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Good morning and thank you to Lucian1 for inviting me to share some thoughts on investment 
stewardship to kick off the 2019 Corporate Governance Roundtable.  
 
Academic Theories on Investment Stewardship  
 
Corporate governance and investment stewardship have caught the attention of companies, 
asset owners, asset managers, academics – including several here at Harvard – as well as non-
governmental organizations (NGOs), policy makers, and the media.  This heightened attention 
has generated a number of academic articles focusing on these topics, and many people have 
formed views based on specific studies.  
 
While many of these theories are interesting, as one works through the various papers in which 
they appear, it becomes apparent that several theories conflict with each other.  For example, 
John Coates has “The Problem of Twelve”, in which a small group of individuals, predominately 
from index fund managers, will effectively have control over the majority of US public 
companies.2  Meanwhile, Lucian Bebchuk and Scott Hirst have a theory that index fund 
managers do not have sufficient incentive to pursue stewardship activities and therefore only 
pursue superficial efforts.  In “The Specter of the Giant Three”, they look at the same facts as 
John Coates and conclude that these same asset managers do not sufficiently use their 
potential influence on companies.3  My remarks today will focus on why each of these 
hypotheses is false, and I will provide a practitioner’s perspective on how we at BlackRock 
approach investment stewardship as part of the overall investment process.  
 
  

                                                             
1  Lucian Bebchuk, James Barr Ames Professor of Law, Economics, and Finance, Director, Program on Corporate 

Governance, Harvard Law School.  

2  John C. Coates, “The Future of Corporate Governance Part I: The Problem of Twelve”, Harvard Public Law Working Paper 
No. 19-07 (Mar. 14 2019). Available at: https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3247337.  

3  Lucian A. Bebchuk and Scott Hirst, “The Specter of the Giant Three”, Harvard Law School  John M. Olin Center 
Discussion Paper No. 1004 (Oct. 9, 2019). Available at: 
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3385501.  

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3247337
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3385501
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Exhibit 1: Academic theories of investment stewardship 
 

 
 
Who controls the assets?   
 
The issue of ‘control’ is central to this discussion of investment stewardship.  To start, the 
‘largest shareholder’ is not necessarily the same as the ‘controlling shareholder’.  Examining 
the majority of US public companies – and certainly ‘large cap’ public companies – the largest 
shareholder holds only a single digit percentage of shares outstanding.  
 
Let us look at some numbers that address who owns stocks and who manages these equity 
assets.  One of the overlooked facts here is that the majority of equity assets globally are 
managed directly by asset owners.  Aggregating across all external asset managers as of year-
end 2017, this cohort represents 35% of equity ownership.  Furthermore, the Top 10 asset 
managers represent only 17% of equity ownership, as shown in Exhibit 2.  The missing pieces 
include assets managed in-house, primarily by pension plans and sovereign wealth funds.  
Another important factor is activist investors who take concentrated stakes in specific 
companies.  Furthermore, activist investors often take seats on companies’ boards where they 
have a significant holding. 
 

Exhibit 2: Breakdown of global equity market capitalization 

 
Source: Asset managers’ AUM: Pensions & Investments (data as of Dec. 31, 2017); Total Equity Market 
Capitalization: World Federation of Exchange Database, BIS (data as of Q2 2017), HFR, Cerulli, Simfund (data as of 
Nov. 2017), iShares GBI (data as of Nov. 2017), Global Heat Map, McKinsey Cube (data as of December 2016). P&I 
data is self-reported and may not be comprehensive of all managers everywhere. Total equity market capitalization 
data includes institutional and hedge fund figures sourced from McKinsey Cube data as of the previous year due to 
data availability constraints. 
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In looking more closely at voting and control issues, it is important to note that quite a few 
large institutional asset owners outsource the management of their assets while choosing to 
vote proxies for themselves.  We estimate that 25% of BlackRock’s large separate account 
mandates are managed for clients who vote their own shares.  For example, Washington State 
Investment Board (WSIB) considers voting a key part of their fiduciary duty to their 
beneficiaries as they described in their letter to the FTC.4 

 
And while many academic studies use Form 13F data to measure ownership stakes, this data 
is not reliable.  First, not all investors are required to file Form 13F.  For example, company 
executives are exempt from filing, as they are individual shareholders not institutional 
shareholders.  Additionally, asset managers have interpreted aspects of 13F differently.  Firms 
interpret the types of reportable ‘voting authority’ differently, creating discrepancies in how 
they report.  The bottom line is 13F data problems potentially invalidate academic analyses 
that rely on this data. 

 
As Exhibit 2 above shows, Vanguard, BlackRock, and State Street Global Advisors currently 
manage approximately 4%, 4%, and 2% of global equities, respectively.  In the Specter of the 
Giant Three, Bebchuk and Hirst assume that these managers will continue to grow at the rate 
they have for the past few years.5  While their projections are arithmetically correct, this 
assumption ignores multiple external variables that can change what products, asset classes, 
or managers are in or out of favor at a given time, and that translates into changes in growth 
rates.   
 
Looking back over the past few decades, the list of the Top 10 asset managers has changed 
significantly.  Who remembers Bankers Trust, Wilmington Trust, Kemper Financial Services?  
Each of these firms was a top 10 asset manager by total AUM in 1990, when BlackRock was 
barely on the viewfinder as a 2-year-old startup.6  Likewise, Deutsche Asset Management was a 
top 10 firm by total AUM in 2000, and PIMCO was a Top 10 firm by total AUM in 2010.7  
However, neither Deutsche nor PIMCO are in the top 10 by total AUM today.  The point being: 
this is not a static group.  Looking at the asset management industry today, the growth rate 
over the past five years of Dimensional Fund Advisors’ (DFA) equity AUM is 9% , while the 
growth rate of the equity AUM over the past five years of Bebchuk and Hirst’s “Giant Three” 
ranges from 2% to 12%, suggesting potential changes to the ranks of the largest asset 
managers in the future.8   
 
While we are looking at the data, let’s consider the oft-repeated statement: “Index funds are 
surpassing active funds”.  While this is factually true, this statement is only part of the story.  I 
call this ‘the denominator problem’.  Mutual funds, including open-end funds and exchange-
traded funds (ETFs), represent 35% of US equities and 21% of global equities.9  The remainder 

                                                             
4  Washington State Investment Board, Letter to the Federal Trade Commission (FTC) Re: FTC Hearing #8: Competition 

and Consumer Protection: Holdings of Non-Controlling Ownership Interests in Competing Companies (Dec. 3, 2018). 
Available at: https://www.ftc.gov/system/files/documents/public_comments/2018/12/ftc-2018-0107-d-0002-
163005.pdf. 

