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Abstract 
 
Financial firms are of vital importance to the economy, yet the recent financial crisis has led 
many to question the quality of their governance.  As the majority of financial firms’ shares 
are held by other financial institutions, financial firms’ governance is largely administered by 
other members of the same industry and thus possibly undermined by conflicts of interest.  
Specifically, when the investee’s area of activity is close to that of the investing institution, 
firm-level and personal considerations are particularly likely to influence stewardship of the 
shareholdings at the expense of fiduciary duty to clients.  To investigate this possibility, we 
scrutinize the aspect of the financial industry’s self-governance that is directly observable: 
mutual funds’ voting in their peers’ stock.  We find that considerations specific to investee 
firms’ membership in the same industry as their investors does indeed impact voting.  This 
impact is generally in the direction of supporting the investee’s management.  We extend our 
analysis to other financial companies and show that they also tend to vote more favorably 
when it comes to their own industry members. Our results suggest that clubbiness may be a 
corrupting factor in the finance industry’s governance. 
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The finance industry comprises institutional investors who dominate corporate shareholdings.  

This means that the finance industry has the distinction of being controlled by shareholders 

who are its members.  If the exercise of voting rights is affected by membership of the same 

industry, then this would impact the governance of financial firms relative to that of non-

financial firms.  Specifically, this may lead to voting to undermine one’s rivals or to support 

one’s peers.  Our paper examines this issue for the only institutional investor category whose 

voting behavior is consistently observable, namely, mutual funds.  In other words, we study 

whether membership of the same industry as that of the firm they vote on influences mutual 

fund voting behavior.  We find no evidence of competition effects, but we do find evidence 

of peer support.  This novel finding has potentially wide-ranging implications for the (self) 

governance of the finance industry. 

 

The quality of governance in financial firms has been widely questioned, particularly in the 

wake of the recent financial crisis.  These governance failures have been blamed at least in 

part on conflicts of interest pertaining to financial institutions as shareholders.  For example, 

a European Commission report on the governance of financial institutions states that 

“Conflicts of interest apparently arise most often because of lack of sufficient independence 

of institutional investors or their asset managers within financial groups.  However, conflicts 

of interest can arise within institutional investors and asset managers too in numbers of 

ways, for instance on a personal level, as a consequence of the existence of ‘old boys’ 

networks’” (European Commission, 2010). 

 

The context of the above quote implies that both firm-level and personal-level conflicts of 

interest may be particularly common in the governance of financial institutions as compared 

to that of non-financial firms.  This is indeed plausible, since both professional and personal 
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links are more likely to be present when the investor and investee are both financial firms.  

However, we are not aware of studies that examine such conflicts in the specific context of 

the financial industry.   

 

The notion that there may be conflicts of interest in exercising voting rights has received 

support in the literature.  Davis and Kim (2005) and Ashraf, Jayaraman, and Ryan (2011) 

examine how mutual fund companies vote on firms they provide pension fund services to.  

While they find no evidence that mutual fund companies vote more with clients, they do find 

that mutual fund companies with more pension business are more likely to vote pro-

management across all firms.  Butler and Gurun (2012) examine how fund managers vote on 

shareholder proposals to limit CEO pay when the fund manager and the CEO share 

educational background.  They find significant evidence that fund managers vote to limit 

CEO pay less when both share the same education.  Agrawal (2012) studies how labor union 

pension funds vote and find that they not only seem to care about the interests of their 

pension fund clients but also pursue worker interests as well.  

 

Our paper focuses on three types of conflict of interest, each of which is more likely to be 

present when the firm being voted on is in the finance business than when it is not.  The first 

one is the “old boys’ network” effect.  Decision-makers at the investing firm are especially 

likely to be connected to their counterparts at the investee if both have finance backgrounds: 

they are more likely to have received the same education, to be active in the same 

professional organizations, to have worked at the same organization in their past careers, and 

to do so in the future.  The notion that professional interaction of this kind can influence 

decision-making has found support in a number of recent papers.  For example, Fracassi and 

Tate (2012) report that more powerful CEOs are more likely to appoint connected directors 
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even though CEO-director ties reduce firm value. Ishii and Xuan (2010) report that targets 

whose senior management is more connected to their acquirer through educational 

background and past employment are more likely to retain their CEOs and directors post-

merger and for the retained CEOs to be better compensated post-merger, despite low value 

creation in such acquisitions.  In a context closest to ours, Butler and Gurun (2012) show that 

mutual funds vote more against proposals to limit CEO pay when the fund manager shares 

the CEO’s educational background.   

 

The second type of conflict of interest between the institutional investor and investee that is 

more common when the investee is also a financial firm is due to firm-level interaction. The 

existence of intra-industry competitive effects, whereby one firm’s value increasing actions 

decrease the value of its rivals are well documented, and cover a wide range of firm actions 

such as new product introductions (Chen, Ho and Ik, 2005), management forecasts (Kim, 

Lacina, and Park, 2008), capital investments (Chen, Ho, and Shih, 2007), mergers (Becher, 

Mulherin and Walkling, 2012), stock repurchases (Massa, Rehman and Vermaelen, 2007) to 

name a few.  Taken together, this literature implies that when a financial firm votes on an 

industry rival, it faces a conflict of interest whereby its fiduciary responsibility of increasing 

the rival firm’s value may be at odds with the firm’s incentive to undermine the rival.  If the 

term “financial industry” is defined broadly enough, however, there could also be supplier 

and distributor-type links between industry members. 

 

The third type of conflict of interest that is much more likely to be observed between investor 

and investee when the investee is a financial firm, is due to cross-holdings of shares.  A 

financial firm may hold shares in its own institutional shareholder, which gives the firm 

another means of retaliating for any anti-management votes by the shareholder, e.g. by voting 



5 

 

against the shareholder’s management or, conversely, supporting each other.  While tit-for-tat 

corporate voting has not been studied in the literature, Bang (2010) finds evidence of tit-for-

tat compensation when CEOs sit on each other’s boards. Cross-shareholdings by institutional 

investors are also reminiscent of keiretsus, whose members are known to cooperate with each 

other (Berglöf and Perotti, 1994).  As the extent of cross-shareholdings is much smaller in 

this context, whether it translates into management-friendly voting remains an empirical 

issue. 

