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Abstract

We document substantial discretionary participation in corporate voting: 26% in the US
and 7% internationally. Lower participation by freeriders (majority-preference shareholders)
than underdogs (minority-preference shareholders) can distort outcomes. A rational choice
model, where participation depends on pivotal probabilities, costs, and benefits, illustrates
these effects. Using structural estimation, we recover unobservable shareholder preferences
and find that 10% of US and 11% of international nonroutine proposals favor the minority.
Moreover, our model shows that reducing voting costs does not always improve representa-
tiveness. Counterfactual analysis illustrates this nonmonotonic relationship: lowering costs
decreases misrepresentation in board proposals but increases it in takeover defense proposals.

Keywords: voting participation; corporate governance; shareholder proposals; shareholder

democracy; structural estimation

1 Introduction

Corporate voting helps ensure managerial accountability, aligns governance with shareholder

I For aggregating preferences in voting, majority rule is

interests and influences firm actions.
widely considered the most efficient method. However, its efficacy hinges on full participation,
which accurately conveys the preferences of the majority. This is not the case in reality, where
not all shareholders vote, with average participation rates of 72% among all shareholders and

only 26% among shareholders in the United States that are not insiders or mutual funds.
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Low participation rates raise concerns about the representativeness of corporate governance
decisions and their broader implications for capital markets, including investor confidence and
firms’ ability to raise capital. Because shareholders’ participation decisions depend on the per-
ceived costs and benefits of voting (Brav et al., 2022; Hafeez et al., 2022), regulators have sought
to overcome the low participation by lowering voting costs or increasing voting benefits. His-
torical examples for policy attempts are one-person-one-vote systems, voting caps, and policies
favoring smaller shareholders (Dunlavy, 2006; Hirst, 2017; Haan, 2022). More recent efforts
have focused on improving accessibility, for example via electronic voting. While insights from
political elections suggest that reducing voting costs can increase turnout (Merlo and Palfrey,
2018), participation rates among certain shareholder groups remain persistently low. This raises
doubts about the effectiveness of these policies and highlights gaps in the understanding of cor-
porate voter turnout (Nili and Kastiel, 2016; Hirst, 2017; Griffin, 2019; Ricci and Sautter, 2022).
Indeed, studying voting representation and assessing the impact of interventions is inherently
challenging, as shareholder preferences are unobservable.

We structurally estimate a model of corporate voting to study how heterogeneity in share-
holder preferences and strategic selection into voting affects voting outcomes relative to a full
participation benchmark. A key feature of corporate voting is ownership heterogeneity, where
voting power varies across shareholders: large shareholders hold more significant stakes than do
dispersed shareholders. We incorporate this feature by categorizing shareholders into regular
and discretionary voters. Regular voters include insiders, blockholders, family voting trusts, or
investment funds that are legally required to vote, and their votes are typically disclosed. Dis-
cretionary voters, on the other hand, include hedge funds, private wealth managers, and retail
investors, who choose whether to vote. Unlike regular voters, their preferences are unobservable,
due to the absence of polls akin to those used in political elections, and trading can introduce
additional noise. Our model captures both ownership heterogeneity and the observability of
regular voter preferences, enabling the analysis of corporate voting outcomes.

The model highlights two opposing forces in corporate voting: the freerider effect, where
discretionary voters supporting the majority abstain, relying on regular voters to secure their
preferred outcome, and the underdog effect, where minority-side discretionary voters participate
more actively to compensate for their disadvantage. These effects arise due to ownership het-
erogeneity and have important implications for representativeness.? Our main theoretical result
is that reducing the cost of voting has a nonmonotonic effect on representativeness. When costs
are high (or the benefit-to-cost ratio is low), majority-side discretionary voters (freeriders) are
more likely to abstain than minority-side discretionary voters (underdogs), leading to systematic
misrepresentation. Initially, lowering voting costs worsens this distortion by disproportionately
mobilizing underdogs, pushing outcomes further from the full participation benchmark. How-
ever, once costs fall below a critical threshold, freeriders also begin to vote, restoring alignment
between voting outcomes and the preferences of the overall shareholder base.

The model builds on the rational-choice framework (Riker and Ordeshook, 1968), where par-
ticipation depends on the probability of being pivotal, the cost of voting, and the benefit of a

2In political elections, where all voters are discretionary, the underdog effect describes the higher participation
rate of supporters of the less popular option, while the freerider effect captures the tendency of voters supporting
the favorite to abstain (see Palfrey and Rosenthal (1983)).



preferred outcome. Specifically, we extend the political elections model of Myatt (2015), which
derives closed-form pivotal probabilities under heterogeneous preferences, by incorporating reg-
ular voters—a central feature of corporate settings. We show that full freeriding occurs only
in the presence of regular voters. This is precisely where misrepresentation, in the corporate
setting, does not monotonically decrease with the benefit-to-cost ratio. These insights guide our
empirical approach, where we test the model’s predictions using shareholder voting data across
different proposal types, industries, and countries.

We solve the model with the aim of estimating the preferences of discretionary voters—both
freeriders and underdogs—using data on shareholder proposals. The participation rates and
equilibrium regions are available in closed form, ensuring that estimation remains computation-
ally robust. In our empirical analysis, we use voting data from ISS Voting Results. Our primary
dataset consists of 70,877 proposals voted on in US firms from 2003 to 2020, complemented by
189,455 proposals from non-US firms from 2013 to 2020. Average voting participation in our
sample was 72% for US proposals (similar to Brav et al. (2022) and Nili and Kastiel (2016))
and 40% outside the United States. To proxy for regular voters, we use insiders as well as
investment funds, which in most jurisdictions have a fiduciary duty to vote. Excluding regular
voters, discretionary participation rates were 26% in the United States and 7% internationally.

We then use our model to assess whether voting outcomes reflect the majority preference of
the shareholder base. Specifically, we introduce the likelihood of a minority win as an empir-
ical measure of representativeness, capturing how both regular and discretionary shareholders
can influence corporate decisions through voting.®> In our U.S. sample, we find that strategic
selection into voting results in a 10% probability that the final outcome reflects the minority pref-
erence. This probability varies for subsamples: it is highest for management proposals related
to voting (20%) and lowest for shareholder proposals on takeover defenses (7%); industry-wise,
it is highest for services (21%) and lowest in agriculture (5%). Over time, the likelihood of
misrepresentation has increased. Outside the United States, representativeness issues are most
pronounced in Japan, where the probability of a minority win reaches 27% and least in Brazil,
Russia, and China (4%). On average, the likelihood of an unrepresentative outcome is 11%
outside the United States. These findings highlight the utility of our model, which allows us
to disentangle whether disparities arise from differences in voting costs and benefits or from
the composition of the shareholder base. Low participation rates outside the United States are
largely driven by full freeriding, where majority-side discretionary voters abstain, occurring in
72% of sample proposals. Even within the United States, full freeriding is prevalent, appearing in
63% of proposals. In this equilibrium, discretionary majority voters (freeriders) abstain, and in-
creasing the benefits (or decreasing the costs) of voting paradoxically reduces representativeness
by further mobilizing minority voters without inducing freeriders to participate. Conversely,
in 11% of the sample, discretionary minority voters (underdogs) turn out fully, even though
their probability of swinging the vote remains low. This represents a full underdog effect, where

these voters participate disproportionately relative to their chances of influencing the outcome.

30ur empirical setup allows for more nuanced measures of the tension between insiders and dispersed share-
holders, such as the difference in preferences between these groups or the likelihood that the majority of dispersed
shareholders prevails. However, here, we focus on the broader measure of whether the outcome reflects the
majority of the entire shareholder base.



Notably, the standard equilibrium observed in political elections—where both sides participate
partially—occurs in only 32% of U.S. proposals, underscoring the distinctiveness of corporate
voting.

In the corporate setting, our findings suggest that reducing voting costs may increase turnout
but does not necessarily enhance representativeness. Identifying the equilibrium is therefore
crucial for predicting outcomes and evaluating interventions—whether campaigns to reduce un-
certainty about discretionary voter preferences (Lee and Souther, 2020), platforms like Moxy
that lower voting costs, or regulatory reforms affecting voting costs and benefits (e.g., the EU
Shareholder Rights Directive Pinto (2009)).

To inform such decisions, we conduct a counterfactual analysis by varying the benefit-to-
cost ratio per share and calculating the resulting probability of misrepresentation. Consistent
with our model, we find a nonmonotonic relationship: for instance, increasing the benefit (or
reducing the cost) decreases misrepresentation in shareholder board proposals but increases it
in shareholder takeover defense proposals. Internationally, we show that lowering voting costs
(or increasing benefits) in the European Union can reduce misrepresentation—a stated aim of
the Shareholder Rights Directive II—whereas in the United States, changes in voting costs or
benefits have minimal impact on representativeness.

Our structural estimation has both advantages and limitations. The primary advantage is
that it provides a framework to interpret corporate voting outcomes by disentangling the role
of preferences (popularity of a proposal) from perceived benefits (importance of winning). This
distinction allows the model to explain cases where an important proposal receives low turnout
due to consensus, while a low-stakes proposal may attract high participation due to disagreement.
Using this framework, we estimate both unobservable preferences and the benefit-to-cost ratio
per share, offering insight into voting patterns.

The key limitation of our approach is its reliance on a specific theoretical model, with its
attendant assumptions. Two are particularly important. First, we assume preference het-
erogeneity (private values) drives participation rather than information heterogeneity (private
information). If voting aggregates dispersed private information (Feddersen and Pesendorfer,
1996), our model may not fully capture that. However, we show that our results hold across
subsamples where information aggregation is more likely to matter, such as early versus late-
season meetings. Second, we assume discretionary voters face the same positive voting cost. To
test this, we extend the model to allow idiosyncratic cost to vary within an unobserved range.
This extension lacks a closed-form solution, inhibiting numerical estimation, and the resulting
estimation error favors our baseline specification. Moreover, our baseline model outperforms
reduced-form OLS approaches in both in- and out-of-sample prediction.

While our model considers a corporate setting, it can also extend to political elections,
particularly in contexts with regular voters—those with negative voting costs due to factors
like civic duty (Manning and Edwards, 2014; Coate and Conlin, 2004; Feddersen and Sandroni,
2006) or mandate-driven behavior (Faravelli et al., 2015). These voters participate regardless
of their pivotal probability or the benefits of their preferred outcome winning. Moreover, their
preferences can often be inferred from external sources, such as party donations or electoral

registers in the United States. Exploring how our framework can apply to political elections,



where regular voters with identifiable preferences play a crucial role, is a promising direction for

future research.

Literature. Our paper contributes to several strands of literature. First, we contribute to
the theoretical literature on corporate voting (for an overview, see Malenko (2023)). Most
of this literature focuses on the aggregation of dispersed private information in a framework
with a common value (i.e., heterogeneous information and homogeneous preferences) and no
differences in the ownership structure (Maug and Yilmaz, 2002; Maug and Rydqvist, 2009;
Bond and Eraslan, 2010; Levit and Malenko, 2011). The aforementioned papers do not allow
for voter abstentions and hence are not apt for a study of voting participation.

Two theoretical papers relate closely to ours. Bar-Isaac and Shapiro (2020) assume hetero-
geneous information and homogeneous preferences but also consider differences in the ownership
structure (i.e., blockholders and dispersed shareholders) and allow for abstention. They show
that blockholders may abstain to assist the aggregation of information. Hence, their paper
has normative implications for current US regulation, which requires blockholders (i.e., regular
voters in our terminology) to vote all their shares.

In a departure from the literature, Levit et al. (2024) introduce heterogeneous preferences
to study the interplay between trading and voting, showing that then, the firm’s stock price
may not fully reflect shareholders’ welfare. An important result is that heterogeneous or private
values can influence stock prices, depending on the preferences of the marginal post-voting trader
relative to those of the marginal voter (Levit et al., 2024, Section 7.3). However, their model
neither incorporates abstention in the voting game nor accounts for differences in ownership
structure. Our contribution is to develop a model where both heterogeneous preferences and
the ownership structure shape voting. While we do not explicitly model trading after the vote,
we assume that its expected impact is common knowledge and affects the participation decision.
Similarly, trading before the vote are incorporated if observable (e.g., via 13D or 13F filings).
Any unobservable trading adds to the aggregate uncertainty over the preferences of discretionary
voters, further justifying its role in our framework.*

Second, we contribute to the literature on voting participation in political elections. The-
oretical models of voter turnout in these elections (Downs, 1957; Riker and Ordeshook, 1968)
conceptualize voting as a cost-benefit decision. One of the main paradigms is pivotal voting
models (Palfrey and Rosenthal, 1983, 1985). These models explain turnout through the proba-
bility of being decisive but must confront the turnout paradox, as costly participation and low
pivotal probabilities predict near zero turnout in large electorates. Introducing aggregate un-
certainty about aggregate representation(Krishna and Morgan, 2012; Evren, 2012; Myatt, 2015)
resolves. Our work is primarily based on the framework in Myatt (2015), extending it to the
corporate setting by incorporating ownership heterogeneity, which leads to richer and more re-

alistic equilibria. This shows that aggregate uncertainty sustains turnout while accounting for

4For related instances of the voting and trading literature, see studies on the separation of cash flow and voting
rights (Brav and Mathews, 2011; Zachariadis and Olaru, 2017), on how uninformed shareholders prefer their votes
to be exercised by informed ones (Eso et al., 2014), and on how the ability of shareholders to trade after voting
influences information aggregation (Meirowitz and Pi, 2022) as well as the literature on vote trading in political
election, where agents with higher preference intensity buy votes from those less invested (Casella et al., 2012).



institutional differences between firms.?

Empirical studies of voter turnout models show pivotal voter models predict turnout well
but overestimate electoral closeness due to aggregate uncertainty (Coate and Conlin, 2004;
Coate et al., 2008).5 Merlo and Palfrey (2018) validate pivotal-voter models through structural
estimation, demonstrating effective parameter recovery.” They also examine how reducing voting
costs influences turnout, akin to our study of cost reductions and representativeness. Kawai
and Watanabe (2013) highlight how turnout skews preference aggregation, as high-cost or low-
intensity voters are underrepresented. Bursztyn et al. (2024) provide causal evidence from Swiss
referenda showing that closer elections increase participation. We contribute by examining
how aggregate uncertainty and heterogeneity affect turnout and representativeness in corporate
voting, where increased participation does not always enhance representation.

Third, we contribute to the empirical literature on corporate voting participation. Nili and
Kastiel (2016) document declining participation in US corporate elections, despite technological
advances and increasingly high-stakes proposals. Van der Elst (2011) finds that block ownership
predicts participation, while Brav et al. (2022) show that retail investors vote more in smaller
firms, when their stake is larger, and when they receive more agenda-related information.?
We extend this literature by structurally estimating a model that identifies how ownership,
preferences, and proposal characteristics shape voting outcomes.

Fourth, we contribute to the literature that estimates the benefits of voting. This literature
has so far focused on the stock market reaction to the passage of proposals (Cunat et al.,
2012; Cunat et al., 2020; Bach and Metzger, 2018; Gantchev and Giannetti, 2020), the market
for votes in the equity loan market (Christoffersen et al., 2007; Aggarwal et al., 2015), the
discrepancy between stock and option prices around voting (Kalay et al., 2014), and trading
patterns following voting outcomes (Li et al., 2021). We develop an alternative method to
estimate benefits that relies on the voting participation decision.

Fifth, our study relates to papers that structurally estimate voting parameters in the corpo-
rate setting. Matvos and Ostrovsky (2010), in the context of director elections, show that (in
the terminology of our paper) regular voters vote according to peer effects and heterogeneity
in their management friendliness. Bolton et al. (2020) use a spatial model of voting to show
that regular voters vote according to their position in the ideological spectrum; that is, they
have heterogeneous preferences. Bubb and Catan (2022) use model-based cluster analysis and
show that mutual funds (i.e., regular voters) have heterogeneous preferences, in that they vote
according to certain “party lines.” We contribute by focusing on the participation decision and

preferences of discretionary voters.

5Other turnout theories include altruistic models that account for spillover benefits (Palfrey and Prisbrey,
1997), expressive voting models that emphasize intrinsic satisfaction (Brennan and Lomasky, 1993; Riker and
Ordeshook, 1968), and ethical voting models that highlight civic duty and collective welfare (Coate and Conlin,
2004; Feddersen and Sandroni, 2006). For overviews, see Feddersen (2004); Geys (2006); Merlo (2006).

50Our model mitigates this by incorporating regular voters, leading to equilibria where outcomes are not ties.

" Altruistic models perform similarly, ethical voting the worst, and expressive voting falls in between.

8Turnout determinants in political elections exhibit similar patterns, varying with institutional settings (Blais,
2006), voter characteristics (Wolfinger and Rosenstone, 1980), altruism (Blais, 2000), and education or candidate
trains (Abramson et al., 1992).



2 Voting in the United States

2.1 Data

Our voting outcome data is from ISS Voting Results, which covers Russell 3000 firms from 2003—
2020. Following the literature on shareholder voting (Gordon and Pound, 1993; Cunat et al.,
2012; Bach and Metzger, 2018), we exclude routine proposals and director elections because
they do not provide “no” votes and hence abstentions have another interpretation (Matvos and
Ostrovsky, 2010; Cai et al., 2013). In tune with our theoretical analysis, we focus on simple-
majority elections. The source of individual investment fund votes is ISS Mutual Fund Voting,
which draws its data from mandatory N-PX filings. We aggregate fund-level voting data at the
corresponding fund-family level, following evidence that funds rarely vote differently than their
family (Fichtner et al., 2017).

We obtain data on institutional ownership from the quarterly 13F filings collected by Thom-
son Refinitiv. Institutions that report 13F filings include investment funds, which also disclose
their votes on the N-PX forms, as well as hedge funds and other asset managers. We comple-
ment this data with the ownership fraction of insiders from Worldscope, as used by Iliev et al.
(2015). This measure tabulates shares held by insiders and specifically includes (i) shares held
by officers, directors, and their immediate families; (ii) shares held in trust; (iii) shares of the
company held by any other corporation (except shares held in a fiduciary capacity by banks or
other financial institutions); (iv) shares held by pension or benefit plans; and (v) shares held
by individuals who own 5% or more of the outstanding shares. Importantly for our analysis,
the measure explicitly excludes shares held in a fiduciary capacity by financial institutions that
report their votes via N-PX forms.

Our sample includes 41,612 meetings. There are, on average, 1.7 proposals per meeting and

70,877 proposals in total. (For a breakdown by year, see Table OA.1 in the online appendix.)

Table 2 presents summary statistics in Section A of the appendix with all main figures and
tables. Our firms are comparable to those in the samples used by other papers on shareholder
meetings (e.g., Cvijanovi¢ et al. (2016)), with an average market capitalization of $8.3 billion,
leverage of 35%, and a market-to-book ratio of 6.4. The sample firms had, on average, 186 mil-
lion outstanding shares, of which institutional investors owned 72%. Among these, 12% reported
their votes (N-PX shares). Another 13% was owned by insiders—-we assume that these share-
holders vote with management. There were on average 256 distinct institutional shareholders

per voting event.

2.2 Mandatory voting

In the United States, during our sample period 2003-2020, investment funds had a fiduciary duty
to vote on behalf of their clients (SEC Final Rule IA-2106). This duty was enforceable for mutual
funds and other registered investment management companies, which had to disclose their votes
on the N-PX forms. We add the ownership fraction of these investors to the fraction of insider
holdings from Worldscope to obtain the ownership fraction of the regular voters (henceforth ).

To calculate the number of votes by discretionary voters, we subtract the votes of N-PX voters

and votes of insiders—which we assume will support management—from the aggregates in each



category (for, against, and abstentions). These other votes can come from other institutional
investors such as hedge funds as well as from individuals such as retail shareholders. We then
calculate discretionary participation as the number of these discretionary votes out of the total
number of non-regular shares. Total participation is the number of all votes cast as a percentage
of the shares outstanding or the sum of the discretionary and regular voting participation (100%
by definition).

Regular voters can also formally abstain. The number of these abstentions is very small,
with 1%. We include the official abstention votes to the sum of total votes cast when calculating

participation rates.

2.3 Voting Participation: Stylized Facts

To set the stage for our analysis, we show basic summary statistics for voting support (as a
fraction of the valid base) and participation in Table 2. The valid base can be either the number
of shares outstanding or the number of voting shares and depends on state laws and company
charters (Bach and Metzger, 2018).

Average voting participation is nontrivial but not full. Total participation averages 72%,
and discretionary participation averages 26%.° Management proposals receive on average more
support than shareholder ones, with the highest support (91%) for board-related proposals (See
Section OA.4 for definitions). Shareholder proposals on corporate social responsibility (CSR)
receive the least support (17%). Discretionary voting participation ranges from 18% in board-

related management proposals to 48% in acquisition defense-related shareholder proposals.

3 Model

In this section, we analyze the voting participation decision using a rational-choice framework
that links participation to a voter’s pivotal probability, the cost of participation, and the ben-
efit derived from the preferred outcome’s success (Riker and Ordeshook, 1968). Building on
the political elections model of Myatt (2015), which provides closed-form calculations of piv-
otal probabilities, we extend the framework to incorporate differences in ownership structure—a
defining feature of corporate elections, in contrast to the one-voter-one-vote assumption of Myatt
(2015). Our model captures the interaction between the underdog effect, where voters support-
ing the less popular alternative are more likely to participate, and the freerider effect, where
supporters of the leading option are less inclined to vote.

While the model is of independent interest for its insights into how voting costs and benefits
shape representativeness, it is also designed to support empirical estimation in later sections.
Specifically, the model provides closed-form expressions that link observable variables, such
as the ownership structure, to unobservable primitives like the benefit-to-cost ratio. These
relationships offer a foundation for identifying model parameters and estimating the probability
that outcomes under discretionary participation differ from those under full participation. This

strong selection effect, which alters outcomes rather than merely redistributing support, is a

9Broker nonvotes, where shareholders give no voting instructions to their broker, typically count toward quo-
rum. In our sample, 97% of proposals meet quorum with broker nonvotes, and 90% would without them. However,
broker nonvotes do not affect nonroutine proposal outcomes.



central focus of our analysis. The estimation framework and results, which leverage U.S. and

international voting data, are presented in subsequent sections.

3.1 Setup

Consider a corporate proposal up for a vote with two options, R and L. Shareholders have het-
erogeneous preferences over the proposal: if they vote, they do so according to a pre-determined
preference type, R or L. In total, shareholders own n + 1 voting shares, which are split between
two groups.'® A fraction vy € [0, 1) of the n shares belongs to regular voters, while the remaining
(1 = y)n + 1 belong to discretionary voters, with a single share and a single vote each.

Regular voters always vote. We capture their voting preference by a constant g, which is the
fraction of this group who vote for R and is common knowledge at the voting stage. We assume
without loss of generality:

AO0: g€ (1/2,1).