5  Bebchuk and Hirst, “The Specter of the Giant Three”. 

6  Pensions & Investments. 

7  Ibid.  

8  Ibid.  

9  World Federation of Exchange Database (data as of Dec. 2018), BIS (data as of Q2 2018), HFR, Cerulli, Simfund (data as 
of Dec. 2018), iShares GBI (data as of Dec. 2018), Global Heat Map, McKinsey Cube (data as of Dec. 2017). Active and 
index projections calculated from Simfund and Broadridge data; ETF data from iShares GBI.  

https://www.ftc.gov/system/files/documents/public_comments/2018/12/ftc-2018-0107-d-0002-163005.pdf
https://www.ftc.gov/system/files/documents/public_comments/2018/12/ftc-2018-0107-d-0002-163005.pdf
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of global equity assets are held by pension funds, private funds, foundations & endowments, 
and individuals.  With nearly half of US mutual funds using index strategies, this represents 
approximately 17% of US equities.10  BlackRock has done extensive analysis of non-mutual 
fund assets, and we estimate that even when these assets are included, the percent of US 
equities managed, whether in-house or externally, using index strategies is under 30%, far 
from a majority of equity assets.11 
 
Spectrum of investment and engagement strategies 
 
You may notice that I use the phrase ‘index strategies’ instead of ‘passive strategies’.  People 
often refer to investment strategies as ‘passive’ or ‘active’ as if there is a binary choice.  In 
practice, however, investment strategies fall along a spectrum from pure index to  
enhanced index, to broadly diversified portfolios, to concentrated portfolios to  
long-short strategies.  This is an important distinction because most of these strategies are 
measured relative to an equity index, and the degree of difference from index strategies to 
enhanced index strategies, to broadly diversified strategies, may not be as much as one would 
think.   

 
Exhibit 3: The spectrum of investment and engagement strategies 

 
 

In looking at flows leaving ‘active’ strategies, many investors are leaving broadly diversified 
portfolios with high fees and moving to pure index and enhanced index strategies with lower 
fees, and sometimes better returns, while still providing broad diversification.  And, now 
investors can combine various index strategies to create what amounts to an actively managed 
portfolio. 
 
Similarly, engagement strategies fall on a spectrum of their own.  Engagement strategies 
range from activist, which advises on company strategy and seeks board seats, to active 
engagement, which deals with ESG issues, but does not seek board seats or to influence 
companies.  In between is active insights, which attempts to draw perspectives from 
discussions with management that are more in depth than in active engagement.  At 
BlackRock, we define engagement as encompassing both interaction with companies and the 
voting of proxies.  Hedge funds often take an ‘activist approach’ which includes advising on 
company strategy and seeking board seats.  On the other hand, index fund managers are, by 

                                                             
10  Ibid.  

11  Ibid. Estimates for insourced US assets assumes 20% of total institutional per McKinsey and BLK stakeholders.  
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definition, long-term holders of stocks and stewards on behalf of their clients.  As a result, 
index fund managers tend to take an ‘active approach’ to engagement.  To be clear, index fund 
managers do not take board seats, and their engagement is largely focused on corporate 
governance.  As I will discuss later, index fund managers are discouraged, by virtue of the 
regulatory hurdles they would encounter, from telling management what to do and from 
coordinating stewardship activities with other managers.  To complete the picture, active 
managers have the choice of holding or selling a stock.  Active managers may also engage with 
companies, and many do so effectively; however, theories suggesting that these investors are 
somehow more engaged than index fund managers or other investors are not apparent in the 
marketplace.   
 
Who runs the companies?  
 
Another key issue in this debate is understanding how public companies are run.  Some key 
questions to consider include: What is the role of management?  What is the role of the board 
of directors?  How does the board engage with management and make compensation 
decisions?  How does the board of directors engage with compensation consultants? 
 
Company management makes strategic decisions for companies, ranging from product 
offerings to pricing, to long-term strategy.  Company management is required to act in the best 
interest of all shareholders.  Meanwhile, boards of directors have an oversight role, and are 
elected as the representatives of all shareholders.  Stock exchange listing rules require a 
majority of directors to be independent, and corporate governance norms have evolved to limit 
the number of boards that an individual director serves on. 
 

Exhibit 4: Quantifying who runs US public companies 

 
Source: FactSet, as of Mar. 26, 2019. Note that in a few cases, there are CEOs that are the CEO of more than one 
public company, these CEOs have only been counted once. The number of board directors does not include 
directors that are also CEOs to avoid double counting, nor does the number of board directors double count 
directors that may serve on more than one board. 
 

As shown in exhibit 3, there are over 28,000 unique individuals involved in running and setting 
strategy at US companies alone, including nearly 4,000 CEOs and over 24,000 board directors.  
And that is before accounting for the diverse investor base I discussed earlier or the influence 
of proxy advisory firms and compensation consultants.  
 
How does Executive Compensation Work?   
 
While some identify say-on-pay as a potential theoretical mechanism for ‘control’, the nature 
of say-on-pay votes tells a different story.  Say-on-pay votes are retrospective advisory votes, 
designed to inform boards of directors of shareholder sentiment towards executive 
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compensation for the previous year.  For the 2019 N-PX year, more than three-quarters of say-
on-pay votes passed with over 90% of the vote, and only 2% were defeated.12 
 
Compensation consultants are an often-omitted piece of the puzzle.  Approximately 90% of 
large companies use a compensation consultant to assist them in determining compensation 
packages for executive, especially for CEOs.13  Based on a review of company filings, there are 
more than 10 compensation consulting firms that are frequently used.14   
 

Exhibit 5: Top compensation consultants 
 

 
    Source: Equilar. As of Mar. 2019. 

 
The ultimate goal of any executive compensation program should be to incentivize senior 
executives to enhance their respective company’s performance relative to prior years and its 
competitors for the benefit of all shareholders.  But it is company boards – not shareholders – 
that are making these compensation decisions.  In setting executive compensation, boards 
consider a range of factors.  For example, they generally start with a peer group comparison 
provided by a compensation consultant that analyzes executive compensation packages of 
companies within the same or similar sectors.  The processes around setting executive 
compensation are very transparent, as each company discloses in its proxy statement: (i) the 
role of the compensation committee; (ii) which compensation consultant, if any, the board of 
directors retained; (iii) a peer group analysis, including which companies were in the peer 
group; and (iv) details on salary, performance bonus, long-term incentives, and perquisites. 
 
Another overlooked factor in executive comp is the role of proxy advisors.  Nadya Malenko, 
Associate Professor of Finance at Boston University, estimates that negative ISS 
recommendations drive a 25% decrease in support for say-on-pay proposals.15  Similarly, Jill 

                                                             
12  FactSet, using the US Securities and Exchange Commission (SEC) Form N-PX filings for Russell 3000 companies for 

the period Jul. 1, 2018 to Jun. 30, 2019. 