 

Our paper studies whether these conflicts of interests actually influence voting. To compare 

how mutual fund companies vote on own industry firms as opposed to those from outside 

their industry we take a sample of within industry proposals that they vote on and match these 

to a set of proposals drawn from outside the industry.  When we do so, we match on proposal 

type and on the identity of the voting mutual fund company so that these characteristics do 

not explain differences in voting behaviour.  We show that mutual fund companies vote more 

with management of firms in their own industry than of firms involved in unrelated activities.  

We find reasons why this might be the case when we focus on how mutual fund companies 

vote on mutual fund companies. Modelling voting behavior within the mutual fund industry 

has the advantage that it allows us a richer set of voting determinants than our cross-industry 

analysis.  For example, when we model the voting decision we control for the overlap 

between own industry members in terms of their information sets and their interests. We 

show that in this within-industry case, voting appears to be influenced by the fear of 

retaliation, either in the form of being voted against in the future of being aggressively 

competed against in the future.   To generalise our findings, we then examine whether other 

financial companies apart from mutual fund companies also vote more favorably when it 

comes to their own industry members and we find evidence.   
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Our paper has the following structure.  In Section 1 we present the institutional details 

relating to voting and we outline our methodology.  In Section 2 we introduce our data.  In 

Section 3 we present our results relating to voting by mutual fund companies and then in 

Section 4 we extend our findings to voting by all other financial firms. Section 5 concludes.  

1. Institutional background 

The largest owners of stock in US companies are institutional investors.  According to 

Conference Board (2010), institutional investors owned 73% of the largest 1000 US 

corporations in 2009.  Among institutions, mutual fund companies were the largest stock 

owners with a 36% share of this holding.  Being the dominant institutional investor type gives 

mutual fund companies considerable corporate influence.   

 

One arena where they can exercise their power is shareholder proxy voting.  Each mutual 

fund gets to vote on proposals contained in the proxy statement of each company whose stock 

it holds.   Proxy statements contain proposals put forward both by the management and the 

shareholders of the company concerned.  Mutual funds have a fiduciary duty to vote in the 

interests of their investors on these proposals.  Prior to 2003, the way mutual funds voted was 

not public information and it was often argued that mutual funds were too gentle on corporate 

management and suffered from conflicts of interest (Teitelbaum, 2003). In addition, it was 

argued that mutual funds often abstained on their voting decisions, in which case their votes 

were considered as supporting management. To encourage mutual funds to engage with the 

governance process, the SEC decided to require funds to disclose their votes starting in 2003. 

This regulatory action was prompted in part by the Enron scandal, which led to a drive to 

improve corporate governance in the US. Whether the change in disclosure rules had an 
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impact on how mutual funds vote is open to discussion. While Cremers and Romano (2007) 

find little evidence that mutual fund companies change their behavior after they were 

required to make public how they voted, Davis and Kim (2007) suggest that mutual fund 

companies are very wary of the public scrutiny that they face when voting especially since 

the change in disclosure rules in 2003. 

 

As mutual fund companies vote on multiple proposals on many firms, they often enlist the 

help of a proxy advisory for firm such as Institutional Shareholder Services (ISS) or Glass 

Lewis to provide guidance as to how to vote in a value increasing fashion. Bethel and Gillan 

(2002) and Morgan, Poulsen, and Wolf (2006) show that proxy advisory firms play a 

substantial role in influencing the outcome of shareholder votes. 

 

Rothberg and Lilien (2006) describe voting procedures that are used by the largest U.S. 

mutual fund families.  They note that certain management companies use a committee formed 

at the company level, and that a number of them have company-level voting guidelines for 

each proposal type.  For example, Fidelity will generally vote against the introduction of new 

classes of voting stock with differential voting rights.  If there is no policy, each vote is 

generally considered on a case-by-case basis.  Each mutual fund that the fund company 

manages gets to vote on the shares it owns.  In many companies voting is centralised, while 

in others fund managers may be given more freedom as to how they vote. Recent work by 

Morgan et al. (2011) has shown that there may be greater differences in the way different 

funds within a family vote for shareholder proposals than for management proposals. As 

there are far fewer shareholder proposals than management proposals and because of their 

greater heterogeneity we focus in this study on management proposals alone. When we do 



8 

 

include shareholder proposals as well in our analysis this has little meaningful effect on our 

results.  

 

Our aim is to understand whether being in the same business makes mutual fund companies 

vote differently on each other as opposed to how they vote on other firms. In order to 

examine whether mutual funds vote differently in the presence of conflicts of interest, we 

need a benchmark that defines what “differently” means.  Throughout this paper, we will use 

the target firm management’s voting recommendation as such a benchmark.   

 

2. Data 

Our aim is to understand how mutual fund companies (MFCs) vote when they hold stock in 

other mutual fund companies. While the target company whose proposal is being voted on is 

of course listed, the voting company could be either public or private.  Table 1 contains 

descriptive statistics on the number and size of the target mutual fund companies in our 

sample.. In addition, the table presents statistics on the public versus private mix of 

companies that invested in these target mutual fund companies in our sample.  Appendix A 

presents a list of mutual fund companies contained in our sample for each category.  Panel A 

of the Appendix shows that the total number of mutual fund companies both casting votes 

and being voted during 2004-2010 is 11.  Of the remaining 108 mutual fund companies 

casting votes but not being voted during 2004-2010 91 are private and 17 are public. 

