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Abstract — This paper is the first to investigate the coap® governance role of shareholder-
initiated proxy proposals in European firms. Whgleposals in the US are nonbinding even if
they pass the shareholder vote, they are legatiglifg in the UK and most of Continental
Europe. Nonetheless, submissions remain relatiugiequent in Continental Europe in
particular, with major variations across countri@s ownership structures, monitoring
incentives, and the laws and regulations goverstmgyeholder access to the proxy. We use
sample selection models to analyze target sele@mh proposal success in terms of the
voting outcomes and the stock price effects, anklensgveral contributions to the literature.
First, proposal submissions remain infrequent caoegdo the US in Continental Europe in
particular. In the UK proposals typically relate doproxy contest seeking board changes,
while in Continental Europe they are more focusadspecific governance issues. Second,
there is some evidence that the proposal sponsersatuable monitors, because the target
firms tend to underperform and have low leveradee $ponsors also consider the ownership
structure of the firm, because proposal probabilitgreases in the target's ownership
concentration and the equity stake of institutiomsdestors. Third, while proposals enjoy
limited voting success across Europe, they ardivelg more successful in the UK. The
outcomes are strongest for proposals targetindpotiaed but are also affected by the target
characteristics including the CEO’s pay-performageasitivity. Finally, proposals are met
with strong negative stock price effects when theg voted upon at general meetings. This
suggests that rather than attribute them contnoétits, the market often interprets proposals
and their failure to pass the vote as a negatigeasiof governance concerns. Indeed, the
market responds better to proposals submitted siglairge firms with low leverage, which is
consistent with agency considerations. However sthek price effects are most negative for
poorly performing firms with low market-to-book @&, which implies that the proposal
outcomes only intensify the market's concerns ovems that have previously
underperformed.
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1. Introduction

Shareholders are the ultimate owners of public @ngs and should therefore have
the final say in decisions such as corporate restring, changes in top management, payout
policy, or governance structures. The proxy proéesme of the means for shareholders to
impose their (value generating) suggestions. Sdowies regard shareholder-initiated proxy
proposals as a useful tool of corporate governamzk the proposal sponsors as valuable
monitoring agents (Bebchuk (2005); Harris and Raf@?08); Renneboog and Szilagyi
(2009)). Others argue that the same proposals havesal control benefits due to their
nonbinding nature (Gillan and Starks (2000); Prevasd Rao (2000)), and that the
proponents either disrupt the board’s authorityagmssarily or outright pursue their own self-
serving agendas (Anabtawi (2006); Bainbridge (206)

While shareholder proposals are rarely mentionedhs European context, the
business press regularly cites prominent casesssémting shareholders targeting European
firms. Activists ousted the chairman of African tflam as the firm underperformed its
industry peers (Bream (2006)), and pushed Dutchkibgrgiant ABN Amro into selling itself
(Larsen (2007)). In another well-known example, #isgor Holdings targeted the UK
dotcom firm Baltimore Technologies. In March 20@&quisitor Holdings requisitioned an
extraordinary general meeting to replace Baltimoi@dard of directors. Baltimore claimed
that Acquisitor, which then owned 10% of its equiyas opportunistically trying to drive
down its share price in a bid to increase its osimr stake (Stewart (2004)). However,
Acquisitor pointed out that Baltimore had accumediatrading losses of over GBP1 billion
through its poor acquisition strategy, and evemd¢hed a website criticizing the CEO (Shah
(2004)). Leading up to the meeting on May 6, theldaontinued in the press. Baltimore
revealed plans to transform into a green energy éind labeled Acquisitor a vulture fund but

subsequently apologized (Harrison (2004)). In raspp Acquisitor called the green energy



concept “outrageous” and increased its stake to D686 (Boxell (2004a)). At the meeting,
Baltimore directors survived a knife-edge vote harsholders, many of whom had lost
personal fortunes, were unhappy with the plans ath Baltimore and Acquisitor (Boxell
(2004b)). In his statement to the press, Baltimordairman struck a cordial tone when he
called for co-operation with Acquisitor and inviteggotiations to be conducted privately
(Smyth (2004)). As the firm’s annual general megtin July approached, management
abandoned the clean energy plan, placing the blamécquisitor for a failed takeover
(Wendlandt (2004)), and proposed to pay its shadeh® a special dividend (Klinger (2004)).
Acquisitor, which by then had increased its ownigrsstake to over 25%, successfully
blocked the dividend payout (Shah (2004b)). Thegrostruggle ended at the meeting where
Acquisitor replaced management with its own nomsn@&uttall (2004)).

These and other notable cases of shareholder m@mispahow that European
shareholders view the proxy process as a viabledbexpressing dissent and disciplining
management. However, it is clear that US lessonghencorporate governance role of
shareholder proposals may not be readily applicablbe European context. First, proposals
in the US are nonbinding even if they pass theett@der vote, whereas they are legally
binding in the UK and in most of Continental Eurof@econd, the laws and regulations
governing shareholder access to the proxy vary iderably across countries, thereby
affecting the incentives of and costs borne by gheponent shareholders. And third, the
market-oriented Anglo-American model of corporateveynance is very different from the
stakeholder-oriented regimes of Continental Europe.Porta et al. (1998) show, and
Martynova and Renneboog (2008) confirm, that migoshareholders enjoy much better
protection under US and UK common law, with Comta¢ European firms often violating
the one share-one vote rule by issuing multipless#a of stock, setting up pyramids, or

engaging in cross-shareholdings. In Continentaloger corporate ownership is also more



concentrated (Barca and Becht (2001); Faccio andg LE&002)), and while banks are
predominantly passive investors in the US, thealst engage in proxy voting in countries
such as Germany (Franks and Mayer (2001)). Finatigjor creditors and employees are
often given board representation in Continentalogar which implies conflicts of interest
between the board and outside shareholders (RO )20

This paper is the first to investigate the corprgbvernance role of shareholder
proposals across Europe, using a sample of 290opatg submitted in eight countries
between 1998 and 2008. While Buchanan and Yanggj20@vide an elaborate comparison
of proposal submissions in the US versus the UK, analysis also includes Continental
Europe, which is both very different from a corgergovernance perspective and quite
diverse in itself.

We simultaneously investigate the selection of@éafgms and proposal success in
terms of the voting outcomes and the stock priéecef, and make several contributions to
the literature. First, compared to the US, propssaimissions remain relatively infrequent in
Continental Europe in particular. In the UK, proglgstypically relate to a proxy contest
seeking personal changes on the board to forcamgehin corporate strategy. In Continental
Europe, the proposal objectives are more focused spacific governance issues,
corresponding to the conventional use of shareh@idgosals in the US.

Second, we show that the target firms tend to petérm as well as have low
leverage, which Jensen (1986) regards as remefigdaash flow problems. This coincides
with the results of Renneboog and Szilagyi (20@®)tthe US, and provides some indication
that the activists sponsoring proposal submissiares valuable monitors. There is also
evidence that the proposal sponsors observe tmditidef the voting shareholders, to the
extent that proposal probability increases in drgdt firm’s ownership concentration as well

as the equity stake of institutional investors.



Third, we find that shareholder proposals enjowatre¢ly modest voting success in
both the UK and Continental Europe. The voting omtes are most fundamentally driven by
the issue addressed, and are strongest for preptiedl seek personal changes on the board
and therefore indicate major governance concersveder, they are also affected by the
characteristics of the target firm, most notablg #xtent to which the CEO is incentivized
through stock-based pay to protect shareholderest®

Finally, we find that irrespective of the proposdijectives, the shareholder vote on
proposal submissions induces significantly negasiteek price effects. This suggests that
rather than attribute them control benefits, theketainterprets proposals and their failure to
pass the shareholder vote as a negative signavefrigance concerns. Indeed, consistent with
agency considerations the market responds betterofmosals submitted against large firms
with low leverage. However, the stock price effemts more negative for poorly performing
firms with low market-to-book ratios and ill-incévized CEOs, which indicates that
unsuccessful shareholder attempts to exert digeignly exacerbate governance concerns.

The remainder of this paper proceeds as followse Tkxt section provides an
overview of the theoretical and empirical literawn shareholder activism through the proxy
process. Section 3 discusses the corporate govarrstructures of the US, the UK, and
Continental Europe, and describes the country-8pel@aws and regulations governing
shareholder-initiated proxy proposals. Section dvigles a description of our sample and
investigates proposal success in terms of the gatutcomes and stock price effects. In
Section 5 we use sample selection models to perfomultivariate analysis of both target

selection and proposal success. Finally, Sectialto@s for some concluding remarks.



2. Theliterature on shareholder activism through the proxy process

The separation of ownership and control in publidied firms gives rise to agency
problems (Jensen and Meckling (1976)), which shadehs of the firm can seek to resolve in
several ways. Gillan and Starks (2007) place slwddeh activism on a continuum of
responses that dissatisfied investors can giveotpocate governance concerns. At one
extreme of the continuum, shareholders can simplg with their feet by selling their shares
(Parrino, Sias, and Starks (2003), Admati and &dfer (2009)). At the other extreme is the
market for corporate control, where investors aiéitakeovers and buyouts to bring about
fundamental changes (Jensen and Ruback, 1983)rol&eof shareholder activism arises
when shareholders continue to hold their sharessae# changes within the firm without a
change in control. These investors may then prassdrporate reforms by negotiating with
management behind the scenes, or — especially wisragement is unresponsive — by
submitting proposals for shareholder vote. Arm@@08) views this process as a private and
informal enforcement mechanism, with private andni@ mechanisms comprising lawsuits
and litigation, and public mechanisms initiatedpoyplic bodies.

Bebchuk (2005) and Harris and Raviv (2008) advosai@eholder participation in
corporate governance, and argue that proxy propam@ a useful and relevant means of
mitigating managerial agency problems. Howevery®tand Rao (2000) point out that even
if they pass the shareholder vote, proxy propoaedslikely to be ineffective in disciplining
management because they are nonbinding in the d& dine SEC’s Rule 14a-8. The authors
add that proposal submissions often convey a negaignal of failed negotiations with
management, because institutional activists oftgnot negotiate behind the scenes and only
sponsor proposals as a last resort. The main argusffered against shareholder proposals is
that the sponsoring shareholders are likely toymitheir own self-serving agendas (Woidtke

(2002), Anabtawi (2006), Prevost, Rao, and Willigi2809)) or be simply too uninformed to



make effective governance decisions (Lipton (20@&2put (2007)). Bainbridge (2006) goes
as far as claiming that proposal submissions shioglcestricted by the SEC, because they do
more damage than good by disrupting the decisiokirrgaauthority of the board of directors.
Notwithstanding, the theoretical results of Hamaisd Raviv (2008) show that shareholders
should have control over corporate decisions, e@mugh they are at an informational

disadvantage, and even if their goals differ fromxmmizing the value of the company.

