
Shareholder Voting and Corporate
Governance Around the World

Peter Iliev
Pennsylvania State University

Karl V. Lins
University of Utah

Darius P. Miller
Southern Methodist University

Lukas Roth
University of Alberta

Using a sample of non-U.S. firms from 43 countries, we investigate whether laws and
regulations as well as votes cast by U.S. institutional investors are consistent with an
effective shareholder voting process. We find that laws and regulations allow for meaningful
votes to be cast, as shareholder voting is both mandatory and binding for important elections.
For votes cast, we find there is greater dissent voting when investors fear expropriation.
Further, greater dissent voting is associated with higher director turnover and more M&A
withdrawals. Our results suggest that shareholder voting is an effective mechanism for
exercising governance around the world. (JEL D7, F30, G15, G32, G34, K22)

The use of shareholder voting to engage in activism is fundamental to
the corporate governance process. Without the credible threat of dissent
voting, other mechanisms used by shareholders to engage in activism
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(e.g., registering complaints privately or publicly, selling shares) would be
less consequential.1 Research on U.S. firms by Cai, Garner, and Walkling
(2009), Fischer et al. (2009), and papers surveyed in Yermack (2010) shows that
although shareholders’votes are overwhelmingly cast in favor of management’s
recommendations and thus are not mechanically pivotal for outcomes,
meaningful dissenting vote percentages are followed by changes in the board,
management, compensation, or other policies over the next year. Collectively,
these papers show that the voting process is an effective shareholder activism
method for U.S. firms because managers listen to dissent voting.

Shareholders should also want to use voting to engage in activism for non-
U.S. firms given the well-documented potential for shareholder expropriation
that exists in these firms. While the need for shareholder activism is present
outside the United States, there may be insufficient capability to do so via
the voting process. Indeed, the premise behind early international governance
research such as La Porta et al. (1998) and La Porta, Lopez-de-Silanes, and
Shleifer (1999) is to show that (i) laws that make it harder for shareholders
to cast a vote and (ii) high levels of insider control that entrench managers
are both first-order difficulties that investors face when exercising governance
around the world. Further, the reasons put forth for the finding that managers
and directors listen to non-pivotal dissent voting in the United States (e.g.,
to maintain their shareholder-friendly reputations or to shield the firm from
additional publicity) may be less pronounced in other countries. Despite its
primary importance for governance, to our knowledge there is no large-scale
research that examines whether the voting process is an effective shareholder
activism method for non-U.S. firms. Our paper conducts this analysis for 8,160
firms across 43 countries.

We posit that an effective voting process will have three important
components, each of which can be analyzed to assess the overall viability
of voting as an activism mechanism. First, the laws and regulations of non-
U.S. countries should allow for meaningful votes to be cast. Second, outside
shareholders should cast their votes in a way that indicates they are exercising
governance. And, third, the votes they cast should have a governance-related
outcome. By examining these three components, we provide evidence on
whether the voting process is an important mechanism by which corporate
governance is exercised around the world.

We provide new evidence on the first component of an effective voting
process—whether shareholder voting allows for meaningful votes to be cast—
by investigating the way in which shareholder voting is regulated across the
countries in our sample. In particular, we research whether a country’s laws and

1 Examples of research indicating that institutional investors actively express governance concerns via private
engagement include Brav, Jiang, Partnoy, and Thomas (2008), Becht, Franks, Mayer, and Rossi (2009), Klein
and Zur (2009), and McCahery, Sautner, and Starks (2010). Evidence indicating that investors express discontent
by “voting with their feet” by selling their shares in firms that do not implement stronger governance practices
includes Parrino, Sias, and Starks (2003) and Leuz, Lins, and Warnock (2009).

2168

D
ow

nloaded from
 https://academ

ic.oup.com
/rfs/article/28/8/2167/1599500 by guest on 18 M

ay 2023



Shareholder Voting and Corporate Governance Around the World

regulations state that shareholder voting is mandatory (versus voluntary) and
whether the votes cast are binding (versus advisory). If voting is not required,
then managers can choose to call for votes only when they see it is in their best
interest. If votes cast are not binding, then managers are not legally required
to implement voting outcomes. Thus, without the ability to cast a mandatory
and binding vote, the use of voting to engage in activism will be less effective.
We use a variety of country-specific sources to manually compile a summary
of basic rules and stylized facts regarding voting regulations around the world.
We focus on the laws and regulations pertaining to two important corporate
decisions: director elections and merger and acquisition (M&A) deal approvals.

For director elections, we find that these elections are mandatory and
binding, can generally not be bypassed by company bylaws, and that temporary
or additional director appointments have to be subsequently confirmed by
shareholders at the next shareholder meeting. For M&A approval, we examine
the laws and regulations for both targets and acquirers. For targets, if the deal
is a public tender offer, then shareholders “vote” by tendering their shares
and therefore shareholder approval is not specifically required. However, if
the deal is a non-tender offer, then target shareholders’ approval is required.
For acquirers, we find that whether shareholder approval is mandatory is
more nuanced and depends on a number of country- and deal-specific factors.
However, in the instances where shareholder approval is mandatory, it is
binding.2 Overall, we conclude that laws and regulations around the world
that govern shareholder voting for important elections allow for meaningful
votes to be cast.

We next assess the second component of an effective voting process—
whether shareholders vote as though they are exercising governance. Our
paper uses data on the votes cast by U.S. institutional investors for company
elections, as well as subsequent director turnover and M&A completion rates,
for our sample firms over the years 2003 to 2009. We focus on U.S. institutional
investors’votes because since 2003 these investors have been required to report
all votes they cast on corporate ballots for U.S. and foreign firms and to put
in place policies ensuring that they vote in the best interests of their clients.3

In addition, measuring the way the same category of sophisticated investors
votes across different legal and economic systems provides us with a consistent
measure of shareholder dissent. We particularly focus on director turnover and
M&A deal completion rates because these events are important economically,
and data on them are consistently available across countries.

2 This finding is consistent with the research on voting rules and strategies to circumvent a shareholder vote for
U.S.-domiciled acquirer firms.

3 We obtain votes from Form N-PX reports filed by U.S. registered investment companies. The vast majority of
these investment companies are mutual funds. Hedge funds are not required to report how they vote their shares
and, thus, are not part of our dataset.
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Overall, we find large variation in the levels of dissent voting across the 43
countries that we study. To systematically test whether governance differences
affect voting patterns, we regress the percentage of U.S. institutional investors’
votes cast in support of a company’s recommendations for elections held for
a given fiscal year and firm (Voting for) on variables that capture expected
expropriation at both the country and firm levels. We test whether expected
expropriation is associated with lower Voting for percentages for all agenda
items in aggregate as well as the votes cast for particular agenda item categories,
such as directors, M&A, compensation, and capitalization, in which activism
may be particularly important.

At the country level, we find significantly lower levels of shareholder support
for company recommendations in countries with weak investor protection laws,
weak legal enforcement, and low levels of corporate disclosure. These results
suggest that investors engage in greater activism through dissent voting when
they expect greater expropriation as a result of poor country-level institutions.
At the firm level, we find that greater managerial entrenchment as measured
by Insider control (the percentage of shares held by insiders, excluding shares
held in a fiduciary capacity) or the Gov41 index (compiled by ISS and used
in Aggarwal et al. 2011) is associated with less voting support for firms’
recommendations. This finding again suggests that dissent voting is positively
influenced by expected expropriation. Further, in robustness tests, we find no
relation between dissent voting and expected expropriation for procedural
voting categories, indicating that shareholders limit their dissent voting to
those agenda items with an element of potential expropriation. Taken together,
our results indicate that shareholders are using the voting process to express
governance concerns for firms across the world.

We next examine the third component of an effective voting process—
whether the votes cast have a governance-related outcome. To shape our
tests, we search media sources for descriptions of the voting process for our
sample firms, and document cases in which U.S. institutions’ votes cast were
pivotal for obtaining governance-related outcomes. Given this case evidence,
we estimate regression models that test whether dissent voting in director
and M&A elections is associated with subsequent director turnover or M&A
withdrawals. In addition, we uncover cases in which the threat of dissent voting
by U.S. institutions caused management to adopt changes prior to the actual
vote. Therefore, we may observe instances in which votes were cast in favor
of management, despite the fact that it was shareholder dissent that determined
the observed governance change. As such, we note that the regression analysis,
while suggestive, likely understates the effectiveness of the voting process for
exercising governance.

In these regressions, we control for country, industry, year, and other factors
such as prior firm performance that are likely to be correlated with dissent
voting (see, e.g., Weisbach 1988; Yermack 2004). Furthermore, we control for
the share percentage held by U.S. institutional investors because large holdings
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can allow these investors to directly influence via other channels the way in
which management undertakes key decisions, as found by Ferreira, Massa,
and Matos (2010). We also test whether the dissent voting of U.S. institutional
investors matters across all levels of their ownership, or primarily when these
investors hold relatively large equity stakes.

For director elections, our regressions show that lower Voting for percentages
are associated with a higher number of directors exiting the board over the
following year. For the M&A elections, our regressions show that a lower
Voting for percentage corresponds to a higher rate of deal withdrawal. Thus,
managers appear to listen to the dissenting director and M&A votes cast by
important shareholders.4 Moreover, in both our director and M&A tests, we
find that dissent voting is associated with governance outcomes across a wide
range of U.S. institutional ownership and that the effect is not concentrated in
only those firms in which U.S. institutions hold a relatively large stake.

Overall, our cross-country results are consistent with a shareholder voting
process that is effective because our results demonstrate that the three
fundamental components of the process are working. First, our study of the
country-level laws and regulations regarding shareholder voting finds that
they allow for meaningful votes to be cast. Second, our analysis of U.S.
institutional investors’ voting patterns shows that they choose to engage in
activism more often in cases where they fear expropriation the most: investor
protection or disclosure at the country level is weak, or firm-level managerial
entrenchment is high. And, third, our regression analysis suggests that the
dissenting votes cast by U.S. institutional investors have governance-related
outcomes.

Taken together, our results indicate that shareholder voting is an important
mechanism through which corporate governance is exercised in firms outside
of the United States, a finding that is new to the literature. In this way, our results
extend research on the governance implications of foreign investors conducted
by Ferreira and Matos (2008) andAggarwal et al. (2011) by providing a specific
channel, shareholder voting, through which U.S. institutional investors may
improve the governance of the foreign firms they hold.

1. Institutional Setting and Data

1.1 Laws and regulations of shareholder voting around the world
We start our analysis by researching the first component of an effective voting
process—whether country laws and regulations allow for meaningful votes to
be cast. Managers and directors should pay the most attention to dissenting votes
cast in mandatory and binding elections. Therefore, we investigate, country
by country, the shareholder voting laws and regulations that govern whether

4 Jacobsen (2014) finds that managers of U.S. firms who show restraint by withdrawing marginal deals are
rewarded in the capital and labor markets.
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shareholder voting is mandatory (versus voluntary) and whether the vote is
binding (versus advisory). We focus on laws and regulations pertaining to
director and M&A-related elections in the 43 countries for which we have
voting data. This is because we are able to later test directly whether the votes
cast by U.S. institutional investors are significantly related to changes in the
board of directors or the withdrawal of planned M&A deals.