So R is the favorite among regular voters, and L is the underdog. We can think of regular
voters as either i) two subgroups (blockholders) with sizes ¢ and 1 — ¢ supporting R and L,
respectively; or, alternatively, ii) coalitions of dispersed shareholders, who always participate
and vote in proportion ¢ and 1 — ¢ for R and L.

Discretionary voters choose whether to vote. Their choice depends on a cost ¢ > 0, which
they face when they vote, regardless of the outcome, and an incremental benefit v > 0, which
represents the difference in $/share accruing to a discretionary voter when her pre-determined
type wins. For our main analysis, we assume all discretionary voters are risk neutral and share
the same ¢ and v, regardless of their preference type R or L.!! Among discretionary voters,
option R has popularity p € (0,1). The crux of the model is that there is aggregate uncertainty: p
is unknown with strictly positive continuous density f in (I,h) C (0,1), and F' the corresponding
distribution, where p = E[p].!? Finally, we assume that discretionary voters face an availability
shock: even if they decide to vote, they will ultimately cast a vote with probability @. This
availability shock is in the context of voting what a liquidity shock is in the context of trading.'?

Upon voting, the outcome is the simple majority of the votes cast, and in the case of a tie,
a fair coin toss is the tie-breaker. The aforementioned structure is common knowledge. The
only choice variable (strategy) is whether a discretionary voter votes. We look for symmetric
strategies across preference types R or L of discretionary voters, and the solution concept is a
Bayesian Nash Equilibrium. The model coincides with Myatt (2015) for v = 0 (i.e., no regular
voters), and hence we extend his for general v > 0. Below we discuss the cost ¢ and benefit v.

The cost ¢ captures i) administrative costs such as time and effort (Brav et al., 2022) for

the US and international examples, such as pre-registration requirements in Switzerland, power

0The number of voting shares n approximates the firm’s market capitalization divided by average holdings.
For example, a $10 million market cap and $10,000 average holdings yield n = 1,000. In our US sample, the
average number of institutional owners at a voting event is 256 (Table 2 Panel A).

"We extend the model allowing for idiosyncratic costs of voting in Section OA.3.

12 Aggregate uncertainty over p is the key factor that overcomes the impossibility result of Palfrey and Rosen-
thal (1985), where costly voting leads to near-zero participation in large elections due to infinitesimal pivotal
probabilities when p is a known constant.

13The availability shock aids in identifying unique equilibria. Following Myatt (2015), we initially assume a is a
random probability within an interval and then take the limit as the interval collapses to a single point, yielding
the degenerate case where a = @.



of attorney in Sweden, and the lack of electronic voting in some countries (Eckbo et al., 2010,
2011; Council of Institutional Investors, 2011)), and ii) the opportunity cost to keeping one’s
shares and voting. A significant example of the latter is loan fees earned in the share lending
market. As Porras Prado et al. (2016, pp. 3212-3213) mention “Investors may trade off the
income from lending with the potential risks of losing monitoring control through transferring
shares to the equity lending market.” Indeed, loan fees are higher around voting record dates
(Aggarwal et al., 2015, Figure 1).

The benefit v is a private value to a discretionary voter. Possible sources of differences in
private values among investors are i) incentives (Chevalier and Ellison, 1999; Cvijanovi¢ et al.,
2022), ii) portfolio concerns (Matvos and Ostrovsky, 2010; Cohen and Schmidt, 2009; Bodnaruk
and Rossi, 2016; He et al., 2019), iii) preferences (Bolton et al., 2020; Zytnick, 2022; Dikolli et al.,
2022; Jin and Noe, 2024), iv) conflicts of interest (Davis and Kim, 2007; Ashraf et al., 2012;
Butler and Gurun, 2012; Cvijanovi¢ et al., 2016), v) opinions (Harrison and Kreps, 1978; Li et al.,
2021; Kakhbod et al., 2022), vi) extreme information/no learning (Feddersen and Pesendorfer,
1997; Yilmaz, 2000), vii) governance philosophy (Couvert, 2021; Bubb and Catan, 2022), viii)
separation of cash flow and voting rights (Burkart and Lee, 2008; Adams and Ferreira, 2008;
Brav and Mathews, 2011; Zachariadis and Olaru, 2017), ix) time horizon (Bushee, 1998; Gaspar
et al., 2005), and x) tax clienteles (Desai and Jin, 2011).

Our model abstracts from how precisely these voting benefits materialize. While not all
proposals are binding, empirical evidence suggests that firms often face significant consequences
for failing to abide by voting outcomes (Ferri, 2012; Levit and Malenko, 2011; Malenko, 2023).
For shareholder proposals, the implementation rate of majority decisions is approximately 70%,
and close votes are associated with positive abnormal returns (Ertimur et al., 2013; Denis et al.,
2019; Larcker et al., 2015). In director elections, a failure to abide by shareholder votes can
lead to decreased CEO pay, increased CEO turnover, and adverse labor market outcomes (Del
Guercio et al., 2008; Cai et al., 2009; Ertimur et al., 2018; Fos et al., 2017; Aggarwal et al.,
2019). Moreover, a majority of firms adjust compensation following say-on-pay votes, with
notable spillovers observed among related firms (e.g., with overlapping directors). For a further
discussion of the model’s assumptions, particularly, in relation to our estimation, see Section 7.

We next proceed to the model’s primitives. We present the turnout rates and our main

focus, the misrepresentation probability.

3.2 Primitives

Let us consider a discretionary voter (shareholder) of either type i € {R, L}. According to the
rational choice theory, she votes, abstains, or is indifferent, depending on whether the difference
of expected benefit to cost v Pr[Pivotal|i] — ¢ is positive, negative, or zero, respectively. The
expression Pr[Pivotalli] is her probability of being pivotal, that is, of affecting the outcome. We
assume a symmetric participation strategy within each type i € {R, L} so that if we let ¢; the

turnout rate for 7 we have:

1, if Prlpivotalli] > ¢/v,
ti=1<¢ €(0,1), if Pr[pivotalli] = c/v, (1)
0, if Pr[pivotal|i] < ¢/v,
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where, in turn, the three cases correspond to full, partial, and no participation, respectively. The
following assumptions on model parameters ensure that discretionary participation is possible.
Al: v <1/(29).
A2: v>ec.
Assumption 1 rules out the case in which either type of regular voter can decide the outcome
unilaterally. (It is sufficient, given AO; i..e., ¢ > 1/2). In OA.5, we discuss how Assumption 1
affects our estimation sample. Assumption 2 ensures that the cost should not exceed the benefit,
and hence the inequalities in (1) are meaningful.

Now, given any turnout rate t; and a realization of support of R among discretionary voters

p drawn from density f, the realized support for R is

discretionary support for R regular support for R

——
- A~
a(l —y)ptr + Yq , (2)

where we indicate the corresponding discretionary and regular (voter) support, in the sum.
Similarly, discretionary and regular support for L is a(1 — «)(1 — p)t, + v(1 — ¢). Hence, the

outcome is determined by the sign of

total support for R total support for L
N

Odisc(p3tr,tr) = vg+a(l —y)ptr — [vy(1 —q) +a(l —v)(1 — p)t.). (3)

If the difference is positive, negative, and zero, R wins, L wins, or they tie, respectively. Define

p* as the probability for which the outcome is a tie; i.e., Oqgisc(p*; t, tr) = 0, such that from (3):

R (2¢-1)y 1
T tmp+t, 1—v a(tg+t.)

(4)

Then, since Ogisc(p; tr, tr) is increasing in p, R wins if p > p* and L if p < p*.

The probability p* plays an important role in the calculation of the pivotal probabilities in
the next subsection, and we will also use it to express the probability of misrepresentation. To
this end, let p™!! € (0,1/2) be the probability of a tie under full participation. We calculate it by
substituting for ¢, =t = 1 in (4). There is no definitive ranking between p* and p™! for generic
turnout rates. Consider first the case, when pf!! < p*: i) for a realized p with p™!! < p < p*, L
wins under discretionary participation but loses under full participation; ii) for p < p™!, L wins
under both; iii) while for p > p*, R wins under both. The outcome is similar in the case where
p* < pfull

that is, we have misrepresentation, when p € (min(p*,p
4

. Therefore, the voting outcome differs between discretionary and full participation;

full) ' max(p*, p™!')). This allows us to

express the probability of misrepresenation as follows:!

max(p* p™'")

priser = pr [p e (min(p, ), max(p, o)) = | (). )

min(p* 7pfull)

In the next subsection, we derive a closed form expression for Pr[Pivotalli] in terms of model

fundamentals. This will allow us to characterize parameter regions of different degrees of par-

We assume f(p) > 0 for p € (I,h), so in equilibrium p* € (I, h); now, if p™" < I then L wins for sure under

full participation and P™"°P = F(p*); similarly, if p™" > h then R wins for sure and P™*™P =1 — F(p*).

11



ticipation of either voter type ¢ according to (1). For each pair of participation rates, t,, t5, we

also then have corresponding expressions for p* and P™™P (see (4) and (5)).

3.3 Pivotal Probabilities in Large Elections

To calculate the pivotal probabilities, let us first consider how a discretionary voter can affect
the outcome. She can be pivotal, if either i) her type is losing by one vote, she pushes the score
to a tie, and the coin toss is favorable (with a probability of 1/2); or ii) there is already a tie,
the coin toss is against her type and with her vote, and she gives a clear majority to her type.

The expressions of the pivotal probabilities for an arbitrary number of voting shares n are
cumbersome,'® hindering intuition and the efficiency of our estimation. To simplify, we consider
large n elections, adapting the methodology of Myatt (2015) to our v > 0 setting. Below, we
present the pivotal probabilities as approximated for n large. In this sense, we are looking at

approximate equilibria, as defined by Myatt (2015, p. 10).

Lemma 1 (Pivotal Probabilities). Assume A1. Then the pivotal probabilities for L and R

i large elections are approrimately:

Pr[pivotal|L] =~ a _17)71&(1 — p)l(tR n tL)f (p*) (1 —p%), (6)
Pr[pivotal|R] = § —lv)nap(tRl-i- tL)f(p*)p*’ (7)

where p* is defined in (4).

The proofs of this lemma and all other main results are in Section B of the appendix.!® The equa-
tions for the pivotal probabilities exhibit intuitive comparative statics. Pivotality—for either
voter type i—increases if we have i) fewer total voters n, ii) a smaller fraction of discretionary
voters 1 —+, iii) a lower availability @, iv) a lower sum of participation rates tz +1t,, and v) lower
support within a type, so (1 —p) for L and p for R. Moreover, the pivotal probabilities increase
the closer p* is to the mode of f, where the density is maximized, since this makes it more likely
that having one extra vote for a type (L or R) may flip the voting outcome to that type’s favor.

Even though (6) and (7) are approximations, we subsequently treat them as equalities.

3.4 Equilibrium Participation Rates and Regions

We now move on to characterizing the equilibrium participation rates, using the closed-form
expressions for pivotal probabilities defined in terms of the model fundamentals in (1). The
values of t;, and ty can range from zero to one or lie anywhere in between, indicating a mixed
strategy. However, since the probability p* is nonnegative (see (4)), we can rule out equilibria

without discretionary participation for the underdog L.

Lemma 2. There is no equilibrium where discretionary voters of type L do not vote, so in any

equilibrium t, # 0.

5They involve the I' function and combinatorial expressions, see Myatt (2015, Eqs (4) & (5))

1Temma 1 is the counterpart of Myatt (2015, Lemma 3) for v > 0. The differences are i) the effective electorate
size is here (1 — v)n, i.e., only the discretionary voters, and ii) p* (i.e., the probability p for which we have a tie)
now takes into account the preferences of regular voters (see (4)), who are absent in Myatt (2015).
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Intuitively, since regular voters on average favor R (see A0), there has to be some discretionary
support for L, so that there is any possibility (no matter how small) for that side to win. Given
Lemma 2, there are six possible equilibria to consider in terms of pairs of participation rates
(tp,tr), where t, € {(0,1),1}, and t5 € {0, (0,1),1}.17 In the case of mixed strategies by either
type i, we further assume that f (the density of p) is uniform to be able to solve the equation
Pr[pivotal|i] = ¢/v for t;, see (1):*®

A3: p~U[lL A

For each candidate equilibrium (¢,¢5), we identify the regions of model parameters that satisfy
the conditions imposed by (1) and align with the definitions of rates and probabilities. Consider,
for instance, the equilibrium where ¢, = 1 and t;z € (0,1). The equilibrium conditions are
Pr[pivotal|L] > ¢/v and Pr[pivotal|R] = ¢/v, with pivotal probabilities specified in (6) and (7).
The first condition imposes a parameter restriction, while the second provides an expression for
tr, subject to the requirement that the derived rate falls within (0,1). Using these rates, we
calculate p* and further refine the parameter regions to ensure p* € (I, h), the support of p. Each
equilibrium is ultimately defined by inequalities involving n (the number of shares/votes), v (the
regular voters’ block size), and v/(cn), the benefit-to-cost ratio per share—a key parameter in
our model and estimation.'® Notably, these parameter regions are non-overlapping, ensuring
that each equilibrium corresponds uniquely to a specific set of model fundamentals.

Table 1 summarizes the equilibria while omitting references to the region of n for brevity.
The table identifies equilibria based on the participation rates of L and R and the regions of
v and v/ (cn) in which they exist. Propositions proving equilibrium existence are in Sections
OA.1-OA.2. To streamline our discussion, the last column of Table 1 groups equilibria into
three categories based on the extent of freeriding among discretionary supporters of R: (i) full

freeriding, (ii) partial, and (iii) none.

3.5 Discussion of Equilibria

We begin our discussion of equilibria with our main theoretical result, which is the key departure

from the case with no regular voters.

Proposition 1. At least one full freeriding equilibrium, that is, m0 or 10, exists if only if v > 0.

Hence, without regular voters (i.e., v = 0, the model of Myatt (2015)), there are no full freeriding
equilibria. This statement is true irrespective of A3, the uniformity of p. The intuition is as
follows: With only discretionary voters, they are all equally small. With aggregate uncertainty,
this implies a nontrivial probability of affecting the outcome and makes voting worth the cost (for
a given benefit) for supporters of both sides. In contrast, for v > 0, given A0 (i.e., ¢ > 1/2), the
freeriders are on average at an advantage since regular voters support their side. This raises the
bar for the benefit-to-cost ratio for which freeriders will be willing to participate, or conversely,
for any « > 0, there are values of v/ (cn) for which discretionary supporters of R do not vote;

i.e., full freeriding.

17 As we show below, the equilibria where either or both ¢, and ¢z lie in (0,1) are unique.
¥ This is because in (6), the rates appear in both the denominator and the numerator through f(p*), see (4).
19Neither v nor ¢, independently, influences the regions or rates; see (1), (4), (6), and (7).
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In Figure 1 (a) and (c), we depict the equilibria of Table 1 in the space v x v/ (cn). As we
see, regions I' x V' are non-overlapping between equilibria. Moreover, outside of the parameter
regions, there are no equilibria in which the two types use symmetric strategies (pure or mixed).
In the figures, we pick parameters, primarily, motivated from our US data: h —1 = 0.5, ¢ = 0.8,
and availability @ = 1. We choose two values for p, 0.7 and 0.3; bearing in mind that ¢ > 1/2
from AO, the first choice corresponds to Agreement between the (majority of) regular and the
(majority of) discretionary voters, and the second to Disagreement.?

First, aggregate uncertainty regarding p is essential for sustaining equilibria with positive
participation; that is, [ < h is necessary for the regions I' x V' in Figures 1 (a) and (c) to be
non-empty. Intuitively, if voters were certain of others’ preferences, then their perceived pivotal
probability would be almost zero, and hence they would lose their incentives to participate.

Second, including regular voters (i.e., v > 0) enhances the space where equilibria exist and
results in a richer set of strategies (e.g., equilibrium m0) relative to Myatt (2015, Proposition 2)
—i.e., the instance of our model for v = 0. As proved in Proposition 1, in Myatt (2015), there
are only equilibria mm, 1m (or m1 depending on whether p is larger or smaller than 0.5), and
11. This is also depicted in Figure 1 (a) and (c).

Third, strategic selection into voting, manifesting via the freerider and underdog effects,
affects both rates and regions. Focusing on the rates, discretionary support for L (¢,) (weakly)
increases with ¢ (support for R among regular voters), while ¢ (weakly) decreases. This reflects
an intergroup underdog effect: discretionary voters for the underdog among regular voters turn
out more to compensate, while those for R freeride and turn out less. Additionally, there is the
intragroup underdog effect, as seen in Levine and Palfrey (2007) and Myatt (2015), where ¢,
(weakly) increases with p (average support for R among discretionary voters), while ¢ decreases.
Both rates also (weakly) increase with the benefit-to-cost ratio per share v/(cn) and decrease
with the number of voters n, availability @, and dispersion h — .

Fourth, selection effects also influence the parameter regions where specific equilibria exist,
as shown by I' x V in Figure 1 (a) and (c¢). Even when | < h, not all equilibria necessarily
exist (see Propositions OA.1 and OA.3-OA.7): i) if [ > 1/2 (strong Agreement, omitted from
Figure 1) (a) and (c), equilibria 11 and m1, where R supporters fully participate, do not exist
because R is the clear majority choice, reducing discretionary turnout for R; ii) if [ < 1/2 and
P > 1/2 (Agreement), equilibrium ml is absent; iii) if p < 1/2 (Disagreement), all equilibria
exist. Intuitively, for R supporters to fully participate (tz = 1), some discretionary voters must
prefer L. Greater disagreement (p < 1/2) reduces the intergroup freeriding effect, shrinking the
region for equilibria like 1m (see Figure 1 (a) and (c) and (OA.20)).

Finally, in Figure 1 (b) and (d), we reproduce Figure 1 (a) and (c) with equilibria re-labeled
based on the extent of freeriding by R supporters. Notably, for a fixed =, increasing v/(cn)
results in a progression from full to partial to no freeriding. This transition affects outcomes,
shifting from R under full freeriding, to a Tie or R under partial freeriding, and eventually to a
Tie, R, or even L with no freeriding. This observation, along with Proposition 1, will be crucial
in the next subsection, where we analyze the misrepresentation probability as it relates to the

benefit-to-cost ratio per share—a key parameter we aim to identify in the data using our model.

20Tn both graphs, the maximum value of v is 1/(2q) (see Al) and we set the maximum of v/ (cn), arbitrarily,
to 2.5 (i.e., the blue region theoretically extends to plus infinity.).
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3.6 Misrepresentation Probability versus Benefit-to-Cost Ratio

In political elections, a higher benefit-to-cost ratio of voting leads to higher participation and
reduced misrepresentation (e.g., Myatt (2015)). This principle underlies many policy inter-
ventions aimed at boosting turnout (Nili and Kastiel, 2016). However, in corporate voting, the
relationship between the cost of voting and representativeness is more complex due to ownership
heterogeneity and strategic participation. In this section, we formally analyze how the proba-
bility of misrepresentation, P™"P depends on the benefit-to-cost ratio per share, v/(cn). We
demonstrate that the relationship is nonmonotonic—an effect unique to the corporate setting.
To establish this result, we prove that increasing v/(cn) can first increase and then decrease
misrepresentation, a pattern that does not arise in political elections. The key theoretical finding

is stated in the following proposition:

Proposition 2. If and only if v > 0, there exists a set of parameters v, q,l, h,a and an interval
of {v/ (cn)} in which OP™™P /3 (v/ (cn)) changes sign from positive to negative.

This result implies that a reduction in voting costs does not always improve representativeness.
The effect is driven by ownership heterogeneity, which creates strategic incentives that can lead
to equilibria where misrepresentation first rises before eventually falling. The presence of regular

voters is critical for this dynamic, as highlighted in the following corollary:

Corollary 1. If there are no regular voters (v = 0), increasing the benefit-to-cost ratio per voter

can only decrease the probability of misrepresentation.

This distinction between corporate and political elections is central to our framework. The
proof of Proposition 2 shows that the shift from a full freeriding equilibrium (m0 or 10) to a
partial participation one (1m) as v/(cn) causes OP™5*P /9(v/(cn)) to change sign. Intuitively,
an increase in v/(cn) in the full freeriding equilibria raises turnout by underdogs while leav-
ing freeriders unaffected, thereby increasing misrepresentation. However, once underdogs fully
participate and freeriders start voting (as in 1m), misrepresentation declines with rising v/(cn).

To analyze this result step by step, note that under A3, (5) simplifies to:

(" =0/ (h=1), (g <L,
Pmisrep — ‘p* o pfull| / (h _ l) ’ if 1 S pfull S h7 (8)
(h=p*)/(h=1), if p"" > h.

full

Since p™! is constant and independent of ¢, the effect of v/(cn) on P™™P depends entirely on

how p* evolves in (4).2! Below we summarize the probability p* vs v/ (cn) across equilibria.

Eqm.: mm 1Im 10 11 ml m0
op*/0(v/(en)) =0 <0 =0 =0 >0 >0

9)

The effect of v/(cn) varies across equilibria and determines the parameter regions where each

equilibrium exists (Figure 1). In equilibrium mm, the outcome is always a tie, ensuring that

21The probability p™!, corresponding to (4) when t; = t, = 1, depends only on the ratio of regular to
discretionary voters, /(1 — v), and the degree of support for R among regular voters, 2¢ — 1. It decreases with
both factors and is unaffected by v/(cn).
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total support for R matches that for L, leaving p* = p and P™"P unchanged as v/(cn) varies.
Similarly, in pure-strategy equilibria (10, 01, and 11), where participation rates remain fixed at
corner values, p* is unaffected. However, in mixed-strategy equilibria, v/(cn) influences p*. For
instance, in 1m, an increase in v/(cn) leads to greater participation among R, lowering their
average discretionary support and thus decreasing p*. Similar patterns hold in m1 and m0. The
equilibrium transition path also depends on v/(cn). Under Agreement (p = 0.7 > 0.5) with
«v = 0.1, increasing v/(cn) shifts equilibria from m0 to mm, then to 1m, and finally to 11. This
sequence reflects a progression where L initially participates while R freerides, then both types
partially participate, followed by full participation by L, and eventually full participation by
both groups at sufficiently high v/(cn).

Figures 2 illustrate these results. The left panels indicate equilibria, and the right panels the
extent of freeriding. Panels (a)—(b) plot p* against v/(cn) for the Agreement case (p = 0.7), as-
suming vy = 0.1 and p™! € (I, h) = (0.45,0.95). As v/(cn) increases, p* first rises in equilibrium

m0, stays constant at p in mm, decreases in 1m, and stabilizes at p™!

in 11. The corresponding
plots for P™*P in Panels (c)-(d) reveal an inverted-U shape, with misrepresentation peaking
in mm where the outcome is always a tie. Panels (e)—(f) present the same analysis for the
Disagreement case (p = 0.3), again with 4 = 0.1 and p™' € (0.05,0.55). Under Disagreement,
p* < phull

monotonic in this case, nonmonotonicity can emerge for higher ~, as freeriders begin to partic-

, meaning that misrepresentation is highest in m0 and decreases as v/(cn) rises. While

ipate in 1m. Note that these graphs are illustrative but not general. For instance, at higher
values of v, nonmonotonicity can also occur under Disagreement.

