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Abstract

Widely-cited theoretical models predict that large shareholders will monitor man-
agement, while small shareholders will free-ride. However, we find that institution-
al investors are particularly likely to oppose management on Say-On-Pay for their
small-scale shareholdings; the presence of a large blockholder further catalyzes
their opposition. We also find that the scale of investment at the institutional level
predicts voting patterns better than the scale of investment at the fund level.
Overall, our findings demonstrate that, when a low-cost monitoring opportunity
is available, small positions that aggregate to a large level of ownership across
institutions can play a meaningful role in corporate governance.
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blockholder further catalyzes their opposition. We also find that the scale of investment at the
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1. Introduction

What role, if any, do small institutional shareholders play in corporate governance? It is
commonly assumed that large institutional shareholders are the key drivers of governance matters, as
they are better positioned to internalize the benefits of the actions that they undertake.! However,
small institutional shareholders, in aggregate, own large positions in most public firms.2 If these
shareholders can take actions that are relatively low cost, they may, as a group, play an important role
in corporate governance. In this paper, we examine small shareholder participation in a low-cost
monitoring opportunity, namely, the “Say-On-Pay” (SOP) vote on corporate executive pay.

The mandatory SOP vote, introduced in 2011, allows shareholders of U.S.-listed companies
to approve or disapprove of the compensation awarded to the firm’s executive officers over the past
fiscal year. This is the only vote that occurs routinely, and that offers shareholders a direct opportunity
to provide feedback focused on the quality of a firm’s (named) executives. Prior evidence suggests
that SOP is value-enhancing (Ferri and Maber, 2013; Iliev and Vitanova, 2018; Cufiat, Gine, and
Guadalupe, 2016), and that it can have a meaningful impact on limiting compensation levels (Ertimur,
Ferri, and Muslu, 2010; Ertimur, Ferri, and Oesch, 2013; Correa and Lel, 2016; Denis, Jochem, and
Rajamani, 2017). Moreover, practitioners have suggested that the SOP vote provides a mechanism for
shareholders to communicate their general level of satisfaction with managerial performance to
management.> However, the shareholder structure mechanism determining the SOP vote outcome
remains, to date, unexplored by academic research.

To explore this mechanism, we examine how the scale of an institutional investor’s holding in
a company is related to its SOP vote. One possibility is that institutions will typically vote in support
of management for their small-scale investments. This outcome is consistent with Berle and Means
(1932), who argue that small shareholders have little incentive to monitor the firms they hold, and may
therefore opt to vote passively (i.e., consistent with management’s recommendation). Today,
institutions are required to vote on proxy issues put before them for their shareholdings.* Still, it may
not be worthwhile for institutions to spend time or resources to acquire the information needed to
make an informed decision on how to vote for small-scale investments. It is also likely to be too costly

for funds to publicly confront management (i.e., outside of the voting process) with respect to a small-

1 E.g., Grossman and Hart (1980), Shleifer and Vishny (1986), and Hart (1995).

2 For example, in our sample, the aggregate fraction of outstanding shates held by institutional investors (mutual funds)
that each hold less than 0.5% of the outstanding shares equals, for the average firm, 11.7% (8.9%).

3See Bew and Fields (2012), Burr (2012), Chasan (2012), and Spencer Stuart (2014).

4 See the Advisors Act Rule 206(4)-6.



scale investment. Accordingly, funds may opt to vote in support of management (or to follow the
recommendation of Institutional Shareholder Services, a leading consulting firm for institutional
investors on stock governance issues) as a default position for their small-scale investments in order
to passively cooperate with management, who solicit votes from shareholders in favor of their
recommendations, unless firm performance is weak (more on this below).