 

[Table 1] 
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Our voting data is obtained from ISS voting analytics who collect mutual fund company 

voting data from mutual funds' form NP-X annual submissions.  Mutual funds are required by 

the SEC to file this form at the end of August of each year, which details how they voted on 

different proposals during the course of the year ending June 30th.  For each proposal, the 

form contains information on what the proposal relates to, whether it was proposed by the 

issuer or a shareholder, and details of how the fund voted.  Since funds themselves file these 

forms, observations in the ISS database are at the fund-proposal level.  Mandatory 

submission of form NP-X was phased in during 2003 but because submissions were not fully 

up and running till the end of the year, our data start in 2004 then and end in June 2010.  The 

ISS database also contains the ISS recommendation for the proposals, the number of shares 

voted for the proposal and the proposal outcome. 

 

To understand how cross holdings between mutual fund companies affect the way they vote 

on each other, we need to aggregate the ISS data to the fund family level.  We do so using the 

approach taken by both Davis and Kim (2007) and Ashraf et al. (2011), and we register the 

fund family as supporting a proposal if the majority of its funds support a particular proposal. 

Specifically, we compute the percentage support by a fund family on a given proposal by 

dividing the total number of funds within the fund family that vote for a proposal by the total 

number of funds in the family that vote on the proposal. We then create a dummy variable 

that equals one if the majority of the funds in a fund family support a proposal and zero 

otherwise. 

 

 [Table 2] 
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Table 2 presents descriptive statistics on the cross-holdings between mutual fund companies 

in our sample. Our mutual fund company holdings data are taken from the Thomson Reuters 

database that collates 13F filings. To understand how important the target company's shares 

are in the voting company's portfolio, we calculate the proportion of the investing mutual 

fund companies portfolio represented by the target mutual fund companies’ shares. We report 

this variable as “holding stake” in Table 2, and it can be seen from the table that the average 

holding stake is around a fifth of one percent.   

 

In our sample, the fraction of voting stocks held in the investing mutual fund company by the 

target mutual fund company (which we call ‘reciprocal stake’) has a median of 0.3% and is 

on average 0.65% indicating that it is right skewed.1  The dollar value of cross holdings can 

be large, and in our dataset the largest cross holding is $678 million by BlackRock in 

Franklin Resources in December 2009. Table 2 also reports ‘competitive threat’ or the 

average extent to which the target mutual fund company overlaps with the investing mutual 

fund company’s investment objectives (see Appendix B for details). 

 

[Table 3] 

Table 3, Panel A presents descriptive statistics of proposals voted by mutual fund companies. 

Between 2004 and 2010 mutual fund companies cast 8,085 votes pertaining to 407 proposals 

that were tabled by other mutual fund companies.  The proposals voted on were drawn from 

15 categories.  While a large fraction of the proposals are concerned with the election of 

                                                 

1 The Investment Company Act of 1940 Rule 12d-3 specifies that US mutual funds are prohibited from owning 
more than 5% of other investment companies, defined as firms that derive more than 15% of revenue from 
securities-related activity.  
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directors, many types are concerned with important corporate decisions such as the approval 

of merger agreements, increasing common stock and the approval of executive bonus plans.  

 

 

3. Results  

In the first part of this section we report on our investigation into how mutual fund companies 

vote on own industry firms as compared to how they vote on firms from other industries.  In 

the second part we zoom in on voting within the mutual fund industry which allows us to 

model the interactions between mutual fund companies in greater detail.  

 

To begin, we present summary statistics on how mutual fund companies voted across all 

industries, including their own.  These statistics are presented in Table 3, Panel B.  Between 

2004 and 2010, 8,085 votes were cast by mutual fund companies on other mutual fund 

companies.  Of these votes, 92.6% were cast with management.  At the same time, 

approximately 5.9 million votes were cast by mutual fund companies on firms outside their 

industry, 90.9% of these votes being with management.  Our summary statistics suggest at 

first pass that mutual fund companies vote more frequently with management in their own 

industry.  However, these results do not control for other influences on the voting decision. 

 

Our aim is to compare the intensity with which mutual fund companies vote in favor of 

management on own industry members versus on members of other industries.  We model 

the decision to vote with management using an indicator variable that equals one if a given 

mutual fund company votes in favor of management.  As the dependent variable in this 

regression is a categorical variable we take a logit regression approach.  
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Many mutual fund companies have company-level voting guidelines for each proposal type 

and therefore, in our logit regressions, we use fixed effects for voting company / proposal 

type combinations.  To control for time variation in voting behavior we also include year 

fixed effects.  

 

To determine our final sample, we use a matching approach that is based on voting company 

and proposal type.  We have 8,085 observations of mutual fund votes on other mutual fund 

companies.  For each of these votes by mutual fund company (i) on proposal type (j) on 

mutual fund company (k) we match it to a vote by the same mutual fund company (i) on the 

same proposal time type (j) but on a company that is outside the mutual fund industry and is 

closest in size to the original mutual fund company (k).  

 

To explain the decision to vote with management we use a number of independent control 

variables plus a dummy variable own industry (0,1) that equals one if the company whose 

proposal is being voted on is from the mutual fund industry as well.  As a mutual fund 

company is more likely to vote for management if ISS supports management we include a 

dummy variable ISS=management (0,1). The impact of the ISS recommendation on the way 

mutual fund companies vote may be different if the recommendation relates to own industry 

companies as opposed to other firms, as one might expect mutual fund companies to believe 

that they have a richer information set when it comes to their own industry investments  and 

therefore to pay less heed to the ISS recommendation in these cases.  We therefore interact 

ISS=management(0,1) with own industry(0,1)  to allow for this possibility. 

 



13 

 

We also include the variable holding stake which measures how much the mutual fund 

company has invested in the target.  We would expect that if the voting mutual fund company 

has a larger amount invested in the target, it is more optimistic about the future performance 

of the target and hence is more likely to agree with the actions of management.   

 

The size of the target and voting firm may have a bearing on voting behaviour.  As all target 

firms are public, we control for the size of target firms by including ln (target firm’s market 

value of assets) in the regressions.  As a substantial fraction of voting firms are private, we 

control for their scale in our regressions by including (the natural log of) the number of funds 

that are run by each voting firm as an explanatory variable in our regressions. 

 

Hong (2005) shows evidence of word-of-mouth effects among institutional money managers.  

