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Abstract i This paperreexamines theaole andeffectiveness ofhareholder proposals in
mitigating agencyproblems Previous studieseport insignificant or negativestock price
reactions toproposal announcementsand infer thatthe market interprets shardtier
activistsd use of the proxy process as a
managementJsing avery large sample of proposals submitted between 1996 and 2005, we
show for the first timethat shareholder proposadse actually met with positive price
reactions, especially when takeovelated or sponsored by public pension furMereover,

we use sample selectionodelsto show that the market reactionise voting outcomes, and

the very selection of target firms awmdl strongly reléed to a variety of governance
considerations, including(i) the t ar g e t of éantitakeower provisions, (i) board
effectiveness, and (iii) theerformancesensitivityof CEO pay Overal, we conclude that the
market does perceiv&areholder proposalts be a relevance control device, whettually
explains why activists are prepared t@attbe nontrivial costs ofsponsoring them.
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1. Introduction

Shareholder activism through the proxy prodess been subject tauchacademic debate in
recent yearsdDespitea wealth of studies reported surveys byBlack (1998), Karpoff (2001)
and Gillan and Starks (200y)there remains littleempirical evidence thatshareholder
proposals would actually create firmalue, or indeed be a relevant control aghnaling
device. Nonetheless, shareholder activists have continued to pay tHaviancosts of
proposal submissionwith the number oproposalscontinuing to rise in the 2000 remers
and Romano, 2007; Thomas and Cotter, 2007).

The key questionwith respect toshareholdemproposalsis indeedwhetherthey are an
effective means of mitigating agency concerns, or they are simply used by shareholder
acivists to pursue their sefferving agenda without much successstorically, oards have
tended to ignore most proposals because of theirbimating nature, and what has been
generally limited voting supporhNonetheless, recent studigsowa continualincrease in the
percentagevotes @st in favor of proxy proposals, as well as manage to link the voting
patternstd mpor t ant i ssues such as the target f
institutional investors, and of course the issues addiemsd the identity of the proposal
sponsorgGordon and Pound, 1993; Bizjak and Marquette, 1998; Gillan and Starks, 2000).

Surprisingly, the same studies still faib match thevoting successs of proposal
submissions with positivetockprice effectsin fact, somepapersgo as far as reportinipat
shareholder proposals are met with a negative market response updafisitiesurein the
proxy statement¢Bizjak and Marquette, 199&)el Guercio and Hawkins, 19R9To some
extent, poposalannouncements ay indeed be interpreted as a negative signal, because
institutional activistonly tend to turn to the proxy process once they have failed to negotiate
a satisfactory outcome with management behind the scenes (Prevost and Rao, 2000).
However, this does nexplainwhy the samenstitutionalactivists arehenprepared to bear
the nontrivial costs ofproposal submissiond, the market expects these to be ineffective
anyhow in discipliningpreviously unresponsive managers

This paperaddresses thesssuesby using a sample of more than 2,800 shareholder
proposals submitted at US firms between 1996 and 2005. The results presented here make
very important contributions to the literature. Firsilye find that proposal submissions are
actually met with a posve rather than negativsetock price respons@he market reactions

tend to match the main voting outcomes in that the propogath are takeoverelated and



sponsored by public pension funds are by far the raostessful. However, thgositive
abnorméstockreturns areequallyrobust for the full sample.

Secondly,both the voting outcomes and stock price reactions are driven very strongly by
the quality of the target fTherrendption af proppsalr at e
submissions is tie@specially closely tohe incidence ofanti-takeover provisionswhich
obstructthe market for corporate control as an alternative means of addressing governance
concerns. However, there is also evidence for thelevance of other governance
consideratioa such as board effectiveness and the performance sensitivity of CEO pay.
Overall, we find that the abnormastock returns are better predicted by the governance
proxies than by the individual proposal characteristitsontrast, pevious studiesend na
to control for governance qualigt all or do so to a limited extent, which is surprising given
that most shareholdeproposals are in fact directed at what are perceived to be poor
governance structures.

And thirdly, this is the first study in the litatureto jointly estimateghe success of proposal
submissions and the actual probability that a firm gets targeted by shareholder activists. This
is a critical issue, because the very successhafreholder proposals likely to be
endogenous to the seten of the target firmsandthe OLS estimates reported by previous
research mayhereforebe biasedWweus e Heckmandés (1979) sampl e
sample of nearly 2,000 target and ftarget firms to address this isstleroughoutour
analysis The selection equations are very comprehensive in explaining the probability of
proposal submissionsand show that shareholder activistdo tend to single out
underperforming firms with poor governance structures. BExplains why the market
perceives shraholder proposals to be a relevant control siggalingdevice, to the extent
that they disclose important information over governance concerns and indicate close
monitoring by shareholder activists.

The remainder of thigaperis outlined as follows. ®#on 2 reviews the academic
literature on shareholder activism. Section 3 provides a detdigedssionof the sampleof
shareholder proposalsThe voting outcomes and market reactions associated with the
proposal submissions are analyzed Section 4 ina univariate framework, and in the
multivariate sample selection framework in SectiorFially, Section6 allows for some

concluding remarks.



2. The literature on shareholder activism

2.1 The past and present of shareholder activism

Gillan and Starks(2007) place shareholder activism incantinuum of responsethat
dissatisfiedinvestors can give to concerns over corpogaieernanceand activities At one
extremeof the continuumshareholdersansimply vote with their feet bygelling their shares

Indeed, the act of selling shares has been showered disciplinary pressu@ management

and lead to changes in corporate governance (Parrino, Sias and Starks, 2003; Admati and
Pfleiderer, 2006). At thether extremas the market for corporate cookr where investors

initiate takeovers and buyouts order to bring aboutundamental corporate changéama
andJensen1983)

The role ofshareholderctivism arisesvhen shareholdershoose to hold their shares and
seek toinducechanges within therim without a change in contrdilany pensionfunds and
other investors areitherunwilling or unable to sell underperforming stockfien because
they index a large proportion of their portfolidShareholdemctivists may then press for
corporate reform through private negotiations with managemenmt i typically when
management is not sufficiently responsivesubmit proxy proposalsfor shareholder vote.
Empirical studiesshow that shareholder activists indetedid totarget poorly performing
firms, often characterized by rige institutional shareholdings and low inside ownership
(Karpoff, Malatesta and Walkling, 1996; Smith, 1996; Carleton, Nelson and Weidl88&),
and what investors perceive as poor governance strucates &nd Klein, 1995 hoi, 2001;
Akyol and Carroll, 2006; Prevost, Rao and Williams, 2006).