Conversely, there are reasons why institutional investors may gppose management on the SOP
vote for their small-scale investments. First, the large shareholdings of an institution are more
influential in their managed portfolio returns. Thus, institutions will likely focus their active and costly
monitoring efforts on these large holdings.> In the case of impending SOP votes, institutions are likely
to have private discussions with the management teams of their large-scale holdings, and, given the
institutions’ large stakes in those companies, they are likely to have direct access to management.
Indeed, Spencer Stuart (2014) reports that the most frequent issue for which management proactively
reaches out to their large shareholders is an upcoming SOP vote. As McCahery, Sautner, and Starks
(2016) point out, large shareholders’ monitoring may occur discretely through “behind the scenes
intervention.” Given the limited monitoring resources available to institutional investors, and given
that they are required to vote, institutions may be more likely to use SOP, which is a relatively low-
cost monitoring opportunity, to voice displeasure regarding their small-scale investments.

The second reason why institutions may be more likely to vote against management on the
SOP vote for their small-scale investments is that a negative SOP vote outcome may convey negative
information to the market, resulting in a lower stock price, at least in the short run. Accordingly,
investors may be particularly averse to voting against management for a large-scale investment, which
would have a relatively large effect on the short-term performance of their portfolios.

Our empirical strategy is as follows. Given that institutions are only required to publicly report
votes for their mutual funds, we proxy for an institution’s overall SOP support rate using the weighted
average of the votes cast by all mutual funds advised by that institution (weighted by the magnitude

of each fund’s investment across all funds advised by the institution). Then, we estimate models

> Institutional investors face a barrage of decisions on their numerous portfolio holdings during proxy season. From our
discussions with Institutional Shareholder Services and with some institutional investors, we have learned that the vast
majority of attention during proxy season is paid to institutions’ largest shareholdings.

¢ This negative news affects market prices; large shareholders may rationally want to delay any negative price impact for
their own benefit (e.g., attracting fund flows, which are highly dependent on short-run recent performance, e.g., Sirri and
Tufano, 1998), to convince management to make changes to preclude negative outcomes, or to extract private value from
management. Accordingly, for large-scale investments, investors may be particulatly averse to speeding up this negative
information revelation.



explaining this support rate as a function of (a) the fraction of an institution’s portfolio invested in a
given company’s equity, and (b) the fraction of the total market capitalization of a company held by
the institution. We find, using either ownership metric, that institutional investors are more likely to
oppose management on the SOP vote for their small-scale investments relative to their large-scale
investments.

Smaller portfolio weights and a smaller fraction of company held, measured at the institutional
level, predict greater opposition to management on the SOP vote. A one-standard-deviation decrease
in the fraction of a company’s shares held by an institution is expected to increase the propensity to
oppose management on the SOP vote by 11.8% relative to its mean. We observe a similar pattern
when institutions vote on other proposals, but the relation is particulatly significant and consistent for
SOP votes. Moreover, we demonstrate that institutions are particularly likely to oppose management
on the SOP vote for their small-scale investments when firm performance is weak; this demonstrates
that institution’s SOP votes on their small-scale investments are not random, rather, they oppose
management of firms that are indeed underperforming. Taken together, these findings suggests that
the SOP vote (i.e., voting against management) is a governance mechanism which is particularly likely
to be used explicitly by small-scale shareholders.

To help understand some of the aforementioned differing motivations of small versus large
shareholders with respect to SOP votes, we consider the market reaction to SOP vote outcomes. We
find that the announcements of low support rates are indeed followed by negative cumulative
abnormal returns (CARs). For example, during a nine-day event window around the vote (-4,+4), the
average abnormal return across companies that receive SOP support rates below 70% is approximately
0.79% lower than that of companies receiving support rates equal to or exceeding 70%. Hence, the
tendency of financial institutions to vote in support of management on SOP may be motivated by
their desire to avoid such negative returns.

We next examine whether shareholder composition is related to institutions’ votes. Pagano
and Réell (1998) introduce the idea that smaller shareholders may monitor a larger blockholder who,
in turn, monitors management. In our context, their model suggests that a small shareholder will be
more likely to oppose management on the SOP vote when a large blockholder is present. In our view,
the Pagano and Réell (1998) model has two possible interpretations in the context of our study. First,
it suggests that small shareholders may oppose management on the SOP vote to protest against
management allowing a large blockholder to extract private benefits (the model assumes private

benefits are extracted by a large shareholder). Second, small shareholders may vote against



management in an attempt to weaken management, thereby decreasing monitoring costs and making
it more likely that large blockholders monitor management (i.e., following the vote, large blockholders’
monitoring costs fall below their benefits).