As these word-of-mouth effects are more likely to arise if money managers are physically 

close, we include the dummy variable closeness(0,1), which is set to unity if the distance 

between the voting company and the target is less than 100 miles and to zero otherwise, in 

order to capture the fact that interaction between the target and voting firm is more likely if 

the two are geographically close.   

 

The results of our cross industry regressions are presented in Table 4.  All our standard errors 

are clustered by proposal to allow for correlation in voting behaviour between different 

mutual fund companies for a given proposal. The main variable we are interested in is own 

industry (0,1) which tells us whether mutual fund companies vote differently on own industry 

targets.  Across specifications, own industry (0,1) is significantly positive, which suggests 

that mutual fund companies are biased when it comes to voting on own industry members. 

The marginal effect of the own industry dummy on the propensity to vote with management 
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is 1.7%.  This statistic needs to be understood in light of the overall disapproval rating for 

management proposals.  Outside the fund management industry the average disapproval 

rating for management proposals is 9.5% and therefore a 1.7% reduction in disapproval for 

own industry proposals constitutes a sizeable 1.7%/9.5%=17.8% reduction in the level of 

disapproval for such proposals. 

 

As expected, mutual fund companies vote more with management when ISS and 

management agree and the marginal effect of ISS agreeing with management on the 

propensity to vote with management is 48.9%.  We also find that the influence of the ISS 

recommendation is lesser when the firm being voted on is an own industry company.  This 

corroborates our expectation that mutual fund companies might discount the ISS 

recommendation more when it comes to own industry members due to their belief that they 

know better.  Larger voting firms vote more with the management of the target which may be 

because larger voting firms are typically public and these firms may be voted against by the 

target in the future.  The marginal effect of a one standard deviation change in this variable 

on the propensity to vote with management is only 0.72% however. 

 

 

We now turn to our within-industry analysis, where we focus on the behavior of mutual fund 

companies when voting on own industry members only.  We start by discussing potential 

influences on the voting decision in this context.  First, consider the threat of retaliation. If 

the management of the target is voted against, they may retaliate by voting against the voting 

company in the future.  Alternatively as the target and the voting company both originate 

from the same sector, the target can seek to retaliate against the voting company in the 

marketplace that they both compete within.  For example the target can get back at the voting 
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company by advertising aggressively against them, by poaching their employees, by 

threatening their distributors or by starting funds in their sectors, all of which are actions that 

are undesirable for the voting company.    

 

To proxy for these retaliation possibilities in our within industry analyses, we proceed as 

follows. In the case of voting retaliation, as this is only possible if the voting company is 

public, we include a public voting company dummy.  We would expect public voting 

companies to vote more generously towards management because of the fear of future 

retaliation.  As the potential for retaliation by the target in the future is increasing in the stake 

the target has in the voting company we also include this variable in our within industry 

analysis and label it reciprocal stake.  As the threat of marketplace retaliation by the target is 

greater the closer the voting company and target company compete, we include a measure of 

the degree to which two companies compete labelled competitive threat in our analysis. 

 

“Competitive threat” captures the extent to which the target company’s fund offerings 

overlap with those of the voting company and hence pose a threat to its revenues.  For each 

Lipper sector that both voting and target MFCs have funds in, the measure involves 

calculating the product of two variables. 2  The first is the proportion of the voting  MFC’s 

                                                 

2 Our measure is inspired by the competitiveness measure used by Wang and Wahal (2011), which, for all 

stocks held by an incumbent fund, divides the sum of the entrant fund’s holdings in these stocks by the fund’s 

total holdings.  If we were to simply translate the Wahal and Wang measure into our setting, then a voted-on 

family with a large presence in just one of the objectives that the voting family has a presence in, could be 

considered a significant competitive threat to the voting family even if the importance of that objective to the 

voting family is minimal.   
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assets under management in that sector which is indicative of how important the sector is for 

the revenues of the voting MFC, and the second is the target MFC’s market share in that 

objective, which measures the threat posed by the target to the voting firm's revenues in that 

sector.  The product of these two variables is then summed across Lipper objectives to 

generate our "competitive threat" variable.3    

 

The voting company's behavior today may also be influenced by its past actions.  In 

particular, if the target was friendly towards the voting company in the past, this may be 

reciprocated by the voting company this time around.  To allow for this possibility, we 

include the variable friendly target in our regressions which captures the percentage of the 

time that the target voted with the management of the voting company in the last voting 

season.  When considering how same industry companies vote on each other there are also 

two additional influences on their voting behaviour that stem from these companies being 

similar entities.  First, they share common information.  Second, they have common interests.  

To capture the degree to which mutual fund companies have common information in our 

analysis, we measure how frequently they vote together on third parties (common 

information).  We measure common interest when it comes to a given proposal by measuring 

whether today's voting company tabled a similar proposal last period.  For our within industry 

analysis we not only include our retaliation related variables but we also add to these 

                                                 

3As a numerical example,  if the voting company has 5% of its assets in sector one, 15% of its assets in sector 2, 

and 80% of its assets in sector three and the target has a market share in sector one, two and three of 3%, 5%, 

and 10% respectively then the competitive threat posed to the voting company by the target being voted on is 

equal to (for sector one) 0.05x0.03+ (for sector two) 0.15x0.05+ (for sector three) 0.8x 0.1= 0.089.   
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variables the same variables that we used to explain voting behaviour in the cross industry 

analysis. 

 

We first run our regressions for the full sample where both public and private voting firms 

vote on own industry targets.  We then run our within industry regressions using public 

voting firms only.   

 

[Table 5] 

The results of our regressions using the full sample of all voting firms are presented in the 

first three columns of Table 5.  The first thing to note is that public voting firm is positive and 

significant, which suggests that the threat of voting retaliation leads to the voting company 

voting more sympathetically with the management of the target. The marginal effect of the 

public voting firm dummy is a change in the probability of voting for management of 

14.45%. This suggests that the threat of being voted against as a substantial effect on the 

propensity to vote with management. 