These findings have critical implications for regulatory interventions to improve represen-
tativeness. Consider a regulator attempting to reduce misrepresentation under Agreement
(» = 0.7) when v/(cn) = 0.25. Figure 2(c) suggests that halving ¢ to shift v/(cn) to 0.5
would be ineffective, as the misrepresentation probability remains unchanged. Effective inter-
ventions must distinguish between Agreement and Disagreement cases, requiring knowledge of

unobserved quantities, such as p, h — [ (or std(p)), and the prevailing v/(cn).

4 Empirics

The model allows us to infer unobservable voter preferences from observed voting data. Specif-
ically, we use information on the (i) ownership of regular voters (v) and number of shares (n),
(ii) fraction of regular majority voters (¢q), and (iii) observed support for each option among
discretionary voters. These inputs enable us to estimate the (i) mean and standard deviation of
the fraction of discretionary majority voters (p) and (ii) benefit-to-cost ratio per share (v/ (¢n)).
We estimate the model using a two-step generalized method of moments (GMM) estimator in

an exactly identified system of equations.

4.1 Identification

In this section, we describe how variation in the discretionary support for the favorite , p, allows
us to identify unobserved parameters. Let dSul and dSuR denote the discretionary support for

the underdog and favorite, respectively, both as a fraction of the total discretionary voter base,
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1 —~. Given equilibrium participation rates and a realization of p, we have (see 2):
dSuL =1t,(1 —p), dSuR = tgp. (10)

The observed discretionary votes are the product of the participation rates and the support for
each alternative among discretionary voters.

Participation rates are onto (but not one-to-one) functions of the model parameters.?? The
participation rates (t.,tz) are uniquely determined for a given set of parameters. However, the
mapping is not invertible, as different parameter values can lead to the same observed rates.
Consider two distinct benefit-to-cost ratios, v/(cn) and v'/(en), such that both v x v/(cn) and
v x v'/(en) lie within T'jg x Vig. In this case, both values result in equilibrium 10, yielding
identical participation rates t, = 1, t = 0, despite v/(cn) # v'/(cn). Consequently, even
if participation rates and exogenous parameters (v, q) were directly observed, we would only
recover the interval bounds of Vig. This same identification structure applies to equilibria 01
and 11. In contrast, for equilibria 1m, ml, mm, and m0, observation of participation rates
allows for a point identification of v/(cn).

Hence, defining the observable exogenous parameters as = (7, q),2 the vector of parameters
to estimate is: @ = (v/(cn)iower; V/ (€N )upper, P, std(p)) , where v/(en)iower, v/(cn)upper define the
endpoints of the intervals for v/(cn), explicitly allowing the benefit-to-cost ratio per share to be
in a (possibly degenerate) interval. Thus, in our estimation, v/(cn) may be set identified (see
Molinari (2020)). A point estimate for v/(cn) is obtained when v/(cn)iower = v/(€n)upper-

Now, returning to the observed discretionary support in (10), given (x, @), the equilibrium
participation rates (¢,,%z) are uniquely determined. Consequently, variation in dSuL and dSuR
stems solely from the randomness in p. We exploit this randomness to identify the latent

variables in 6.

4.2 The estimation problem

We now describe how moment conditions on the observed support for each voting option allow us
to estimate the unobserved parameters. The goal is to estimate @ by GMM using the following

moment conditions, where the expectations are with respect to the density of p:

E[dSuLl] = t,(x,0)(1—p), E[dSuR] =ty (x,0)]p,
E[dSuLl?] = t2(x,0)std(p)? +t2 (x,0) (1 —P)?, E[dSuR? = 2 (x,0)std(p)* + 2 (x,0) 7°.

Let m = (dSuL,dSuR,dSulL? dSuR?) and

dSuL —t, (x,0) (1 —p)
dSuR —tg (x,0)D
dSuL? — t% (w7 0) Std(p)Q - t% (ZD, 0) (1 - ]7)2
dSuR? —t% (x,0) std(p)? — t2 (x, 0) p*

g(m,0) =

22Participation rates are continuous, differentiable (almost everywhere), and nonlinear, as shown in Table 1.
Z3We do not explicitly use parameter n in the identification, as it is absorbed in the ratio v /(cn).
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Then E[g(m,0)] = 0 is the moment condition used for definining the GMM estimator for 6.
Here, our nonlinear system is exactly identified, with four moment conditions to estimate four
parameters. Per standard practice, for a sample (p1,...,ps) of iid realizations of discretionary
support for the favorite p, we take averages g;(0) = > ;_, g(m;,0)/s, where we explicitly denote

the moments’ dependence on the realization of p. Then our estimation problem is
Hgn J(B) = Sgs(e),Wgs(e)a (11)

where W is 4 x 4, positive-definite, and a symmetric weight matrix. In our estimation, we
perform a two-step GMM (Hansen (1982); Hansen and Singleton (1982)). In the first step,
we take W = I, the identity matrix, and obtain estimates é; in the second, we use W =
(Zle g(m;, 0)g(m;, é)’/s) 71. Standard errors are computed using the delta method (Wooldridge
(2010, pp. 44-45)).2* Next, we describe how we implement the estimation of 6.

4.3 Implementation

We arrange our data into bins to have a meaningful unit of estimation. Each bin quadruple sorts
our data on i) the fraction of regular voters, ~; ii) numbers of shares, n; iii) proposal type; and
iv) the fraction of regular voters with preference for R (the favorite), ¢ (see Table OA.3 Panel
B for a description of the variables). There are 23 proposal types, and for each of v, ¢, and n,
we split the data into terciles; so in total we have 23 x 3 x 3 x 3 = 621 bins.

Our identifying assumption is that, within each bin, the estimated parameters @ are constant
and that the bin specific averages of the exogenous parameters T = (7,q) are representative.
In other words, we postulate that variation in discretionary preference p across proposals is the
only variation needed to identify the bin-specific parameters. We are faced with the common
trade-off: more observations within a bin reduce our estimation error but also decrease the rep-
resentativeness of the estimates. We show, however, that our results do not depend qualitatively
on the size of the bins; see Table OA.6 Panel A.

For each bin, we compute the sample averages g5(6). To solve (11), we perform an exhaustive
search in a dense grid of points in the permissible space of the unobservable parameters 6. For
each point, we compute the predicted discretionary support per preference type and for each
equilibrium. Within each bin, we then pick the point in the grid of 8 with the lowest estimation
error value J. Recall that, for fixed parameters & and 6, the model predicts a unique equilibrium.
In addition, the algorithm picks the parameter values that minimize the estimation error using
an exhaustive search. Hence, we can be certain that no other parameter values (in the grid) and
equilibrium would result in a lower estimation error, given the data.

Finally, we estimate P™™P from the closed form expression in (8), using the estimated

parameters @.s and observed sample averages x for each bin.

*Tn particular, let A; = [96;/0my, 86;/0Mma, d6;/0ms, d0;/0My], the sensitivity of parameters {0;}i_; to
sample averages of moments m. And let S the variance-covariance matrix of g(x, @), where 6 is the second-step
estimate. Then, the variance of our error in estimating parameter 6; is given by A; x § x A, for i = {1,2,3,4}.
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4.4 Estimates

In Table 3, we report our parameter estimates. We report averages weighted by the number of
observations, i.e., actual proposals voted upon, in each bin (our estimation unit). In Panel A, we
show parameter estimates for all equilibria, whereas in Panel B, we split them by equilibrium.

Misrepresentation. We estimate a nontrivial probability P™™P of a minority win of
10.0%, with a narrow 95% confidence interval between 9.7% and 10.4%. This average masks
substantive heterogeneity (see Figure OA.2). In terms of proposal types, the minority is least
likely to win in shareholder proposals on takeover defense (7%) and most likely in voting-related
management proposals (20%). In terms of industries, we estimate the highest P™™P for services
and the lowest for agriculture. In terms of historical evolution, P™™P has been increasing
steadily since the mid 2000s (Figure OA.3).

Benefits and cost of voting. The average benefit-to-cost ratio per share, v/ (cn), is 0.15
with a 95% confidence interval of 0.14 to 0.16. Under rather primitive assumptions, we show,
in Section OA.7, that these number are roughly comparable to the literature. In Figure OA.2,
we report the estimates for different subsamples. Shareholder proposals have greater v/ (cn)
than management proposals (Panel A). The proposals with the highest v/ (cn) are shareholder
proposals related to takeover defense (Panel C); the lowest are management proposals related
to business matters (Panel B). In terms of industries, the lowest v/ (¢n) is for services and the
highest for wholesale trade. We show a decreasing trend in v/ (cn) over time, perhaps driven
by improvements in information processing and exchange both between firms and shareholders
and between shareholders.

Free-riding and Underdog effects. Our estimate for participation rates (Table 3, Panel
A) is 43% for L, which is larger than the 4% for R, the side aligned with the majority of regular
voters. Indeed, according to our estimates, L is not only the minority among regular voters but
on average also the minority preference among discretionary voters: we estimate a 0.60 mean
and a 0.22 standard deviation for the distribution of p, the fraction of discretionary voters for
R. With an estimate of p higher than 0.5, the average case is one of Agreement (as in Figures 1—-
2). The low participation by the majority corresponds to the prevalence (63%) of full freeriding
equilibria (m0 and 10), with no participation by R (Panel B). Further, 37% are in an equilibrium
with partial freeriding (mm and 1m), and almost none (0.2%) in one with zero participation (ml
and 11). This ranking contrasts with political elections, where the mostly observed equilibrium
is mm with partial participation from both sides.

Selection by equilibrium. The selection effects differ between equilibria (Panel B). While,
by definition, P™$™P is zero under full participation from both sides (equilibrium 11), it is 8%
in mm, where both sides partially participate, and 12% in m0, one of the equilibria with full
freeriding. The v/ (cn), as predicted by our theoretical model, is lower in equilibria with more
freeriding and the highest in the equilibrium with no freeriding. The corner solutions with full
or no participation drive the overall participation rates. The low average turnout by R reflects
the prevalence of freeriding. Even in the partial freeriding equilibria, turnout by R is as low as
11% —these are more comparable to equilibria with full freeriding than those with no freeriding
(or full participation from R). In contrast, the minority side L participates 44% in m0, the

equilibrium where the R side freerides fully. In the mixed equilibrium mm, the L side turns out
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22%. The large difference in participation between discretionary voters of L and R implies that

selection moves the voting outcome away from the population’s preference.

5 Cross-country evidence

Administrative costs of voting are likely to be small in the United States, as most firms in the
US support electronic voting and do not require cumbersome paperwork to prove ownership or
pre-register for voting. To explore selection effects for different levels of the voting costs, we
extend our sample to firms outside the United States in this section and link misrepresentation
probability estimations to institutional determinants of the costs and benefits of voting.

Data. We obtain data for international firms from 2013-2020 on meetings and proposals from
ISS and data on votes per shareholder from Diligent.?> As for the US sample, we exclude routine
proposals, director elections, and say-on-pay frequency proposals (147,472 proposals). Our data
on ownership comes from Factset.?6 Excluding proposals that violate Al (the assumption that

2T our estimation sample includes

regular voters do not unilaterally decide the voting outcome),
189,455 proposals from 59,693 meetings of 12,544 firms incorporated in 92 countries with data
on proposals, meetings, and ownership. The countries with the most proposals in our sample
are China, Japan, and the United Kingdom. The average firm is smaller than in the United
States, with a market capitalization of $1.37 billion (see Table OA.4).

Sample. Ownership by N-PX firms and other mutual funds is lower outside the United
States (Panel A of Table 4), with 1% (12% in the United States). In contrast, insiders hold 43% of
the shares (9% in the United States). Participation is lower by a magnitude, with 40% compared
to 72% in the United States. Discretionary participation is 7% (26% in the United States).
Proposals mostly pass (with 96% votes for), with governance-related management proposals
receiving the highest votes (98%) and defense-related ones the lowest (81%). Discretionary
participation is highest for CSR proposals (20% for both shareholder and management proposals)
and lowest for payout-related shareholder proposals (1%).

Estimates. Despite the vastly smaller participation rates, the distribution of equilibria and
resulting representativeness resemble those in the United States (Figure OA.2 Panel F and Table
4 Panel B). As in the United States, the majority of international proposals (72% compared to
57% in the United States) exhibit full freeriding, followed by partial freeriding equilibria (28%
compared to 37% in the United States). No-freeriding equilibria occur very rarely, as in the
United States. This distribution results in participation of 46% by the underdog (L, compared
to 43% in the United States) and 2% by the majority (R, compared to 4% in the United States).
The likelihood of a minority win is 11%, very similar to 10% in the United States.

ZFormerly Insightia and ProxyInsight. Diligent collects information on votes from public sources, including
NP-X files and mutual fund websites. See Michaely et al. (2023) for a more detailed description of its US data.

26Ultimately, we cover 335,917 proposals from 59,693 meetings of 17,693 firms incorporated in 96 countries with
data on proposals, meetings, and ownership.

2T Assumption A1 is violated much more often outside the United States, leading us to exclude 146,322 proposals
in 60,135 firms (see OA.4 ). The excluded firms are significantly smaller, with an average market cap of $1.35
billion, compared to $1.37 billion in our sample firms. They have fewer N-PX ownership, with 0.96% compared
to 1.08% in sample firms, but much higher insider ownership, with an average of 65%, compared to 25% in our
sample. The average participation rate in excluded proposals is 46%, versus 35% in-sample, and discretionary
participation 2% versus 8% in-sample. Management proposals comprise 52% of the excluded sample versus 47%
in-sample.
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However, representativeness differs vastly across regions.?® From Table 4 Panel B and Figure
OA.2 Panel F, we see that Japan has the highest estimated P™™P with 27%. This also relates
to the lowest v/ (¢n) for Japan 0.02, where meetings tend to be clustered. Indeed, participation
is as low as 4% for L and zero for R. At the other end of the spectrum, Brazil, Russia, and
China (BRC) have the lowest P™™P (4%) and the highest v/ (cn) (0.22). There, participation
rates are 63% on the L and 12% on the R.

6 Counterfactuals

To guide regulatory or corporate policy to improve representativeness, we report the sign of the
average effect of changes in the benefits or costs of voting on representativeness, in Table 8.

Countries. Our estimates suggest that reducing the cost of voting will not automatically
make voting results more representative of the shareholder population. Indeed, this is only the
case for Japan, the European Union, and offshore countries (Figure OA.4). For the United
Kingdom, reducing the cost of voting will initially make results more representative, but for
larger reductions, results will actually be less representative. For other Commonwealth countries
and Brazil, Russia, and China, the effect of reducing the cost of voting is also likely to be
less representative. Note that our sample stops before the Shareholder Rights Directive II
was implemented throughout the European Union. Our results suggest that the stated aim
to decrease ¢ was warranted. The United States is at a point where neither increasing nor
decreasing the cost of voting will matter much to representativeness.

Proposals. In Figure OA.6, we depict the relationship between implied P™™P and coun-
terfactual v/ (cn) for each proposal type in turn for US proposals. An increase in v/ (cn) will
reduce P™™P for management proposals on board composition, restructuring, and voting, and
shareholder proposals on board composition, business matters, CSR, and voting. In contrast,
it will increase P™™P (and hence will harm representativeness) for management proposals on
say-on-pay, takeover defense, and governance as well as shareholder proposals on compensation
and takeover defense.

Trends. We repeat the analysis for US proposals across years in Figure OA.7; now the
range is the minimum and maximum v/ (cn) across years, so for 2020 and 2003, and the red
cross signifies the estimated v/ (cn). As for the United States in general, the derivatives are
almost flat in all years, except for 2018-2020, where the composition of proposals and the costs
and benefits of voting were likely to differ because of COVID-19.

Industries. In Figure OA.8, we show counterfactuals across industries for US proposals.
Decreasing the cost of voting (and thus increasing the benefit-to-cost ratio) will benefit the rep-
resentativeness of proposals in construction, manufacturing, retail, services, and transportation

but harm it in finance, mining, and wholesale.

28To account for differences in the institutional environment, we group countries for the estimation. We single
out Japan and the United Kingdom, as they constitute large parts of our sample and have distinctive governance
characteristics. We then group offshore financial centers and Commonwealth countries as a separate group, as
their legal environments resemble each other. As India is part of the Commonwealth category, we group the
remaining BRIC countries—Brazil, Russia, and China—in a BRC category. Because the distribution of ¢ is very
concentrated in the international sample, we do not use it to construct estimation bins. As a result, our estimation
bin for the international sample is proposal type X country group X terciles of v X terciles of n.
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7 Discussion and Robustness

To facilitate the interpretation of the estimations, we now point out the limitations imposed by
the model’s assumptions. Our model focuses on the strategic decision of whether to participate
in voting while taking other potential decisions as given. In particular, the model abstracts from
why shareholders make certain proposals as well as how they obtain their shares, choose their
preference type, and arrive at their common knowledge of the model’s parameters. In reality,
however, these decisions are likely to be endogenous, and hence the participation decision may
depend on factors outside our model.

Of particular interest is how shareholders obtain decision-relevant information. In the model,
discretionary voters observe the parameters: {v, ¢, p,std(p), v, ¢, n,a}.?? Much of the information
is easy to access due to disclosure regulations: the ownership structure (v, n), which is disclosed
in the invitation to vote; voting manifestos by institutional investors (¢); and recommendations
of proxy advisors, such as ISS and Glass Lewis (Iliev and Lowry (2014); Malenko and Shen
(2016)), which can proxy for average investor preferences p. Also, it is reasonable to assume
that voters know their cost of voting c.

Other information can still be costly to acquire. For example, subscription services like
Diligent provide aggregate voting predictions using the past voting of institutional investors.
Here, shareholders can acquire costly information about the benefits of the proposals (i.e., v), the
(dispersion of) preferences of the other shareholders (i.e., std(p)), or both. From the perspective
of our model, any information acquisition cost is sunk at the stage of the participation decision.
Moreover, our key assumption is not that discretionary voters have perfect information but that
they are homogeneous in their amount of information. Absent heterogeneity in information, the
channel we shut down is information aggregation. To evaluate the robustness of our results to
this channel, we perform our estimations separately in more and less information-demanding
proposals: proposals in meetings with only one nonroutine proposal and those in meetings with
more proposals as well as meetings early in the season compared to those later in the season,
when new trends in proposal have already been discussed; (see OA.8.3). We show that our
qualitative results remain similar in each of these subsamples.

The cost of voting c¢ is of crucial importance in the model. Although we take it as homoge-
neous across voters in our baseline analysis, there can be idiosyncrasies even across discretionary
voters, for example, hedge funds versus investor groups. To capture this, we extend the model
to idiosyncratic voting costs. (See Section OA.3 for the analysis and Section OA.8.1 for the
estimation.) This allows us to accommodate investors even with zero cost of voting. We show
that the estimation error is lower using our baseline.

Equity lending is another practical concern. Aggarwal et al. (2015) report a 1.9 ppt rise in
recalls by institutions around record dates, leading to a reduced supply and higher fees. In the
presence of such a market, discretionary voters may decide to lend their shares instead of voting,
effectively increasing the opportunity cost component of c. If voting constitutes a significant

factor in the equity lending market, the demand, supply, and interest should be endogenous to

20ur estimates already take into account any actions by major stakeholders to affect those parameters. For
example, investors buying shares to vote or managerial actions to affect the outcome (including campaigning or
picking the location of the meeting). In essence, our identifying assumption requires that these parameters are
fixed until voting is over.
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shareholder preferences and the voting decision. Given that the expected benefits of voting are
greater for shareholders with a preference for the underdog, they should be willing to pay more
to borrow shares. This will allow them to acquire more votes, which will lead to closer votes
than would occur in a world without equity lending. Closer votes can lead to a higher incidence
of the incomplete participation equilibrium mm. However, the additional borrowing demand
around the record date is small, with estimates around 0.2% (Christoffersen et al. (2007)) to
0.3% (Aggarwal et al. (2015)). Consistent with these magnitudes, our estimates do not change
qualitatively even in the top quintiles of equity demand and supply (see Section OA.8.3).

We also make procedural assumptions that are standard in the literature. (See Heard and
Sherman (1987); McGurn (1989); Monks and Minow (2003) for further details about the me-
chanics of proxy voting.) First, we assume that voting occurs simultaneously. In practice, there
might be instances of early access to tabulations (Bach and Metzger (2018)). However, most
voters and brokers submit their votes at the deadline to prevent access to such information and
to avoid having to change their votes should they change their opinion. Second, we assume that
regular voters never abstain from voting, which is consistent with the data with fewer than 1%
of empty votes cast within our sample. Third, our model assumes that the vote is for a single
issue/proposal —i.e., it abstracts from bundling, which occurs in reality. To address this, in
Section OA.8.3, we show that our results hold qualitatively in meetings with more proposals.

Finally, Section OA.8.2 discusses robustness to alternative estimation choices.

8 Conclusion

We analyze voting participation as a trade-off between the costs and benefits of voting, focusing
on how shareholders’ votes are influenced by the actions of others. In our model, we demon-
strate that shareholders with popular preferences tend to participate less due to a freerider
effect, while those with unpopular preferences participate more, resulting in the underdog ef-
fect. Consequently, the less popular side is over-represented in voting outcomes, which can lead
to unrepresentative results. Using US and international data, we find a strong underdog effect
alongside a significant freerider effect, yielding a 10% probability of unrepresentative outcomes in
the United States and 11% internationally. Our estimation algorithm can aid firms and regula-
tors in identifying representative voting outcomes and crucial proposals, outperforming reduced
form models by significantly reducing estimation errors. By accounting for the competing effects
of freeriders and underdogs, we enhance prediction accuracy regarding voting support.
Moreover, in counterfactuals, we assess how reducing voting costs can influence repre-
sentativeness. Our findings indicate that the likelihood of misrepresentation depends non-
monotonically on the voting benefit-to-cost ratio and unobservable parameters that our model
estimates. We demonstrate the model’s versatility through counterfactual analyses across various
proposal types, years, industries, and countries. This study is the first to infer voter preferences
from participation rates in a corporate setting, providing a framework for interpreting voting

support. We hope it lays the foundation for future research on these effects.
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APPENDIX

A. Figures and Tables

Figure 1: Equilibrium regions under Agreement and Disagreement between regular and dis-
cretionary voters (a =1, h —1 = 0.5, ¢ = 0.8, p ~ U[l, h]). (a) and (c) splits the regions based
on the specific equilibrium, while (b) and (d) groups them based on the extent of freeriding.
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Figure 2: Probabilities p* (top panels (a)-(b) & (e)—(f)) and P™s*P (bottom panels (c)—(d)
& (g)—(h)) vs v/ (en) under Agreement and Disagreement between the two groups of voters
(vy=01l,a=1,h—1=0.5,9g=0.8, p~U[,h]). In the top panels the black dashed line is
p™ ~ 0.47 and the red dashed line is . The corresponding equilibria ((a), (c), (e), (g)) or the

extent of freeriding ((b), (d), (f), (h)) are also mentioned on the graphs.
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Table 1: All possible equilibria. Column 1 identifies each equilibrium, with notation indi-
cating L’s and R’s participation levels (m for mixed, 1 for full, 0 for none). Column 2 cites
the relevant proposition, while columns 3 and 4 provide ¢, and t, referencing explicit formulas
where applicable. Columns 5 and 6 outline the parameter regions for v,T" and v/(cn), V. Col-
umn 7 reports the average outcome based on p — p*. Column 8 classifies equilibria by the extent
of freeriding among R-supporters: full (m0, 10), partial (mm, 1m), and none (m1,11).

