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comprehensive sample of publicly listed firms in 45 countries over the period 2001-2016
and find that institutional investors exhibit strong aversion toward multi-class firms,
penalizing them through a valuation discount. The presence of institutional investors
correlates with a higher likelihood of share-class unification. These effects are stronger for
local (particularly in the US) and actively managed investors. Overall, our research
highlights the role of institutional investors in the current debate on banning multi-class
stocks from global stock indices.

JEL Classification: G31, G32
Keywords: Dual-class shares, Institutional ownership, Corporate Governance

“(...) Effective voting rights are central to the rights of ownership and we believe
strongly in one vote for one share as a guiding principle that supports good corporate
governance. (..) We are concerned that the creation of a dual share class may result in
an over-concentration of power in the hands of a few shareholders (...) While our
preference is for one share, one vote companies, we recognize that in certain
circumstances, there may be a valid argument for dual-class listings, at least for a
limited period of time (...).”

— Barbara Novick, Vice Chairman, Blackrock

Open Letter Regarding Consultation on the Treatment of

Unequal Voting Structures in the MSCI Equity Indexes, 2018

Received: April 10, 2023.  Revised: March 11, 2024.  Accepted: Sept. 30, 2024.

* Jinhee Kim acknowledges this work was supported by the Hongik University new faculty research
support fund.

** First Author, PhD Student, Hongik University, 94 Wausan-ro, Mapo-gu, 04066, Seoul,
South Korea, rjyl524@naver.com

*** Corresponding Author, Assistant Professor, Hongik University, 94 Wausan-ro,
Mapo-gu, 04066, Seoul, South Korea, jh_kim@hongik.ac.kr



44 The Korean Economic Review Volume 41, Number 1, Winter 2025

I. Introduction

The merits of differential voting rights in publicly listed companies have long
been debated. Firms can have two (dual-) or more (multi-) classes of shares with
unequal votes allocated to different types of investors.' Typically, the superior voting
shares are primarily held by founders and other insiders to achieve control of a firm.
This situation enables insiders to operate without interference from outside
shareholders, who may be less well-informed or more short-term-oriented than
insiders. However, separating control from ownership may be detrimental by
insulating insiders from investor accountability and weakening their incentives to
maximize shareholder value. It may also depend on the type of investors in a firm’s
shareholder base. This study focuses on one important type of shareholders, namely,
institutional investors, and asks the following questions: What is institutional
investors’ preference toward multi-class share structures? How do they express their
preferences? How do institutional investors shape the valuation and evolvement of
multi-class share structures?

The US equity market has historically been the paradigm of the “one-share one-
vote” model, but this case has been changing in the past decades with the trend of
technology companies tapping markets while limiting the voting rights of public
shareholders.” Gompers, Ishii, and Metrick (2010) documented that only 6% of US
publicly listed firms had dual-class share structures in 2002. However, over 15% of
companies that went public in the last decade had multiple classes of shares (Ritter,
2017). Multi-class shares have been featured in high-profile IPOs, such as Google
(2004), Facebook (2012), Square (2015), and the issuance of non-voting shares by
Snap (2017). These IPOs have attracted substantial debate from regulators and
market participants.

The debate on differential voting rights goes beyond the US equity markets. On
the one hand, some observers have blamed US listing standards for causing a “race
to the bottom” between stock exchanges around the world. Baidu and Alibaba’s
multi-class listings in the US sparked debate among Asian exchanges. The Hong
Kong Stock Exchange and Singapore Exchange, faced with a string of de-listings
and attempting to attract tech companies, changed their rules in 2018 to allow
multi-class listings.” On the other hand, other markets have experienced a “race to

! To simplify the language used in this paper, we adopt the terminology of “multi-class” firms,
which encompass the sub-case of “dual-class” firms, a term commonly used in US studies, in which
shares tend to have just two classes.

? The NYSE historically prohibited multi-class structures. However, after AMEX allowed voting
ratios of up to 10:1 in 1976, it allowed low-vote shares in 1985 and permitted non-voting shares in 1994
if these shares exist prior to going public.

* The Economist, “Hong Kong and Singapore succumb to the lure of dual-class shares” (March 1,

2018).
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the top.” Historically, Brazil had many dual-class firms. In 2000, Bovespa launched
Novo Mercado (“New Market”), a premium segment imposing single-class share
structure and has grown to represent about 40% of the market. Companies that
listed or migrated into the one-share-one-vote segment have exhibited higher
valuations and better performance (Matos, 2017). Apart from these emerging
markets, multi-class shares have also been an important control-enhancing
mechanism and the subject of debate in developed markets, such as Canada and
continental Europe.