The inclusion of shareholder proposals on corporate ballots was first allowed in 1942 by
thepr edecessor of -8tMost prdpds&® wese spoasbred byt iddevidsalintil
the mid-1980s, which sawrowing involvement bynstitutional investorsand the emergence
of coordinated shareholder groups such aslthiged Shareholders Associati¢8trickland,
Wiles and Zenner, 1996/ ahal, 1996;Gillan and Starks, 20Q0Prevost and Rao, 20D0
Public pension funds were particularlyopfic in submitting proxyproposals until thearly
1990s, when they began fming more on behinthe-scenesegotiations with management
and targeting firms through the medi@afleton,Nelson and Weisbach, 28; Hann, 2002;
English, Smythe and McNeil, 2004; Wu, 200Melson, 200§. Since then,proposal

! Public pension funds began having more direct dialogue with management after the SEC passed new rules
allowing shareholders to directly communicati¢h each other in 1992 his change reduced the cost of creating

shareholder coalitions and made the sponsoring of proxy proposals comparatively more expensive.



sponsoringhas becomelominatedby labourunion pension fundswith the vocal backingof

the Department of Labotndeed,union pension fundfave delivered sesral innovations
over the past decadethe use of proxyproposalsas well aghe mediato targetmanagement
(Schwab and Thomas, 1998; Prevost, Rao and Williams,)2B0fecent yeardhedge funds
have also been widely reported to develop activisttegji@s taking large positions in
underperforming firmsand directly targeting management as per thactivist agendas
presentedn their purpose statementBradley, Brav, Goldstein and Jiang, 2006; Brav, Jiang,
Partnoyand Thomas, 2006; Klein and Z2Q06).

The prominence of institution@vestorsin the activist arenaoincides withthe dramatic
surgein institutional equity ownershipsince the 1980s This correspondso the efficient
monitor hypothesithatdue toa free rider problemonly largeinstitutional shareholdex have
themeans andhcentive to undertake costigonitoring and othecontrol activitiegGrossman
and Hart, 1980Shleifer and Vishny, 1986Admati, Pfleiderer and Zechner, 199aug,
1998; Noe, 200R The literature warns howevehat activism by even the most prolific
institutions may be beset withowflict of interest motivations, whicks referred toas the
incentive conflict hypothesifPublic pension funds have been generally praised for their
advocacy of shareholder interestsut Woidtke (2002) argue that political and social
influences may divert their focus fro maximizing shareholder valudlore explicit are
Prevast, Rao and Williams (200@) their criticism of activist union funds. The authors argue
thatunions may usactivism as a tool to achieve their sedfrving agenda, pointing to their
role in the collective bargaining process and their other political interests.

A further importantissueis the notable lack of activism byinsurance companies and
banks 6 ttmentsBrickleyelgase and Smith (1988) aRdund (1988yegardthese
investorsas being presswgensitive due to their existing or potential business ties with the
firms they invest inPension fundsinvestment firns, and independent investment advssb
indeed the morerolific shareholder activists aredeemed to be more pressimeensitive
because they aranlikely to have such business relations and thtes more willing to
challengemanagemenit Thatconflicts of interesmay make investors lkectant toconfrontor

evenvote againsmanagementlespite their fiduciary dutiesaslong beenvoiced by union

% Becht et al. (2006) are the first to investigate - evidence on hedge fund activism, éwamining the
activities of the Hermes Focus Fund in the UK.

% Accordingly, geater ownership by presstiresensitive investors has been associated with greater emphasis on
pay for performance (Almazan, Hartzell and Starks, 2005), better acquid@aisbns (Chen, Harford and Li,

2007, and better overall financial performance (Cornett, Marcus, Saunders and Tehranian, 2007).



pension funds and other activists. This eventually prompted the SEC to inttbéuceitual
fund proxy vote disclosure rula June 2003which requires mutual funds t@port how they

voted on sharehold@roposals

2.2 The success of shareholder activism: voting outcomes

The central questiowith respect to shareholder proposalsvhether theargetfirms actually
implement theproposed chages There is evidence that firnae more likely to remove anti
takeover devices arldnit executive compensation when targeted by public pension funds in
particular (Bizjak and Marquette, 199Bhomas and Martin, 199Fhomas and Cotter, 2007).
Nonethelss, boardshave tended to ignore most proposals because of theibindimg
nature and what has been generally limited voting supp®he literature finds thathe
proportion of yes votesor proxy proposals increased consistently during the 1990s, but
majority supportin excess of 50%wvas relatively infrequent until the 2000&iflan and
Starks,2000 and2007; Thomas and Cotter, 2007).

The same studieseport several factors which theting patterns depensh, including the
issue addressed by the presph the identity of the sponsand the identity of thevoting
shareholdersTakeoversrelated proposalsespecially thosdargeting classified boards and
poison pils receive by far the most votesjggestinghat these are perceived to maximize
firm value the mostVoting supportis highest for proposalsponsored by public gnsion
funds, which are relatively unlikely to be beset with incentive conflicts and are generally
viewed ashaving shareholder value maximization as their primary objedieosethdess
hedge funds and othémvestment firng, coordinated investor associations, amdons are
also fairly strong in building voting coalition&Jnsurprisingly,the number of yes votes
increassin the number of shard®ld by institutional ownersand dereassin the number of
shares held by executives, directors and Employee Stock Ownership Plans (E&Df)s
and Romano (2007khow that proxy proposals are supported Ilpyessuransensitive
institutions in particular, which indeednplies conflicted wting by pressuresensitive
investors Whetherthe voting outcomes have been improvedtts mutual fund proxy vote
rule remains debatedRothberg and Lilien, 2006Davis and Kim, 200}/ Cremers and
Romano (2007) argue that the extent of conflicted votipgnutual funds may have been
exaggerated in the first place, because they historically vote with management less frequently

than do other investors.



The literature shows thahareholder support for proxy proposalso depends on the
tar get fn chamadtaristics.eFavowable votes are notéijyer when the targeis
relatively small angoorly performing Perhaps surprisingly, most studiesru control for
the targeds governance characteristics, even though shareholders stegad activismas
contributing the most value in firms witwhat they perceive as being poor governance
structures. Thus far, the voting outcomes have been shown to be unaffetttethbyets use
of antitakeover devices (Gordon and Pound, 1988)level of board irdependence (Bizjak
and Marquette, 1998).