®n © () (4) (5) (6) (7 (8)
Eqm. Prop. tr tr v € v/ (en) € Avg. outcome  Freeriding
m0  OA.7 € (0,1), (OA.36) =0 o, (OA.34) Vino, (OA.35) Right Full
10 OA4 =1 =0 10, (OA.24)  Vig, (OA.25) Right Full
mm OA.l €(0,1),(OA4) €(0,1), (OA5) Tm, (OA2) Vo, (OA.3) Tie Partial
Im  OAS3 =1 €(0,1), (OA22) Tipm, (OA.20) Vi, (OA.21)  Tie/Right Partial
ml  OA.6 € (0,1), (OA.32) =1 L1, (OA.30)  Viui, (OA.31) Left No

11 OA5 =1 =1 T'1, (OA.27)  Viq, (OA.28)  Left/Tie/Right No
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Table 2: Univariate Statistics for a sample of proposals voted upon in US firms 2003-2020. Panel A shows firm characteristics (at the firm-year
level), statistics for ownership of voting shares (at the meeting level), and for participation (at the proposal level). Panel B table shows univariate

statistics by proposal type.

Panel A: Summary Statistics

Variable Obs  Mean Std. Dev. Min Max
Market capitalization 34003 8660 33600 -520 1340000
Leverage 34016  0.35 0.47 -0.86 15.23
Market /Book 30426  6.83 531.65 -4146.31 87837.31
% institutional ownership 29024  0.73 0.26 0 1

of which: N-PX 38363 0.12 0.1 0 0.98
closely held 29603  9.05 10.56 0 85.83
Shares outstanding (M) 38388 189 635 0.099665 29100
n 38388 256 365 0 4449
Participation (all) 65488  0.72 0.19 0 1
Participation (voluntary) 65539  0.27 0.3 0 1

Panel B: Participation (%)

Shareholder Proposals

Management Proposals

Proposal type Frequency Support (%) Total Discretionary Frequency Support (%) Total Discretionary
Board 1078 0.28 0.72 0.28 792 0.91 0.75 0.18
Business 88 0.2 0.62 0.3 701 0.9 0.68 0.26
CSR 3073 0.18 0.65 0.28 11 0.71 0.83 0.4
Compensation 1433 0.3 0.69 0.26 25366 0.87 0.72 0.21
Defense 182 0.58 0.7 0.28 349 0.8 0.66 0.22
Governance 284 0.33 0.62 0.23 1715 0.84 0.74 0.24
Restructuring 295 0.29 0.75 0.32 12009 0.85 0.72 0.32
SOP 0 28187 0.9 0.73 0.18
Voting 2698 0.5 0.72 0.25 1351 0.89 0.78 0.22
Total 9131 0.32 0.69 0.27 70481 0.88 0.72 0.21
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Table 3: Selection. This table shows estimates for proposals voted upon in US firms 2003-2020 excluding observations that do not satisfy A1l (see
table OA.3. Panel A includes the mean, confidence interval, standard deviation, minimum, and maximum for the whole sample. Panel B shows the

mean for each equilibrium.

Panel A: Parameter estimates

Estimate N Mean Confidence Interval Std. Min Max
prosrep 64368 0.1 [0.097;0.104] 0.105 0 0.5
[s.e.] [0.002;0.002]
v/ (cn) Benefit-cost ratio 64368 0.15 [0.14;0.16] 0.154 0.015 1.912
[s.c.] [0.005;0.005]
t, Participation rate L 64368 0.433 [0.429;0.44] 0.289 0.039 1
[s.e.] [0.004;0.002]
tr Participation rate R 64368 0.042 [0.038;0.045] 0.108 0 1
[s.e] [0.001;0.002]
D Mean 64368 0.596 [0.573;0.613] 0.115 0.217 0.885
[s.e.] [0.009;0.012]
std(p) 64368 0.22 [0.214;0.226] 0.056 0.063 0.288
[s.e] [0.003;0.003]
Panel B: By equilibrium

mm im 10 11 ml m0  Full Freeriding Partial Freeriding No Freeriding
N 20452 3392 3507 24 121 36872 40379 23844 145
(as a fraction of N) 32% 5% 5% 0% 0% 5% 63% 3% 0%
pmisrep 0.08 0.1 0.01 0 0.32  0.12 0.11 0.08 0.27
v/ (en) Benefit-cost ratio per share 0.26 0.49 0.12 1.68 0.71 0.13 0.13 0.29 0.87
t, Participation rate L 0.22 1 1 1 0.53 0.44 0.49 0.33 0.61
tr Participation rate R 0.11 0.09 0 1 1 0 0 0.11 1
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Table 4: International. This table shows in Panel A univeriate statistics for a sample of non-US proposals from 2013-2020. Panel B shows, for
those proposals that do not violate assumption 1, the fraction of proposals per equilibrium.

Panel A: Summary Statistics

Variable Obs Mean Std. Dev. Min Max

Market capitalization 74602 1360 1610 2.16 4710

N-PX shares 102262  0.01 0.05 0 0.99

Closely held 94096 0.43 0.24 0 1

Participation (all) 339712 04 0.33 0 1

Participation (voluntary) 349238  0.07 0.2 0 1

Panel B: Shareholder preference by country
o) ) ) @) ) © 1 ®
Total Equilibrium (as a fraction of N) Estimates

All N Full Freeriding Partial Freeriding No Freeriding v/ (cn) tr tr pmisrep
Brazil, Russia, China 16415 0.54 0.46 0 0.22 0.63 0.12 0.04
Commonwealth 29338 0.63 0.37 0 0.12 0.47 0.01 0.09
EU 28431 0.65 0.35 0 0.14 0.43 0.02 0.12
Japan 1347 1 0 0 0.02 0.04 0 0.27
Offshore 1371 0.54 0.46 0 0.12 0.24 0.04 0.15
Rest of World 40355 0.82 0.18 0 0.12 0.5 0 0.12
UK 17210 0.94 0.06 0 0.08 0.3 0 0.16
Total Non-US 134467 0.72 0.28 0 0.13 0.46 0.02 0.11




Table 5: Counterfactuals — change in misrepresentation given a change in the benefits or costs of voting. This table shows the sign of the
derivatives of P™*™P by increasing v/ (cn) in Panel A and by P™'P by decreasing v/ (cn) in Panel B. This has the maximum v/ (¢n) so the entry
refers to the sign as we approach the current level of the benefit cost ratio per share.
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Panel A: increasing v/ (cn)

Subsample - 0 + -, turning 0 -, turning + 0, turning -+, turning 0+, turning -
Japan Us C It}
ommonwealt
Countries EU ommony ! UK
. rest of world Brazil,Russia.China
Offshore
Board Defense
Management Proposals Restructuring Compensation Governance Business
Voting Say-On-Pay
Board
Business c "
Shareholder Proposals CSR Restructuring orpensation
Defense
Governance
Voting
Years 2003-5;2009-2011 2006-8;2012-2020
Manufacturing Agriculture
Services . Finance
Industry Construction
Transportation Mining
‘Wholesale Retail
Panel B: decreasing v/ (cn)
Subsample - 0 + -, turning 0 -, turning + 0, turning - +, turning 0 +, turning -
Brazil,Russia.China Commonwealth
Countries EU US Japan UK
rest of world Offshore
Board
Say-On-Pay Business
Management Proposals Restructuring Compensation
Voting Defense
Governance
Business
Board
CSR
Shareholder Proposals Compensation Defense
Restructuring
Governance
Voting
Years 2003-5;2018-20 2006-8 2012-7
Agriculture
Construction
Finance
Manufacturing
Industry Mining
Retail
‘Wholesale
Services

Transportation




B. Proofs of Main Results

Proof of Lemma 1. Define uz = apty and u;, = a(l — p)t,, the actual voting probabilities
for R and L among discretionary voters, respectively, and the probability of absentee votes
up =1 —ug — uy. Vector u = (ug,ur,up) lives in the two-dimensional unit simplex A. Beliefs
regarding u are represented by continuous and bounded density h(:|7), for i € {R, L}. Then the
number of discretionary votes bg, by, and (1 — y)n — by — b, follow a multinomial distribution,
with probabilities u € A. Hence, by adapting Myatt (2015, Eqs (4) & (5)) for our purposes,
we calculate the probability of a tie with x discretionary votes for R by taking the following

expectation over u:

Pribr = z,b, =x+ (29 — 1)yn|h(-|i)] =

(1 = Y)n) ug®uy®Ha=1my (1-207)n—22 '
L s g R e 2
h( T T (29 —1)y 1-2¢7 T ‘,)F((l—y)n—i—l)
I=yn"1=y)n  (1=9) 1-v (L=mnl ) T((1=v)n+3)
h( x x Jr(2q—1)’y 1—2(]772 x ‘2)
1 l=yn'Q=yn  (1-7)" 1-9 (1-7n
(I —=n (I—=9)n ’

for i € {R, L}, where the first equality follows from the multinomial distribution. The first
approximation relies on the observation that, for n large, most of the distribution will be con-
centrated at its mode and uses properties of the Dirichlet density. The second approximation
follows from the definition of I'(y+1) = y!, for y € N, and that, for n large, (1—vy)n+1 ~ (1—7)n,

(1 —~v)n+2=~ (1—v)n. Hence, summing over all possible z, the overall probability of a tie is:

n/2—qyn
Z Pribg = z,b, =z + (2¢ — 1)yn| h(-[9)],
z=0
where we assume for simplicity, in the context of this proof, that both n/2 and ygn are integers.

Given the above approximations, for n large, the sum can be approximated by the integral

1/2—qy
1—y

1

= o h(y,y + (2¢ = 1)v/(1 =), (1 — 2¢7) /(1 = ) — 2yi)dy.

Therefore, by employing Myatt (2015, Lemma 2), the probability of a tie and a near tie are
equal for a large n and hence for i € {R, L}:

1/2—qy
1

PufPivotall] ~ = [ by + (20 = 1D7/(1=2). (1= 20/ =) = 2uli)d
(12)

Below, we revert the above expressions from vector u to vector (p,a) so that we can transition
from density h to densities f and g. Recall that uy = aptg, and u;, = a(l — p)t.; hence,

the Jacobian O(ug,u.)/0(p,a) has a determinant equal to atgpt,. Moreover, note that each
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shareholder updates her beliefs based on her own availability, and so

f (p(z,y)]i) g (a(z, y)|available)

h(%y’l — T — y’Z) =

a(xay)tLtR ’
for any z,y € (0,1) and i € {R, L}, where
1—
g (alavaitable) = 2% f512) = 5 =L, f01R) = 1)L

Hence, for up =y and u, = y+(2¢—1)y/(1 —~) from (12), after some simple algebra, we define

tr . (2 — 1)y 1
tr +1s 11—~ a(tg+t,)’
y(te +11) 4 (2¢ -1y 1

toly 1—~

pla) =

so that p(a@) = p* (see (4)). By substituting all the above in the integrand of (12), we have

h(y,y + (2¢ — 1)v/(1 —7), (1 = 2¢7)/(1 — ) — 2y|R)

- Ll s LD SR )y a(y)) £ (et g ) - and (13

h(y,y + (2 — 1)v/(1 =), (1 = 2¢7)/(1 —v) — 2y|L)

= (1 - p(a(®)) f (p(a(v)) g (a(y)) ——

R (14)

Now, to calculate the integral in (12), we change the variable from y to a = a(y). We have
da - dy(tR + tL)/(thL) and

~ (2¢—-1)y 1
a(0) = ﬁg,
o((1/2- =) = ORCZOER BRI,
Then we have:
1 e
PrfPivotallR] ~ o [ A+ (20— 107/(1= 7). (1= 207)/(1 = ) = 29[ Ry
a((1/2—qv)/(1—7))
- (1 _17)nap(tR1+ ty) /(0) ’y fpl@)p(a)g(a)da, (15)

where, in the second line, we substituted from (13) as well as using (14)

Pr[Pivotal|L] =

a((1/2—g7)/(1=7))
: 1 / f(p(a))(1 = p(a))g(a)da(16)

(I =y)na(l =p)(te +1t.) Ja(o)

To develop a simple formula for estimation purposes, we assume that a follows a degenerate

distribution around its mean; that is, g(a) = d(a — @), where ¢ is the Dirac function. Then, to
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have a strictly positive probability of being pivotal, we need:

a(0) <a<a((l/2-q1)/(1-7) < (2?:?7; e tn/2- 7((11_—61’3;—;? (1/2-19)

(17)

The above is a restriction on equilibrium ¢z, t,. Let us start with the lower bound on @ in (17).

This restriction can be equivalently written as:

aty(1—=7)+ (1 —qv) > qr

In words, this says that, if all expected support for R is zero (i.e., p = 0), then there is ¢, so that
L wins. This has to be true in any equilibrium for discretionary supporters of L to participate.

Now the restriction imposed by the upper bound in (17) can be equivalently written as:

tr (1/2—=~(1—=¢q)) (at, — 1)+t (1/2 —vq) (atr — 1) < 0,

which is always true as (from ¢ > 1/2 and Al): v(1 —¢q) < v¢ < 1/2; @ < 1; and tz, < 1.
Hence, (17) will always be satisfied in equilibrium. Also, note that, for (15) and (16) not to be
zero, we need p(a) = p* € (I, h), which we will check for each equilibrium separately. Therefore,
given g(a) = d(a — @) and Al, we have that (16) leads to (6), and, similarly, (15) becomes (7),
where p* is given by (4). B

Proof of Proposition 1. This follows directly from equations (OA.34-OA.35) and (OA.24-
OA.25) that define the permissible yxv/ (¢n) for which equilibria, m0 and 10 exist, i.e., I’y X Vino
and I'1g x Vig, respectively. In particular:

Equilibrium m0. Although {0} € I';,0, when v = 0, we have V,,0 = {0} (see (OA.35)),
meaning that equilibrium 10 exists only for a measure zero set of v/(cn) in the absence of regular
voters. On the other hand, again from (OA.34-OA.35), for any 7 > 0, we can find a positive
measure of v/ (cn) € Vo so that equilibrium m0 exists.

Equilibrium 10. We have that {0} ¢ I'1, so, for 7 = 0, there is no equilibrium 10. While,
from (OA.24) for v > (1 —p)a/ (2¢ — 1+ (1 — p)a), there is also a range of v/ (cn) € Vi (see
(OA.25)) for which equilibrium 10 exists. H

Proof of Proposition 2. For any fixed parameters v, ¢, [, h, @, we follow v/ (¢n) on the interval
from (0, +00). As the benefit-to-cost ratio per share increases, different equilibria exist (see Table
1 and Figures 1).We can identify eight possible equilibrium paths occurring in non-overlapping
but adjacent intervals of v/ (cn):

1. m0 - mm — 1m — 11, 4. mm — Im — 11, 6. m0 — mm — 1m,

2. m0—mm—ml—11, 5 mm—ml—11, 7. m0— 10 — 1m,

3. m0— 10 = 1m — 11, 8. mO.
Which one occurs depends on the parameters v, q, !, h,a. In particular, given Proposition 1,

that no full free-riding equilibria exist for v = 0, only Paths 4 and 5 are pertinent for the Myatt
(2015) model. Moreover, equilibrium m1 is only possible for Disagreement; i.e., p < 1/2, while

mm requires sufficiently low v, and 10 sufficiently high ~. Finally, for any fixed parameter, there
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exist {v/ (en)} from zero to an upper value, for which no equilibrium exists; in the case where
this upper value is finite and an equilibrium exists once we exceed that upper value, then there
are no further gaps between equilibrium regions.

To determine the sign of OP™™P /9 (v/ (cn)) across each path, we rely on (8), which relates
PSP with p* (see 4) and p™! (equal to 1/2 — (2¢ — 1)/ (2a(1 — 7)) by setting t, = t5 = 1
in (4)). We also rely on the expressions in (9) for dp*/9 (v/ (¢n)). Note that, for v/ (cn) —
min V0, we have p* — [ (see (OA.96) (i.e., the lower end of the distribution of p). Also, in
equilibrium mm by definition p* = P; now, let p1g the value of p* for equilibrium 10 (equal to
1— (29 — 1)y/ (@1 — 7)) by setting t, = 1, t = 0 in (4); it is easy to see that pyg > pfil.

Given this we have, in turn, for each of the paths above:

Path 1
Eqm.: m0 mm 1m 11
op*/0 (v/ (en)) >0 =0 <0 =0
p* l /\ P P P \( pfull pfull

<0, for I < p* < pfll,

OP™seP /9 (v/ (en
[0 v/ (en)) >0, for pfl < p* <P

In the table above, the first row are the equilibria in the corresponding path. The second
is the derivative of p* with respect to the benefit-to-cost ratio per share, from the expressions
in (9). The third row is the corresponding interval of values of p* (or the single value when
constant), where we also incorporate with arrows the sign of the derivative; for example, in m0,
p* increases from [ to p, and we denote this as [  p. The fourth and last row contains the
derivative of P™™P with respect to the benefit-to-cost ratio per share; to understand why these
are the signs, note that for Path 1 and in equilibrium mo0, | < p* < pf! for low v / (cn) € Vipo and
p < p* < P for higher v/ (cn) € Vino; hence, from (8), we have P™seP = —(p* — pfull) /(h — )
in the former and P™s™P = 4 (p* — pfll) /(h —1), in the latter; the corresponding derivative then
follows from that of p* in m0. Likewise, for the other equilibria in this path.

Therefore, in equilibrium Path 1, the derivative of 9P™5™P /9 (v/ (en)) changes sign twice
from negative to positive and then again to negative. Moreover, this path exists for both
Agreement and Disagreement (see Figure 1).

The corresponding tables for the other paths appear below. Those tables provide a complete
characterization of the derivative of P™™P with respect to v/ (cn) for every possible equilibrium
path. For the result stated in the proposition and the ensuing corollary, Path 1 is sufficient
together with the observation that, in Paths 4 and 5, which are pertinent in the v = 0 case, the

derivative P™™P /9 (v/ (cn)) is always nonpositive. B

Path 3
Path 2

Eqm.: m0 10 1im 11
Egqm.:  m0 mm ml 11 o0 (0] (cn)) =0 0 -0 0

v/ (cn = =
ap*/0(v/(en)) >0 =0 >0 =0 Y " full o full
_ 1/ pio po po N p p

" full  full p
R b <0, for I < p* < pful
opmistep /g <0 =0 <0 =0. AP™eP /9 (v/ (en ’ ) ’ =0 <0 =0.
00/ (en) e St
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Path 4 Path 5

Eqm.: mm 1Im 11 Eqm.: mm ml 11
op*/0 (v/(cn)) =0 <0 =0 Op*/d (v/ (cn)) =0 >0 =0
p* D D \‘ pfull pfull p* D P /I pfull pfull
OP™S™P /9 (v/ (en)) =0 <0 =0. OP™SP /9 (v/ (en)) =0 <0 =0.
Path 6 Path 7
Eqm.: m0 mm 1m Eqm.: m0 10 1m
op*/0 (v/ (en)) >0 =0 <0 op*/0 (v/ (en)) >0 =0 <0
p* LD PPN\ o™ p* 1/ po po pio ™

<0, for I < p* < pfull,
> 0, for pfll < p* < pig

<0, for I < p* < ptll

full = =0 <0.
>0, for p"™ < p* <P

OP™ser /9 (v/ (cn)) =0 <0. OP™= /9 (v/ (cn))

Path 8
Eqm.: m0
op*/0 (v/ (en)) >0
p* 1/ po

<0, for I < p* < pll

aPmisrep 9 (v/ (en ’
/9 (v/ (en)) >0, for pfill < p* < pro

References

Abramson, P. R., J. H. Aldrich, P. Paolino, and D. W. Rohde (1992). ‘Sophisticated’ Voting in
the 1988 Presidential Primaries. American Political Science Review 86(01), 55-69.

Adams, R. and D. Ferreira (2008, 01). One Share-One Vote: The Empirical Evidence. Review
of Finance 12(1), 51-91.

Aggarwal, R., S. Dahiya, and N. R. Prabhala (2019). The power of shareholder votes: Evidence
from uncontested director elections. Journal of Financial Economics 133(1), 134-153.

Aggarwal, R., P. A. C. Saffi, and J. Sturgess (2015). The Role of Institutional Investors in
Voting: Evidence from the Securities Lending Market. Journal of Finance 70(5), 2309-2346.

Ahern, K. R. (2017, jul). Information Networks: Evidence from Illegal Insider Trading Tips.
Journal of Financial Economics 125(1), 26-47.

Ashraf, R., N. Jayaraman, and H. E. Ryan (2012). Do pension-related business ties influence
mutual fund proxy voting? evidence from shareholder proposals on executive compensation.
Journal of Financial and Quantitative Analysis 47(3), 567-588.

Bach, L. and D. Metzger (2018, 12). How Close Are Close Shareholder Votes? Review of
Financial Studies 32(8), 3183-3214.

Bar-Isaac, H. and J. Shapiro (2020). Blockholder Voting. Journal of Financial Eco-
nomics 136(3), 695-717.

Bebchuk, L. A.; A. Cohen, and A. Ferrell (2009). What Matters in Corporate Governance?
Review of Financial Studies 22, 783-827.

Bebchuk, L. A. and J. M. Fried (2009). Pay without Performance: The Unfulfilled Promise of
Executive Compensation. Harvard University Press.

Becht, M., J. Franks, C. Mayer, and S. Rossi (2009). Returns to Shareholder Activism: Evidence
from A Clinical Study of the Hermes UK Focus Fund. Review of Financial Studies 22, 3093—
3129.

Becht, M., A. Polo, and S. Rossi (2016, 07). Does Mandatory Shareholder Voting Prevent Bad
Acquisitions? Review of Financial Studies 29(11), 3035-3067.

34



Blais, A. (2000). To Vote or Not to Vote: The Merits and Limits of Rational Choice Theory.
University of Pittsburgh Press.

Blais, A. (2006). What Affects Voter Turnout? Annu. Rev. Polit. Sci. 9, 111-125.

Bodnaruk, A. and M. Rossi (2016). Dual ownership, returns, and voting in mergers. Journal of
Financial Economics 120(1), 58-80.

Bolton, P., T. Li, E. Ravina, and H. Rosenthal (2020). Investor ideology. Journal of Financial
Economics 137(2), 320-352.

Bond, P. and H. Eraslan (2010). Strategic Voting over Strategic Proposals. Review of Economic
Studies 77(2), 459-490.