Unfortunately, there is no database that we know of that compiles voting laws
and regulations on an aggregate basis. Therefore, we manually collect these
data from a number of different sources. For laws and regulations governing
director elections for each country, we use the country-specific details provided
in “Corporate Governance and Directors’ Duties Multi-jurisdictional Guide”
published by Practical Law (Thomson Reuters). These country guides are
based on the home country laws, regulations, and common practices, and
are compiled from domestic law firms’ answers to standardized corporate
governance questions.5 For countries not covered in the Thomson Reuters
guides, we collect information from various other guidebooks and also review
the country-specific laws, regulations, and codes directly.

Similarly, for laws and regulations governing M&A elections for
each country, we use the country-specific details provided in Practical
Law’s “Public Mergers and Acquisitions Multi-jurisdictional Guide”
(http://us.practicallaw.com/resources/multi-jurisdictional-guides/acquisitions-
mjg) and Global Legal Group’s “International Comparative Legal Guide:
Mergers & Acquisitions 2013” (http://www.iclg.co.uk). If these sources do
not provide specific details on the requirements of shareholder approval in
takeovers for a given country, we gather additional data from the website of
the European Union for its member countries, and we review, to the extent
possible, a country’s laws, regulations, and codes directly. Our primary sources
of data are summarized in Table 1.

The first part of Table 1 presents our findings for director elections. We
document that in all countries the majority of directors are elected at a firm’s
shareholder meeting. These rules are mandatory and cannot be bypassed by
company bylaws.6 Even if the board of directors can fill temporary vacancies
or appoint additional directors throughout the fiscal year, those have to
be confirmed subsequently at the next shareholder meeting. Further, in all
countries, directors are due for reelection at regular intervals, and shareholders
can vote off a director at a firm’s shareholder meeting. In sum, country-
specific voting laws and regulations mandate for all our sample counties that
shareholders are required to vote on director elections and that such votes cast
are binding.

5 In particular, one of the questions covered is “How are directors appointed and removed? Is shareholder approval
required?”

6 Exceptions are sometimes given for employee representatives or directors appointed by significant block holders.
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Table 1
Summary of laws and regulations of shareholder voting around the world

Shareholder voting category Identified rules and stylized facts Verified for the following countries Major data sources

Directors • Directors who serve on the board are predominantly
elected at a firm’s shareholder meeting.

• The laws and regulations that require that directors are
elected by shareholders are mandatory and cannot be
bypassed by company bylaws.

• Exceptions are sometimes given for employee repre-
sentatives or directors appointed by significant block
holders.

• Directors are due for reelection at regular intervals and
shareholders can typically vote off a director at a firm’s
shareholder meeting.

Argentina, Australia, Austria, Belgium, Brazil,
Canada, Chile, China, Czech Republic,
Denmark, Egypt, Finland, France,
Germany, Greece, Hungary, India,
Indonesia, Ireland, Israel, Italy, Japan,
Jordan, Luxemburg, Malaysia, Mexico,
Netherlands, New Zealand, Norway,
Pakistan, Philippines, Poland, Portugal,
Russia, Singapore, South Africa, South
Korea, Spain, Sweden, Switzerland,
Taiwan, Thailand, United Kingdom

• Practical Law, Corporate Governance and
Directors’ Duties Multi-jurisdictional Guide
(2013)

• Carsten Gerner-Beuerle, Philipp Paech, and
Edmund Philipp Schuster for the European
Commission, Study on Directors’ Duties and
Liability (Department of Law, London School
of Economics and Political Science, April 2013)

• CMS Legal Services, Duties & Responsibilities
of Directors (2010)

• CFA Institute, Shareowner Rights Across the
Markets (2013)

Mergers and acquisitions Target’s perspective:

• For public takeover offers, shareholders “vote” by ten-
dering their shares and therefore shareholder approval
is not specifically required.

• Shareholder approval is mandatory for acquiring a
target firm in non-tenderoffer deals.

Australia, Austria, Belgium, Brazil, Bulgaria,
Canada, Chile, Denmark, Finland, France,
Germany, Greece, Hong Kong, India,
Indonesia, Ireland, Italy, Japan, Malaysia,
Netherlands, Norway, Portugal, South
Africa, Spain, Sweden, United Kingdom

• Practical Law, Public Mergers and Acquisitions
Multi-jurisdictional Guide (2013)

• Global Legal Group, “International Compar-
ative Legal Guide: Mergers & Acquisitions
2013,” in A Practical Cross-border Insight into
Mergers and Acquisitions, 7th ed. (2013)

• Merger Laws and Regulations of European
Union Member Countries, 2013 (Europa.eu)Acquirer’s perspective:

• In mergers where the acquirer firm is merging with
another firm into a new company, the acquirer firm’s
shareholder approval is typically mandatory.

• Shareholder approval is usually required for equity-
financed acquisitions. Typical thresholds are 2–25% of
newly issued equity to finance a deal (e.g., Japan and
United Kingdom)

• In many cases an acquirer firm can avoid a shareholder
vote by choosing a specific deal structure. For example:

– Finance the deal with less equity than the threshold
level that would trigger a shareholder vote.

– Use a triangular merger in which a subsidiary of the
acquirer firm acquires or merges with the target.

The table summarizes the rules and stylized facts of shareholder voting in different countries for director and M&A elections. We present the rules that are common across these countries, the
list of countries where we have reliable data to confirm these rules, and the major sources we use in compiling this information. In cases where we need additional information to establish the
stylized facts, we review the country-specific laws, regulations, and codes directly.
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The second part of Table 1 presents our findings for shareholder voting
laws and regulations for M&A elections.7 We find that whether shareholders
must approve a deal by voting is nuanced. The answer depends on whether we
take the target’s or acquirer’s perspective. For targets, if the proposed deal is
a public takeover offer, target shareholders “vote” by tendering their shares,
and therefore shareholder approval is not specifically required. However, if the
deal is a non-tender offer, then target shareholders’ approval is mandatory and
binding.8 Therefore, our direct tests to assess the importance of shareholder
voting in the context of M&A deals for target firms will focus on non-tender-
offer deals.

For acquirers, our analysis of regulations shows that if a regulation requires
that a vote must be held, then the rules state that the vote is binding (e.g.,
in a situation where the acquirer is merging with another firm into a new
company). However, the rules do not ensure that acquirer-firm shareholders
are always granted the right to vote on a deal’s approval because the acquirer
generally has some discretion over the exact deal structure, and some deals
are structured in such a way as to avoid a shareholder vote.9 For example,
country-specific laws may require a shareholder vote only if the acquisition
involves issuing new shares exceeding a certain percentage of the outstanding
number of shares. Further, a subsidiary of the acquirer may be able to absorb the
target in a triangular merger, which also does not require a vote. In summary,
while most countries mandate acquirer shareholder approval in a broad context,
acquirer firms have several mechanisms by which to circumvent the required
shareholder approval. The variety of anecdotal evidence we uncovered in our
search suggests that, if a vote is observed, then it occurred because it was
mandated by laws and regulations.

Overall, the evidence presented in Table 1 shows that a shareholder vote is
mandatory and binding in both director elections and non-tender-offer deals at
target firms. Thus, consistent with the first premise behind an effective voting
process, we conclude that the laws and regulations of non-U.S. countries allow
for meaningful votes to be cast for these two important corporate decisions.

1.2 Shareholder voting data
We investigate shareholder voting patterns and firm outcomes for non-U.S.
firms. An ideal dataset for this task would consist of the votes cast by

7 Table 1 also shows that the country guides provide more complete coverage of the shareholder voting laws and
regulations pertaining to director elections compared with M&A elections.

8 See also Nenova (2003) for an analysis of country-level legal environments and several takeover regulations that
govern procedures for setting the price that minority target shareholders must be offered.

9 A recent cross-border example of these dynamics, involving a U.S. acquirer, was Kraft’s acquisition of Cadbury.
Kraft revised the initial offer to finance the acquisition with less than 20% of stock to circumvent the requirement
of shareholder approval of the deal. This strategy was strongly opposed by Warren Buffett, the largest shareholder
of Kraft. This and other approaches seem rather common in the United States; for example, Hsieh and Wang
(2008) report that only 53% of the acquisitions required shareholder approval in the United States during the
1990 to 2005 period.
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all shareholders domiciled in all countries as well as all vote outcomes.
Unfortunately, such an all-inclusive dataset does not exist because of minimal,
and sometimes nonexistent, regulatory requirements to disclose both domestic
and foreign shareholder voting data for the firms listed in a given country.
Similarly, data on vote outcomes are often not required to be reported.

A comprehensive dataset can be constructed, however, because in 2003 the
U.S. Securities and Exchange Commission (SEC) mandated the reporting, via
Form N-PX, by U.S.-registered management investment companies (arguably
the most influential equity investing bloc in the world) of all votes cast on
corporate ballots for the U.S. and non-U.S. firms they hold. It was also mandated
that these U.S. institutional investors adopt written policies and procedures
ensuring that proxies are voted in the best interests of clients, thus reinforcing
their long-standing fiduciary duty responsibilities. This component of the 2003
regulation makes it particularly interesting to study U.S. institutions’ voting
patterns for non-U.S. firms’ corporate elections because they are required to
take such voting seriously. Moreover, the votes of U.S. institutional investors
provide a consistent measure of shareholder dissent (or support) that relies on
the same category of sophisticated investors across firms from an array of legal
and economic systems.

Our research design focuses on elections for management-initiated
proposals, which constitute the vast majority of voting situations faced by
shareholders, and offer a clear opportunity for shareholders to voice their
concerns to management. In contrast, shareholder-initiated proposals (for
example, when a dissident formally solicits votes for a slate of directors
in opposition to incumbent management) are quite rare and are generally
indicative of unique firm situations.10

We obtain the voting data from the ISS Voting Analytics database. This
database uses the investment company filings of Form N-PX to provide
the identity of the companies holding elections, the shareholder meeting
date, the agenda item descriptions, how U.S. institutional owners voted
(“For,” “Against,” “Abstain,” “Withhold,” and “Do Not Vote”), and the firm’s
recommendations for each agenda item. The Voting Analytics database begins
election coverage in 2003, and we use the data up through 2009.11

We link the voting data to firm-level data from Thomson Reuters Worldscope
using ISIN, SEDOL, and CUSIP firm security identifiers. However, the ISS
Voting Analytics database also uses CINS numbers (CUSIP International

10 We exclude votes of shareholder-initiated proposals in our final sample but note here that our results are also robust
to including them. We also remove the small number of management-initiated proposals that occur in tandem
with a shareholder-initiated proposal for the same agenda item that is opposed by management (161 firm-year
observations) because there is a mechanical relationship of lesser shareholder support for these management-
initiated proposals. For evidence on shareholder-initiated proposals, see Alexander, Chen, Seppi, and Spatt
(2010), Buchanan, Netter, and Yang (2010), and Gillan and Starks (2000).

11 In our sample, we use only annual meetings held after July 1, 2003, to ensure the funds reported under the
mandate of SEC Final Rule No. 33-8188 that required the enhanced disclosure.
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Numbering System, developed by Standard & Poor’s and SIX Telekurs, but
not freely available) to identify some non-U.S. firms’ securities. We obtain a
link between CINS and ISIN numbers, which allows us to obtain a better match
from the voting database to Worldscope. As a result, our sample contains 5.2
million distinct votes that are matched to 8,160 non-U.S. firms. Firms from
countries with less than ten firm-year observations are excluded.

