHQ�
XWWHUHG�VRPHWKLQJ�WR�WKLV�HIIHFW�KH�QRWLFHG�WKH�VKRSNHHSHU�FXWWLQJ�RXW�DQG�UHYLVLQJ�WKH�QXPEHUV�

$OWKRXJK�WKHUH�ZDV�QR�RYHUW�XQIDLU�PHDQV�XVHG�E\�&RKHQ�WKHUH�ZDV�D�ZKLII�RI�GHFHSWLRQ�LQ�LW��8OWLPDWHO\�
&RKHQ�PDQDJHG�WR�H[WUDFW�D�JUHDW�GHDO��LQFOXGLQJ�D�GLVFRXQW��D�VWDQG�WKDW�KH�KDGQ·W�HYHQ�DVNHG�IRU�DQG�WKH�
LQVWDOODWLRQ�RI�WKH�9&5�ZKLFK�ZDVQ·W�LQFOXGHG�LQ�LWV�VDOH��E\�DSSHDOLQJ�WR�WKH�REMHFWLYH�IDLUQHVV�RI�WKH�VKRS�
RZQHU�DQG�XVLQJ�QRUPV�RI�WUXVW�DQG�IDLUQHVV�DV�D�SV\FKRORJLFDO�OHYHUDJH��(WKLFDO�QRUPV�DUH�RIWHQ�LQYRNHG�DV�
VXFK��DV�VLPSO\�UKHWRULFDO�WRROV�WR�VHUYH�\RXU�RZQ�VHOI�LQWHUHVW��&RKHQ�GHVFULEHV�WKLV�WDFWLF�DV�´OD\LQJ�PRUDOLW\�
RQ�SHRSOH� LQ�DQ�XQTXDOLÀHG�ZD\µ�ZKLFK�´RIWHQ�ZRUNVµ�84�1HLWKHU�SDUW\� IHOW� WKDW� WKH�GHDO�ZDV�XQIDLU�� VLQFH�
WKH�RZQHU�KDG�YROLWLRQDOO\�DJUHHG�WR�WKH�GHDO��EXW�DVVHVVLQJ�LW�DV�D�WKLUG�SDUW\��LW�PD\�ZHOO�EH�WKDW�WKH�VKRS�
RZQHU�KDG�EHHQ�XQMXVWO\��DOEHLW�FOHYHUO\�GHFHLYHG�E\�&RKHQ��$OWKRXJK�WKLV�LV�MXVW�DQ�H[DPSOH�RI�DQ�LQIRUPDO�
QHJRWLDWLRQ��LW�VHUYHV�WR�LOOXVWUDWH�WKH�SRLQW�WKDW�DQ�¶RYHU�UHOLDQFH�RQ�IDLUQHVV�VWDQGDUGV·�E\�RQH�RI�WKH�SDUWLHV�
�WKH�VKRS�RZQHU�LQ�WKLV�FDVH�ZDV�WDFWIXOO\�PDQLSXODWHG�WR�FRQVLGHU�IDLUQHVV�LQ�PDQQHU�ZKLFK�FDXVHG�KLP�WR�
WKLQN�PRUH�IDLUO\�WKDQ�QHFHVVDU\��PLJKW�DFWXDOO\�OHDG�WR�DQ�XQMXVW�UHVXOW��

2QH�RWKHU�UHDO�OLIH�QHJRWLDWLRQ�VKRZV�KRZ�DQ�LQYLRODEOH�OHJDO�DUJXPHQW�FDXVHG�DQ�XQMXVW�SURFHGXUH�WR�DFTXLUH�
WKH� VWDWXV� RI� EHLQJ� ¶IDLU·� DQG� EH� VR� DFFHSWHG��5RQLW� =DPLU� ������� KDV� DQDO\]HG� D� VLWXDWLRQ� LQ� WKH� FRQWH[W�
RI� D� FRQVHQVXV�� EXLOGLQJ� SXEOLF� HQYLURQPHQWDO� GLVSXWH� LQ� ,VUDHO��7KH� FRQÁLFW�ZDV� EHWZHHQ� WKH�PLQRULWLHV�
UHVLGLQJ�LQ�WKH�1DKDO�7DO]PRQ�UHJLRQ�DQG�WKH�6WDWH�ZKLFK�ZDQWHG�WR�WXUQ�WKH�UHJLRQ�LQWR�D�QDWLRQDO�SDUN��:KDW�
WUDQVSLUHG�LQ�WKH�QDPH�RI�DQ�LPSDUWLDO�QHJRWLDWLRQ�ZDV�DFWXDOO\�WKH�IRUWLÀFDWLRQ�RI�KHJHPRQLF�VWUXFWXUHV�LQ�
VRFLHW\��'XULQJ�WKH�LQWHUDFWLRQ�DQG�MRLQW�IDFW�ÀQGLQJ��WKH�VXEYHUWHG�JURXS�ZDV�SUHFOXGHG�IURP�EULQJLQJ�WR�WKH�
82 Carrie Menkel-Meadow and Michael Wheeler (eds.), :KDW¶V�)DLU��(WKLFV�IRU�1HJRWLDWRUV���VW�HG���-RVVH\�%DVV���������;;,,,��)RU�LQVWDQFH��
Rule 4.1 of the American Bar Association’s Rules of Professional Conduct prevents a lawyer from withholding a material fact or making a false 
statement. However some of these standards are relaxed when it comes to negotiations and attempts to toughen them up in 1983 and 2000 have 
failed as well, in light of “formal recognition of a professional culture that deals with regularity in expected deception.”
83 Cohen, H. <RX�&DQ�1HJRWLDWH�$Q\WKLQJ (%DQWDP�%RRNV���������FLWHG�LQ�0LFKDHO�:KHHOHU��µ6ZLPPLQJ�:LWK�6DLQWV�3UD\LQJ�ZLWK�6KDUNV¶��LQ�
Carrie Menkel-Meadow and Michael Wheeler (eds.), :KDW¶V�)DLU��(WKLFV�IRU�1HJRWLDWRUV���VW�HG���-RVVH\�%DVV���������;;;,;�
84 Ibid. 
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WDEOH�WKHLU�KLVWRU\�RI�VXEYHUVLRQ��7KH�KRXVHV�EXLOW�E\�WKH�UHVLGHQWV�ZHUH��DFFRUGLQJ�WR�WKH�ODZ��LOOHJDO�VLQFH�LW�
ZDV�QRW�D�SDUW�RI�WKH�2XWOLQH�3ODQ��7KH�H[LVWLQJ�ODZ�KRZHYHU��ZDV�IUDPHG�LQ�VXFK�D�FODQGHVWLQH�PDQQHU�WKDW�
LW� IDLOHG�DOVR�WR�SURYLGH�IRU�D�SURFHGXUH�WR�DOORZ�WKH�UHVLGHQWV� WR�REWDLQ�D� OLFHQVH��7KLV�FRQWHQWLRQ��KRXVHG�
LQ�WKH�DOWHUQDWLYH�OHJDO�GLVFRXUVH�RI�KLVWRULFDO�MXVWLFH�DQG�RI�FRQVFLHQFH��WKH�UHVLGHQWV�WULHG�WR�DGYRFDWH�ZDV�
QLSSHG�LQ�WKH�EXG�E\�WKH�*RYHUQPHQW�DV�ZHOO�DV�WKH�PHGLDWRU��ZKR�WDFWIXOO\�ZDVKHG�KLV�KDQGV�RII�WKH�PDWWHU�
E\� UHIHUULQJ� WKH� LVVXH� WR�D� OHJDO�H[SHUW��+H�ZHOO�NQHZ� WKDW� WKH�H[SHUW�ZRXOG� LPSUHVV� WKH� VR�FDOOHG�QHXWUDO�
ODZ�RQ�WKH�UHVLGHQWV��ZKR�ZRXOG�WKHQ�EH�ZLOOLQJ�WR�DFFHSW�LW��$IWHU�DOO��LW�VHHPHG�RQO\�IDLU��VLQFH�WKH�ODZ�ZDV�
EHLQJ�UHOLJLRXVO\�IROORZHG��7KH�GHIHQFH�RI�WKH�QHXWUDO�ODZ�WKHUHIRUH�JDYH�WKH�VWDWXV�RI�WUXWK�WR�D�SDUWLDO�WKHRU\��
ZKLFK�OHG�WR�WKH�UHLQIRUFHPHQW�RI�WKH�KHJHPRQLF�WKHRU\��8QGHU�WKH�JXLVH�RI�IDLUQHVV��WKH�PHGLDWRU�DOORZHG�IRU�
LQMXVWLFH�DQG�IURP�DQ�REMHFWLYH�SHUVSHFWLYH��WKLV�PD\�VHHP�XWWHUO\�XQIDLU��$GPLWWHGO\�WKH�ÀQDO�VHWWOHPHQW�ZDV�
QRW�XQMXVW��EXW�WKLV�PLJKW�KDYH�EHHQ�GXH�WR�WKH�*RYHUQPHQW·V�QHFHVVLW\�WR�NHHS�WKH�SHRSOH�KDSS\�VR�WKDW�WKH\�
ZRXOGQ·W�LPSHGH�WKH�EXLOGLQJ�RI�WKH�SDUN��,W�FDQQRW�EH�GHQLHG�WKDW�WKH�UHVXOW�PD\�ZHOO�KDYH�JRQH�DJDLQVW�WKH�
UHVLGHQWV�LI�QRW�IRU�WKLV�VHOÀVK�FRQFHUQ�RI�WKH�*RYHUQPHQW�85

7KLV�DUJXPHQW�DV�UHJDUGV�LQWHUDFWLRQDO�LQMXVWLFH�KDV�EHHQ�DSWO\�FDSWXUHG�E\�/D[�DQG�6HEHQLXV��HVSHFLDOO\�ZLWK�
UHVSHFW�WR�FRPPHUFLDO�DJUHHPHQWV�IRU�ZKLFK�LW�LV�KDUGHVW�WR�MXVWLI\�WKH�QHHG�IRU�REMHFWLYH�MXVWLFH��86

,I�¶VKUHZG·�PRYHV�DOORZ�D�ODUJH�ÀUP�WR�VTXHH]H�D�VPDOO�PHUFKDQW�XQPHUFLIXOO\�RU�DQ�H[SHULHQFHG�
QHJRWLDWRU�WR�ZDON�DZD\�ZLWK�DOO�WKH�SURÀW�LQ�GHDOLQJV�ZLWK�D�QRYLFH��VRPHWKLQJ�PD\�VHHP�ZURQJ��
(YHQ�ZKHQ�WKH�QDWXUH�RI�WKH�WDFWLFV�LV�QRW�LQ�TXHVWLRQ��WKH�´IDLUQHVVµ�RI�WKH�RXWFRPH�PD\�EH�

0RVW�RI� WKH�H[DPSOHV�VHW�RXW�DERYH�VKRZ�KRZ�D�VXSSRVHGO\�IDLU�UHVXOW�ZDV�DFWXDOO\�XQMXVW�EHFDXVH�RI� WKH�
VXEWOH�XQIDLUQHVV�LPSOLFLW�LQ�WKH�SURFHGXUDO�DVSHFWV��VRPHWKLQJ�WKH�SDUWLHV�IDLOHG�WR�LGHQWLI\��

1.5 6HOI�LQWHUHVW�PRWLYDWHG�RXWFRPHV

$IWHU�H[DPLQLQJ�WKH�VLWXDWLRQV�RXWOLQHG�DERYH��LW�FDQQRW�EH�GHQLHG�WKDW�SDUWLHV�UHO\�RQ�IDLUQHVV�FRQVLGHUDWLRQV�
WR� UHDFK� VDWLVIDFWRU\� VHWWOHPHQWV� LQ� D� QHJRWLDWLRQ� RU� PHGLDWLRQ�� VRPHWLPHV� ZLWKRXW� FRQVFLRXV� WKRXJKW��
7UXWK�EH�WROG��VROXWLRQV�ZRXOG�KDUGO\�PDWHULDOL]H�LI�LW�ZDV�FRQVLGHUHG�XQIDLU�E\�HYHQ�RQH�RI�WKH�SDUWLHV��DQG�
XQGHUVWDQGDEO\�VR��VLQFH�QR�SDUW\�ZRXOG�ZLOOLQJO\�DFFHSW�D�VROXWLRQ�WKH\�FRQVLGHU�LV�QRW�IDLU�WR�WKHP��WKHUH�LV�
HYLGHQFH�WKDW�JHWWLQJ�D�IDLU�GHDO�LV�RIWHQ�FRQVLGHUHG�PRUH�LPSRUWDQW�WKDQ�JHWWLQJ�WKH�EHVW�GHDO�87�7KHVH�´IDLUµ�
���5RQLW�=DPLU�� µ&DQ�0HGLDWLRQ�(QDEOH� WKH�(PSRZHUPHQW�RI�'LVDGYDQWDJHG�*URXSV"�$�1DUUDWLYH�$QDO\VLV�RI�&RQVHQVXV�%XLOGLQJ� LQ� ,VUDHO¶�
(2011) 16 Harvard Negotiation Law Review 193. While it is possible that the same injustice would have even taken place in a litigation process, 
the author defends this by saying it was probably the very fact that the parties were non-legal persons that made them rely on the law so much. 
The law acknowledges that there cannot be just one single solution to any problem. Besides, “justice and good conscience” principles implicit in 
the law might have allowed the court to override this legal point; See also Boulle, L. 0HGLDWLRQ��3ULQFLSOHV��3URFHVV�DQG�3UDFWLFH (Butterworth, 
1996), 56. Burton (cited in Boulle 1996) argues that mediation provides “private justice behind closed doors... encouraging the exploitation of the 
powerless”. One might also argue that the same result would have occurred even in a court of law. But the author counters this argument by saying 
it was probably the awe of law that non-legal people have which resulted in such a stand being taken in the negotiation. Had the same dispute taken 
place in a court of law, there was greater chance that the court would have, at the very least, allowed the residents to advance their argument in a 
spirit of justice and good conscience. Besides, the neutrality and impartiality of the law which treats every person equally, would have ironed out 
the power imbalance to a greater extent. 
���/D[��'�$�DQG�6HEHQLXV��-�.�µ7KUHH�(WKLFDO�,VVXHV�LQ�1HJRWLDWLRQ¶��LQ�&DUULH�0HQNHO�0HDGRZ�DQG�0LFKDHO�:KHHOHU��HGV����:KDW¶V�)DLU��(WKLFV�
IRU�1HJRWLDWRUV���VW�HG���-RVVH\�%DVV������������
87 E. Allan Lind and Tom R. Tyler, 7KH�6RFLDO�3V\FKRORJ\�RI�3URFHGXUDO�-XVWLFH��3OHQXP�3UHVV��1HZ�<RUN��������FLWHG�LQ�:LOOLDP�=DUWPDQ, et al., 
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FRQVHQVXV�EDVHG�RXWFRPHV�UHDFKHG� LQ�QHJRWLDWLRQV�DQG�PHGLDWLRQV�KDYH� WUDGLWLRQDOO\�EHHQ�KDLOHG�DV�´MXVWµ�
RXWFRPHV��EDVHG�RQ� WKH� UHDVRQLQJ� WKDW�ERWK� WKH�SDUWLHV�KDYH�E\� WKHLU�RZQ�YROLWLRQ�ZRUNHG�RXW�D�PXWXDOO\�
satisfactory solution.88� ,Q�IDFW�� LW�KDV�EHHQ�DUJXHG�WKDW� WKLV� LV�PRUH�GHVLUDEOH�DQG�PRUH� MXVW� WKDQ� MXGJPHQWV�
GLVKHG�RXW�E\�MXGJHV��ZKLFK�LW�LV�VDLG�ZRXOG�LQYDULDEO\�EH�XQDFFHSWDEOH�IRU�WKH�RQH�SDUW\�ZKLFK�ZRXOG�EH�SXW�
WR�D�FRPSOHWH�ORVV�VLQFH�OLWLJDWLRQV�UHO\�RQ�D�ZLQ�ORVH�UHVXOW��

%XW�WKDW�ULJKW�WKHUH�LV�WKH�SUREOHP�WKH�DXWKRU�VHHNV�WR�LGHQWLI\��WKDW�´MXVWLFHµ�LQ�QHJRWLDWLRQV�GHSHQGV�VROHO\�RQ�
WKH�SDUWLHV·�SHUVRQDO�FKRLFH�RI�WKH�W\SH�RI�MXVWLFH�89�DFFRUGLQJ�WR�WKH�QDWXUH�RI�WKH�GLVSXWH�DQG�WKHLU�LGHDV�DQG�
LQWHUHVWV��)DLUQHVV�HOHPHQWV�DUH�W\SLFDOO\�XVHG�E\�WKH�SDUWLHV�DV�D�WRRO�WR�EROVWHU�DQG�OHJLWLPL]H�WKH�SRVLWLRQ�
ZKLFK�IDYRXUV�WKHLU�LQWHUHVWV��(YHQ�LI�́ UHDO�IDLUQHVVµ�LV�VRXJKW�IRU��LW�LV�VLPSO\�WR�SUHYHQW�FRQVWDQW�FRQIURQWDWLRQ�
DQG�VWDOHPDWHV�RZLQJ�WR�WKH�SDUWLHV·�%$71$��(YHQWXDOO\�WKH�SDUWLHV�PD\�HQG�XS�FKRRVLQJ�ZKDW�LQ�WKHLU�H\HV�
LV�IDLU��VSOLWWLQJ�WKH�GLIIHUHQFH�EHWZHHQ�WKHLU�IDLUQHVV�SULQFLSOHV�RU�RQH�RI� WKHP�FRPSURPLVLQJ�IDLUQHVV�DQG�
FRQFOXGLQJ�WKH�DJUHHPHQW�RQ�QRQ�IDLUQHVV�SULQFLSOHV�90  

,W�LV�TXLWH�FOHDU�WKHQ�WKDW�´MXVWLFHµ�²�ZKHWKHU�GLVWULEXWLYH�RU�SURFHGXUDO�²�LV�ODUJHO\�D�PDWWHU�RI�SHUFHSWLRQ�91 
3HUFHLYHG�´MXVWLFHµ� LV� GLIIHUHQW� IURP�DFWXDO� MXVWLFH��7KH� DQFLHQW� DQG�PRUH� UHFHQW�SKLORVRSKHUV� LGHQWLÀHG�D�
QXPEHU�RI�HOHPHQWV�WKDW�FDQ�FRQWULEXWH�WR�D�GHÀQLWLRQ�RI�MXVWLFH��LQFOXGLQJ��L��GHVHUYLQJQHVV��WKH�HDUO\�5RPDQV�
DQG�$ULVWRWOH����LL��JHQHUDOO\�UDWKHU�WKDQ�LQGLYLGXDOO\�DSSOLFDEOH�DFWV��L�H���SHRSOH·V�DFWLRQV�DUH�QRW�RQO\�UHOHYDQW�
IRU�WKHPVHOYHV��.DQW�DQG�0LOO����LLL��LQWHQWLRQDOLW\��$ULVWRWOH��.DQW��DQG�0LOO����LY��QRW�VHOI�LQWHUHVWHG��.DQW�
DQG�+XPH��DQG��Y��QRW�FKDULW\��0LOO���QRQH�RI�ZKLFK�DUH�PHW�E\�QHJRWLDWLRQV�DQG�PHGLDWLRQV� 92�7KHUHIRUH��
ZKHWKHU�WKHUH�LV�DQ\WKLQJ�LQKHUHQWO\�¶MXVW·�DERXW�WKH�QRWLRQV�RI�¶IDLUQHVV·�WKDW�WKH�SDUWLHV�UHO\�XSRQ�LV�HYLGHQWO\�
TXHVWLRQDEOH�93