2.3. The success of shareholder activism: market reactions

An alternate measure of the succesgpfposal submissions how the stock market
responds to themThis kind of analgis has a number of limitationspWwever. Previous
studiesconcludethatthe wealth effecof the proposals should be examined around the date
the proxies are maile@hagat, 1983; Bhagat and Brickley, 198%his is because the market
should have reasonable predictions on the votingoows; and the proposals are otherwise
uncertain to be implemented even if they pass due to their advisory manegeproblem
however is thathe wealth effects of individual proposals are difficult to ascertain, because
proxy statements typically contaiultiple management and shareholder proposals, as well as
disclose other important information. In addition, there is a question as to whether the
announcement is good news or bad. In terms of the real afiectnarket should respond
favourably if it viavs the proposalas an effective means of resolving agency concerns and
the proposal sponsors as valuable monitoring agetaaever,the wealthimplications of
proposal announcemendse alsdikely to be affectedby a signalingeffect. Indeed, Prevost
and Rao (2000}%tressthat institutional activistsin particularfirst try to negotiatebehind the
scenesandonly submit a proposal if management is not sufficiently responsive. In this sense,
institutionally sponsored proposafiould induce a negativesmonse because they signal
management 6s r e leuvenwith signiicant sharehaddgre who @an kiild strong
voting coalitions.

Previous event studies atgpically inclined to confirmthe prevalenceof this negative
signaling effect. Many pape find that proposal announcements induce insignificant market
reactions(Karpoff, Malatesta and Walkling, 1996; Smith, 1996; Wahal, 1998mas and
Cotter, 2007, while ahers reporbutright negative abnormal returns fproposals targeting

poison pilk (Bizjak and Marquette, 199&el Guercio and Hawkins, 1998revost and Rao,



2000. Gillan and Starks (200@pecifically compare market reactiongpi@posalsponsored
by institutional activists versusindividual investorswho are less likely to negate with
managemeniand find thathe abnormal returns in thiermer casearesignificantly lower and
mostly negativeThe authorslo detectevidence of a real effect, howevdihey find thatike
the voting outcomeghe abnormal returnaround proposaubmissionsare highemwhen the
target firms are poorly performing and havehigh levels of institutional ownership.
Borokhovich, Brunarski, Harman and Parrino (2006) furiheestigatethis latter resulfor
takeoverrelated proposalsand confirm thatthe abnormal returns are positively related to
ownership by pressuiasensitive, but ndby pressuresensitive, institutional investors.

That the positive real effectmay actually bestronger thathe signaling effect is only
concludedby Prevost, Rao and Mams (2006) in their studyexamining proposas
sponsored by union pension funds. The autlioi that the market reactioto takeover
related proposalsis significantly positive, as well asignificantly more positivethan the
reaction to proposalsargeting other issues. Thibasically reflects theobservedvoting
patterns, in that takeoveelated proposals botiend toreceiveby far the most votes and are
the most likely to pas§.he authorgannotconfirmthattheabnormal returns are related beet
t ar g e tpriof perform@argce and level afstitutional ownershipHowever they are the
first to includeboardrelatedgovernance variables in their analysisd findthatthe market
response t@roposalsubmissionss much more favourablhenthe targetfirms have what

are perceived to be inferior board structures

3. Sample description

The shareholder proposatgudied in thispaperare all related to corporate governance and

were submitted in the period between 1996 and 2005. The proposat®stig taken from

the I nvestor Responsibility Resipgawhchtracdke nt er 6
the proxy votes obver 1,900 firms, includintheSt a n d ar d15@.0OBramalysis sses

all firms in the IRRC universe except those with dtlass common stock; these are omitted
because their governance structures are difficult to compare with those of single class firms

due to extensive voting and ownership differefic@te final dataset consists of 2819
shareholder proposals submitted &4 6irms; 2666 of these were reported by the IRRC, and

the rest were obtained from the proxy firm Georgeson or -baletted from proxy

* We omit 269 proposals submitted at 65 dual class firms, represeatmng9% of the initial sample.



statements. The remainder of tlsisctionprovides an overview of these proposals by the
identity of the proposal sponssand theparticularissues addressed.

3.1 Proposal sponsors

Tablel reviews the proxy proposals submitted in each pgasponsor identityThe sponsors
are classified by whether they &fi¢ union pension funds, (ii) publipension funds, (iii)
coordnated investoassociations, (ivinvestment firng, (v) religious organizationsr socially

responsible investorsy (vi) individualsinvestors The sponsa of 27proposas could not be
identified.

(Insert Table Jbout here)

The most notable developmteover the samplgeriodis theremarkableincrease inthe
number of proposal submissions madauhion pension funddJnion activistssponsored 926
proxy proposals between 1996 a2@D5, compred with just 119 between 1987 an®4%&s
reported by Gillarand Starks (2000Y.he mostprolific activistswerethe United Brotherhood
of Carpenters and Joiners of America (UBCJA), the International Brotherhood of Teamsters,
andthe Longview Collective Investment Funerevost, Rao and Williams (2006) point out
tha Longview is different somewhat from the other union funds in that it is less likely to be
beset with conflict of interest motivations. This is becathse fund has strong fiduciary
responsibilities to its depositors, despite being ultimately owntbtlough the Amalgamated
Bank of New Yorki by the UNITE HERE union (formed in 2004 by the merger between the
Union of Needletrades, Industrial and Textile Employeaesd the Hotel Employees and
Restaurant Emplyees International Union).

Public pension funds speored acomparativelymodest 136 proposal®r 5% of all
submissionsThat these institutions nonetheless remain highly prolific in the activist arena is
demonstrated by wealth of studies looking dheir behindthe-scenes negotiations with
target firms As has been mentioned, public pendiands did not begin focusing on private
dialoguewith managemenintil the early 1990s. Indeed, Gillan and Starks (2000) report that
they madesubstantiallymore, 344 proposal submissions between 1987 and 1994he
subsequenwithdrawal ofthe California Public Employees' Retirement Syst&alPERS
and the Teachers Insurance and Annuity Associatidbollege Retirement Equities Fund
(TIAA-CRER from proposal sponsorship particularly wellknown. The various funds fo