For each of the 8,160 firms, we create a variable (Voting for) that
measures the percentage of the votes cast in agreement with the company’s
recommendation for all management-initiated agenda items voted on during
shareholder meetings over the fiscal year.12 To get a better understanding
of the vote at the agenda-item level, we use the agenda-item groupings
defined by ISS to construct variables that measure shareholder voting for the
following voting categories in which shareholder activism may be particularly
important: directors, M&A, compensation, and firm capitalization. As an
example, we compute the percentage of director-related votes that go with
firms’ recommendations for any year in which a firm had an agenda item that
was related to director issues. These variables are not mutually exclusive for
each firm-year because multiple categories of agenda items are discussed and
voted on in most shareholder meetings. Some of these issues are on the ballot
almost every year (e.g., directors), while others are less frequent (e.g., M&Aand
compensation). Appendix A provides examples of the most common agenda
items coded in each of these categories.

1.3 Country- and firm-level expropriation measures
In our tests, we use several country-level and firm-level variables that measure
the potential for outside (minority) shareholder expropriation. At the country
level, we employ two comprehensive and frequently used measures of outside
investor protection. The first is the Anti-self-dealing index, which measures
the average of ex ante and ex post private control of self-dealing. We obtain
the index from Djankov et al. (2008). The second is Legal, a combination
measure of an anti-director-rights index times rule of law (La Porta et al. 1998)
used in Durnev and Kim (2005) and Doidge et al. (2007). We use the revised
anti-director-rights index of Djankov et al. (2008) in its computation.

We also use two disclosure measures to capture a country’s disclosure
environment. A lower quality disclosure environment makes it easier for
insiders to hide the extent of their expropriation activities and governance
problems by providing opaque financial statements and managing earnings (Fan
and Wong 2002; Leuz, Nanda, and Wysocki 2003; Leuz, Lins, and Warnock
2009). The first, Disclosure index, measures the extent to which investors are
protected through required disclosure of ownership and financial information.
The index is obtained from Djankov et al. (2008) and the World Bank Doing

12 Cai, Garner, and Walkling (2009) also use the average vote percentage compiled for each firm-year in their tests.
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Business Reports. The second measure, Governance transparency, measures
the prevalence of specific disclosures related to the governance of the firm.
The disclosures include the identity of managers, identity of board members
and their affiliations, remuneration of officers and directors, share ownership
by directors and employees, and identity of major shareholders. The data are
obtained from Bushman et al. (2004).13

At the firm level, we first employ Insider control, which is the percentage
of closely held shares obtained from Worldscope, as a measure of expected
managerial entrenchment. The idea behind this measure is that higher levels
of insider control will correspond to greater insider entrenchment and a lesser
ability for outsiders to challenge the usage of such control (see, for example,
Doidge, Karolyi, Lins, Miller, and Stulz 2009). This measure tabulates shares
held by insiders and specifically includes: (i) shares held by officers, directors,
and their immediate families; (ii) shares held in trust; (iii) shares of the company
held by any other corporation (except shares held in a fiduciary capacity by
banks or other financial institutions); (iv) shares held by pension/benefit plans;
and (v) shares held by individuals who hold 5% or more of the outstanding
shares. Importantly for our analysis, it explicitly excludes shares held in a
fiduciary capacity by financial institutions, which are the exact “outsider”
shareholders whose voting patterns we are trying to assess. For robustness,
we use a threshold measure capturing firm-level Insider control that is greater
than the sample median value as well as a firm-level governance index compiled
by Aggarwal et al. (2011) that covers 41 governance attributes (available for
only 6,168 of our 23,934 firm-years).

1.4 Summary statistics
Table 2 reports summary statistics by country for our sample firms. To provide
an overview of how these statistics differ around the world, we group countries
using the broad measure of legal origin. The two last rows of the table report
the overall mean and standard deviation for the full sample across all countries.
In total, there are 23,934 firm-years from 43 countries with both voting data
and Worldscope firm characteristic data. Overall, the average percentage vote
in favor of companies’ recommendations is between 75.1% (compensation-
related agenda items) and 92.3% (director-related items), and these averages
vary widely by country. Comparing the average votes cast for firms across
different legal origins shows that U.S. institutions cast fewer votes in favor
of management in firms from French legal origin countries, which are often
considered to have the worst investor protection laws (La Porta et al. 1998). This
provides an initial indication that shareholders may vote differently depending

13 We confirm all our results when we instead use a measure of voluntary disclosure obtained from Bushman
et al. (2004). This voluntary disclosure intensity measure is the average number of 90 accounting and non-
accounting items disclosed by a sample of large companies in their annual reports. It is based on a broad set
of disclosures, including general information; items from the income statement, balance sheet, and funds flow
statement; accounting standards; stock data; governance data; and special items.
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Table 2
Country distribution and summary statistics

Country Voting for (%)

Directors M&A Compensation Capitalization Overall Insider control (%) U.S. institutional ownership (%) Number of observations Number of firms

English legal origin

Australia 91.0 95.3 74.2 96.5 86.8 33.6 3.3 1,312 524
Canada 93.9 91.0 59.6 86.2 91.0 19.4 13.6 1,348 564
India 95.2 70.8 47.3 65.2 90.9 50.6 3.0 1,072 444
Ireland 91.5 100.0 86.9 95.6 94.2 26.4 10.1 178 54
Israel 85.7 83.0 41.0 60.6 81.3 54.5 9.4 256 92
Malaysia 91.8 97.0 39.9 95.1 92.1 49.3 2.1 688 266
New Zealand 96.0 100.0 81.1 94.7 95.8 49.8 3.1 161 54
Pakistan 63.1 87.5 100.0 46.7 79.2 52.2 n/a 24 15
Singapore 90.7 97.3 29.7 84.4 87.4 58.8 3.9 615 230
South Africa 91.7 92.8 61.2 90.0 90.0 41.1 5.8 339 146
Thailand 95.1 90.8 67.3 88.8 86.9 49.4 2.3 416 137
United Kingdom 93.5 93.4 88.8 96.7 95.0 23.5 4.4 2,807 979
Average / Total 92.8 90.7 75.8 91.7 91.1 35.0 5.3 9,216 3,505

French legal origin

Argentina 97.8 100.0 n/a 63.6 96.2 61.7 n/a 17 11
Belgium 91.4 96.3 63.9 84.3 88.0 38.1 3.8 155 56
Brazil 85.4 83.8 84.2 88.7 87.3 53.2 8.7 323 158
Chile 94.3 68.8 0.0 75.6 86.0 53.7 2.1 155 54
Egypt 82.9 64.9 50.0 73.3 78.2 68.4 2.7 26 11
France 75.2 79.8 71.9 78.9 81.0 42.1 5.9 592 260
Greece 89.2 79.5 70.4 77.8 81.6 46.4 5.5 84 37
Indonesia 88.7 55.6 28.1 75.0 85.6 61.7 3.1 294 93
Italy 82.6 93.9 89.8 84.5 84.1 43.2 3.2 298 119
Jordan 91.7 n/a n/a 100.0 92.2 47.4 n/a 11 6
Luxembourg 91.4 100.0 85.4 86.3 84.2 37.4 11.0 30 13

(continued)
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Table 2
Continued

Country Voting for (%)

Directors M&A Compensation Capitalization Overall Insider control (%) U.S. institutional ownership (%) Number of observations Number of firms

French legal origin, continued

Mexico 88.7 81.3 57.8 86.4 90.6 62.3 7.2 60 40
Netherlands 94.5 85.7 75.9 86.2 90.6 31.3 11.2 309 99
Philippines 95.0 100.0 51.9 87.8 91.1 77.3 4.8 154 51
Portugal 90.4 100.0 46.3 87.8 83.6 53.3 2.5 65 22
Spain 79.6 91.0 75.8 96.4 90.8 45.4 3.0 445 128
Average / Total 85.5 80.3 74.1 85.6 86.4 47.9 5.3 3,018 1,158

German legal origin

Austria 94.2 99.4 62.2 87.2 90.5 47.9 4.1 149 49
China 92.7 89.3 53.9 55.0 88.6 62.7 3.3 785 274
Czech Republic 90.9 100.0 38.9 98.7 84.7 65.5 4.5 28 6
Germany 96.1 97.4 86.7 91.0 94.5 40.4 5.4 706 235
Hungary 85.1 87.2 41.4 92.5 86.0 45.1 9.3 31 8
Japan 95.1 75.0 73.9 85.0 89.9 37.7 2.9 6,056 1,523
Poland 96.4 87.4 22.7 69.6 92.0 54.8 2.8 131 47
Russia 74.9 69.3 72.1 71.3 78.1 70.2 4.3 188 88
South Korea 93.6 92.5 86.7 91.1 91.3 33.7 6.0 925 359
Switzerland 94.1 100.0 63.4 93.7 88.1 32.8 7.3 430 128
Taiwan 86.0 85.9 23.6 92.1 85.5 25.9 3.3 1,254 467
Average / Total 93.8 78.1 74.4 82.9 89.4 38.8 3.6 10,683 3,184

Nordic legal origin

Denmark 89.3 93.3 67.0 92.1 91.1 32.1 4.3 176 50
Finland 97.0 100.0 56.0 92.3 95.6 28.7 5.8 166 63
Norway 90.5 88.2 71.6 87.7 93.1 39.7 6.7 266 82
Sweden 92.6 89.1 84.4 93.3 94.7 26.0 4.0 409 118
Average / Total 92.2 90.0 77.3 91.3 93.8 31.1 5.0 1,017 313

Full sample across all countries

Average / Total 92.3 80.7 75.1 88.5 89.9 38.2 4.5 23,934 8,160
Standard deviation 18.2 35.7 34.9 24.7 14.6 23.6 7.1 n/a n/a

The table reports descriptive statistics (averages and number of observations) by country and legal origin (La Porta et al. 1998; Djankov et al. 2008) for firms with voting data and Worldscope
coverage. Voting for is the percentage of U.S. institutional investors’ votes cast in support of companies’ recommendations for different voting categories at a firm’s shareholder meeting(s)
for a given fiscal year. The sample period comprises shareholder meetings held from July 1, 2003, through December 31, 2009, which correspond to firms’ fiscal years over the 2002 to 2009
period. The voting data are from the Institutional Shareholder Service (ISS) Voting Analytics database compiled from SEC Form N-PX. Appendix A describes the different voting categories.
Country averages are also reported for Insider control, defined as the percentage of closely held shares obtained from Worldscope, and for U.S. institutional ownership, defined as the sum of
the holdings of all institutions domiciled in the United States obtained from the FactSet Ownership database (LionShares).
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on how well they are protected by a country’s legal environment and, thus, vote
as if they exercise corporate governance. In the next section, we test whether
a country’s investor protection laws and measures of transparency are related
to the way in which U.S. institutional shareholders cast their votes in non-U.S.
firms’ elections in a more systematic way using cross-sectional regressions.

Table 2 further reports that firms in our sample have average insider control
of about 38.2% with significant variation (standard deviation of 23.6%), and
U.S. institutions hold an average equity stake of 4.5%, again with significant
variation (standard deviation of 7.1%).14 We also analyze the statistics on the
control variables used in our regressions (untabulated, for the sake of brevity)
and find that the firms in our sample are similar to the ones examined in recent
international corporate finance studies (see, e.g., Ferreira and Matos 2008; Leuz,
Lins, and Warnock 2009;Aggarwal et al. 2011). For our sample, mean (standard
deviation) firm size is $3.5 ($8.1) billion measured by market capitalization
and $10.3 ($35.3) billion measured by total assets, leverage (measured as
total debt to total assets) is 21.9% (18.4%), market to book equity ratio is
2.5 (2.5), profitability (measured as net income plus interest to total assets) is
5.5% (10.5%), and 7.7% of the firms in our sample are cross-listed on a U.S.
exchange.15

2. Do U.S. Institutional Shareholders Vote as Though They Are Exercising
Corporate Governance?

In this section, we test whether outside shareholders vote as though they are
exercising governance. As mentioned earlier, if we observe that higher levels
of potential expropriation correspond to greater dissent voting, this would
indicate that the second component of an effective shareholder voting process
holds for non-U.S. firms. We use Voting for as the dependent variable and
test whether weaker country-level investor protection or greater firm-level
managerial entrenchment is associated with a lower Voting for percentage.