3LOOXWOD�DQG�0XUQLJKDQ·V�FRPSUHKHQVLYH� UHYLHZ�RI� UHVHDUFK�VWXGLHV�FRQFOXGHG� WKDW�ZKDW�RQH� WHUPV�DV� IDLU�
VROXWLRQV�FDQ�JHQHUDOO\�EH�FRQFHLYHG�DV�PRWLYDWHG�E\�VHOI�LQWHUHVW�94�2QH�VXFK�QHJRWLDWLRQ�VLPXODWLRQ�YHULÀHG�
WKDW�SHRSOH�KDG�GLIIHUHQW�QRWLRQV�RI�IDLUQHVV�ZKHQ�DVNHG�WR�YLHZ�D�SDUWLFXODU�VLWXDWLRQ�DV�D�WKLUG�SDUW\�MXGJH��
DQG�ZKHQ�UROHV�ZHUH�UHYHUVHG�WR�PDNH�WKHP�RQH�RI�WKH�SDUWLHV��7KH�VXEMHFWV�RI�WKH�VLPXODWLRQ�ZHUH�LQWLPDWHG�
ZLWK�D�SDUWLFXODU�IDFW�VLWXDWLRQ�ZKHUH�D�PRWRUF\FOLVW�PHW�ZLWK�DQ�DFFLGHQW�ZKHQ�KH�KLW�D�FDU�ZKLFK�UHVXOWHG�
LQ�KLP�EHLQJ� LQMXUHG��7KH\�ÀUVW�GHWHUPLQHG�DV�D�QHXWUDO� WKLUG�SDUW\� WKH�GDPDJHV� WKDW� WKH�PRWRUF\FOLVW�ZDV�
IDLUO\�HQWLWOHG�WR��6XEVHTXHQWO\�WKH\�ZHUH�DVVLJQHG�UROHV�DV�RQH�SDUW\�RU�WKH�RWKHU�DQG�LW�ZDV�IRXQG�WKDW�PRVW�
QHJRWLDWLRQV�ZHUH�FRQFOXGHG�ZLWK�HDVH��$QRWKHU�VHW�RI�SHRSOH�ZHUH�WKHQ�DVVLJQHG�WKH�UROHV�ÀUVW��DQG�GLVFRYHUHG�
WKH�IDFW�VLWXDWLRQ�ZKLOH�WKH�QHJRWLDWLRQ�ZDV�LQ�SURJUHVV��7KH\�KDG�D�PXFK�KDUGHU�WLPH�LQ�HIIHFWLQJ�D�VHWWOHPHQW��
µ1HJRWLDWLRQ�DV�D�6HDUFK�IRU�-XVWLFH¶�LQ�,QWHUQDWLRQDO�1HJRWLDWLRQ (Martinus Nijhoff Publishers, 1996), 80.
���:LOOLDP�=DUWPDQ, ibid, 79.
89 The types of justice are detailed in the section on “Distributive and Procedural Injustice”.
���&HFLOLD�$OELQ��µ7KH�5ROH�RI�)DLUQHVV�LQ�1HJRWLDWLRQ¶����������1HJRWLDWLRQ�-RXUQDO����������
91 Nancy A. Welsh, ‘Perceptions of Fairness in Negotiations’ (2004) 87 Marquette Law Review 753, 776. 
���0DGDQ�0��3LOOXWOD�DQG�-��.HLWK�0XUQLJKDQ��µ)DLUQHVV�LQ�%DUJDLQLQJ¶���������������6RFLDO�-XVWLFH�5HVHDUFK���������
93 T.C. Schelling, 7KH�6WUDWHJ\�RI�&RQÀLFW�(Harvard University Press, 1960) cited in Cecilia Albin, ‘The Role of Fairness in Negotiation’ (1993) 
��1HJRWLDWLRQ�-RXUQDO����������
���0DGDQ�0��3LOOXWOD� DQG� -��.HLWK�0XUQLJKDQ�� µ%HLQJ�)DLU� YHUVXV�$SSHDULQJ�)DLU�� 6WUDWHJLF�%HKDYLRXU� LQ�8OWLPDWXP�%DUJDLQLQJ¶� ������� ���
$FDG��0DQDJH��-� ������0DGDQ�0��3LOOXWOD�DQG�-��.HLWK�0XUQLJKDQ�µ)DLUQHVV�YHUVXV�6HOI�,QWHUHVW��$V\PPHWULF�0RUDO�,PSHUDWLYHV�LQ�8OWLPDWXP�
%DUJDLQLQJ¶�LQ�5��0��.UDPHU��DQG�'��0��0HVVLFN��HGV����1HJRWLDWLRQ�DV�D�6RFLDO�3URFHVV��6DJH�3XEOLFDWLRQV���������0DGDQ�0��3LOOXWOD�DQG�-��.HLWK�
0XUQLJKDQ��µ)DLUQHVV�LQ�%DUJDLQLQJ¶���������������6RFLDO�-XVWLFH�5HVHDUFK���������
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7KH�VLPXODWLRQ�VXFFHVVIXOO\�GHPRQVWUDWHG�KRZ�WKH�SUH�QHJRWLDWLRQ�IDLUQHVV�RXWFRPH�WKDW�ZDV�FRQWHPSODWHG�
E\�D�VXEMHFW�DV�D�QHXWUDO�SDUW\�LQ�WKH�ÀUVW�FDVH�ZDV�WDLQWHG�E\�VHOI�LQWHUHVW�LQ�WKH�VHFRQG��PDNLQJ�LW�KDUGHU�WR�
reach a conclusion.95 

7KH�VLQJXODU�TXHVWLRQ� LV�´&DQ�DQ�RXWFRPH�PRWLYDWHG�E\�VHOI�LQWHUHVW�HYHU�EH�FDOOHG� MXVW�� UHJDUGOHVV�RI� WKH�
SDUWLHV·� DFTXLHVFHQFH"µ�0RVW� WKHRULHV� RI� MXVWLFH�� VXFK� DV� WKH� IDPRXV� 5DZOVLDQ� WKHRU\�� DUH� IXQGDPHQWDOO\�
SUHPLVHG�RQ�WKH�K\SRWKHWLFDO�DVVXPSWLRQ�RI�WKH�QHXWUDOLW\�RI�WKH�GHFLGLQJ�SDUW\��WKDW�WR�DFKLHYH�MXVWLFH��KXPDQ�
beings have to be in a state where they are unaware about their own standing and interests in the society.96 
(YHQ�SUDFWLFDOO\��WKH�IDFW�WKDW�ZH�DOZD\V�VWUHVV�RQ�LPSDUWLDO�XQLQWHUHVWHG�SDUWLHV�WR�UHVROYH�GLVSXWHV��VXFK�DV�
MXGJHV�DQG�PHGLDWRUV�DQG�LQGHSHQGHQW�¶DUELWUDWRUV·��IXUWKHUV�WKLV�YLHZ�97�&RQVHTXHQWO\��WKH�DXWKRU·V�DVVHUWLRQ�
WKDW�MXVWLFH�KDV�QHYHU�RFFXSLHG�D�VXEVWDQWLDO�SDUW�RI�WKH�GLVFXVVLRQV�RU�OLWHUDWXUH�RQ�$'5�LV�MXVWLÀHG��,W�KDV�
DOZD\V�EHHQ�XQTXHVWLRQDEO\�SUHVXPHG��ZLWKRXW�DQ\�GHOLEHUDWH�DVVHVVPHQW��WKDW�WKH�RXWFRPH�LV�MXVW�VLQFH�ERWK�
WKH�SDUWLHV�KDYH�DFTXLHVFHG�LQ�LW��QR�UHJDUG�EHLQJ�DWWULEXWHG�WR�D�WKLUG�SDUW\·V�FRQVLGHUDWLRQ�RI�LWV�MXVWQHVV��

II. The need to actualize justice is necessary to prevent the Promotion of a ‘culture of injustice’ 

,QMXVWLFH�DQ\ZKHUH�LV�D�WKUHDW�WR�MXVWLFH�HYHU\ZKHUH��:H�DUH�FDXJKW�LQ�DQ�LQHVFDSDEOH�QHWZRUN�
RI�PXWXDOLW\��WLHG�LQ�D�VLQJOH�JDUPHQW�RI�GHVWLQ\��:KDWHYHU�DIIHFWV�RQH�DIIHFWV�DOO�LQGLUHFWO\��

- 'U��0DUWLQ�/XWKHU�.LQJ��-U��

7KH� ODQJXDJH� RI� ¶DFFHVV� WR� MXVWLFH·� LV� LQVWLQFWLYHO\� DVVRFLDWHG� ZLWK� WKH� SXEOLF� ODZ� GLPHQVLRQV� RI� VRFLDO�
LQHTXDOLWLHV�DQG�VWUXFWXUDO�LPEDODQFHV�LQ�GLVSXWHV�98�&ODVV�DFWLRQV��PLQRULW\�UHVHUYDWLRQV��JD\�ULJKWV�DQG�PDVV�
WRUWV�DUH�WKH�W\SH�RI�LVVXHV�WKDW�VSULQJ�LQWR�RQH·V�PLQG��7KLV�LV�SHUKDSV�WKH�VROH�UHDVRQ�ZK\�MXVWLFH�FRQFHUQV�
KDYH�UHPDLQHG�QRQ�IXQFWLRQDO�LQ�QHJRWLDWLRQV�DQG�PHGLDWLRQV�ZKLFK�IRU�WKH�PRVW�SDUW�GHDO�ZLWK�WUDQVDFWLRQV�
OLNH�FRPPHUFLDO�DQG�EXVLQHVV�PDWWHUV�DQG�FRPPXQLW\�DQG�IDPLOLDO�GLVSXWHV��%XW�WKH�IDFW�RI�WKH�PDWWHU�LV�WKDW�
MXVWLFH�LV�HTXDOO\�DSSOLFDEOH�WR�HYHU\�SULYDWH�WUDQVDFWLRQ�DV�ZHOO��,W�LV�QRW�WKH�LQFLGHQFH�RI�VRFLDO�LVVXHV�EHLQJ�
LQYROYHG�LQ�WKH�GLVSXWH�WKDW�RXJKW�WR�GLFWDWH�WKH�QHFHVVLW\�IRU�MXVWLFH��-XVWLFH�LV�D�WUDQVFHQGHQW�LGHDO��VRPHWKLQJ�
VR�IXQGDPHQWDOO\�DQG�LQWULQVLFDOO\�QHFHVVDU\�WKDW�RQH�FDQQRW�VXSHUÀFLDOO\�FKDUDFWHUL]H�LW�DFFRUGLQJ�WR�WKH�W\SH�
RI�GLVSXWH��

8QGHUVWDQGDEO\��QHLWKHU�QHJRWLDWLRQ�QRU�PHGLDWLRQ�LV�HQFRXUDJHG�LQ�WKH�ÀHOG�RI�FULPLQDO�ODZ��&ULPLQDOV�DUH�
FRQVLGHUHG�YLFHV�RI�WKH�VRFLHW\��DQG�WKHLU�DFWLRQV�DUH�XQLYHUVDOO\�XQGHUVWRRG�WR�´DIIHFW�WKH�VRFLHW\�DW�ODUJHµ��
7KLV�UHDVRQLQJ�XQGHUOLQHV�WKH�PDQGDWH�RI�ODZ�UHTXLULQJ�WKH�6WDWH�WR�SURVHFXWH�WKH�RIIHQGHU��HYHQ�LQ�FDVHV�ZKHUH�
RQO\�D�VLQJOH�SHUVRQ�KDV�VXIIHUHG�WKH�DFWXDO�KDUP��6HWWOLQJ�WKH�PDWWHU�DW�D�SHUVRQDO�OHYHO�LV�GLVDOORZHG�LQ�PRVW�
FDVHV�HYHQ�E\�WKH�ODZ�LWVHOI��DV�FDQ�EH�LQIHUUHG�IURP�LQVWDQFHV�OLNH�SOHD�EDUJDLQLQJ�ZKHUH�D�FULPLQDO�FDQ�EH�
IRUJLYHQ�E\�WKH�YLFWLP�RU�DQ\�RWKHU�OHJDOO\�DXWKRUL]HG�UHSUHVHQWDWLYH�RQO\�ZLWK�WKH�LQWHUYHQWLRQ�DQG�SHUPLVVLRQ�
���/HLJK�7KRPSVRQ�	�-DQLFH�1DGOHU��-XGJPHQWDO�%LDVHV�LQ�&RQÀLFW�5HVROXWLRQ�DQG�+RZ�WR�2YHUFRPH�7KHP in Morton Deutsch and Peter Coleman 
(eds.), +DQGERRN�RI�&RQÀLFW�5HVROXWLRQ (-RVVH\�%DVV�3XEOLVKHUV�������������
���6��)UHHPDQ��µ2ULJLQDO�3RVLWLRQ¶��(GZDUG�1��=DOWD��HG����7KH�6WDQIRUG�(QF\FORSHGLD�RI�3KLORVRSK\�(Spring 2009 Edition) (27 February 1996) 
<KWWS���SODWR�VWDQIRUG�HGX�HQWULHV�RULJLQDO�SRVLWLRQ�!��DFFHVVHG�RQ���-XQH������
97 Owen Fiss, ‘The History of an Idea’ (2009) 78 Fordham Law Review 1273, 1277, 1279. 
���'DYLG�/XEDQ��µ6HWWOHPHQWV�DQG�WKH�3XEOLF�5HDOP¶�����������*HR�/DZ�-RXUQDO�������������
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RI�WKH�&RXUW��7KH�UHDVRQV�EHKLQG�VXFK�D�ODZ�DUH�QRW�WKDW�KDUG�WR�IDWKRP��)RUJLYLQJ�D�SHUVRQ�ZKR�KDV�ZURQJHG�
WKH�VRFLHW\�ZRXOG�HURGH�MXVWLFH��DQG�QHJDWLYHO\�DIIHFW�WKH�LQWHUHVWV�RI�WKH�VRFLHW\��QRW�MXVW�E\�WXUQLQJ�ORRVH�WKDW�
RQH�RIIHQGHU�EXW�DOVR�E\�HQFRXUDJLQJ�VXFK�FULPHV��2QH�VXFK�FDVH�FDQ�WKHUHIRUH�LQÁXHQFH�DQG�GHWHUPLQH�WKH�
DWWLWXGH�RI�VHYHUDO�SHRSOH�LQ�IXWXUH��:KDW�OHJLRQV�RI�QHJRWLDWLRQ�HQWKXVLDVWV�KDYH�SHUKDSV�RYHUORRNHG�LV�WKDW�WKH�
VDPH�HIIHFWV�LQYDULDEO\�DULVH�LQ�VHWWOHPHQWV�FRQFHUQLQJ�SHWW\�FULPLQDO�FDVHV�DQG�HYHQ�FLYLO�FDVHV��DOEHLW�PRUH�
subtly and on a smaller scale.99 

&DQ�D�VLQJOH�SHUVRQ�YRXFK�IRU�D�FRQWHQWLRQ�WKDW�WKH�DVSLUDWLRQ�IRU�¶MXVWLFH·�ZKHQ�ZH�SURFHHG�IRU�OLWLJDWLRQ�LV�
FRQÀQHG�WR�FULPLQDO�RU�SXEOLF�PDWWHUV�DORQH"�7KDW�ZH�GR�QRW�H[SHFW�MXVWLFH�ZKHQ�ZH�DSSURDFK�WKH�&RXUW�IRU�
SULYDWH�FLYLO�GLVSXWHV"�'HVSLWH�WKH�XVXDO�LQÁH[LELOLW\�RI�ODZV�DQG�WKH�VWULFW�LQWHUSUHWDWLRQ�DFFRUGHG�WR�WKHP��
HYHQ�IRUPDO�ODZV�DQG�OLWLJDWLRQ�SURFHVVHV�DFFRPPRGDWH�MXVWLFH�FRQFHUQV�E\�ZD\�RI�EURDGO\�VZHHSLQJ�FRQFHSWV�
OLNH�¶LQ�WKH�LQWHUHVWV�RI�MXVWLFH�DQG�JRRG�FRQVFLHQFH·��&RXUWV�DUH�UHIHUUHG�WR�DV�¶&RXUWV�RI�-XVWLFH·�DQG�MXGJHV�DUH�
H[SHFWHG�WR�SURYLGH�¶MXVWLFH·��QRW�¶VROXWLRQV·��WR�WKH�OLWLJDQWV��7KHUH�LV�D�UHDVRQ�ZK\�HYHQ�SULYDWH�GLVSXWHV�DUH�
UHVROYHG�LQ�D�SXEOLF�VSKHUH��ZK\�WKH\�DUH�UHVROYHG�LQ�DFFRUGDQFH�ZLWK�SXEOLFO\�HYROYHG�FRQVHQVXV�QRUPV�100 
ZK\�REMHFWLYH�VWDQGDUGV�DUH�VHW�IRU�VXFK�D�UHVROXWLRQ�DQG�ZK\�MXVWLFH�UXQV�OLNH�D�ÀQH�JROGHQ�WKURXJKRXW�WKLV�
IUDPHZRUN��1HJRWLDWLRQV��DV�SULYDWH�EDUJDLQV��VHW�WKHLU�RZQ�UXOHV�DQG�VWDQGDUGV��W\SLFDOO\�WKRVH�RI�HIÀFLHQF\�
DQG�VHOI�LQWHUHVW��LQ�VWDUN�FRQWUDVW�WR�WKH�VWDQGDUGV�RI�LPSDUWLDOLW\�DQG�MXVWLFH�VHW�LQ�DGMXGLFDWLRQV�ZKLFK�KDSSHQ�
LQ�WKH�SXEOLF�VSKHUH��7KH�FUX[�RI�WKH�ZKROH�LVVXH�LV�QRW�MXVW�WKDW�QHJRWLDWLRQV�IDLO�WR�SURGXFH�D�MXVW�RXWFRPH��EXW�
WKDW�WKHVH�RXWFRPHV�DUH�FRQVLGHUHG�OHJLWLPDWH�DQG�DFFHSWDEOH�HYHQ�E\�WKH�SDUWLHV�WKHPVHOYHV��QRWZLWKVWDQGLQJ�
WKH�IDFW� WKDW� WKH\�DUH�DZDUH�DERXW� WKH� LQMXVWLFH� LPSOLFLW� LQ� WKHP��7KH�WDFWLFV�DQG�VWUXFWXUDO�GHÀFLHQFLHV�DUH�
FRQVFLRXVO\�JLYHQ� IUHH� UHLQ�� VLQFH�SHRSOH�DVVXPH� WKDW� VXEWOH�XQIDLU�HOHPHQWV� LQ�EDUJDLQLQJ�VHWWOHPHQWV�DUH�
XQDYRLGDEOH�DQG�LQ�IDFW��LW�LV�MXVWLÀHG�IRU�WKH�SDUWLHV�WR�PDNH�XVH�RI�WKH�DGYDQWDJHV�WKH\�SRVVHVV��

+RZHYHU��LW�QHHGV�WR�EH�ERUQH�LQ�PLQG�WKDW�DOWKRXJK�WKH�PDLQ�DLP�RI�HDFK�QHJRWLDWLRQ�LV�WR�UHVROYH�WKH�GLVSXWH��
WKH�PDQQHU� LQ�ZKLFK�QHJRWLDWLRQV�DUH�FRQGXFWHG�DQG� WKH� UHVXOWV� LWVHOI�ZLOO�EH� UHÁHFWLYH�DOVR�RI� WKH�HWKLFDO�
VWDQGDUGV�DGKHUHG�WR�LQ�QHJRWLDWLRQV��7KH�SURFHGXUH�DQG�VXEVWDQWLYH�UHVXOW�ZLOO�LQÁXHQFH�QRW�MXVW�WKH�QHJRWLDWLRQ�
SDWWHUQ�RI�WKH�RWKHU�SDUW\�EXW�DOVR�IXWXUH�QHJRWLDWLRQV�101�7KXV��HDFK�RI�WKHVH�QHJRWLDWLRQV�JUDGXDOO\�FRDOHVFHV�
LQWR�D�¶QHJRWLDWLRQ�FXOWXUH·�LQ�WKH�VRFLHW\��*LYHQ�WKH�UDSLGO\�LQFUHDVLQJ�QXPEHU�RI�QHJRWLDWLRQV��WKH\�KDYH�WKH�
SRWHQWLDO�WR�FROOHFWLYHO\��LQ�WKH�IRUP�RI�D�FXOWXUH��LPSDFW�WKH�EURDGHU�VRFLHWDO�SHUFHSWLRQV�RI�MXVWLFH��2QH�FDQ�
LPDJLQH�ZKDW�QHJRWLDWLRQV��VXFK�DV�VHFXULW\�IUDXG�VHWWOHPHQWV��EHWZHHQ�SDUWLHV�ZKLFK�DUH�PRWLYDWHG�E\�VHOI�
LQWHUHVW��DUH�VHFUHWO\�DUULYHG�DW��DQG�SURWHFWHG�ZLWK�FRQÀGHQWLDOLW\�DJUHHPHQWV��GR�WR�FLYLO� ODZ�HQIRUFHPHQW�
���2ZHQ�)LVV��µ$JDLQVW�6HWWOHPHQW¶�����������<DOH�/DZ�-RXUQDO�������������$OWKRXJK�WKH�EDFNORJ�RI�FDVHV�LQ�WKH�&RXUWV�RI�-XVWLFH�PD\�EH�FXW�
back by the use of such alternative practices, Fiss opines that settlements, like plea bargaining “is a capitulation to the conditions of mass society 
and should neither be encouraged nor praised”.  
100 Although in this section a reference is made to the need for a proper procedure, the process that is referred to is the employment of an impartial 
judge, and not to the civil or the criminal legal procedures. The only thing this article concentrates on is the inclination against a self-interest-
induced process (resolved by the use of a non-interested third party), which doesn’t include an inclination towards any particular process. 
101 Carrie Menkel-Meadow and Michael Wheeler (eds.), :KDW¶V�)DLU��(WKLFV�IRU�1HJRWLDWRUV���VW�HG���-RVVH\�%DVV�������������³7KHUH�LV�DQRWKHU��
more subtle, external effect of the way in which ethical questions in bargaining are resolved. It involves the spillover of the way one person 
bargains into the pattern of dealings of others. Over time, each of us comes to hold assumptions about what is likely and appropriate in bargaining 
interactions. Each tactical choice shapes these expectations and reverberates throughout the circles we inhabit”; Susskind, L. ‘Expanding the 
(WKLFDO�2EOLJDWLRQV�RI�WKH�0HGLDWRU��0HGLDWRU�$FFRXQWDELOLW\�WR�3DUWLHV�QRW�DW�WKH�7DEOH¶��LQ�&DUULH�0HQNHO�0HDGRZ�DQG�0LFKDHO�:KHHOHU��HGV����
:KDW¶V�)DLU��(WKLFV�IRU�1HJRWLDWRUV���VW�HG���-RVVH\�%DVV��������������³$QG��ZKLOH�RQH�RI�WKH�VXSSRVHG�DGYDQWDJHV�RI�PHGLDWLRQ��RYHU�DGMXGLFDWLRQ��
is that the special circumstances in each situation can be addressed de novo, it is wrong to presume that the outcome of one mediation (whether 
formally recorded or not) has no impact on subsequent efforts to resolve similar disputes…. mediated agreements set informal precedents.”
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and knowledge of human wrongs and corrected remedies.102�$GRSWLQJ�D�KDQGV�RII�DSSURDFK�DQG�DGYRFDWLQJ�
¶SULYDWL]DWLRQ�RI� MXVWLFH·�E\�DUJXLQJ�WKDW�QR�RQH�HOVH�QHHG�EH�FRQFHUQHG�DERXW� WKH�QHJRWLDWLRQ��ZLOO� OHDG�WR�
´EDUJDLQLQJ�HWKLFV�EHFRPLQJ�D�ZRUOG�RQWR�LWVHOI��FORVH�QRW�MXVW�IURP�SXEOLF�YLHZ�EXW�IURP�SXEOLF�FRQFHUQ�DQG�
FULWLFLVPµ�103�7KLV�ZLOO�LQ�WXUQ�LQGXFH�SDUWLHV�WR�FDUH�OHVV�DERXW�IDLUQHVV�DQG�PRUH�DERXW�VHOI�DJJUDQGL]HPHQW��VR�
WKDW�LQHTXDOLWLHV�DQG�LQMXVWLFH�FRQFHUQV�JHW�DFFHQWXDWHG��MXVWLFH�JHWV�JUDGXDOO\�HURGHG�DQG�HYHQWXDOO\�D�¶FXOWXUH�
RI�LQMXVWLFH·�LV�SHUSHWXDWHG��

7KLV�DUJXPHQW�FDQ�DSWO\�EH�DSSOLHG�WR�MXVWLI\�WKH�QHHG�IRU�MXVWLFH�LQ�FRPPHUFLDO�WUDQVDFWLRQV��FUXFLDO�EHFDXVH�
WKHUH�LV�DQ�LQWXLWLYH�WHQGHQF\�WR�SULYDWL]H�WKHP�DQG�LV�RQH�RI�WKH�FRQVWDQW�FRXQWHU�DUJXPHQWV�E\�SUR�QHJRWLDWRUV��
:KHQ�SDUWLHV�FKRRVH�WR�QHJRWLDWH�LQVWHDG�RI�OLWLJDWH�LQ�FRPPHUFLDO�PDWWHUV��RQH�RI�WKH�PDLQ�UHDVRQV�IRU�WKLV�LV�
EHFDXVH�WKH\�GR�QRW�NQRZ�H[DFWO\�ZKR�ZLOO�EH�IDYRXUHG�LQ�WKH�OLWLJDWLRQ���,W�LV�UHDVRQDEOH�WR�DVVXPH�WKDW�DQ\�
FRPSURPLVH�ZLOO�LQHYLWDEO\�UHVXOW�LQ�WKH�ZRXOG�EH�ZLQQHU�FRQFHGLQJ�VRPHWKLQJ�ZKLFK�KH�RWKHUZLVH�ZRXOG�
QRW�KDYH�KDG�WR�LQ�WKH�OLWLJDWLRQ��5HVHDUFK�RQ�ERXQGHG�UDWLRQDOLW\�LQ�VHWWOHPHQWV�KDV�SURYHG�WKDW�SHRSOH�GR�
QRW�PDNH�DQ�HIIRUW�WR�VHDUFK�IRU�WKH�PRVW�RSWLPDO�VROXWLRQ��EXW�VHWWOH�IRU�D�VXERSWLPDO�VROXWLRQ�LQ�PRVW�FDVHV��
RQH�WKDW�LV�DFFHSWDEOH�LQ�WHUPV�RI�HIIHFWLYHQHVV�RU�SHUIRUPDQFH�104�7KH�UHVXOW�ZRXOG�XQMXVWLÀDEO\�HQULFK�WKH�
ZURQJ�GRHU��ZKLFK�LV�H[DFWO\�KRZ�LQMXVWLFH�LV�RFFDVLRQHG��$OWKRXJK�LW�LV�FRPPRQO\�DUJXHG�WKDW�QHJRWLDWLRQV�
LQ� VXFK� FRPPHUFLDO�PDWWHUV�JLYH�\RX� WKH� FKDQFH� WR�GHULYH�PXWXDO� EHQHÀW� WKURXJK� LQWHJUDWLYH�QHJRWLDWLRQ��
ZKLFK�DFWXDOO\�VHHPV�TXLWH�MXVW�105�WKLV�LV�DFWXDOO\�ZKDW�PD\�DW�WKH�PRVW�EH�WHUPHG�DV�DFKLHYHPHQW�RI�SHDFH�
WKURXJK�PD[LPL]DWLRQ�RI�SULYDWH�LQWHUHVWV106�ZKHUH�´FXOWXUDO�QRWLRQV�RI�MXVWLFH�DUH�IDFWRUHG�RXWµ�107 A “decision 
DERXW�IDXOW�DQG�OLDELOLW\�LV�RIWHQ�FULWLFDO�WR�IXWXUH�FRPPXQLW\�SHDFH��SV\FKRORJLFDOO\�LPSRUWDQW�WR�LQGLYLGXDOV��
WKHUDSHXWLF� IRU� VRFLHW\� DW� ODUJH�� DQG� D� XVHIXO�ZD\� WR� HVWDEOLVK� VRFLHWDO� QRUPV�µ108� ,QVWHDG�� VHWWOHPHQWV� DUH�
´RIWHQ�DFFRPSDQLHG�E\�H[FXOSDWRU\�VWDWHPHQWV�WR�WKH�HIIHFW�WKDW�QR�ZURQJGRLQJ�RU�OLDELOLW\�LV�DGPLWWHGµ�DQG�
LQVWHDG�HPSKDVLV�LV�SODFHG�RQ�WKH�IUDJLOH�UKHWRULF�RI�´FRPSURPLVH�DQG�UHODWLRQVKLSµ�109�7KHUHIRUH��WKH�SDUWLHV�
XVH� WKH� IUDJLOH� UKHWRULF�RI� ¶UHODWLRQVKLS�PDLQWHQDQFH·� WR�7KHUH� LV�D�JUHDW�SRWHQWLDO� IRU� ¶UHSHDW�SOD\HUV·110 to 
PLVXVH� WKLV� HQWUHQFKHG�SUHMXGLFH�RI� ¶UHODWLRQVKLS·� WR�JORVV�RYHU� WKHLU�ZURQJV� HDFK� WLPH�E\� LQGXFLQJ�RWKHU�
SDUWLHV�WR�QHJRWLDWH��:KDW�WKH\�DUH�DFWXDOO\�GRLQJ�LV�PD[LPL]LQJ�SULYDWH�JDLQV��DW�WKH�FRVW�RI�MXVWLFH��7KLV�WUHQG�
FRQWULEXWHV�VLJQLÀFDQWO\�WR�WKH�SURPRWLRQ�RI�WKH�¶FXOWXUH�RI�LQMXVWLFH·��ZKLFK�FDQ�GDQJHURXVO\�SHQHWUDWH�LQWR�
QRQ�FRPPHUFLDO�PDWWHUV�DV�ZHOO��%HVLGHV��DFFRUGLQJ�WR�)LVV��SULYDWH�VHWWOHPHQWV�GR�QRW�HYHQ�SURPLVH�´WUXH�
UHFRQFLOLDWLRQµ��GHVSLWH�LWV�WDOO�FODLPV�RI�PDLQWDLQLQJ�UHODWLRQV��7KH�YHU\�IDFW�WKDW�WKH�GLVSXWH�KDV�GLVLQWHJUDWHG�
102 Derek Bok, /\LQJ��0RUDO�&KRLFH�LQ�3XEOLF�DQG�3ULYDWH�/LIH�(Pantheon, 1978), cited in Carrie Menkel-Meadow and Michael Wheeler (eds.), 
:KDW¶V�)DLU��(WKLFV�IRU�1HJRWLDWRUV���VW�HG��-RVVH\�%DVV��������;9,,�
103 Elanor Holmes Norton, ‘Bargaining and the Ethics of Process’, in ibid, �����7KLV�UHLQIRUFHV�)LVV¶�FRQWHQWLRQ�WKDW�³GLVSXWH�UHVROXWLRQ�SULYDWL]HV�
values,” creating an environment in which “there are no public values or goals, only the private desires of individuals.” (Owen Fiss, 7KH�/DZ�DV�LW�
&RXOG�%H��1HZ�<RUN�8QLYHUVLW\�3UHVV������������
����0��+��%D]HUPDQ��-XGJPHQW�LQ�0DQDJHULDO�'HFLVLRQ�0DNLQJ��:LOH\�3UHVV��1HZ�<RUN���������FLWHG�LQ�'DYLG�&UHPHU�DQG�(ULF�'MLN��µ)DLUQHVV�
DQG�(WKLFV�LQ�6RFLDO�'HFLVLRQ�0DNLQJ¶��������������6RFLDO�-XVWLFH�5HVHDUFK�����
����0LFKDHO�0RWWLII��µ7KUHH�7KLQJV�WR�EH�$JDLQVW��6HWWOHPHQW�QRW�LQFOXGHG�¶��������)RUGKDP�/DZ�5HYLHZ����:LOOLDP�=DUWPDQ, et al., ‘Negotiation 
DV�D�6HDUFK�IRU�-XVWLFH¶�LQ�,QWHUQDWLRQDO�1HJRWLDWLRQ (Martinus Nijhoff Publishers, 1996), 81. 
����)LVV��2�0��µ$JDLQVW�6HWWOHPHQW¶�����������<DOH�/DZ�-RXUQDO������������
����0��+��%D]HUPDQ��-XGJPHQW�LQ�0DQDJHULDO�'HFLVLRQ�0DNLQJ��:LOH\�3UHVV��1HZ�<RUN���������FLWHG�LQ�'DYLG�&UHPHU�DQG�(ULF�'MLN��µ)DLUQHVV�
DQG�(WKLFV�LQ�6RFLDO�'HFLVLRQ�0DNLQJ¶��������������6RFLDO�-XVWLFH�5HVHDUFK�����
108 Steven H. Goldberg, ‘“Wait a Minute, #is Is Where I Came In”: A Trial Lawyer’s Search for Alternative 
'LVSXWH�5HVROXWLRQ�������%�<�8��/��5HY�������������
����/DXUD�1DGHU��µ&RQWUROOLQJ�3URFHVVHV�LQ�WKH�3UDFWLFH�RI�/DZ��+LHUDUFK\�DQG�3DFL¿FDWLRQ�LQ�WKH�0RYHPHQW�WR�5H�)RUP�'LVSXWH�,GHRORJ\¶ (1993) 
��2KLR�6W��-��RQ�'LVS��5HVRO��������
110 Refer section on “Structural Procedural Injustice”. 
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WR�VXFK�D�VLWXDWLRQ�DV�WR�GHPDQG�IRUPDO�VROXWLRQV�HYLGHQFHV�WKH�IDFW�WKDW�UHODWLRQV�KDYH�EURNHQ�GRZQ��$W�PRVW��
ZKDW�RQH�DFTXLUHV�LV�D�´WUXFHµ��SUHIHUDEOH�VLPSO\�EHFDXVH�LW�FDQ�EH�DWWDLQHG�ZLWKRXW�WRR�PDQ\�H[SHQVHV�DQG�
RQ�WKH�SDUWLHV·�RZQ�WHUPV�111�7KH�SHUVLVWHQW�ODFN�RI�MXVWLFH�WKDW�QHJRWLDWLRQV�DQG�PHGLDWLRQV�LQKHUH�WKHUHIRUH�
GHVHUYHV�WR�EH�DFFRUGHG�D�SURPLQHQW�SRVLWLRQ�LQ�VFKRODUO\�GLVFXVVLRQV�UHJDUGLQJ�QHJRWLDWLRQV�DQG�PHGLDWLRQV��
JLYHQ�WKH�WUHPHQGRXV�LPSDFW�WKH\�KDYH�RQ�WKH�VRFLHW\��

II. Conclusion

¶2EMHFWLYH� MXVWLFH·� LV� VRPHWKLQJ� WKDW� FDQ� UDUHO\� EH� DFKLHYHG� LQ� QHJRWLDWLRQV�� JLYHQ� WKH� LQKHUHQW� VWUXFWXUDO��
SV\FKRORJLFDO�DQG�RWKHU�EDUULHUV� WKDW� WKH\�SUHVHQW��%XW� ¶MXVWLFH·� LV� WKDW�RYHUDUFKLQJ��DOEHLW�HOXVLYH��FRQFHSW�
ZKLFK�HDFK�RI�XV�VHHN�LQ�RXU�GDLO\�OLIH��,W�LV�DQ�HQGXULQJ�LGHDO�WKDW�JRYHUQV�WKH�VRFLHW\�WKDW�HDFK�RI�XV�LV�D�SDUW�
RI��VRPHWKLQJ�ZLWKRXW�ZKLFK�VRFLHW\�ZRXOG�FROODSVH�LQWR�GLVRUGHU��$V�%URQVWHHQ�SXW�LW��´MXVWLFH�LV�D�SXEOLF�
JRRG��REMHFWLYHO\�FRQFHLYHG��DQG�LV�QRW�UHGXFLEOH�WR�WKH�PD[LPL]DWLRQ�RI�WKH�VDWLVIDFWLRQ�RI�WKH�SUHIHUHQFHV�
RI�WKH�FRQWHVWDQWV��ZKLFK��LQ�DQ\�HYHQW��DUH�D�IXQFWLRQ�RI�WKH�GHSORUDEOH�FKDUDFWHU�RI�WKH�RSWLRQV�DYDLODEOH�WR�
WKHP�µ112�7R�OLYH�LQ�D�VRFLDO�FRQVWUXFW�ZKHUH�ZH�DGRSW�DQ�¶HDFK�PDQ�WR�KLV�RZQ·�DSSURDFK�DQG�KDYH�GLVSXWHV�
UHVROYHG�RQ�WKH�EHQFKPDUN�RI�SULYDWH�SDUWLHV·�VDWLVIDFWLRQ�UDWKHU�WKDQ�D�KLJKHU�LGHDO�LV�ZRUULVRPH�LQGHHG��,I�
QHJRWLDWLRQV�DQG�PHGLDWLRQV��IRU�DOO�WKHLU�FRVW�DQG�WLPH�UHGXFWLRQ�WHFKQLTXHV��GR�QRW�HQVXUH�MXVWLFH��DUH�WKH\�
VWLOO�DFFHSWDEOH"�,I�WKH\�DUH�HQFRXUDJHG�DV�PRUH�HIIHFWLYH�DOWHUQDWLYHV�WR�OLWLJDWLRQV�DQG�DUH�WRXWHG�WR�SURYLGH�
EHWWHU�¶DFFHVV�WR�MXVWLFH·�WKDQ�WKH�FRXUWV�113�LVQ·W�LW�RXU�GXW\�WR�TXHVWLRQ�LI�EHVLGHV�WKH�´DFFHVVµ��WKH�´MXVWLFHµ�
SURPLVHG�LV�EHLQJ�VHFXUHG�DV�ZHOO"�)UDPHG�LQ�WKLV�PDQQHU��RQH�PLJKW�QRZ�FRPH�WR�VHH�ZK\�¶REMHFWLYH�MXVWLFH·�
FRQVLGHUDWLRQV�DUH�FUXFLDO��GHVSLWH�WKH�REYLRXV�VDWLVIDFWLRQ�RI�WKH�SDUWLHV�WR�WKH�QHJRWLDWLRQ��6RFLHWDO�KDUPRQ\�
DQG�VRFLDO�RUGHU� LV� IXQGDPHQWDOO\�SUHPLVHG�RQ� WKH�QRWLRQV�RI� MXVWLFH�DQG�JRRG� IDLWK��DQG�QHJRWLDWLRQV�DQG�
PHGLDWLRQV��DV�PHWKRGV�RI�GLVSXWH�UHVROXWLRQ��GLVWXUE�WKH�YHU\�IRXQGDWLRQ�WKDW�VRFLHW\�LV�EXLOW�RQ��,W�LV�HVVHQWLDO�
WR�UHVWRUH�MXVWLFH�WR�WKH�SRVLWLRQ�LW�GHVHUYHV�DV�SDUW�RI�KXPDQ�HIIRUWV�WR�UHVROYH�GLVSXWHV�DQG�VROYH�SUREOHPV��DQG�
KRSHIXOO\��WKH�VPDOO�DWWHPSW�PDGH�WRZDUGV�WKLV�HQG�LQ�WKLV�DUWLFOH�ZLOO�RSHQ�SHRSOH·V�H\HV�WR�WKLV�UHTXLUHPHQW�

����)LVV��2�0��µ$JDLQVW�6HWWOHPHQW¶�����������<DOH�/DZ�-RXUQDO������������
112 6HH�-RKQ�%URQVWHHQ��µ6RPH�7KRXJKWV�$ERXW�WKH�(FRQRPLFV�RI�6HWWOHPHQW¶�����������)RUGKDP�/DZ�5HYLHZ������FLWHG�LQ�)LVV��µ7KH�+LVWRU\�
of an Idea’ (2009) 78 Fordham Law Review 1273.
113 S. Brown, C. Cervenak and D. Fairman, ‘Alternative Dispute Resolution Practitioners’ Guide’ <KWWS���ZZZ�XVDLG�JRY�RXUBZRUN�GHPRFUDF\B
DQGBJRYHUQDQFH�SXEOLFDWLRQV�SGIV�SQDFE����SGI! (A Publication by the Centre for Democracy and Governance, United States Agency for 
,QWHUQDWLRQDO�'HYHORSPHQW���������DFFHVVHG�RQ���-XQH�������������
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Abstract(
On#the#15#January#2013#the#Fourth#Section#of#the#European#Court#of#Human#Rights#handed#down#its#highly#

anticipated# judgment# in#Eweida#and#Others# v#The#United#Kingdom.#The# case# concerned# the# challenge#by#

four#applicants#against#the#United#Kingdom#(‘UK’)#regarding#the#alleged#infringement#of#their#rights#under#

Article#9#(freedom#of#thought,#conscience#and#religion)#and#Article#14#(prohibition#of#discrimination)#of#the#

European# Convention# on# Human# Rights# (hereafter# the# ‘Convention’).# The# first# and# fourth# applicant# (Ms.#

Eweida# and# Mr.# McFarlane# respectively)# were# employed# by# private# companies,# and# thus# the# Court# was#

required#to#determine#whether,# in#all#the#circumstances,#the#State#authorities#complied#with#their#positive#

obligation#under#Article# 9# to# ensure# that# the# applicants’# rights#were# sufficiently# secured#within# domestic#

law.# The# second# and# third# applicants’# claims#were# against# national# authorities,# and# thus# the# Convention#

rights#were#invoked#directly#against#the#State,#requiring#the#Court#to#determine#whether#there#had#been#an#

interference#with#their#Article#9#rights.###

The#Court#held#that#the#first#applicant#had#suffered#an#infringement#of#her#Article#9#rights#that#could#not#be#

justified#by#Article#9(2).#The#complaints#of#the#second,#third#and#fourth#applicants#were#dismissed.####

(
Facts(and(Submissions((

(i)# First#applicant!

Ms.!Eweida!was!a!practising!Christian!who,!from!1999,!worked!as!check!in!staff!for!the!private!company!
British!Airways!Plc.!British!Airways!operate!a!strict!uniform!policy,!and!in!2004!produced!a!new!wearer#
guide! to! coincide!with! the! introduction!of!new!uniforms.!The!guide! stipulated! that! ‘[a]ny!accessory!or!
clothing!item!that!the!employee!is!required!to!have!for!mandatory!religious!reasons!should!at!all!times!
be!covered!by!the!uniform.’!If!the!nature!of!any!item!was!such!that!this!policy!could!not!be!complied!with,!
approval! was! required! from! local! management,! unless! approval! was! already! contained! within! the!
uniform! guidelines.! Items! that! British! Airways! considered! to! be!mandatory! for! religious! reasons! that!
were!unable!to!be!concealed!included!the!Sikh!turban!and!the!Muslim!hijab.!These!were!only!permitted!
in!British!Airways!approved!colours.!!
!

In! May! 2006! Ms.! Eweida! began! wearing! a! cross! on! the! outside! of! her! uniform! as! a! sign! of! her!
commitment! to! her! faith,! and! in! breach! of! the! uniform! guidelines.! On! several! occasions! she! was!
requested! to! conceal! the! item,! which! she! reluctantly! did.! Subsequently,! on! 20! September! 2006,! she!
refused! to! remove! the! cross! and! was! sent! home! without! pay! until! she! chose! to! attend! work! in!
compliance!with!the!uniform!code,!as!per!British!Airways!practice.!On!23!October!2006!she!was!offered!
administrative!work!in!a!non;customer!facing!role,!without!uniform!requirements,!but!she!refused!this!
offer.!!
After!considerable!media!attention!concerning!Ms.!Eweida’s!case,!British!Airways!began!a!review!of!its!
uniform! policy! in! November! 2006! regarding! the! wearing! of! religious! symbols,! which! included!
consultation!with!staff!members!and!trade!union!representatives.!It!was!decided!that,!with!effect!from!1!
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February! 2007,! the! display! of! religious! symbols! was! permitted! where! authorised,! and! the! cross! was!
given! immediate!authorisation.!Ms.!Eweida!returned! to!work!on!3!February!2006,!but!British!Airways!
refused!to!compensate!her!for!the!loss!of!earnings!during!the!period!in!which!she!was!away!from!work.!
!