Indeed, we observe that an institutional investor is more likely to oppose management on the
SOP vote when it holds a small stake in a company and a large blockholder is also present in the firm’s
shareholder structure. We view this empirical evidence as supportive of Pagano and Réell (1998), who
argue that shareholders monitor not only management, but also each other. Further supporting this
conclussion, we find that institutions (which typically hold small stakes in firms), are significantly and
consistently likely to vote against SOP when block ownership is large; in contrast, across all SOP
voters (on the firm level), management is likely to obtain greater support rates when a larger fraction
of shares is held by 5%-or-greater blockholders. These contrasting patterns suggest that funds holding
small stakes are particularly likely to oppose management on SOP when a large blockholder is present,
while large blockholders typically vote in support of SOP.

We conjecture that any relation between SOP voting and position size will be particularly
evident when positions are measured at the institutional advisor level, rather than at the mutual fund
level. Our reasoning is that decisions on voting are a costly and time-consuming process, sometimes
accompanied by direct discussions with management. These costs are likely magnified by the short
time frame of the busy proxy season, in which investors are voting on a large number of issues at
many different firms. In addition, an institutional advisor with a large aggregate position in a firm
(through many smaller positions at funds it oversees) will possess more power to influence
management through direct communications. With respect to both the portfolio weight and fraction
of a company held, our empirical evidence suggests that these voting decisions are typically determined
at the aggregated institutional level, as opposed to the individual fund level.

To explore the robustness of our findings to different sampling choices, we demonstrate that
our findings hold in various subsamples: (1) whether Institutional Shareholder Services (ISS)
recommends a vote for or against SOP, (2) whether the firm’s market capitalization is above or below
$10 billion, and (3) whether the fund is an index fund or not. The general patterns we detect regarding
position size and voting hold in all of these subsamples, although some differences across subsamples
are evident. We point out that our findings for SOP differ from those of Iliev and Lowry (2015), who
examine the pre-SOP period. To explain, Iliev and Lowry (2015) find that, when ISS recommends a
vote in support of management (which is the case for the majority of the proposals), funds are either

likely to vote in support of management for their small-scale investments, or cast votes that are not



significantly related to the magnitude of their holdings. In contrast, we find that, even when ISS
recommends a vote in support of management on SOP, funds are nevertheless more likely to gppose
management for their small-scale investments, relative to their larger-scale investments, indicating that
institutions are likely to oppose management on the SOP vote for their small-scale investments, across
the board. Hence, the robust and consistent pattern we document is unique for SOP.

We recognize that the magnitude of a fund’s or an institution’s investment may well be
endogenously chosen, meaning that funds and institutions will choose to invest more in a company
that they are particularly enthusiastic about, and invest less in a company they find less attractive.
Accordingly, it is possible that the higher support rates we detect for larger positions simply reflect
the general enthusiasm of the investor for both the firm and its management. However, if an
institution does not particularly value a certain stock, it could simply sell the stock (as Admati and
Pfleiderer, 2009, and Edmans, 2009, argue) prior to the SOP vote, avoiding the need to vote entirely.
Our findings demonstrate that, when institutions hold small-scale investments, they are motivated
enough about the investment to actively attempt to govern management via the SOP vote.

Nevertheless, to further test our conclusions, and to address the possibility of endogenous
investment magnitudes, we conduct an instrumental variable analysis that addresses the above-noted
endogeneity concern. Our analysis is driven by an ownership discontinuity that applies to index funds
around the Russell 1000-2000 cutoff; this discontinuity is also reflected in the portfolios of the advising
institutions. Because index funds do not have discretion over their investment allocations, these
allocations provide a laboratory for examining the relation between the magnitude of an
institution’s/index fund’s holding and the SOP votes it casts when the magnitude of the investment
is exogenously determined. We instrument for the fraction of a company’s shares held both by
institutions and by index funds using the Russell discontinuity method (see Crane et al., 2016; Boone
and White, 2016; and Appel, et al., 2018). These analyses confirm the patterns described above—
institutions and index funds are more likely to oppose management on the SOP vote when they hold
a smaller stake.