Because investor interest varies across time and industries, all models include
year fixed effects and industry fixed effects using the groupings in Campbell
(1996). Also, firm-level control variables employed in prior research are used
in all models. Except for regressions that specifically focus on country-level
attributes, all models include country fixed effects. Finally, in all of our reported
results, the standard errors are adjusted to correct for heteroscedasticity and
clustered to account for the correlation within country/industry groups.

14 We obtain institutional ownership data from the FactSet Ownership database (LionShares) previously used, for
example, in Ferreira and Matos (2008), Ferreira, Massa, and Matos (2010), and Aggarwal et al. (2011).

15 All firm-level data are obtained from Worldscope and Datastream, and the cross-listing data are from depositary
receipt lists from Bank of New York, J.P. Morgan, and Citigroup, CRSP files, and SEC filings.

2180

D
ow

nloaded from
 https://academ

ic.oup.com
/rfs/article/28/8/2167/1599500 by guest on 18 M

ay 2023



Shareholder Voting and Corporate Governance Around the World

2.1 Country-level investor protection
Table 3 presents results for tests that assess the relation between our four
country-level investor protection measures (Anti-self-dealing index, Legal,
Disclosure index, and Governance transparency) and the frequency with
which U.S. institutional investors vote their shares in favor of companies’
recommendations. In Panel A of Table 3, the coefficient estimates of Anti-self-
dealing index are positive and statistically significant (p-values of less than
0.05) in all of the five models. Thus, worse shareholder protection is associated
with fewer votes being cast in favor of companies’ recommendations for all
agenda items, and agenda items related to directors, M&A, compensation,
and firm capitalization. In addition to statistical significance, the effects are
economically meaningful. For example, a one-standard-deviation decrease in
the Anti-self-dealing index (−0.218) in model 5 implies 1.12 percentage points
fewer votes cast in favor of companies’ proposals, corresponding to a 11.1%
increase in dissent voting (calculated as 1.15/(100–89.9)).

Repeating the analysis for the other three country-level variables in Panels
B to D collectively shows that lower scores for a country’s legal and disclosure
environment are associated with significantly fewer votes being cast in favor
of companies’ recommendations across all of the five shareholder voting
categories. Therefore, the Table 3 results indicate that U.S. institutional
shareholders vote as though they are exercising governance.

Turning to the control variables in the regression models, the coefficient on
Log market capitalization is positive and significant in almost all models. While
the effects of firm size are likely to be nuanced, an explanation for the positive
coefficient is that larger firms have greater information production that may
shed light on actions that are harmful to outside shareholders. Thus, it may be
that there is less need for investors to vote against firm proposals. In addition,
the deeper pool of liquidity that comes with a larger market capitalization
can also make it easier for investors to use the mechanism of simply selling
their shares if they oppose management, rather than engaging in dissent voting
when it comes time to do so (Back, Li, and Ljungqvist 2013). The remaining
coefficient estimates on Leverage, Market-to-book, Profitability, and Cross-list
are consistent with expectations, but not always significant.

2.2 Firm-level managerial entrenchment
In addition to the level of external shareholder protection, shareholders are
also likely to be worried about expropriation from firms that have entrenched
management. Table 4 presents the results of regression models that test the
relation between firm-level managerial entrenchment as measured by Insider
control and the frequency with which outside shareholders vote in favor
of companies’ recommendations. Across the different voting agenda item
categories, Insider control has a negative coefficient, significant at the 1%
level (the exception is model 4, with a p-value of 0.06), indicating that
U.S. institutional investors engage in dissent voting more when controlling
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Table 3
Voting with management and country-level investor protection

Panel A: Anti-self-dealing index

Voting for (%)

Directors M&A Compensation Capital Overall
(1) (2) (3) (4) (5)

Anti-self-dealing index 2.807 31.337 13.658 9.650 5.118
(0.02) (0.00) (0.01) (0.00) (0.00)

Log market capitalization 0.348 2.339 3.535 1.055 0.716
(0.03) (0.00) (0.00) (0.00) (0.00)

Leverage −1.669 1.455 5.133 −2.055 −1.723
(0.12) (0.65) (0.03) (0.42) (0.03)

Market-to-book 0.049 −0.540 −0.618 −0.068 −0.028
(0.50) (0.00) (0.00) (0.56) (0.72)

Profitability −1.364 −5.808 12.806 −3.565 1.353
(0.37) (0.30) (0.02) (0.33) (0.38)

Cross-list 0.165 5.560 −3.573 −1.861 0.681
(0.80) (0.00) (0.02) (0.10) (0.17)

Year dummies Yes Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes Yes

Adjusted R2 0.02 0.04 0.04 0.02 0.01
Observations 21,176 7,745 11,241 10,516 23,924

Panel B: Legal

Legal 0.108 −0.063 0.485 0.592 0.175
(0.00) (0.63) (0.00) (0.00) (0.00)

Log market capitalization 0.212 1.826 3.092 0.903 0.482
(0.23) (0.00) (0.00) (0.00) (0.00)

Leverage −1.611 2.323 5.953 −3.951 −1.226
(0.16) (0.50) (0.01) (0.07) (0.15)

Market-to-book 0.065 −0.308 −0.418 −0.131 0.031
(0.37) (0.12) (0.05) (0.19) (0.72)

Profitability 0.324 −5.833 18.718 5.212 4.562
(0.84) (0.40) (0.00) (0.09) (0.00)

Cross-list 0.284 6.963 −1.911 −0.810 1.038
(0.67) (0.00) (0.22) (0.43) (0.05)

Year dummies Yes Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes Yes

Adjusted R2 0.02 0.03 0.04 0.05 0.02
Observations 20,210 7,321 11,118 9,884 22,731

Panel C: Disclosure index

Disclosure index −0.119 2.556 1.740 −0.035 0.310
(0.43) (0.00) (0.01) (0.93) (0.04)

Log market capitalization 0.234 1.855 3.380 0.626 0.619
(0.18) (0.00) (0.00) (0.02) (0.00)

Leverage −1.847 1.700 5.017 −3.669 −1.876
(0.10) (0.61) (0.03) (0.15) (0.02)

Market-to-book 0.079 −0.426 −0.546 −0.002 0.003
(0.28) (0.02) (0.01) (0.98) (0.97)

Profitability −1.309 −3.006 13.527 −3.602 1.491
(0.39) (0.61) (0.01) (0.33) (0.34)

Cross-list 0.226 5.532 −3.541 −1.911 0.713
(0.73) (0.00) (0.02) (0.10) (0.16)

Year dummies Yes Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes Yes

Adjusted R2 0.02 0.03 0.04 0.01 0.01
Observations 21,176 7,745 11,241 10,516 23,924

(continued)
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Table 3
Continued

Voting for (%)

Directors M&A Compensation Capital Overall
(1) (2) (3) (4) (5)

Panel D: Governance transparency

Governance transparency 0.106 0.323 0.368 0.343 0.160
(0.00) (0.00) (0.00) (0.00) (0.00)

Log market capitalization 0.270 1.672 3.164 1.118 0.549
(0.13) (0.00) (0.00) (0.00) (0.00)

Leverage −1.843 4.069 4.537 −3.765 −1.374
(0.10) (0.26) (0.05) (0.12) (0.10)

Market-to-book 0.043 −0.272 −0.498 −0.117 0.009
(0.57) (0.14) (0.01) (0.26) (0.91)

Profitability −0.939 −2.482 13.570 0.122 2.254
(0.56) (0.69) (0.01) (0.97) (0.15)

Cross-list 0.776 7.925 −0.761 −0.902 1.775
(0.25) (0.00) (0.59) (0.39) (0.00)

Year dummies Yes Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes Yes

Adjusted R2 0.02 0.03 0.04 0.04 0.02
Observations 19,941 7,243 11,097 9,819 22,410

The table reports OLS regression estimates of the percentage of U.S. institutional investors’ votes cast in support
of companies’ recommendations for different voting categories at a firm’s shareholder meeting(s) for a given
fiscal year (Voting for). The voting data are from the Institutional Shareholder Service (ISS) Voting Analytics
database compiled from SEC Form N-PX. The Anti-self-dealing index measures the average of ex ante and ex
post private control of self-dealing; higher values indicate better shareholder protection. The index is obtained
from Djankov et al. (2008). Legal is the product of the revised anti-director-rights index (Djankov et al. 2008) and
rule of law (La Porta et al. 1998) used in Doidge et al. (2007). The Disclosure index measures the extent to which
investors are protected through disclosure of ownership and financial information; higher values indicate more
disclosure. The data are obtained from Djankov et al. (2008). Governance transparency measures the prevalence
of specific disclosures related to the governance of the firm. The disclosures underlying this measure relate to
identity of managers, identity of board members and their affiliations, remuneration of officers and directors,
share ownership by directors and employees, identity of major shareholders, and the range of shareholdings.
Larger values indicate greater governance disclosure (Bushman et al. 2004). Log market capitalization is the
logarithm of the market capitalization of equity in billions of U.S. dollars. Leverage is total debt to total assets.
Market-to-book is the market value of equity divided by the book value of equity. Profitability is net income plus
interest expenses to total assets. Cross-list is a dummy variable equal to one if the firm is cross-listed on a major
U.S. stock exchange, and zero otherwise. These data are obtained from Worldscope and Datastream. The sample
period comprises shareholder meetings held from July 1, 2003, through December 31, 2009, which correspond to
firms’fiscal years over the 2002 to 2009 period.All time-varying independent variables are measured at the end of
the fiscal year preceding the shareholder meeting. Indicator variables for year and industry groups (based on the
classification of Campbell (1996)) are included but not reported. Standard errors are robust to heteroscedasticity
and clustered at the country-industry group level; p-values are reported in parentheses.

shareholders are more likely to be entrenched in their firms. The magnitude of
this coefficient suggests economic significance as well. Specifically, in model 1,
the coefficient of −5.684 implies that a one-standard-deviation increase in
Insider control of 0.236 results in 1.34 percentage points less voting for
companies’recommendations for director elections. In percentage terms, a one-
standard-deviation increase in Insider control corresponds to a 17.4% increase
in the propensity to vote against directors (calculated as 1.34/(100–92.3).16

16 For robustness, we use a threshold measure of Insider control that equals one if a firm’s Insider control is larger
than the sample median value of Insider Control, and zero otherwise. This alternative measure of Insider control
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Table 4
Voting with management and firm-level managerial entrenchment

Voting for (%)

Directors M&A Compensation Capital Overall
(1) (2) (3) (4) (5)

Insider control −5.684 −7.502 −6.487 −2.377 −2.852
(0.00) (0.00) (0.00) (0.06) (0.00)

Log market capitalization 0.337 2.413 2.770 0.981 0.687
(0.04) (0.00) (0.00) (0.00) (0.00)