The!Employment!Tribunal!rejected!Ms.!Eweida’s!claim!for!indirect!discrimination,!contrary!to!Regulation!
3!of!the!Employment#Equality#(Religion#and#Belief)#Regulations#2003,!and!the!claim!of!a!breach!of!her!right!
to!manifest!her!religion!under!Article!9.!The!Employment!tribunal!did!not!deem!the!wearing!of!the!cross!
to!be!a!mandatory!requirement!of!her!religion,!and!that!as!no!other!Christians!had!complained,!there!had!
been! no! general! disadvantage! to! establish! indirect! discrimination.! The! Employment! Appeal! Tribunal!
rejected!her!appeal!in!November!2008!and!held!that!the!concept!of!indirect!discrimination!implied!the!
necessity!for!group!disadvantage,!and!that!evidence!to!this!effect!had!not!been!established.1!Similarly,!the!
Court! of! Appeal! in! February! 2010! rejected! her! appeal! on! the! grounds! that! evidence! of! group!
disadvantage! was! needed! to! establish! indirect! discrimination.2! The! Court! also! did! not! consider! Ms.!
Eweida’s! case! under!Article! 9,! and! referred! to! the! judgment! of! Lord!Bingham! in!R(SB)# v# Governors# of#
Denbeigh#High#School3!where!it!was!held!that!the!Strasbourg!institutions!were!not!forthcoming!in!finding!
an!interference!with!the!freedom!to!manifest!religion!when!employment!that!did!not!accommodate!the!
practice!in!question!had!been!voluntarily!accepted.4!On!26!May!2010!she!was!refused!leave!to!appeal!to!
the!Supreme!Court.!!
!

Ms.!Eweida! complained! to! the!European!Court!of!Human!Rights! that! the! sanction! that! she! suffered!at!
work! breached! her! Convention! rights! under! Article! 9,! taken! alone! or! in! conjunction! with! Article! 14.!
Broadly,!three!submissions!were!made:!

1. The!visible!displaying!of!a!cross!was!a!generally!recognised!form!of!practising!Christianity,!and,!in!
any!event,!this!test!for!engaging!Article!9!ECHR,!as!formulated!by!the!Government,!was!incorrect.!
It! was! vague! and! required! courts! to! enter! theological! debate,! which! was! beyond! their!
competence.!

2. To!be!restrictive!in!the!interpretation!as!to!what!constituted!an!interference!with!Article!9!ECHR!
would!be!inconsistent!with!freedom!of!religion!being!a!fundamental!right.!No!other!right!of!this!
nature!is!restricted!in!the!sense!that!it!is!possible!to!avoid!the!interference!by!finding!alternative!
employment.!Any!other!means!of!avoiding!the!restriction!should!only!be!considered!under!Article!
9(2)! when! considering! whether! the! restriction! was! justified,! and! was! not! relevant! to! the!
consideration! under! Article! 9(1)! of! whether! that! had! actually! been! any! interference.! It! is!

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
1![2009]!ICR!303!
2![2010]!EWCA!Civ!80!
3![2006]!UKHL!15!
4!Ibid![23]!(Lord!Bingham)!
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submitted! in! this! case! that! there!was! a! clear! interference,! as!Ms.! Eweida!was! prevented! from!
displaying!her!cross,!and!she!suffered!a!loss!of!earnings.!

3. There!was!an!ongoing!failure!in!domestic!law!to!give!adequate!protection!to!Ms.!Eweida’s!Article!
9! rights,! as! she! was! denied! the! protection! to! manifest! her! religious! belief.! As! there! was! no!
evidence! that! the! wearing! of! the! cross! was! a! widely! practiced! manifestation! of! her! Christian!
belief,!she!was!unable!to!prove!group!disadvantage.!This!precluded!her!from!making!a!successful!
claim!of!discrimination,!despite!also!being!inherently!vulnerable!to!returning!arbitrary!results.!

!

(ii)# Second#applicant!

Ms.!Chaplin!was!similarly!a!practising!Christian!who!chose!to!express!her!belief!by!the!wearing!of!a!cross!
on!a!chain!around!her!neck.!She!believed!that!to!remove!her!cross!would!be!a!violation!of!her!faith.!She!
was!employed!in!a!State!hospital!by!Royal!Devon!and!Exeter!NHS!Foundation!Trust!from!April!1989!to!
July!2000,!with!exceptional!employment!history,!and!at!the!time!of!the!events!in!question!was!working!as!
a!geriatric!nurse.!The!hospital’s!uniform!policy!was!based!on!guidelines!produced!by!the!Department!of!
Health,!and!provided!that!any!jewellery!that!was!worn!must!be!discreet.!Furthermore,!under!paragraph!
five,!jewellery!was!to!be!kept!to!a!minimum!to!decrease!the!risk!of!cross!infection,!and!that!no!necklaces!
were!to!be!worn!when!handling!patients!to!reduce!the!risk!of!injury.!If!for!religious!or!cultural!reasons,!
staff! wished! to! wear! particular! items! of! clothing! or! jewellery,! they! were! to! seek! the! approval! of!
management!who!would!not!unreasonably!withhold!approval.!
!

Evidence! before! the! Employment! Tribunal! showed! that! other! Christian! staff! had! been! requested! to!
remove!a!cross!and!chain,!Sikh!nurses!had!been!requested!to!remove!their!bangle!or!kirpan,!and!Muslim!
nurses!had!been!required!to!wear!a!close!fitting! ‘sports’!hijab!that!resembled!a!balaclava!helmet.!They!
had!all!complied!with!these!requests.!In!June!2009!Ms.!Chaplin’s!manager!requested!that!she!remove!her!
cross!and!chain,!and!she!was!refused!approval!to!wear!the!religious!symbol!on!health!and!safety!grounds!
as!the!chain!may!cause!injury!if!a!patient!pulled!on!it.!Furthermore,!the!chain!may!also!come!into!contact!
with! open! wounds,! and! therefore! Ms.! Chaplin’s! suggestion! of! wearing! a! chain! secured! by! magnetic!
catches!did!not!present!a!viable!alternative.!It!was!suggested!to!Ms.!Chaplin!that!she!may!wear!the!cross!
attached! to! her! lanyard!which! held! her! identity! badge.! However,! she! rejected! this! suggestion,! as! this!
badge!was!also!required!to!be!removed!when!performing!clinical!duties.!Ms.!Chaplin!was!then!moved!to!
a!non;nursing!position!in!November!2009,!which!ceased!to!exist!in!July!2010.!!
!

She! made! complaints! of! both! direct! and! indirect! discrimination! to! the! Employment! Tribunal! in!
November! 2009.! In! May! 2010! the! Tribunal! held! that! there! had! been! no! direct! discrimination! as! the!
hospital!had!based!its!stance!on!health!and!safety!grounds!as!opposed!to!religious!grounds.!Furthermore,!
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there!was!found!to!be!no!indirect!discrimination!as!there!was!no!evidence!of!group!disadvantage,!as!it!
could!not!be!shown!that!anyone!other!than!the!applicant!had!been!put!at!particular!disadvantage.!The!
response! of! the! hospital! to! the! request! by! Ms.! Chaplin! to! wear! her! cross! visibly! had! also! been!
proportionate.!!
!

The!applicant!was!advised!that,!following!the!case!of!Ms.!Eweida!in!the!Court!of!Appeal,!an!appeal!to!the!
Employment! Appeal! Tribunal! would! have! no! prospect! of! success.! Ms.! Chaplin! complained! to! the!
European!Court!of!Human!Rights!under!Article!9,!taken!alone!or!in!conjunction!with!Article!14,!and!made!
three!substantive!submissions;!

1. The! wearing! of! a! cross! was! clearly! a! recognised! aspect! of! Christianity,! and! it! was! wrong! to!
distinguish!between!‘requirements’!and!‘non;requirements’!of!a!religion!with!the!intention!that!
the! protection! afforded! by! Article! 9! should! only! extend! to! ‘requirements’.! This!would! set! the!
threshold! for! protection! too! high,! and! give! a! higher! level! of! protection! to! more! prescriptive!
religions.!

2. Recent!case!law!of!the!Court!and!the!Commission!does!not!support!the!contention,!made!by!the!
Government,! that! a! requirement! to! remove! or! conceal! her! cross! did! not! constitute! an!
interference!with!her!right!to!manifest!her!religion!or!belief.!

3. The!interference!was!not!justified!under!Article!9(2),!as!no!evidence!had!been!adduced!that!the!
wearing! of! the! cross! presented! a! health! and! safety! problem.! Furthermore,! the! difference! in!
treatment!between!Ms.!Chaplin!and!other!employees!of!religion!constituted!a!breach!of!Article!9!
taken!in!Conjunction!with!Article!14.!!!

!

(iii)# Third#applicant!

The! third!applicant,!Ms.!Ladele,!was!a!Christian!who!believed! that!marriage! is!a!union!between!a!man!
and!a!woman!for!life,!and!that!same;sex!unions!were!contrary!to!the!law!of!God.!She!was!employed!from!
1992!by!a!public!authority,!the!London!Borough!of!Islington.!The!public!authority!had!a!‘Dignity!for!All’!
equality!and!diversity!policy.!Under!this!policy!the!council!strived!to!‘promote!community!cohesion!and!
equality! for! all! groups’,! with! specific! reference! being! made! to! sexuality,! and! pledged! that! all!
discriminatory!barriers!that!prevent!people!from!obtaining!the!services!and!employment!opportunities!
that!they!are!entitled!to!would!be!removed.!!
!

Ms.! Ladele,! in! 2002,! became! a! registrar! of! births,! deaths! and! marriages.! She! was! paid! by! the! local!
authority!and!thus!had!a!duty!to!abide!by!its!policies,!but!was!employed!and!held!office!under!the!aegis!of!
the!Registrar!General.!The!Civil#Partnership#Act#2004!provided!for!the!legal!registration!of!same;sex!civil!
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partnerships,!and!in!2005!the!local!authority!designated!all!of!the!existing!registrars!as!civil!partnership!
registrars.!It!was!only!required!by!the!legislation!that!a!sufficient!number!of!registrars!in!a!local!authority!
be!able!to!carry!out!civil!partnerships,!and!other!local!authorities!had!allowed!registrars!to!opt!out!of!the!
role!should!they!have!sincerely!held!religious!objections.!
!

Initially,!Ms.!Ladele!was!able!to!make!informal!arrangements!with!other!colleagues!to!relieve!herself!of!
civil! partnership! duties;! however,! two! colleagues! complained! in! March! 2006! that! this! practice! was!
discriminatory.!The!local!authority!informed!her!in!April!2006!that!she!was!in!breach!of!both!the!Code!of!
Conduct!and!the!equality!policy.!Ms.!Ladele!refused!to!comply!with!the!requests!that!she!should!conduct!
civil!partnerships,!and!requested!that!the!local!authority!should!accommodate!her!religious!beliefs.!Her!
continuous! refusal! to! perform! these!duties! affected!both! staff!morale!within! the! office,! and!presented!
logistical!problems! for! the! local!authority!when!compiling!rotas.!Following!complaints!of!victimisation!
from! homosexual! colleagues! in! May! 2007,! the! local! authority! conducted! a! preliminary! investigation,!
which!recommended!in!July!2007!that!Ms.!Ladele!should!be!subject!to!a!formal!disciplinary!complaint!as!
her!refusal!to!carry!out!civil!partnerships!on!the!ground!of!the!sexual!orientation!of!the!parties!violated!
the!Code!of!Conduct!and!the!equality!policy.!After!a!disciplinary!hearing!in!August!2007,!she!was!asked!to!
agree! to! a! new! job! description! that! required! her! to! carry! out! straight! forward! signings! of! the! civil!
partnership!register!and!administrative!duties,!but!with!no!obligation!to!conduct!ceremonies.!!!
!

!Ms.!Ladele!complained!to!the!Employment!Tribunal!of!direct!and!indirect!discrimination!on!the!grounds!
of!religion!or!belief!and!harassment.!In!the!meantime,!the!Statistics#and#Registration#Act#2007!came!into!
force!on!1!December!2007,!with!the!effect! that!Ms.!Ladele!then!became!employed!directly!by!the! local!
authority,!and!it!was!advanced!that!if!she!lost!proceedings!it!would!be!likely!that!she!would!be!dismissed.!
In!July!of!2008,!the!Employment!Tribunal!upheld!Ms.!Ladele’s!complaint.!This!was!subsequently!reversed!
by! the! Employment! Appeal! Tribunal! in! December! 2008,5! as! the! treatment! of! Ms.! Ladele! had! been! a!
proportionate! means! of! achieving! the! legitimate! aim! of! providing! the! registrar! service! on! a! non;
discriminatory!basis.!The!Court!of!Appeal!also!upheld!this!in!December!2009,!and!held!that!‘Ms.!Ladele!
was!employed!in!a!public!job!and!was!working!for!a!public!authority;!she!was!being!required!to!perform!
a!purely!secular!task’.6!Moreover,! ‘Ms.!Ladele’s!objection!was!based!on!her!religious!view!on!marriage,!
which!was! not! a! core! part! of! her! religion;! and! Islington’s! requirement! in! no!way!prevented! her! from!
worshipping!as!she!wished.’7!The!Court!concluded!that!Article!9!of!the!Convention!did!not!allow!respect!
for! her! religious! views! to! override! the! consideration! of! equal! respect! for! both! the! homosexual! and!
heterosexual!community.!She!was!refused!leave!to!appeal!to!the!Supreme!Court!on!4!March!2010.!!
!!

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
5![2009]!ICR!387!
6![2009]!EWCA!Civ!1357![52]!(Dyson!LJ)!
7!Ibid!
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Ms.! Ladele! complained! to! the! European! Court! of! Human! Rights! only! under! Article! 14! taken! in!
conjunction!with!Article!9,!as!opposed!to!Article!9!alone,!as!she!believed!that!she!had!been!discriminated!
against!on!the!grounds!of!religion.!Furthermore,!she!contended!that!the!failure!of!the!local!authority!to!
treat! her! differently! from! other! staff! that! did! not! have! a! conscientious! objection,! constituted! indirect!
discrimination.!She!also!claimed!that!the!refusal!of!the!local!authority!to!use!less!restrictive!means!was!
disproportionate!under!Article!14!and!Article!9.!!
!

Ms.!Ladele!further!submitted!that!the!Court!should,!as!with!other!suspect!grounds,!require!‘very!weighty!
reasons’! in!order! to! justify!discrimination!on!the!grounds!of!religion.!Whilst!she!accepted!that! the!aim!
pursued!by! the! local!authority! to!provide! indiscriminate!access! to!services!was! legitimate,! she!did!not!
accept! that! there! was! a! reasonable! relationship! of! proportionality#with! the! means! applied.! The! local!
authority! had! discretion! not! to! designate! her! as! a! registrar! of! civil! partnerships,! and! could! have!
accommodated!her!religious!belief!whilst!still!providing!a!full!and!effective!civil!partnership!service.!Ms.!
Ladele!did!not!manifest!any!prejudice!towards!homosexuals,!and!had!the!local!authority!accommodated!
the!applicant!it!would!not!have!been!seen!as!approving!of!her!beliefs.!The!local!authority!failed!to!adhere!
to!its!duty!of!neutrality,!and!did!not!strike!a!balance!between!delivering!the!service!in!a!non;discriminate!
way!to!the!LGBT!community!and!the!non;discriminate!treatment!of!its!employees.!!!
!!!!

(iv)# Fourth#applicant!

Mr.!McFarlane,! the! fourth! and! final! applicant,!was! a! practising! Christian,!who! held! the! deep! religious!
conviction!that!the!Bible!states!that!homosexual!activity!is!sinful!and!should!not!be!endorsed.!He!worked!
for! Relate! Limited,! a! private! organisation! that! provides! a! confidential! sex! therapy! and! relationship!
counseling! service,! from!May! 2003! until! March! 2008.! Relate! and! its! counselors! abide! by! the! Code# of#
Ethics#and#Principles#of#Good#Practice,!set!by!the!British!Association!for!Sexual!Relationship!Therapy.!This!
code!prohibits!a! therapist! from! ‘impos[ing]!a!particular!set!of!standards,!values!or! ideals!upon!clients’!
and!requires!that!they!‘work!in!ways!that!respect!the!value!and!dignity!of!clients’!(paragraph!18)!and!to!
‘be! aware! of! their! own! prejudices! and! avoid! discrimination’! (paragraph! 19).! Furthermore,! an! Equal#
Opportunities# Policy! was! in! place,! which! prevented! the! less! favourable! treatment! of! trustees,! staff,!
volunteers,!counselors!or!clients!on!the!basis!of!personal!or!group!characteristics.!!
!

Mr.!McFarlane! had! some! initial! concerns! about! providing! counseling! to! same;sex! couples.! In! 2007!he!
began!Relate’s!postgraduate!diploma! in!psychosexual! therapy,!but! there!was!an! increasing!perception!
within! the! organisation! that! he! was! unwilling! to! work! on! sexual! issues! with! homosexual! couples.!
Following!a!meeting!with!management!in!October!2007,!in!which!Mr.!McFarlane!expressed!his!concerns!
with!the!irreconcilable!requirement!that!he!provide!counseling!to!same;sex!couples!and!the!teachings!of!
the!Bible,!he!was!advised!that!it!would!not!be!possible!to!filter!clients!to!prevent!him!from!working!with!
LGB! couples.! He! refused! to! confirm! if! he!would! carry! out! psycho;sexual!work!with! same! sex;couples!
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following! concerns! expressed! by! other! counselors! in! December! 2007.! As! a! result,! he!was! suspended,!
pending! a!disciplinary! investigation.!After! two! investigations!were! conducted,! along!with! a! hearing! in!
March!2008,!Mr.!McFarlane!was! summarily!dismissed! for!gross!misconduct,! as!he!had!no! intention!of!
providing! counseling! to! same;sex! couples! and!was! in! breach! of! the! Equal! Opportunities! Policies.! His!
appeal!was!rejected!at!an!appeal!meeting!on!28!April!2008.!!
!

Mr.! McFarlane! complained! to! the! Employment! Tribunal! of! direct! and! indirect! discrimination,! unfair!
dismissal!and!wrongful!dismissal.!In!January!2008!it!was!held!that!he!had!not!suffered!direct!or!indirect!
discrimination,!as!his!dismissal!was!not!based!on!religious!grounds,!and!the!requirement!that!counselors!
comply!with!the!Equal!Opportunities!Policy!was!a!proportionate!means!of!achieving!the!legitimate!aim!of!
a! full! range!of! counseling! to!all#members! of! the!community.!Filtration!of! clients!did!not!protect! clients!
from!potential!rejection!by!Mr.!McFarlane.!Furthermore,!due!to!the!loss!of!confidence!in!Mr.!McFarlane,!
the! claim! for! unfair! dismissal! also! failed.! This!was! upheld! by! the!Employment!Appeal! Tribunal! on! 30!
November!2009,!which!rejected!his!argument!that!it!was!not!legitimate!to!distinguish!between!objecting!
to!a!religious!belief!and!objecting!to!an!act!that!manifested!that!belief.8!It!was!held!that!this!practice!was!
compatible!under!Article!9!of!the!Convention.!Mr.!McFarlane!was!twice!refused!permission!to!appeal!to!
the!Court!of!Appeal,! following! the!Court’s! judgment! in!2009!of!Ms.!Ladele’s! case,! as! there!was!no!real!
prospect!of!success.9!!
!

Before! the!European!Court! of!Human!Rights!Mr.!McFarlane! complained!of! a! breach!of! his!Convention!
rights!under!Article!9,!taken!alone!or!in!conjunction!with!Article!14,!and!made!two!submissions;!

1. It! is! incorrect! to! assert,! as! the! Government! had,! that! not! every! act! motivated! or! inspired! by!
religious! belief! would! be! protected.! Adherence! to! a! religious! sexual! morality! was! a! valid!
manifestation!of!belief.!The!proper!standard!for!determining!whether!an!interference!of!a!right!
guaranteed! by! Article! 9! was! justifiable! was! to! determine! whether! it! was! necessary! in! a!
democratic!society!and!proportionate!to!a!legitimate!aim!being!pursued.!When!determining!the!
margin!of!appreciation!allowed!to!the!State!in!restricting!religious!freedom!the!Court!must!take!
into! account! the! need! to! maintain! religious! pluralism! as! a! concept! inherent! to! a! democratic!
society.!Article!9!would!be!ineffective!if!it!only!protected!private!manifestation!of!faith.!!

2. Damage! to! professional! reputation! caused! by! dismissal! from! employment! was! a! severe!
consequence! for! Mr.! McFarlane.! As! he! was! employed! by! a! private! company,! there! was! no!
statutory! obligation! to! provide! the! counseling! service,! and! Relate! could! feasibly! have! filtered!
homosexual!clients!to!other!counselors.!It!was!unreasonable!to!expect!Mr.!McFarlane!to!change!
his!job!or!career!to!secure!his!religious!freedom.!!!

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
8![2010]!ICR!507!
9![2010]!EWCA!Civ!880!
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!!

(v)# The#Government!

The! Government! submitted! that,! in! respect! of! the! claims! invoking! Article! 9! alone,! Article! 9! does! not!
protect!every#act! that! is! inspired!or!motivated!by!a!religious!belief.! If! the!practice!was!not!a!generallyY
recognised! form!of!manifestation!of!the!belief,! then!Article!9!would!not!protect! it.!Following!this,! it!did!
not!deem!the!wearing!of!the!cross!as!a!mandatory!requirement!of!the!Christian!faith,!and!that!it!was!not!a!
generally! recognised! form! of! practice.! Therefore,! Article! 9! did! not! protect! the! applicant’s! claims.!
Furthermore,!Mr.!McFarlane’s! objection! to!providing! the!psychosexual! counseling!was!not! a! generally!
recognised!form!of!practising!the!Christian!faith.!!!
!