13  Ryan Chacon, Rachel E. Gordon, Adam S. Yore, “Compensation Consultants: Whom do they serve? Evidence from 
Consultant Changes” (Jan. 11, 2019). Available at: https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3281133.    

14  Equilar. As of Mar. 2019. 

15  Nadya Malenko & Yao Shen, “The Role of Proxy Advisory Firms: Evidence from a Regression-Discontinuity Design”, 
Review of Financial Studies, Vol. 29, No. 12 (Dec. 2016). Available at: 
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2526799.   

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3281133
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2526799
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Fisch, Professor of Business Law at the University of Pennsylvania Law School, finds ISS’ 
recommendations are a significant driver of say-on-pay vote results.16  Unsurprisingly, 
compensation committees and their consultants often solicit the input of proxy advisors to 
garner a favorable recommendation on say-on-pay votes. 

 
As a shareholder, BlackRock considers executive compensation an important element in 
attracting, rewarding and retaining key talent for the companies in which we invest on behalf 
of our clients.  As we explain in our stewardship commentary, we don’t recommend a one-size-
fits-all approach.17  Instead, we look for alignment of interests, albeit with significant flexibility 
for boards to determine the appropriate executive compensation packages.  At BlackRock, we 
believe that companies should explicitly disclose how incentive plans reflect strategy and 
incorporate drivers of long-term shareholder value; these disclosures should include the 
metrics and time frames by which shareholders should assess performance. 
 
To reiterate, while permitting shareholders to express their views on executive compensation 
after-the-fact, say-on-pay votes do not dictate how much executives will be paid, nor do they 
set out the components of executive compensation packages.  As compensation packages 
become better aligned with long-term value creation and shareholders’ interests, companies 
have seen an increase in the affirmation in say-on-pay votes.  Ultimately, decisions of 
executive compensation belong to boards of directors of public companies. 
 
Most votes are not contentious 
 
From reading media stories, one would think every shareholder vote is hotly contested, with 
extremely close voting outcomes.  However, in reality, very few votes are contentious, with most 
overwhelmingly voted in one direction, either ‘FOR’ or ‘AGAINST’.  To put this in perspective, in 
the most recent proxy season in the US, there were approximately 31,500 ballot items, of which 
444 were shareholder proposals, and 2,330 were say-on-pay votes.18   
 
First, there is overwhelming support for company directors in director election proposals.  As 
shown in Exhibit 6 below, 94% of director elections were won by a margin greater than 30%, 
and fewer than 1% of director votes were determined by a margin of less than 10%.  Next, 86% 
of say-on-pay votes were won by a margin greater than 30%, and 95% were won by a margin 
greater than 10%.  Likewise, 98% of M&A-related votes were won by a margin greater than 
30%. 
 
  

                                                             
16  Jill Fisch, Darius Palia, Steven Davidoff Solomon, “Is say on pay all about pay? The impact of firm performance”, Harvard 

Business Law Review, Vol. 8 (2018). Available at: https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3046597.  

17  See BlackRock, “BlackRock Investment Stewardship’s approach to executive compensation” (Jan. 2019). Available at: 
https://www.blackrock.com/corporate/literature/publication/blk-commentary-our-approach-to-executive-
compensation.pdf.   

18  Total US ballot items: BlackRock Investment Stewardship 2018-2019 Annual Report. Number of shareholder proposals 
and say-on-pay votes: Proxy Insight based on the SEC Form N-PX filings for Russell 3000 companies for the reporting 
period of Jul. 1, 2018 through Jun. 30, 2019. 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3046597
https://www.blackrock.com/corporate/literature/publication/blk-commentary-our-approach-to-executive-compensation.pdf
https://www.blackrock.com/corporate/literature/publication/blk-commentary-our-approach-to-executive-compensation.pdf
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Exhibit 6: Support for management proposals  

 
Source: FactSet using U.S. Securities and Exchange Commission (SEC) Form N-PX filings for Russell 3000 
companies for the period of Jul. 1, 2018 to Jun. 30, 2019.  

 
The rationale for the use of the 30% and 10% thresholds is that according to several 
commentators, the three large index fund managers are providing a ‘swing vote’ – or will be 
soon.  However, these charts demonstrate that no individual manager has anything close to a 
swing vote type of influence on director elections, say-on-pay, or M&A situations.  Even if you 
assume (i) that these firms grow to each control 10% of the equity votes – which is more than 
twice their typical voting power today in large cap companies – and (ii) that these firms all vote 
the same – which their voting records show that they don’t  – the vast majority of votes would 
still not be influenced by this theoretical voting bloc. 
 
Shareholder proposals address “G”, “E”, and “S” issues 
 
Shareholder proposals represent just under 2% of the ballot items in the U.S, but they are the 
source of virtually all of the controversy, as evidenced by the proposal topics shown in the table 
below.  Unlike management proposals, 18% of shareholder proposals are determined by a 
margin under 10%, and 70% are determined by a margin under 30%. 
 

Exhibit 7: Breakdown of shareholder proposals 

 
Source: Proxy Insight based on the SEC Form N-PX filings for the reporting period of Jul. 1, 2018 through Jun. 
30, 2019. 
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Over 50% of shareholder proposals voted on address governance issues, such as the 
separation of Chairman and CEO; the desire to modify dual share class structures; or proxy 
access (i.e., the right of shareholders to nominate directors on the managements slate). 

 
In recognition of the growing influence of proxy advisors in this area, the SEC recently released 
new guidance related to proxy advisor recommendations and investment managers ’ use of 
proxy advisor recommendations in their voting on shareholder proposals.  Briefly put, the SEC 
will be holding proxy advisors to a higher standard than before, indicating the importance of 
the quality and accuracy of data in proxy advisors’ recommendations.  Likewise, the SEC 
expects asset managers to do proper due diligence on the proxy advisors and on the 
shareholder proposals.  We are supportive of this guidance as it largely reflects our current 
practices.  
 
On the other hand, both issuers and investors have expressed concern with the recent SEC 
guidance on Rule 14a-8 no-action requests.  The SEC has indicated that staff will no longer 
provide no-action letters on the inclusion of shareholder proposals in proxy statements.   
Unless ISS and Glass Lewis modify their policies, this may lead to unintended consequences,  
as both ISS and Glass Lewis automatically recommend voting against directors if a company 
excludes a proposal without SEC staff response or a court order.  On November 4th, Glass Lewis 
announced that it would not be changing this policy.19   
 
And just yesterday, the SEC voted on a proposed rule which would require proxy advisors to 
allow issuers to correct incorrect information in their recommendations.20  In addition, the 
Commission proposed changes to rules around shareholder proposal  eligibility requirements, 
proposing to raise the submission and resubmission thresholds for a given shareholder 
proposal.21  Last year, we participated in the SEC roundtable on the proxy process and 
submitted a comment letter22.  In our letter, we identified four key principles: (i) transparency, 
(ii) accurate data, (iii) shareholder rights, and (iv) the use of technology.  We look forward to 
reviewing the proposed rule, using these principles as our guide.  
 