Brav, A., M. Cain, and J. Zytnick (2022). Retail Shareholder Participation in the Proxy Process:
Monitoring, Engagement, and Voting. Journal of Financial Economics 144(2), 492-522.

Brav, A. and R. D. Mathews (2011). Empty voting and the efficiency of corporate governance.
Journal of Financial Economics 99(2), 289-307.

Brennan, G. and L. Lomasky (1993). Democracy and Decision: The Pure Theory of Electoral
Preference. Cambridge University Press.

Bubb, R. and E. M. Catan (2022). The party structure of mutual funds. Review of Financial
Studies 35(6), 2839-2878.

Burkart, M. and S. Lee (2008, 01). One Share-One Vote: the Theory. Review of Finance 12(1),
1-49.

Bursztyn, L., D. Cantoni, P. Funk, F. Schénenberger, and N. Yuchtman (2024). Identifying the
effect of election closeness on voter turnout: Evidence from swiss referenda. Journal of the
European Economic Association 22(2), 876-914.

Bushee, B. J. (1998). The influence of institutional investors on myopic r&d investment behavior.
Accounting Review 73(3), 305-333.

Butler, A. W. and U. G. Gurun (2012, 08). Educational Networks, Mutual Fund Voting Patterns,
and CEO Compensation. Review of Financial Studies 25(8), 2533-2562.

Cai, J., J. L. Garner, and R. A. Walkling (2009). Electing Directors. Journal of Finance 64 (5),
2389-2421.

Cai, J., J. L. Garner, and R. A. Walkling (2013). A Paper Tiger? An Empirical Analysis of
Majority Voting. Journal of Corporate Finance 21, 119 — 135.

Campello, M. and P. A. C. Saffi (2015). The Rise of the Equity Lending Market: Implications
for Corporate Policiess. SSRN.

Casella, A., A. Llorente-Saguer, and T. R. Palfrey (2012). Competitive equilibrium in markets
for votes. Journal of Political Economy 120(4), 593-658.

Chevalier, J. and G. Ellison (1999). Career Concerns of Mutual Fund Managers. Quarterly
Journal of Economics 114(2), 389-432.

Christoffersen, S. E. K., C. C. Geczy, D. K. Musto, and A. V. Reed (2007). Vote Trading and
Information Aggregation. Journal of Finance 62(6), 2897-2929.

Coate, S. and M. Conlin (2004). A group rule-utilitarian approach to voter turnout: Theory
and evidence. American Economic Review 94 (5), 1476-1504.

35



Coate, S., M. Conlin, and A. Moro (2008). The performance of pivotal-voter models in small-
scale elections: Evidence from texas liquor referenda. Journal of Public Economics 92(3-4),
582-596.

Cohen, L. and B. Schmidt (2009). Attracting Flows by Attracting Big Clients. Journal of
Finance 64, 2125-2151.

Council of Institutional Investors (2011). Everything You Wanted to Know About International
Proxy Voting But Were Afraid to Ask. Available from: https://www.cii.org.

Couvert, M. (2021). What is the impact of mutual funds’ esg references on portfolio firms?
Technical report, Swiss Finance Institute.

Cunat, V., M. Gine, and M. Guadalupe (2012). The Vote Is Cast: The Effect of Corporate
Governance on Sharcholder Value. Journal of Finance 67(5), 1943-1977.

Cunat, V., M. Giné, and M. Guadalupe (2020). Price and probability: Decomposing the takeover
effects of anti-takeover provisions. Journal of Finance 75(5), 2591-2629.

Cvijanovi¢, D., A. Dasgupta, and K. E. Zachariadis (2016). Ties that Bind: How Business
Connections Affect Mutual Fund Activism. Journal of Finance 71(6), 2933-2966.

Cvijanovié¢, D., A. Dasgupta, and K. E. Zachariadis (2022). The wall street stampede: Exit as
governance with interacting blockholders. Journal of Financial Economics 144(2), 433-455.

Davis, G. F. and E. H. Kim (2007). Business ties and proxy voting by mutual funds. Journal
of Financial Economics 85(2), 552-570.

Del Guercio, D., L. Seery, and T. Woidtke (2008). Do boards pay attention when institutional
investor activists “just vote no”? Journal of Financial Economics 90(1), 84-103.

Denis, D. K., T. Jochem, and A. Rajamani (2019, 09). Shareholder Governance and CEO
Compensation: The Peer Effects of Say on Pay. Review of Financial Studies 33(7), 3130—
3173.

Desai, M. A. and L. Jin (2011). Institutional tax clienteles and payout policy. Journal of
Financial Economics 100(1), 68-84.

Diebold, F. X. and R. S. Mariano (1995). Comparing Predictive Accuracy. Journal of Business
& Economic Statistics 13(3), 253-263.

Dikolli, S. S., M. M. Frank, Z. M. Guo, and L. J. Lynch (2022). Walk the talk: Esg mutual fund
voting on shareholder proposals. Review of Accounting Studies 27(3), 864-896.

Downs, A. (1957). An Economic Theory of Democracy. Harper & Row.

Dunlavy, C. A. (2006). Social conceptions of the corporation: Insights from the history of
shareholder voting rights. Wash. € Lee L. Rev. 63, 1347.

Eckbo, B. E., G. Paone, and R. Urheim (2010). Efficiency of Share-Voting Systems: Report on
Sweden. SSRN.

Eckbo, B. E., G. Paone, and R. Urheim (2011). Efficiency of Share-Voting Systems: Report on
Italy. SSRN.

Ertimur, Y., F. Ferri, and D. Oesch (2013). Shareholder votes and proxy advisors: Evidence
from say on pay. Journal of Accounting Research 51(5), 951-996.

36



Ertimur, Y., F. Ferri, and D. Oesch (2018). Understanding uncontested director elections.
Management Science 64(7), 3400-3420.

Eso, P., S. Hansen, and L. White (2014). A theory of vote-trading and information aggregation.
Working Paper, University of Oxford.

Evren, O. (2012). Altruism and Voting: A Large-Turnout Result That Does not Rely on Civic
Duty or Cooperative Behavior. Journal of Economic Theory 147(6), 2124-2157.

Faravelli, M., P. Man, and R. Walsh (2015). Mandate and paternalism: A theory of large
elections. Games and FEconomic Behavior 93, 1-23.

Feddersen, T. J. (2004). Rational choice theory and the paradox of not voting. Journal of
Economic Perspectives 18(1), 99-112.

Feddersen, T. J. and W. Pesendorfer (1996). The Swing Voter’s Curse. American Economic
Review 86(3), 408-424.

Feddersen, T. J. and W. Pesendorfer (1997). Voting Behavior and Information Aggregation in
Elections With Private Information. Econometrica 65(5), 1029-1058.

Feddersen, T. J. and A. Sandroni (2006). A Theory of Participation in Elections. American
Economic Review 96(4), 1271-1282.

Ferri, F. (2012). ‘low-cost’shareholder activism: A review of the evidence. Research handbook
on the economics of corporate law.

Ferri, F. and D. A. Maber (2012). Say on Pay Votes and CEO Compensation: Evidence from
the UK. Review of Finance 17(2), 527-563.

Fichtner, J., E. M. Heemskerk, and J. Garcia-Bernardo (2017). Hidden power of the big three?
passive index funds, re-concentration of corporate ownership, and new financial risk. Business
and politics 19(2), 298-326.

Fos, V., K. Li, and M. Tsoutsoura (2017, 07). Do Director Elections Matter? Review of
Financial Studies 31(4), 1499-1531.

Gantchev, N. and M. Giannetti (2020, 11). The Costs and Benefits of Shareholder Democracy:
Gadflies and Low-Cost Activism. Review of Financial Studies 34(12), 5629-5675.

Gaspar, J.-M., M. Massa, and P. Matos (2005). Shareholder investment horizons and the market
for corporate control. Journal of Financial Economics 76(1), 135-165.

Geys, B. (2006). “Rational” Theories of Voter Turnout: A Review. Political Studies Review 4 (1),
16-35.

Gompers, P. A., J. L. Ishii, and A. Metrick (2003). Corporate Governance and Equity Prices.
Quarterly Journal of Economics 118, 107-155.

Gordon, L. A. and J. Pound (1993). Information, Ownership Structure, and Shareholder Vot-
ing: Evidence from Shareholder-Sponsored Corporate Governance Proposals. Journal of Fi-
nance 48(2), 697-718.

Griffin, C. N. (2019). We three kings: Disintermediating voting at the index fund giants. Md.
L. Rev. 79, 954.

Grullon, G. and R. Michaely (2002). Dividends, Share Repurchases, and the Substitution Hy-
pothesis. Journal of Finance 57(4), 1649-1684.

37



Haan, S. C. (2022). Voting rights in corporate governance: history and political economy. S.
Cal. L. Rev. 96, 881.

Hafeez, B., M. H. Kabir, and U. Wongchoti (2022). Are retail investors really passive? share-
holder activism in the digital age. Journal of Business Finance € Accounting 49(3-4), 423—460.

Hansen, L. P. (1982). Large Sample Properties of Generalized Method of Moments Estimators.
Econometrica: Journal of the Econometric Society, 1029-1054.

Hansen, L. P. and K. J. Singleton (1982). Generalized Instrumental Variables Estimation of
Nonlinear Rational Expectations Models. Econometrica: Journal of the Econometric Society,
1269-1286.

Harrison, J. M. and D. M. Kreps (1978). Speculative Investor Behavior in a Stock Market with
Heterogeneous Expectations. Quarterly Journal of Economics 92(2), 323-336.

He, J., J. Huang, and S. Zhao (2019). Internalizing governance externalities: The role of insti-
tutional cross-ownership. Journal of Financial Economics 134(2), 400-418.

Heard, J. E. and H. D. Sherman (1987). Conflicts of Interest in the Proxy Voting System.
Investor Responsibility Research Center.

Hirst, S. (2017). Frozen charters. Yale J. on Reg. 34, 91.

Iliev, P., K. V. Lins, D. P. Miller, and L. Roth (2015). Shareholder Voting and Corporate
Governance Around the World. Review of Financial Studies 28(8), 2167-2202.

Iliev, P. and M. Lowry (2014). Are Mutual Funds Active Voters? Review of Financial Stud-
ies 28(2), 446-485.

Jin, D. and T. H. Noe (2024). Making sure your vote does not count: Green activism and
strategic proxy voting. SSRN.

Kakhbod, A., U. Loginova, A. Malenko, and N. Malenko (2022, 08). Advising the Management:
A Theory of Shareholder Engagement. Review of Financial Studies 36(4), 1319-1363.

Kalay, A., O. Karakas, and S. Pant (2014). The Market Value of Corporate Votes: Theory and
Evidence from Option Prices. Journal of Finance 69(3), 1235-1271.

Kawai, K. and Y. Watanabe (2013). Inferring strategic voting. American Economic Re-
view 103(2), 624-662.

Knoeber, C. R. (1986). Golden Parachutes, Shark Repellents, and Hostile Tender Offers. Amer-
ican Economic Review 76(1), 155-167.

Krishna, V. and J. Morgan (2012). Voluntary Voting: Costs and Benefits. Journal of Economic
Theory 147(6), 2083-2123.

LaPorta, R., F. L. de Silanes, A. Shleifer, and R. W. Vishny (1998). Law and Finance. Journal
of Political Economy 106, 1113-1155.

Larcker, D. F.; A. L. McCall, and G. Ormazabal (2015). Outsourcing shareholder voting to
proxy advisory firms. Journal of Law and Economics 58 (1), 173-204.

Lee, C. and M. E. Souther (2020). Managerial reliance on the retail shareholder vote: Evidence
from proxy delivery methods. Management Science 66(4), 1717-1736.

Levine, D. K. and T. R. Palfrey (2007). The Paradox of Voter Participation? A Laboratory
Study. American Political Science Review 101(1), 143-158.

38



Levit, D. and N. Malenko (2011). Nonbinding Voting for Shareholder Proposals. Journal of
Finance 66(5), 1579-1614.

Levit, D., N. Malenko, and E. Maug (2024). Trading and Shareholder Democracy. Journal of
Finance 79(1), 257-304.

Li, S. Z., E. Maug, and M. Schwartz-Ziv (2021, 05). When Shareholders Disagree: Trading after
Shareholder Meetings. Review of Financial Studies 35(4), 1813-1867.

Malenko, N. (2023, 10). Lecture on ‘Shareholder Voting’. Public Lecture Series on Corpo-
rate Governance by ICG, Ostrom Workshop, ECGI https: //www. ecgi. global/sites/
default/ files/Presentation\ %34\ J/20Nadya\ 420Malenko_ 0. pdf.

Malenko, N. and Y. Shen (2016, December). The Role of Proxy Advisory Firms: Evidence from
a Regression-Discontinuity Design. Review of Financial Studies 29(12), 3394-3427.

Manning, N. and K. Edwards (2014). Does civic education for young people increase political
participation? a systematic review. Educational Review 66(1), 22-45.

Matvos, G. and M. Ostrovsky (2010). Heterogeneity and Peer Effects in Mutual Fund Proxy
Voting. Journal of Financial Economics 98(1), 90-112.

Maug, E. and K. Rydqvist (2009). Do Shareholders Vote Strategically? Voting Behavior,
Proposal Screening, and Majority Rules. Review of Finance 13(1), 47-79.

Maug, E. and B. Yilmaz (2002). Two-Class Voting: A Mechanism for Conflict Resolution.
American Economic Review 92(5), 1448-1471.

McGurn, P. S. (1989). Confidential Prozy Voting. Investor Responsibility Research Center.

Meirowitz, A. and E. E. M. Pi (2022). Trading and voting: Information aggregation in share-
holder decision-making. Journal of Financial Economics 146(3), 761-780.

Merlo, A. (2006). Whither political economy? theories, facts, and issues. Advances in Economics
and Econometrics Cambridge University Press.

Merlo, A. and T. R. Palfrey (2018). External validation of voter turnout models. American
Economic Review 108(8), 2078-2112.

Michaely, R., S. Rubio, and I. Yi (2023). Voting rationales. SSRN.

Molinari, F. (2020). Chapter 5 - microeconometrics with partial identification. In S. N. Durlauf,
L. P. Hansen, J. J. Heckman, and R. L. Matzkin (Eds.), Handbook of Econometrics, Volume
7A, Volume 7 of Handbook of Econometrics, pp. 355-486. Elsevier.

Monks, R. A. G. and N. Minow (2003). Corporate Governance. Wiley-Blackwell.

Myatt, D. P. (2015). A Theory of Voter Turnout. Working Paper. Available at: http://
dpmyatt.org/uploads/turnout-2015.pdf.

Nili, Y. and K. Kastiel (2016). In Search of the ’Absent’ Shareholders: A New Solution to Retail
Investors’ Apathy. Delaware Journal of Corporate Law 41(1), 55-112.

Palfrey, T. R. and J. E. Prisbrey (1997). Anomalous behavior in public goods experiments: How
much and why? American Economic Review 87(5), 829-846.

Palfrey, T. R. and H. Rosenthal (1983). A strategic calculus of voting. Public Choice 41(1),
7-53.

39



Palfrey, T. R. and H. Rosenthal (1985). Voter participation and strategic uncertainty. American
Political Science Review 79(1), 62-78.

Pinto, A. R. (2009, January). The European Union’s Shareholder Voting Rights Directive
from an American Perspective: Some Comparisons and Observations. Fordham International

Law (2), 587623,

Porras Prado, M., P. A. C. Saffi, and J. Sturgess (2016, 07). Ownership Structure, Limits to
Arbitrage, and Stock Returns: Evidence from Equity Lending Markets. Review of Financial
Studies 29(12), 3211-3244.

Ricei, S. A. G. and C. M. Sautter (2022). Wireless investors & apathy obsolescence. Wash. UL
Rev. 100, 1653.

Riker, W. H. and P. C. Ordeshook (1968). A theory of the calculus of voting. American political
science review 62(1), 25-42.

Thomas, R. S. and J. F. Cotter (2007). Shareholder Proposals in the New Millennium: Share-
holder Support, Board Response, and Market Reaction. Journal of Corporate Finance 13(2-3),
368-391.

Van der Elst, C. (2011). Revisiting Sharcholder Activism at AGMs: Voting Determinants of
Large and Small Shareholders. ECGI-Finance Working Paper (311).

Wolfinger, R. E. and S. J. Rosenstone (1980). Who Votes? Yale University Press.
Wooldridge, J. M. (2010). Econometric Analysis of Cross Section and Panel Data. MIT press.
Yilmaz, B. (2000, September). Strategic Voting and Proxy Contests. Working paper.

Zachariadis, K. E. and I. F. Olaru (2017). The impact of security trading on corporate restruc-
turings. Review of Finance 21(2), 667-718.

Zytnick, J. (2022). Do mutual funds represent individual investors? Working Paper.

40



Online Appendix

“Freeriders and Underdogs: Participation in Corporate Voting”

Konstantinos E. Zachariadis, Dragana Cvijanovi¢, and Moqi Groen-Xu

The online appendix provides supplementary theoretical and empirical material supporting
the main text. Sections OA.1 and OA.2 contain the results mentioned in 1. In particular, Sec-
tion OA.1 establishes the equilibrium conditions for incomplete participation from both sides
mm, while Section OA.2 extends this analysis to equilibria where at least one side fully partic-
ipates or abstains (1m, 10,11, m1,m0). Throughout we assume p € (I,h) C (0,1), @ € (0, 1],
g is degenerate, so that a = @, and maintain AO-A2 as the foundational assumptions for the
theoretical results; let also d = h — .

Then Section OA.3 explores an extension of the model incorporating idiosyncratic voting
costs and relaxing the assumption of homogeneous participation costs. Section OA.4 categorizes
and describes the proposals, while Section OA.5 describes the estimation sample satisfying our
assumptions. Section OA.6 evaluates the model’s fit by benchmarking its predictions against
reduced-form estimates. Section OA.7 interprets the estimated benefit-to-cost ratios in terms of
return on investment from a successful vote. Section OA.8 presents robustness checks, including
alternative estimation assumptions, the role of equity lending, and variation in the availability
of shares for voting. Additional tables and figures supporting the empirical results appear at

the end of the appendix.

OA.1 Equilibrium with Internal Participation

Proposition OA.2 contains the necessary and sufficient conditions for the existence of equilibrium
mm for an arbitrary number of voters n. Proposition OA.1, which we present first, is the
restriction of Proposition OA.2 to large n (case (b), which is the only one that survives as

n — 00).

Proposition OA.1 (Equilibrium mm). If

n € Npm = <f(p) (ag(;qp_) ‘1")2q - 1),oo> : (OA1)
_ (f®0-p) _ a(-p

¥ E€Tmm = <n(2q—1) ,a(l_p)+2q_1>, (OA.2)

= _ (2Qa=y) o @y @—142) @-y@+1-2)

et = (fptmgymn{ Sy gy }) oA

then there exists an equilibrium with incomplete participation by both types; that is, t,, tr € (0,1)

given by
f@p v | (2¢—-1)y
T Oyaen T 1ya (044
‘. f@)(A-p) v (2¢—1)y (OA.5)

(1-7)a en  (1-7)a’



Furthermore, in equilibrium, the probability that either L or R is pivotal is equal to the common

cost-to-benefit ratio c/v (1), and the total expected votes for L and R are equal
a1l =y)ptr +yg=a(l —y)(1 =p)t +7(1 —q),

i.e., p* =D, so that the expected outcome is a tie.

Proposition OA.2 (Equilibrium mm for any n). Assume that

Vo @ (@—1+2g) n(@—y(@+1-2g)
= { f@)p im0 -p) }

c
In addition, consider the following disjoint parameter regions:

(a) Small reqular block size:

(OA.6)

? > 1, n> f(f)p, and
c a
(i) Many voters, high availability:
fP)(1-p) _ . Jan—f)(A=p) an—f@Pp f@)1-D)
—r - 2qg—1 d0<
"= a ) @2 29— L and DS Y < min (@+1-2¢9)n "(@a—1+2¢)n" n(2¢—1)
(ii) Many voters, low availability:
f@)(A-p) _ [ an—f(@p fP)(1-D)
e —— 2q—1 <
n > — , a < 2q ,and 0 <y < min G@—1+29)n n2q=1) |
(iii) Few voters, low availability:
f() (a(i1 —p)+2-1) f(p)(}—p)7 T<2—1.7< }’ and
a(2qg—1) a 2
an — f(p)(1 =) an — f(p)p
@+1-29n S (@-1+29n
(b) Large regular block size (Many voters, any availability):
v ny(2g — 1) f() (@1 —p)+2¢—1)
- =, N> — , and
c f(A-p) a(2q —1)
o o
fP)A-p) _ N al—p)
n(2q —1) a(l—-p)+2¢—1

These conditions are necessary and sufficient for the existence of an incomplete participation

equilibrium by both types—that is, t,, tr € (0,1), which are given by equations (OA.}) and

(OA.5). Finally, in such an equilibrium, the probability of being pivotal for either R of L is

equal to the common cost-to-benefit ratio c¢/v (1), and the expected votes for R and L are equal

(OA.6); i.e., p* =D.

},0’/’



Proof. We proceed in two steps. In the first, we derive the expressions for the rates, and in

the second, we determine the feasible parameter regions.

Step 1: Derivation of Rates Given the expressions for the pivotal probabilities, we now
seek to determine whether an equilibrium exists with incomplete participation for both L and
R (ie., ty, tgr € (0,1)). From (1), we know that, since the cost-to-benefit ratio is the same for
both types, the pivotal probabilities should also be the same for both. Hence, using (7) and (6),

in equilibrium, we must have:
p* = b (OA.7)
which, given (OA.6), means that at equilibrium the total average supports for L and R are equal.

Hence, the expected outcome is a tie. From (OA.7), the pivotal probabilities in equilibrium are:

1 1
Pr[Pivotal|R] = Pr[Pivotal|L] = A= naltstt )f(p*)-
R L

Moreover, the pivotal probability for type R is equal to her cost-to-benefit ratio (1) in the

equilibrium with incomplete participation; hence,

tr + 1, (OA.8)

= 17)mf<p)z

Furthermore, according to the definition of p* (4) and the fact that it is equal to p (OA.7), after

some simple algebra, we have

2 — 1)y 1
t, = (tR+tL)p+wa. (OA.9)

Using (OA.8) with (OA.9), we derive the equilibrium ¢, and ¢z, as given in (OA.4) and (OA.5).