If,!however,!it!was!accepted!by!the!Court!that!the!wearing!of!the!cross!or!refusal!to!provide!services!to!
homosexuals!was!a!true!manifestation!of!religious!belief,!the!Government!submitted!that!there!had!been!
no! interference! with! the! right.! The! voluntary! acceptance! of! employment! relationships! that! do! not!
accommodate!religious!practice,!when!there!are!other!means!open!to!the!claimants!by!which!to!practise!
and!observe!their!religion!without!undue!hardship,!will!preclude!any!claim!that!their!Article!9!right!has!
been!interfered!with;!R(SB)#v#Governors#of#Denbeigh#High#School10#considered.!Both!Ms.!Eweida!and!Ms.!
Chaplin!were!offered!alternative!employment!arrangements!that!would!allow!them!to!visibly!wear!their!
cross,! and!Ms.!Ladele!was! free! to!manifest!her! religious!beliefs! in! any!way! that! she!wished!outside!of!
work.!Each!applicant!was!also!free!to!resign!and!seek!employment!elsewhere!in!a!more!accommodating!
establishment,! which! was! sufficient! to! guarantee! their! Article! 9! Convention! rights.! Furthermore,! Ms.!
Eweida!and!Mr.!McFarlane!were!employed!by!private!companies,!and! therefore! their!complaints!were!
not!of!direct!intervention!by!the!State,!but!rather!that!the!State!had!not!done!all!that!was!required!of!it!
under!Article!9!ensure!that!private!employers!permitted!them!to!give!expression!to!their!religious!views!
at!work.!The!Government!submitted!that!sufficient!domestic!measures!had!been!adopted!to!secure!the!
free!practise!of!religion.!!
!

If! the! Court! did! establish! a! breach! of! Article! 9! rights! in! the! present! cases,! the! Government! further!
submits!that!the!measures!taken!by!the!employer!were!a!proportionate!means!of!achieving!a!legitimate!
aim.!As!regards!Ms.!Eweida,!British!Airways!was!fully!entitled!to!impose!a!contractual!uniform!code!with!
the!intention!of!maintaining!a!professional!image!and!reinforcing!the!company!brand.!In!any!event,!Ms.!
Eweida!chose!not!to!raise!her!concerns!with!the!requirements,!but!simply!chose!to!breach!them!and!then!
further!reject!the!offer!of!alternative!employment!in!favour!of!remaining!at!home.!The!Government!also!
submit!that,!as!regards!Ms.!Chaplin,!the!restriction!was!a!proportionate!means!of!achieving!the!legitimate!
aim!of!reducing!the!risk!of!injury!when!handling!patients;!especially!as!she!was!also!offered!alternative!
employment! which! would! allow! her! to! display! her! cross.! The! Government! also! recognised! that! Ms.!

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
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Ladele! and! Mr.! McFarlane! held! sincere! religious! beliefs! regarding! homosexuality.! However,! as! both!
employers! were! committed! to! providing! a! non;discriminatory! service,! it! was! proportionate! for! the!
employers!to!expect!staff!to!deliver!the!relevant!services!without!discrimination!on!the!grounds!of!sexual!
orientation.!Domestic! legislation!balances!between! the! right! to!manifest! religious!beliefs!and! the! right!
not! be!discriminated! against! on! the! grounds! of! sexual! orientation.! It! is! however!within! the!margin! of!
appreciation!accorded!to!the!State!under!Article!9!to!decide!exactly!how!this!balance!should!be!achieved.!!!!
!!!!

(vi)# The#third#parties!

A!total!of!twelve!third!parties!submitted!written!comments.!A!number!of!comments!were!submitted!on!
the!issue!as!to!whether!wearing!a!cross!could!be!considered!as!a!manifestation!of!religious!belief.!Several!
comments!contended!that! the!cross!was!a!universally!recognised!and!self;evident!manifestation!of! the!
Christian! faith,! and! that! a! subjective! approach! should! be! taken! when! assessing! manifestations! of!
religious!belief!(advocated!by!the!Equality!and!Human!Rights!Commission).!The!idea!that!it!needs!to!be!a!
mandatory!requirement!to!attract!the!protection!of!Article!9!was!too!restrictive.!!
!

A!number!of!interveners!asserted!that!it!was!incorrect!to!make!an!employee!choose!between!their!job!or!
career!and!their!faith.!This!was!an!invidious!choice,!and!it!did!not!secure!religious!freedom.!However,!the!
National! Secular! Society! asserted! that! the! ‘freedom! to! resign! is! the! ultimate! guarantee! of! freedom! of!
conscience’.!
!

Finally,!a!number!of! the! interveners!made!reference! to! the!concept!of! ‘reasonable!accommodation’! (as!
found!on!the!Canadian!and!United!States!of!America!jurisprudence),!and!that!this!should!be!taken!into!
account!when! the! Court! engages! in! a! proportionality! analysis.! Some! compromise! between! competing!
rights! is! necessary! in! a! democratic! society,! and! provided! that! the! religious! practice! did! not! cause! a!
detrimental! effect! to! the! employer! or! their! provision! of! service,! those! religious! practices! should! be!
protected.! Furthermore,! Liberty! submitted! that! the! State! enjoys! a! large!margin! of! appreciation!when!
considering!the!justification!for!the!interference!with!an!Article!9!right,!with!the!National!Secular!Society!
drawing! attention! to! the! ‘conscientious! objection’! provision! that! Parliament! had! given! detailed!
consideration!to!throughout!the!passage!of!the!Equality!Bill.(

(

Judgment(

(i)# First#applicant#!

The!Court!declared!the!first,!third!and!fourth!applicants’!complaints!admissible.!The!second!applicant’s!
case!was!admissible!in!relation!to!the!claim!under!Article!9,!but!not!the!claim!of!Article!9!in!conjunction!
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with!Article!14.!The!applicant!had!failed!to!exhaust!all!domestic!remedies.!The!Employment!Tribunal,!on!
the!evidence!before!it,!had!been!unable!to!find!that!she!had!been!treated!less!favourably!than!employees!
of!other!religions.!If!there!were!grounds!to!challenge!this!finding!of!fact,!she!should!have!raised!them!in!
the! Employment! Appeal! Tribunal.! Article! 35! of! the! Convention! rendered! this! part! of! the! application!
inadmissible,!as!that!was!appeal!was!not!brought.!!!
!

The!Court!considered!that!Ms.!Eweida’s!decision!to!wear!the!cross!was!a!manifestation!of!her!religious!
belief!that!attracted!the!protection!of!Article!9,!and!the!refusal!by!British!Airways!to!allow!her!to!remain!
in!her!check;in!role!whilst!displaying!the!cross!amounted!to!an!interference!with!her!rights!under!Article!
9.!As!Ms.! Eweida!was! employed!by! a! private! company,! the!Court! had! to!determine!whether! the! State!
authorities! had! complied!with! the! positive! obligation! under! Article! 9! to! sufficiently! secure! her! rights!
within! the!domestic! legal! order,! and!a! fair!balance! struck!between! the! relevant! competing! rights.!The!
United!Kingdom!does!not!have! legal!provisions!specifically!governing!the!wearing!of!religious!symbols!
and! clothing! in! the!work! place,! and! it!was! not!within! the! jurisdiction! of! the! Employment! Tribunal! to!
consider! the! case! under! Article! 9! of! the! Convention! (and! which! subsequently! was! only! able! to! be!
invoked,!albeit!unsuccessfully,!before!the!Court!of!Appeal).!However,!it!was!clear!that!the!British!Airways!
uniform!policy,!and!its!proportionality,!had!been!examined!in!detail.!Therefore,!the!Court!did!not!deem!
that! the! lack!of! specific!domestic! legislation! regarding! the!wearing!of! religious! symbols! at!work! to!be!
indicative!of!inefficient!protection!of!Article!9!rights!by!the!State.!!The!Court!further!considered!that!the!
dress! code!was! for! a! legitimate! aim,!Ms.! Eweida! defied! the! policy! rather! than! lodge! formal! grievance!
procedures,!the!issue!was!conscientiously!addressed!by!British!Airways!who!relaxed!the!code,!and!Ms.!
Eweida!was!offered!alternative!employment!on!identical!pay!and!then!reinstated!in!her!old!role.!These!
factors!combined!to!mitigate!the!interference!suffered.!Furthermore,!in!weighing!the!proportionality!of!
measures! taken! by! private! companies,! the! State! was! given! a!margin! of! appreciation!within! which! to!
operate.!Nonetheless,! the!Court!reached!the!conclusion!that,! in!the!present!case,!a! fair!balance!had!not!
been! struck! between! the! competing! issues.! The! domestic! courts! accorded! too! much! weight! to! the!
legitimacy! of! the! uniform! code,!Ms.! Eweida’s! cross!was! discrete,! and! there!was! no! evidence! that! the!
wearing!of!other!permitted!religious!garments!had!detracted!from!the!British!Airways!brand!image.!The!
amendment! of! the! uniform! code! further! suggested! that! the! initial! prohibition! was! unnecessary.! The!
Court!therefore!concluded!that,!as!there!is!no!evidence!of!encroachment!on!the!interests!of!others,! the!
State! authorities! had! failed! to! adequately! protect! Ms.! Eweida’s! right! to! manifest! her! religion,! thus!
breaching!the!positive!obligation!under!Article!9!of!the!Convention.!Following!this!conclusion,!the!Court!
did! not! find! it! necessary! to! examine! the! applicant’s! claim! under! Article! 14! taken! in! conjunction!with!
Article!9.!
!

(ii)# Second#applicant!
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The! Court! held! that! the! second! applicant,! Ms.! Chaplin,! also!wore! her! cross! as! a!manifestation! of! her!
religious!belief,! and! that! the! refusal!of! the!health!authority! to!allow! this!was!an! interference!with!her!
Article! 9! Convention! rights.! As!Ms.! Chaplin’s! employer!was! a! public! authority,! it!was! for! the! Court! to!
decide! whether! the! interference! was! necessary! under! Article! 9(2).! In! this! case! it! is! clear! that! the!
restriction! on! the! wearing! of! jewellery! and! religious! symbols! was! motivated! by! the! concern! for! the!
health!and!safety!of!both!the!nurses!and!the!patients.!Furthermore,!there!was!evidence!before!the!Court!
that!the!health!authority!managers!had!valid!concerns!(such!as!a!patient!seizing!the!chain,!or!it!coming!
into! contact! with! an! open! wound)! and! other! religious! observers! had! been! required! to! remove! their!
jewellery!and!symbols.!Ms.!Chaplin!had!been!offered!alternative!methods!of!wearing!her!cross!that!were!
in!compliance!with!such!health!and!safety!concerns,!which!she!declined.!!
!

The!Court!considered,!as! it!did!with!Ms.!Eweida,! that!the! importance!for!the!second!applicant!of!being!
able! to!wear! her! cross! as! a!manifestation! of! her! religious! belief! should!weigh! heavily! in! the! balance.!
However,!health!and!safety!in!the!hospital!environment!was!a!consideration!of!a!greater!magnitude!than!
the!reasons!that!applied!for!restricting!the!wearing!of!the!cross!by!the!first!applicant!(the!uniform!code).!
Furthermore,! domestic! authorities! must! be! allowed! a! wide! margin! of! appreciation! on! this! field,! as!
hospital!managers!were!much!better!placed!to!make!decisions!regarding!clinical!safety!than!a!court!with!
no!direct!evidence.!Therefore,!the!Court!was!unable!to!conclude!that!the!measures!applied!to!Ms.!Chaplin!
were! disproportionate,! and! as! such,! the! interference! with! her! religious! belief! was! necessary! in! a!
democratic!society!and!not!a!violation!of!her!Article!9!Convention!rights.! !The!factors!to!be!considered!
when!assessing!the!proportionality!of!the!measure!under!Article!14!in!conjunction!with!Article!9!would!
be!similar,!and!therefore!there!is!no!basis!to!find!a!violation!of!Article!14!in!this!case.!!!

!

(iii)# Third#applicant!

The!third!applicant,!Ms.!Ladele,!complained!that!she!had!suffered!discrimination!in!breach!of!Article!14!
taken!in!conjunction!with!Article!9.!The!Court!believed!that!it!was!clear!that!the!applicant’s!objection!to!
participating! in! same;sex! civil! partnerships! was! directly! motivated! by! her! religious! beliefs,! and!
considered!that!the!relevant!comparator!was!a!registrar!with!no!objection!to!same;sex!civil!partnerships.!
The! Court! agreed! with! the! applicant! that! the! requirement! by! the! local! authority! for! all! registrars! to!
preside!over!same;sex!unions!had!a!detrimental!impact!on!her!because!of!her!religious!beliefs,!the!Court!
however!also!held!that!that!the!aim!pursued!by!the!local!authority!(to!provide!equal!opportunities!and!
all! services! non;discriminately)! was! legitimate.! It! was! then! for! the! Court! to! determine! whether! the!
means!used!to!pursue!this!aim!were!proportionate.!Previous!case!law!concerning!Article!14!has!held!that!
different!treatment!on!the!grounds!of!sexuality!requires!serious!justificatory!reasons.11!Whilst!the!Court!
acknowledged!that!the!consequences!for!Ms.!Ladele!were!severe,!and!it!cannot!be!said!that!by!entering!a!

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
11!For!example!Karner#v#Austria,#no!40016/98!§37,!ECHR!2003;IX;!Schalk#and#Kopf#v#Austria,#no!30141/04!§97!ECHR!2010!
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contract! of! employment! she!waived! her! rights! to!manifest! her! religious! belief,! the! policy! of! the! local!
authority!was! aimed! at! protecting! the!Convention! rights! of! others.! The!Court! generally! allows! a!wide!
margin!of!appreciation! to!national!authorities!when!striking!a!balance!between!competing!Convention!
rights,! and! in! this! instance! concluded! that! the! national! authority! had! not! exceeded! the! margin! of!
appreciation!available!to!them.!There!was!therefore!no!violation!of!Article!14!taken!in!conjunction!with!
Article!9.!!!!
!

(iv)# Fourth#applicant!

The!fourth!applicant,!Mr.!McFarlane,!was!employed!by!a!private!company;!therefore,!as!with!Ms.!Eweida,!
the!Court!was!required!to!determine!whether!the!State!had!fulfilled!the!positive!obligation!of!securing!
the!applicant’s!convention!rights!under!Article!9.!The!Court!accepted!that!Mr.!McFarlane’s!negative!belief!
about! homosexual! relationships! was! motivated! by! his! religious! beliefs,! and! his! refusal! to! provide!
counseling!to!homosexual!couples!was!a!manifestation!of!this!belief.!In!determining!whether!there!was!a!
fair! balance! struck! between! competing! Convention! rights,! the! Court! considered! the! consequences!
suffered!by!Mr.!McFarlane!(such!as!the!loss!of!his!job)!and!his!voluntary!enrolment!on!the!psycho;sexual!
training!programme!in!the!knowledge!that!this!would!include!providing!services!to!homosexual!couples.!
Whilst!voluntarily!entering!into!an!employment!contract!that!the!individual!knows!will!restrict!his!ability!
to!manifest! a! religious!belief!does!not!preclude! the!determination! that! there!has!been!an! interference!
with!their!Article!9!convention!rights,!it!is!a!matter!that!should!be!considered!in!the!balancing!exercise.!
The!Court!held! that! the!most! important!consideration!was! that! the!employer’s!action!was! intended! to!
achieve! their!policy!aim!of!providing!a!service!without!discrimination.! In!doing!so! the!State!benefitted!
from!a!wide!margin!of!appreciation,!which!the!Court!did!not!feel!had!been!exceeded.!Therefore,!the!Court!
did!not!consider!that!the!refusal!of!the!domestic!courts!to!uphold!the!complaints!made!by!Mr.!McFarlane!
gave!rise!to!a!violation!of!Article!9,!taken!alone!or!in!conjunction!with!Article!14.!!!!
!
!

Dissent(

Joint#partly#dissenting#opinion#of#Judges#Bratza#and#David#Thór#Björgvinsson#

#

Both!judges!could!not!agree!that!the!Article!9!Convention!rights!of!Ms.!Eweida!had!been!violated.!Despite!
the! lack! of! domestic! legislation! regulating! the! wearing! of! religious! symbols! and! clothing! in! UK!
employment!law,!it!did!not!follow!that!in!the!facts!of!this!case!that!Ms.!Eweida’s!Article!9!rights!had!not!
been! secured.! Both! the! legitimacy! of! the! aim! and! the! proportionality! of! the! uniform! policy! were!
extensively! considered! by! the! domestic! courts,! with! the! conclusion! by! the! Court! of! Appeal! that! both!
requirements!were!met.!!!
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!
Judges!Bratza!and!David!Thór!Björgvinsson!did!not!find!it!possible!to!say!that!the!Court!of!Appeal!failed!
to!carry!out!a!fair!balancing!exercise,!and!contrary!to!the!majority!judgment,!it!was!not!the!case!that!the!
domestic! courts! placed! too! much! weight! on! British! Airway’s! desire! to! maintain! a! certain! corporate!
image.! Furthermore,! whilst! the! uniform! code! was! altered,! and! was! therefore! clearly! not! of! vital!
importance!to!the!aim!pursued,!this!does!not!mean!that!it!was!not!of!sufficient!importance!to!maintain!as!
British!Airways!conducted!its!review.!Consequently,!there!was!no!violation!of!Article!9!read!alone.!
!

In!relation!to!Ms.!Eweida’s!claim!of!Article!14!read!in!conjunction!with!Article!9,!both!Judges!found!no!
reason!to!disagree!with!the!conclusion!that!there!had!been!no!direct!discrimination.!The!claim!before!the!
Court!was!one!of!indirect!discrimination,!the!central!feature!of!which!is!group!disadvantage!(which!had!
not!been!proven).!Submissions!by! the! first!applicant!argued! that! that! this! requirement! is!an!excessive!
burden,! and!discriminates! against! religions! that!were! less! prescriptive! as! to! their!manner! of! dress! or!
traditions! followed.! Whilst! the! dissenting! Judges! acknowledged! both! these! arguments,! they! opted! to!
leave!these!questions!unresolved.!They!held!that!even!if!the!measure!had!given!rise!to!a!claim!of!indirect!
discrimination,!there!was!in!this!case!a!reasonable!and!objective!justification!for!the!measures,!and!they!
were!a!proportionate!means!of!achieving!a!legitimate!aim.!Therefore,!there!was!no!violation!of!Article!14!
read!in!conjunction!with!Article!9.!
!!

Joint#partly#dissenting#opinion#of#Judges#Vučinić#and#De#Gaetano#

(
Both!judges!were!unable!to!agree!with!the!majority!that!there!had!been!no!violation!of!the!Convention!
rights! in! respect! of! Ms.! Ladele.! They! believed! that! Ms.! Ladele’s! case! was! concerned! more! with! her!
freedom! of! conscience! as! opposed! to! freedom! of! religion.! The! two! concepts! are! distinct! from! one!
another;!conscience!is!notably!absent!from!Article!9(2)!and!is!therefore!not!subject!to!this!condition.!The!
Judges!adopted!the!view!that!a!genuine!and!serious!conscientious!objection!should!attract!both!positive!
protection! by! the! State,! and! the! negative! duty! to! refrain! from! acting! against! the! objector.! The!
Government! accepted! that! Ms.! Ladele’s! objection! to! conducting! same;sex! unions! was! genuine! and!
serious,!which! also! happened! to! be! a!manifestation! of! her! religious! belief,! and! therefore! it! should! be!
worthy!of!protection.!!
!

Furthermore,! when!Ms.! Ladele! joined! the! public! authority,! there! was! no! requirement,! or! indeed! any!
indication!that!she!may!in!future,!be!called!upon!to!officiate!a!same;sex!civil!partnership.!Even!when!this!
became! a! reality,! the! Civil# Partnership# Act# 2004! and! the! actions! of! other! local! authorities! permitted!
compromises!that!would!not!require!those!who!conscientiously!objected!to!perform!the!services.!This!is!
in!direct!contrast!with!the!fourth!applicant!(Mr.!McFarlane),!who!reasonably!knew!at!the!time!of!entering!
employment! that! he!may!well! be! required! to! provide! a! service! to! same;sex! couples.! In! addition,! it! is!
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irrelevant!whether!the!margin!of!appreciation!accorded!to!the!State!was!wide!or!narrow,!as!in!cases!of!
moral!conscience!this!is!not!a!relevant!consideration.!!!!

Judges! Vučinić! and! De! Gaetano! noted! that! the! complainant! is! neither! a! service! user! nor! prospective!
service!user,!of!the!local!authority.!The!legitimate!aim!of!the!local!authority!was!also!never!in!question.!
The!Court!cannot!therefore!carry!out!a!balancing!exercise!between!the!applicant’s!concrete!Convention!
right!to!conscientious!objection!and!the!legitimate!local!authority’s!policy!seeking!to!protect!rights!in!the!
abstract.!There!is!therefore!no!determination!as!to!whether!the!means!that!were!used!to!pursue!this!aim!
were! legitimate.! Rather,! the! issue! is! the! discriminatory! treatment! of! Ms.! Ladele,! and! that! given! her!
conscientious!objection,!the!local!authority!should!have!treated!her!differently!from!those!registrars!who!
had!no!such!objections!to!performing!same;sex!civil!partnerships.!This!could!have!been!achieved!without!
damaging!the!quality!and!quantity!of!service!provision,!and!was!a!policy!adopted!by!a!number!of!other!
local!authorities.!!
!