2.1. Theroleof shareholder proposalsin the US

The empirical US literature finds considerable ewice that shareholder proposals
should be regarded as a useful governance tooltlaadproposal sponsors as valuable
monitoring agents. Recent studies confirm that gsap submissions exert pressure on the
target firms despite their nonbinding nature, beeaais much as 40% of the proposals that
win a majority vote end up being implemented (Bizgnd Marquette (1998), Martin and
Thomas (1999), Thomas and Cotter (2007), ErtimersiFand Stubben (2008)). Ertimur,
Ferri, and Stubben (2008) show that targets iggopassed proposals are penalized by
drawing negative press and downgrades by governatiog firms, and their their directors
are less likely to be reelected and more likellpge other directorships

Other studies find that the proposal sponsors tertve the “correct” objective of
disciplining management, and as such claims of thgenda-seeking are exaggerated. Early
studies report that proposal submissions tend tdifeeted at large, poorly performing firms
(Karpoff, Malatesta, and Walkling (1996), Martindaifhomas (1999)). Renneboog and
Szilagyi (2009) add that the targets tend to beetadered as well as have generally poor

governance structures. Smith (1996) shows thatptioposal sponsors also consider the

! Del Guercio, Seery, and Woidtke (2008) find thissdtisfied activists often target director elensiavith “just

vote no” campaigns.



identity of voting shareholders before deciding thlee or not to submit proxy proposals,
because the targets tend to have high institutiandllow insider ownership.

The literature confirms that the target firm’s goance quality is also observed by
the voting shareholders. Gillan and Starks (20019 that the voting results are mostly driven
by the proposal objectives and the sponsoring Bbéders. However, Ertimur, Ferri, and
Stubben (2008) and Renneboog and Szilagyi (2006yvstmat irrespective of the issue
addressed, proposals draw more voting supporeitdlget has heavily entrenched managers
and ineffective boards. Cremers and Romano (20839rt that the identity of the voting
shareholders is also relevant. On one hand, vaimgport increases in institutional and
decreases in insider ownership. On the other, amag firms and banks’ trust departments are
less likely to vote in favor of shareholder prodssinan are other institutional investors.
Brickley, Lease and Smith (1988) and Pound (1988ard these investors as being pressure-
sensitive due to their existing or potential busseelationships with the firms they invest in,
which increases the risk of conflicted voting.

The US literature examines the stock price effet&hareholder proposals around the
dates the proxy statements are mailed (Bhagat3j1®hagat and Brickley (1984)). Early
event studies find no evidence that the marketgeiees shareholder proposals as a relevant
control mechanism (Karpoff, Malatesta, and Walkl{i§96); Bizjak and Marquette (1998);
Del Guercio and Hawkins (1999); Prevost and Radd@20Thomas and Cotter (2007).
However, Renneboog and Szilagyi (2009) find thappsal announcements are actually met
with significantly positive stock price reactionshich are sensitive to the proposal objectives
but are most fundamentally driven by the targemn’r past performance and quality of

governance structures.



2.2. Therole of shareholder proposalsin Europe

Shareholder activism through the proxy proceslidosn discussed in the European
corporate governance literature. Becht, Franks,dvlaynd Rossi (2009) examine the activist
strategies of a single institutional investor, Hermes UK Focus Fund. The study shows that
similar to US funds, Hermes rarely submits proxgpmsals for shareholder vote, instead
negotiating successfully with management behindsitenes. The authors attribute this to
management concerns of the fund requisitioningxdraerdinary general meeting, with the
looming prospect of a proxy fight. While Klein addir (2009) make a similar point for the
US, this threat is even larger in the UK where pdsgroposals are legally binding, and
shareholders can remove directors by an ordinaglugon.

Results of a recent survey by McCahery, Sautner Stadks (2009) show that the
types of corrective actions considered by most @& Dutch institutional investors are
selling shares (80%), voting against the compariieaannual meeting (66%) and initiating a
discussion with the executive board (55%). Themdifngs, similarly to Becht et al.
(forthcoming) suggest that institutions use a widege of measures to impact the firm’s
decisions, some of which take place behind theesgamnoticed by the market.

Buchanan and Yang (2008) are the first to perforrmomparison of US and UK
proposal submissions. The authors find that thgetalirms tend to be poorly performing in
both countries, but report systematic differencesthie proposal objectives, the sponsor
identities, as well as the voting outcomes. An gt insight of the paper is that UK
proposals draw more voting support, especially wtiery target personal changes on the
board, and that they are often implemented evethal/ are later withdrawn. However,
subsequent performance improvements are only @eteict US firms, as measured by

profitability, dividend payout, leverage, and stqrice effects.



Girard (2009) is the only study to discuss the goaece role of shareholder proposals
in Continental Europe, by investigating activisastgies in France. The author examines the
success rate of behind-the-scenes negotiatiorgetiiag firms through the media, proposal
submissions, and civil law suits. The results stibat launching lawsuits is the preferred
method of activists engaging firms over governagoacerns, and that this particularly
aggressive strategy is also more likely to sucdbad other forms of activism including the
submission of proxy proposals.

Previous studies report no evidence at all on tbgarate governance role of
shareholder proposals in Continental Europe. Aera#ting study by De Jong, Mertens and
Rosenboom (2006) examines the proposals presemtathteholders at the general meetings
of Dutch firms. The authors find that during theample period, all proposals put to
shareholder vote were in fact sponsored by thedbofadirectors. Furthermore, the number of
votes cast against these submissions was negligilifle only nine out of 1,583 proposals
either rejected or withdrawn.

Overall, the literature is clearly incomplete oe #xtent to which the proxy process is
accessible to European shareholders as a disaiplohevice, and if so, whether proposal
submissions are useful and effective in mitigatoayporate governance concerns. The
available evidence implies considerable variatioross Europe in this regard, as is discussed

in the following sections of this paper.

3. Theregulatory environment in European countries

The corporate governance role of shareholder paedpahould heavily depend (i) on
the extent to which laws and regulations suppaatediolder access to the proxy process, and
(i) the rules and practicalities of proxy soli¢citmn. We now assess the differences in this

regard across European countries.
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3.1 Shareholder access to the proxy process

A key difference in the legal treatment of shardkolproposals between the US and
Europe is that while passed proposals are onlysadyiin nature in the US, they are legally
binding in the UK and most of Continental Europeept the Netherlands. The corporate
governance laws and best practices of Europeanresigenerally recognize that in order to
protect their interests, minority shareholders mhet provided with access to general
meetings as well as the right to submit proxy peg® for shareholder vote. Nonetheless, the
provisions governing shareholder access to theypiygpically remain stringent compared to
the US. US shareholders are not allowed to cafiextlinary meetings unless the corporate
charter or bylaws allow otherwise. However, shalddrs owing 1% of the voting shares or
USD 1,000 in market value may submit proxy prope$ad shareholder vote.

Table 1 provides an overview of the legal requiret®éor submitting proxy proposals
and convening extraordinary meetings in eight Eeaopcountries. The table shows that the
required voting capital varies considerably acrossntries. In the UK, shareholders owning
no less than 5% of the firm’s issued share capi@y submit proposals to be voted upon at a
general meeting. Alternatively, a group of at leb30 shareholders, each with no less than
GBP100 invested, may also put forward a proposalcdll an extraordinary meeting, the

support of at least 10% of the voting capital uiesd.

—Insert Table 1 about here

France is somewhat more lenient than the UK in shareholders owning 5% of the
voting capital may both submit proposals and cattaordinary meetings. This ownership
requirement is gradually reduced with the increafseapital, to 4% between EUR 750,000-
4.5 million, 3% between EUR 4.5 million-7.5 millipr2% between EUR 7.5 million-15

million, and 1% over EUR 15 million. A noteworthyqgvision of the French Commercial
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Code is that even though a meeting can only delibeon items on its agendd, may
nevertheless remove one or more directors or sugatyw board members from office and
replace them, in any circumstantésShareholders entitled to change the agenda of a
meeting may also demand that a representative mapdby the court convene the meeting

The German Stock Corporation Act (Aktiengesetz)vigtes that new agenda items
and extraordinary meetings can be set by sharetsottiening a minimum 5% of the voting
capital. However, any shareholder may add a praogosthe existing items of a meeting’s
agenda, thus the proposal sponsors often incluée ewiversity professotsThe similar
Austrian Aktiengesetz also provides that generaétings can be called by shareholders
owning at least 5% of the voting capital, but pregle can be submitted by those owning 1%
or EUR 70,000 of capital

The Norwegian Code of Practice for Corporate Gomece requires firms to inform
all shareholders in the notice of the general mgeatbout their rightto propose resolutions
in respect of matters to be dealt with by the gahereeting” Shareholders owning at least
5% of the issued share capital have the right tvepe an extraordinary meeting.

In the Netherlands, 10% or more of the voting @p$ needed to requisition an
extraordinary meeting. Proposals may be submitiedhareholders with a stake of at least

1% or EUR 50 million of the firm’s shares and destite$. However, only management or

2 Commercial Code/Book Il title Il chapter V sectibhArticle L225-105 and L225-120.

¥ Commercial Code/Book Il title Il chapter V sectibhArticle L225-103; 2001 May.

* Ekkehard Wenger and Leonhard Knoll, both from thaius-Maximilians Universitat Wiirzburg. Knoll
sponsored 54 of the sample proposals, either alojeéntly with Wenger.

® The Austrian Aktiengesetz also provides that whameeting is convened by a shareholder, whethetdsis
are to be borne by the firm or the shareholder véldecided at the meeting.

® Dutch certificates are tradable depository resegijssued at the initiative of the supervisory koahat carry

cash flow rights but no voting rights. They areigesd to replace ordinary shares, which are therosieed
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the supervisory board may propose resolutions daiogopics including amendments to the
articles of association, share issues and subseripghts, asset sales, and the dissolution of
the firm itself. Furthermore, provisions of thei@ds of association that limit the general
meeting’s power to amend the articles may only lbered by a unanimous decision of a
general meeting where 100% of the share capitabisesented.

In Switzerland, shareholders must own CHF 1 millanthe issued share capital to
place a resolution on the meeting agenda, unlesartitles of association specify otherwise.
In line with the recommendations of the Swiss Coaf® Governance Code, large firms such
as UBS and Novartis have lowered this thresholth tie minimum ownership requirement
often less than 0.1%. To convene an extraordinagetimg, a petition submitted by
shareholders owning no less than 10% of the slegoi¢at is required.

Finally, while governance standards in Russia aaeuglly improving, the resolution
of disputes between management and minority shigtefsois complicated by institutional
loopholes and weaknesses in the protection of Bbhtter rights. Nonetheless, shareholders
with 2% or more of the voting stock can proposengdor the agenda of a general meeting,

while 10% of the voting stock is required to conee@m extraordinary meeting.