 

Apart from retaliation via voting, the possibility of retaliation in the marketplace also appears 

to be a determinant of voting behaviour, as competitive threat is highly significant across 

specifications.   This supports the notion that mutual fund companies are less likely to vote 

against the management of closer competitors out of concern about the potential damage 

these competitors inflict in return.  While competitive threat is statistically significant its 

economic impact is small for the full sample and the marginal effect of a one standard 

deviation change in competitive threat on the probability of voting and management is only 

0.36%. For the own industry sample the impact of ISS agreeing with management on the 

propensity to vote has a marginal effect for this sample of 22.16%.   The marginal effect of 
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ISS recommendations within industry is therefore less than half of the marginal effect across 

all industries.  This is consistent with our hypothesis that ISS recommendations are given less 

weight when they concern own industry members.  

 

Certain variables namely friendly target, reciprocal stake and common interest can only be 

included if the firm doing the voting this period is public and therefore can be voted on.   

The results of our regressions including these additional variables where we include only 

those votes where the voting firm is public are presented in the last three columns of Table 5. 

 

They show that for this sample, competitive threat has an economically much more 

substantial role to play and its marginal effect on the probability to vote with management is 

8.58%.  Friendly target has an economically important role to play and has a marginal effect 

on the probability to vote with management of 11.12%. 

 

While common interest and common information are plausible influences on voting behavior, 

it turns out that they do not have a significant effect, perhaps due to limited sample size.  

Overall, our within industry analysis suggests that the threat of voting or marketplace 

retaliation by other industry members has a significant influence on how mutual fund 

companies vote.   

 

4.  Extending our analyses to banks and insurers 
 

We have used data on mutual fund voting to test whether there is evidence of conflicts of 

interest in the way mutual fund companies vote on corporate proposals.  Our results show that 

mutual fund companies vote more sympathetically towards other mutual fund companies.  
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This tells us that these companies may be unable to provide effective corporate governance 

especially when it comes to governance over their own industry members.  If the governance 

of mutual fund companies is compromised by the fact that much of their equity is held by 

industry peers, is a similar concern warranted in the case of banks and insurers?  

 

Although data on how these other types of financial institutions vote is unavailable, we have 

three pieces of information that allow us to shed light on whether the self-governance for the 

financial industry as a whole is compromised.  First, for each proposal, we know the 

proportion of votes that support management.  Second, we know if the target is a financial 

company or not, and specifically, whether it is a bank, insurer or an investment manager.  

Third, we can calculate what proportion of the target is held by banks, insurers and 

investment managers.  This data is available from the 13F holdings database.  

 

With this information, we run the following regression across all the proposals in our sample 

Proportion of votes in favour of management of stock i =  

intercept +b1proportion_banks (i)  

+ b2proportion_insurers(i) + b3proportion_investment_managers(i) 

+ c1dummy bank(i) + d1dummy_bank(i) *proportion_banks(i)   

+c2dummy insurer(i)  + d2dummy_insurer(i) *proportion_insurers(i)  

+c3dummy investment manager (i)  

+ d3dummy_investment manager(i) *proportion_investment managers 

 

where proportion_banks(i), proportion_insurers(i) and proportion_investment managers(i)  

are the proportions of shares of security (i) that are held by banks, insurers and investment 

managers respectively.  Dummy bank (i), dummy insurer (i) and dummy investment manager 
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(i) are dummy variables that are one if the target company is a bank, insurer and investment 

management firm, respectively.  The coefficient d1 in this regression tells us whether the 

proportion of stock (i) held by banks affects the propensity to vote with management 

differently if the target is a bank as opposed to any other. The coefficients d2 and d3 capture 

whether insurers vote differently on insurer stocks and investment management companies 

vote differently on investment management stocks, respectively.  

 

To the regression we add a number of control variables including the size of the target 

company being voted on, the industry adjusted return of the target in the previous 12 months, 

the adjusted q-ratio of the target, and a dummy variable if the target is from New York City 

as many mutual fund companies in our sample are from the New York City area.  We also 

include time fixed effects.  The results of our regression are presented in Table 6.   

 

[Table 6] 

 

Coefficient d1 corresponding to banks and the coefficient d3 corresponding to investment 

managers are both positive and significant.  These coefficients tell us that it is not only 

mutual fund companies that are biased towards their own industry members when it comes to 

voting: in fact, banks are just like mutual fund companies as they vote more with the 

management of companies if they are from the same industry as themselves.  These results 

together with the results from the prior section on mutual fund companies tell us that banks 

and investment management companies face own industry bias when it comes to voting on 

their own kind.   As these companies hold a large fraction of US equity, own industry bias 

may have a substantial detrimental effect on the corporate governance of US financial stocks. 
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5. Conclusion 
 

The recent financial crisis has been blamed in part on the poor governance of the finance 

industry.  The main owners of financial company stocks are other financial institutions 

which, collectively, makes them responsible for their own governance.  Are financial firms 

able to perform this self-governance function in accordance with their fiduciary duty or are 

they swayed by their self interests?  This is the question that we seek to address in this paper.  

As shareholder voting is an important part of the governance process and voting is not 

observable for other types of financial institution, we use the testing ground of mutual fund 

voting to do so. 

 

When we compare how mutual fund companies vote on other mutual fund companies with 

how they vote on firms from outside their own industry we find evidence that they vote more 

in favor of own industry members.  To understand why this is the case we focus on what 

determines how mutual fund companies vote on each other and we find that fear of retaliation 

either in the form of being voted against or being competed against in the future have an 

important bearing on how these companies vote.  To generalise our findings, we then 

examine whether other financial companies apart from mutual fund companies also vote 

more favorably when it comes to their own industry members and find evidence that banks 

also favor their own industry members.  Overall our results suggest that there may be 

limitations in the finance industry’s ability to govern itself.   