We believe that our study makes several contributions. First, we provide evidence indicating
that, on the stock level, in companies with a dispersed shareholder structure, SOP vote outcomes are
more likely to be unsupportive of management, because small-scale investors are more likely to oppose
management on the SOP vote. Thus, small investors can play a meaningful role in corporate
governance when the costs of doing so are relatively low. Our evidence suggests that when a low-cost

monitoring opportunity is made available, small institutional positions that aggregate to a large level



of ownership can play a meaningful role in corporate governance.

We also contribute by showing that voting decisions are potentially conditioned on the
presence of other shareholders in a firm. In particular, blockholder presence is associated with a general
tendency for institutions with small-scale investments to more heavily oppose management on the
SOP vote. More generally, our findings suggest that size-diversity among shareholders, which may
reflect varying shareholder interests, tends to stir opposition by small shareholders.

Finally, we are able to show that the relation between the magnitude of an investment and the
vote cast is particularly salient when the magnitude is measured at the institutional level as opposed to
the fund level. To the best of our knowledge, we are the first to study the relation between the
magnitude of an investment at the institutional level and the votes cast by an institutional advisor. We
show that the magnitude of an investment at the institutional level plays an important role in voting
behavior, above and beyond other owner characteristics that have been emphasized in the prior
literature.” Iliev and Lowry (2015) provide important evidence on how portfolio characteristics,
including the magnitude of an investment at the fund level, relate to the votes cast by funds on votes
other than SOP. We build on their findings by identifying institutional-level holding variables as a key

determinant of voting behavior with respect to SOP.8

2. Background, Data and Descriptive Statistics
2.1. Background

The main focus of this study is the “small-scale institutional shareholder”, which includes the
relatively small-scale shareholdings of a given 13f institutional investor (i.e., an institutional investor
required to file a 13f filing). We first point out that the majority of the investments made by all
institutions (or mutual funds) are small: In our sample, 88% (94%) of all investments comprise less
than 0.5% of a company’s outstanding shares. Moreover, small positions aggregate to meaningful
positions: the average aggregate fraction of outstanding shares held by 13f institutions (mutual funds)
that each hold less than 1% is equal to 18.04% (14.3%); the average aggregate fraction of outstanding
shares held by 13f institutions (mutual funds) that each hold less than 0.5% is equal to 11.7% (8.9%).

7 See, for example, Davis, and Kim (2007), Matvos and Ostrovsky (2010), Morgan, Poulsen, Wolf, and Yang (2011), Iliev
and Lowry (2015), Aggarwal, Erel, and Starks (2015), Ertimur, Ferri, and Oesch (2016), Appel, Gormley, and Keim (2016)
and Dimmock, Gerken, Ivkovic, and Weisbenner (2018).

8 Our analysis also includes an institution (or alternatively, fund) fixed effect, which importantly controls for the tendency
of an institution (fund) to vote with or against management, as a policy at the institutional adviser (fund) level. Indeed, we
will show evidence that certain institutions tend to vote with or against management persistently across companies and
time.



Accordingly, we consider the votes of small institutional shareholders to be, in aggregate, meaningful.

We focus on the shareholder votes (of small-scale institutional holdings) for the mandatory
non-binding SOP vote, which took effect starting January 21, 2011, and which offers shareholders an
unprecedented, relatively low-cost opportunity to provide feedback to management on a regular basis.
In the 2011-2013 period we examine, the vote was required for companies with a public equity free
float value exceeding $75 million.’