3.2. Proxy solicitation and cor por ate owner ship

An important consideration likely to affect propbsabmissions is that the sponsoring
activist must seek the support of other sharehsldére European Commission (2006) points
out that the rules and formalities for proxy saétion vary considerably within Europe. In

the UK, the solicitation request would be includedhe proxy documents and distributed to

with the issuer, the administration office. The @usiration office takes over all voting rights t¢ime retired
shares, thus typically taking a voting majoritytire firm. It is always friendly to the managemenats, and is

run by members of the supervisory and/or managebwards as well as outside individuals.
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all shareholders at no major cost to the actiisbther countries, the solicitation of proxies
at the firm’s expense is prohibited, so the producand distribution costs of the solicitation
request are borne by the activist (European Conomig2006)).

Manifest (2008) find that for large firms, sharedesl participation at annual meetings
is fairly consistent across European countrie§588% of the voting capital in France, 54.8%
in Germany, and 61.8% in the UK. However, the EeespCommission (2006) adds that the
attendance rate of the free float tends to be fo@antinental Europe, at 10.1% in Germany
and 17.5% in France compared with 53.2% in the UKere are many reasons why
shareholders would be prevented or discouraged fvoting in Continental Europe in
particular. First, meeting attendance is often @ed by the late availability or
incompleteness of meeting-related information, lkggmns in summary form, and overly
short notice periods. Second, national regulatiomsome countries make proxy voting
unduly cumbersome and prohibitively costly, withrgjent restrictions on who and how may
be appointed as a proxy. And third, many jurisditsi maintain the practice of share
blocking, whereby shareholders must deposit theares for a few days before general
meetings to be able to vote. Share blocking exesensure that those who show up to vote
are actually shareholders on the day of the votevever, it is very costly for shareholders, as
it prevents them from negotiating shares up to wéeladvance of general meetings

In terms of proxy solicitation, it is an importdiaict that while large US firms tend to
have widely dispersed ownership structures, owmgnshslightly more concentrated in the
UK and considerably more concentrated in ContileBtaope. Goergen and Renneboog
(2001) find that in the average UK firm, eight ooma shareholders must join forces to attain

a majority vote, which renders it fairly difficuid forge voting coalitions. Nonetheless, Becht

" See European Commission (2006), DSW (2008), amifit (2008) for detailed discussions.
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and Mayer (2001) find that at 10%, the typical mgtblock in the UK is twice the size of that
in the US.

The largest voting blocks in Continental Europedtém be even larger, ranging from
20% on average in France to 44% in the Netherlands57% in German¥These are often
accumulated through pyramidal ownership structungth approximately 40% of the largest
firms held through pyramids in Austria, France, &@ermany. Continental European firms
also often deviate from the one share-one vote loylassuing multiple classes of stock,
granting multiple voting rights, and introducingtivig right ceilings. In France, for example,
it is possible to establish a double voting right fegistered shares that have been held for
two years. DSW (2008) finds that such structures alowed across Continental Europe
except a few countries such as Austria, GermanyNuord/ay, while they are virtually absent
in the US and the UK.

Becht (2001) finds that the blockholders of US frtend to be managers or directors,
followed by institutional investors. Institutionaivestors are likely to support shareholder-
initiated proposal submissions, although they dtenopassive or simply tend to vote with
their feet. Insider blockholdings should clearlyduee the probability that a proposal is
submitted or later passes the shareholder voteor@nhand, managers and directors are
unlikely to cast their votes in favor of a sharelaslproposal. On the other, insider ownership
should help realign insider and shareholder intsyebereby mitigating the expropriation
concerns of minority shareholders.

In the UK, institutional investors are the most ortant corporate owners, and they

tend to be as passive as their US counterpartsigéo@and Renneboog (2001) point out that

® The average market capitalization of the top tenfinancial firms is considerably lower in Europenpared
to the US. Within Europe, the top firms are twicelarge in UK than in Continental Europe (La Pataal.

(1998)).
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this often lends considerable power to the boardir@ctors. On one hand, the proxy votes
not exercised by shareholders are controlled byotaed. On the other, directors themselves
are the second largest blockholders in UK firms.

Faccio and Lang (2002) find that while 63% of UKnfs can be regarded as being
widely held, 50-60% of Continental European firmg &ffectively owned by families. In
addition, many large firms are controlled by baaksl holding companies. While banks tend
not to hold significant equity in US and UK firmey control 15% of the largest firms in
Germany and Portugal, and 5% in France and Swatzér{La Porta et al. (1999)). Goergen
and Renneboog (2001) point out that in Germanyetfextive voting power of banks extends
well beyond their ownership stakes, because theg te engage in proxy voting such that
they exercise the voting rights on the shares diegubwith them. Nibler (1998) reports that in
German listed firms, Deutsche Bank, Dresdner Bamik @ommerzbank have an overall

equity stake of 6.8% on average, but control anmathel% of the votes through proxies.

4. Sample description and univariate analysis of proposal objectives, voting outcomes,

and stock price effects

We investigate the corporate governance role afesteéder proposals in Europe using
submissions reported by the Manifest database. ddétabase contains a total of 720
proposals. However, the voting outcomes are ontypnted for 290 proposals in Manifest,

articles compiled by the Factiva database, andocate filings. Of these, 195 were

° The dissemination of the voting results is not patsory in many European countries including Beigiu
France, Ireland, the Netherlands, Poland, and tke Nanifest (2008) reports that it has been bestciite
historically in the UK, with the disclosure rate%% among the FTSE 250 firms. In Continental Eardphas

only recently become common practice even for #gdst firms, with the disclosure rate increasiegnveen
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submitted in the UK at a total of 62 general meagiaf 40 firms between 1998 and 2008. The
remaining 95 proposals were submitted between 20052008 at 28 general meetings of 23
firms in Austria, France, Germany, the Netherlantgrway, Portugal, Russia and
Switzerland.

We collect accounting and stock price data fortdrget firms from Compustat and
Datastream. Ownership information is gathered fMamifest and Bureau van Dijk. We use
the Manifest Governance database and Thomson OkeBan obtain information on
governance structures including board compositr@h@EO ownership and remuneration.

Preliminary analysis of the 720 submissions repbrby Manifest shows that
shareholder proposals are submitted less frequenthe UK and Continental Europe than in
the US. Table 2 compares the frequency of propagamissions using the US data reported
by Renneboog and Szilagyi (2009) for the periodvbeh 1996 and 2005. We find that
normalized by the size of the stock markets asrteddy the World Bank, the number of
proposals is 3-4 times as high in the US per plyblisted firm, and approximately twice as
high per traded stock value and market capitabmatiThis implies that on the whole,

shareholder proposals play a lesser role in Europegporate governance.

—Insert Table 2 about here

4.1. Proposal objectives

Table 3 provides an overview of the 290 proposaismhich the voting outcomes are
available by the issue addressed, the year of sslion, and whether the target firms was
from the UK or Continental Europe. We classify fireposal objectives into nine mutually

exclusive categories: (i) election or removal a&diors; (ii) corporate governance issues; (iii)

2005 and 2007 from 51% to 100% for the CAC 100 $iimFrance, and from 68% to 88% for the AEX 2mfir

in the Netherlands.
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pro-management loosening of corporate governaneg;aset restructuring; (v) capital
structure; (vi) payout policy; (vii) corporate sakresponsibility; (vii) routine issues related to

the general meeting; and (ix) other miscellanesssas.

— Insert Table 3 about here —

Table 3 shows that 139 out of the 290 sample palpa®lated to a proxy contest
seeking the election or removal of board membewder to trigger corporate changes. The
number of proposals targeting directors was pddibuhigh in the UK in the latter half of
the sample period, with 24 submissions up to 2@08, 105 thereafter. Buchanan and Yang
(2008) point out that this is unsurprising, becaugeshareholders can replace the board with
their own nominees by a simple majority vote.

While two thirds of the UK proposals targeted theatn directly, 65 of the 95
proposals submitted in Continental Europe werectbige at corporate governance issues.
Several of these related to board quality and $indder rights. However, 27 of the proposals
sought to exert discipline retrospectively by cgjlifor a special audit on past matters. In the
UK, governance issues were targeted by a total gfr@posals.

It is notable that five of the Continental Europsaivmissions favored management or
the board rather than shareholders, and therefmrghs to reinforce rather than discipline
corporate insiders. These included three proposatsuding a resubmission) to limit the
number of mandates for directors representing bloéders, one to waive claims against
directors, and a counterproposal on calling a sppecidit.

Of the remaining proposals, 21 related to corposatzal responsibility issues such as
employee rights, contacts with customers, and enmental matters. These were submitted
almost exclusively in the UK, with only three sulsgions made in Continental Europe. There

were a total of 11 proposals seeking asset restingt 15 called for payout policy changes,
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seven proposals submitted in the UK targeted daglitacture issues, and five were directed

at routine issues associated with the time andimtaf general meetings.

4.2. \/oting outcomes

Table 4 provides an overview of the voting outcormed the number of proposals that
actually passed the shareholder vote, by the issigeessed, the year of submission, and

whether the target firm was from the UK or Contita¢izurope

— Insert Table 4 about here —

Table 4 shows that the proposals submitted in tkeathieved 30.3% of the votes cast
on average. The voting outcomes improved substhnadier 2003, coinciding with the
results reported for the US by Renneboog and Szil§2009). Continental European
proposals drew less voting support, with an avedg&% of the votes.

In the UK, the proposals seeking the election amawal of directors were by far the
most successful, with 38.6% of the votes on averbgthe period after 2003 many of these
actually received a majority vote, with as many38sout of 37 proposals passing in 2004.
Although less widely used, similar proposals suteditagainst Continental European firms
also fared well, with an average 46.5% of the vated007 and 2008. This indicates that the
voting shareholders view proposals related to ayoontest as a strong signal of governance
concerns.

The proposals seeking asset restructuring won gaskynhigh 36.3% of the votes on
average. These submissions were also more succestie latter half of the sample period,
with the majority passing the shareholder votera2@06 in both the UK and Continental

Europe.
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The voting outcomes on the remaining proposal ¢les were significantly weaker.
The governance-related proposals won only 15.5% 1#&nd% of the votes in the UK and
Continental Europe, respectively. The five Contiaérfcuropean submissions that favored
management or the board rather than shareholdeve a@n average 21.2% voting support.
The proposals targeting payout policy attracted@%6of the votes in the UK, and had little
success in all but one case in Continental EurGpasistent with the findings of Gillan and
Starks (2007) for the US, the proposals relategparate social responsibility received even
less support, at an average 7.3% of the votes Eatlly, the proposals targeted at routine
and capital structure issues achieved 4.6% and 4f3Pe votes, respectively.

While management should contest shareholder prigptsahe extent that they are
used as disciplinary tool by the outside sharehe|diis was not always the case with the
sample proposals. Table 5 partitions the votingcaues by the voting recommendations
issued by management on the individual submissibims.results show two major differences
between the UK and Continental Europe. First, wimnagement recommended a no vote on
186 out of 195 UK submissions, they opposed onlyo68he 95 proposals submitted in
Continental Europe. Second, we find evidence that rnanagement-supported proposals
mostly passed the shareholder vote in Continentabe but were unsuccessful in the UK.
These results again suggest that in Continentabdeyr proposals often reinforce the
incumbent leadership rather than serve sharehahdierests, whereas in the UK any such

attempts are likely to fail.