 

In spite of intense interest in decision-making within the financial sector, we are not aware of 

other research into the role of what amounts to the sector’s self-governance.  The present 

paper is a first step in this regard.  While we focus on shareholder voting, governance can of 
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course be exercised through a variety of formal and informal channels. We believe that 

financial firms’ uniqueness in that their shares are largely in the hands of peer firms is an 

intriguing and important point of departure for understanding financial firms’ governance. 
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Appendix A: List of target and investing MFCs in the sample 

 
In order to obtain a historical set of listed U.S. companies involved in asset management and related activities, 
we interrogate the Compustat segment database going back to 1978 for the following primary NAICS codes: 
523110, 523120, 523920, 523930, 525910, or 525990. We then use the business segment names (SNAME field) 
to identify segments corresponding, as purely as possible, to asset management.  After examining the data, we 
settled on the following algorithm. A segment is deemed to be in the asset management business if its name  

 includes the text ‘fund’ or ‘institutional invest’; or 
 includes the text ‘manage’, ‘mangement’ (sic), ‘mgmt’, or ‘mgt’ together with the text ‘asset’, ‘invest’, 

‘invt’, ‘ivest’ (sic), or ‘money’; or 
 includes the text ‘invest’ and ‘advi’; and 
 does not include the text ‘acquisition’, ‘alternative’, ‘broker’, ‘consolidation’, ‘economic’, 

‘elimination’, ‘hedge’, ‘lending’, ‘mortgage’, ‘private equity’, ‘securities’, ‘wealth’. 
We then calculate the proportion of aggregate net sales (after excluding any segments with negative net sales) 
that are due to segments meeting the criteria above. If the proportion averages more than 0.7 over two 
consecutive years, the following year the firm enters our sample.   
 
 
Panel A: List of target MFCs in the sample 
 
BlackRock, Inc. 
Calamos Asset Management, Inc. 
Cohen & Steers, Inc. 
Epoch Holding Corporation 

Franklin Resources, Inc. 
Janus Capital Group Inc. 
Legg Mason, Inc. 
Neuberger Berman Inc. 

T. Rowe Price Group, Inc. 
Virtus Investment Partners, Inc. 
Waddell & Reed Financial, Inc. 

 
 
Panel B: List of investing MFCs in the sample 
 
AIM Management Group, Inc. 
Allianz Funds 
American Century Investment Management 
Artisan Partners LP 
BAMCO, Inc. 
BB&T Asset Management, Inc. 
BNY Investment Advisors 
BlackRock, Inc. 
Bridges Investment Management 
Bridgeway Capital Management 
Burnham Asset Management Corp 
Calamos Asset Management, Inc. 
Century Capital Management, LLC 
Charles Schwab Investment Management 
Claymore Advisors, LLC 
Cohen & Steers, Inc 
Dalton, Greiner, Hartman, Maher & Co. 
Davis Advisers 
Dimensional Fund Advisors, Inc 
Eaton Vance Management, Inc. 
Evergreen Investment Management 
F.L. Putnam Investment Management 
Fenimore Asset Management, Inc 
Fidelity Management  
Fiduciary Asset Management, LLC 
Fifth Third Asset Management, 
Franklin Resources, Inc. 
Fred Alger Management, Inc. 
Gardner Lewis Asset Management 
Gartmore Funds 
Grantham, Mayo, Van Otterloo  
HSBC Asset Management  
Harbor Funds 
ING Investment Management Co 
IXIS Asset Management 
Intrepid Capital Management Inc 

JPMorgan Asset Management, Inc 
Janus Capital Group Inc. 
Jennison Associates LLC 
Jensen Investment Management 
John Hancock Funds, LLC 
Keeley Asset Management Corp 
Kinetics Asset Management, Inc 
Kirr, Marbach & Company, LLC 
Legg Mason, Inc 
Loomis, Sayles & Co. LP 
Lord Abbett & Co. LLC 
Managers Investment Group LLC 
Mason Street Advisors, LLC 
Massachusetts Financial Services 
Meeder Asset Management, Inc. 
Munder Capital Management 
Mutual of America Capital Management 
Nationwide Fund Advisors 
Natixis Asset Management Advisors 
Navellier & Associates, Inc 
Neuberger Berman Inc 
Nicholas Company, Inc. 
Northeast Management & Researcch 
Northern Trust Global Investment 
Old Mutual Funds 
Olstein Capital Management 
OppenheimerFunds, Inc. 
Optique Capital Management, In 
Pacific Heights Asset Management 
Pax World Management Corp 
Phoenix Investment Partners, LLC 
Pioneer Investments 
PowerShares Capital Management 
ProFund Advisors LLC 
ProShare Advisors LLC 
Profit Investment Management 

Prospector Partners Asset Management 
Putnam Investment Management 
Quantitative Management Associates 
Rafferty Asset Management, LLC 
Reynolds Capital Management 
RiverSource Investments LLC 
Robert W. Baird & Co. Inc 
Rochdale Investment Management 
Rodney Square Management Corp 
Roxbury Capital Management, LLC 
Royce & Associates LLC 
Russell Investment Group 
Rydex Investments 
Schroder Investment Management 
Sit Investment Associates, Inc 
State Street Global Advisors 
Summit Investment Partners, Inc 
T. Rowe Price Group, Inc. 
TCW Asset Management Co. 
TFS Capital LLC 
TIAA-CREF Asset Management LLC 
Thornburg Investment Management 
Thrivent Investment Management 
UBS Global Asset Management 
USAA Funds 
VTL Associates, LLC 
Value Line, Inc. 
Vanguard Group, Inc. 
Voyageur Asset Management Inc 
WM Funds 
Wasatch Advisors 
Wells Capital Management, Inc. 
Wells Fargo Funds Management 
William Blair Capital Manageme 
Wilshire Associates Inc 
Wintergreen Advisers, LLC 
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Table 1   
Descriptive statistics of investing and target mutual fund companies  
 
This table reports the summary statistics of listed mutual fund companies (MFCs) being voted during 
2004-2010 and those of investing MFCs that cast votes during the same period. We use voting data 
from the Institutional Shareholder Services (ISS). Market cap is the common share price multiplied by 
total number of shares outstanding at the end of the fiscal year from Compustat. The statistics are 
averaged across voting years. 
   