Voting varies significantly across managers 
 
Historically, dissecting manager voting records had been complicated.  However, new services 
like Proxy Insight, MSCI, and other data analysis tools have become available in the past few 
years to make this easier.  Plus, many managers voluntarily disclose summary voting statistics 
on their respective websites, which is available for free and provides significant insights.   
 
BlackRock’s approach to shareholder proposals is to assess the company’s current disclosures 
and how the company is managing the issue that a given proposal raises.  As just discussed, 
some shareholder proposals address Environmental and Social (‘E&S’) issues.  Often, it is the 
case that management is already addressing a particular issue or that an issue may not be 

                                                             
19  Glass Lewis, “2020 Policy Guidelines Updates – U.S., U.K., Canada, Europe, China, and more”, (Nov. 4, 2019). Available 

at: https://www.glasslewis.com/2020-policy-guideline-updates-u-s-u-k-ca nada-europe-china-and-more/.  

20  See SEC, Press Release: “SEC Proposes Rule Amendments to Improve Accuracy and Transparency of Proxy Voting 
Advice” (Nov. 5, 2019). Available at : https://www.sec.gov/news/press-release/2019-231.  

21  See SEC, Press Release: “SEC Proposes Amendments to Modernize Shareholder Proposal Rule” (Nov. 5, 2019). Available 
at: https://www.sec.gov/news/press-release/2019-232.  

22  See BlackRock, Letter Re: SEC Staff Roundtable on the Proxy Process (Nov. 16, 2018).  Available at 
https://www.blackrock.com/corporate/literature/publication/sec-roundtable-proxy-process-111618.pdf.  

https://www.glasslewis.com/2020-policy-guideline-updates-u-s-u-k-canada-europe-china-and-more/
https://www.sec.gov/news/press-release/2019-231
https://www.sec.gov/news/press-release/2019-232
https://www.blackrock.com/corporate/literature/publication/sec-roundtable-proxy-process-111618.pdf
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material to the company’s long-term sustainable performance.  At BlackRock, we use 
engagement as part of our process to make informed votes. 
 
While it’s easy to count votes in support of shareholder proposals and rank firms based on 
such data, doing so definitely does not provide the whole story.  For example, in the past year, 
BlackRock engaged globally with over 1,400 individual companies on a wide range of ESG 
issues.23  By comparison, there were 165 shareholder proposals in the U.S. on E and S issues in 
the past proxy season, which represents less than 1% of all ballot items.24  And 37% of E and S 
proposals addressed political activities disclosure, where much of the information being 
sought is already publicly available on government websites.25 

 
Importantly, in many cases, we have seen companies improve on E, S, and G issues through 
engagements over time.  In 2018, BlackRock updated its proxy voting guidelines on board 
diversity and sent letters sharing our position on this topic to about 30% of the Russell 1000.  
We used the lack of at least two women on their respective boards as a flag to have a deeper 
discussion on their approach to board diversity.  We have been pleased to see that over 120 
companies added a female board member just this year.26  Likewise, BlackRock engaged with 
over 200 companies on climate risk, and we have seen just over a 60% increase in 
organizations embracing the TCFD reporting framework.27  Of course, these results reflect the 
collective voices of multiple shareholders. 
 
Once again, shareholder proposal support is an area where simple statistics can be 
misleading.  In Exhibit 8, we observe a correlation between size of manager by equity AUM and 
voting patterns.  Asset managers with stewardship responsibility for larger amounts of equity 
assets are clearly expressing views that are independent of ISS’ proxy advisor 
recommendations and of each other.  Some managers voted ‘FOR’ shareholder proposals more 
than 75% of the time, which exceeded even ISS’ recommendations.   
 
The subset of just E&S votes shows a similar pattern, with these smaller managers by equity 
AUM voting ‘FOR’ more than 83% of the proposals, exceeding ISS’ recommendations in favor 
of 81% on E&S proposals.28  
 
  

                                                             
23  BlackRock, “2019 Investment Stewardship Annual Report” (Aug. 2019). Available at: 

https://www.blackrock.com/corporate/literature/publication/blk-annual-stewardship-report-2019.pdf.  

24  Ibid. and Proxy Insight based on the SEC Form N-PX filings for Russell 3000 companies for the reporting period of Jul. 
1, 2018 through Jun. 30, 2019. 

25  Proxy Insight based on the SEC Form N-PX filings for Russell 3000 companies for the reporting period of Jul. 1, 2018 
through Jun. 30, 2019. 

26  BlackRock, “2019 Investment Stewardship Annual Report”. 

27  Ibid.   

28  Proxy Insight based on the SEC Form N-PX filings for Russell 3000 companies for the reporting period of Jul. 1, 2018 
through Jun. 30, 2019. 

https://www.blackrock.com/corporate/literature/publication/blk-annual-stewardship-report-2019.pdf
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Exhibit 8: Shareholder proposal support 
 

 
Note: Total universe includes 444 shareholder proposals. Glass Lewis’ Total Votes is underrepresented due to its 
data redistribution constrain. Per Proxy Insight, Prudential Global Investment Management’s Total Votes may be 
low since it outsources management of equities.  
Source: AUM: Pensions & Investments as of Dec. 31, 2018. Voting records: Proxy Insight based on the US SEC 
Form N-PX filings for the reporting period of Jul. 1, 2018 through Jun. 30, 2019. *Natixis Global Asset 
Management AUM sourced from 2018 Annual Financial Report.  

 

We encourage academics to study this data to explain the disparity in voting.  Some questions 
to consider include how much respective managers rely on proxy advisors’ recommendations; 
whether some managers do additional research leading them to either support or oppose 
shareholder proposals; or whether there are other factors driving managers’ voting.  
 
Regardless of the rationale for these voting outcomes, one of the most important takeaways is 
to recognize that different asset managers vote differently, and rarely are the large asset 
managers capable of being a swing vote.  
 
Factoring in dual share class structures 
 
The subject of proxy voting has a touchpoint with another important corporate governance 
issue: capital formation.  Some commentators have cited the burdens of being a public 
company – including the proliferation of shareholder proposals and the fear of activist 
investors, among others – as a deterrent to going public.   
 
SEC Chairman Jay Clayton and others have pointed out that the number of public companies 
is shrinking.29  In 2018, there were 4,025 public companies, down from over 5,100 in 2007 and 
over 8,000 in 1996.30  Further, the number of initial public offerings (IPOs) is less than the 

                                                             
29  See “Remarks at the Economic Club of New York”, speech by SEC Chairman Jay Clayton (Jul . 12, 2017). Available at: 

https://www.sec.gov/news/speech/remarks -economic-club-new-york#_ftn7.  