Leverage −0.429 −0.520 4.213 −1.352 −1.331
(0.65) (0.84) (0.04) (0.42) (0.07)

Market-to-book 0.147 −0.432 −0.412 −0.069 −0.069
(0.02) (0.03) (0.02) (0.49) (0.26)

Profitability −0.132 −8.780 18.336 7.403 3.910
(0.93) (0.13) (0.00) (0.01) (0.00)

Cross-list 0.038 2.696 −0.641 −0.841 0.528
(0.95) (0.13) (0.65) (0.39) (0.22)

Country dummies Yes Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes Yes

Adjusted R2 0.08 0.08 0.14 0.20 0.07
Observations 21,183 7,747 11,242 10,518 23,934

The table reports OLS regression estimates of the percentage of U.S. institutional investors’ votes cast in support
of companies’ recommendations for different voting categories at a firm’s shareholder meeting(s) for a given
fiscal year (Voting for). The voting data are from the Institutional Shareholder Service (ISS) Voting Analytics
database compiled from SEC Form N-PX. Insider control is the percentage of closely held shares. This measure
captures insider holdings and specifically excludes shares held in a fiduciary capacity by institutional investors.
Log market capitalization is the logarithm of the market capitalization of equity in billions of U.S. dollars.
Leverage is total debt to total assets. Market-to-book is the market value of equity divided by the book value of
equity. Profitability is net income plus interest expenses to total assets. Cross-list is a dummy variable equal to
one if the firm is cross-listed on a major U.S. stock exchange, and zero otherwise. These data are obtained from
Worldscope and Datastream. The sample period comprises shareholder meetings held from July 1, 2003, through
December 31, 2009, which correspond to firms’ fiscal years over the 2002 to 2009 period. All time-varying
independent variables are measured at the end of the fiscal year preceding the shareholder meeting. Indicator
variables for year, country, and industry groups (based on the classification of Campbell (1996)) are included but
not reported. Standard errors are robust to heteroscedasticity and clustered at the country-industry group level;
p-values are reported in parentheses.

The results in Table 4 show that, across a broad set of countries and voting
agenda items, U.S. institutional shareholders cast significantly fewer “For”
votes in elections held by non-U.S. firms with high levels of managerial
entrenchment.17 Overall, the results of Tables 3 and 4 support the second
component of an effective voting process—shareholders cast their votes in
a way that indicates they are exercising governance.

is negatively and significantly (p-value <0.01) associated with Voting for, confirming our findings. We also note
that while it may be interesting to compare our non-U.S. results with prior U.S. results, it is not possible to do
so directly because the managerial entrenchment measures, as well as other data, are different between our tests
and those conducted for U.S. firms’ director voting patterns by Cai, Garner, and Walkling (2009).

17 Because tests conducted by Aggarwal, Erel, Stulz, and Williamson (2010) imply that investors would be more
concerned with managerial entrenchment when country institutions are weak, while research by Bergman
and Nicolaievsky (2007) and Doidge et al. (2007) implies the opposite, in untabulated models we test the
interdependence between firm-level and country-level investor protection. For each country-level protection
variable, we estimate models with that variable, Insider control, and an interaction term between these variables,
along with the prior control variables. We find that the standalone coefficients retain significance but the
interaction term is generally insignificant, which suggests that the effect of firm-level managerial entrenchment
on shareholder votes cast in corporate elections is largely independent of country-level institutions.
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3. The Importance of Shareholder Voting

In this section, we examine the third component of an effective voting process—
whether the votes cast by outside shareholders have a governance-related
outcome. To help shape our tests, we first search for media accounts for our
sample firms that describe the voting process. We are able to document cases
in which the votes cast by U.S. institutions were clearly pivotal—for example,
when dissent voting against a director resulted in that director’s turnover.
Therefore, we conduct a regression analysis that tests whether dissent voting in
director and M&A elections is associated with subsequent director turnover or
withdrawal of M&A deals. In addition, we uncover cases in which the threat of
dissent voting by U.S. institutions caused management to adopt changes prior
to the actual vote. Therefore, we may observe instances in which votes were
cast in favor of management, despite the fact that it was shareholder dissent that
determined the observed governance change. As a result of these latter types
of voting situations, cross-sectional regressions of dissent voting on outcomes,
while suggestive, might actually understate the effectiveness of voting.18

3.1 Case studies
We conduct a search of the major news sources using Factiva and perform a
general search on Google for our sample firms to construct case studies. We
study press coverage and news releases, download the original N-PX forms filed
with the SEC to double-check U.S. institutional investors’ votes pertaining to
the case, and manually merge fund ownership data from the Factset database
with the funds that filed N-PX forms. In our research, we uncover a number of
cases where the power to vote either clearly influences or appears to influence
the governance outcome, but for sake of brevity we present examples of cases
that were covered by a large number of news articles. More specifically, cases
1 and 2 below show that the votes cast are important because they are pivotal
for outcomes; case 3 shows that the votes cast are sufficiently influential to
cause management to adopt changes desired by shareholders; and case 4 shows
that the threat of dissent voting by U.S. institutions can be enough to affect
outcomes.

3.1.1 Case 1: Independent director elections in Taro Pharmaceuticals
Industries Ltd.19 Sun Pharmaceutical Industries attempted to acquire control

18 While studies of whether shareholder voting patterns are linked to changes in executive compensation are also
informative, we do not analyze this topic because executive compensation packages are disclosed in relatively
few countries (Fernandes, Ferreira, Matos, and Murphy 2013) and compensation votes are rarely mandatory and
binding (Correa and Lel 2014). Evidence shows that shareholders in U.S. and U.K. firms provide less support
for equity compensation plans that are excessive or dilutive (see, e.g., Morgan, Poulsen, and Wolf 2006; Carter
and Zamora 2009; Ertimur, Ferri, and Muslu 2011; Armstrong, Gow, and Larcker 2013).

19 See, for example, “Templeton backs Sun Pharmaceuticals in Taro Pharmaceuticals bid—Report,” Dow Jones
International News, December 1, 2009; “Taro Pharmaceuticals Industries Ltd—Templeton Asset Management
executive chairman Mark Mobius sends letter to chairman of Taro Pharmaceuticals urging new management,”
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over Israeli company Taro Pharmaceuticals Industries in 2007. TempletonAsset
Management, which held 10% in Taro, did not support Sun’s bid initially.
However, at the beginning of December 2009, Templeton changed sides to
support Sun and raised concerns about Taro’s health, corporate governance,
control structure, and failure to publish financial reports for the fiscal years
2006–2008.

The chairman of Templeton’s Emerging Markets Group, Mark Mobius, said,
“All shareholders should push for full transparency, re-listing of Taro’s shares
on NASDAQ, and the introduction of a new, professional board that acts in the
interest of all shareholders and releases audited accounts.” Templeton declared
that it would vote its shares against the proposals of Taro’s management in
the shareholder meeting on December 31, 2009. One of the resolutions at the
meeting was to elect two independent directors. Taro did not consult with its
minority shareholders in the selection of the two independent directors but
instead chose two former insiders as the nominees.

Based on Taro’s annual report filed with the SEC, the Levitt family controlled
42% of the votes. Sun had 24% of the voting power, Templeton had an 8%
voting stake, and the rest of the voting power of 26% was in the hands
of minority investors. Reports stated that Templeton’s involvement would
be crucial for mustering support of the remaining retail investors and other
minority shareholders.

At the annual meeting, shareholders voted decisively against the election of
Taro’s independent director nominees. Seventy-eight percent of Taro’s minority
shareholders voted against the continued service of directors associated with
the Levitt family, with the result that the two independent director nominees
were not elected. Overall, Templeton’s involvement before the meeting, its
open dissent against the proposals of the Taro management, and the votes cast
at the annual shareholder meeting were pivotal for the election outcome.

3.1.2 Case 2: Anti-takeover proposal in Tokyo Electron Ltd.20 In 2002 the
Japanese Commercial Code was amended to make possible the use of one of
the most effective antitakeover mechanisms, the poison pill. In a response to a
2005 M&A wave, Japanese companies started to propose this form of “cheap”
defense (Gruener 2006). On June 25, 2005, shareholders of Tokyo Electron Ltd.
voted on a proposal to change the corporate charter to allow the use of poison
pills in case of an unfriendly takeover attempt. The proposal, which needed a
two-thirds majority to pass, was rejected, and U.S. institutional investors played
a pivotal role in the election outcome.

Market News Publishing, December 23, 2009; “Taro shareholders to Levitt and directors: Quit the board; minority
shareholders also reject indemnification proposals,” PR Newswire, December 31, 2009.

20 See, for example, “Shareholders reject Tokyo Electron, Yokogawa Electric’s poison pills,” Kyodo News, June
24, 2005; “Tokyo Electron shareholders reject takeover defense step,” Dow Jones International News, June 24,
2005; “Tokyo Electron, Yokogawa shareholders nix anti-takeover plans,” Nikkei Report, June 25, 2005.
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More specifically, we find that 35% of U.S. funds that disclosed their votes
in N-PX forms filed with the SEC voted against the proposal. Large mutual
fund companies, such as Fidelity and American Funds, which together held
more than 10% of the shares of Tokyo Electron, did not support the poison pill
proposal. The company said that the proposal fell short of passing the two-thirds
majority by only 0.7 percentage points, indicating that the votes cast against
management by U.S. institutional investors were pivotal in the vote outcome.21

3.1.3 Case 3: Board and governance changes in British Sky Broadcasting
Group PLC.22 In the weeks leading up to the appointment of a new CEO at
British Sky Broadcasting (BSkyB), large institutional shareholders urged the
company’s senior independent directors to ensure an impartial succession. Their
conversations reflected concerns about nepotism if the company chose James
Murdoch, the son of Rupert Murdoch, BSkyB’s chairman, and chairman of
News Corp., who owned 35.4% of BSkyB. However, ignoring these concerns,
on November 3, 2003, the board appointed James Murdoch as the new CEO
following his unanimous nomination by a nominations committee composed
of four independent directors chaired by Lord St. John of Fawsley.

Concerned about the corporate governance balance, many institutional
investors publicly called for changes in the composition of the board. They
recommended to vote against the reelection of Lord St. John of Fawsley as a
director and to vote against the remuneration report.At the annual shareholders’
meeting on November 14, 2003, James Murdoch was confirmed as a director,
with 82% votes cast in favor. The vote was closer with only 59% “for” votes in
the reelection of Fawsley. After stripping out the 35.4% News Corp. stake, 80%
of non-Murdoch shareholders voted against the reelection of Fawsley, and 72%
voted against the remuneration report. In terms of U.S. institutional investors,
including BlackRock, ING, and J.P. Morgan Funds, 63% of U.S. investors filing
N-PX forms voted against the reelection of Lord St. John of Fawsley, and 56%
voted against the remuneration report.

Following the large dissent from institutional shareholders over the
appointment of his son of the chairman as the new CEO, Rupert Murdoch
announced the formation of a committee to review the company’s corporate
governance and remuneration policies. In May 2004, as a result of the
comprehensive corporate governance review, the company appointed two new

21 Similarly, in June 2005, U.S. institutional investors were influential and pivotal for the rejection of “poison
pill” proposals in Yokogowa Electric Corp. and Fanuc Ltd. Sixty-four percent of Yokogawa’s U.S. institutional
investors voted against the proposal, and less than 20% of U.S. funds voted in favor of management of Funac. In
both firms, according to reports, the two-thirds majority was again only missed by fractional margins, attributing
a crucial and pivotal role to these U.S. institutions that voted their shares against these proposals.