New York City public employeesemaired reasonably activdyowever,with a total of 84
submissionsnadebetween 1996 and 2005
Coordinaté investorassociationsponsored 97 proposals over the sampleriod, or 7%
of the total. The mostprolific advocag group was the Investor RightAssociation of
America (IRAA), a spinoff of the nowdefunct USA. The IRAAalsodisbanded in 1998, but
its founding members, Charles Miller and William Steiner, himself the former chair of the
USAOGSs New Yor k e@Hhoampake proposat subrhigsion8nother active
shareholder groupvas the Association of BellTel Retireasd its membersacting mostly as
a de facto union fatheformer employees of Verizon Communications @agredecessors.
Between 1996 and 2005, pasal sponsorship dyedge funds and otharvestment firns
remained relatively modest, with 62 submissioks.has been mentioned, these institutions
aremuchbetter known for negotiatindirectly with managementalthoughthe advisory firm
GAMCO Investos becamea significant proposal sponsoafter 2000 Socially responsible
investors and religious organizatiomgere considerablymore prolific submitting 121
proposals many of which were eeponsored by multiple institution¥he mostsignificant
socially responsibleactivists werethe Interfaith Cerdr on Corporate Responsibility (ICCR)
and the United for a Fair Economy (UFE) movement through its Responsible Wealth project.
The remaining 1350 proposals, or 48% of the total, webenittedby individual activists.
The mostprominentproposal sponsofs of t en r ef eor e chy indudesiss g a
Evelyn Y. Davis and the Cheveddé&mnssiand Gilbertfamilies, with a total of 68proposals.
The Gilbert brothersire especially welknown for their presene in the activist arena since
the 1930 and continued to submit proposals until 20P8minent individuals previously
involved in weltpublicized proxy contests sponsored 20 proposals over the sample period,

and includedsteve Bostic, Rack Jorstad, an&elim Zilka.

3.2 Proposal types

Table 2 groups theproposal submissions byear andthe issue addressed he issuesare
categorized by whether the proposaincered (i) anti-takeover devices, (ii) executive
compensation, (iii) the board of directors) (voting rules, (v)the sale of theargetfirm (vi)

auditing servicedq(vii) the annual meeting, or (viii) other miscellaneous issues.

(Insert Table Zbout here)



The results show thats has been the case historicadtyti-takeover devices wetey far
the most populasubjectsof proxy proposals between 1996 and 2085total of 987
proposalsvere takeoverelated targetedprimarily at the removal of classified boards (442),
poison pills (314)and golden parachutes (13@®hareholder activists tagtpd these devices
particularly intensely after 2000, coincidivgth the stock market downturof the early
2000sand the exacerbation aforporate governance concemrs a result othe Enron and
subsequerdccounting scandals.

Shareholders sponsoraah additional 611 compensatierelated proposalsmore than
doublethe 247proposalsreportedfor 19871994 by Gillian and Starks (20000ver wo
thirds of these were submitted after 2068lectingthe growing discontent of activists with
the recentwidely-discussechikes in stockbased managerigday. Activism related to bard
and voting issues remained comparativetgble over time with a total o499 and 357
proposals respectively.The number of proposatsalling for the sale of thearget firm was
117 overall, much higher than the 17 reported by Gillan and Starks (2000) but declining
considerably in the early 20005udit-related activisntemainedmoderatewith a total of 71
proposals,but picked up after theenron scandal anthe ensuingprosecution b Arthur
AndersenRoutine issuesoncerninghe annual meeting wetargeted by88 proposals.

The recentsurge inthe number oftakeover and compensatierelated proposalswas
largely driven byunionsbecoming increasingly prolifiactivistsin recent yars.Though not
reported in the table, artiakeover deviceand board independeneesre uniformly targeted
by all institutional investorsHowever, mionswere by far the mst active n also engaging
firms overexecutivecompensationyith emphasis ostock option expensingnd the granting
of performancebased options and restricted shafdsat unions alscsoughtto achievetheir
own selfserving agenda is shomby thar use of the proxy process to demagmiployee
representation on corpordieard and he linking of managerial pay to employee welfare.

Public pension fundsinvestment firng, and coordinated investongere somewhatmore
focusedon engaging firms oveantitakeover devicedPublic pension fundsvere alsoactive
sponsaos of board independeecand confidential voting while investment firngs and
coordinatednvestors catdthe most often for the sale of the target firraci@lly responsible
investorsand religious organization®nded topursue softer governance objectv&Vhile
they submittd several takeoveelated proposals,they most commonly soughboard
inclusiveness. The same activists often targetedexecutive pay as well calling for
compensation reviewand restrictionsas well ascompensation being tied to social criteria.

The issesaddressed bindividual activistswereby far the mostdispersedThe figures often



show a very strong association between the identity of the indivigughonentand the
particular issues addresséthr exampleEvelyn Y. Davis sponsore89 of the 47proposals
on director tenure42 of the 45proposalson compensation disclosure, and @Bthe 38
proposalson the date and location of the aahmeeting. Even more remarkapBavis and
the Gilbert brothersponsored 61 of the 222submission®n cumulaitve voting, while 151of

the 314poison pill proposals weubmittedeitherby the Chevedden or Rossi families.

4. The success of shareholder proposalsioting outcomes and market

reactions

4.1 Voting outcomes

A key measure of the success of sharehopdeposals is the voting support thesceive
when going to shareholder vot&hat proposal submissions hawecome increasingly
successfubver the yearss well-documented, including most recently by Gillan and Starks
(2007). Indeedwe find thatthe shae of votes cast in favoof the average proposaicreased
by approximately8.4% points between 1996 and 200%egardless of the identity of the
sponsor or the issue addredsMore importantly, there was a quadrupling in the proportion
of proposals receing majority support, from 7% in 1996 to 31% in 2005.some extent,
these trendsnay be contributed to the @ving rise inthe equity holdings of institutional
investors However,a jump in the percentage vote was particularly appdsenveen 2001
and 2003, coinciding with the stock market downturn and corporate accounting scandals of
the early 2000s, as well as the introduction of the mutual fund proxy vote rule in June 2003.
Table3 showshow the voting results were affected by tlesue addressed atitk identity
of the proponent shareholdefor the 2750 proposals for whichwe have voting data
availablé. The results confirm that the proposals targeting-@k&over provisions received
by far the most votes in favauwith an average 53.4% of thetes cast. In fact, most of these
proposals passed the vote, such that nearly two thirds receiagdityn support over the

sample period, and as many as 84% in 2005. The number of votes received was uniformly

®> The remaining 69 proxy prosals also went to shareholder vote but the target firms did not report the detailed
voting outcomes. Proposals are sometimes withdrawn either because the sponsor has successfully negotiated a
resolution with the target firm, or becauve SEChas allowedhe firmto exclude the proposal from its ballot

due to its improper subject matter or technical reag@asleton, Nelson, and Weisbach, 19%&llan and

Starks, 2000 The IRRC data do not includeese withdrawn proposals, however.



high for each provision targeted, with the mestcessful proposals seeking to eliminate
poison pills, classified boards and supermajority provisions, and restore special meeting and
written consent rightsThe soleexception was the ten, mostly urisponsored proposals

calling for reincorporationypically in Delaware, with 16.9% of the votes on average.
(Insert Table 3 about here)