30  Center for Research in Securities Prices, US Stock and US Index Databases (2016), The University of Chicago Booth 
School of Business.   

https://www.sec.gov/news/speech/remarks-economic-club-new-york#_ftn7
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high-water mark, albeit that number may have been artificially high.31  One concern expressed 
is that companies are going public later, precluding retail investors from participating in earlier 
stages of growth.  And, of course, the abundance of private capital allows companies to stay 
private longer, making the public-private tradeoff more challenging. 
 
As a response to deterrents against going public, some companies have come to market with 
dual share class structures.  These cases range from situations where a founder has weighted 
voting rights while public shareholders have less, to the extreme case of SNAP, where public 
shareholders have no voting rights.  This increase in dual share class structures raises a new 
set of issues. 
 

Exhibit 9: Quantifying dual share class companies 
 

 
Source: FactSet, Bloomberg, and CII. As of Sep. 27, 2019.   

 
The Council of Institutional Investors (CII) and the International Corporate Governance 
Network (ICGN) have each weighed in, expressing concerns about the implications for 
corporate governance and shareholder rights that dual share class structures may have.32  
They cite the potential for weak corporate governance and diminished accountability to 
shareholders and ask the stock exchanges to modify their listing standards to create a 
negative incentive against these governance structures.  
 
In February 2018, the Securities and Exchange Commission’s (SEC’s) Investment Advisory 
Committee recommended that the SEC strengthen disclosures of the risks associated with 
dual share class companies.33  Rick Fleming, the SEC’s Investor Advocate, recently gave a 

                                                             
31  See Jay R. Ritter, “Initial Public Offerings: Updated Statistics” (Aug. 8, 2017). Available at: 

https://site.warrington.ufl.edu/ritter/files/2017/08/IPOs2016Statist ics.pdf.   

32  See Council of Institutional Investors, “Dual-Class Stock”. Available at: https://www.cii.org/dualclass_stock. And ICGN, 
“ICGN Viewpoint: Differential share ownership structures: mitigating private benefits of control at the expense of 
minority shareholders” (Feb. 2017); available at: 
https://www.icgn.org/sites/default/files/2.%20ICGN%20Viewpoint%20differential%20share%20ownership_1.pdf .  

33  SEC, Investment Advisory Committee, “Recommendation of the Investor as Owner Subcommittee: Dual Class and Other 
Entrenching Governance Structures in Public Companies” (Feb. 27, 2018). Available at: 

https://site.warrington.ufl.edu/ritter/files/2017/08/IPOs2016Statistics.pdf
https://www.cii.org/dualclass_stock
https://www.icgn.org/sites/default/files/2.%20ICGN%20Viewpoint%20differential%20share%20ownership_1.pdf
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speech at the ICGN conference, where he noted concerns with self-dealing, insular group 
think, and poor controls, among a list of issues he associated with ‘unchecked corporate 
control’ with dual share class companies.34  
 
BlackRock has written on the topic of dual share class structures several times, starting from 
the perspective of finding a solution that balances the needs of issuers and the rights of 
investors.35  BlackRock recognizes that when companies are establishing themselves in the 
public markets, unequal voting rights may allow founders to focus on long-term strategy and 
performance without exposure to outside pressures.  Yet benefits dissipate over time, and dual 
share class structures challenges investor rights.  We believe the benefits do not outweigh the 
loss of investor protections, over extended periods of time. 
 
One possible solution is to require a sunset provision for dual share class structures.  The 
listing exchange of such a company could require they automatically revert to one share one 
vote 5 to 7 years after going public.  Alternatively, the respective listing exchanges could 
require the company put the future of its dual share class structure to a shareholder vote – 
between years 5 and 7 of being public – where all minority shareholders would be given an 
equal vote to decide whether or not to extend the structure. 
 
BlackRock recommends additional safeguards be included.  These include specifying ‘trigger 
events’ – such as a founder retiring, passing away, or leaving for another reason – where the 
shares would automatically revert to one share one vote.  Likewise, the transfer of ownership to 
a person or entity that is not actively involved in running the company should trigger one share 
one vote.   
 
As academics, regulators, and practitioners alike contemplate corporate governance and 
investment stewardship today, they need to consider this growing phenomenon of dual share 
class companies. 
 
The common ownership theory is flawed 
 
Given the number of academic forums and papers that have focused on the theory of common 
ownership and the impact the proposed remedies would have on corporate governance, I 
would be remiss not to address some of the flaws in this theory in these remarks. 
 
At the most basic level, it is disturbing to note that the data used in the seminal common 
ownership paper – generally referred to as ‘the airlines paper’ – is incorrect.  The authors of the 
paper observed that the dataset of asset managers’ holdings had ‘zeros’ during periods of 
bankruptcy.36  Not understanding why, they chose to override these zeros by repeating the last 
observed value of the respective asset managers’ holdings prior to the bankruptcy periods .  
However, when a company enters bankruptcy, its stock is delisted from the exchanges.  

                                                             
https://www.sec.gov/spotlight/investor-advisory-committee-2012/iac030818-investor-as-owner-subcommittee-
recommendation.pdf.   

34  “Dual-Class Shares: A Recipe for Disaster”, speech by SEC Investor Advocate Rick Fleming (Oct. 15, 2019). Available at: 
https://www.sec.gov/news/speech/fleming-dual-class-shares-recipe-disaster.  

35  BlackRock, “Key considerations in the debate on differentiated voting rights”. Available at: 
https://www.blackrock.com/corporate/literature/whitepaper/blackrock-the-debate-on-differentiated-voting-
rights.pdf.  

36  José Azar, Martin Schmalz, and Isabel Tecu, “Anticompetitive Effects of Common Ownership”, Journal of Finance 
(2018). Available at: https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2427345.    

https://www.sec.gov/spotlight/investor-advisory-committee-2012/iac030818-investor-as-owner-subcommittee-recommendation.pdf
https://www.sec.gov/spotlight/investor-advisory-committee-2012/iac030818-investor-as-owner-subcommittee-recommendation.pdf
https://www.sec.gov/news/speech/fleming-dual-class-shares-recipe-disaster
https://www.blackrock.com/corporate/literature/whitepaper/blackrock-the-debate-on-differentiated-voting-rights.pdf
https://www.blackrock.com/corporate/literature/whitepaper/blackrock-the-debate-on-differentiated-voting-rights.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2427345
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Subsequently, when a company is delisted, index providers remove the stock from their 
indexes, prompting index fund managers to sell the stock from their portfolios.  Hence, the 
zeros found in the airlines paper’s dataset were correct.37 

 
Exhibit 10: Common ownership data is incorrect 

Sources: 
1. Airlines paper replication package; Thomson Reuters Spectrum; BlackRock internal data systems. The ‘Airlines 
Paper’ line is sourced from Thomson Reuters Spectrum and AST's manually collected SEC Form 13F filings.  Share 
counts are aggregated across separate BlackRock entities.  Shares from 2011Q3 are ‘forward-filled’ for the 
bankruptcy period. The ‘Actual BlackRock Portfolio Holdings’ line for 2011Q4 - 2013Q4 is sourced from 
BlackRock's internal data systems and includes shares in American Airlines that would be reported in SEC Form 
13F by any of BlackRock's entities.  For quarters outside of the bankruptcy period, the values of the ‘Actual 
BlackRock Portfolio Holdings’ line are the same as the ‘Airlines Paper’ line.    
2. SEC filings and S&P announcements. 