22 See, for example, “BSkyB shareholders voice unease,” Financial Times, September 24, 2003; “BSkyB to Face
Shareholder Ire over James Murdoch’s Ascent,” Wall Street Journal, November 12, 2003; “BSkyB CEO rides out
criticism: James Murdoch is approved as director by 82% to 18%; father dismisses dissent,” Wall Street Journal
Europe, November 17, 2003; “Board to be reorganised after review at BSkyB,” Financial Times, May 14, 2004;
“BSkyB board reforms aid independence,” Financial Times, June 15, 2004.
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independent directors and reorganized its boardroom committees. This step
increased the proportion of BSkyB’s independent directors, giving them the
majority of board seats. As part of these changes, Lord St. John of Fawsley was
no longer regarded as an independent director, resigned from the new Corporate
Governance and Nominations Committee, and did not stand for reelection to
the board.

3.1.4 Case 4: Director elections and M&A withdrawal in Deutsche Börse
AG.23 At the beginning of 2005, some of Deutsche Börse AG’s largest
shareholders who were against the company’s bid to acquire the London Stock
Exchange increased their attacks on the company and threatened to vote against
the reelection of the supervisory board. The institutional investors most vocal
were the U.K.-domiciled Children’s Investment Fund and the U.S. institutional
investor Atticus Capital, which held more than 12% of the shares. U.S. mutual
fund company Fidelity Investments, which held 4.5% of the firm’s equity, was
the third largest shareholder and was also against the deal, vowing to vote
against the supervisory board. Similarly, U.S. investment firm Merrill Lynch
Investment Management, which held about 3% of the shares, wrote to the
management to underscore its displeasure. At the beginning of March 2005,
dissent shareholders owned between 50% and 60% of Deutsche Börse’s stock,
making it difficult for the board to gain the 50% support needed for reelection.

Despite the fact that Deutsche Börse withdrew its takeover offer for the
London Stock Exchange in early March, the opposing institutional investors lost
confidence in the firm’s board and declared they were ready to vote against the
reelection of the supervisory board at the shareholders’ annual general meeting
in May 2005. Before the meeting took place, Deutsche Börse’s CEO (Werner
Seifert) and chairman of the supervisory board (Rolf E. Breuer) preempted their
own potential dismissal via dissent voting by announcing their resignation.
Further, three other members of the supervisory board also said they would
resign. “The decisions to change the supervisory and executive boards we are
announcing today were taken after extensive consultation with shareholders of
the company,” Breuer said, and concluded, “In the interest of the company we
want to put an end to the recent debate with some of our shareholders.”

3.2 Regression analysis
3.2.1 Director turnover. If the voting process is an effective mechanism
with which to engage in shareholder activism, we should observe that greater
dissent voting on director-related agenda items (a lower Voting for directors

23 See, for example, “Deutsche Boerse’s management is criticized by big shareholders,” Wall Street Journal,
February 22, 2005; “New blow to Deutsche’s bid for LSE,” The Times (London), February 25, 2005; “Merrill
Lynch opposes Deutsche Boerse bid for LSE”, Dow Jones International News, February 25, 2005; “Moving the
market: Deutsche Boerse, in abrupt switch, drops proposed bid to buy LSE,” Wall Street Journal, March 7, 2005;
“Werner Seifert, longtime CEO of Deutsche Boerse, resigns amid shareholder squabble,” Associated Press, May
9, 2005.
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percentage) is associated with greater director turnover. To test this, we
obtain data on director positions from Thomson Reuters ONE Banker, which
provides termination dates for directors for a large number of Thomson Reuters
Worldscope firms. We use this information to calculate the number of directors
of a particular firm that leave the board of directors (Director turnover) over the
time period from one annual meeting to the next annual meeting, as in Fischer
et al. (2009).24 We are able to collect directors’data for 6,828 firms, resulting in
a total of 18,190 firm-year observations. The average number of directors that
are turned over each year is 1.13, with a standard deviation of 1.56 directors.

We follow Hermalin and Weisbach (1988) and estimate Poisson regressions
of Director turnover on Voting for directors because our dependent variable
is a count variable.25 We control for firm-level managerial entrenchment
using Insider control, firm size using Log market capitalization, and past firm
performance using Profitability and Excess stock return (see, e.g., Lel and
Miller 2008; Fischer et al. 2009; Aggarwal et al. 2011).26 We also control for
U.S. institutional ownership under the premise that these institutional investors
may be able to engage in activism directly because of their ownership stake
(see, e.g., Ferreira, Massa, and Matos 2010).

Panel A of Table 5 reports the results. Models 1 and 2 show that greater
director dissent voting is associated with significantly more directors leaving the
board over the next year. This result is consistent with the view that the votes cast
for director elections by outside shareholders influence this governance-related
outcome—greater director turnover.

In terms of economic significance, using average marginal effects, in model 2
the coefficient estimate of –0.242 onVoting for directors implies a 3.9% increase
in director turnover for a one-standard-deviation decrease inVoting for directors
(calculated as –0.242 × 0.182 / 1.13). Alternatively, going from the median of
the first quintile to the median of the fifth quintile ofVoting for directors (27.7%)
is associated with a 5.9% decrease in director turnover (calculated as –0.242 ×
0.277 / 1.13). It is helpful to gauge the economic significance of these results by
comparing them to the sensitivity of board turnover to poor firm performance,

24 In contrast to data on when directors leave the board, director hiring dates are often missing, so it is not possible
to compute the total number of board members. Thus, while we can compute a count measure of board turnover,
we cannot compute the percentage of directors turned over each year.

25 The ISS Voting Analytics database provides a brief description for each agenda item, but it does not provide the
exact text including the director name. A potential concern is that when new directors are nominated there is more
likely to be dissent, perhaps because of poor firm performance, which could lead to a mechanical relation between
voting and turnover. However, prior findings by Cai, Garner, and Walkling (2009) show that new directors get
higher total shareholder support than incumbent directors, and Iliev and Lowry (2014) show that the same is
true when focusing on just institutional investor votes. Further, our models control for firm-level factors like past
performance that could lead to a change in directors.

26 While we explicitly control for firm performance, for robustness we also use the method employed in Cai, Garner,
and Walkling (2009). Specifically, we estimate a regression of Voting for directors on prior-year industry-adjusted
Profitability and Excess stock return, as well as industry, country, and year dummies. Using the residual from
this regression as measure of shareholder voting for directors confirms our results from Table 5 (not tabulated
for brevity).
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Table 5
Director turnover and voting for director elections

Panel A: Regression estimates

Director turnover

(1) (2)

Voting for directors −0.217 −0.242
(0.01) (0.01)

Log market capitalization 0.164
(0.00)

Profitability −1.451
(0.00)

Excess stock return −0.175
(0.00)

Insider control 0.014
(0.84)

U.S. institutional ownership −1.369
(0.00)

Year dummies Yes Yes
Country dummies Yes Yes
Industry dummies Yes Yes

Log pseudo-likelihood −27,954 −24,449
Observations 18,190 15,880

Panel B: Average marginal effects of voting for directors at different levels of U.S. institutional ownership

Percentile of U.S. institutional ownership U.S. institutional ownership Marginal effect of voting for directors

5th 0.19% –0.178
(0.12)

15th 0.56% –0.184
(0.10)

25th 0.97% –0.192
(0.08)

35th 1.50% –0.201
(0.06)

45th 2.14% –0.212
(0.04)

55th 2.98% –0.227
(0.02)

65th 4.10% –0.246
(0.01)

75th 5.93% –0.275
(0.00)

85th 8.92% –0.320
(0.00)

95th 16.21% –0.416
(0.00)

The table reports Poisson regression results of director turnover on shareholder support for directors and control variables.
Panel A shows regression estimates displayed as average marginal effects. Panel B reports average marginal effects of
Voting for directors evaluated at different percentiles of U.S. institutional ownership. The average marginal effects in
Panel B are based on a first-stage Poisson regression of Director turnover on Voting for directors, U.S. institutional
ownership, an interaction term of Voting for directors and U.S. institutional ownership, and the control variables included
in model 2 of Panel A. The dependent variable, Director turnover, is the number of directors that leave the board of
directors from one annual meeting to the next annual meeting. The director data are from Thomson Reuters ONE Banker.
Voting for directors is the percentage of U.S. institutional investors’ votes cast in support of companies’ recommendations
for agenda items proposing to elect directors at a firm’s shareholder meeting(s) for a given fiscal year. The voting data are
from the Institutional Shareholder Service (ISS) Voting Analytics database compiled from SEC Form N-PX. Log market
capitalization is the logarithm of the market capitalization of equity in billions of U.S. dollars. Profitability is net income
plus interest expenses to total assets. Excess stock return is the difference between a firm’s annual stock return and the
annual return on the stock market index of its country. Insider control is the percentage of closely held shares. These data
are obtained from Worldscope and Datastream. U.S. institutional ownership is the sum of the holdings of all institutions
domiciled in the United States obtained from the FactSet Ownership database (LionShares). The sample period comprises
shareholder meetings held from July 1, 2003, through December 31, 2009, which correspond to firms’ fiscal years over
the 2002 to 2009 period. All time-varying independent variables are measured at the end of the fiscal year preceding the
meeting. Indicator variables for year, country, and industry groups (based on the classification of Campbell 1996) are
included but not reported. Standard errors are robust to heteroscedasticity and clustered at the country-industry group
level; p-values are reported in parentheses.
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which the literature has argued is a first-order demonstration of good corporate
governance. In model 2, using marginal effects, the estimated coefficient on
Profitability implies a 13.5% increase in director turnover for a one-standard-
deviation decrease in Profitability (calculated as –1.451 × 0.105 / 1.13).27 Thus,
the incremental effect of dissent voting on director turnover is about 30% as
large as the effect for the most commonly identified source of turnover, poor
performance.

The model 2 results show that the effect of voting on director turnover
remains statistically significant after controlling for U.S. institutional
ownership, indicating that on average, dissent voting is associated with turnover
above and beyond any direct channel that U.S. institutional investors may use
to engage in activism.

We next examine whether the dissent voting of U.S. institutional investors
is associated with director turnover across all levels of their ownership or
primarily when these investors hold relatively large equity stakes. We do so
by adding an interaction term to our model that allows us to estimate the
effect of shareholder voting on director turnover at different levels of U.S.
institutional ownership. However, Ai and Norton (2003) and Greene (2010)
show that once an interaction term is included in a nonlinear regression
model, one can no longer make inferences using the conventionally estimated
interaction coefficient. This is because the marginal effect ofVoting for directors
becomes a nonlinear function of not only the coefficient but also the levels of
all of the explanatory variables. Therefore, the sign, magnitude, and statistical
significance of the effect of shareholder voting on director turnover cannot be
inferred just by examining the estimated coefficient alone.

To estimate the marginal effect of Voting for directors correctly, we follow
the two-step procedure outlined in Ai and Norton (2003) and Greene (2010).
In the first step, we estimate a standard Poisson regression model of Director
turnover on Voting for directors, U.S. institutional ownership, an interaction
term that multiplies Voting for directors by U.S. institutional ownership, and
control variables.

In a second step, we use these estimated coefficients to compute the average
marginal effect of shareholder voting that obtains for each of ten sample decile
breakpoints of U.S. institutional ownership, incorporating both the main effects
of Voting for directors and U.S. institutional ownership, and their interaction
(Voting for directors × U.S. institutional ownership).28 Doing so allows us to

27 Yermack (2004) finds for U.S firms that a one-standard-deviation decrease in performance leads to about a 20%
increase in director turnover on a base of unconditional director turnover of 4.6% per year.