Other than SOP, the only issues that are raised routinely at shareholder meetings are the
election of the directors proposed by management and the ratification of the company’s auditors. SOP
is unique in that it offers shareholders an opportunity to provide feedback directed to management."
While SOP is formally a vote on the compensation awarded to the CEO and the other four named
executives, it also reflects shareholder perceptions of management performance (Bew and Fields,
2012; Burr, 2012; Chasan, 2012; Spencer Stuart, 2014; and particularly Fisch, Palia, and Salomon,
2017)."" We believe that, for this reason, SOP has been credited for increasing the dialogue between
shareholders and management (Larcker, McCall, Ormazabal, and Tayan, 2012)."

Berle and Means (1932) argue that small shareholders have little incentive to monitor the firms
they hold. They further argue that small shareholders do not have incentives to expend effort on
determining how to vote. In a similar spirit, prior studies have assumed that large shareholders will
actively monitor firms, while small shareholders will free-ride (Grossman and Hart, 1980; Shleifer and
Vishny, 1986; and Hart, 1995). Taken together, these studies suggest that mutual funds will typically
vote in support of management for their small-scale investments, since it is not worthwhile for funds
to spend the time or resources necessary to acquire the information needed to make an informed

decision on how to vote for these investments. Alternatively, they may opt to follow ISS

9 In 2011, each company held a frequency SOP vote, in which shareholders determined whether they wished to hold the
SOP vote every one, two, or three years. Kronlund and Sandy (20106) find that 89.7% of the companies voted in favor of
an annual SOP vote.

10\We note that, for every proposal brought up for a vote at a sharcholder meeting, management issues a recommendation
on whether to vote for or against the proposal. For all SOP proposals, unsurprisingly, management issues a
recommendation in favor. Hence, there exists no variation in this variable, and accordingly, it is not addressed in this study.
' In our discussions with Institutional Shareholder Services (ISS), a leading proxy advisory company, their researchers
explained that a SOP vote that passes by margins as high as 70% are still viewed quite unfavorably by a typical company’s
board of directors.

12 While the SEC may have understood this effect of SOP on small-shareholder governance while preparing the SOP rule,
we could find no clear reference to such a motivation in the SEC’s final rule. In general, the final rule refers to the Dodd
Frank Act (DFA) as the motivation for implementing the rule. In turn, DFA does not cleatly spell out the need to control
excessive executive compensation as a structure that may have the consequence of improving the voice of small
shareholders. Nevertheless, our results support the notion that the SOP rule has had exactly this effect. The final rule is
available —at: https://www.sec.gov/rules/final /2011/33-9178.pdf.
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recommendations for their small-scale investments.

However, one may posit that, given the requirement that mutual funds cast SOP votes and
the fact that mutual funds have limited access to management, funds may take advantage of this low-
cost monitoring opportunity to gppose management for their small-scale investments. Large
shareholders have alternative governance opportunities, such as the ability to have their voices heard
by management via “behind-the-scenes intervention” (McCahery, Sautner, and Starks, 2016; Ng and
Troianovski, 2015).13 Small shareholders typically do not have direct access to management.
Consequently, they are not likely to engage in costly actions such as proxy fights. Hence, small-scale
shareholders may take advantage of the SOP to voice displeasure with respect to their investment. In
addition, mutual funds may be willing to absorb a short-term negative abnormal return which may
follow a SOP vote with low support rates for a small-scale investment, but not for a large-scale

investment, which has a larger effect on the overall performance of their portfolio.

2.2. Data

Starting on January 21, 2011, the SOP vote became mandatory for all companies listed in the
United States with a public free float exceeding $75 million. Approximately 2,200 companies fall under
this definition in the average year. Since we wish to avoid a selection bias (e.g., examining only the
S&P 1500 companies) we collect data for the 2011-2013 period from data sources that cover the entire
universe of the companies that were required to hold a SOP vote.