 
In the example shown, the discrepancy is in the order of millions of shares, reflecting the 
difference between an actual ownership of less than .1% versus the authors’ assumption of 
4.25%.  Since five out of seven of the airlines in the study went through bankruptcies –  
which is an interesting point in itself – this is a significant data error that affected 28 out 56 
quarters in the study period, grossly misrepresenting the ownership of each of the large index 
fund managers.   
 
In addition to the data being incorrect, a host of academic papers now challenge key aspects of 
the theory, including its treatment of the ‘control’ in bankruptcy; its conflation of financial 
incentives of asset owners and asset managers; and the appropriateness of its use of MHHI as 
a measure of common ownership.38 

 
Given numerous issues with the underlying research, it is quite surprising to see anyone 
suggest pursuing policy measures, especially measures that would be harmful to investors and 

                                                             
37  BlackRock, Policy Spotlight: “Common Ownership Data is Incorrect” (Jan. 2019).  Available at: 

https://www.blackrock.com/corporate/literature/whitepaper/policy-spotlight-common-ownership-data-is-incorrect-
january-2019.pdf.  

38  Available at BlackRock’s Public Policy Common Ownership microsite at: 
https://www.blackrock.com/corporate/insights/public-policy/common-ownership#third-party-publications.   

https://www.blackrock.com/corporate/literature/whitepaper/policy-spotlight-common-ownership-data-is-incorrect-january-2019.pdf
https://www.blackrock.com/corporate/literature/whitepaper/policy-spotlight-common-ownership-data-is-incorrect-january-2019.pdf
https://www.blackrock.com/corporate/insights/public-policy/common-ownership#third-party-publications
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disruptive to the functioning of the real economy.  As with dual share class structures, the 
corporate governance and investment stewardship implications of this debate must be 
considered. 
 
Understanding the Regulatory Landscape 
 
I would like to bring this discussion back to the practitioner’s perspective on investment 
stewardship – what it is and what it is not – and how this is informed by regulatory 
environment at present.  While many people have ideas of what they would like investment 
stewardship to be, it is useful to start with an understanding of the relevant rules which have 
been established by the SEC, Department of Labor (DoL), and Federal Trade Commission 
(FTC). 
 
Both the SEC and the DoL have weighed in on issuing voting guidance.  In 2003, the SEC 
issued its proxy voting rule under the Advisers Act, outlining that investment advisers are 
required to adopt and implement policies to ensure they vote proxies according to their clients’ 
best interest.39  Then in 2014, SEC Staff Legal Bulletin 20 clarified these duties.40  In the recent 
guidance I mentioned earlier, the SEC clarified how managers can fulfill their duty to vote in 
their clients’ best interest, and how the scope of voting authority can be shaped (including the 
use of proxy advisors or not voting) through disclosure and informed consent.41 
 

Exhibit 11: The stewardship regulatory landscape 

 
 
While the SEC has oversight of mutual funds, the DoL has oversight of ERISA assets.  In 1988, 
the DoL first indicated in the Avon Letter that voting is a plan asset, meaning that asset 
managers should generally vote shares as part of their fiduciary duty.42  This letter was 

                                                             
39  See SEC, Final Rule: “Proxy Voting by Investment Advisers”, 68 Fed. Reg. 6585 (Feb. 7, 2003). Available at: 

https://www.govinfo.gov/content/pkg/FR-2003-02-07/pdf/03-2952.pdf.    

40  See SEC, Division of Investment Management, Division of Corporate Finance, Staff Legal Bulletin No. 20: “Proxy Voting: 
Proxy Voting Responsibilities of Investment Advisers and Availability of Exemptions from the Proxy Rules for Proxy 
Advisory Firms. Available at: https://www.sec.gov/interps/legal/cfslb20.htm.   

41  See SEC, “Commission Guidance Regarding Proxy Voting Responsibilities of Investment Advisers”, 84 Fed. Reg. 47420 
(Sep. 10, 2019). Available at: https://www.govinfo.gov/content/pkg/FR-2019-09-10/pdf/2019-18342.pdf.   

42  See US Department of Labor (DoL), Letter from Deputy Assistant Secretary of Labor Alan D. Lebowitz to Chairman of 
the Retirement Board of Avon Products, Inc. Helmuth Fandl (Feb. 23, 1988), (“Avon Letter”). 

https://www.govinfo.gov/content/pkg/FR-2003-02-07/pdf/03-2952.pdf
https://www.sec.gov/interps/legal/cfslb20.htm
https://www.govinfo.gov/content/pkg/FR-2019-09-10/pdf/2019-18342.pdf
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followed with a series of interpretive guidance in 1994, 2008, 2016, and 2018, largely 
reaffirming this position.43   
 
Next, both the SEC and FTC have offered interpretations concerning engagement with 
companies.  The SEC requires Schedule 13D filings when a shareholder reaches a 5% 
threshold of beneficial ownership in a company and has the intent to change or influence 
control of the company.44  Recognizing that this is intended for activist situations, the SEC 
allows investors to instead file Schedule 13G when the shareholder is holding with passive 
intent.45  13G filings permit a beneficial owner to engage with management on governance, 
social and public interest topics as part of the investor’s broad efforts to promote good 
practices across its portfolio investments.  Eligibility to file Schedule 13G is a key reason why 
index fund managers do not coordinate voting of proxies, as doing so would require they file 
Schedule 13D instead. 

 
The FTC (together with the DOJ) has jurisdiction over implementation of the  
Hart-Scott-Rodino (“HSR”) Act, which sets notification requirements – including filing and a 
mandatory 30-day waiting period – for mergers, as well as the acquisition of voting shares of a 
company above a certain threshold of ownership.  Similar to the SEC rules, HSR has an 
“investment only exemption” to these requirements, in cases where shares are acquired for 
investment purposes only.46   
 
BlackRock Investment Stewardship 
 
At BlackRock, Investment Stewardship is part of our investment function, applying to both 
active and passive funds.  50% of the assets we manage are equity assets, and of these,  
92% are index and 8% active.47  The index assets closely track market indexes created by 
others, which means whether we like a company or not – including its management, its 
strategy, its products – we will still hold it in these portfolios.  This is quite different than 
actively managed portfolios that can express displeasure by ‘voting with their feet’ and selling 
the stock.  Given this long-term perspective, our investment stewardship activities are focused 
on maximizing long-term shareholder value.  
 