— Insert Table 5 about here —

4.3. Stock price effects

To examine the stock price effects of the sampbdp@sals, we analyze the cumulative

abnormal returns (CARSs) around the general meelatgs. The prior US literature examines
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stock price changes around the dates the propasafgst announced in the proxy statements
(Bhagat, 1983; Bhagat and Brickley, 1984). Howewary cross-country study does not
permit this type of analysis. On one hand, the eainttiming and dissemination methods of
the materials related to a general meeting showe huagiations across countries, with no
minimum standards even within the European Uniom.tl&® other, several countries allow
proposals to be placed on the meeting’s agendaawdry short notice period. For example,
Germany allows proposals up to a week after thdigatlon of the meeting’s notice, while
France has no provision at all governing the deadfor submitting proposals, such that
shareholders may do so until the meeting is catiestder®.

By analyzing the CARs around the general meetingsjave effectively measure the
stock price reaction to the shareholder vote onstraple proposals, with some probability
that the market is informed of the submission iteel the day of the meeting. The market
response to the proposal outcome is difficult toedsin, which is likely to lead to a
downward bias in the size and significance of #gsults. On one hand, even if the market is
aware of the proposal, it should have reasonalppeaations on whether it actually passes,
thus the voting results only reveal new informatibthey differ from this projection. On the
other, shareholders receive a great deal of newrrdtion during the meeting as well as vote
on multiple agenda items, such as director elestidividend payout, the annual accounts, as
well as any other proposals submitted by sharemlagied management.

We calculate the CARs using the market model metlogy. The model parameters

are estimated over the 200-day period ending 2% Hefore the general meeting dates, using

19 We try to analyze stock price changes around tite @hformation on the sample proposals first becam

available on Manifest, but the results are incdants
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representative national indices to calculate maretrns®. The significance of the CARs is
tested using Boehmer, Musumeci, and Poulsen’s (18@hdardized cross-sectional Z-test
and Cowan’s (1992) nonparametric generalized s&gt. tFor robustness, we compute
bootstrapped versions of the parametric tests 3@00 repetitions.

Table 6 reports the CARs for the full sample acsaimber of event windows. The
results indicate a strong negative market rea¢bdhe general meetings at which the sample
proposals were voted upon. In the three-day [-1wibdow around the meeting dates, the
average and median CAR were -1.20% and -0.71%ecésply, with all tests significant at
least at the 5% level. We find similar results &r other event windows. These findings
imply that the market associates proposals witlegative signal rather than attribute them
control benefits as a disciplinary device. As Pe#vand Rao (2000) argue, the market may
view proposals as being disruptive from a corpogateernance perspective. However, it is
likely that the stock price effects are driven Ihe tnegative signal of both governance
concerns as well as the failure to address thecguse most proposal submissions tend to

fail the shareholder vote.
— Insert Table 6 about here —

Table 7 classifies the CARs by the issues addrdsgele proposal submissions. For
the general meetings where multiple proposals wersented, the CARs are assigned to each
of the corresponding proposal objectives. While tbgults are mostly insignificant due to
sample size issues, the average CARs were nedatieach objective across almost all event
windows. Nonetheless, there is some evidence twatrtarket responds least favorably to

proposals that seek governance improvements oomaErghanges on the board, with the

! The market indices used are FTSE All Share, DAX38|20, CAC40, AEX, Swiss Market Index [SMI],

ATX, RTS, Oslo BMI.
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negative CARs significant in five and two of theldi event windows, respectively. This
corresponds to the strong governance implicatidnghese proposal objectives, and thus
supports the assertion that the market assesspssaie, irrespective of their voting success,

on the severity of the governance problems thayasig

— Insert Table 7 about here —

5. Multivariate analysis of target selection, voting outcomes, and stock price effects

To gain further insight into the governance rolesb&reholder proposals in Europe,
we use sample selection models to determine (i) hoctivists decide which firm to target
with a proxy proposal, and (ii) conditional on tfien being targeted, what drives proposal
success in terms of the voting results and thekspoice effects. The use of the sample
selection models is motivated by the fact thatdasglection and proposal success are likely
to be endogenous. On one hand, the activist ifylikeconsider the potential outcome before
deciding whether or not to submit the proposalgegithe nontrivial costs involved. On the
other, the market and the voting shareholders nespand to the act of the submission
beyond the objective of the proposal itself, to ¢lxéent that this reveals a negative signal of
governance concerns, or in fact a positive sighalase monitoring by the activist.

To identify the firm characteristics that drivegat selection and proposal success, we
use a comprehensive set of accounting, stock markebership and governance data
collected from the AMADEUS, Bankscope, Compustatadtream, Manifest, and Thomson
OneBanker databases, as well as corporate filiigpe analysis of target selection is
performed through a matching process, such thaedoh target we select a peer within its
industry that is comparable in size. While thisqass does not cover the entire universe of
publicly listed European firms, it decreases tkelihood of a systematic bias due to missing

or inaccurate data.
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5.1. Descriptive statistics on tar get and non-target firms

Table 8 compares the descriptive statistics ontdinget firms and their nontarget
peers. The variable descriptions are provided ipekglix A. The differences in means and

medians are tested using paired t-tests and Wiltooksum tests, respectively.

—Insert Table 8 about here

Panel A of Table 8 shows how the targets and ngetarcompared in terms of their
financial characteristics, market performance, iastitutional ownership. Fama and French’s
(2001) agency proxies show little evidence thategoance concerns in the targets were
exacerbated, with no discernible difference indbbt-to-equity and market-to-book ratios of
the targets and the nontargets. The performance skediw some evidence that the targets
underperformed relative to the nontargets in ther yg to two months before the general
meeting dates. Their stocks delivered an averagereturn of 5.5%, and underperformed
their respective market indices by 0.8%. The raturreon the nontarget stocks was 12.2%,
and these actually outperformed their respectideca@s by 7.6%. Turnover was considerably
higher in the target stocks, at 2.6 versus 1.0¢lwls likely to be symptomatic of shareholders
voting with their feet.

Finally, Panel A confirms that there were signifitalifferences in the ownership
structures of the targets and the nontargets., Firstitutional ownership was higher in the
targets at 33.0% and 21.6%, respectively. Usingclassification provided by Pound (1988)
and Brickley, Lease and Smith (1988), we also olesehat both pressure-sensitive and
pressure-insensitive institutions own a larger @etage of target firms’ stock. Taken
together, these results suggest that activist Bblters count on voting support from

institutions and that this plays a role in theitesgon of target firms. Second, there is

24



evidence that ownership in the targets was moreartimnated. We measure shareholder
concentration using the independence indicatoBuséau van Dijk, and find that the mean
concentration in the targets was significantly leighat 1.9 versus 1:8' This result on
ownership concentration is further evidence thaivist shareholders study the ownership
structure of potential targets, because more cdrated ownership means that activists have
to convince fewer shareholders to ensure votingaerip

Panel B of Table 8 compares the governance qualitige targets and the nontargets
in terms of board effectiveness and the exposur€E® wealth to firm performance. We
measure board effectiveness by (i) size, (ii) thepprtion of executive directors, (iii) the
average age of nonexecutive directors, and (ivjritlependence of the board chairman. The
data show mixed evidence on how the two groups eoedpin terms of board quality. The
targets had 12.8 directors on average, signifigamibre than the 11.4 directors nontargets
had and the optimal board size of six to eight does (Jensen, 1993; Yermack, 1996).
However, there is no evidence that the targets feackr independent directors, with
executives constituting 36.4% of the board in Hrgets and 38.0% in the nontargets. We also
find no discernible difference between the age Hngs experience of the nonexecutive
directors, at 59.3 and 59.9 years, respectivele pbsts of CEO and board chairman were
separated in 12% of the targets and 17% of theangets, but the difference is again
insignificant.

The exposure of CEO wealth to firm performance,cvhiensen and Murphy (1990)
view as a remedy to agency concerns, is measurél thye. CEO’s equity ownership and (ii)

the proportion of stock-based compensation in tB®® total pay. Panel B of Table 8 shows

2 The independence indicators reported by BureauDigntake values of A, B, C, and D. We transfornese
values into a scale from 1 to 4, with D=4 repreisgnthe highest level of ownership concentration.
'3 This variable is used as an exclusion restrictiom it is therefore omitted from the outcome eiguatin our

regression analysis.
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that the target CEOs held smaller equity stakekeir firm, at 0.7% versus 2.5%. However,
there is no evidence that CEO compensation was Hegspowered in the targets, with

options and restricted shares comprising an avefZ®8% and 27.6% of total pay,

respectively.

5.2. Methodology

We perform the multivariate analysis of target siédd® and proposal success using

Heckman’s (1979) sample selection model, oftenrrefeto as a type-2 tobit model. The
model is specified as follows:
Yoo = XuBy+ &y 1)

1 if y;, >0
Yie = . )
0 if y, <0

y;it = xlznﬁz"'gm ) (2)

Y Yy >0
Yoir = . * )
0 if y, <0

where{e, &, } are drawn from a normal distribution with mean &rianceso? ando?, and
correlationo,, (Amemiya (1984)). The variablg, is a dummy variable showing whether firm

i is targeted in yeat, while the variablg,, is the outcome of interest i.e. (i) the voting

outcome observed at the proposal level, or (ii))@AdR observed at the firm level around the

proxy mailing date. We observe the signygf observed, i.e. whether a particular firm was a
proposal target or not, and we obserye (the voting outcome or the CAR) only when
y,;, > 0. TheX variables correspond to the explanatory variabkg. is observed for ali,

and includes firm-level variables (leverage, matkebook, prior stock price performance

26



and institutional ownership)X,, additionally includes proposal-related variablascfsas the

issue addressed and the number of times the propasabeen submitted) buloes not

contain ownership concentration to ensure ideitiibn S, and £, are vectors of the model

coefficients.

In a standard setting, the error terms are assumed i.i.d. drawings. We relax this
assumption acrogsand allow for the clustering of observations cgpending to a given firm
I, i.e. we assume the error terms to be i.i.d. sxrfirms but not necessarily for different
observations within the same firm. This procedurbamces the robustness of our findings
and allows us to take the structure of our samybdi@tly into account.

Throughout the paper we call Equation (1) the $eleequation and Equation (2) the
outcome equation. As has been discussed, estimtten@utcome equation independently

would not be a valid alternative, because the QdtBrator of 5, is biased when the selection
of the outcome sample is endogenous pg.# 0. The sample selection model addresses the

endogeneity of selection, and thus renders religaleameter estimates for the outcome

equation.