Step 2: Bounds on the Parameters Incomplete participation means that (t.,tz) € (0,1).
To ensure this, we now derive the restrictions on the parameters of the model—in particular,
n, v and v/c or equivalently v/ (¢n). By definition, what we need for incomplete participation
is (t1,tr) € (0,1). According to (OA.4), it is evident that ¢, > 0 for all parameter values. The

condition ¢, < 1 is equivalent to:

a

—_ Al

v < o and (OA.10)
n(a@a—vy(@-—1+2q)

f()p

(OA.11)

Qle

Given our assumption that ¢ > 1/2, the upper bound on 7 in (OA.10) takes precedence over Al
(i.e., v < 1/(2¢)). Now, the condition ¢tz > 0 is equivalent to:

v ny(2g — 1)
p > ) (OA.12)



For (OA.12) to define the relevant lower bound on v/c given A2 (i.e., v/c > 1), we need a lower

bound on the regular block size and the number of voting shares,

o=

IETESI (OA.13)
2qf(p)(1 — D)
T (OA.14)

otherwise, we need to impose v/c > 1 from A2. Finally, the condition ¢; < 1 is equivalent to:

v n(@—~vy(@+1-2q))
S fwi-on (0419)

Hence, for the benefit-to-cost ratio v/c, we have two possible upper bounds: (OA.11) and
(OA.15). Either can be relevant, depending on the parameter values. Therefore, the upper

bound on v/c is

L mm{n(a—v(a—ﬂr?q)) n(a—v(a+1—2q))} (OA.16)

f()p ’ f@)(1-p)

For v/c, we also have a lower bound, which is either (OA.12), if v satisfies (OA.13), or one. In
either case, we need to ensure that the lower bound is smaller than the upper bound on v/c in
(OA.16). Let us look at each case in turn.
Case A: If (OA.13) holds, then to ensure that the upper bounds on v/c in (OA.16) are larger
than the lower bound in (OA.12), we have another restriction on 7,

a(l —p)

< . OA.17
7 al—p)+2q—1 ( )

From the two possible upper bounds of y in (OA.10) and (OA.17), we can show that, for ¢ > 1/2,
the relevant bound is condition (OA.17). Finally, we need to ensure that the lower bound of ~y
in (OA.13) is lower than the upper bound in (OA.17). This puts a lower bound on the number
of voting shares:

f(p) (@l —p)+2¢—1)

> s
" a(2q - 1)

which supersedes the other lower bound of (OA.14).
Case B: If (OA.13) does not hold, then to ensure that the upper bound on v/c in (OA.16)

exceeds the lower bound imposed by A2, we add the following two restrictions on +,
n(@—(2¢—1))y < an— f(P)(1-p), and n(a+ (2¢ — 1))y <an — f(p)p. (OA.18)

For these to be satisfied, we need n > f(p)p/a. Observe also that the second restriction in
(OA.18) implies the upper bound in (OA.10), so this latter bound can be ignored in what
follows. Then we have the following subcases:

i) If n > f(p)(1 —p)/a and @ < 2q — 1, then the only other restriction on v (i.e., other than

7 < f(P)(1 =Pp)/(n(2¢ — 1))) can be written as v < (an — f(p)P) / (@ — 1+ 2¢) n).



it) If n > f(p)(1 —p)/a and @ > 2¢ — 1, then the added restriction on vy can be written as

an — f(p)(1 —p) an— f(p)p }

< mi
7 mln{ (@+1-2¢)n "(@—1+2q)n

i) If n < f(p)(1—p)/aand @ > 2g—1, then there is no equilibrium with incomplete participation.
w)Ifn < f(p)(1—p)/a,a <2q¢—1, and p < 1/2, then we need

an — f(p)(1 —Pp) an — f(P)p f®) (@1 —p)+2¢—-1) f@) (1 -p)
@ri-29n = “(@-1t2qn for a(2q—1) <n<—/g -

We summarize all the above in the statement of Proposition OA.2. B

OA.2 Equilibria with Corner Participation

In this section, we present the propositions and corresponding proofs for the equilibria where at

least one type of discretionary voter has a corner participation rate.

Proposition OA.3 (Equilibrium 1m). Assume that p ~ UL, h]. If and only if

newm = (e e %) A
7€hm = (a(l —a(21p)_f};)q —i <p < ;> "2 —C?L(i_a(li - l)> ’ (0A.20)

e
i ) oaa

where 1 is the indicator function, there exists an equilibrium with t, = 1 and ty € (0,1) given by

1 \/(1—7)a—(2q—1)w

pu— - 1. A.
tn (1—7v)a dp cn (0A.22)
Proposition OA.4 (Equilibrium 10). If and only if
f ) p*
Ny = | —F1— A2
B (1-pa a(l—1)
Tetio = (zq—1+(1—p)a’2q—1+a(1—n ’ (0A-24)

v = (e J L A=7ad-p)| (1 —~jap
o € V0 = ( {n’f(p*)(l—p*)}’f(p*)p*>’ (0A.25)

there exists an equilibrium with t, =1 and tz = 0, where from (4) p* = 1—(2¢—1)y/ ((1 — y)a).




Proposition OA.5 (Equilibrium 11). If and only if | < 1/2 and

n€ Ny = (0, OO) , (OA26)

e (| = W

2 eV = (max { (1- 7)@, (1= ~ja(l —p),l} ,oo) , (OA.28)

cn fong fe)EE n

where 1 is the indicator function, there exists an equilibrium with t;, =1 and ty = 1, where from

(4) p* =1/2— (29— 1)v/ (2(1 = 7)a).

Proposition OA.6 (Equilibrium m1). Assume that p ~ U[l,h]. If and only if p < 1/2 and

_ (o [ =T+ (20— 1)y (1= h)? o
ne Ny = ( { 4d(1_,}/)262(1_p) ’d(l—p) ((1—’7)&+(2q_1)7)}’ ) ’

(OA.29)
a(l - 2p)
Fm = y — — 9 A
7ESm ( a(12p)+2q1> (0A-30)
2 EVii = (max{l,d(l —)a+t (Eq — 1)7} ,
cn n (1-p)
CAN252(1 — V(1 — g —
T R Y
(I =m)a+(2g—1)y (1—=h)
there exists an equilibrium with tr =1 and t;, € (0,1) given by
1 (I—vy)a+(2¢q—1)yv
t, = — 1. 0OA.32
LT w)aJ T R (04.82)
Proposition OA.7 (Equilibrium m0). Assume that p ~ U[l, h]. If and only if
(2¢ = 1)y 1-p
€N, = , o), OA.33
ne (max{du —yP@(1-p) 2Dy ) (04.33)
a
o = (0, 57—77= ), OA.34
7€ T ( 2q_1+a> (0A34)
_ -5 — ~\282(1 — _
Y evy = (max 1’ d(2¢ —1)v(1 —p) min G- p)) d(2q })v ’
cn n (1-1)2 (2¢g — 1)y 1-p
(OA.35)
there exists an equilibrium with tr =0 and t, € (0,1) given by
1 2g—1)yw
. (20— 1y (0A.36)

(I—myay d(1—p) cn



OA.2.1 Proofs of Propositions OA.3—OA.7

Given Lemma (2) that ¢, cannot be zero in any equilibrium, the equilibria we need to inquire

about—other than mm in Proposition OA.1, presented in the previous section—are as follows:

t, =1,tg € (0,1), (1m)
tr=1,tn =0, (10)
to=1,tg =1, (11)
t, € (0,1),ty = 1, (m1)
t, €(0,1),t =0. (m0)

We begin with equilibria 1m, 10, and 11 where ¢, = 1. Let:

(2¢ — 1)y

K=1- ,
(1-v)a

(OA.37)

so from (4), in those equilibria, p* = K/(1+tr). Given this, we need K > 0, or else p* < 0; i.e.,

(2¢ — 1)y - _ _ a
1> "7 <— a-— 2q — 1)y — 2g—1 <= _—.
>(1—7)6 a—ay>(2¢g—1)y a>(2g—1+a)y 7<2q—1—|—6
(OA.38)
This upper bound on 7 takes precedence over Al (i.e., v < 1/(2q)), since a < 1.
We also need p* < 1; i.e.,
K <l<<= itz >K-1,
1+4+1t5
which is always true since K < 1 (see (OA.37)).
Moreover, for t;, = 1, we must have:
: c 1 L fe)d-—p) _c f)A—p") _ ¢ 1=
P tal|L] > — <— > - = —> —(1 - 1—
[pivotal| L] 5 A nai—7) 1+in 5 1+ in v( y)na(l —p)
1 1+t — K ¢ _ _
<— K > —(1— 1-7p), 0OA.39
(K ) ot > Sa -t -p (0A.39)

where in the second inequality we substituted for the pivotal probability from (6).

Now we focus on each of the equilibria with £, = 1 in turn. The aim of the proofs is to derive
the regions of n, 7, and v/ (¢n) so that, given t, = 1, we have that t; € (0,1) and probability
p* € (I, h) (while also respecting assumptions Al and A2).

Equilibrium 1m: Deriving the expression for t5: For ¢tz € (0,1), we must have:

P pivotal || = & ! T e f(K ! > K = %1~ y)nap,

1
(1—")nap 1+tz v 1+tp) (1+tg)?
(OA.40)



where, in the second equality, we substituted for the pivotal probability from (7) and, in the
third, for p* = K/(1 + tg). Let us assume that p ~ U[l,h],0 <1 < h <1, and p* € (I, h), which
we check below; then p = (h+1)/2, f(p*) =1/(h —1) = 1/d, and (OA.40) becomes:

- (2¢ — 1)y
1 K ¢ . K (1-v)a
e = —(1—A)nap = (1+1tz)? = = ;
d(1+tp)? p L~ 7nap (1+22) (1 —ynap  9(1—y)nap

which, if we solve, yields (OA.22), where in the last equality we substituted for K from (OA.37).
Checking that t; € (0,1): We need to ensure that

1—~)a—(2g—1 1 4(1 — )%a%p
(I—7v)a—(2¢—1)y <4 = Y<nd (1 —9)%ap

th <1 <— —
: Lnp (1-v)%a c (1—v)a—(2g— 1)y

, (OA.41)

where, in the second inequality, we substituted from (OA.22); and, similarly,

1—7)a—(2¢—1 1 —v)%@*p
(1-v)a—(2¢ )7>(1—7)252<:>9>nd (1-v)%ap

tr >0 <— — .
. e pp I G P

(OA.42)

In addition, from (OA.39), for p ~ U[l, h| we have:

11+tR K _ _ 1 K de _ _
L - 1— 1-p) < - ~(1- 1—
Aoy > 0=l =p) = e s > 4 (-l =)

<:’\/1_ @ —( 2q_1)7(1_7)a_cic(1_7)nap>aj)c(l—’y)na(l—p)

P _ _ v (I—v)a—(2¢ 10
— >p+1—-p < —>nd — , OA .43
\/dcn (1—v)a (2q — 1)y c p ( )
where, in the third inequality, we substituted for ¢z from (OA.22).
Now we compare the two lower bounds on v/c (OA.42), and (OA.43), to see whether they
either of them can be relevant:

(1—9)%ap* > [(1—)a— (2¢— 1] < a(l-p) <~v[al-p)+2¢—1] < 7> al ~p)

a(l—-p)+2¢—1
Is this last requirement consistent with the current lower bound on v (OA.38)?

al-p) _ @
a(l—-p)+2¢—1 2¢—1+a

— 1-p)(2¢—1)+(1-pla<a(l—-p)+2¢—1 < p>0,

which is always true; hence, either of (OA.42) and (OA.43) can be relevant.

Moreoever, for existence of equilibrium 1m, we need to check that the upper bound on v/c
in (OA.41) is larger than both the two possible lower bounds in (OA.42) and (OA.43). First,
from (OA.41) and (OA.43), we have existence if and only if

A(1—7)%@p* > [(1—v)a— (2 — 1)7)° < 2(1—y)ap > (1 —v)a— (2 — 1)y
= (1-7)a(l—2p)— (2¢— 1)y <0 < a(l—2p) <~v[a(l—2p)+2¢—1]. (OA.44)



We inquire on the validity of (OA.44) by considering the following cases:
Case A: If 1 —2p > 0 <= D < 1/2, then from (OA.44) we need:

a(l — 2p)
a(l—2p)+2¢—1

v > (OA.45)

For this to be consistent with the current upper bound on v (OA.38), we further need:

a - a(l —2p)
2q—1+4+a  a(l—2p)+2¢—1

— a(1-2p)+2¢—1>(1-2p)(2¢g—1)+a(l —2p) < p>0,

which is always true.

Case B: 1f1—-2p<0 <= p>1/2anda(l —2p)+2¢—1>0 < p< (2¢—1)/(2a) + 1/2;
ie,if 1/2 <p<(2¢—1)/(2a) + 1/2, then (OA.44) is true without any further restrictions.
Case C: If p > (2g — 1)/(2a) + 1/2 for (OA.44) to be true we need:

a(2p—1)
2p-1)-(2¢-1)

a2p—1)>~[a(2p—1)— (2¢—1)] <= < - (OA.46)

We need to check how the above compares with the current upper bound on v (OA.38):
2p—1 - 1
a(2p—-1)—-(2¢-1) 2¢-1+a
= Wp-1< -1 <= p<0,

— (2p-1)(2¢-D+(2p-la<(p-la—(2¢—1)

which is false, so (OA.46) is weaker than (OA.38) and does not take precedence.
Second, the lower bound on v/c in (OA.42) is smaller than the upper bound in (OA.41).
Let us summarize our findings up to this point: An equilibrium with ¢, = 1,¢z € (0, 1) given

by (OA.22) exists if:

(1—v)?@npd  (1—7)a—(2¢—1)y
max { A=)a- 2= 5 nd} (OA.47)
< g <
41 —)*a’p
nd(l —7)a—(2¢— 1) (04.48)
and all — 2p) Ip<1/2)<vy< ¢ (OA.49)

a(l—2p)+2¢—1 2q—1+a

where I is the indicator function.

Checking assumptions Al and A2: As mentioned, for all equilibria with 7, = 1, the upper bound

in (OA.38) takes precedence over the one in Al. We continue with the requirement of A2 that

v/c > 1. Hence, for an equilibrium to exist, we need that expression (OA.48) (the current upper



bound) exceeds one:

(1—7)a—(2¢—1)y
4(1 — v)2apd

da(1 —y)?anp> (1 —v)a— (2¢ — 1)y <= n> (OA.50)
This implies a lower bound on the number of voters n. Next we compare the lower bound
imposed by A2 with the current ones in (OA.47). In turn we have:

i) For the lower bound (OA.42) to be the relevant one, we need:

(1-7v)a—(2¢—1)y

(1 —~)%a’pd

a(l —p)
a(l—-p)+2¢—1

relative to ‘1’ — n >

and relative to (OA.43) —» v >

it) For the lower bound (OA.43) to be the relevant one, we need:

D
d[(1=~)a—(2¢—1)y]
a(1-p)
a(l—p)+2¢—1

relative to ‘1’ — n >

and relative to (OA.42) —» v <

i11) For the lower bound in A2 (i.e., 1) to be the relevant one, we need:

(1—9y)a—(2¢—1)y
(1 —)%a*pd
D
(1 —=v)a—(2¢—1)y]d

relative to (OA42) - n <

and relative to (OA.43) —» n <

Hence, depending on the parameters, any of the three lower bounds on v/c can be relevant.
Checking that p* € (I, h): Since p € [l, h], we also need to check that [ < p* < h. Recall that, for
the equilibrium under consideration (i.e., 1m), p* = K/(1 + tz), where K is given by (OA.37)

and tz by (OA.22). Hence, after some algebra, we write the requirement on p* as:

l<*<h<:>i<i<l<:>i<ii L <l
P Rzt T W2 nedp[(1—)a—(2¢—1)7] 2
h2
v
<-<
C
ndp|(1 —v)a — (2qg — 1)~
( >l2< 1 (O.52)

How do these reconcile with the existing bounds (OA.47) and (OA.48)7 In turn, we have:
i) (OA.51) versus the second part of the maximum in the lower bound (OA.47) (i.e., the right-
hand-side (RHS) of (OA.43)):

(1-v)a —p(2q — 1)7d>d§(1 —)a ;2(261 — 1)y —

S
S

10



which is always true; hence, (OA.51) is never the relevant lower bound.
ii) (OA.52) versus the upper bound in (OA.48):

[0~ )3 — (29— 1] 41—
12 (1=v)a—(2¢—1)y
— (1—7v)a—(2¢q—1)y>2(1—7)al < (1—-2l)a> (2¢g—1+a(l —2l))y. (OA.53)

= [(1-)a—(2¢— D)) > 4(1 — )@

To inquire on the validity of (OA.53), we need to consider the following cases:
Case A:1f1—20 >0 <= [ < 1/2, then we need v < (1—2l)a(2¢—1+a(1—2l)) for the current
upper bound on v/c in (OA.48) to be the relevant one. Otherwise, (OA.52) takes precedence.
Note that the above upper bound on 7 is lower than our current one in (OA.49) and so is in the
feasible region.
Case B: If 1 -2l <0 <= 1> 1/2, then:
B-1)If2¢—1+a(1—-2]) >0 < a<(2¢—1)/(21—1), (OA.52) is the relevant upper bound.
B-2)If2¢—1+a(1-2]) <0 < a> (2¢g—1)/(2l — 1), then we need v > (2l — 1)a/(1 — 2q +
a(2l — 1)) for the current upper bound on v/c in (OA.48) to be the relevant one. Otherwise,
(OA.52) takes precedence. Note that again the above upper bound on + is lower than our current
one in (OA.49) and so is in the feasible region.

Therefore, (OA.52) can be the relevant upper bound, and hence we need to ensure that it is
larger than the existing possible lower bounds on v/c in (OA.47) and A2. We have, in turn:
i) Comparing (OA.52) versus 1 (in A2), leads to

1—~)a—(2g—1 1 12
(1= 7)a - (2 wnﬁd> 1l <=n>— (OA.54)

2 pd(1—7)a—(2¢—1)y

How does (OA.54) compare with the existing lower bound on n in (OA.50)?
1 ? _(=va—(2g-1)y
pd (1—7)a— (2 —1)y 4(1 - v)*a*pd

< (1 —7)a(l —2l) < (2¢—1)y.

= 2(1-v)a>1-7)a—(2¢—1)y

Hence, if 1 —2] < 0 <= [ > 1/2, then the above is always true, and (OA.54) takes precedence.
While if 1 —2] > 0 <= [ < 1/2, then we need: v > a(1 — 2[)/(2¢ — 1 + a(1 — 21)), which
is within the feasible interval for v, since [ > 0. Therefore, for | < 1/2, either of (OA.54) and
(OA.50) can be the relevant lower bound on n. This results in region Ny, defined in (OA.19).
it) Comparing (OA.52) to the first term in the maximum for the lower bound in (OA.47), implies

(1 —7)%a*npd
(1—=7)a—(2¢-1

= 1—yal-1)>2¢—1)y <= a(l-1)>[2q—14+a(l -]y < v<

(1—7v)a—(2¢—1)y

B npd >

n (I=v)a—(2¢—1)y> (1 —y)al
a(l—1)
2¢—1+a(l—1)

(OA.55)

Now, the upper bound in (OA.55) is lower than the one in (OA.49), so it takes precedence (and
it is also larger than the current lower bound in (OA.49), since p > [). This together with the
lower bound in (OA.49), results in region I'y,, defined in (OA.20).
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it1) Comparing (OA.52) versus the second term in the maximum for the lower bound in (OA.48):

(1—v)a—(2q - 1)7@(1 - (1 —7)5—7(2(1— 1)

5 7nd<:>]7>l,
! p

which is always true. Hence, the upper bound in (OA.48) needs to be amended to include
(OA.52). While, as mentioned before, the lower bounds in (OA.47) need to be amended to
include the bound imposed by A2. These result in region Vi, defined in (OA.21) (where we
further divide all expressions by n). This concludes the proof of Proposition OA.3. B

Equilibrium 10. Drawing inferences from the values of ¢, tz: For t, = 1 and t;z = 0, we
have that p* = K/(1 + tz) = K, where K is defined in (OA.37). Moreover, no discretionary
participation of R means that (adapting (OA.40)) we have:

L1 f)p" ¢ v (1—~)nap
I—ynap 110 ~v ¢S JEK (OA.56)

PP [pivotal| R] < f =
v

While for full discretionary participation of L, we need from (OA.39):

v (1 —v)nal —p)
= > FE)1-K) (OA.57)

For existence of equilibrium, we need the lower bound on v/c in (OA.57) to be smaller than the

upper bound implied by (OA.56). Hence,
(I —yna(l-p) f(K)1-K) _ (2¢-1)y (L-pja
Cmm — J@E TP ae ST i pa
(OA.58)

where, in the second inequality, we substituted for K from (OA.37) and canceled common terms.

Is this new lower bound smaller than the current upper bound in (OA.38)7 Existence requires:
(1-p)a - a

2q—1+(1—-pJa 2q—1+a

— (1-p—-1)a(2¢—1) <0 < —pa(2¢—1) <0,

<~ (1-p)al2¢q—1+a]<(2¢g—1+(1—-p)a)a

which is always true, so the lower bound in (OA.58) is in the feasible region of v without further
parameter restrictions.

Checking assumptions A1l and A2: As mentioned for all the equilibria with ¢y = 1, the upper
bound in (OA.38) takes precedence over the one in Al. What about A2 that v/c > 1?7 For

existence, we need 1 to be smaller than the current upper bound in (OA.56):

o (—ap _ JUOK

= K - (0859

which imposes a lower bound on the number of voters. This bound defines Nig in (OA.23).

Then the lower bound of v/c in (OA.57) together with 1 and the upper bound in (OA.56) define
Vip in (OA.25) (where we further divide all expressions by n).
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Checking that p* € (I, h): Since p € [I, h], we also need to check that [ < p* < h or, for equi-
librium 10, | < K < h. Substituting for K from (OA.37) and after a bit of algebra, we arrive

at:

a(l—h)
2¢—1+a(l—h) (OA.60)
<y<

al=D (OA.61)

2¢—1+a(l—1)
How does (OA.60) compare with the current lower bound in (OA.58)7?

a(l—h) a(l—p) 2q—1 2q—1

— < p<h
2q—1+a(l—h) ~2q—1+all—p) a(l—h) ~ a(l—p) Pt
which is always true, and therefore the current lower bound stands.
How does (OA.61) compare with the current upper bound in (OA.38)7
a a(l—1) 2q—1 2q—1
< — — 1<0
2q—1+a 2¢—1+a(l—1) a a(l—1) ’

which is never true, and so (OA.61) takes precedence. So these upper and lower bounds in
(OA.58) define region I'1g in (OA.24), concluding the proof of Proposition OA.4. W

Equilibrium 11. Drawing inferences from the values of t,, t: For t; = 1 we have p* = K/2,
and we need (adapting (OA.40)):

: c 11 f)p" _c v _ (1 —y)nap
P [pivotal|R] > L = A= a2 > = o> 7}0(%) K (OA.62)
For ¢, = 1, we have from (OA.39):
K\2-K ¢ A v (1 —y)na(l -p)
f ( 2) YRS v(l y)na(l —p) <= e 7 %) K (OA.63)

Depending on parameter values, either of (OA.62) or (OA.63) can be the relevant lower bound.
Checking assumptions A1l and A2: As mentioned for all the equilibria with ¢;, = 1, the upper
bound in (OA.38) takes precedence over the one in Al. Now lower bounds (OA.62) and (OA.63),
together with 1 from A2 define region Vj; in (OA.28) (where we divide all expressions by n).