Ms.! Ladele! maintained! her! discretion! and! never! expressed! her! beliefs! publicly,! or! to! service! users.!
Therefore,!even! if!a!proportionality!exercise!had!been!conducted! it!would!be!suitable! to!conclude! that!
the!means!used!in!pursuing!the!legitimate!aim!were!wholly!disproportionate.!For!these!reasons!Judges!
Vučinić!and!De!Gaetano!conclude!that!there!was!a!violation!of!Article!14!read!in!conjunction!with!Article!
9.!
(
Costs(and(Expenses((
Ms.!Eweida!claimed!compensation!for!her!loss!of!earnings!with!interest!(totaling!GBP!3,906.69)!and!non;
pecuniary!damage!to!her!feelings,!which!at!domestic!level!would!have!entitled!her!to!an!award!of!up!to!
GBP! 30,000.! The! Government! submitted! that! a! declaratory! judgment! would! be! sufficient,! given! that!
British!Airways!had!modified!the!uniform!policy.!Furthermore,!despite!the!finding!of!discrimination,!Ms.!
Eweida!did!not!suffer!financial!loss!as!she!was!offered!alternative!employment,!and!in!fact!received!up!to!
twice!the! level!of!her! loss!of!earnings!during!the!period!of!September!2006!to!February!2007!through!
gifts,!donations!and!other!earnings.!Therefore!the!Court!felt!that!Ms.!Eweida!should!not!be!compensated!
in!respect!of!her!loss!of!earnings,!and!instead!chose!to!award!Eur!2,000!in!non;pecuniary!damages.!!She!
claimed!approximately!Eur!37,000!for!costs!and!expenses.!After!consideration!of!the!documents!before!
the!Court,!she!was!awarded!Eur!30,000!together!with!any!tax!that!would!be!chargeable.!!
(
Comment(
Previous!case!law!of!the!Court!has!provided!that!the!freedom!to!resign!was!the!sole!protection!of!Article!
9! in! the! employment! sphere.! This! has! now! been! dispelled! by! the! Court! finding! for! Ms.! Eweida! and!
upholding! the! two;stage! inquiry! encapsulated!by!Article!9(1)! and!Article!9(2).! Furthermore,! it! is! now!
clear!that!the!voluntary!undertaking!of!an!employment!contract!is!no!longer!relevant!when!establishing!a!
prima!facie!claim!under!Article!9(1),!but!rather!only!becomes!relevant!when!assessing!the!justification!
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for!interference!under!Article!9(2).!This!affirms!the!approach!of!the!Court!in!Leyla#Şahİn#v#Turkey.12!
!

It!is!significant!that!the!Court!held!at!paragraph!82,!and!against!the!submissions!of!the!Government,!that!
the!manifestation!of!religious!beliefs!is!not!to!be!confined!to!acts!that!are!mandatory!under!the!relevant!
religion.!This!allows!for!a!greater!range!of!practices!to!fall!within!the!scope!of!Article!9,!and!removes!the!
inherent!discrimination!faced!by!religions!that!are!less!prescriptive!in!nature.!
!

It!is!a!positive!step!that!a!significant!amount!of!the!Court’s!analysis!was!spent!on!scrutinising!the!various!
reasons!of! the!employers! for!not!accommodating!the!religious!beliefs!of! the!applicants’.! It! is!especially!
positive!that! they!gave!consideration!to!the!various!methods,!and!the!burdens!that! these!would!entail,!
that!could!have!been!employed!to!reasonably!accommodate!these!religious!beliefs!in!the!workplace.!
!

The!Court!largely!left!untouched!the!requirement!for!group!disadvantage!in!indirect!discrimination,!and!
reasoned! and! concluded! without! explicitly! removing! this! requirement.! Indeed,! the! dissent! of! Judges!
Vučinić! and! De! Gaetano! completely! dismissed! the! need! to! examine! the! issue! when! delivering! their!
judgment.!Therefore,!whilst! it! is!not!wholly! clear,! it! can!be!assumed! that! the! requirement! for! a! group!
disadvantage!when!claiming!indirect!discrimination!under!domestic!UK!law!is!still!a!necessity.!!
!

Finally,!it!is!perhaps!alarming!that,!in!the!dissenting!judgment!of!Judges!Vučinić!and!De!Gaetano,!it!was!
felt!necessary!at!paragraph!5!to!compare!gay!rights!to!fundamental!human!rights.!This!suggests!that!the!
minority!attitude!of!the!Court!believes!that!members!of!the!homosexual!community!attract!lesser!rights!
than!those!of!the!heterosexual!community.!Homosexuality!is!a!protected!ground!of!discrimination!under!
Article!14,!therefore!the!protection!from!discrimination!on!this!ground!is!a!fundamental!human!right.!It!
is! unclear! where! the! distinction! between! a! gay! right! and! a! fundamental! right! would! lie,! as! the!
homosexuality! of! an! individual! is! an! immutable! characteristic! that! is! a! constituent! part! of! their!
personhood;! it!does!not!reclassify! them!as!not!being!entitled! to! the! fundamental!human!rights! that!all!
those!who!do! not! possess! the! immutable! characteristic! enjoy.! It! is! also! unclear!why! the! Judges! felt! it!
necessary!to!place!the!term!gay!rights!in!inverted!commas!in!paragraph!5.!This!further!suggests!that!gay!
rights! are! a! concept! that! the!minority! felt! was! somewhat! of! a! fiction,! or! an! unserious! consideration.!
Furthermore,! when! describing! the! complaints! made! by! Ms.! Ladele’s! homosexual! colleagues,! it! is!
disconcerting!that!this!was!labeled!as!‘backstabbing’.!!

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
12!Application!no.!44774/98!
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In! 2005,! Google’s! CEO!Eric! Schmidt! estimated! the! total! amount! of! data! indexed! and! searchable! by!
Google!to!be!in!the!region!of!170!terabytes.1!The!figure!is!obviously!considerably!higher!today.!The!
prospect!of!having!such!large!volumes!of!information!available!and!readily!searchable!online!is!both!
very!exciting!and!somewhat!worrying.!From!an!economic!perspective,!the!internet!represents!a!great!
source!of!enterprise!and!growth.!In!2009,!online!activities!contributed!a!total!of!£100!billion!to!the!UK!
economy,!representing!a!larger!contribution!than!any!other!industry.2!Google!has!been!eager!to!assert!
its! role! in! promoting! economic! growth! and! helping! business! make! money! through! e;commerce,!
noting!that!in!2011!it!generated!$80!billion!in!economic!activity!for!American!businesses.3!!
!

Search!engines!are!the!portals!through!which!the!Internet!is!experienced,!representing!the!main!way!
in!which! information! is! sorted! online.4! In! the!words! of! Nissenbaum!&! Introna,! “[t]o! exist! is! to! be!
indexed!by!a!search!engine”.5!Of!these!search!engines,!Google!is!unquestionably!the!most!dominant,!
with!a!market!share!in!the!region!of!66.8!percent.!Its!nearest!rival,!Microsoft!Bing,!remains!far!behind!
with! a!market! share! of! 15.6! percent.6! As! Google! becomes!more! and!more! dominant! in! its! role! of!
indexing! and! channeling! online! activity,! the! manner! in! which! businesses! interact! with! Google!
becomes!essential!for!their!survival.!
!

Companies! spend! exorbitant! sums! of! money! in! order! to! get! onto! the! first! page! of! Google! search!
results.7!This!means!that,!for!the!most!part,!only!the!most!well!financed!companies!can!get!there.!By!
making! changes! to! its! algorithm,! the! search! engine! giant! can! significantly! alter! how! businesses!
conduct! themselves! online.! This! was! seen! when! Google! blacklisted! the! BMW! and! Ricoh! German!
websites! for! prohibited! “black! hat”! techniques.! Both! websites! immediately! responded! by! altering!
their!website!structures!so!as!to!conform!to!Google’s!guidelines.8!!
!

While! having! a! high!PageRank! can! be! a!major! commercial! advantage,! Google! represents! a! double;
edged!sword!for!businesses.!Given!the!tendency!to!judge!a!company!based!on!its!Google!PageRank,!a!
low! rank! (comparative! to! competitors)! can! amount! to! a! significant! blow! to! a! company’s! image.!
Similar!damage!can!be!caused!by!a!prominent!placement!of!disparaging!content!on!Google’s!search!
results!or!in!its!search!suggestions!(known!as!Autocomplete).!
!

This!article!will!examine! the!relationship!between!corporate! reputation!and!Google,!with!a! specific!
emphasis! on!defamation.! If! a! company! is! defamed! through! the!operation!of!Google’s! services,! how!
should!the!law!respond!to!this?!In!attempting!to!answer!this!question,!we!will!consider!Google!search!
results!(in!Part!I)!and!Google’s!Autocomplete!feature!(in!Part!II).!In!considering!both!of!these!services,!

                                                
1!Eric!Schmidt,!“Technology!is!Making!Marketing!Accountable”!Association2of2National2Advertisers,!8!October!2005.!
<http://www.google.com/press/podium/ana.html>!
2!<http://www.connectedkingdom.co.uk/the;report/>!
3!<www.google.com/economicimpact>!
4!Emily!Laidlaw,!“Private!Power,!Public!Interest:!An!Examination!of!Search!Engine!Accountability”!(2009)!17(1)!Int2J2Law2Info2Tech2113!
at!118!
5!“Shaping!the!Web:!Why!the!politics!of!search!engines!matters”!(2000)!16(3)!The2Information!Society2169!at!171!
6!Danny!Goodwin,!“Google,!Bing!Grow!Search!Market!Share!as!Yahoo!Continues!to!Wither”!Search2Engine2Watch,213!July!2012!
<http://searchenginewatch.com/article/2191367/Google;Bing;Grow;Search;Market;Share;as;Yahoo;Continues;to;Wither>!
7!Derek!Sturdy,!“Search!Engine!Optimisation!and!Automatic!Classification”!(2010)!10!Legal2Information2Management!24!
8!Tom!O’Flynn,!“The!Power!of!Google”!(2006)!8!Electronic2Business2Law23,!7 
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we! will! examine! the! issues! in! attributing! publisher! status! to! Google! and! any! degree! of! speech!
protection!it!can!be!afforded.!We!will!also!look!to!Google’s!classification!and!obligations!under!the!E;
Commerce!Regulations,!with!an!aim!of!determining!exactly!what!recourse!a!company!will!have!where!
it!suffers!reputational!harm!through!Google.!
!

Part%I%–%Google%Search%Results%!
Much!of!a!company’s!online!image!will!be!heavily!influenced!by!how!that!image!is!reflected!by!Google.!
No!matter!how!professional!a!company’s!website!is,!it!won’t!be!of!great!benefit!if!internet!users!are!
unable! to! find! it! in! the! first! place.! The! difference! between! a! top! Google! PageRank! and! appearing!
beyond!the!first!page!of!search!results!is!akin!to!the!difference!between!having!a!retail!outlet!located!
in! central!New!York! and! one! located! in! rural! Alaska.! Research! suggests! that! only! 13.2%!of! search!
engine!users!will!navigate!beyond!the!first!page!of!search!results.9!The!importance!of!a!high!Google!
placement! is! further! emphasised! when! one! considers! that! 75%! of! internet! users! rely! on! search!
engines!as!their!primary!method!of!finding!websites.10!Thus,!either!you’re!on!the!first!page,!or!your!
online!presence!is!nonexistent!for!the!majority!of!web!users.!
!
Google!poses!more!direct!threats!to!corporate!reputation!than!a!lack!of!publicity.!A!Google!search!can!
lead! to! direct! negative! publicity,! capable! of! causing! reputational! damage.! Take,! for! example,! the!
phenomenon!of! ! “Google!bombing”.!A!Google!bomb! is! a! coordinated! effort! to! artificially! inflate! the!
PageRank! of! a! specific! website! in! relation! to! a! specific! phrase.! This! technique! was! used! to! link! a!
Google!search!for!“McDonald’s”!with!the!top!result!of!Supersize2Me2(a!documentary!film!that!is!highly!
critical!of!McDonald’s).11!The!result!is!that!when!a!person!seeks!to!learn!more!about!McDonald’s,!their!
first!point!of!reference!is!a!decidedly!negative!view!of!that!company.!Furthermore,!where!defamatory!
comments!are!placed!on!a!third!party!website,!a!high!Google!ranking!of!that!website!can!transmit!the!
comments!to!an!audience!exponentially!larger!than!would!have!otherwise!received!it.!
!
In!light!of!the!great!influence!Google!has!over!how!a!company’s!online!image!is!received,!what!redress!
would! a! company! have! in! circumstances! where! Google’s! algorithm! causes! direct! reputational!
damage?! Such! circumstances! could! refer! either! to! an! unfairly! low! PageRank! for! the! company’s!
website!or!a!damaging!search!result!to!be!artificially!high!in!the!list!of!results.!!
!
The! standard! remedy! for! instances! of! reputational! damage! is! found! in! the! tort! of! defamation.! The!
general!common!law!test!in!England!is!“whether!an!ordinary!reasonable!person!would!think!less!of!
the! plaintiff! because! of! what! was! said! about! him! or! her.”12! The! main! question! that! arises! when!
considering! Google’s! role! in! transmitting! defamatory! content! is! whether! they! can! be! viewed! as!
responsible!for!“saying”!it.%Section!1!of!the!Defamation!Act!1996!lays!out!three!classes!of!person!who!
can! bear! legal! responsibility! for! a! publication:! an! author,! an! editor,! and! a! publisher.! An! author! is!

                                                
9!Van!Couvering,!“New!Media?!The!Political!Economy!of!Internet!Search!Engines”,!presented!to!the!Communication!Technology!Policy!
section!at!the!2004!Conference!of!the!International!Association!of!Media!&!Communications!Researchers!at!p!17!
10!Schulz!et!al,!“Search!Engines!as!Gatekeepers!of!Public!Communication:!Analysis!of!the!German!Framework!Applicable!to!Internet!
Search!Engines!Including!Media!Law!and!Anti!Trust!Law”!(2005)!6(1)!German2Law2Journal21419,!at!1421!
11!Marziah!Karch,!“Google!Bombs!Explained”!About.com2<http://google.about.com/od/socialtoolsfromgoogle/a/googlebombatcl.htm> 
12!Dee2v2Telegraph2Media2Group2Ltd.2[2010]!EWHC!924!(QB)!at!para!48!
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defined! as! the! originator! of! the! content.! An! editor! is! defined! as! the! person! with! editorial!
responsibility!for!the!content!of!the!statement!or!the!decision!to!publish!it.!A!publisher!is!defined!as!a!
person!whose!business!it!is!to!issue!material!to!the!public.13!Under!these!definitions,!Google!could!be!
classified!as!either!an!editor!or!a!publisher.!By!exercising!control!over! its!algorithm,!Google!makes!
editorial!decisions!based!on!the!worth!of! the!websites! it!assesses.!While! it!may!not!conform!to!our!
conventional!notion!of!an!editor,!laying!down!a!list!of!rules!to!govern!an!autonomous!editing!process!
has!the!same!outcome!as!a!newspaper!editor!applying!journalistic!criteria!when!assessing!the!worth!
of!an!article.!The!publisher!classification!is!perhaps!more!familiar,!since!Google’s!entire!raison!d'être!
is!to!make!material!readily!available!to!the!public!(it!defines! its!mission!as!“to!organize!the!world’s!
information!and!make!it!universally!accessible!and!useful”).14!However,! it!could!similarly!be!argued!
that!Google!doesn’t!actually!publish!the!information!it!provides;!rather!it!simply!directs!users!to!the!
location!of!information!published!by!others.!Under!the!common!law!approach,!a!company!will!have!a!
complete!defence!to!a!defamation!action!if!it!can!establish!that!it!is!not!a!publisher!of!the!contentious!
statement.15!Before!we!examine!how!the!UK!High!Court!has!recently!tackled!this!issue,!it!is!useful!to!
consider!the!US!First!Amendment!position,!given!its!greater!line!of!jurisprudence!on!what!constitutes!
speech.!
!

Speech%and%the%First%Amendment%
While! there! is! nothing! controversial! about! imparting! speech! status! to! internet! communications,16!
classifying! an! amalgamation! of! internet! links! as! expression! constitutes! a!more! liberal! definition! of!
speech.! Some! contend! that! search! results! constitute! “nonhuman!or! automated! choices”! and! should!
not!be!regarded!as!speech!at!all.17!Interestingly,!Google!itself!readily!asserts!that!its!role!in!cataloging!
information!amounts!to!speech.!In!a!White!Paper!it!commissioned!in!2012,! it! is!noted!that! just!as!a!
newspaper!will! face!editorial!decisions!on!what!articles!and!features!to!include!in!their!publication,!
Google!has!to!make!editorial!decisions!on!what!websites!are!most!relevant!to!a!search!query.18!The!
analogy! falls! apart! somewhat! when! you! consider! that! a! newspaper! makes! editorial! decisions!
pertaining!to!articles!it!creates,!while!Google’s!ranking!(mainly)19!concerns!content!created!by!others.!
In!response!to!the!potential!argument!that!aggregation!doesn’t!equate!to!speech,!Google’s!white!paper!
cites!the!case!of!Hurley2v2IrishKAmerican2Gay,2Lesbian2&2Bisexual2Group20!where!the!U.S.!Supreme!Court!
held!that!a!parade!was!entitled!to!First!Amendment!protection.!Even!though!the!parade!was!loosely!
organised!and!permitted!anyone!to!march,! it!was!still!held!to!be!advocating!a!message!constituting!
expression.! The! argument! provided! is! that,! just! like! how! the! parade! organisers! aggregated! the!
marchers!but!had!no!creative!contribution!to!the!content!of!their!march,!Google!aggregates!websites!

                                                
13!Defamation!Act!2006,!section!1(2)!
14!<http://www.google.com/intl/en/about/>!
15!Bunt2v2Tilley![2007]!1!WLR!1243!at!para.!37!
16!Reno2v2American2Civil2Liberties2Union2521!U.S.!844!(1997)!
17!Tim!Wu,!“Free!Speech!for!Computers?”!New2York2Times,!19!June!2012!
18!Eugene!Volokh!&!Donald!Falk,!“First!Amendment!Protection!for!Search!Engine!Search!Results”!White2Paper2Commissioned2by2Google,2
20!April!2012,!at!3!
19!Some!Google!results!will!pertain!to!websites!that!are!operated!by!Google.!This!raises!serious!antitrust!concerns!where!these!websites!
are!given!artificially!high!rankings.!See!Kurt!Wimmer,!“The!Proper!Level!for!Constitutional!Protection!of!Internet!Search!Practices”!
(2012)!
20!515!U.S.!557!
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without! authoring! them.21! A! crucial! distinction! between! these! two! instances! is! that! it! is! far!more!
difficult! to! glean! a! substantive! message! from! Google’s! apparent! speech.! As! noted! by! Souter’s!
unanimous!majority!in!Hurley,!“we!use!the!word!‘parade’!to!indicate!marchers!who!are!making!some!
sort!of!collective!point”22.!If!there!is!no!message!being!put!forward,!a!parade!amounts!to!little!more!
than!a!trip!from!one!destination!to!another;!an!activity!which!could!not!be!regarded!as!expression.!So!
then,!what!message!is!Google!putting!across!when!it!returns!a!list!of!search!results?!
!
Put! into!words,! the!only!clear!message!to!be!found!in!a! list!of!search!results! is:!“these!websites!are!
most!relevant!to!your!query.”!There!isn’t!any!commentary!on!political,!social,!or!commercial! issues;!
there! isn’t!any!commentary!on!any! issue!other!than!what!websites!best!reflect!a!word!or!phrase.! If!
this! is! to! be! considered! expression,! it! has! been! likened! to! “the! online! equivalent! of! pointing! and!
grunting”.23!Google!has!previously!attempted!to!downplay!its!role!in!imparting!messages!in!its!search!
results,!noting!“results!are!not!’new’!statements!authored!by!Google!or!statements!with!meaning!that!
is! different! or! independent! of! the! content! of! the! underlying! page.”24! If! this! argument! seems!
contradictory! to! the! claims! made! in! the! White! Paper,! the! fact! that! in! this! instance! Google! was!
attempting!to!escape!defamation!liability!by!denying!publisher!status!while!in!the!White!Paper!it!was!
trying!to!establish!a!First!Amendment!defence,!might!explain!it.!!
!
The!prospect!of!extending!First!Amendment!“speaker”!status! to!Google!has! found!support!amongst!
some! district! courts.! In! Search2 King2 v2 Google! Technology! Inc.252 the! plaintiff! (who! operated! a! “link!
farm”! to! improve!clients’!PageRank)! raised!a! tortious! interference!claim!when!Google!demoted! the!
PageRank!of!its!clients.!Judge!Miles!La!Grange!held!for!Google,!reasoning!that!search!results!constitute!
protected! speech!because! they!express!an!opinion!as! to! “the! significance!of!particular!web!sites!as!
they! correspond! to! a! search! query.”26! It! is! questionable! whether! an! automated! process! can! truly!
constitute!an!opinion!in!this!manner,!an!issue!that!the!judge!neglected!to!comment!on.!For!example,!
should! I! type! a! grammatically! incorrect! statement! into!Microsoft!Word,! its! spell;check! feature!will!
alert! me! to! that! error! and! suggest! alternative! wordings.! These! wordings! are! based! on! the!
programming! of! the! Microsoft! developers! and! constitute! an! opinion! that:! (a)! the! grammatical!
structure!of!my!sentence!is!flawed,!(b)!the!suggested!alternatives!are!correctly!worded,!and!(c)!they!
reflect! the! meaning! I! wish! to! convey.! However,! claiming! the! amended! statement! constitutes!
expression!from!the!perspective!of!Microsoft!casts!the!First!Amendment!net!far!too!wide.!While!the!
coding!of! the!Spell;check! software!may! constitute! speech27! (the! same!argument! could!be!made! for!
Google’s! algorithm),! claiming! that! each! corrected! sentence! amounts! to! an! occasion! of! Microsoft!
speaking!would!stretch!the!First!Amendment!to!absurd!limits.!
!