5.3 Target selection

The sample selection models analyzing the votirtgames and the stock price effects
are depicted in Tables 9 and 10, respectively. Sgtection equations, shown in Panel A, are
configured identically in the two tables. Howevtite voting outcomes are observed at the
proposal rather than the firm level, thus the salacequations of Table 9 overweight the

targets with multiple proposals in a given y8aAs the CARs are observed at the firm level,

1% Firm-level specifications would yield unbiaseduks for the selection equations but lead to carsiblle loss
of information on the individual proposals. For vsness, we performed the analysis at the firmlleye

excluding firms targeted by multiple proposals igi@en year, as well as by using the average vaiirtgomes.
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the corresponding selection equations are unbiaBeetefore, the remainder of this section

discusses the selection equations shown in PanélTAable 10.

—Insert Tables 9 and 10 about here

The selection equations control for the firm cheeastics discussed in Section 5.1
and described in Appendix A. Fama and French’s 12@@ency argument dictates that the
probability of a proposal submission is relatedategly to the debt-to-equity and market-to-
book ratios. However, market-to-book also servea psoxy for informational asymmetries,
thus the sign on this variable can be positiveh® @éxtent that proposal submissions have
signaling effects. Proposal probability should élated negatively to prior stock performance
and positively to prior stock turnover. We conts#parately for ownership by pressure-
sensitive and pressure-insensitive institutionaegtors. Proposal probability should increase
in both, but less so in the former due to the thodaconflicted voting by pressure-sensitive
institutions. Finally, we expect proposal probdpilio be positively related to shareholder
concentration. On one hand, voting coalitions sthdnd easier to build when firm ownership
iIs concentrated. On the other, activists may algtus wary of expropriation by powerful
large shareholders, and use proposal submissigmetect minority shareholder interests.

The selection equations include seven variabletudag governance quality. Board
effectiveness is proxied by (i) size, (i) the sauaf size, (iii) the proportion of executive
directors, (iv) the age of nonexecutive directarg] (v) a dummy equal to one if the chairman
is independent and zero otherwise. We expect tire@n size to be negative and on squared
size to be positive, to the extent that boards lshio@ neither too small nor too large. The sign
should be positive on the proportion of executiireators, and negative on director age and

chairman independence. As before, the variabldsiparg to CEO wealth and compensation

The results of the outcome equations were simildhdse presented in Section 4.3, but the infolondtss was

significant.
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are (i) ownership and (ii) stock-based to total.pake conjecture that the signs are negative
on both variables, due to the incentive effecthefCEO’s exposure to firm performance.
Panel A of Table 10 shows that these selection temsa are quite effective in

explaining why firms get targeted with shareholgeoposals. Apart from the role the
equation plays in the selection model, it alsow#es several results in its own right and
confirms that target firms systematically diffeorfin their nontarget peers First, we confirm
that proposal probability decreases in the priorketaperformance and increases in the prior
stock turnover. Second, we find that highly levefechs are less likely to be targeted,
consistent with the role of leverage in mitigatinge cash flow problems. And third, there is
evidence that activists consider the ownershigcaire of the firm before deciding whether or
not to submit proxy proposals. In Model 5, propgsalbability increases by 3.3% and 2.3%
for every 1% stock held by pressure-sensitive amdsqure-insensitive institutions,
respectively. While this shows little indication obnflicted voting by pressure-sensitive
investors, the statistical relation is considerabigre significant for pressure-insensitive
institutions. We find no statistical evidence th@abposal probability is affected by the
additional proxies for governance quality; the ables capturing board effectiveness and the

exposure of CEO wealth to firm performance aregmigicant in the models.

5.4 VVoting outcomes

The outcome equations analyzing voting successiepeted in Panel B of Table 9
and summarized in Appendix B. The models incorgoeasimilar set of firm-level variables
included in the selection equations. While the mptoutcomes are conditional on the target
selection process, we conjecture that the variabfésct proposal probability and voting
success in the same way. We additionally contnofifm size in the outcome equations using

the log of assets, and exclude shareholder coratemtrto avoid endogeneity problems. We
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expect that voting success is related negativelyrito size, because while Fama and French
(2001) find agency concerns to be more severe rigeléirms with dispersed ownership,
voting coalitions should be much more difficultidoild.

In addition to the firm-level variables, the outa®raquations include 11 variables
capturing the characteristics of the proposals gedves.Times submitteds the number of
times a proposal has been submitted in consecyaaes. We conjecture that consecutive
resubmissions of unimplemented proposals improgevtiing outcomes, consistent with the
earlier findings of Gillan and Starks (2000) anchReboog and Szilagyi (2009) for the US.
Number of proposals at meetirmgaptures the number of proposals presented asahmee
general meeting. While it is not immediate how tli®uld affect voting success, we expect
that the more proposals submitted, the greatesupport from the voting shareholders due to
the stronger signal conveyed over governance coscdfinally, we use nine dummy
variables to control for the proposal objectived. gxoposals are uniquely allocated to an
issue type, such that the intercept represents opad® addressing routine issues.
Corresponding to our univariate results, we exfiet proposals seeking personal changes on
the board attract the most voting support.

The model statistics in Table 9 confirm that targelection and voting success are
endogenous, withp sensitive to the model specification but significan all but one case.
Results not reported here show that independenysasiaf the voting outcomes produces
somewhat different parameter estimates and hasrlewglanatory power overall. These
findings confirm that the voting success of shalédroproposals needs to be analyzed in a
sample selection framework.

The results in Panel B of Table 9 confirm that ¥éng outcomes are largely driven
by the proposal objectives. In Model 5, the intptcghows that routine proposals receive

9.2% of the votes cast. In comparison, proposadkisg to elect or remove directors win
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21.8% and 20.6% more voting support, respectivellyich is consistent with the strong
signaling implications of outright proxy contest§¥e find no evidence that routine proposals
are outperformed by other submissions, includirgs¢hcalling for asset restructuring, with
the exception of the single miscellaneous propssaking to assert damage claims. The
results also show no indication that consecutiveubeissions of the same proposal or
multiple submissions at the same general meetiiegtahe voting outcome's.

Despite the careful target selection process weurdeated earlier, the firm-level
variables add significant explanatory power to @mécome equations. Beyond its impact on
the selection decision, institutional ownership has discernible effect on the voting
outcomes. Surprisingly, however, we find that vgtsuccess conditional on target selection
increases rather than decreases in the targets market performance and debt-to-equity
and market-to-book ratios. This implies that théng shareholders view submissions against
less likely targets as a negative signal of gouaraagproblems. Of the governance-related
variables, only the CEQO’s pay-performance sensjtiaffects the voting outcomes. The
relation between the two is negative, which shoWwat tthe CEO’s exposure to firm
performance mitigates shareholder concerns ovelgeacy and signaling implications of

proposal submissions.

5.5. Stock price effects

The outcome equations analyzing the stock pricecesffin the days [-1,+1] around the
general meeting dates are shown in Panel B of THblend summarized in Appendix B. We
control for the same firm characteristics includedhe outcomes equations pertaining to the

voting results, and conjecture that the variabléscathe CARs in a similar way. The only

!> The results on company- and proposal-specific Gates are largely robust to the inclusion of copfixed

effects.
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exception is firm size, which should be relatedifpasdy rather than negatively to the CARs.
This conjecture assumes that while submissionsnaggéarge firms are likely to win less
voting support, their control benefits are greédethe extent due to agency considerations.

As the CARs are observed at the firm rather thaptoposal level, the dummies
controlling for the proposal objectives are now ado one if a corresponding proposal was
presented at the general meeting and zero otherWiseconjecture that in line with their
signaling effects, proposals seeking personal by the board generate more negative
stock price changes. We similarly expect that thdR€ are related negatively to theimber
of proposals at meetingariable, to the extent that multiple submissi@ignal greater
governance concerns.

The model statistics in Table 10 show that the @ui& equations have considerable
explanatory power, even though we measure the mespo the general meetings rather than
the individual proposals. Similar to Renneboog Sadagyi (2009), we find no evidence that
the CARs are endogenous to target selection, butitasthe voting outcomes, independent
regressions are less powerful and produce sliglitigrent parameter estimates.

The outcome equations in Panel B of Table 10 shoky imited evidence that the
negative market reaction to general meetings igedriby the objectives of the proposals
presented. The intercept representing routine @apas insignificantly negative across all
model specifications. In Model 5, the dummy captgriproposals to loosen governance
quality is significantly positive. This implies theeteris paribus, the market responds well to
submissions that attempt and fail to relax govereastandards, and thereby indicate
considerable shareholder dissent vis-a-vis managieri@e remaining dummies, including
those pertaining to proposals that seek governangevements or personal changes on the

board, are statistically insignificant. However, wenfirm that the CARs are related
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negatively to the number of proposals presentetinenwith the signaling effects of multiple
submissions.

The model statistics show that the stock pricectdfare most fundamentally driven
by Fama and French’s (2001) agency proxies andatiget’s prior market performance. The
CARs are less negative for large firms with lowdeage, indicating that the market attributes
at least some control benefits to the public vatesbareholder proposals in the presence of
agency concerns. However, they increase rather dieanease in both the market-to-book
ratio and the prior stock price performance. Thisnconsistent with the role of shareholder
proposals as a disciplinary device, because it shbat the proposal outcomes only intensify
the market's concerns over firms that have preVjousderperformed®

The results in Panel B of Table 10 provide somepstpfor the relevance of the
target’s governance structures in explaining toelsprice effects. There is evidence that the
CARs show the expected nonlinear relation with inenber of directors, with board size
significantly positive and the square of board simgnificantly negative in the final Model
5. It is notable, however, that the relation betwt#e CARs and the CEQO'’s pay-performance
sensitivity is positive rather than negative. Tagain is inconsistent with the control function
of shareholder proposals, in that it indicates ty@aternance concerns over firms with ill-

incentivized CEOs are only exacerbated.

6. Conclusion

While the control function of shareholder proposadsa disciplinary mechanism has

been subject to much debate in the US academiratlite, their role in European corporate

'8 Similarly to the model explaining voting suppdtte results on company- and proposal-specific dates are
largely robust to the inclusion of country fixedfests. Moreover none of the coefficients on courfixgd

effects are significantly different from zero.

33



governance is rarely discussed. There is evideocéhe US that shareholder access to the
proxy has nontrivial control benefits, and shardbolproposals should be regarded as a
useful disciplinary tool and the proposal sponsws/aluable monitoring agents. In Europe,
the empirical investigation of this issue has beemplicated by data availability, as well as
the fact that European countries are very diverderms of their legal provisions governing
shareholder access to the proxy, corporate owrnethictures, as well as the monitoring
incentives and costs borne by proposal sponsors.