Note that there is no upper bound on v/c in equilibrium 11.
Checking that p* € (I, h): Since p € [l,h], we also need to check that | < p* < h. Using that
now p* = K /2 and (OA.37) for K we arrive at the

2 — 1
1-2n< %§1—21. (OA.64)

a -7

Therefore, for an equilibrium to exist, we need 1 — 2] > 0 <= [ < 1/2, and this is part of the

requirements in the statement of Proposition OA.5. Given this from the second inequality in
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(OA.64), we have the requirement:

2q—1 v (1-2l)a
— <1-2] <=~
a 1-4° T=—2at2q-1

(OA.65)

which as an upper bound takes precedence over the current one in (OA.38). Now, for 1 — 2h,
we consider two cases:

Case A: 1f 1—2h < 0 <= h > 1/2, then the first inequality in (OA.64) is trivially true without
further restrictions on parameters.

Case B: If 1 —2h > 0 <= h < 1/2, then we also need:

(1-2h)a
1—-2h)a+2¢—1

v > ( (OA.66)
The lower bound on 7 in (OA.66) is always smaller than the current upper bound in (OA.65);
putting them together leads to region I'j; is (OA.27). Note that we do not have any restriction
on the number of voters n, and hence the region Ny; in (OA.26) is the entire positive half-line.
This concludes the proof of Proposition OA.5. B

Below we move on to the proofs pertaining to equilibria where t; < 1, i.e., m1 and m0.
Again, the main goal is to derive the regions of n, v, and v/ (¢n) so that, given tz =1 or 0, we
have that ¢, € (0,1) and probability p* € (I, h) (while still requiring Al and A2).

Equilibrium m1. Deriving p*: Here we inquire whether ¢, € (0,1), ¢ = 1 can be an equi-

librium. First, from (4), we have:

t 2q—1 1 1 2g — 1
pt=—" _ (2 )j — 1-p'= [1 (G il )V]. (OA.67)
1+t, (A-—7al+t, 1+t (1-7)a
The term in the square brackets is positive so p* < 1 but we further need that
2q—1 2q — 1
p*>0<:>1—p*<1<:>1+tL>l+u<:>tL>M. (OA.68)
(1—=9)a (I—=9)a
So, for an equilibrium where L play a mixed strategy to exist we must have:
(2 — 1)y I a
- <1 <<= (291 <a <= _— 0OA.69
a3 (2¢—1+a)y<a Yo iia ( )

which is the same as (OA.38), and so this new upper bound on ~ takes precedence over the one
required by Al (i.e., v < 1/(2q)).

Deriving the expression for ¢,: For t, € (0,1), tz = 1 to be an equilibrium, we must have that

the pivotal probabilities in (6) and (7), respectively, satisfy:

. c 1 1 . o C
P [pivotal|L] = o = A= nad -+t tL>f(p )(1—p") = o (OA.70)
P [pivotal|R] > % = g _17)nap(11+tL)f(p*)p* > % (OA.71)

Assume that p ~ U]l, h], so that, provided that p* € (I,h) (which we check below), we have
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f(p*) =1/d, where d = h — [; then (OA.70) becomes:

1+(2q—1)7 1Jr(2q—1)'v
1 1 1 1 (1_7)6 _E — (l—i-t )2_ (1_7)6
(1—9)na(l-—p)(1+t,)d 1+t v g de ’

—(1=)na(1-p)

which, if we solve, yields (OA.32), where, in the first equality, we also substituted for 1 — p
from (OA.67).
Checking that ¢, € (0,1): We need to ensure that, given (OA.32):

(1—y)a+(@2¢—1)y 1 v 4(1—7)%a*n(1 —p)
t, <1 <:>\/ ) i—a <2 <— <d(1_7)a+(2q_1)7, (OA.72)

(1—=7)a+ (2¢ —1)y > (1—9)2@ = 2 > d (1 —v)*@*n(1 - p) . (OA.73)

t, >0 <— —
" %n(1 - p) (1=7)a+(2q - 1)y

Clearly, the upper bound on v/c imposed by (OA.72) is larger than the lower bound in (OA.73).

Drawing inferences from the values of ¢, t5: In addition, from (OA.71), we have for p ~ U[L, h:

1 1 1(&_(2(1—1)7)>0{:,< L L >>Cff(1—v)nw

y)nap(l+t,)%d (1-7v)a v T+t  (141t.)?

\/ V)"“‘p) (1 =) %0 () > 1~

a+ (2 — 1)y
adn (1 — D) v (1—v)a+(2g—1)y
<:>\/1_ Sl G ) >1 = —>nd .- : (OA.74)

where, in the second line, we substituted for the computed ¢, from (OA.32). Let us also see how

(OA.68) changes in terms of ¢,. Substituting we have:

\/(1_22:1 (_239)_ = (1_17)(1—1 > (ff—_%)l = %>”d<1—ﬁ> [(2¢ = 1)y + (1 =7)a].

(OA.75)

Note that, since 1/(1—p) > 1 —p, (OA.74) always supersedes (OA.75) as a lower bound on v/c.
How about ranking the lower bounds on v/c imposed by (OA.73) and (OA.74)? We have:

(1-y%1-p)*>[1—va+(2¢— 1)1 <= 1-yal-p) >1-y)a+(2q—1)y
— (1-7y)ja(l-p—-1)> (29— 1)y <= —(1—v)ap > (2¢ — 1)y,

which is not true for any parameter value; therefore, (OA.74) supersedes (OA.73) and is the (up
to now) relevant lower bound on v/c.

Now we need to check whether the upper bound on v/c in (OA.72) exceeds the lower bound
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in (OA.74); otherwise equilibrium m1 does not exist. We have:

A(1—9)@*(1-p)* > [(1—7)a+ (2¢— 1)]* <= 2(1—")a(l—p) > (1 —y)a+ (2¢— 1)y
= (1-ma@2-2p—-1) > (2¢— 1)y < a(l —2p) > vy[a(l —2p) +2¢—1]. (OA.76)

We consider the following cases to inquire on the validity of (OA.76).
Case A: If 1 —2p > 0 < p < 1/2; then, we need:

a(l — 2p)

< .
TS a1l —2p) +2¢ -1

(OA.77)

How does this compare with the current upper bound on v in (OA.69)?

a a(l — 2p)
2q—14+4a  a(l—2p)+2¢—1

<~ p>0,

which is always true; therefore, (OA.77) supersedes (OA.69) in this case. Hence, for p < 1/2
and for 7 less than the bound in (OA.77), inequality (OA.76) holds and equilibrium exists.
Case B: 1f1-2p<0 <= p>1/2anda(l —2p)+2¢—1>0 < p<1/2+ (2¢—1)/(2a),
then inequality (OA.76) does not hold for any v > 0. Hence, equilibrium does not exist.

Case C:1f1-2p<0 <= p>1/2anda(l1 —2p)+2¢—1<0 < p>1/2+(2¢—1)/(2a),

then, we need

a(2p - 1)
(2p—1) = (2¢-1)

a(2p—1) <y[ap-1) - (2 -1) <> 7> =
For an equilibrium to exist, we need that this lower bound be smaller than the current upper
bound of v in (OA.69); that is,

a(2p—1) - a
a2p—1)—(2¢—1) 2¢—1+a

— (2¢—1)2p <0, (OA.78)

which is never true, so also in this case inequality (OA.76) does not hold, and this equilibrium
does not exist.

Therefore, equilibrium m1 only exists for p < 1/2, and so we add this restriction in the statement
of Proposition OA.6. Additionally, we need the upper bound on v in (OA.77) that hence defines
region I';,; in (OA.30).

Checking assumptions Al and A2: As mentioned, the upper bound on v in (OA.77) supersedes
the one in (OA.69), which, in turn, supersedes the bound imposed by Al (i.e., v < 1/(2q)).
Therefore, for p < 1/2, where an equilibrium exists, (OA.77) is the relevant bound. How about
A2 that v/c > 1?7 We check with the current upper bound in (OA.72) for existence:

41— 7)%an(1 - p) (- 7)a+ (20— 1)y
P et a1y T " dd - a1 p)

(OA.79)

So this imposes a lower bound on the number of voters n. How does 1 compare with the lower
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bound in (OA.74)? If
(1-Dp)
d[(1=v)a+(2¢—1)]
(OA.74) is relevant; otherwise, 1 is relevant.
Checking that p* € (I, h): Since p € [l, h], we also need to check that | < p* < h. For the case
t, € (0,1),t5z = 1, we have from (4):

n >

. tr (2¢—1)y 1 . 1 (2¢—1)y 1
= — “— 1-p'=
L R G A, O T e
. den _ _
—=1-p'= \/U(l —p) (L =7)a+(2¢ —1)v), (OA.80)

where, in the last equality, we used expression (OA.32) for ¢, and did a bit of algebra. Using
(OA.80) the requirement that | < p* < h, becomes:

l-h<l-p'<l—1 < (1—h)2<d%(l—ﬁ)((l—'y)a+(2q—1)7)<(1—l)2

. nd(1=p) (1 =y)a+(2g—1)y)

o (OA.81)
< % <
nd(1—p) (1 —v)a+ (2¢ —1)v)

TR . (OA.82)

We now compare the lower bound in (OA.81) with the current one in (OA.74):

(1—7)a+(2g—1)y - (1-p)[(1 —v)a+ (2¢—1)9]

=5 a1 — 1-1)*>(1-p)? < 1<p,

which is always true; therefore, (OA.74) supersedes the bound in (OA.81) and remains the
relevant lower bound on v/c.
How about (OA.82) versus the current upper bound on v/c in (OA.72)? We have:

41-9)?a*(1-p) _ (1=p)(A—=v)a+(29=1))
(I—=vy)a+(2¢—1)y (1—h)?
e (1-y)a2l-h) -1 < (2¢—1)y < 21—h)—1a<[2¢—1+ (2(1 - h) —1)aln.

< 2(1—7y)a(l—h)<(l—7)a+(2¢— 1)y

The sign of the above inequality depends on whether: 2(1 —h) —1 >0 <= h < 1/2 or not.

Hence, either of (OA.82) or (OA.72) can be the relevant bound, depending on the parameters.
We need to ensure that the new possible upper bound in (OA.82) exceeds the existing lower

bounds: the one in A2 (i.e., v/c > 1) and the one in (OA.74). We have in turn:

i) Comparing (OA.82) vs 1, leads to:

(- P)((1 —7)a+ (2g — 1)) (1 h)?
(- h)? nd> 1= i at 20— 1)

(OA.83)
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How does (OA.83) compare with the existing lower bound on n in (OA.79)? We have:

(1—h)? (1—-y)a+(2¢—1)y

I P —at @1~ 4di-f2i—p) = i@l

Hence, if 1 — 2h < 0 <= h > 1/2, then the current bound (OA.79) is the relevant one.
While, if 1 — 2h > 0 <= h < 1/2, then the current bound holds if and only if:

a(l—2h)
2g —1+a(l—2h)

(1—ma(l-2h)<(2¢—1)y <= 7>

How does this lower bound on 7 compare with our current one in (OA.77)?

a(1 — 2h) a(l - 2p)

< < h>D
2 —1ta(l—2hn) 2¢g—1+a(l—2p) by

which is always true. Therefore, either of the lower bounds on n in (OA.83) and (OA.79) can
be relevant for h < 1/2. And they are necessary for an equilibrium to exist. These two lower
bounds together define interval N,,; in (OA.29).

i1) Comparing (OA.82) vs (OA.74), leads to:

(1-p)((A—v)a+(2¢g—1)v) (1 —9)a+(2¢—1)y
(i —ny A ()

<~ p<h,

which is again always true, so (OA.82) exceeds (OA.74) without any further restrictions.

So either of (OA.82) and (OA.72) can be the relevant upper bound on v/e¢, consistent with the
possible lower bounds from A2 (i.e., 1) and in (OA.74). These bounds define interval V,,; in
(OA.21). This concludes the proof of Proposition OA.6. W

Equilibrium m0. Deriving p*: Now we inquire about the existence of equilibrium with ¢, €
(0,1) and tz = 0. Then p* in (4) becomes:

2qg —1 1 2qg—1 1
11—~ at, 11—~ at,
We have 1 — p* > 0 but also need:
(2¢-1)y

1-p" <1l <<= (2¢g—1)y< (1 —7)at, < t,> (OA.85)

(1—va’
and, for equilibrium m0 to exist, the right hand side in (OA.85) cannot exceed one, which yields:

a

_— A.
<2q—1—|—6’ (OA.86)

v
which is the same as (OA.69) and so, like there, this new upper bound on 7 takes precedence
over the one required by Al.

Deriving the expression for ¢,: For ¢, € (0,1), ¢z = 0 to be an equilibrium we must have that
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the pivotal probabilities in (6) and (7), respectively, satisfy:

. c 1 1 o €
P pivotall L] = ¢ = - = (0A.88)
pivota =5 (1 —y)na(l—p) s p p)= v :

Assume that p ~ U], h], so that if p* € (I, h) (which we check below), then f(p*) = 1/d, where
d = h —[; then (OA.88) becomes:

1 11 c (2¢ — 1)y 1
(2 -1y =S t, =
I @i —pedt M=y = b=\ ha-paeEa-a

which coincides with (OA.36).
Checking that ¢, € (0,1): We need to ensure that, given (OA.36):

(1—7)%a*n(1 - p)
(2¢—1)y

(2g — 1)y
n(1 —p)ds

tp <1 = <(1—-7)%a® = % <d (OA.89)

and t; > 0, which, in this case, is always true.

Drawing inferences from the values of ¢,, t5: Additionally, from (OA.87), we have for p ~ U[L, h]:

1 11 e 1 11/ ey 1y _¢
(1—7)n@dtLp v (1 —~)napdt, 1—~ at, v
n(l —p)dg _ (2q—-1)y (1 —9)@n(l-p)d; ¢ _ v n(2g—1)y
— v (1 —y)a— v o< d—(1— — - <d——
(2 — 1)y (=) (I-v)a (2 — 1)y < d {1 = 7)nap P
(OA.90)

where, in the first equality, we used f(p*) = 1/d, in the second inequality, we substituted for
p* from (OA.84), and, in the third inequality, we substituted for ¢, from (OA.36). Between
(OA.89) and (OA.90), which is the relevant upper bound for v/c?

n(2¢ - 1)y _ (1-7)%@n(l —p) o a(l—p)
d 17 <d 2q=1) <:>(2q—1)’7<(1—'y)a(1—p)<:>7<2q_1+a(1_ﬁ)
(OA.91)

Hence, if (OA.91) is true, then (OA.90) is relevant; otherwise (OA.89) is relevant. Note that
(OA.91) is smaller than (OA.86), and hence in the feasible (up until now) region for -.
Moreover, let us see how (OA.85) changes in terms of the computed ¢, in (OA.36). We have:

75(21(]—_;91));0 (1 —17)a ~ ((21(1—_71))3 — m >V2¢-1)7 = % > dn(1 —p)(2g — 1)v.

(OA.92)

For the existence of equilibrium m0, we need both possible upper bounds on v/c (OA.89) and
(OA.90) to ex eed the lower bound in (OA.92). We have in turn:
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i) Comparing (OA.89) with (OA.92):

a
2q—1+a’

(1 —v)*an(1 - p)

G D, A-PCi- 1y = (1= > 20— <

which is identical to the current upper bound on v in (OA.86) and hence true in the region we
are considering.

it) Comparing (OA.90) with (OA.92):

n(2q — 1)y

d
1-p

>dn(l—7p)(2¢— 1)y < p>0,

which is also always true.

Checking assumptions Al and A2: As mentioned, the upper bound on v in (OA.86) supersedes

the bound imposed by Al (i.e., v < 1/(2¢)). This upper bound and the generic lower bound of
0 define interval I';,0 in (OA.34). Now we check the consistency of the upper bounds for v/c in
(OA.89) and (OA.90) with respect to A2 (i.e., v/c > 1):

i) Comparing 1 with the bound in (OA.89):

(2g — 1)y

. A.
"7 a0 ) (O
it) Comparing 1 with the bound in (OA.90):
1-p
n>-—— (OA.94)

d(2¢ — 1)y

Expressions (OA.93) and (OA.94) impose lower bounds on n. Either can be relevant, depending
on parameter values. Together they define interval N,,o in (OA.33).
Checking that p* € (I, h): Given that p € [l, h], we need to also ensure that | < p* < h. From the

expression for p* in (OA.84) and ¢, given by (OA.36), we have: 1—p* = \/(2q — 1)7“7”(1 — D) so

l<p'<h <= 1-h<l-p'<l—-l < (1-h2<(1-p)<-1)?
nd(2q —1)y(1 —p)

I (OA.95)
< Z <
nd(2q — 1)(1 —p)

Ty . (OA.96)

How does the lower bound in (OA.95) compare with the existing one in (OA.92)?

nd(2g —1)~(1 —p)

(1=1) >dn(1-p)(2¢— 1)y <= (1-1)°<1,

which is always true, and hence (OA.95) takes precedence over (OA.92).
Now how does the upper bound (OA.96) compare with the existing ones in (OA.89) and
(OA.90)? We have in turn:
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i) Comparing (OA.96) with the bound in (OA.89):

(1-v)*a*n(1—p) nd(2q —1)y(1 —p) a(l—h)
20— 1) 1= 1) U T itai—h)

Hence, we need to inquire further. Note that (OA.97) is smaller than (OA.86) and so in the
feasible region of v. Hence, either of (OA.89) and (OA.96) can be the relevant v/c upper bound.
i) Comparing (OA.96) with the bound in (OA.90):

(0A.97)

d(2¢g —1)yn _ nd(2¢ —1)y(1 — D)

p<h
=5 < = h) < p<h,

which is always true, and hence (OA.96) is never the relevant upper bound on v/ec.

Combining the lower bound (OA.95) with the one implied by A2 (i.e., v/c > 1) and the up-
per bounds in (OA.89) and (OA.90) defines interval Vo in (OA.35) (where we also divide all
parameters by n). This concludes the proof of Proposition OA.7. B

OA.3 Idiosyncratic Voting Costs Model

In this section, we derive equilibrium mm under the alternative assumption that the cost of
voting is not constant but rather a random variable in [0, ¢ (see Myatt (2015, p. 19) for the case
~ = 0). This allows us to capture idiosyncrasies in the cost among discretionary voters, allowing
a positive mass of them to even have zero cost of voting. We maintain the structure and all other
assumptions in the model, including A0 (i.e., R is the most popular choice of regular voters),
A1 (i.e., regular voters cannot decide the outcome unilaterally), and a variant of A2 that v > ¢
to allow for even very-high-cost voters to have a meaningful pivotal probability. The rest of the
equilibria can be derived similarly.

Now, for t € [0,1], let C(t) be the inverse of the distribution function of voting costs, so
that ¢t = Plc < C(t)]. In particular, for ¢ ~ U[0,¢], we have C(t) = ¢t. As we know in the mm
equilibrium:

C(t;) ©

ti ,
P[pivotall|i] = = C—, for i € {L, R}.
v

Clearly, this imposes the restriction ¢; < v/¢ for i € {L, R}. Now, using Lemma 1 and the

expressions for the pivotal probabilities (7) and (6), we have

1 1 * * _ 6tR
A, rny) @7 = 5 (OA.98)
(1 _17)'”@(1 _p)l(tR +tL>f(p*) =) = CtTL (0A.99)

Dividing (OA.98) by (OA.99), also using the definition of p* in (4), we arrive at:

te—Q2¢—1)y/(L=")a)  tp
tr+ (20— 17/ (L—v)a)  t.(1-p)

Now, adding (OA.98) and (OA.99), also using the definition of p* in (4) and additionally as-

(OA.100)
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suming that p ~ U[l, h], after some algebra, we have:

1 1 1 - B (2¢ — 1)y
@t rd [P

(1/p=1/(1-D))| = (ta+tr)c/v,
(OA.101)

where d = h — [, as before. Unfortunately, the system of equations (OA.100) and (OA.101) for
tr,tr does not have a closed-form solution in the general case with regular voters (i.e., vy > 0).
For our estimation (presented in Section E.1 below), we seek numerical solutions in which we
also need to ensure that t,,t; € (0,1) and the resulting p* € [I, h].

Note that, in the mm equilibrium with idiosyncratic costs, we have a partial underdog effect
in that, on average, R wins; contrast this with the full underdog effect of the mm equilibrium

under constant costs, which results in a tie, on average.

OA.4 Proposal Classification

The ISS’s functional classification of proposals into 257 types is fine enough to risk obscuring the
economic meaning of each proposal type. For example, ISS assigns a different proposal type for
Amend Articles/Bylaws/Charter to Remove Antitakeover Provisions (S0326), Approve/Amend
Terms of Existing Poison Pill(S0322),” and Submit Shareholder Rights Plan (Poison Pill) to
Shareholder Vote (S0302), even though these proposals address the same economic issue—
takeover defense. For this reason, it is useful to work with a coarser and more economically
meaningful classification. Our classification groups corporate governance proposals into four
economically relevant types. We list these types along with their frequency in our sample in
Table 2. The set of types is chosen to reflect the main issues that arise in the literature on
voting and corporate governance (for example, Knoeber (1986); LaPorta et al. (1998); Grullon
and Michaely (2002); Gompers et al. (2003); Bebchuk et al. (2009); Becht et al. (2009); Be-
bchuk and Fried (2009); Ferri and Maber (2012)). Once the set of types is chosen, the proposals
are classified in a straightforward way, based on their description, as illustrated in the above

example. In Table OA.2, we list the top three proposals per type.

OA.5 Estimation sample

In Table OA.3 Panel A, we describe our estimation sample—excluding observations that do not
satisfy A1, that is, proposals in meetings where regular (mandatory) voters’ ownership is too
large for discretionary voting to be consequential. In total, we exclude 5,286 proposals in 3,266
meetings. The excluded companies are significantly smaller ($5 versus $8 b in the sample firms)
and less regulated (33% versus 35% in the sample firms). They have less institutional ownership
(55% versus 74% in sample firms), but more N-PX filers (15% versus 12% in sample firms) and
a much higher fraction of closely held shares (51% compared to 9% in our sample firms). The
total participation is 77% in the excluded firms (versus 72% in sample firms), but voluntary
participation only 11%, compared to 27% in sample firms. Among the excluded proposals, 90%

are management proposals, compared to 87% among our sample proposals. In Table OA.3 Panel
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B, we report univariate statistics for the input parameters for our estimation.

OA.6 Model fit

We compare the precision of out-of-sample predictions of our model with that of a reduced form
model with a parsimonious set of fixed effects (firm, year, and proposal type) and explanatory
variables based on the literature (Table 3 of Malenko and Shen (2016)). With both the reduced
form model and our model, we calculate model parameters with all years up to 2015. For propos-
als from 2016-2020, we then use these parameters (ie, v/ (cn) and the distribution parameters of
p) to predict total participation, dSuL, dSuR, and the outcome index Ogisc(p) in (3), where we
drop for brevity the dependence on the participation rates. We provide the estimates in Table
OA.5. Our model produces smaller mean squared errors (MSE) than the reduced-form model
(panel C in Table OA.3). The difference is significant, according to a Diebold and Mariano
(1995) test; for this test, we treat the predictions as a time series with the meeting order as a

time stamp.