The proposals pertaining to other issues enjoyed only moderate success, although those
tackling the weHpublicized aspects of corporate governance often attracted ewaidil
support. On average, the compensatigated proposals received 21.5% of the votes cast.
The more successful ones sought greater shareholder say in approving compensation
packages, or concerned the fmyrformance sensitivity and accounting treaitnef stock
based compensation. Standing out among these were the mostlyspaisored proposals
calling for the expensing of stock options, which had an average 49.0% voting samgbort
actually passed in half of the cas@he boarerelated proposalseceived only 19.4% of the
votes cast on average. Of these, the highest percentage votes were attracted by the proposals
related tothe independence of the board and the board chairmancomparison, the
outcomes achieved by the votinglated proposals eve significantly better, with an average
32.3% of the votes in favour. The proposals calling for confidential voting were particularly
successfulreceiving45.5% of the votes oaverage and passing a third of the cases. The
auditrelated proposals, asell as those related to the annual meeting or seeking the sale of
the target firm did not receive considerable shareholder support.

The latter part of Table 3 shows how the identity of the proposal sponsors affected the
voting resultsPrevious studiepoint out that theproponent shareholdebsest able to hid
voting coalitions should be those which ahe leastlikely to be beset with incentive
conflicts, and are therefore perceivtedbethe most focused on shareholder valliee table
shows strong sipport for this argument. The proposals submitted by public pension funds and
investment firns received by far the most votesfavour, at an average 43.0% and 41.0% of
the votes cast, respectivelyhe percentage votes were consistently high acroséalirtajor
pension funds. Of thmmvestment firns, GAMCO Investors was the most successful, with its
strictly takeoveirelated proposals attracting an average 55.7% of the votes.

The proposals sponsored byiaen pension funds received consideratbwer voting
support,at an average 34.8%his is consistent with the viethat unions may use the proxy
process tachievetheir seltserving agenda rather than to maximize firm value. Indeed, the

percentage votes gathdréy unionsponsored proposaisere lower on all proposal types



including on the subset of takeowetated proposald.he proposals submitted bgardinated
investor groups, and religious and socially responsible investoesvedonly 28.6% and
19.9% voting support, respectivelWe find the par supportdrawn by the IRAA and its
former membersinexpectedgiven theirhistoricalfocus on shareholder value aaskociation
with the previously very successful USAinally, individual activists received an average
percentage vote of 32.1%uchhigher than the 18.7% reported for 198994 by Gillan and
Starks (2000).Indeed, sveralfigadflyo investorspopular in thebusinessmediaemerged as
being very powerful in building voting coalitionsThe voting outcomes achieved by the
Chevedden and Rossinfdies were particularly remarkable, with their mostly takeever

related proposalgypically attracting majority support.

4.2 .Market reactions

We now employ an alternate measure of the success of shareholder proposals, that being the
market reaction to &#ir announcement in the proxy statements. Section 2.3 already discussed
the considerable limitations of this type of analysis. Firstly, it is difficult to identify the wealth
effects of individual proposals, because proxy statements typically contaiplmpitoposals

and disclose other important information. In addition, information leakages are likely to
occur, especially given the propensity of institutional activists to announce which firms they
are going to target (Gillan and Starks, 2000).

Secondlythe market reaction to proposal announcements may be driven by both a positive
real effect and a negativ&gnaling effect. In terms of the real effect, the market should
respond positively if it views the proposal as an effective tool of mitigating ggemcerns,
and the proposal sponsor as a valuable monitoring agent. In this regpexpect the market
reaction to be broadly in line with the voting outcomes. In terms ofidpaling effect,
however, the very submission of the proposal may inditatethe proponent shareholder has
previously tried and failed to settle the issue of concern through private negotiations. Existing
studies tend to conclude that tlsignalingeffect is as strong as the real effect, because they
find little or no relatio between return behaviour and the voting patterns, or indeed evidence
that proposal announcements would be met with a positive market response. Of course, this
argument does not explain why activists are actually prepared to bear the considerable costs
of submitting proxy proposals, if the market expects these to be ineffective anyhow in

disciplining management.



To address this probleme now examine the cumulative abnormal returns (CAR) induced
by proposal announcements in the thdeg period {1,+1] surounding the proxy mailing
daté. As has been mentioned, previous studies find that all information from the proxy
statement should be incorporated in the share price around this time (Bhagat, 1983; Bhagat
and Brickley, 1984). The mailing datesarehaod | ect ed from t he SECOS
because they are not reported by the IRRC. The CARs are calculated using the market model
event study methodologyVe estimate the market model parameters over thed2a@Qoeriod
preceding 20 days before the proxyilng date, using the CRSP equatighted index. Of
the 1756 initial proxy mailing dates, the parameters can be calculated for 1754 events.

In Table4, we report the CARs for the full sample as well asghbsamples partitioned by
proposal issue and spamsdentity. The significance of the CARs is tested using Boehmer,
Mus umec. and Poul seno sseciolabZedl)a nsit eCrod(E08aHioDesd

non-parametric rank test.
(Insert Table 4about here)

Remarkably, e results showtrongevidence ba positive real effect for the sample as a
whole, notwithstanding a potential negatisignaling effect. The mean threday CAR is
0.24%, and while the rank statistic is insignificant, thetatistic is significant at the 1%
level. The strength of thesesults suggests that the market does perceive the proxy process to
be a relevant control mechanism, and is a notable departure from previous studies which
systematically find insignificant or outright negative abnormal returns.

Table 4 shows that the pds/e market reaction to the shareholder proposas most
fundamentally driven by the proposals targeting -takeover provisions. The threlay
CARs around takeoveelated proposal announcements are 0.44% on average, and are
significant using both thparametric and neparametric tests. This fully corresponds to the
observed voting patterns, in so much as takeosated proposals both tend to receive by far
the most votes and are the most likely to pass. More interesting in light of the voting
outcanes is that the market response is also significantly positive to-belatdd proposals,
with a mean CAR of 0.38%.

® We experiment withe number of event windows other tham,§1], including 1,0], [0,+1], F2,+2], [-1,+3], [

1,+5], and {1,+7], and find that the results are similar but considerably weaker.

"Boehmer, Musumeci astatistic Rampdnsatesnfdr & poEsibi@r@ase)in tlze variance of

returns on the event date. The authors find that when an event causes even small increases in variance, the

standard tatistic rejects the null hypothesis of zero excess returns too frequently when it is true.