28 Following Ai and Norton (2003), Norton, Wang, and Ai (2004), Greene (2010), and Karaca-Mandic, Norton, and
Dowd (2012), we define a model with an interaction term as E[y|x1,x2,Z]=F

(
β1x1 +β2x2 +β12(x1 ×x2)+δ′Z)

,
where x1 (Voting for directors) and x2 (U.S. institutional ownership) are the variables of interest, Z is a set of
control variables, F (.) is a Poisson (exponential) transformation, and β1, β2, and δ′ are regression coefficients.
Letting v =β1x1 +β2x2 +β12(x1 ×x2)+δ′Z, the marginal effect of Voting for directors (x1) on the conditional
expected value of Director turnover (y) is calculated as ∂E[y|x1,x2,Z]

/
∂x1 =dF

/
dv×∂v

/
∂x1 =dF

/
dv×(β1 +
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correctly infer, at each level of U.S. institutional ownership, how changes in
voting are related to changes in director turnover.29 For example, for the first
decile of ownership, the correct average marginal effect of shareholder voting
is computed based on the estimated model in the first step evaluated at the first
decile breakpoint of U.S. institutional ownership, observation by observation.
Then, these effects are averaged.

Panel B of Table 5 shows the results. We find that the marginal effect ofVoting
for directors is significant (with p-values of less than 10%) for a large range
of U.S. institutional ownership (starting with the second decile). Compared
with the average marginal effect of –0.242 from Panel A, the Panel B results
show that the marginal effect is similar in magnitude even at quite low levels
of institutional ownership. Moreover, a pattern emerges that shows that the
effect is increasing as U.S. institutions hold greater stakes in these firms. In
terms of economic significance, for instance, the results show that in moving
from the bottom decile of U.S. institutional ownership to the top decile, the
effect of shareholder voting on director turnover more than doubles. Overall,
the results suggest that shareholder voting is associated with director turnover
for a substantial range of U.S. institutional ownership. It does not seem to be
the case that director turnover and voting are correlated only in instances in
which a large investor dissents with the management.

In sum, the results in Table 5 show that the marginal effect of Voting
for directors on Director turnover is significantly negative and economically
meaningful across a wide range of values of U.S. institutional ownership and
that this effect is stronger when the ownership is larger. Overall, our regression
results suggest that shareholder voting is used as a mechanism to engage in
shareholder activism.

3.2.2 Probability of M&A deal completion. In our second set of governance-
outcome tests, we explore whether shareholder voting on M&A-related
elections is related to the completion of announced M&A deals. We collect
data on M&A deals from Thomson Reuters SDC Platinum for all firms in our
voting sample that were identified as either the target or the acquirer firm of
an acquisition or merger in the SDC database. We then compile two samples.
For the first sample of shareholder voting in target firms, we keep only M&A
deals from firms incorporated in countries for which we are able to verify

β12x2). In a nonlinear model dF
/
dv �=1,and the marginal effect of Voting for directors (x1) is not a constant, but

instead depends on the values not only of x1 (Voting for directors) but also x2(U.S. institutional ownership), and
more generally, on all the other included control variables. Thus, relying on the coefficient estimates from the
regression output of this nonlinear model can be misleading for making inferences. In contrast, in a linear model
dF

/
dv =1,and the marginal effect of x1is β1 +β12x2. This expression varies linearly with x2 (U.S. institutional

ownership) but it is the same for any values of x1 (Voting for directors) and any other covariates.

29 More specifically, to correctly calculate the marginal effects of Voting for directors, we use the margins command
in Stata 11 and estimate the average marginal effects at different levels of U.S. institutional ownership as suggested
by Karaca-Mandic, Norton, and Dowd (2012).
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that shareholder approval is mandatory for target firms.30 Further, we drop all
tender-offer deals from the sample because target firms’ shareholders are not
required to formally vote, but rather they “vote” by tendering their shares. We
are able to match 610 M&A deals from 456 target firms to our voting data.
A total of 9.2% of those deals were subsequently withdrawn. For the second
sample of shareholder voting in acquirer firms, we are able to match 1,178
announced deals from 759 firms to our voting data.31 A total of 4.3% of those
deals were subsequently withdrawn. Since the ISS Voting Analytics database
does not provide the exact text of each agenda item, we cannot directly link
individual M&A deals to agenda items. However, our data allow us to test the
broader question of whether shareholder voting for M&A-related agenda items
is associated with the likelihood of deal completion.

For the two samples separately, we estimate probit regressions of a dummy
variable that equals one if an announced M&A deal was subsequently
withdrawn, and zero otherwise (Announced deal is withdrawn) on the
percentage of U.S. institutional investors’ votes cast in favor of companies’
recommendations for M&A-related agenda items (Voting for M&A). As in
our director elections tests, we include U.S. institutional ownership in the
regressions to ensure that we are measuring the effect of shareholder voting
after controlling for other activism capabilities that may accompany U.S.
institutional shareholdings. We include the standard controls proposed by the
literature (see, e.g., Rossi and Volpin 2004; Luo 2005; Chen, Harford, and Li
2007; Bris and Cabolis 2008; Kau, Linck, and Rubin 2008; Jacobsen 2014).32

Table 6 presents the results. Panel A shows that in all models the coefficient
estimate on Voting for M&A is negative and statistically significant, suggesting
that greater M&A dissent voting at either a target or acquirer firm is associated
with more M&A deals being withdrawn. Importantly, as models 2 and 4
show, these results hold when controlling for U.S. institutional ownership and
differences in country-level shareholder protection between the acquirer and
target firms. In terms of economic significance, for instance, the results for the
target firms of model 2 suggest that a one-standard-deviation decrease in Voting
for M&A is associated with a 42.7% increase in the probability that a deal will

30 We use observations from the following countries: Australia, Austria, Belgium, Brazil, Bulgaria, Canada, Chile,
Denmark, Finland, France, Germany, Greece, Hong Kong, India, Indonesia, Ireland, Italy, Japan, Malaysia,
Netherlands, Norway, Portugal, South Africa, Spain, Sweden, and United Kingdom.

31 As discussed in Section 1.1, it is difficult to verify that all acquirer votes that we observe in the dataset are indeed
mandatory and binding. However, while our research design intends to use only mandatory votes because these
represent the strongest test of whether the shareholder voting process works for non-U.S. firms, the possible
inclusion of some nonbinding votes may not matter given prior work showing that advisory-only votes can
impact firm outcomes (see, e.g., Cunat, Gine, and Guadalupe 2012; Ertimur, Ferri, and Muslu 2011; Ferri and
Maber 2013).

32 Since our sample of target firms are public and we exclude tender-offer deals, we do not add the usual dummy
variables for private target firm and tender-offer deals. Further, for target firms, in unreported regressions, we
also control for the logarithm of the total deal value and confirm our results. We choose not to include this control
in our target-firm regressions because it is missing for about 26% of our observations.
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Table 6
Deal withdrawal and voting for reorganizations and mergers

Panel A: Regression estimates

Announced deal is withdrawn

Target firms Acquirer firms

(1) (2) (3) (4)

Voting for M&A –0.100 –0.110 –0.041 –0.059
(0.00) (0.00) (0.00) (0.00)

Log market capitalization 0.006 –0.003
(0.51) (0.61)

Cash 0.080 0.081
(0.12) (0.09)

Profitability –0.068 –0.093
(0.47) (0.15)

Market-to-book –0.008 0.006
(0.25) (0.00)

Insider control –0.005 0.032
(0.94) (0.45)

Deal value 0.016
(0.01)

Tender offer –0.034
(0.11)

Stock deal 0.102 0.029
(0.00) (0.15)

Target is public 0.035
(0.03)

Difference in shareholder protection –0.003 –0.001
(0.03) (0.47)

U.S. institutional ownership 0.377 0.067
(0.09) (0.47)

Year dummies Yes Yes Yes Yes
Country dummies Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes

Pseudo R2 0.19 0.26 0.11 0.21
Observations 610 342 1,178 883

(continued)

be withdrawn (calculated as –0.110 × 0.357 / 0.092).33 We also note that many
of the control variables are significant and consistent with our expectations.
For example, the negative coefficient on Differences in shareholder protection
in model 2 supports the Rossi and Volpin (2004) and Bris and Cabolis (2008)
notion that M&As can have country-level governance motives.

As with our director turnover tests, we are also interested in whether the
dissent voting of U.S. institutional investors at M&A elections is related to deal
completion for all levels of their ownership or only when these investors hold
relatively large equity stakes. Since we estimate nonlinear probit regressions,
we follow the same procedure as previously discussed. That is, in a first step,
we estimate a probit regression model (model 2 and 4 of Panel A of Table 6)
including an interaction term between Voting for M&A and U.S. institutional

33 For the acquirer firms, in terms of economic significance, the results of model 4 suggest that a one-standard-
deviation decrease in Voting for M&A is associated with a 49.0% increase in the probability that a deal will not
be completed (calculated as –0.059 × 0.357 / 0.043).
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Table 6
Continued

Panel B: Average marginal effects of voting for M&A at different levels of U.S. institutional ownership

Target firms Acquirer firms

Percentile of U.S. U.S. institutional Marginal effect of U.S. institutional Marginal effect of
institutional ownership ownership voting for M&A ownership voting for M&A

5th 0.15% –0.073 0.21% –0.052
(0.01) (0.01)

15th 0.44% –0.076 0.59% –0.052
(0.01) (0.01)

25th 0.61% –0.078 0.98% –0.053
(0.00) (0.00)

35th 0.91% –0.082 1.42% –0.054
(0.00) (0.00)

45th 1.30% –0.087 2.01% –0.055
(0.00) (0.00)

55th 1.85% –0.095 2.60% –0.056
(0.00) (0.00)

65th 2.46% –0.103 3.44% –0.058
(0.00) (0.00)

75th 3.44% –0.118 5.09% –0.061
(0.00) (0.00)

85th 5.05% –0.145 7.75% –0.067
(0.00) (0.00)

95th 8.67% –0.218 14.67% –0.082
(0.00) (0.07)