                                                
21!Google!White!Paper,!at!15!and!16!
22!Hurley!at!568!
23!James!Grimmelmann,!“Are!Search!Results!Speech?”!(2012)!Early!unpublished!draft,!accessible!from!www.stanford.edu!
24!Combined!Respondent’s!Brief!as!to!the!Merits!and!Cross;Appellant’s!Opening!Brief!as!to!Fees!15,!Maughan2v.2Google2Tech.,2Inc.,2No.!
B183969,!2006!WL!1286841!(Cal.!App.!Feb.!27,!2006)!
25!2003!W.L.!21464568!(W.D.Okla)!
26!Ibid.!at!p.4 
27!Lee!Tien,!“Publishing!Software!as!a!Speech!Act”!(2000)!15!Berk.2Tech.2L.J.!629!
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A!second!instance!in!which!a!US!district!court!held!that!Google!search!results!amounted!to!protected!
speech!was!seen!in!Langdon2v2Google2Inc.282where!the!Delaware!District!Court!dismissed!the!plaintiff’s!
claim!that!Google!ranked!it!unfairly.!The!Court!held!that!search!results!are!protected!speech!and!to!
order!Google!to!rank!a!website!in!a!certain!manner!would!constitute!compelled!speech,!something!the!
First!Amendment! is! loathe! to!permit.29!Rather!unhelpfully,! the!Court!neglects! to!expand!upon!how!
exactly!this!move!would!compel!Google!to!speak.!It!could!be!argued!that!the!speech!is!manifested!by!
forcing! Google! to! make! amendments! to! its! algorithm.! Alternatively,! and! perhaps! more! likely,! the!
reasoning! applied! could! be! that! it! would! force! Google! to! host! the! substantive! content! of! the!
contentious! results.30! This! would! force! an! editorial! action! upon! Google! in! the! same! manner! as! a!
newspaper! editor! being! ordered! to! include! certain! content! in! his! publication.31! The! unmentioned!
distinction,! however,! is! that! unlike! the! newspaper! editor,! no! one!would! view! a! search! result! as! a!
conscious!endorsement.!An!article!that!appears!in!a!newspaper!can!be!viewed!as!the!newspaper!(or!
its!staff)!endorsing!and!approving!of!the!messages!contained!therein!(whether!factual!or!evaluative).!
When!Google!displays! a!URL!on! its! results! page,! it! doesn’t! endorse32! the! content! of! the!website,! it!
instead!makes! an! objective! determination! of! that! website’s! characteristics! (such! as! how! closely! it!
makes!the!query,!the!website’s!popularity,!and!the!amount!of!external!links!to!the!website).!As!Google!
itself!has!noted:!“Our!search!results!are!generated!completely!objectively!and!are!independent!of!the!
beliefs!and!preferences!of!those!who!work!at!Google.”33!
!

The%UK’s%recent%pro>Google%position%
While!the!above!analysis!reaches!a!conclusion!contrary!to!the!“speaker”!position!which!Google!itself!
endorses,! the! connotations! of! such! an! approach!would! be! beneficial! for! Google! from! a! defamation!
perspective.! If! Google! is! not! “speaking”! in! any! material! way,! it! cannot! be! classified! as! an!
author/editor/publisher! in! relation! to! the!Defamation!Act.! This! result! reflects! the! legal! position! at!
present!in!the!UK.!In!the!landmark!case!of!International2Metropolitan2Schools2Ltd2v2Designtechnica2and2
Google,342 the! High! Court! held! that! Google! was! not! liable! for! the! defamatory! content! of! its! search!
results.! Eady! J.! reasoned! that,! by! providing! a! search! service,! Google! merely! plays! the! role! of!
“facilitator”.!The!facts!of!this!case!have!a!different!slant!to!the!American!cases!discussed!above.!Rather!
than!involving!a!company!suing!Google!over!their!position!in!search!results,!this!involves!a!company!
suing! Google! over! defamatory! comments! (written! on! another! website)! that! were! accessible! via! a!
Google! search!and!displayed!as! “snippets”.!Despite! this!distinction,! the! classification!of!Google!as!a!
“facilitator”! and!not! an!author/editor/publisher!when! returning! search! results!would!appear! to!be!
applicable!regardless!of!the!context.!The!analogy!was!drawn!between!search!engines!and!telephone!
operators.!A! telephone!operator! can! facilitate! the! circulation!of! a!defamatory! comment,! but! it! isn’t!

                                                
28!474!F.!Supp.!2d!622,!629;630!(D.!Del.!2007)!
29!Miama2Herald2Publishing2Co.2v2Tornillo,!418!U.S.!241!(1974)!
30!Bracha!&!Pasquale,!“Federal!Search!Commission?!Access,!Fairness,!and!Accountability!in!the!Law!of!Search”!(2008)!93!Cornell2Law2
Rev21149!at!1190!
31!Eric!Goldman,!“Search!Engine!Bias!and!the!Demise!of!Search!Engine!Utopianism”!(2006)!8!Yale2J.L.2&2Tech.2188,!at!192!(making!the!
point!that!search!engines!make!editorial!decisions!just!like!any!other!media!company)!
32!Rumsfeld2v2Forum2for2Academic2&2Institutional2Rights2Inc.2547!U.S.!47!(2006),!noting!that!a!degree!of!endorsement!is!required!for!
conduct!to!constitute!compelled!speech.!
33!Google,!An2Explanation2of2our2Search2Results2(21!March!2007).!Accessible!at!
<http://web.archive.org/web/20070321092528/http://www.google.com/explanation.html>!
34![2009]!EWHC!1765!(QB)!
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responsible! for! the! making! of! the! comment.35! Of! course,! this! comparison! is! far! from! perfect.! A!
telephone!operator!will!have!virtually!no!control!over!the!manner!in!which!people!communicate!over!
the!telephone.!Google,!on!the!other!hand,!does!have!significant!control!over!how!people!interact!with!
online! content! through! its! search! engine.! Perhaps! a!more! apt! example!would! be! that! of! a! camera!
manufacturer.!Just!like!the!Google!algorithm,!the!hardware!of!a!camera!will!have!a!direct!impact!on!
what!users!of!that!device!see!(as!well!as!anyone!else!who!views!the!photograph).!Different!hardware!
assortments!will! result! in!different! images! that!will! capture!different! impressions.!Should!someone!
use! this! camera! in! a! manner! that! illustrates! another! in! a! poor! light! (figuratively! speaking),! the!
facilitating!role!that!the!camera!played!in!creating!the!image!would!be!insufficient!as!to!expose!it!to!
legal!liability.!!
!
Interestingly,! even! though! Google’s! role! in2 Metropolitan2 International2 Schools! was! deemed! not! to!
constitute!that!of!a!publisher,! the!Court! implied! it!was!still!entitled!to!a!degree!of!protection!under!
section!12!of! the!Human!Rights!Act!1998!(implementing!Article!10!of! the!European!Convention!on!
Human!Rights).!This!is!because!Article!10!pertains!not!just!to!a!person’s!right!to!speak;!it!also!protects!
the!right!of!third!parties!to!receive!that!speech.36!While!not!expressly!elaborated!upon,!the!argument!
appears! to!be! that! since!Google!plays!a!vital! role! in!ensuring!people!can! find! information!online,! it!
enables!users!to!receive!speech!(published!by!other!websites)!online!which!they!would!otherwise!be!
oblivious! to.! It! is! a! shame! this! point!was! not! expanded! upon! further! as! it! raises!many! interesting!
issues.!For!instance,!if!Google’s!role!is!to!facilitate!speech,!could!it!be!regarded!as!a!forum?!A!kind!of!
online!noticeboard?!Even!private,!nonpublic!forums!can!have!a!degree!of!responsibility!in!relation!to!
not!suppressing!speech.!In!Pruneyard2Shopping2Center2v2Robbins,2the!US!Supreme!Court!held!that!the!
First! Amendment! extended! to! protect! leaflet! distributors! even!where! they! distributed! in! privately!
owned!shopping!centres.37!The!Court!noted!that!permitting!distributors!to!do!this!would!not!infringe!
the!rights!of!the!shopping!centre!owners!because!there!was!no!risk!of!people!thinking!the!distributors!
represented!the!views!of!the!shopping!centre.!Furthermore,!the!shopping!centre!was!in!a!position!to!
erect! notices! firmly! stating! they! did! not! endorse! the! views! of! anyone! circulating! leaflets! on! their!
grounds.!If!Google!can!be!seen!as!a!forum!(a!nonpublic!one,!clearly),!this!reasoning!would!also!apply!
to! it.! No! one! is! likely! to! think! that! the! viewpoints! contained! on! a! Google;referred! website! are!
therefore! held! by! Google! or! its! employees.! Similarly,! it! would! be! very! easy! for! Google! to! post! a!
message!on!its!results!page!making!it!absolutely!clear!that!it!endorses!none!of!the!views!contained!on!
any!linked!pages!(or!“snippets”!of!those!pages).!
!
The!practical!difficulties! in! regarding!Google!as!a!publisher!were!also!explored!by!Eady! J..!Unlike!a!
standard!publisher,!Google!does!not!know!exactly!what!information!it!disseminates!until!its!algorithm!
processes! the! specific! search! query.! Its! only! way! of! regulating! undesirable! information! is! to!
implement! changes! to! its! algorithm! so! that! certain! types! of! websites! receive! lower! ranks! or! are!
blocked!completely.!For!instance,!Google!recently!announced!an!update!to!its!algorithm!that!is!geared!

                                                
35!Matthew!Collins,!The2Law2of2Defamation2and2the2Internet!(2nd!ed,!Oxford!University!Press,!2005)!at!15.38!
36!Loutchansky2v2The2Times2Newspapers2Ltd2[2002]!QB!783!
37!447!U.S.!74!(1980) 
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towards! downgrading!websites! that! infringe! copyright.38! It!will! do! this! by! taking! into! account! the!
number!of! valid! copyright! removal!notices! that! it! receives! in! respect!of! a! given! site.! Implementing!
similar!filters!to!provide!less!visibility!for!potentially!defamatory!results!would!likely!cause!a!mass!of!
genuine! results! having! their! rank! unfairly! lowered.! This! outcome! would! be! equally! inevitable! if!
Google! opted! for! more! crude! measures! such! as! blocking! out! specific! words.! This! measure! was!
classified!by!Eady!J.!as!being!both!highly!ineffective!and!wholly!disproportionate.!
!

The%E>Commerce%Regulations%2002%
Although!it!would!appear!that!Google!cannot!be!regarded!as!a!publisher!for!the!purpose!of!mounting!
a! defamation! action,! this! does! not! mean! that! defamed! businesses! are! without! recourse.! The! E;
Commerce!Regulations!200239! lay!down! three! classes!of! “information! society! services”!which!have!
varying! levels! of! responsibility:! mere! conduits,! caching! and! hosting.! Before! assessing! which! class!
Google!falls!within,!it!is!necessary!to!explore!the!initial!requirement:!whether!Google’s!search!results!
can!be!regarded!as!an!information!society!service.!
!
“Information!society!service”!is!defined!in!Regulation!2!as!having!five!components.!It!applies!to!any!
service!that! is!(a)!normally!provided!for!remuneration,!(b)!at!a!distance,!(c)!by!means!of!electronic!
equipment,!(d)!for!the!processing!and!storage!of!data,!and!(e)!at!the!request!of!the!recipient.40!Most!of!
these! criteria!do!not! require! explanation!as! to!how! they!apply! to!Google;! only! the! first! component!
raises!concerns.!It!is!clear!that!Google!receives!remuneration!from!providing!search!results,!but!this!
remuneration! does! not! come! directly! from! the! recipient.! Google! makes! its! money! from! selling!
advertisement!space!that!appears!on!the!“Sponsored!results”!section!of!the!results!page.!The!question!
then!is!how!direct!the!causal!link!between!the!recipient!and!the!remuneration!needs!to!be.!Eady!J.!has!
described! it!as!a!“distortion!of! language”41! to!regard!a!service!as!“for!remuneration”! just!because! it!
eventually! results! in! payment.! However,! this! observation! is! contradicted! by! Recital! 18! of! the!
Directive,! which! notes! that! information! society! services! can! “extend! to! services! which! are! not!
remunerated!by!those!who!receive!them”.!Notwithstanding!any!ambiguities!in!the!wording!of!Recital!
17,!Recital!18!does!make!it!quite!clear!that!the!legislative!intent!is!to!include!more!remotely!financed!
services! like! search! results! within! the! ambit! of! the! Directive! rather! than! only! applying! to! direct!
contracts! for! remuneration.! It! has! been! suggested! that! the! function! of! the! “for! remuneration”!
requirement!is!to!rule!out!internal!networks!run!by!businesses.42!
!
Since!we!can!proceed!on!the!basis!that!search!results!are!an!information!society!service!and!therefore!
governed!by!the!Regulations,!the!next!question!is!how!exactly!to!classify!them.!As!noted!above,!there!
are! three! classes! under! the! Regulations.! Regulation! 17! provides! the! highest! level! of! protection! to!
“mere!conduits”!but!this!definition!would!be!inapplicable.!One!of!the!requirements!of!being!classed!as!
a! mere! conduit! is! that! the! service! does! not! select! or! modify! information! contained! in! the!

                                                
38!Amit!Singhal,!“An!update!to!our!search!algorithms”!Google2Inside2Search,210!August!2012.!Accessible!at!
<http://insidesearch.blogspot.com/2012/08/an;update;to;our;search;algorithms.html>!
39!SI!2002!No.!2013,!implementing!the!EU!Electronic!Commerce!Directive!2000/31/EC!
40!Definition!transcribed!from!recital!17!of!the!Directive!
41!Metropolitan2Int.2Schools2at!para.!82!
42!Patrick!Milmo!&!Ors,!Gatley2on2Libel2and2Slander2(11th!ed.,!Sweet!&!Maxwell!2010)!at!para.!6.28 
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transmission.!Since!the!main!function!of!search!engines!is!to!select!relevant! information!and!return!
its! location! to! the! user,! Google! could! not! avail! of! the! heightened! immunity! provided! to! conduits.!
Perhaps!the!most!applicable!classification! is! “caching”!as! laid!out! in!Regulation!18.!This!pertains! to!
“automatic,!intermediate,!and!temporary!storage”!which!is!for!the!purpose!of!efficiently!transmitting!
information!to!recipients!provided!that!the!service!doesn’t!modify!that!information.!This!description!
seems!well!tailored!to!Google’s!service.!The!only!potential!issue!is!with!regards!modification.!Google!
obviously!doesn’t!modify!content!in!the!strict!sense!of!the!word,!but!it!might!be!argued!that!the!choice!
of!content!posted!in!the!“snippet”!could!constitute!modification!by!omitting!pertinent!facts!and!thus!
giving!a!misleading!impression!taken!in!isolation.!This!logic!was!seen!in!Stoll2v2Switzerland2where!the!
European!Court!of!Human!Rights!held!that!selectively!republishing!sections!of!a!report!so!that!it!gives!
the!wrong!overall! impression!can!constitute!modifying!the!meaning!of!the!document!and!rule!out!a!
truth! defence.43! The! final! category,! found! in! Regulation! 19,! is! “hosting”! which! would! likely! to! be!
inapplicable! to! search! results! because! it! places! a! higher! emphasis! on! the! storing! of! information!
provided!by!the!recipient.!!
!
If! the! above! analysis! is! correct,! and! Google’s! search! results! can! be! regarded! as! “caching”! under!
Regulation!18,!it!then!has!a!duty!to!act!expeditiously!to!remove!or!disable!access!to!information!it!has!
stored!once!it!receives!actual!notice!that!the!initial!source!of!the!information!has!been!removed.!The!
same!duty!applies!where! the! information’s! removal!has!been!ordered!by!a! court!or! administrative!
body! (even! if! the! initial! source! hasn’t! been! removed).!While! this!would! enable! businesses! to! have!
damaging!websites! removed! from!Google’s! caches,! it! only!does! so!once! the!website! itself!has!been!
removed! or! its! removal! ordered.! This! may! provide! some! comfort! by! ensuring! that! defamatory!
comments!can’t!be!accessed!perpetually!through!Google’s!cache,!but!ultimately!the!level!of!assistance!
it! provides! for! businesses! is! very! narrow.! It! essentially! requires! businesses! to! take! down! (either!
through! persuasion! or! litigation)! the! contentious!website! itself! before! Google! can! be! compelled! to!
remove!it!from!search!results.!This!is!more!akin!to!a!clean;up!mechanism!than!it!is!to!a!substantive!
cause!of!action.!Also,!it!would!be!of!no!assistance!in!instances!where!there!is!no!defamatory!content,!
but!the!highest;ranking!searches!provide!a!misleading!impression.!Consider!the!McDonald’s!example!
given! at! the! start! of! this! section;! by! allowing! a! very! critical! documentary! to! appear! at! the! top! of!
Google! searches,! it! is! giving! the! impression! that! the! most! important! information! pertaining! to!
McDonald’s! is!of!a!uniformly!negative!nature.!Given!the!ease!of!which!search!engines!can! influence!
opinions!and!positions,44!the!result!could!be!a!public!relations!disaster!for!the!company.!Despite!this,!
there!would!be!virtually!no!recourse.!The!documentary!in!question!isn’t!defamatory,!so!there!would!
be!no!scope! for!having! it! removed.! It!could!be!argued!that!by!giving! it!an!unduly!visible!PageRank,!
Google! is! creating! a! misleading! impression! as! to! that! information’s! salience.! Any! such! argument,!
however,! would! not! be! reflected! by! either! the! E;Commerce! Regulations! or! the! current! UK! law! of!
defamation.!
!

Part%II%>%Autocomplete%

                                                
43!App!no.69698/01!(10!December!2007)!
44!Nekn!Elkin;Koren,!“Let!the!Crawlers!Crawl:!on!Virtual!Gatekeepers!and!the!Right!to!Exclude!Indexing”!(2000)!26!University2of2Dayton2
Law2Review2179!at!185;186 
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It!is!not!just!the!results!themselves!that!pose!risks;!Google!can!cause!reputational!damage!before!the!
“Google! Search”!button! is! even! clicked.!Google’s!Autocomplete! feature!displays! commonly! searched!
phrases! while! a! user! is! typing! his! request! into! the! search! bar.! Save! for! filtering! a! narrow! set! of!
subjects! (e.g.! pornography,! hate! speech),! Google’s! algorithm! will! reflect! what! is! most! frequently!
searched!for!by!the!totality!of!web!users.45!Other!criteria!will!also!be!factored!into!the!ranking,!such!
as! relevance! and! the! degree! of! “freshness”! (i.e.! whether! a! search! has! received! a! sudden! surge! in!
popularity).46! While! this! feature! is! undoubtedly! useful,! it! permits! the! displaying! of! defamatory!
insinuations! next! to! a! company’s! name.! In! 2011,! the! owners! of! an! Irish! hotel! brought! an! action!
against! Google! in! Ireland’s! High! Court! because! the! word! “receivership”! appeared! in! Autocomplete!
when!a!user!Googled! the!hotel’s!name.47!This!grievance! is!not!difficult! to!understand.! It!means! that!
before!a!user!even!sees!the!search!results,!they!will!already!be!given!the!impression!that!the!hotel!is!
in!a!precarious!financial!state.!This!concern!would!be!particularly!pressing!if!it!related!to!a!company!
that! was! publicly! traded;! as! it! could! deter! potential! investors! as! well! as! potential! guests.!
Unfortunately,!from!an!academic!perspective,!the!case!settled!before!the!Court!could!make!a!ruling.48!!
!
The! available! rulings! in! the! EU! on! the! subject! of! Autocomplete! defamation! indicates! a! judicial!
willingness! to!safeguard!reputation!at! the!expense!of!Google’s! freedom!to!disseminate! information.!
While!there!has!yet!to!be!a!reported!decision!pertaining!to!corporate!reputation,!the!issue!of!personal!
reputation!has!been!litigated!on!two!occasions.!In!2010,!the!Superior!Court!of!Paris!found!Google!to!
be! liable!when! a! search! of! the! plaintiff’s! name! suggested! a! list! of! phrases! linking! him! to! rape! and!
Satanism.49!The!Court!noted!that!associating! these! terms!with! the!plaintiff’s!name!amounted!to! the!
public!slander!of!a!private!individual.!A!similar!result!was!reached!in!Italy!the!following!year,!where!
the!Court!of!Milan!ordered!Google!to!filter!out!defamatory!material!in!relation!to!an!individual!whose!
name!conjured!the!suggestion!of!“truffatore”!(meaning!“fraud”).50!It!is!regrettable!that!in!both!of!these!
cases,! the! Court! did! not! engage! in! a! detailed! analysis! of! the! legal! classification! of! Autocomplete,!
instead!simply!focusing!on!the!damage!done!to!the!plaintiffs.!This!section!will!attempt!to!provide!that!
analysis.!!
!
At!first!glance,!one!might!question!why!Autocomplete!should!be!treated!differently!to!search!results.!
The!previous! section!of! this!paper!has!put! forward! the!argument! that!Google! isn’t! a! “publisher”!of!
search!results! from!a!defamation!perspective,!so!why!should! its!role! in!relation!to!Autocomplete!be!
any!different?!The!answer! is! that! there!are! two!notable!distinctions!between!how!the! two!services!
operate,! which! might! give! rise! to! a! contrary! classification.! The! first! reason! is! that,! in! the! case! of!
Autocomplete,! Google! has! an! active! role! in! the! creation! of! the! content.! While! a! search! result! will!
merely!display!URL’s!of!websites!that!existed!previously,!Autocomplete!constitutes!a!medium!through!
which!the!suggestions!are!authored.!In!this!regard,!its!role!is!more!akin!to!that!of!a!message!board.!It!