Of the proponent shareholdemiblic pension funds stand out as attracting by far the most
positive market reactiowith their proposal damissions The CARs around their proposal
announcements are highly significant both statistically and economically, at an average
1.08%. The uniossponsored proposals also induce small wealth gains of an average 0.16%,
although these are only significansing the parametric test. The CARs are positive but
statistically insignificant for the remaining sponsor types, includiwgstment firns which
are otherwise very successful in building voting coalitions.

That the proposals submitted by public pensiamdéuare so well received by the market
has two important implications. On one hand, it confirms that public pension funds are
viewed asvery effective monitors of corporate governance. On the other, it suggests that these
institutions are indeed successiulusing the proxy process to openly confront management,
once they have failed to reach a satisfactory outcome through private dialogue. This latter
inference explains why activist institutions are actually motivated to sponsor proxy proposals,
despite he nontrivial cost of doing so. It also poses a clear challenge tositdpealing
hypothesis propagated by the literature, which implies that managers who have not responded

to behindthe-scenes pressure will also ignore proposal submissions

5. Multivari ate analysis of the probability and success of proposal

submissions

Wenow answer two very important questions wi
proxy process{i) what drives the success of proposal submissions in terms of the voting
outcomesand market reactionand (ii)) why firms actually get targeted by shareholder
proposalsPrevious studiestop short of addressing these two questgmailtaneouslyThis
is a critical issue, because the very success of proposal submissions is likegntiolgenous
to the selection of the target firms. Moreover, while independent studies show that the
probability and success of proposal submis
performance and ownership structures, there is very little evidentiee issue of whether the
guality of the firmsd gover nant¢hesissurpriging,t ur es
sincethe vast majority oshareholder proposals areleedtargeted atvhat are perceived to
be poorcorporategovernance structures

Weuse Heckmandés (1979) sampl e sel dbit on mo

model, to jointly analyze the probability and success of proposal submissions. To compare the



financial, performance, ownership, and governance characteristics ofviargies nostarget
firms, we collect data on a total of 1961 firms which are covered by each of the Compustat,

CRSP, IRRC, Thomson Financial CDA/Spectrum, and ExecuComp databases.

5.1. Descriptive statistics ontarget versus nontarget firms

Table5 compaesa large set of descriptive statistics on the target versusanget firms.The
difference in meanstess assumeinequal variancesetween the two groupghenthe tess
of equal variances amejected at the 10% level. The significancetlod differences inthe
medians are based on Wilcoxoanksum testsThe variable descriptions are provided in

Appendix 1
(Insert Table 5 about here)

Panel A first shows how the two groups comparen terms of their financial
characteristicsThe figures show thaghareholder activists teled to targetvery large firms,
with average assets and sales of $4fllon and $15.8 billion, respectivelirhe ron-target
firms were only fairly small in comparison, with the respective asset sales figures at $7.3
billion and $3.3billion. The mean debto-equity ratios of the two groups, at 1.45 and 1.35,
werenot statistically different, but the ngrarametric rardsum test indicatethat the typical
target firm wasmore levered The marketo-book ratioswere not signifiantly different by
either statistic, and hadeans of 3.02 and 4.32, respectively.

The market perforance data show that most target firms indeed peddmnatherpoorly
during the year up to two months before being targéited.average raw retuon the target
stocks was 14.5%, underperforming the CRSP egeahted index by 17.8%. In
comparisonthe nontarget stock$ared muclbetter with a raw return of 20.6% aadelative
underperformance df1.2%. Surprisingly, turnovewas nonetheledswer in tte target than
in the nontarget stock, at 1.37and 1.3, respectively.

Panel A shows no evidence that the target finadhigher institutional ownershighan the
nontarget firms On the contngy, the mean equity share of institutional investors was%?2.8
and 63.9% in the two groups, respectively. It is notable that pressanesitive institutions

including pension fundsjnvestment firns and independent investment advisorgre

8 The CRSP equakeighted index is customarily used to pris®@ck returns in the literature. However, it is
extremely diversified, encompassing all NY-SBMEX- and NASDAQtraded stocks. This explains why the

large firms examined in this paper, both targets andtaaygs, consistently underperform the index.



particularly underrepresented in the target firms. Correspondingly, qhiy @nterests of
Il nsurance companies and banksdo trust depart.
and Pound (1988) regard as bepmgssuresensitive investorsvere actually larger.

Panel Bof Table 5uses a very diverse set of variables to deber the quality of
governance structures, in terms of the use of takeover defenses, board effectiveness, and CEO
wealth andcompensation. The incidence of takeover defenses is particularly relevant in the
context of shareholder activism, since they blonkestors from using the market for
corporate control as an alternative means of addressing governance concerns. The most
commonly used measure of takeover protection is the Gompers, Ishii and Metrick (2003)
Governance Index, which captures the incidencdadntitakeover provisions. Based on this
index, the target firmsvere relatively welprotected from tak®ver threat, with an average
9.9 provisions in placeln comparison, the netarget firms employed only 9.4 provisions,
with the difference signif@nt at the 1% levellhe alternative Entrenchment Index created by
Bebchuk, Cohen and Ferrell (2005) uses only the six most importatikedver provisions
to capture governance quality: classified boards, poison pills, golden parachutes, limits to
bylaw and charter amendments, and supermajority provisions for mér@drshese,the
targes and nortargets surprisingly employexkactlythe same 2.3 provisions.

Similar to Prevost, Rao and Williams (2008&)e report four variables which may be
related toboard effectiveness in monitoring management: (i) board size, (ii) the proportion of
employeddirectas, (iii) the average age of n@mployedadirectors, and (iv) the independence
of the board chairmarnthe good governance practices of activist institipnescribe that
the boardds monitoring effectiveness i s posi
of Institutional Investors, 2006). It must be noted however that the empirical literature has
largely failed to confirm this contention (Baysergand Butler, 1985; Mehran, 1995; Klein,

1998; Romano, 2001).

Panel Bshows thatthe target firms had 1B board members on averagepnsiderably
higher than the 9.6 members rangets had andhe optimal board size of six to eight
members suggested bgnken (1993) and Yermack (1996)owever, employee directors
constituted only an average 1%3f the boardcompared with a much higher 20.4% in the
nontargets. The average age of remployee directors was also higher in the tatigat in
the nontarge firms, at 59.9 and 59.1 years, respectiveljre targets nonetheless fared

° The authors find that these six provisions are by far the most correlated with firm value and stock returns.



considerably worse in terms of board chairman independence, with only 12% separating the
CEO and chairman posts, compared Wil? in the nortarget firms.