Data on company performance is obtained from CRSP and Compustat. Data on executives
and their compensation is obtained from Institutional Shareholder Services (ISS). Data on mutual
fund holdings is obtained from the CRSP mutual fund database and from the Thomson s-12 mutual
fund holding files. Data on institutional shareholdings at the advisor level (13f) is obtained from the
Thomson s-34 files. In Appendix A, we describe the multiple procedures we follow to match the
Thomson s-12, Thomson s-34, and CRSP mutual fund databases to the ISS voting analytics dataset.
Data on shareholder composition, including blockholders, is obtained from GMI ratings. Data on

peer companies selected to determine executive compensation is obtained from Institutional

Shareholder Services (ISS). These data are extracted by ISS from the DEF 14-A filings.

13 McCahery, Sautner, and Starks (2016), who sutvey large investors—those “most likely to have the resources for and
interest in pursuing shareholder engagement”—highlight that such shareholders engage in continuous dialogue and
monitoring of management.

14 We met with ISS in person several times in order to better understand the SOP voting data. In addition, ISS helped us
formulate expectations about how institutional investors vote on SOP.
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Voting outcomes are obtained from the ISS Voting Analytics database. This dataset
documents the aggregate vote outcomes for each proposal that came up for a vote at a shareholder
meeting. These outcomes are generally reported in an 8-K filing, and occasionally in a 10-Q or 10-K
filing. In addition, the ISS Voting Analytics database includes data on the votes cast by mutual funds,
which are sourced from the N-PX form that mutual funds submit annually to the SEC. For each issue
discussed at a shareholder meeting, the ISS dataset also includes management’s recommendation on
how shareholders should vote. With respect to the SOP votes examined in this paper, the ISS voting
analytics database includes the votes cast by 8,307 mutual funds operated by the 357 largest investment

advisors.

2.3. Descriptive Statistics

We start by highlighting the large impact institutions and mutual funds have on vote outcomes
by estimating the percentage of voted shares cast by institutions and funds. We first estimate this
percentage for institutions using data reported in ProxyPulse (2014), published by Broadridge, the
only company through which shareholders can submit their votes electronically (which is how the vast
majority of shareholders vote). ProxyPulse (2014) reports that, for S&P 1500 companies, 90% of all
institutional shareholdings are voted, while only 29% of all retail shareholdings are voted. We estimate
that, on average, 69.63% of the outstanding shares of the average stock are held by institutions," while
the remaining shares are held by retail investors. Hence, 87.7% (69.63%%*0.9)/((69.63%*0.9)+(1-
69.63%)*0.29) of all votes cast are cast by institutions. This figure emphasizes that vote outcomes on
the company level are typically determined by the votes cast by its institutional investors.

In addition, we estimate that on average, in a given corporation-year, mutual funds own 28.5%
of the outstanding shares of the companies that hold a SOP vote during the 2011-2013 period
(reported in Table 1). Using the abovementioned figures, on average, 35.7% of all voted shares are
voted by mutual funds. These figures highlight that mutual funds, as a subset of institutional investors,
also have a large impact on the aggregate vote outcome.

Table 2, Panel A, documents that, in general, SOP support rates are high: among shareholders
who vote, on average, 87.2% vote in favor of SOP (“fraction voted for SOP”), as opposed to voting

against SOP (or, in a small percentage of cases, withholding or abstaining from the vote). This low

15 This figure is calculated by dividing the aggregate number of shares held by all institutions in a given stock and a given
year (in the quarter preceding the vote), by the total number of shares outstanding, and then calculating the average across
all stock-years.



frequency of opposition serves to “single out” companies for which shareholders express such
opposition. Variables are further defined in the Glossary of Variables.

Table 3 focuses on the votes cast at the institutional advisor level. Column 3 reports, for the
20 institutions that have participated in the largest number of SOP votes, the frequency at which they
voted in the opposite direction of ISS’s recommendation. Note that some investment advisors never
vote against ISS’s recommendation, while other investment advisors do so quite frequently. Thus,
institutions, to a large degree, appear to have a “house policy” on whether to fully trust ISS’s opinion
or to form their own opinion about the quality of management at a particular firm.