                                                
45!<http://support.google.com/websearch/bin/answer.py?hl=en&answer=106230>!
46!Danny!Sullivan,!“How!Google’s!Autocomplete!Suggestions!Work”!Search2Engine2Land,!6!April!2011!
<http://searchengineland.com/how;google;instant;autocomplete;suggestions;work;62592>!
47!Mary!Carolan,!“Hotel!sues!Google!over!search!result”!The2Irish2Times,!8!November!2011!
48!Mary!Carolan,!“Louth!hotel!settles!case!with!Google”!The2Irish2Times,!22!November!2011!
49!Andrew!Hough,!“Google!convicted!of!defaming!French!user!by!‘linking!his!name!to!rape!in!searches’”!The2Telegraph,227!September!
2010!
50!David!Meyer,!“Google!loses!defamation!case!in!Italy”!CNET2News,25!April!2011!
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enables!users!to!compose!phrases,!which!are!hosted!by!the!website!and!displayed!for!other!users!to!
see.!Secondly,!Google!is!far!more!heavily!involved!in!actively!blocking!results!from!its!Autocomplete!
suggestions!than!it!is!for!its!search!results.!As!previously!discussed,!Google!doesn’t!engage!in!blocking!
certain! words! from! appearing! in! its! search! results.! It! does,! however,! block! specifically! identified!
words! from! returning! Autocomplete! suggestions.! Suggestions! relating! to! “BitTorrent”! and!
“RapidShare”!are!removed!from!search!suggestions;51!a!move!taken!voluntarily!by!Google.52!Since!the!
lack! of! control! that! Google! has! over! the! search! result! content! it! displays! was! a! key! factor! in! the!
Google;friendly! International2 Metropolitan2 Schools! decision,! it! could! be! argued! that! its! heightened!
policing!function!regarding!Autocomplete!could!bring!it!within!the!ambit!of!“publisher”.!
!

Google’s%role%in%composing%and%storing%suggestions%
Since! the! suggestions! provided! by! Autocomplete! are! created! on! Google,! stored! by! Google,! and!
ultimately!viewed!by!the!recipient!on!Google,!it!should!be!safe!to!assume!that!Google!is!the!medium!
through!which!this!content!is!received.!This!is!distinct!from!search!results,!where!none!of!the!content!
is!created!by!Google,!merely!indexed!by!it.!This!could!mean!the!courts!would!take!a!broader!view!of!
Google’s!role!in!the!creation!of!Autocomplete!phrases.!Unlike!a!defamatory!search!result,!there!is!no!
other!party! that!a! company!could! target! to!ensure! the!defamatory!content! is! removed.!As!we!have!
seen,!the!E;Commerce!Regulations!put!the!initial!responsibility!for!unlawful!content!on!the!heads!of!
the!website!that!hosts!it.!It!is!only!after!a!company!has!the!hosting!website!taken!down,!that!they!may!
compel! Google! to! remove! it! from! its! cache.!With! regards!Autocomplete,! there! is! no! other! site! that!
could! be! regarded! as! responsible! for! the! content! or! capable! of! taking! it! down.! Thus,! Google! is!
essentially! hosting! user;generated! content! in!much! the! same!way! as! the! “comments”! section! of! a!
website.!!
!
The! UK! case! law! on! the! classification! of! hosting! websites! has! been! contradictory.! In! Davidson2 v2
Habeeb,!Parkes!QC!(sitting!as!a!judge!of!the!High!Court)!based!his!ruling!on!the!original!UK!position!
that!would!impart!liability!on!hosts!that!had!actual!knowledge!of!defamatory!content.53!He!held!that!
Google! could! be! regarded! as! a! publisher! of! content! posted! on! its!Blogger.com2website! provided! it!
receives!express!notification!of!that!content’s!defamatory!nature.542The!judge!analogised!Blogger!to!a!
giant! noticeboard,! noting! that! it! would! be! unrealistic! to! assume! the! owner! has! knowledge! of!
everything! posted! on! it.! But! once! Google! has! been! notified! of! a! comment! on! that! board,! it! can! be!
regarded! as! having! consented! to! the! publication.! This! analogy!makes! good! sense! and!would! have!
provided!a!sensible!rule!regarding!host!liability.!Just!like!the!metaphorical!noticeboard!owner,!Google!
knows! that! the! service! it! provides!might! be! used! for! unlawful! expression! and! it! has! the! power! to!
remove!such!expression! from!the!board.!Placing! liability!on!Google!where! it! fails! to!remove!hosted!
unlawful!user;generated!content!strikes!a!fair!balance!between!Google’s!ability!to!effectively!run!its!
business!and!the!interests!of!those!who!might!suffer!reputational!damage!as!a!consequence.!

                                                
51!“Google!starts!censoring!BitTorrent,!RapidShare!and!more”!Torrent2Freak,!26!January!2011.!Accessible!at!
<http://torrentfreak.com/google;starts;censoring;bittorrent;rapidshare;and;more;110126/>!
52!Although!a!recent!French!decision!has!indicated!that!courts!may!order!Google!to!block!certain!terms.!<http://news.cnet.com/8301;
1023_3;57475366;93/google;must;delete;torrent;from;autocomplete;court;says/>!
53!Godfrey2v2Demon2Internet2Ltd2[2001]!QB!201,!which!involved!a!defamatory!message!in!a!Usenet!discussion!group.!
54![2011]!EWHC!3031!(QB)!



!
King’s!Student!Law!Review!! !!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!Volume!IV!Issue!II![2012;2013]!
 
 
 

 130!

!
Despite!its!good!sense,!the!applicability!of!Davidson!has!been!curtailed!by!the!subsequent!decision!in!
Tamiz2v2Google.55!A!similar!issue!arose!in!this!case:!an!individual!was!allegedly!defamed!in!a!post!on!
Blogger!and!brought!an!action!against!Google!as!a!result.!The!case!was!decided!by!Eady!J.!and,! just!
like! in!Metropolitan2 International2 Schools,2 the! result! was! very! pro;Google.! Not! satisfied! with! the!
reasonable! analogy! provided! by! Parkes! QC,! Eady! J.! likened! Blogger! to! a! wall! that! was! owned! by!
Google.!He!opined!that!it!was!not!Google’s!responsibility!if!some!vandal!came!along!and!spray;painted!
defamatory!graffiti!on!that!wall.!While!analogies!can!be!helpful! in!the!transposition!of!common!law!
principles!to!new!technologies,!they!run!the!risk!of!misstating!the!nature!of!that!technology,!as!is!the!
case!here.!A!person!who!erects!a!wall!does!not!do!so!for!the!promotion!of!expression!or!dissemination!
of!information.!Nor!does!he!make!any!money!from!content!placed!on!his!wall.!An!internet!host,!on!the!
other!hand,!provides!storage! for! the!express!purpose!of! facilitation!of! speech!and! information;!and!
receives! remuneration! as! a! result! (albeit! indirectly).! Their! role! in! the! process! then! is! hardly! as!
uninvolved! as! the! hypothetical! oblivious! wall! owner! proposed! by! Eady! J..! The! main! distinction!
between!the!approach!set!out!here!and!that!in!Davidson,!is!that!under!the!ratio!laid!down!by!Eady!J.,!a!
host!is!not!a!publisher!even!if!it!has!received!actual!notification!of!the!defamatory!comment.!The!only!
course!of!action!for!a!defamed!company!is!then!to!target!the!actual!author!of!the!content.!While!this!
can!be!difficult!enough!when!it!relates!to!standard!hosting!(bloggers!can!write!under!false!names!and!
use!proxies!to!block!their!IP!address),!it!is!virtually!impossible!when!applied!to!Autocomplete.!Even!if!
an!individual!search!request!is!capable!of!being!defamatory!(which!is!doubtful!considering!it!is!more!
akin! to! a! question! than! a! statement),! there! is! no!way! a! user! can! delete! their! search! request! from!
Google!in!the!same!way!an!author!can!delete!a!comment!they!posted!on!Blogger.!2
%
Blocking%suggestions%!
In!Metropolitan2 International2 Schools,! Eady! J.! noted! that! requiring! Google! to! block! out! defamatory!
search!results!would! likely!rule!out!a! large!amount!of! lawful!content,!as!well!as!being! ineffective!at!
properly!removing! the!content!which!was!actually!complained!of.!Even! if! the!original!source!of! the!
content! can! be! blocked,! the! author! could! easily! publish! the! same! content! to! a! different!website! in!
order!to!get!around!the!block.56!This!concern! isn’t!as!applicable! in!the!case!of!Autocomplete.!Unlike!
search!results,!in!which!the!algorithm!is!based!on!substantive!attributes!of!websites!(such!as!number!
of! views! and! referrals),! Autocomplete! is! based! on! the! content! of! the! search! request! and! how!
frequently!and!recently!it!has!been!entered.!Certain!words!can!be!blocked!from!suggestions!without!
fear! that! they! will! have! a! prominent! knock;on! effect! on! valid! content.! Blocking! the! word!
“receivership”! from!appearing!beside!a!specific!company’s!name!would!constitute!quite!a!narrowly!
curtailed! measure! of! information! suppression;! far! narrower! than! blocking! specific! websites! from!
search!results.!The!effect!would!also!be!preferable!in!that!it!would!target!specific!phrases!as!opposed!
to!specific!sites.!So,!rather!than!blocking!a!website,!which!could!be!regarded!as!limiting!that!website’s!
right!to!disseminate!information,!it!would!merely!block!a!specific!phrase!from!being!suggested.!There!
is! a! further! distinction! in! that! posts! on! websites! are! usually! geared! towards! expressing! a! certain!

                                                
55![2012]!EWHC!449!(QB)!
56!Metropolitan2Int.2Schools2at!para!62!
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opinion! or! revealing! certain! information.! The! same! cannot! be! said! for! search! results;! which! are!
essentially!just!requests!for!information!rather!than!being!information!themselves.!
!
From!a!First!Amendment!perspective,!the!distinction!between!search!results!and!search!suggestions!
could!amount!to!the!difference!between!a!content;neutral!restriction!on!speech!and!a!content;based!
restriction.!It!has!been!consistently!held!that!if!a!restriction!on!speech!is!directed!at!specific!content,!
its!First!Amendment!protection!is!lowered.57!The!test!preferred!by!the!Supreme!Court!is!whether!the!
restriction!can!be!justified!without!reference!to!the!content!of!the!speech.58!If!a!search!result!is!to!be!
regarded! as! speech,! downgrading! specific! websites! based! on! an! objective! criteria! would! likely! be!
viewed!as!a!content;neutral!restriction.!Websites!are!not!typically!given!a!low!rank!because!they!have!
disagreeable! content.! The! same! cannot! be! said! in! relation! to! search! suggestions.! By! blocking!
suggestions!containing! “BitTorrent”!and!“RapidShare”,!Google!are!restricting! traffic! to!websites! that!
carry!this!specific!content!(in!that!they!are!removing!suggestions!which!could!lead!to!those!websites)!
because! they! find! it! disagreeable.! The! ease! at! which! Google! can! block! content! from! appearing! in!
suggestions!as!well!as!the!willingness!they!have!already!displayed!in!doing!so,!both!contrast!with!the!
level! of! objectivity! they! have! been! accredited! with! in! relation! to! their! results.! By! choosing! which!
specific!content!to!omit,!Google!could!be!regarded!as!choosing!to!publish!everything!else.!A!content;
based! classification! will! not! result! in! Google’s! Autocomplete! losing! protection! per2 se,59! but! it! will!
provide!another!obstacle!in!attempting!to!establish!itself!as!a!neutral!facilitatory2platform,!as!opposed!
to!a!publisher!of!defamatory!content.!2
!

The%E>Commerce%Regulations%2002%
The!analysis!in!Part!I!shows!that!the!classification!of!search!results!as!an!“information!society!service”!
isn’t! particularly! problematic.! In! the! case! of! Autocomplete,! however,! classification! becomes! more!
complicated.!The!two!prongs!of!the!5;stage!test!that!present!us!with!difficulty!on!this!occasion!are!(a)!
that!the!service!be!for!remuneration,!and!(d)!that!the!service!be!at!the!request!of!the!recipient.!!
!
We!saw!previously! that! the! indirect!nature!of!Google’s! remuneration! (it! comes! from!advertisers!as!
opposed! to! coming! from! the! recipients! directly)! shouldn’t! act! as! a! bar! to! its! classification! as! an!
“information! society! service”.! With! Autocomplete,! it! could! be! questioned! whether! it! is! for!
remuneration! at! all.! There! are! no! advertisements! displayed! on! the! Google! homepage! where! the!
search! suggestions! appear! (or! on! the! Google! toolbar! found! on! some! browsers).! Ultimately! the!
classification!will!likely!depend!upon!whether!Autocomplete!can!be!regarded!as!a!separate!service!in!
and! of! itself! or! an! integral! feature! of! Google! search.! If! it! is! the! former,! it!would! clearly! not! be! for!
remuneration!as! there! is!currently!no!mechanism!for!monetising! it.!The! latter!argument! is!perhaps!
more! likely! since! it! is! so! tightly! entwined! within! Google’s! search! service.! It! might! be! that!
Autocomplete! is! deemed! a! feature! of! Google! search,! and! its! monetisation! can! be! regarded! as!
increasing!the!number!of!users!who!choose!Google!as!their!preferred!search!engine.!There!are!many!

                                                
57!United2States2v2O’Brien,2391!U.S.!367!(1968)!
58!Ward2v2Rock2Against2Racism,2491!U.S.!781!(1989)!
59!See!R.A.V.2v2City2of2St.2Paul,!505!U.S.!377!(1992)!noting!that!content!restrictions!aren’t!automatically!deprived!of!First!Amendment!
protection,!but!they!are!more!difficult!to!justify!(at!387).!
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features!unique! to!Google! that!don’t! directly!pertain! to! the!quality!of! results,! but!which! still!might!
sway!users!to!choose!Google!over!other!search!engines!(e.g.!Google!Instant,!Safe!Search,!Knowledge!
Graph).! None! of! these! provide! a! direct! stream! of! income! but! their! overall! effect! of! improving! the!
quality!of!Google!search!likely!leads!to!higher!income!by!increasing!the!number!of!people!using!the!
service!and!clicking!on!sponsored!results.! If!Autocomplete!can!be!classified! in!a!similar!manner,! the!
remuneration!requirement!should!be!satisfied.!!
!
A!similar!concern!is!raised!when!considering!whether!Autocomplete!constitutes!a!service!that! is!“at!
the!request!of!the!recipient”.!Since!search!suggestions!appear!automatically!as!a!user!starts!typing,!it!
seems! strange! to! class! them! as! being! at! the! recipient’s! request.! From! a! linguistic! perspective,! a!
“request”!should!involve!a!deliberate!submission!of!data!(e.g.!clicking!“Google!Search”),!as!opposed!to!
something!that!happens!automatically.!The!Commission,!however,!has!taken!a!much!more!expansive!
view! of! the! definition! of! request.! The! requirement! has! been! elaborated! upon! as! “requiring! the!
element!of! interactivity!which! characterises! information! society! services! and! sets! them!apart! from!
other! services! that! are! sent! without! a! request! from! the! recipient! being! necessary.”60! This! test!
presents! a! somewhat! different! requirement! to! that! laid! down! in! the! Directive.! The! focus! on!
interactivity!as!opposed!to!a!conscious!act!of!requesting!would!bode!well!for!the!inclusion!of!search!
suggestions.! Since! there! can! be! little! denying! that! Autocomplete! is! an! interactive! service,! its!
satisfaction!of!this!prong!of!the!test!seems!almost!certain.!
Supposing! that! Autocomplete! is! “for! remuneration”,! then! it! will! surely! be! classified! as! an!

“information!society!service”.!In!order!to!determine!what!duties!attach!to!it!under!the!Regulations,!a!
further!classification!is!necessary.!While!it!has!been!suggested!that!search!results!should!be!classed!as!
“caching”! under! Regulation! 18,! search! suggestions! would! best! be! classified! as! “hosting”! under!
Regulation!19.!This! is!because!search!suggestions!do!entail!“storage!of! information!provided!by!the!
recipient!of!the!service”.!To!fall!within!the!definition!of!“caching”,!the!level!of!storage!would!have!to!
be! “automatic,! intermediate! and! temporary”,! which!wouldn’t! pertain! to!Autocomplete’s! practice! of!
storing!data!on!searches!made!so!that!they!can!be!reproduced!when!another!user!has!a!similar!query.!
Given! that! the! “hosting”! classification! involves! a! higher! level! of! storage,! it! also! comes! with! more!
onerous! responsibilities.! Under! Regulation! 19(a)(i),! once! the! provider! receives! notification! of! any!
unlawful!content!it!stores,!it!has!an!obligation!to!remove!that!content.!This!goes!over!and!above!the!
rather!limited!duty!of!“caching”!services!to!disable!access!once!a!website!is!removed.!The!result!is!a!
fair!balance!between!Google’s! right! to!disseminate! information! through!suggestions! (as!well! as! the!
user’s! right! to! receive! such! suggestions)! and! the! rights! of! companies! who! are! defamed! through!
disparaging! search! suggestions.! While! companies! may! face! difficulty! in! showing! that! a! certain!
suggestion! is! defamatory,! at! least! it! can! be! spared! the! jurisdictional! headache! of! taking! down! the!
website!that!is!the!original!source!of!the!defamation.!
!
Conclusion%
In!the!case!of!search!results,!companies!who!suffer!reputational!harm!through!low!rankings!of!their!
website!or!high!rankings!of!defamatory!websites!on!Google!are!virtually!without!recourse.!From!a!
                                                
60!“A!coherent!framework!to!boost!confidence!in!the!Digital!Single!Market!of!e;commerce!and!other!online!services”!EU2Commission2
Communication,!11!January!2012,!at!9!
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legal!perspective,!Google!cannot!be!regarded!as!a!“publisher”!for!the!purposes!of!the!Defamation!Act!
1996.!This!is!because!Google!has!no!substantial!role!in!the!creation!of!the!content!that!appears!within!
its!search!results.!Any!claim!that!the!index!of!results!themselves!constitute!an!instance!of!“speaking”!
is!invalidated!by!the!absence!of!any!message!to!be!found!within!the!results.!The!decision!in!
Metropolitan2International2Schools!in!England!will!make!it!very!difficult!for!a!company!to!bring!a!
defamation!case!against!Google!in!the!foreseeable!future.!The!only!recourse!available!is!found!in!the!
E;Commerce!Regulations;!which!will!be!of!little!comfort.!Since!Google!can!be!regarded!as!a!“caching”!
service,!it!means!that!a!notification!of!unlawful!conduct!will!be!insufficient!to!compel!Google!to!
disable!access!to!a!defamatory!website.!The!company!will!instead!have!to!take!action!against!the!
source!website!itself,!which!may!present!difficult!jurisdictional!issues!as!well!as!leaving!the!author!
open!to!simply!republishing!the!message!on!another!website.!
!
With!regards!to!Autocomplete,!the!law!should!provide!a!greater!degree!of!protection.!The!prospect!of!
proving!Google!as!a!publisher!seems!more!likely!considering!how!easily!Google!can!block!out!specific!
content.!The!fact!that!Google!has!already!engaged!in!this!blocking!could!be!regarded!as!a!content;
based!restriction!on!speech!which!would!further!invalidate!any!First!Amendment!or!Article!10!
defence!it!might!raise.!Google’s!role!in!the!creation!of!the!content!would!bring!it!closer!to!the!
definition!of!a!hosting!website!than!a!mere!facilitator.!Under!this!view,!Google!should!be!regarded!as!a!
publisher!for!defamatory!content!it!has!been!notified!of.!However,!the!decision!in!Tamiz2v2Google!
undermines!this!argument!and!establishes!the!undesirable!situation!where!Google!can!escape!
publisher!liability!for!search!suggestions!in!the!same!way!it!does!for!search!results.!This!position!
serves!to!overlook!the!distinctions!between!the!two!features.!It!also!ignores!the!distinction!laid!out!in!
the!E;Commerce!Regulations!that!separates!caching!services!and!hosting!services.!Given!how!Google!
stores!the!actual!content!of!search!suggestions,!Autocomplete2should!be!regarded!as!the!latter,!which!
would!afford!companies!a!degree!of!protection!in!compelling!Google!to!remove!defamatory!
suggestions.!The!applicability!of!this!protection!can!be!called!into!question!in!light!of!the!decision!in!
Tamiz2however.2The!overall!position!is!one!that!puts!Google!beyond!regulation!and!companies!
without!recourse!for!damage!to!their!reputation.2