BlackRock engages directly with companies to better understand their position and strategy 
on material corporate governance matters.  BlackRock Investment Stewardship is now 45 
persons strong –the largest and most global team in the industry— which reflects our 
commitment to deeper, more meaningful, and more productive engagements.  These 
individuals are strategically located in the US, Europe, Hong Kong, Tokyo, Singapore, and 
Sydney to be closer to the markets and the companies we cover. 

                                                             
43  See DoL, Interpretive Bulletin 94-2, 58 Fed. Reg. 38863 (Jul. 29, 1994); Available at: 

https://www.govinfo.gov/content/pkg/CFR-2001-title29-vol9/pdf/CFR-2001-title29-vol9-sec2509-94-2.pdf. DoL, 
Interpretive Bulletin 2008-02, 73 Fed. Reg. 61731 (Oct. 17, 2008); Available at: 
https://www.govinfo.gov/content/pkg/FR-2008-10-17/pdf/E8-24552.pdf. DoL, Interpretive Bulletin 2016-01, 81 Fed. 
Reg. 95879 (Dec. 29, 2016); Available at: https://www.govinfo.gov/content/pkg/FR-2016-12-29/pdf/2016-31515.pdf. 
DoL, Field Assistance Bulletin No. 2018-01 (Apr. 23, 2018), available at: 
https://www.dol.gov/agencies/ebsa/employers-and-advisers/guidance/field-assistance-bulletins/2018-01.  

44  See 17 CFR 240.  

45  Ibid.  

46  See US Federal Trade Commission (FTC), “Investment-only means just that” (Aug. 24, 2015).  Available at: 
https://www.ftc.gov/news-events/blogs/competition-matters/2015/08/investment-only-means-just.   

47  BlackRock, 2019 3rd Quarter Earnings Release (Data as of Sep. 30, 2019). Available at: 
https://ir.blackrock.com/Cache/1500124326.PDF?O=PDF&T=&Y=&D=&FID=1500124326&iid=4048287 .  

https://www.govinfo.gov/content/pkg/CFR-2001-title29-vol9/pdf/CFR-2001-title29-vol9-sec2509-94-2.pdf
https://www.govinfo.gov/content/pkg/FR-2008-10-17/pdf/E8-24552.pdf
https://www.govinfo.gov/content/pkg/FR-2016-12-29/pdf/2016-31515.pdf
https://www.dol.gov/agencies/ebsa/employers-and-advisers/guidance/field-assistance-bulletins/2018-01
https://www.ftc.gov/news-events/blogs/competition-matters/2015/08/investment-only-means-just
https://ir.blackrock.com/Cache/1500124326.PDF?O=PDF&T=&Y=&D=&FID=1500124326&iid=4048287
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Exhibit 12: Quantifying BlackRock’s 2019 stewardship activities  

 
   Source: BlackRock Investment Stewardship 2018-2019 Annual Report.  

 
In the 2018-19 N-PX year, BlackRock Investment Stewardship held 2,050 engagements with 
1,458 companies based in 42 markets, and we voted on 155,131 global ballot items over 
16,124 global meetings.48 
 
While some people think index fund managers ‘always support’ one side, the data shows 
sometimes we support dissidents and sometimes we don’t .  For example, during this same 
period, we voted ‘FOR’ a dissident candidate in 40% of US proxy contests (i.e., 4 out of 10 proxy 
contests), and we supported 28% of dissident candidates (i.e., 8 out of 29 seats).49  Think of 
this as ‘the law of small numbers’, given the small sample size.   
 
Simply put, by engaging directly with companies and other interested parties, we develop a 
better understanding of the companies and make more informed voting decisions. 
 
Commitment to transparency 
 
A few weeks ago, when I participated in the Harvard-PIFS roundtable “The Rise of Passive 
Investing: Corporate Governance, Systemic Risk and Index Construction”, Lucian asserted that 
index fund managers are not sufficiently vocal on policy issues, and John suggested that asset 
managers work too secretively.  I took exception with both statements then, and I will take the 
opportunity today to elaborate. 
 
BlackRock is committed to providing a high level of transparency around our investment 
stewardship activities.  On the BlackRock Investment Stewardship site, we have posted 
approximately 70 documents, including engagement priorities, voting guidelines for multiple 

                                                             
48  BlackRock, “2019 Investment Stewardship Annual Report”.  

49  Ibid.  
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markets, commentaries on special topics, quarterly and annual reports, voting data, 
whitepapers, and comment letters.  And that is before counting market structure, investment 
products, or other topics that we address on our Global Public Policy site. 
 

Exhibit 13: BlackRock stewardship publications 
 

 
 
For companies and clients, this means they can easily see the issues we are focused on.  
To put this in perspective, here are the Engagement priorities for 2019:50 
 

1. Governance – Board quality & effectiveness  
2. Corporate Strategy and Capital Allocation  

3. Compensation that Promotes Long-Termism  
4. Environmental Risks and Opportunities  
5. Human Capital Management  

Each of our engagement priorities is explained in more detail on our site, including in many 
cases examples of our engagement questions.  Likewise, the quarterly and annual reports we 
publish provide insights into our engagements with companies and our voting statistics.   Our 
clients – the end investors – find these reports useful in understanding and monitoring our 
investment stewardship activities.  In recognition of our efforts, in 2018, BlackRock won ICGN’s 
Global Stewardship Disclosure Award for asset managers, and that was before we enhanced 
our website.51 
 
I encourage you to look at our materials as well as those you can find on Vanguard, State 
Street, TIAA, and JP Morgan Asset Management’s respective websites.52  There is a wealth of 
information available if you want to learn more about investment stewardship. 

                                                             
50  BlackRock, “BlackRock Investment Stewardship Engagement Priorities for 2019” (Jan. 2019). Available at : 

https://www.blackrock.com/corporate/literature/publication/blk-stewardship-priorities-final.pdf.  