 Investing MFCs  Target MFCs
 Public Private  Public 
     

Number of companies 17 91  11 
Market capitalization (US$ billion)     
     Mean 23.83   17.34 
     Median 11.85   18.50 
Number of funds     
     Mean 9.74 5.81  10.43 
     Median 8 4  9 
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Table 2  
Descriptive statistics of stakes and competitive threat between investing and target MFCs 
 
This table reports the summary statistics of stakes and competitive threat between investing and target 
MFCs. We obtain holding data of listed mutual fund companies (MFCs) from the 13F database. 
Competitive threat captures the extent to which the target MFC overlaps with the voting MFC across 
mutual fund objectives, using the Lipper classification. To calculate this variable, we multiply the 
proportion of the investing MFC’s TNA in a given objective by the target MFC’s market share in that 
objective, and sum across objectives that the investing MFC has funds in. Distance is the number of 
miles between headquarters of the voting MFC and target MFC. Holding stake is the percentage of the 
value of the investing MFC’s portfolio represented by the target MFC’s shares. Reciprocal stake is the 
percentage of sole voting authority shares (out of the total number of shares outstanding) of the 
investing MFC held by the target MFC. 
 
 Mean Q1 Median Q3
  
Competitive threat 0.0204 0.0064 0.0154 0.0284
  
Distance (‘000 miles) 1.1151 0.3267 0.8649 1.8554
  
Holding stake (%) 0.1907 0.0128 0.0480 0.1452
  
Reciprocal stake (%) 0.6513 0.0442 0.2991 0.6881
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Table 3 
Descriptive statistics of proposals voted by mutual fund companies  
 
This table reports the summary statistics of votes by both public and private mutual fund companies 
whose funds cast votes during 2004-2010. We report the summary statistics of all votes cast by 
mutual fund companies on proposals at portfolio firms in the mutual fund industry versus portfolio 
firms outside the mutual fund industry. We aggregate votes by funds within a family using the method 
in Davis and Kim (2007) and Ashraf, Jayaraman, and Ryan (2011). We compute the percentage 
support by a fund family on a given proposal by dividing the total number of funds within the fund 
family that vote for a proposal by the total number of funds in the family that vote on the proposal. 
We then create a dummy variable that equals one if the majority of the funds in a fund family support 
a proposal (vote with management) and zero otherwise.  
  
 
Panel A: Proposals voted at MFCs 
 
Proposal 
type 

Description Number of 
proposals 

Number of 
votes

M0101 Ratify Auditors 42 823
M0125 Other Business 5 122
M0126 Amend Articles/Bylaws/Charter-Non-Routine 4 45
M0201 Elect Director 320 6563
M0304 Increase Authorized Common Stock 2 46
M0306 Increase Authorized Preferred and Common Stock 2 22
M0405 Approve Merger Agreement 2 13
M0512 Amend Qualified Employee Stock Purchase Plan 1 27
M0522 Approve Omnibus Stock Plan 4 36
M0524 Amend Omnibus Stock Plan 10 112
M0526 Amend Non-Employee Director Stock Option Plan 1 10
M0535 Approve/Amend Executive Incentive Bonus Plan 10 187
M0548 Approve Repricing of Options 1 9
M0598 Approve Non-Employee Director Omnibus Stock Plan 2 59
M0605 Adopt/Increase Supermajority Vote Requirement for Amendment 1 11
   
 Total 407 8085
 
Panel B: Vote outcome 
 
 2004 2005 2006 2007 2008 2009 2010 All 
Mutual fund industry     
Number of proposals voted 48 56 59 56 66 61 61 407 
% of proposals passed 93.62 98.21 83.05 98.21 98.49 98.36 98.36 95.33 
Other industries     
Number of proposals voted 22230 19984 20346 20124 20140 19885 17946 140655 
% of proposals passed 78.22 88.61 90.65 84.39 87.61 95.67 96.48 88.52 
     
Mutual fund industry     
Number of votes  386 520 1281 1403 1543 1562 1390 8085 
% of votes cast with mgmt  89.06 88.46 86.96 92.87 95.20 96.80 92.30 92.58 
Other industries     
Number of votes  392781 428025 989622 1035208 1083311 1227229 769203 5925379 
% of votes cast with mgmt  89.52 91.02 91.27 91.83 92.51 88.78 90.57 90.85 
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Table 4 
The probability of voting with target management’s recommendation across industries 
 
In this table, we run logistic regressions modeling the probability of investing MFCs voting with target 
company’s management recommendations during 2004-2010. The sample includes all mutual fund industry 
votes and a matched sample of non mutual fund industry votes. We select the matched votes cast from the same 
voting company, in the same voting season, on the same proposal type, and on the target company from other 
industries that has the closest size to that of the target mutual fund company. The dependent variable is one if 
the majority of funds within a family vote with the target management recommendation. Own industry (0,1) 
equals one if the company being voted on (the target company) is in the mutual fund industry. Closeness (0,1) 
equals one if the distance between headquarters of the voting MFC and target MFC is less than 100 miles. 
Holding stake is the percentage of the value of the investing MFC’s portfolio represented by the target MFC’s 
shares. Other variables are self-explanatory or defined elsewhere. All regressions control for (investing MFC × 
proposal type), industry and year fixed effects. We cluster standard errors by proposal, industry and year and 
report p-values in parentheses. The symbols *, **, and *** denote statistical significance at the 10%, 5%, and 1% 
levels, respectively. 
 