In the final column of Table 3, we focus on the delegation of the SOP voting decision within
the institution (e.g., BlackRock), meaning whether this decision is made by the institution or by the
fund advised by the institution (e.g., BlackRock Large Cap Core Fund). Bew and Fields (2012, p. 22)
report that some institutions determine, at the institutional level, how their funds should vote, while
other institutions delegate this decision to their fund managers. Indeed, Column 4 of Table 3 indicates
that, within some institutions, funds vote unanimously (e.g., Vanguard with a 0 “S.D. of votes within
institution”), while others do not (e.g., Jackson National Management with a 20.38% S.D.).

The median standard deviation, which is equal to 0.07%, indicates that the median institution
typically votes unanimously, but the average institution delegates some amount of discretion on the
voting decision to individual funds, as indicated by the average standard deviation equal to 3.05%.
Following this pattern of variation, we examine how the magnitudes of both institutions’ and funds’

holdings relate to the votes cast.

3. Are Institutional Shareholders More Likely to Support Management for their Large-

Scale Investments?

We start our analysis by examining how the magnitude of an institutional advisor’s stock
holdings relates to that institutional advisor’s votes. We first focus on the institutional advisor level
because, as shown in Section 2.3, a substantial fraction of the funds advised by a given institution vote
consistently with each other, suggesting that the voting decision is frequently made at the institutional
advisor level. In addition, 13f institutions, which are required by the Advisors Act Rule 206(4)-6 to
“adopt and implement written policies and procedures that are reasonably designed to ensure that you
vote client securities in the best interest of clients,” establish these requirements at the institutional
advisor level. While funds may and do diverge from the institution’s policies on a regular or an

occasional basis, the existence of institutional policies suggests that voting is frequently determined at
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the advisor level.'®

We first examine how the magnitude of each stock investment at the institutional level relates
to the SOP vote cast. To carry out this analysis, we define the following two “holding variables” to
capture the magnitude of each holding. First, “Institution’s portfolio weight (as a fraction)” measures
a stock’s weight in the institution’s total portfolio (i.e., the aggregate holdings of all mutual funds
advised by that institution), following Fich, Harford, and Tran (2015). As shown in Table 2, Panel A,
the median value of this variable is 0.29%. Second, “Fraction of company’s shares held by institution”
is the aggregate fraction of a company held by the mutual funds advised by each institution; the median
value of this variable is equal to 0.025%.

Since institutions are required to publicly report only the votes they cast for the mutual funds
they manage (rather than for all the assets they manage), we construct a proxy for how an institution
voted for all its stock holdings based on the votes cast by the institution’s mutual funds. As shown in
Table 1, 41% (28.5%/69.6%) of the average institution’s equity assets are managed by mutual funds.
Our measure captures the weighted average of the fraction of funds that voted for SOP among all
funds managed by a given institutional advisor. More formally, for each institution-company-year we
estimate:

Weighted average of institution’s SOP support = Yj-; W; * V; (€H)
where Wj denotes the weight of fund i’s holding of a stock relative to the aggregate holdings of all
mutual funds advised by the institution (i.e., fraction of company held by fund i, divided by the total
fraction of company held by all funds advised by the same advisor, both measured at the end of the
calendar quarter preceding the vote), and Vj is a binary variable that equals one if fund i voted for
SOP, and zero otherwise. We later discuss a second measure that we use for robustness.

Each observation included in Table 4 (Panel A) is at the institution-company-year level. Year,
industry, and institution fixed effects are included (or not) as indicated at the bottom of Table 4 (Panel
A), and errors are clustered at the institutional level. Including an institution fixed effect allows us to
observe how a given institution votes differently for its small-scale investments versus its large-scale
ones, as such a fixed effect controls for the unobserved tendency of a given institution to vote in a
particular manner across stocks and over time (as implied from Table 3). Our decision to include an

institution (and later fund) fixed effect differs from that of Iliev and Lowry (2015), who do not include

16 For example, BlackRock’s and Vanguard’s policies are published at https://www.blackrock.com/corporate/en-
us/literature/fact-sheet/blk-responsible-investment-guidelines-us.pdf and

https://about.vanguard.com/vanguard-proxy-voting/voting-guidelines, respectively.
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