51  See, ICGN, “ICGN 2018 Global Stewardship Awards”. Available at: https://www.icgn.org/winners.  

52  Vanguard Investment Stewardship website: https://about.vanguard.com/investment-stewardship/. State Street Global 
Advisors Asset Stewardship website: https://www.ssga.com/eu/gb/institutional-investor/en/about-us/asset-
stewardship.html. TIAA Stewardship website: https://www.tiaa.org/public/about-tiaa/corporate-social-
responsibility/stewardship-corporate-governance. JP Morgan Asset Management, “Investment Perspectives on 

https://www.blackrock.com/corporate/literature/publication/blk-stewardship-priorities-final.pdf
https://www.icgn.org/winners
https://about.vanguard.com/investment-stewardship/
https://www.ssga.com/eu/gb/institutional-investor/en/about-us/asset-stewardship.html
https://www.ssga.com/eu/gb/institutional-investor/en/about-us/asset-stewardship.html
https://www.tiaa.org/public/about-tiaa/corporate-social-responsibility/stewardship-corporate-governance
https://www.tiaa.org/public/about-tiaa/corporate-social-responsibility/stewardship-corporate-governance
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Profits and Purpose are inextricably linked  
 
BlackRock’s stewardship activities play a critical part in delivering what we see as our corporate 
purpose: delivering financial well-being to our clients.  Sometimes we get into discussions 
about “Friedman” vs. “Fink”.  However, at BlackRock, we see profit and purpose as inextricably 
linked.  
 

Exhibit 14: Profit and purpose 

 
Factoring in stakeholders such as employees and clients makes good business sense.  In a 
world of low unemployment, companies that treat their employees well will likely experience 
lower turnover and less costs associated with recruiting and training.  Likewise, having long-
term customers who make repeat purchases and recommend you to others is a strong positive 
for the bottom line.  And, if you are wondering about communities as a key stakeholder, the 
Vale mine tragedy in Brazil should be a wakeup call to the importance of being allowed to 
operate based in part by how you treat the communities in which you work.  I doubt Milton 
Friedman would disagree.  In September, the Business Roundtable released its statement on 
the purpose of a corporation, reflecting the need for companies to consider multiple 
stakeholders, and signed by 181 CEOs.53  
 
Investment stewardship is about encouraging companies to focus on the long-term 
implications of their decisions with a goal of creating sustainable returns for shareholders.  It is 
not about making social decisions.  Our engagement emphasizes issues that we believe have a 
material impact on a specific company and its ability to deliver long-term shareholder value.  
For two years now, in our stewardship activities we have been speaking to companies about 
corporate purpose and how it aligns with corporate strategy, seeking to understand how a 
company’s purpose informs its strategy , not to tell a company what its purpose ought to be.  
We see this as an extension of our fiduciary duty, and not a means for imposing  
social values. 
 
  

                                                             
Corporate Engagement & Proxy Voting”: https://am.jpmorgan.com/us/institutional/library/corporate-engagement-
proxy-voting.    

53  Business Roundtable, “Statement on the Purpose of a Corporation”, Aug. 19, 2019. Available at: 
https://opportunity.businessroundtable.org/wp-content/uploads/2019/09/BRT-Statement-on-the-Purpose-of-a-
Corporation-with-Signatures-1.pdf.  

https://am.jpmorgan.com/us/institutional/library/corporate-engagement-proxy-voting
https://am.jpmorgan.com/us/institutional/library/corporate-engagement-proxy-voting
https://opportunity.businessroundtable.org/wp-content/uploads/2019/09/BRT-Statement-on-the-Purpose-of-a-Corporation-with-Signatures-1.pdf
https://opportunity.businessroundtable.org/wp-content/uploads/2019/09/BRT-Statement-on-the-Purpose-of-a-Corporation-with-Signatures-1.pdf
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Engaging on Environmental and Social Issues  
 
Given the increasing attention on Environmental and Social (or ‘E&S’) issues, I would like to 
touch on BlackRock’s investment stewardship approach in this area.  First, BlackRock has 
identified “Environmental Risks and Opportunities” as one of our five engagement priorities.54 
 
As with all of our engagements, BlackRock is focused on issues that could have a material 
impact on the companies we invest in on behalf of our clients.  While E&S is language that can 
imply something separated or siloed from how a business is run, BlackRock looks at these 
issues as core to business operations and as areas presenting new opportunities.  We find that 
sound practices in relation to material E&S factors can signal operational excellence and 
management quality.  We also find that factors with long-term financial relevance tend to have 
impact over time and be industry specific. 
 
While there are numerous frameworks and surveys and ratings, we have embraced SASB’s 
approach, which is industry-specific.55  BlackRock’s engagement on material E&S factors has 
four main components: (i) governance, (ii) strategy, (iii) risk management, and (iv) metrics and 
targets.  These four pillars are also the conceptual framework underpinning the 
recommendations of the Financial Stability Board’s Taskforce on Climate-related Financial 
Disclosures (TCFD), which we participated in developing.56 
 

Exhibit 15: Framework for environmental and social engagement 
 

 
 
When a sector or a company faces a specific risk or development, BlackRock will engage the 
companies concerned to better understand how their board and management are addressing 
the situation and what governance and business practices are in place to mitigate the risks 
involved.  Depending on what we learn, we may continue to engage and give the company time  
to address these issues, we may vote against one or more directors, or we may vote in favor of a 
shareholder proposal.  Each situation is different and requires careful analysis.     
 
  

                                                             
54  BlackRock, “BlackRock Investment Stewardship Engagement Priorities for 2019”.   

55  See Sustainability Accounting Standards Board, “Standards Overview”. Available at: https://www.sasb.org/standards-
overview/.  

56  For more information see Task Force on Climate-Related Financial Disclosure (TCFD), “Publications”. Available at: 
https://www.fsb-tcfd.org/publications/.  

https://www.sasb.org/standards-overview/
https://www.sasb.org/standards-overview/
https://www.fsb-tcfd.org/publications/
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Conclusion 
 
Corporate governance and investment stewardship are important pillars of our economy and 
our capital markets.  This is recognized globally, as evidenced by two decades of encouraging 
managers to be active stewards.  Today, there are more than twenty stewardship codes across 
various jurisdictions. 
 

Exhibit 15: Global stewardship codes 
 

 
 
The increased focus on stewardship has led to more transparency and, in turn,  
has spawned new research asking critical question: Do asset managers do enough?  Do they 
do too much?  Or, are they doing just the right amount?  Let’s call this the Goldilocks Dilemma. 
 
To answer this question, one must recognize that asset managers represent a minority interest 
in any given company, and they engage and vote independently of each other to promote the 
economic interests of their clients, the asset owners.  Key to this question is also an 
understanding of the roles of company management and boards of directors, and their 
responsibility to all shareholders.  Plus, the stewardship regulatory environment, specific to 
each country, adds another layer of complexity in answering these questions. 
 
As I have discussed, these debates need to be grounded in good data.  Given the importance of 
compensation consultants and proxy advisors, their roles and influence also need to be 
factored into any future research.  
 
      ******* 
 
We welcome what I’m sure will be a spirited and thought-provoking discussion on these issues.   
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