Model 1 Model 2 Model 3 Model 4 
Intercept 4.5665*** 4.9116*** -1.8613 -1.8870 

(0.0001) (0.0001) (1.0000) (1.0000) 
Own industry (0,1) 0.2615*** 0.2292*** 0.4872** 0.4803** 

(0.0008) (0.0038) (0.0152) (0.0165) 
ISS’s rec same as management’s (0,1) x Own industry (0,1)  -0.6957*** -0.6783*** 

(0.0026) (0.0032) 
ISS’s rec same as management’s (0,1) 3.6834*** 3.6738*** 

(0.0001) (0.0001) 
Closeness (0,1)  -0.1601 

 (0.2960) 
Holding stake  0.1751 
    (0.2300) 
ln(Voting firm’s number of funds) 0.3121*** 0.2500*** 0.2344*** 

(0.0001) (0.0002) (0.0008) 
Target firm’s prior year industry adjusted return 0.0376 0.0024 0.0022 

(0.2241) (0.9099) (0.9166) 
ln(Target firm’s market value of assets) -0.0578** -0.0599** 0.0409 0.0426 

(0.0150) (0.0121) (0.1243) (0.1118) 
N 16170 16170 16170 16170 
Pseudo R2 0.3700 0.3729 0.4099 0.4054 
Pr>χ2  0.0001 0.0001 0.0001 0.0001 
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Table 5 
The probability of voting with target management’s recommendation within the mutual fund industry 
 
In this table, we run logistic regressions modeling the probability of investing MFCs voting with target MFC 
management recommendations during 2004-2010. The dependent variable is one if the majority of funds within 
a family vote with the target MFC management recommendation. Competitive threat captures the extent to 
which the target MFC overlaps with the voting MFC across mutual fund objectives, using the Lipper 
classification. To calculate this variable, we multiply the proportion of the investing MFC’s TNA in a given 
objective by the target MFC’s market share in that objective, and sum across objectives that the investing MFC 
has funds in. Closeness (0,1) equals one if the distance between headquarters of the voting MFC and target MFC 
is less than 100 miles. Public voting firm (0,1) equals one if the voting firm is publicly traded. Collusion is the 
proportion of time that the target company votes with management recommendation of the voting company in 
the last voting season. Reciprocal stake is the percentage of sole voting authority shares (out of the total number 
of shares outstanding) of the investing MFC held by the target MFC. Common interest (0,1) equals one if the 
voting company proposes the same proposal in the last voting season. Holding stake is the percentage of the 
value of the investing MFC’s portfolio represented by the target MFC’s shares. Common information is the 
proportion of times target and voting companies agree when voting on a third party in the past three years. Other 
variables are self-explanatory or defined elsewhere. All regressions control for (investing MFC × proposal type) 
and year fixed effects. We cluster standard errors by proposal and year and report p-values in parentheses. The 
symbols *, **, and *** denote statistical significance at the 10%, 5%, and 1% levels, respectively. 
 

Votes by all voting firms Votes by public voting firms 
Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 

Intercept -2.3171*** 1.0166** -2.4170*** 9.5182*** 12.3785 16.0814 
(0.0001) (0.0226) (0.0001) (0.0001) (0.6265) (0.7987) 

Public voting firm (0,1) 18.1955*** 18.1008***    
(0.0001) (0.0001)    

Competitive threat 20.4450*** 20.1224*** 31.3172*** 31.1668** 31.1668**

(0.0008) (0.0003) (0.0080) (0.0192) (0.0192) 
Closeness (0,1) 0.0877 7.9447*** 8.3474*** 6.4641***

(0.6913) (0.0001) (0.0001) (0.0001) 
Holding stake 0.1691 0.0389 0.0534 -3.9898 -3.4309 -3.4309 

(0.7324) (0.9361) (0.9069) (0.3458) (0.4359) (0.4361) 
Common information 0.6140*** 0.5473** 0.5111*** -2.8493 -3.8181 -3.8181 

(0.0018) (0.0111) (0.0089) (0.2350) (0.1471) (0.1471) 
ln(Voting firm’s number of funds) 0.1540 0.1885 0.1538 0.8232 0.7942 0.7942 

(0.2137) (0.1582) (0.1905) (0.3181) (0.3351) (0.3353) 
Target firm’s prior year return 0.0241 0.0114 0.0120 0.0587 0.0840 0.0840 

(0.4873) (0.7625) (0.7331) (0.7589) (0.6616) (0.6615) 
ln(Target firm’s market value of assets) 0.0029 0.0019 0.0032 -3.0625 -2.5608 -2.5608 

(0.3959) (0.6156) (0.3415) (0.3557) (0.4502) (0.4503) 
ISS’s recommendation same as management’s 
(0,1) 

3.6983*** 4.0385*** 3.6175*** 7.2091*** 7.3770*** 7.3770***

(0.0001) (0.0001) (0.0001) (0.0047) (0.0041) (0.0041) 
Collusion 3.4468** 3.7948** 3.7948**

(0.0113) (0.0324) (0.0325) 
Reciprocal stake -68.8420 -68.8429 

(0.3200) (0.3199) 
Common interest (0,1) -6.4650* 

(0.0952) 
N 8085 8085 8085 1247 1247 1247 
Pseudo R2 0.6157 0.6373 0.6317 0.8037 0.8047 0.8047 
Pr>χ2  0.0001 0.0001 0.0001 0.0001 0.0001 0.0001 
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Table 6: Extending our analysis to banks and insurers  
In this regression we take all the proposals in our sample and regress the proportion of votes in favour 
of management for each stock being voted on the following variables: (i). Financial sector holding 
proportions – the proportion of banks, proportion of insurers and the proportion of investment 
managers that hold the stock.(ii). Sector dummies-dummy variables that indicate whether the stock 
concerned is an insurer, bank or investment manager. (iii). Interactions between our sector dummies 
and financial sector holding proportions. 
 
 
 
 
 
 
 

     

Intercept 
0.0747 

(<.0001)*** 

Proportion banks 
-0.2505 

(<.0001)*** 

Proportion banks*Dummy bank 
0.1370 

(0.0053)*** 

Proportion insurers 
-0.0627 

(0.4404) 

Dummy insurers 
0.0103 

(0.0008)*** 

Proportion insurers*Dummy 
insurer 

0.0984 

(0.2447) 

Proportion investment managers 
0.0285 

(<.0001)*** 

Dummy investment managers 
0.0006 

(0.842) 

Proportion investment managers* 
0.0264 

Dummy investment managers 
(0.014)*** 

Control variables yes 

Fixed effects yes 

R squared 0.7964 

N 135854 
 

 

 

 

 

 