This paper has contributed to the shareholder iaotiviiterature by examining
shareholder proposals across eight European cesriwr the first time. The results have
shown that relative to the US, proposal submissi@msain less frequent in Continental
Europe in particular. The different use of shardbplproposals on the two continents can be
attributed to differences in the costs of activesnwell as disparities in legislation concerning
shareholder proposals, which are nonbinding inUBebut binding in most of Europe The
importance of regulation is shown by the fact thdiile UK activists conveniently use
proposals in relation to a proxy contest to repldeeboard, the proposal objectives remain
largely limited to specific governance issues imtdwental Europe.

Despite these country-level differences, propogatsss in terms of the voting results
and the stock price effects remain limited acrosepe irrespective of the issues addressed.
In fact, proposals are met with significantly negatmarket reactions when they are put to
vote at general meetings. This implies that rathan attribute proposals meaningful control
benefits, the market often interprets the sharedroldte as a negative signal of governance
concerns. Indeed, although voting success andttok price effects are both affected by
agency considerations, the market responds patiguhegatively to proposals submitted

against firms that have already underperformed.
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Overall, it is unclear why the perceived controhéfits of shareholder proposals are
limited in Europe. Previous US studies propose $udimissions can do more damage than
good by disrupting the board’s authority, and tiet proposal sponsors pursue their selfish
agendas rather than maximize shareholder value.ekdeny we have shown that proposal
submissions are preceded by a careful selectiocepsp whereby activists target firms that
both underperform and are subject to governanceetns. Whether this translates into long-

term improvements in operating performance isftaffuture research.
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Table 1. Statutory requirements on requisitioning an exttamary general meeting (EGM) and putting forwamtaposal (placing an item on the

agenda) at a general meeting (GM)

Country LLSV origin EGM Remark Proposal Remark @i Submit proposal
Austria German 5% 5% at least 14 days beforéstde at least 7 days before
GM
France French 0.5- this fraction 0.5-5% decreasing in A "notice of the GM" at least 30 at least 25 days before
5% can demand company size days before the GM. A "notice the GM
the of call" at least 15 days before
appointment of the GM, with same information
a court as the "notice of the GM" and
representative any modifications to the agenda
to convene an and/or the proposals.
EGM
Germany German 5% 5% or share ownership of 20 full days before 1 week after publication
500000 EUR in nominal value of notice
any shareholder if related to
already existing agenda items
Netherlands French 10% 1% or share ownership of 50 at least 15 days before in writing, at least 60
million EUR in market value days before GM
Norway Scandinavian 5% any shareholder at leasdlays before, but the
articles may set a longer/shorter
period
Portugal French 5% 5% at least 30 days, or 21 if  within 5 days of the
notification is by registered mail convocation of the GM
Russia other 10% 2% specific to within 30 days after the
sample firm end of the fiscal year
Switzerland German 10% share ownership of 1 millio firm-specific ~ two notices, the first at least 20 at least 60 days before
CHF in market value information days before GM
also available
for our sample
UK English 10% 5% or a group of at least 100 automatically 21 days for an AGM or 14 days 6 weeks before the GM

shareholders with shares on if it was the
which at least 100 GBP has shareholder
been paid up, on average who convened
the GM

39

if an extraordinary resolution is or, if later, the time at
voted upon which notice of the
meeting is given



Table 2. Shareholder proposals by geographic location asak sharket size.

This table shows the number of shareholder propasdimitted in the UK, Continental Europe, andWlse The
proxies for stock market size are obtained from Werld Bank’s World Development Indices. *: from
Renneboog and Szilagyi (2009).

Proposals per year
Number of Proposals per listed per USD trillion per USD trillion

Region Year proposals per year company of traded stock  of market
value capitalization
UK 1998-2008 362 32.9 0.0140 8.39 11.40
Continental Europe  2005-2008 358 89.5 0.0117 5.80 197
us* 1996-2005 2,792 279.2 0.0407 14.56 20.31
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Table 3. Shareholder proposals by issue addressed, geogiaphtion, and year of submission.

Continental Europe

UK
1998199920002001200220032004 200520062007 2008 T?;;'ng 200520062007 2008 T(i)StSaLIjgy
Elect/remove - 11 - 1 10 2 37 16 19 27 6 129Elect/remove - - 5 5 10
Elect director - 4 - 1 4 1 10 6 14 15 3 58 Elect director - - 3 2 5
Remove director - 7 - - 6 1 27 10 5 12 3 71 Remove director - - 2 3 5
Corporate governance 2 2 3 2 3 1 2 1 - 2 3 21Corporate governance 1 5 31 34 65
Reduce director power - - - - - - - - - 1 3 Reduce director power - - 1 - 1
Director independence - - 1 - - - - - - - 1 Board size - - 2 - 2
Director ownership - - - - - - 1 - - - - 1 Board liability - - 3 - 3
Board liability - - - - - - 1 - - - - 1 Age limit for directors - - 2 - 2
Elect committee/special
Board representation - - - 1 - - - - - - 1 representative - 2 - 6 8
Enfranchise non-voting Shareholder right to
shares - 1 1 - 1 - - - - - - 3 comment - - 2 - 2
Reincorporation in US - - - - - 1 - - - - 1 Special audit - 1 12 14 27
Convene EGM 1 - - 1 - - - - - - 2 Verbatim minutes - - 2 2 4
Remove auditor - - - - - - - - - 1 1 Voting issues 1 - 3 1 5
Other 1 1 1 - 2 - - 1 - - 1 7 Other - 2 4 5 11
Corporate governance - Corporate governance -
loosening - - - - - - - - - - - - loosening - - 2 3 5
Waive board liability - - - 1 1
Limit shareholder
representation - - 2 1 3
Counterproposal - special
audit - - - 1 1
Asset restructuring - - 1 3 1 - - - 1 - 1 7 Asset restructuring - - 3 1 4
Capital structure 4 - - - - - - - - 3 - 7 Capital structure - - - - -
Payout policy - 2 1 4 4 - - - - - 11 Payout policy - 1 2 1 4
Corporate social Corporate social
responsibility - 1 2 2 1 1 4 2 2 2 1 18 responsibility - - 3 - 3
Routine - - - 1 1 - - - - - 2  Routine - - 3 - 3
Other - - - - - - - - - - - Other - - 1 - 1
6 16 7 13 20 4 43 19 22 34 11 195Total by year 1 6 50 38 95

Total by year
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Table 4. Percentage of votes FOR shareholder proposalthantumber of passed proposals

This table shows the mean percentage of votesiicdagor of shareholder proposals grouped by theasaddressed, year of submission and geogragidnrel he first
number in parentheses indicates the number of pgssposals. The second number in parenthesesssf@nithe total number of proposals submitted.

UK Continental Europe
Total by Total by
Year 1998 1999 2000 2001 2002 2003 2004 2005 200807 2 2008 issue 2005 2006 2007 2008 issue
Elect/remove - 29.3 - 189 233 195 542 386 42252 30.6 38 - - 448 482 46.5
(0/11) - (0/1) (0/10) (0/2) (30/37) (4/16) (8)19(3/27) (0/6)  (45/129) - - (2/5)  (1/5) (3/10)
Elect director - 20.1 - 189 212 353 609 .334 388 288 291 36.8 - - 72.7 69.6 71.5
(014) - (0/1)  (0/4) (0/1) (10/10) (1/6) (4/14) /1B) (0/3)  (18/58) (213) (1/2) (0/5)
Remove director - 29.4 - - 247 3.7 51.6 41.31.4 20.8 32 39.5 - - 3 33.9 215
(017) - - (0/6) (0/1) (20/26) (3/10) (4/5) (0/12)(0/3)  (27/70) (0/2)  (0/3) (0/5)
Corporate governance 14.5 17 221 9.1 146 108 3 1.9 - 3.1 66 197 73 394 89 188 155
(0/2) (0/2) (0/3) (0/2) (0/3) (0/1) (0/2)  (0/1) - 0R)  (33) (3/21) (0/1) (2/5) (2/31) (3/28)  (7/65)
Corporate governance - - - - - - - - - - - - - - 27 335 21.2
—loosening - - 0/2) (1/3) (1/5)
Asset restructuring - - 15 10.2 7.7 - - - 95.2 - 66 30.6 - - 60.1 5.3 46.4
- (0/1)  (0/3)  (0/1) - - - (1/2) - (1/2) (217) - - (2/3)  (0/1) (2/4)
Capital structure 4 - - - - - - - - 4.6 - 4.3 - - - - -
(0/4) - - - - - - - - (0/3) - (017)
Payout policy - 179 232 173 128 - - - - - - aeé. - 0.3 19 99.5 34.4
(0/2) (0/1) (0/4)  (0/4) - - - - - - (0/11) - @ (02) (1/1) (1/4)
Corporate social
responsibility - 19.1 152 3.2 103 5.9 8.4 4.2 6 .85 8.9 8.1 - - 2 - 2
(0/1) (0/2) (0/2) (0/1) (0/1)  (0/4)  (0/2) (O/2) O/R)  (0/1) (0/18) - - (0/3) - (0/3)
Routine - - - 35 141 - - - - - - 8.8 - - 1.8 - 1.8
- (0/1)  (0/1) - - - - - - (0/2) - - (0/3) - 1®)
Other - - - - - - - - - - - - - - 93.3 - 93.3
- - (1/1) - (1/1)
Total by year 75 257 193 113 18 139 475 33413 21 41.5 30.3 73 329 165 256 21.1

/6) (0/16) (0/7) (0/13) (0/20) (0/4) (30/43) (8N (9/22) (3/34) (4/11) (50/195)  (0/1) (2/6) (7/50) (6/38)  (15/95)
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Table 5. Percentage of votes FOR shareholder proposalsbg eddressed, geographic location, and manageevembmendation.

UK Continental Europe
Management recommendation Against Case-by-case For Total by issue Against Case-by-case For Total by issue
Mean (N) Mean (N)Mean (N) Mean (N) Mean (N) Mean (N)Mean (N) Mean (N)
Elect/remove 38.4 (125) 32.0 3) 29 (1) 38.0 (129 26.0 (4) 3.7 Q) 725 (5) 46.5 (10)
Elect director 36.8 (58) - - 36.8 (58) - - 715 (5 715 (5
Remove director 39.8 (67) 32.0 (3)2.9 1) 39.0 (71) 26.0 (4) 3.7 @ - 215 (5)
Corporate governance 215 (19) - 3.0 (2) 19.7 (21) 6.7 (49) 8.7 (4) 53.7 (12) 155 (65)
Corporate governance - loosening - - - - 3.3 3) - 481 (2) 21.2 (5
Asset restructuring 19.8 (6) - 95.2 (2) 30.6 (7 46.4 (4) - - 46.4 (4)
Capital structure 4.3 (7 - - 4.3 (7 - - - -
Payout policy 16.3 (11) - - 16.3  (11) 19.0 (2 - 499 (2) 344 (4
Corporate social responsibility 8.5 (16) - 5.4 (2) 8.1 (18) 2.0 3) - - 2.0 3)
Routine 8.8 (2) - - 8.8 (2) 1.8 (3 - - 1.8 3)
Other - - - - 93.3 (1) - - 93.3 (1)
Total by recommendation 30.6 (186) 32.0 (3) 19.2 (6) 30.3 (195) 99 (68) 22.0 (6) 57.0 (21) 21.1 (95)
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Table 6. Cumulative abnormal returns around general meelatgs.