Panel B finally reports five variableson three critical aspects of CEQwealth and
compensationt h e ERuidydownershippay-performance sensitivityandthe actual level
of compensationLinking CEO wealth to firm performance through ownership atatk
based compensation viewed as a remedy to agency concerns, to the extent that it provides
CEOs with efficient incentives to maximize firm value (Jensen and Murphy, 1990). However,
Bebchuk and Fried (2003) argue that if sthased compensation becomes very high, as has
beensince the late 1990s, it may actually reflect agency problems of managerse¢e&ntg.

The figures showCEO wealth was considerably less sensitive to firm value charnge
targets than in netargets.On one hand, the equity share of the target CEGs M286 on
average, less than half of the 2.5% held by thetagget CEOs. On the other, thaal stock
option holdings of the target CEOs gained only $6.56 dollars for every $1,000 increase in
firm value, compared with $10.73 in the noarget firms. NoethelessCEO compensation
itself tended to be reasonably higbweredin the target firmswith grants of stock options
and restricted shares comprising an average 45% of totatenpared with 42% in the non
targets However, the average compensati@chage was also worth considerably more, at
$8.7 million and $4.1 million respectivelyllo determine whether thedast figures were
excessive compared to those granted by other firms in the ExecuComp datebase,
Cremers and Ro man alinermal @@pensationpThe authorsfdefine this
proxy as the residual from an annual regression of the log of total compensation on firm size
and industry dummiesSurprisingly, he results show that the averageget firm actually

underpaid its CEO compext to its size and industry peers.

5.2 Methodology

The sample selection modele use to jointly analyze the probability and sess of proposal
submissions ispecified as follows:
(1a) i =Xyl +¢,
(1b) vy, =X, b, +e ,
&l if y, >0

2 — ,
( ) Yiit :’0 if y;t ¢0



@ s TR0
i0 if y, ¢O0

where{g,, g} are drawn from a normal distribution with mean 0, variancgands 2, and
correlatiorv, (Amemiya, 1984)Thevariabley,, is adummyvariable capturing whether firm
| is targeted in yeatr, while the variabley,, is the outcome of interest i.#¢ne voting outcome

observed at the proposal levet,the CARobserved at the firdevel around the disclosure of

one or more proposals in the proxy stateménts assumed that only the sign of, is
observed and that y,, is observed only wherny,, >0. TheX variables correspond to the
explanatory variablesX,, and X,, are not digpint but dodiffer. X, is observed for all, and
includes firmlevel variables as well as year and industry dummieg.additionally includes
proposalrelated variables whictare not dserved wheny, ¢ 0. Finally, pand b,are

vectors of the model coefficients.

In a standard settinghe erra terms are assumed to be i.idtawings. Inour mode] i
corresponds to a firm andto a yearWe relax the assumption afdependence of the error
terms across$ and allow the clustering of observations corresponding to a given firnug.e.
assume the errderms to be i.i.d. across firms but not necessarily for different observations
within the same firm. All reported standard erestimates are adjusted for clusteriigis
procedure enhancdse robustness of our findings and allows us to take the paaial
structure of ousample explicitly into ecount.

Throughout the papewxe call Equation (a) the selection equation anduation (b) the
outcomeequation As has been mentionedstenating the parameters of the outcome equation
on the basief thetargetsample only would not be alicalternative to thenethodproposed

above because the OLS estimator bfis biased when the selection of the outcome sample is

endogenous i.er,, , 0. Our sample selection nael addressethe endogeneity of selection,

and therefore renders reliable parameter estimates fayutikemeequation (Greene, 2000;

Renneboog and Trojanowski, 2007).

5.3. Joint analysis ofthe voting outcomesand the probability of proposal submissions

5.3.1. Model specification and hypotheses



We first usethe sample selection model to jointly determine the drivers of the probability and
voting outcomes of the proposal submissions. This part of the analysis is at the proposal rather
than the firm leveltherefore the target firms with multiple proposals are overweighted in the
selection equation®lternative firmlevel modelspecifications yield unbiasaésults for the
selection equations but leaddonsiderablénformation los$’.

The outcome equatian include 14 explanatory variables capturing the various
characteristics ofthe proposal submission3imessubmittedcaptures the number of timas
proposalhad beersubmitted in consecutive yeai/e include this variable becaus&llan
and Starks (2000)nd that consecutive resubmissiaead togarner a great deal of additional
voting support'. Number of proposals in proxshows theotal number of proposalsicluded
in a proxy statementWhile it is less immediate how this would affect the voting onrtes, it
is likely thatthe more proposals shareholder activists supthi stronger thaegativesignal
sent to the voting shareholderger governance concerns, thereby increagieg propensity
to vote in favor.Finally, we use severand five dummiesrespectivelyto capturehow a
proposal 6s v o taffectegy bythe issuecaddeessealadsthes p o n sdentitp s
Each variable equals 1 if the varialdlescription holdsand 0 otherwise. All proposals are
uniquely allocated to an issue and sportgpe, such that the intercept represents proposals
addressing miscellaneous issues and sponsored by individual investors.

In boththe outcome and selection equations,use the variablegiscussed in Section 5.1
anddescribed inAppendix 1to control fa the firm-level characteristicef both targets and
nontargets The financial controlsncludel are (i) the log of assets, (ii) the debtequity
ratio, and (ii)) the marketo-book ratio.We expectfirm size to be positively related to the

probability of proposal submissions, but negatively to #twtual voting outcomes because

19 Alternative specifications which allow for the analysis to be run at the firm level include theiexafishe

firms targeted by multiple proposals in a given year, or taking their average voting results.

! Indeed we find that the proportion of votes cast in favor was 30.4% foriins¢ submissions but increased to

48.6% for proposals submitted foretHifth time Gillan and Starks (2000) point out that some of additional
voting support gathered by consecutive resubmissions is likely tod&odselection bias. That is, oolserve

only those proposals being resubmitted which the sponsors expeagtti¢veabetter outcomes. In addition, the
increase in voting support may be influenced by the
specified level of support, the target firm may refuse to put proposals of the same subject mattealtwt for

three years. In order to avoid possible exclusion, a proposal must receive at least 3% voting support on its first
submission, 6% on the second, and 10% on the third. In September 1997, the SEC proposed a further increase in
the hurdles to aespective 6%, 15%, and 30%, amid claims that firms were becoming inundated with

shareholder proposals (Romano, 2001). Since then, no changes have been implemented, however.



building voting coalitions should beore difficult in largefirms with dispersedwnesship. In
both the selection and outcome equations the signs ortadeqtity and marketo-book
should be negative, to the extent that they are reliable proxiegéocy concerng-ama and
French, 20@). Prior poor stock performance and high turnover convey negative information
on recent madet reassessments of theure outlookof firms. Accordingly, we expect that
both the probability and voting outcomes of proposal submissions are related negatively to
samplefirmsd abnormal stock performance relative to the CRSP egemhted index. In a
similar vein,we expect the signs on the tunes variable to be positivim each modelThe
models separately control for ownership by (i) presseresitive and (ii) pressuiasensitive
institutional The signs shoulde pogive on each variable in both equatiornmit with the
caveat that pressugensitive investors are less likely to supgodposal submissiordue to
conflicts of interest.