OA.7 The magnitude of the benefits of voting

The algorithm estimates the benefit-to-cost ratio per share v/ (¢cn). In this section, we set these
estimates into the context of the literature.

Since we are the first to estimate the benefit-to-cost ratio, we transform it to a more com-
parable measure, the return on investment, conditional on a win for one’s preferred side. This
transformation requires assumptions about two unknowns: the number of shares n and the cost
of voting c¢. For this section, we will vary n and assume ¢ = 1; please see Section 6 for an
in-depth discussion of the cost of voting. Assuming a higher cost would linearly translate into
lower returns. Under this assumption, one can interpret the ratio between the benefit-to-cost
ratio per share v/ (cn) and the average ownership stake in dollars ($) as the average return to
winning.

For an average ownership stake of $1.5 million —that is, the average holding size of insiders
convicted by the SEC (Ahern (2017))— and a cost of $1, the return is 0.3% for all proposals and
1.2% for governance-related shareholder proposals. This result compares to an average return
of 1.6% for the passing of governance shareholder proposals by Cunat et al. (2012). Assuming

a higher cost linearly translates into lower returns.

OA.8 Robustness

Now we conduct several robustness tests, which are reported in Table OA.6.

OA.8.1 Alternative model with idiosyncratic costs

The estimates of our baseline model imply a predominance of the m0 equilibrium with high
turnout by the underdog t,, despite an expected win by R. A concern is whether this result

holds if we change our constant positive cost assumption to idiosyncratic costs of voting (see
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OA.3 and Myatt (2015, p. 19)). This is because, under idiosyncratic costs of voting, the expected
outcome is a win by R, even in the mm equilibrium, and not necessarily a tie (a so-called partial
underdog effect).

To address this concern, we estimate the variant of our model with idiosyncratic costs (see
Section OA.7). In these estimations, we allow some discretionary voters to have very small
costs—including zero—and others to have larger costs of voting. Unfortunately, closed-form
expressions for the turnout rates are unattainable, which makes the estimations of such a model
more susceptible to numerical error and harder to compute.

To assess the performance of the alternative model with idiosyncratic costs, we compare
its estimation errors to those of our baseline estimations. Our results, reported in Table OA.6,
suggest that estimation errors are 30% larger than in our baseline estimation. Under the idiosyn-
cratic cost alternative model, almost all proposals are estimated to be in the mm equilibrium
with partial participation on both sides. This yields a probability of misrepresentation of 17%,

a magnitude higher than our baseline estimations.

OA.8.2 Alternative Estimation Methods

In this section, we show how robust our estimations are to alternative estimation choices. For

all of the following variations, MSEs are significantly smaller than the comparison model.

Availability. Our baseline estimations assume that all shareholders are available to vote (@
= 1). However, Holderness and Pontiff (2016) document that not all shareholders participate
in valuable rights offerings, suggesting that some miss even high-impact corporate events. As-
suming an @ of 0.9 or 0.8 instead more than doubles the estimation errors. With a 10% (20%)
of shareholders not participating, participation rates within the remaining shareholder base are
higher, with 6% (26%) more on L and 20% (51%) more on R. This increases the probability of

a misrepresentative outcome by 9% (11%).

Alternative bins. Our baseline estimations use bins per proposal typex-y tercilexn tercilexq
tercile. In Table OA.6 Panel A, we report the performance and equilibrium incidence for bins
using quartiles of v, ¢, and n instead. The estimates are very similar to the baseline ones, but

estimation errors are much higher.

Size instead of the number of distinct investors. Our baseline estimations use the number
of distinct institutional investors that do not submit N-PX forms as the measure for n. However,
this number does not take non-institutional investors into account. Another proxy for n, which
we use here, is the size of the firm: Brav et al. (2022) shows it correlates highly with the
number of actual shareholder accounts. In Table OA.6 Panel A, we report the performance and
equilibrium incidence using market capitalization for n. Using capitalization necessarily shrinks
our sample because we did not require price data for any of our other estimates. This results
in minimally smaller errors and does not change the equilibrium distribution or the estimates
for participation rates much. It does, however, increase the probability of an unrepresentative

result considerably, to average 15%.

24



OA.8.3 Sample Splits

In this section, we examine our model’s performance and the robustness of the estimates for
subsamples in which our assumptions are less likely to hold. All results are reported in Table
OA.6 Panel B.

Equity lending. In the presence of an equity lending market, discretionary voters may decide
to lend their shares instead of voting, effectively increasing the opportunity costs of voting.
Currently, the US equity lending market operates over-the-counter, and data are available from
Markit for the period 2001-2016.! The Markit database covers over 90% of that market and
contains firm-quarter-level information on the supply of lendable shares for most stocks listed
on public exchanges. Following Campello and Saffi (2015), we define equity lending supply
as the difference between the value of a firm’s lendable shares and the number of lendable
shares currently on loan, divided by the firm’s market capitalization. This calculation precisely
measures the net lendable supply. We define equity lending demand as the value of shares
actually borrowed divided by the firm’s market capitalization. We then compare the firms above
and below the median in terms of the demand and supply of equity lending and investigate the
effect on our estimation results. Consistent with equity lending affecting the cost of voting, we
estimate a higher benefit-to-cost ratio (a lower cost of voting) when price of lending is low (when
demand is low or when supply is high). We obtain, however, similar estimates for the probability
of unrepresentative outcomes, participation rates, and equilibrium allocation. Estimation errors

within the subsamples are larger than in our baseline estimations.

Number of proposals. Since our model focuses on one proposal, results for meetings with
only one nonroutine proposal should be more representative. However, estimation errors are
actually higher for single-proposal meetings than for multi-proposal ones. Both our estimates
for the benefit-to-cost ratio and for the probability of an unrepresentative outcome are higher

for meetings with multiple proposals.

Ownership concentration. Our model assumes equal holdings by dispersed shareholders.
To see how relevant this assumption is, we split the sample into terciles of the Herfindahl
concentration index of institutional ownership. We obtain a higher estimation error for the
tercile with the lower concentration. Both our estimates for the benefit-to-cost ratio and the
probability of unrepresentative outcomes are higher for the subsample with a lower ownership

concentration.

Importance of information. An important ingredient of the voting process missing from
our model is information aggregation of dispersed private information. Hence, the algorithm
should be more suitable when information aggregation matters less. This should be the case
for meetings with only one proposal, firms with less concentrated shareholder bases (see the
previous paragraphs), or for proposals later in the proxy season, after shareholders have already

observed the voting preferences in many firms and guidance on the respective proposal types.

"We are most grateful to Pedro Saffi for providing us with part of this dataset.
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We divide the sample by the day and month of the meeting within each year. The estimation
errors are indeed somewhat lower for later meetings in which information should matter less.
The estimates and equilibrium incidences are similar across the subsamples and similar to the
base algorithm.

Figure OA.1 depicts the “return on winning” as a function of the ratio of market capitaliza-
tion and n, that is, the average value of shares held prior to the vote. We exclude estimations in
which the benefit-to-cost ratio falls below 1 (i.e., irrelevant proposals). The graph shows that an
average ownership stake over $200,000 can yield realistic estimates of the benefit-to-cost ratios
(below 20%). For an average ownership stake of $1.5 million (the average holding size of insider
holdings convicted by the SEC (Ahern (2017)), the return is 1.2%. This result compares to an
average return of 1.6% for the passing of governance proposals in Cunat et al. (2012). Hence, as
in Ahern (2017), using the average ownership stake yields estimates that are roughly comparable

to the literature.

Table OA.1: Number of observations per year. This table shows the number of proposals
and meetings per year in our sample of US firms from 2003-2020.

Panel A: Number of observations per year

Year Proposals Meetings
2003 437 246
2004 2081 1216
2005 2191 1299
2006 2144 1268
2007 1997 1187
2008 2060 1233
2009 2527 1477
2010 2251 1312
2011 5100 3003
2012 4830 2790
2013 5413 3088
2014 5555 3225
2015 5387 3028
2016 5431 3043
2017 5698 3191
2018 4815 2932
2019 4407 2810
2020 3267 2040
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Table OA.2: Proposal type classification. This table lists the most frequent ISS proposal
descriptions by proposal type, for the sample of US proposals 2003-2020.

Proposal type Most frequent ISS proposal descriptions

Board Separate Chairman and CEO, Require a Majority
Vote for the Election of Board, Require Independent
Board Chairman

Executive compensation Advisory Vote to Ratify Named Executive Officers’
Compensation, Limit Executive Compensation, Sub-
mit Severance Agreement to Shareholder Vote

Takeover defense Declassify the Board of Directors, Submit Shareholder
Rights Plan (Poison Pill), Reduce Supermajority Vote
Requirement

Other governance Amend Articles/Bylaws/Charter, Provide Right to

Act by Written Consent
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Table OA.3: Estimation. This table shows statistics on input data for the estimation and
model fit for a sample of proposals voted upon in US firms from 2003-2020. Panel A compares
the estimation sample to excluded observations. Panel B provides the univariate statistics for
the input data. Panel C reports mean squared error (MSE) of our baseline estimations and the
ones in Table OA.5, their difference, the test statistic and the p-value of the Diebold-Mariano

test for equality of predictive accuracy.

Panel A: Estimation sample

Variable Sample Mean FExcluded Mean t P
Meeting level

Market capitalization 8644.27 5044.05 5.87 0
Leverage 0.35 0.33 2.37  0.02
Market/Book 6.83 2.58 0.45  0.65
% institutional ownership 0.74 0.55 32.5 0
of which: N-PX 0.12 0.15 -15.87 0
closely held 0.09 0.51 -191.22 0
Proposal level

Participation (all) 0.72 0.77 -20.76 0
Participation (voluntary) 0.27 0.11 39.13 0
Management 0.87 0.9 -6.56 0

Panel B: Input parameters of the algorithm

Variable Name N Mean Std. Dev. Min Max
Firm-time specific
Institutional and insider ownership (%) 0% 64375  0.18 0.12 0 087
Number of voting shares approximated n 64375 336 489 0 4458
by the number of accounts
Proposal-type specific
Average support for the most populous choice
. . 71 1

amongst institutional and insider ownership (%) q 64375 0.98 0-04 0.7
Discretionary (nor}—lngtltutlonal, non-insider) dSul, 64375  0.09 0.07 0.0l 048
support for the minority preference (%)
... for the majority preference dSuR 64375 0.06 0.06 0 0.42
...for the minority preference, squared (%) dSulL? 64375 0.02 0.03 0 0.26
...for the majority preference, squared (%) dSuR?> 64375 0.02 0.03 0 0.19

Panel C: Comparison between reduced-form and estimation forecasts

Participation  dSulL dSuR  Ogisc(P)
In-sample - 2003—2015
MSE algorithm 0.04 0.02 0.02 0.04
MSE Malenko-Shen* 0.07 0.02 0.04 0.08
Difference -0.03 0 -0.02 -0.04
S (1) -26.02 -8.63 -25.96 -33.68
p-value <0.0000 <0.0000 <0.0000 <0.0000
Out-of-sample - 2016—2020
MSE baseline estimation 0.04 0.02 0.04 0.05
MSE reduced form 0.07 0.02 0.06 0.08
Difference -0.02 -0.01 -0.02 -0.03
S (1) -7.76 -6.58 -6.59 -9.77
p-value <0.0000 <0.0000 <0.0000 <0.0000
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Table OA.4: International estimation sample. This table shows a comparison between
sample proposals and those excluded from the sample because they violate assumption 1 for a
sample of non-US proposals from 2013-2020.

Variable Sample Mean Excluded Mean t P
Meeting level

Market capitalization 1371.8 1345.22 2.21 0.03
N-PX 0.0108 0.0096 3.98 0
closely held 0.25 0.65 -424.21 0
Proposal level

Participation (all) 0.35 0.46 -95.57
Participation (voluntary) 0.08 0.02 101.08
Management 0.47 0.52 -24.91
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Table OA.5: Comparison of Estimation Methods. This table compares the prediction accuracy of the algorithm to reduced-form models for
each proposal. For the dependent variable and the relevant sample see the table caption. Independent variables are the input variables to the
algorithm +, ¢, n, and the dependent variables from Table 3 of Malenko and Shen (2016), most importantly: NegRec, which equals one if ISS gives
a negative recommendation, and zero otherwise; BelowCutoff, which equals one if the firm is below the cutoff (MaxT'SR < 0), and zero otherwise;

and the interaction of these variables. Standard errors are in parentheses. *, ** and *** represent significance at the 10%, 5%, and 1% level,
respectively.
(1) (2) (3) (4) (5) (6) (7) (8)
Dependent variable r'[‘o'tal . dSulL dSuR Ouisc(p) r.l“o.tal . dSulL dSuR Ouisc(p)
participation participation
Sample All All All All Excl. 2011 Excl. 2011  Excl. 2011  Excl. 2011
Regression OLS OLS OLS OLS OLS OLS OLS OLS
v 0.355%** 0.152%** 0.044 -0.159%** 0.152%** 0.048 -0.165%** 0.348%**
(4.820) (4.508)  (0.825) (-2.746) (4.484) (0.901) (-2.851) (4.759)
q 0.705%%* 0.025%*%*  .0.141%** 0.132%** 0.025%** -0.142%%* 0.133%** 0.709%**
(18.721) (2.674)  (-5.440)  (4.930) (2.698) (-5.401) (4.898) (18.539)
n 0 0 0 0 0 0 0 0
(-0.700) (-0.445)  (-0.249)  (-1.250) (-0.166) (-0.122) (-1.165) (-0.740)
NegRec 16.510 -1.505 -16.44 14.743 -1.679 -16.243 14.525 16.277
(0) (0) (0.000%) (0) (0) (0.000%) (0) (0)
MaxTSR -0.950 0.350 1.916 -0.401 0.644 1.862 -0.169 -0.843
(0.002%*%%)  (0.001*%)  (-0.001)  (0.002%*%)  (0.001**) (-0.001)  (0.002%%%)  (0.002%%*)
BelowCutoffMaxTSR 0.002%** 0.001** -0.001 0.002%** 0.001** -0.001 0.002%** 0.002%**
(2.789) (2.453)  (-1.333) (3.688) (2.515) (-1.135) (3.451) (2.594)
Total compensation 0.000%* 0 0 0.000** 0 0 0.000** 0.000%*
(1.745) (0.900)  (-0.740)  (2.185) (0.954) (-0.764) (2.268) (1.820)
TDC1 change 0 0 0 0 0 0 0 0
(-0.221) (-0.419)  (0.413) (-0.028) (-0.390) (0.589) (-0.127) (-0.372)

Continued on next page
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Continued from previous page

(1) (2) (3) (4) (5) (6) (7) (8)
Dependent variable Tc?tal ] dSulL dSuR Odisc(p) Tc?tal ) dSulL dSuR  Ogisc(p)
participation participation
% Stock compensation -0.578 0.068 0.812 0.159 0.090 0.697 0.231 -0.455
(-0.004%*) (0) (0.003*)  (-0.003*) (0) (0.003*) (-0.003*) (-0.004)
Director holdings % -1.752 0.682 1.889 -1.933 0.782 1.735 -1.796 -1.578
(-0.015) (0.002)  (0.002) (-0.01) (0.003) (0) (-0.01)  (-0.013)
Log equity -0.015 0.002 0.002 -0.01 0.003 0 -0.01 -0.013
(-1.205) (0.465)  (0.195)  (-1.045) (0.486) (0.047)  (-1.012) (-1.090)
ROA 0.102 0.071 0.008 0.174%* 0.067 0.016 0.161** 0.086
(1.039) (0.961)  (0.0978)  (2.432) (0.908) (0.203)  (2.264) (0.877)
Market-to-book ratio -0.009 -0.008* 0 -0.01 -0.008* -0.001 -0.01 -0.008
(-0.700) (-1.774) (0.00022) (-1.183) (-1.808) (-0.091) (-1.119) (-0.620)
Firm FE Yes Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes Yes
Proposal type FE Yes Yes Yes Yes Yes Yes Yes Yes
R? 0.709 0.704 0.559 0.51 0.705 0.559 0.509 0.709
#N 1,666 1,737 1,672 1,667 1,715 1,652 1,647 1,646
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Table OA.6: Robustness. This table reports alternative estimations. In Panel A we maintain the whole sample and change some attribute of our
algorithm. The first column describes whether the algorithm assumes the same cost of voting across voters (base) or cost is idiosyncratic; whether
availability is 1 (base) or rather 0.9, or 0.8; whether the algorithm matches the moments of terciles (base) or the moments of quartiles, and whether it
uses size terciles instead of terciles of n (base). In Panel B we maintain the baseline algorithm and look into different (sub)samples. The first column
reports whether the entire sample or a subsample was used, where “High/Low forecast standard deviation” refers to the highest/lowest tercile
of analyst forecast standard deviation); “Early/Late meetings” refer to meetings held before/after the median proxy meeting date; “Early/Late
meetings—ISS” refer to meetings held before/after ISS has issued recommendations for the respective proposal type in both directions; and “High /low
equity lending supply/demand” refers to the quarterly highest/lowest quintile in equity lending supply/demand. In both panels we report: the
number of observations; the MSE; the estimates for the benefit-cost ratio, participation on L and R, and the probability of an outcome non-
representative of the population preference or the preference of regular voters; and the incidence of each equilibrium type for these estimations
(columns (7)—-(9)).

Panel A: Whole sample
n @ 6 @ 6 (©) (7) (8) (9)

All Estimates Equilibrium (as a fraction of N)

Algorithm N wMsE v/(en) t, tr ~ pmistee Full Freeriding Partial Freeriding No Freeriding
Base 64368 0.53 0.19 043 0.04 | 0.1 0.63 0.37 0
Idiosyncratic cost 64333 0.69 0.07 0.35 0.11 | 0.17 0 1 0
a=0.9 64361 1.25 0.21 0.46 0.05| 0.11 0.6 0.4 0
a=0..8 64344 1.5 0.25 0.54 0.06 | 0.11 0.55 0.45 0
Quartiles 58033 12.52 0.19 042 0.05| 0.1 0.66 0.34 0.01
Size instead of N 59610 0.52 0.18 0.41 0.04 | 0.15 0.63 0.37 0




Panel B: Baseline algorithm

m @ 6 @ 6 6 (7) (®) 9)

Sample N wmseE v/(en) t, tgr pPmiser Full Freeriding Partial Freeriding No Freeriding
Low equity lending demand 10752 0.75 0.23 0.45 0.08| 0.15 0.66 0.33 0.01
High equity lending demand 14908 0.86 0.17 0.49 0.03| 0.11 0.82 0.17 0.01
Low equity lending supply 5653 4.51 0.17 0.36 0.05| 0.13 0.66 0.33 0.01
High equity lending supply 19270 0.74 0.2 0.45 0.05| 0.12 0.77 0.22 0
Single proposal 19000 1.83 0.14 0.35 0.02] 0.1 0.73 0.27 0
Bundle 21062 1.14 0.24 0.4 0.08| 0.13 0.54 0.46 0
Low ownership concentration 16137 10.27 0.21 0.39 0.05| 0.16 0.75 0.25 0
High ownership concentration15209 0.63 0.16 0.44 0.03| 0.14 0.65 0.34 0.01
Early meeting 20266 4.19 0.2 043 0.06| 0.11 0.63 0.36 0.01
Late meeting 15591 2.99 0.17 0.38 0.02| 0.11 0.64 0.36 0
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Figure OA.1: Benefit-to-cost ratio vs. average ownership stake. This figure depicts v/(cn)
divided by the holding size, that is, the ratio of market capitalization and n, as a function of
holding size, for a sample of US proposals between 2003-2020. We exclude estimations in which
the benefit-to-cost ratio is lower than 1 (i.e., irrelevant proposals).
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Figure OA.2: Probability of misrepresentation P™is™P and benefit-cost ratios v/(cn).
These figures shows PSP as a function of v/ (en), for a sample of US proposals between 2003
2020 in Panels (a)-(e) and in non-US proposals between 2013-2020 in Panel (f). In Panel (a)-(c),
we report estimates by proposal type. In Panel (d)((e)), we sort the proposals in bins of ¢, 7,
n, and year (industry) instead of proposal type for the estimation, and report the estimates by
year (industry). In Panel (e), we sort the proposals in bins of 7, n, and country group, and
report the estimates by country group.
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Figure OA.3: Trends in v/(cn) and P™is*P | These figures shows P™s™P (Panel (a)) and
v/ (en) (Panel (b)), for a sample of US proposals between 2003-2020. We sort the proposals in
bins of ¢, v, n, and year instead of proposal type for the estimation, and report the estimates
by year.
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Figure OA.4: Counterfactual probability of misrepresentation P™™P and benefit-cost
ratios v/(cn) by Country. This figure shows the counterfactual P™s™P for the subsample
given in the caption when we change v/ (cn) but hold all other parameters constant at the
weighted sample median, for a sample of non-US proposals 2013-2020 in Panels (a)-(h) and US

proposals 2003-2020 in Panel (i).
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Pmisrep

Counterfactual probability of misrepresentation P™isrep

and benefit-cost ratios v/(cn) by Country (continued)
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Figure OA.5: Counterfactual probability of misrepresentation P™™P and benefit-
cost ratios v/(cn) by proposal type (shareholder proposals). This figure shows the
counterfactual P™s™P for the subsample given in the caption when we change v/ (cn) but hold
all other parameters constant at the weighted sample median, for a sample of US shareholder

proposals 2003-2020.
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and benefit-cost ratios v/(cn) by proposal type (shareholder proposals) -
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Figure OA.6: Counterfactual probability of misrepresentation P™™P and benefit-
cost ratios v/(cn) by proposal type (management proposals). This figure shows the
counterfactual P™s™P for the subsample given in the caption when we change v/ (cn) but hold
all other parameters constant at the weighted sample median, for a sample of US management
proposals 2003-2020.
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Counterfactual probability of misrepresentation P™isrep

and benefit-cost ratios v/(cn) by proposal type (management proposals) - continued
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Figure OA.7: Counterfactual probability of misrepresentation P™™P and benefit-
cost ratios v/(cn) by time period. This figure shows the counterfactual P™S™P for the
period given in the caption when we change v/ (cn) but hold all other parameters constant at
the weighted sample median, for a sample of US shareholder proposals 2003—2020. We sort the
proposals in bins of ¢, v, n, and time period instead of proposal type for the estimation.
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Figure OA.8: Counterfactual probability of misrepresentation P™™P and benefit-cost
ratios v/(cn) by industry. This figure shows the counterfactual P™™P for the industry given
in the caption when we change v/ (¢n) but hold all other parameters constant at the weighted
sample median, for a sample of US shareholder proposals 2003-2020. We sort the proposals in
bins of g, v, n, and industry instead of proposal type for the estimation.
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Counterfactual probability of misrepresentation P™isrep

and benefit-cost ratios v/(cn) by industry - continued
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