The table reports probit regression estimates of the probability that an announced deal is withdrawn for target and
acquirer firms on shareholder support for M&A deals and control variables. Panel A shows regression estimates
displayed as average marginal effects. Panel B reports average marginal effects of Voting for M&A at different
levels of U.S. institutional ownership. The average marginal effects in Panel B are based on a first-stage probit
regression of Announced deal is withdrawn on Voting for M&A, U.S. institutional ownership, an interaction term
of Voting for M&A and U.S. institutional ownership, and the control variables included in models 2 and 4 of
Panel A. For the sample of target firms, we use only firms from countries for which the country-specific laws
and regulation require shareholder approval for M&A deals by the target’s shareholders, and tender-offer deals
are excluded from the sample. The dependent variable, Announced deal is withdrawn, is an indicator variable
that equals one for an announced M&A deal that was subsequently withdrawn, and zero otherwise. Voting for
M&A is the percentage of votes cast in support of companies’ recommendations for M&A-related proposals at
the shareholder meeting. The voting data are from the Institutional Shareholder Service (ISS) Voting Analytics
database compiled from SEC Form N-PX. Log market capitalization is the logarithm of the market capitalization
of equity in billions of U.S. dollars. Cash is cash and short-term investments to total assets. Profitability is net
income plus interest expenses to total assets. Market-to-book is the market value of equity divided by the book
value of equity. Insider control is the percentage of closely held shares. These data are obtained from Worldscope
and Datastream. Deal value is the logarithm of the total deal value. Tender offer is a dummy variable equal to
one if the bidder made a tender offer to the target’s shareholders, and zero otherwise. Stock deal is a dummy
variable equal to one if the deal is financed with stock only, and zero otherwise. Target is public is a dummy
variable equal to one if the target’s equity is listed on a public exchange, and zero otherwise. The deal data
are obtained from Thomson Reuters SDC Platinum. Differences in shareholder protection is measured as the
difference between the shareholder protection index of the countries of the acquirer and target firm (Bris and
Cabolis 2008; Rossi and Volpin 2008). The shareholder protection index is measured with the product of the
revised anti-director-rights index and efficiency of the legal system (Djankov et al. 2008; La Porta et al. 1998).
U.S. institutional ownership is the sum of the holdings of all institutions domiciled in the United States obtained
from the FactSet Ownership database (LionShares). The sample period comprises shareholder meetings held
from July 1, 2003, through December 31, 2009, which correspond to firms’ fiscal years over the 2002 to 2009
period. All time-varying independent variables are measured at the end of the fiscal year preceding the meeting.
Indicator variables for year, country, and industry groups (based on the classification of Campbell 1996) are
included but not reported. Standard errors are robust to heteroscedasticity and clustered at the country-industry
group level; p-values are reported in parentheses.

ownership, and in a second step, based on the estimated models in the first
step, we calculate average marginal effects of shareholder voting at ten sample
decile breakpoints of U.S. institutional ownership. Panel B of Table 6 shows the

2195

D
ow

nloaded from
 https://academ

ic.oup.com
/rfs/article/28/8/2167/1599500 by guest on 18 M

ay 2023



The Review of Financial Studies / v 28 n 8 2015

results. For both target and acquirer firms, the marginal effect ofVoting for M&A
on deal withdrawal is significant (with p-values of less than 10%) for a large
range of U.S. institutional ownership (starting with the first decile). Further,
similar to the director turnover results, these marginal effects are increasing in
the level of U.S. institutional ownership.

The results in Table 6 provide further evidence that the activism expressed
by dissent voting is associated with governance-related outcomes. Less voting
support for M&A elections is related with a higher probability that a deal
is withdrawn, both for a sample of target firms for which we confirm that
shareholder voting is mandatory and for acquirer firms. Taken together,
the results in Tables 5 and 6 are consistent with the third component of
an effective voting process—the votes cast by outside shareholders have a
governance-related outcome.

4. Additional Analyses

4.1 “Procedural” voting categories
Section 2 describes several key results supporting the second component of
an effective voting process—that institutional investors will exercise greater
activism through dissent voting when there are more expected governance
problems (at the firm or country level). However, there is no reason to expect
such incremental dissent voting when the vote is “procedural” in nature
because it is for a noncontroversial (or potentially beneficial) item, even if
the firm itself has a likely firm- or country-level governance problem. If
shareholders limit their dissent voting to those votes with an element of potential
expropriation, it would further support the idea that institutional investors use
voting judiciously—to exercise governance when they need to express dissent
with management’s proposals and to support management when it is appropriate
to do so. Thus, as an additional test, we estimate the models of Tables 3 and 4,
but focus on a set of procedural votes (“Change Company Name,” “Approve
Minutes of Previous Meeting,” “Elect Chairman of Meeting,” and “Open and
Close Meeting”), and on votes to “Approve Investment and Financing Policy”
of the firms. While we have a limited sample of such votes, these votes
provide an opportunity to conduct a falsification test of our prior results in
Section 2.

Consistent with our expectation, Table 7 shows that dissent voting in these
procedural categories is not significantly related to firm-level managerial
entrenchment. In untabulated tests, we further confirm that shareholder
support for our routine categories does not vary with the country-level
corporate governance or transparency environment. Overall, these findings,
taken together with our earlier results, show that investors are using voting
to exercise corporate governance when it is likely to be in shareholders’
interest, while in more benign categories there is no additional dissent
voting.
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Table 7
Voting with management, managerial entrenchment, and procedural voting

Voting for (%)

“Procedural” votes Approve investment and financing policy
(1) (2)

Insider control −0.321 3.391
(0.54) (0.59)

Log market capitalization 0.096 0.952
(0.60) (0.22)

Leverage −0.539 3.884
(0.63) (0.56)

Market-to-book −0.013 0.315
(0.84) (0.05)

Profitability −0.353 4.149
(0.78) (0.37)

Cross-list −1.214 −5.464
(0.35) (0.08)

Country dummies Yes Yes
Year dummies Yes Yes
Industry dummies Yes Yes

Adjusted R2 0.05 0.10
Observations 1,784 548

The table reports OLS regression estimates of the percentage of U.S. institutional investors’ votes cast in support
of companies’ recommendations for a collection of procedural voting categories (“Change Company Name,”
“Approve Minutes of Previous Meeting,” “Elect Chairman of Meeting,” and “Open and Close Meeting”) and
the “Approve Investment and Financing Policy” voting category at a firm’s shareholder meeting(s) for a given
fiscal year (Voting for). The voting data are from the Institutional Shareholder Service (ISS) Voting Analytics
database compiled from SEC Form N-PX. Insider control is the percentage of closely held shares. Log market
capitalization is the logarithm of the market capitalization of equity in billions of U.S. dollars. Leverage is total
debt to total assets. Market-to-book is the market value of equity divided by the book value of equity. Profitability
is net income plus interest expenses to total assets. Cross-list is a dummy variable equal to one if the firm is
cross-listed on a major U.S. stock exchange, and zero otherwise. These data are obtained from Worldscope
and Datastream. The sample period comprises shareholder meetings held from July 1, 2003, through December
31, 2009, which correspond to firms’ fiscal years over the 2002 to 2009 period. All time-varying independent
variables are measured at the end of the fiscal year preceding the shareholder meeting. Indicator variables for
year, country, and industry groups (based on the classification of Campbell (1996)) are included but not reported.
Standard errors are robust to heteroscedasticity and clustered at the country-industry group level; p-values are
reported in parentheses.

4.2 Alternative measure of firm-level entrenchment
We find that greater managerial entrenchment, measured with Insider control,
is associated with more dissent votes being cast in corporate elections. As an
alternative measure for managerial entrenchment, we use the governance index
(Gov41) based on RiskMetrics data as compiled byAggarwal et al. (2011). While
Gov41 is available for only a subsample of 6,168 firm-years, in untabulated
tests we confirm our findings that greater expected managerial entrenchment
is associated with fewer “For” votes across the spectrum of voting agenda
items. In terms of economic significance, for example, a one-standard-deviation
decrease in Gov41 is associated with a 43.6% increase in dissent voting for
director elections.34

34 In contrast to our non-U.S.-firm results, for U.S. firms Daines, Gow, and Larcker (2010) do not find any relation
between shareholder voting patterns and a firm’s RiskMetrics governance rating.
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4.3 Two-tier board structures
Instead of the traditional U.S.-style board of directors, some international
firms, especially firms from countries relying on German corporate law, have
a two-tier board structure. That is, these firms have two boards of directors, a
management board as well as a supervisory board. To ensure that our results are
not driven by such firms with a two-tier board structure, in untabulated tests we
run the following additional robustness check. We exclude firms from countries
for which more than 50% of director election votes are cast on agenda items that
ISS classifies as pertaining to either a “management board” or a “supervisory
board.” By doing so, we exclude the following countries: Austria, Bulgaria,
Czech Republic, Germany, Poland, Portugal, and Slovenia. Excluding these
countries does not change any of our results.

5. Conclusion

The use of voting to engage in activism has long been seen by researchers
as fundamental to the corporate governance of firms around the world. Much
research supporting this hypothesis has been conducted on U.S. firms. However,
to our knowledge, there is no large-scale research on whether the voting
process works effectively for non-U.S. firms, where impediments to its use
as an activism mechanism may be substantial. In this paper, we examine three
questions that are fundamental to the effectiveness of the voting process for
the exercise of corporate governance in firms around the world: First, do a
country’s laws and regulations allow for meaningful votes to be cast? Second,
do outside shareholders vote as though they are exercising governance? And,
third, do the votes they cast have a governance-related outcome?

Our results on the first question show that in firms around the world, a
shareholder vote is mandatory and binding for important corporate decisions—
that is, for director elections and non-tender-offer M&A deals at target firms.
Consistent with an effective voting process, these findings provide evidence that
the laws and regulations governing shareholder voting in non-U.S. countries
indeed allow for meaningful votes to be cast.

Our results on the second question support the notion that outside
shareholders use the voting process to engage in shareholder activism when
they fear expropriation. At the country level, weak shareholder protection laws
and enforcement and low levels of corporate disclosure result in significantly
lower levels of votes cast in support of management recommendations. At the
firm level, greater expected managerial entrenchment corresponds to greater
dissent voting. These results suggest that outside shareholders do indeed vote
as though they are exercising governance.

Our findings on the third question are consistent with the notion that votes cast
by outside shareholders influence governance-related outcomes. For director
elections, we show that less voting support is associated with a significantly
higher number of directors that exit the board over the following year. For M&A
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voting, we find that when there is less support for a proposed M&A deal, then
the deal is more likely to be subsequently withdrawn. We also show that these
governance effects of dissent voting are significant across a wide range of U.S.
institutional ownership.

Taken together, we conclude that the voting process is an important
mechanism by which corporate governance is exercised around the world.
Because prior research shows that the presence of institutional investors is
linked to valuable governance improvements, our results suggest a channel
through which this happens—shareholder voting. While other governance
channels such as private or public communication are not the focus of this paper,
our results speak to these channels as well, because without a vibrant voting
process to back them up, such channels would be less effective mechanisms
for the governance of non-U.S. firms.

Our results also have implications for stock exchanges and regulators
around the world. Specifically, institutional reforms that enhance the ability of
shareholders to vote should be welcomed, and are likely to be value enhancing.
Such reforms could include mechanisms that disallow, or make more difficult,
the issuance or retention of non-voting equity shares, or agreements to better
standardize the voting process, such that global investors can efficiently cast
their votes.

Appendix A

Description of Voting Variables

The table shows descriptions of the voting variables. The data are from Institutional Shareholder Service (ISS)
Voting Analytics database compiled from SEC Form N-PX.

Voting For Description

Directors Percentage of U.S. institutional investors’ votes cast in support of companies’
recommendations for director-related agenda items. The most common director-related
agenda items are “elect directors” and “approve remuneration of directors.”

M&A Percentage of U.S. institutional investors’ votes cast in support of companies’
recommendations for M&A-related agenda items. The most common reorganization
and mergers agenda items are “approve transaction with a related party” and “amend
articles.”

Compensation Percentage of U.S. institutional investors’ votes cast in support of companies’
recommendations for agenda items related to compensation. The most common
compensation agenda items are “approve remuneration report,” “approve stock option
plan,” and “amend stock option plan.”

Capitalization Percentage of U.S. institutional investors’ votes cast in support of companies’
recommendations for agenda items related to capitalization. The most common
capitalization agenda items are “authorize share repurchase program” and “approve
issuance of equity or equity-linked securities without preemptive rights.”

Overall Percentage of U.S. institutional investors’ votes cast in support of companies’
recommendations for all agenda items at a firm’s shareholder meeting(s) for a given
fiscal year.
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