This table shows percent cumulative abnormal retamound general meeting dates. Market model paeasne
are estimated over the 200-day period ending 21X dmfore the date of the general meeting, using the
appropriate national stock exchange index. Theifsignce of means is tested using a cross-sectibtest,
Boehmer, Musumeci, and Poulsen’s (1991) standatdiress-sectional Z-test, as well as bootstrapgesions

of both. Bootstrap simulations are performed wifd@ repetitions. The significance of medians ise@sising
Cowan’s (1992) generalized sign test. *, ** and &note significance at the 10, 5 and 1% levepheetvely.

Positive:

Event N Mean Median _ Z test Bootstrapped Sign test
window negative Z test (p =47%)
[-1,+1] 90  -1.227 -0.713 34:56 281 -2.81" -1.79°
[-1,0] 90  -0.906 -0.418 36:54 -1.87 -1.87 -1.36
[0,+1] 90 -0.761 -0.103 41:49 214 214 -0.31
[-2,+2] 90  -1.142 -0.628 34:56 -265 -2.65" -1.79
[-1,+5] 90  -1.323 -1.256 34:56 -265 -2.65" -1.79
[-1,+7] 90 -1.584 -1.326 38:52 -2.64 -2.64" -0.95
[-5,+5] 90  -1.603 -1.016 36:54 -253 -2.537 -1.36
[-10,+10] 90  -2.002 -0.794 38:52 -2.60 -2.60" -0.95

Table 7. Cumulative abnormal returns by issue addressed.

The significance of means is tested using BoehmMasumeci and Poulsen's (1991) standardized cratosal
Z-test. *, ** and *** denote significance at the 1®and 1% level.

N [-1,+1] [-1,0] [0,+1] [-2,+2] [-1,+5] [-1,+7] [-5,+5] [-10,+10]
Elect/remove 42 -1.28 -1.25 -0.68 -092 -270-278 -260 -3.51
Corporate governance 33 -1.09 -059 -061 -1.81 -083 -096° -0.71 -1.23
Corporate governance - looseningd -2.52 -0.12 -2.29 -453 -2.87 -414 -2.62 -2.90
Asset restructuring 8 -173 -1.39 -140 -3.14 4.16 3.97 3.83 5.93
Capital structure 2 -043 -075 -0.12 -197 -354 -0.81 -3.05 -2.16
Payout policy 12 057 -1.03 -1.34 -028 -199 0.82 1.04 -0.23
Corporate social responsibility 18 -0.32 -0.06 -0.07 -0.57 -0.95 -0.34 -1.13 0.30
Routine 4 212 -1.08 -121 -289 -575 -598 -5.80 -3.28
Other 1 .011 -037 -072 -1.09 -1.08 -0.16 -0.11 -1.07
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Table 8. Descriptive statistics of target and nontarget $irm

Targets Nontargets Difference in Difference in

N Mean Median St. dev. N Mean Median St dev. means medians
Panel A: Financial, performance and ownership clweaistics
Assets (GBP millions) 90 53,581 1,39( 142,689 89 94,881 3,593 265,195 -41,301 -2,202
Sales (GBP millions) 90 16,204 39z 47,590 89 12,820 2,075 22,041 3,384 -1,683
Debt-to-equity ratio 90 2.41 0.6¢ 5.18 89 2.48 0.78 4.28 -0.07 -0.13
Market-to-book ratio 90 2.44 1.6¢ 2.28 89 2.14 1.62 1.80 0.30 0.03
Prior one-year raw stock return (%) 90 5.46 4.8( 38.34 89 12.24 10.95 55.14 -6.78 -6.15
Prior one-year abnormal stock return (%) 90 -0.77-1.8¢  34.27 89 7.55 0.98 50.05 -8.32 -2.82
Prior one-year stock turnover 90 2.62 1.37 8.43 89 0.98 0.73 0.94 1.64 0.64"
Institutional ownership (%) 90 32.98 25.2¢ 24.72 89 21.60 19.90 17.68 11.37" 5.34"
Institutional ownership - pressure sensitive (%) 90 6.34 0.0c 15.12 89 3.35 0.00 5.22 2.99 0.00
Institutional ownership - pressure insensitive (%) 90 26.70 19.0C 23.10 89 1825 10.76 17.97 8.45 8.24"
Shareholder concentration 90 1.88 1.0C 1.27 89 1.55 1.00 0.93 0.33 0.00
Panel B: Governance characteristics
Board size 90 12.83 12.0( 6.98 89 11.43  10.00 5.92 1.40™ 2.00"
Executive directors (%) 90 36.39 37.5( 18.45 89 38.00 36.08 0.17 36.01 37.14
Average age of nonexecutive directors 90 59.3558.8¢ 4.69 89 59.91 59.98 5.40 -0.5¢€ -1.10
Separate chair and CEO (binary) 90 0.88 1.0C 0.33 89 0.83 1.00 0.38 0.04 0.00
CEO ownership (%) 90 0.74 0.01 3.28 89 2.50 0.04 8.05 -1.7€ -0.04”
Stock-based to total CEO compensation (%) 90 30.827.4¢ 30.31 89 27.61 24.45 28.63 3.22 3.01

45



Table 9. Sample selection models explaining proposal praibyabind voting outcomes.

Panel A shows selection equations where the depénadgiable is a dummy equal to one if a sharehofdeposal was submitted and zero otherwise. Inoiliteome
equations of Panel B, the dependent variable ipéneentage of votes cast in favor of the propdda. firm-level independent variables included atHbPanels A and B are
described in Appendix A. The proposal-level indegent variables in Panel B are dummies equal toifahe variable description holds and zero otheewlsog of assets is
the natural logarithm of the book value of assétald y* tests the joint significance of the selection anttome equationg. = 0 tests the independence of the selection and
outcome equations using a Wafttest. T-statistics use standard errors with WHi880) correction for heteroskedasticity and adjdgor clustering of observations on each
firm. *, ** and *** denote significance at the 16,and 1% level, respectively.

Model 1 Model 2 Model 3 Model 4 Model 5

Coefficient T-stat Coefficient  T-stat Coefficient T-stat Coefficient  T-stat  Coefficient T-stat
Panel A: Selection equations
Intercept 0.857 1.63 1.950 1.5¢ 2.516 1.95 2.6186 1.54 2.64 2.15
Debt-to-equity -0.003 -0.14 -0.051 1.64 -0.077 -2.48 -0.077 -2.13 -0.078" -2.74
Market-to-book -0.107 -2.43 -0.097 -2.20 -0.103 -2.01 -0.131 -1.72 -0.128 -2.56
Prior one-year abnormal stock return 0.029 013  216. -1.D -0.506" -3.03 -0.500 -1.89 -0.487" -2.78
Prior one-year stock turnover 0317 2.48 0.685" 6.77 0.653" 6.38 0.684" 4.33 0.669" 7.06
Institutional ownership — pressure sensitive 2.258 1.56 3.578 2.2t 3.365 1.88 3.166 1.43 3.568 2.17
Institutional ownership — pressure insensitive 0.822 1.71 1.814 3.8¢ 1.714" 3.27 1.793 2.33 1.811 3.44
Shareholder concentration 0174 1.9t 0.174 1.64 0.166 1.34 0.166 1.68
Board size 0.005 0.0€ -0.030 -0.38 0.040 0.30 0.027 0.32
Board size squared 0.004 1.6¢ 0.006" 2.27 0.004 0.94 0.004 1.64
Executive directors 1.260 2.1% 1.305 1.93 1.024 1.25 1.017 1.39
Average age of nonexecutive directors -0.029 -1.92 -0.031 -1.94 -0.034 -1.14 -0.0833  -1.99
Separate chair and CEO 0506 2.2¢ 0.435 1.75 0.377 1.07 0.380 1.65
CEO ownership -1.123 0.5€ -1.480 -0.69 -1.152 -0.42 -1.112  -0.52
Stock-based to total CEO compensation -0.099 0.2%- 0.042 0.10 0.311 0.67 0.315 0.96
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Table 9. Sample selection models explaining proposal prdiyabind voting outcomespntinued.

Model 1 Model 2 Model 3 Model 4 Model 5

Coefficient T-stat Coefficient Coeffinte T-stat Coefficient T-stat Coefficient T-stat
Panel B: Outcome equations
Intercept 0.176 1.82 0.170 0.142 0.7¢ 0.32¢ 1.31 0.092 0.28
Times submitted 0.006 0.23 0.003 -0.016 0.8¢ -0.021 -1.28
Number of proposals at meeting -0.005 -0.66 -0.008 -0.007 -1.4¢€ -0.007 -1.04
Elect director 0.278 4.23 0.305 0290  4.7: 0218 263
Remove director 0.271 3.73 0.297 0.280°  4.5¢ 0.206" 257
Corporate governance 0.094 1.52 0.110 0.051 0.9¢ 0.081 1.37
Corporate governance - loosening 0.165 0.95 0.170 0.118 0.67 0.183 1.02
Asset restructuring 0.234 2.08 0.255 0.098 1.0¢ 0.105 1.16
Capital structure -0.087 -1.75 -0.050 -0.043 -@9 0.008 0.12
Payout policy 0.086 1.09 0.102 0.060 0.8¢ 0.055 0.70
Corporate social responsibility -0.029 -0.60 -0.007 -0.12 -0.016 0.37 0.007 0.11
Other 0.769" 11.25 0.784 10.80 0713  3.8¢ 0.675  3.06
Log of assets -0.002 0.1¢ 0.010 0.95 0.011 1.03
Debt-to-equity 0.018  2.7¢ 0.01™ 4.20 0.018"  4.02
Market-to-book 0.003  0.2¢ 0.03¢” 3.08 0.025 1.90
Prior one-year abnormal stock return 0.239 3.57 0.25¢" 5.54 0.250° 4.78
Prior one-year stock turnover -0.002 0.9z -0.00z -1.59 -0.002 -1.63
Institutional ownership — pressure sensitive -0.006 0.0: 0.31¢" 2.12 0.094 0.43
Institutional ownership — pressure insensitive 0.161 1.5¢ 0.06¢ 0.63 0.028 0.34
Board size 0.02¢ -1.36 -0.032 -1.15
Board size squared 0.00( 0.64 0.001 0.75
Executive directors 0.04¢ -0.33 0.077 0.52
Average age of nonexecutive directors 0.00( 0.03 0.002 0.51
Separate chair and CEO 0.061 1.45 0.051 0.96
CEO ownership 0.66¢ 1.54 0.092 0.17
Stock-based to total CEO compensation 0.30¢" -4.27 -0.228°  -2.66
Number of observations 380 380 380 380 380
Number of uncensored observations 290 290 290 0 29 290
Number of proposals 290 290 290 290 290
Wald y* 5170.69" 2248.57 4540.54 189.28" 7065.09
Log-likelihood -153.014 -105.014 -66.403 -57.136 -38.137
p -0.597" -0.641 -0.457 -0.521 -0.495
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Table 10. Sample selection models explaining proposal @ilibaand cumulative abnormal returns.