We finally include ten explanatory variables to capture the quality of governance structures
in both target and netarget firms.The level & takeover protetion is measuredby the
Bebchuk, Cohen and Ferr¢l005) Entrenchment IndedVe expect the signon theindexto
be alwayspositive becausdirms with more anttakeover provisions in place should get both
targeted and voted against mdBeard effectienesss controlled for by(i) board size, (ii) the
square of board size, ifithe proportion of employedirectors, (iy the averageage of non
employeedirectors, and (v) a dummy equal to 1 if the CEO and board chairman are separate
and 0 otherwiseThe square of board size includedto detectany concavitiesn the relation
betweerboard effectiveness artide number of director§Ve expect the signon board size to
be negative and on squared board size to be pogiitkee extent that board effeastness is
maximizedat six to eight members (Jensen, 1993; Yermack, 19B6¢. signsshould be
always positive on the proportion of employee directors and negative on director age and
chairman independencmsofar aggreaterboardindependence anekpeaienceare associated
with stronger governancé&inally, the agency aspects of CEO wealth and compensation are
captured by(i) ownership, (ii) thefirm value sensitivity of total option holdings, (iii)the
proportion of stockbased to total compensati@nd(iv) the level of abnormal compensation
as proposed by Cremers and Romano (2008expect the signs e negative on variables
(i) to (iii) due totheincentive effects of wealtherformance sensitivity, and to pesitive on
variable (iy) to the extenthat excessive compensation reflects manageriaksesaking.

5.3.2 Empirical results



Table 6 shows$ive sample selection models with the voting results plugged into the outcome
equations.The modelsprovide different combinations of thehree sets ofexplanatory
variables in both the outcome and selection equatiommsder to ensure robustness and detect
potential identification problems. The final Model 5 encomesati®e full set of explanatory
variables.The results confirm that the probability afnis being targeted by shareholder
activists and the actual voting outcomes on shareholder proposals are not independent. The

model statistics show that tleorrelationsr between the error terms of the selection and

outcome equatian is significantly different from zero in all but one specification. This
underlines the importance of using the sample selection framework to examine the voting
results of proposal submissions, and suggests that the OLS estimates reported by previous

studes may be biased.
(Insert Table 6 about here)

We begin our analysis with the selection equations shown in P#@neAs has been
mentioned, the predictive power of these equations is affected by the fact that the voting
outcomes are analyzed at the propoatier than the firm level. Nonetheless, the analysis still
shows that shareholder activists pick their targets based on a very diverse set of criteria.

The regressions confirm that large firms are by far the most likely to be confronted with
shareholderproposals The strength of this result is unsurprising, given the huge size
difference between the target and #iarget firms in Table 5We additionally confirm that
shareholder activists are less likely to target firms with high-tebguity ratioswhich Fama
and French (2001find to have an inverse relationship with the level of agency problems.
Surprisingly, however,we find that firms with high marketo-book ratios are more rather
than less likely to be targetethis is likely due to the facthiat the marketo-book ratioalso
proxies for the level of informational asymmetries. To the extent that this is indeed the case,
this result confirmghe role of shareholder proposals asgnalingdevice, wherebwctivists
sponsorproposals towarn over corporategovernance concerndVe find that shareholder
proposals are indeed more likely to be directed at firms whate performed relatively
poorly. However,there isonly very marginal evidence thdhe probability of proposal
submissions would incase in institutional ownership.

The selection equations detditiie statistical relationship between theobability of firms
being targeted and the quality of their governance structdies. results confirm that

proposals are less likely to be subndtiegainst firms with high CEO ownership. However,



the firm value sensitivity of the CEOGs tot e
negatively to the probability of a proposal submission. This suggestsrihyatlirect CEO
ownership is desable from an agency perspective, and taege option holdings speak of
excessive compensatiom the pastrather than incentive realignment. The remaining
governanceelated variables are statistically insignificant in each model.

The outcome equationg the five malels are shown in PanBl of the table. The results
confirm that theactual voting support achieved by shareholder proposalsdst retrongly
driven by thecharacteristics of the proposals themselves. In Moddiegoefficient on the
intercept, which represents the votes cast for miscellaneous propsgalssored by
individuals is 28.24. In comparison, takeoverand votingrelated submissions attraet
hugely significant39.0% ard 20.®6 additional voting support, respectivelyBoard and
conmpensatiorrelated proposals achieve only a respective 8.0% and 6.6% more votes, while
those concerning audit servigéiseannual meetingor the sale of the target firmeceiveeven
less Of the proposal sponsorsivestment firms and public pension fundsdlect 10.2% and
6.3% more votes than do individual activists, respectively, while union pension funds get only
about 2.6% moreCoordinated investor groups, and religiausocially responsible investors
fail to outperform individual sponsorBroposalresubmissions in consecutive years improve
the woting outcome by approximately 0.9% each tiri@ere is some evidence that other
proposals included in the proxy statements also draw in some additional votes, of
approximately 0.4%.

The financial, performase, and ownership variables addmparativelymodestbut still
very significantexplanatory power to the modelShe results confirm that the percentage
votes decline considerably in the size of the target firm. Howéwenre isno robust evidence
that the debtto-equity or marketto-book ratio wouldhave an effectO f the target 0:
market track record, prior performance surprisingly has no statistical impact, but prior
turnovernow shows a strong positive relationship with tleeing outcomeThe resilts finally
confirm that t he voting resul ts ar e strong
distribution. Model 5 shows that 40% rise in the equity holdings of pressimeensitive
institutions increases the numbarvotes in favor by around 4. However, he impact of
ownership by pressw®ensitiveinstitutionsis insignificantly negative rather than positive,
which suggests that these investors may indeed be beset by conflict of interest issues.

A critical result in PaneB that the target fird s g o0 v eharactemsticgre just as
important indetermining theactualvoting outcomeas its other attributes. The impact of the
Entrenchment Indexs highly significant and fully robustwith Model 5 showingthat the