Panel A shows selection equations where the depéndgiable is a dummy equal to one if a sharehofdeposal was submitted and zero otherwise. Inoiliteome
equations of Panel B, the dependent variable isctimulative abnormal return in the days [-1;+1]rsunding the date of the general meeting whereptioposal was
presented. Market model parameters are estimatertioe 200-day period ending 20 days before the afathe general meeting, using country-specificlstmarket indices.
The firm-level independent variables included itho@anels A and B are described in Appendix A. pifteposal-level independent variables in Panel Blaremies equal to
one if the variable description holds and zero ntige. Log of assets is the natural logarithm ef ook value of assets. Waftitests the joint significance of the selection
and outcome equations = 0 tests the independence of the selection atmme equations using a Waftitest. T-statistics use standard errors with Wi@80) correction
for heteroskedasticity and adjusted for clustedhgbservations on each firm. *, ** and *** denatggnificance at the 10, 5 and 1% level, respeactivel

Model 1 Model 2 Model 3 Model 4 Model 5

Coefficient T-stat Coefficient T-stat Coefficient T-stat  Coefficient T-stat Coefficient T-stat
Panel A: Selection equations
Intercept -0.569 0.9¢ 0.219 0.16 -0.232  -0.20 -0.146  -0.08 0.16: -0.13
Debt-to-equity -0.042  -1.8¢  -0.045 -0.37 -0.038 -0.83 -0.066 -1.08 0.06¢  -2.02
Market-to-book 0.008 0.17  -0.054 -0.57 -0.024 -0.40 -0.039 -0.64 0.03¢ -0.89
Prior one-year abnormal stock return -0.229 01.2 -0.481 -2.40 -0.385°  -2.22 -0.302 -0.50 0.37¢° -2.02
Prior one-year stock turnover 0346 3.0 0.438 1.21 0.316 232 04572 1.21 0.4947  4.10
Institutional ownership — pressure sensitive 2.116 1.4t 2.911 1.70 2.697°  2.48 3.588 1.16 3.337" 2.18
Institutional ownership — pressure insensitive 029 2.7¢ 2.113 2.25 1.387" 3.04 23745 264 2.29¢" 563
Shareholder concentration 0301 2.79 0.178 1.11 0.347 0.98 0.31(" 2.41
Board size 0.077 1,01 Omitted to attain 0.056  0.38 0.06° 0.76

convergenc
Board size squared 0.001 0.54 Omitedtoattain 092 (a9 0.00: 075
converaenc

Executive directors 0.664 0.47 0.239 0.27 0.994 0.98 0.98¢ 1.21
Average age of nonexecutive directors -0.016 .660 -0.007 -0.42 -0.021 -0.72 0.01¢ -1.18
Separate chair and CEO 0.277 0.73 0.138 0.56 0.282 0.64 0.25¢ 0.93
CEO ownership -1.548 -0.76  -2.010 -0.69 -0.659 -0.25 0.781 -0.36
Stock-based to total CEO compensation 0.413 412 0.253 0.49 0.686 0.55 0.56¢ 1.51
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Table 10. Sample selection models explaining proposal gitibaand cumulative abnormal returnsofitinued.

Model 1 Model 2 Model 3 Model 4 Model 5
Coefficient T-stat Coefficient T-stat Coefficient T-stat Coefficient T-stat Coefficient T-stat

Panel B: Outcome equations

Intercept -0.000 -0.12 -0.030 -0.9 -0.087 -1.7¢ -0.049 -0.6:Z -0.019 -0.27
Number of proposals at meeting -0.005-1.78 -0.005 -1.73  -0.005 -2.2¢ -0.004  -1.8F
Elect director 0.003 0.18 0.007 0.27 0.003 0.12 -0.006 0.41
Remove director 0.026  1.77 0.027 139 0038 2.1 0.020 1.21
Corporate governance 0.019 1.51 0.012 0.43 0.020 1.3¢ 0.018 1.21
Corporate governance - loosening 0.023 125 0.019 1.00 0.023 1.2z 0.042"  2.7¢
Asset restructuring 0.001 0.03 0.006 0.27 0.025 1.41 0.012 0.7¢
Capital structure 0.015 0.72 0.030 1.84 0.020 0.9¢ 0.015 0.6¢
Payout policy 0.017 0.94 0.012 0.30 0.017 1.1z 0.017 1.0:
Corporate social responsibility 0.024 1.72 0.019 0.59 0.015 0.9¢ 0.000 0.01
Other 0.003 0.16 0.033 0.66 -0.000 0.02 -0.025 -1.07
Log of assets 0.004 2.4 0.003  1.0¢ 0.005 2.4¢
Debt-to-equity -0.003° -2.3¢ -0.002 90.9¢ -0.003" -2.6f
Market-to-book 0.004 1.8 0.004 082 0.004  2.1F
Prior one-year abnormal stock return 0.020 1.2¢ 0.027 0.67 0.029 2.11
Prior one-year stock turnover -0.001 0.2t 0.001 0.3¢ 0.000 0.5¢
Institutional ownership — pressure sensitive -0.002 0.0z 0.039 0.6t 0.036 1.1¢4
Institutional ownership — pressure insensitive 0.009 0.2¢ 0.056 0.8¢ 0.033 1.37
Board size -0.000 -0.0¢ -0.005 -1.€
Board size squared 0.000 90.0¢ 0.000 1.3¢
Executive directors 0.038 0.6¢ 0.029 1.3¢
Average age of nonexecutive directors -0.001  0.5¢ -0.001 1.17
Separate chair and CEO -0.002 0.1¢ 0.008 0.6
CEO ownership 0.221 0.61 0.173 0.9¢
Stock-based to total CEO compensation 0.037 1.7¢ 0.039" 2.07
Number of observations 180 180 180 180 180
Number of uncensored observations 90 90 20 90 20
Number of firms 124 124 124 124 124

Wald y* 10.23 14.88 44.67" 50.17" 77.00°
Log-likelihood 57.163 74.152 71.373 85.334 93.311

p -0.615 0.539 -0.265 0.568 0.207
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Appendix A. Variable descriptions.

Variable name

Description and source

Panel A: Financial, performance and owner ship characteristics

Assets ($ millions)
Sales ($ millions)
Debt-to-equity ratio
Market-to-book ratio

Prior one-year raw stock return

Prior one-year abnormal
stock return

Prior one-year stock turnover

Institutional ownership

Institutional ownership —

pressure sensitive

Institutional ownership —
pressure insensitive

Shareholder concentration

The book value of total assBtsurceCompustat
The value of total net salesure: Compustat
Total debt divided by the ba@itue of equity. Sourc€ompustat

Market capitalization of equity divided by the boeklue of equity
Source:Compustat

The divideadjusted stock price return in the year up to twanth:
before the general meeting date. SouBtastream.

The dividendadjusted stock price return minus the return on
appropriate national stock exchange index, in &= yip to two montl
before the general meeting date. SouBtastream.

The total number of shares sold during the yeatouwo months befo
the general meetinglate, divided by the total number of sh
outstanding. Sourc®atastream and Compustat.

The number of shares Hwldnstitutions, divided by the total numbe
shares outstanding. SourcManifest, Bureau van Dijk and anni
reports.

The number of shares held by banks and insuranmopawies, divided k
the total number of shares outstanding. Soukdanifest, Bureau ve
Dijk and annual reports

The number of shares held by pension and labomufiods, investme
funds and their managers, independent investmenisad, ad
university endowments, divided by the total numbef share
outstanding. Sourc@anifest, Bureau van Dijk and annual reports.

An independence indexcatidg ownership concentrationl: nc
shareholder with ownership over 25%lirect or total). 2: no shareholi
with ownership over 50% (direct or total), but arremore shareholde
with ownership over 25%. 3: shareholder is ultimatener witt
ownership over 50% (direct or total). 4: shareholideultimate owne
with direct ownership over 50%. Sour&uireau van Dijk.

Panel B: Corporate gover nance char acteristics

Board size

Executive directors

The number of directors on the boardlipdéctors. SourceManifest
Thomson OneBanker and annual reports.

The number of direct@mployed by the firm, divided by total bo
size. SourceManifest, Thomson OneBanker and annual reports.

Average age of nonexecutive directdise average age of directors not employed by the ffourceManifest

Separate chair and CEO

CEO ownership

Stock-based to total CEO
compensation

Thomson OneBanker and annual reports.

A dummy variable equal to one if the chairman & bloard and the CE
are different persons, and 0 otherwise. SouiManifest and annu
reports.

The number of shares held by the CEO divided bwltahare
outstanding. Sourcéanifest and annual reports

The value of stock options and restricted stockigradivided by toti
CEO compensation for the individual year. Souianifest and annu
reports
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Appendix B. Economic effects.

This table summarizes the economic effects of psapand firm characteristics on the voting outcorass
shown in Model 5 of Table 9, and on the probabibtfyproposal submissions and the cumulative abnlorma
returns as shown in Model 5 of Tables 11. The Wemare described in Appendix A. *, ** and *** dete
significance at the 10, 5 and 1% level, respedtivel

Cumulative abnormg
returns
Economic Economic Economic
Exp. Sign effect Exp. Sign effect Exp. Sign effect

Proposal probability Voting outcomes

Panel A: Proposal characteristics

Times submitte + nss .
Number of proposa at meeting + nss - -0.00/
Eleci directo 0.21€ nss
Remove director 0.206 nss
Corporate governance nss nss
Corporate governance - loosening nss nss
Asset restructuring nss 0.56¢
Capital structure nss ns¢
Payout policy nss ns¢
Corporate social responsibility nss ns¢
Other 0.674" nss
Panel B: Financial, performance and ownership claegistics
Log of assel - ns¢ + 0.00%”
Debt-to-equity - 0.06¢" - 0.018 - -0.007"
Market-to-book ns: 0.025 - 0.00
Prior one-year abnormal stock return - 0.37¢ - 0.250° - 0.02¢
Prior one-year stock turnover + 0.497 + nss + nss
Institutional ownership — pressure sensitive 3.3377 nss ns¢
Institutional ownership — pressure insensitive  + 2.29¢" + nss + nss
Shareholder concentration + 0.31C
Panel C: Governance characteristics

Board siz: nss - nss - -0.008
Board size squared NS + nss + ns¢
Executive directors ns + nss + ns¢
Average age of nonexecutive directors ns - nss - ns¢
Separate chair and CEO NS - nss - ns¢
CEO ownership NS - nss - 8¢
Stock-based to total CEO compensation nss - -0.223 - 0.03¢
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