As institutional investors hold a considerably large fraction of shares across the
world, these professional money managers have been vocal in their concerns over
expropriation by multi-class firms’ insiders. For example, the Council of
Institutional Investors (CII), an organization representing US pension funds,
proposed barring Snap from stock-market indexes.' In 2017, FTSE Russell
announced that it would require its index constituents to have a minimum voting
rights of 5% in hands of free-float shareholders, while S&P Dow Jones Indices
would no longer add multi-class companies to S&P 1500 and MSCI temporarily
treated these companies as ineligible for its indexes and started a consultation
period.” With the emergence of passive strategies, the listing standards of index
providers are an important battleground for investors. The world’s largest asset
manager, Blackrock, although in favor of “one-share one-vote” (see opening quote),
expressed the view that policy-makers, not index providers, should set corporate
governance standards.’ The worry is that excluding these firms from market indexes
will limit the diversity of the underlying industries and economies, the performance
of which these indexes seck to determine.”

This study takes a global perspective and examine multiple-class shares by
assembling a comprehensive sample of publicly listed companies around the world.
The data comprise share classes and votes-per-share for publicly listed firms in 45
developed and emerging markets that are part of the MSCI All Country World
Index (ACWI) for the 2001-2016 period.® These data show that firms with multi-

* CII has petitioned index providers (“CII letter to FTSE/Russell requesting public consultation on
index eligibility of dual-class companies,” “CII submission to S&P Down Jones consultation on no-
vote shares,” “CII letter to MSCI on treatment of unequal voting structures”), as well written letters to
stock exchanges and individual companies.

° FTSE Russell “Indexers take action on voting rights” (August 23, 2017), S&PDJI “S&P Dow Jones
Indices announces decision on multi-class shares and voting rules” (July 31, 2017) and MSCI
“Consultation on the treatment of unequal voting structures in the MSCI equity indexes” (January,
2018).

8 SEC Commissioner Jackson recently examined multi-class firms and found that those without
sunset provisions underperformed (Jackson (2018)). However, the SEC is not expected to regulate on
this issue.

7 Blackrock, “The Investment Stewardship Ecosystem” (July 2018).

# We focus on the MSCI ACWI markets because these are the ones covered by most institutional
investors. It also allowed us to cross-validate the share class classification country-by-country by cross-
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class structures represent about 5% of publicly listed firms and 10% of world market
capitalization. For the US market, we confirm recent findings that multi-class firms
have grown in the past decade to over 8% of publicly listed firms and 10% of market
capitalization (Bebchuk and Kastiel, 2017; CII, 2017; Kim and Michaely, 2018;
Cremers, Lauterbach and Pajuste, 2022). Outside the US, we find considerable
variation among developed economies, from representing the majority of public
market capitalization in Nordic markets (Sweden, Denmark and Finland), between
10% to 25% for Canada and a handful of continental European countries (e.g.,
Germany, Netherlands, Switzerland, and Italy), to 5% or less in the majority of
other countries. Moreover, emerging markets have a large variation, with these
structures representing over 40% of local market capitalization in Brazil and South
Korea but insignificant in a large majority of countries.

We start by examining the valuation effects of multi-class structures. On average,
we fail to uncover an average difference in the Tobin’s Q for US multi-class firms
compared with similar single-class firms, consistent with recent findings by Cremers
et al. (2022) and Kim and Michaely (2018). However, some statistical evidence
outside the indicate a 4% valuation discount. If we focus on firms located in
countries with strong investor protection, then there is an approximate 9% valuation
discount for multi-class firms. When we conduct the analysis country-by-country,
we find that the discount for multi-class firms is concentrated in Brazil, Canada,
and Germany (which have been the focus of previous single-country studies) but no
evidence for Nordic markets.

Thereafter, we turn to the core research question of our study: How does the
agency and valuation consequences of multi-class firms depend on its investor base?
For this purpose, we gather institutional ownership data building on Ferreira and
Matos (2008) and subsequent studies that have shown the increasing importance of
institutional investors around the world. We find that a higher presence of
institutional investors is associated with a discount in Tobin’s Q for multi-class
firms compared with single-class firms, in the sample of US non-US firms and
firms in countries with strong investor protection. This result is stronger among
firms with more active ownership (less passive ownership by the top three passive
fund managers: BlackRock, State Street, and Vanguard), consistent with
institutional investors discounting multi-class firms through exit rather than voice.

In the last section of the paper, we investigate whether firms respond to
institutional investor preferences by undertaking share class unification, which is
the voluntary conversion to a single-class share structure. Our tests suggest that
institutional investors are positively associated with a multi-class firm’s likelihood of

switching to single-class. The influence of institutional investors is statistically

checking it with a list of firms with unequal voting rights identified by MSCI in its recent investor
consultation on multi-class shares.
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significant for active investors. For non-US firms and firms in countries with strong
investor protection, long-term institutional investors also play a statistically
significant role. Furthermore, when examining the valuation effects of these
unifications, we find a positive effect on Tobin’s Q for non-US firms and firms in
countries with strong and weak investor protection. These results may clarify why
there has been considerably strong advocacy effort by institutional investors in the
last couple of years with index providers. Given the collective action problem these
minority investors face and the limited influence in any particular listed firm, it may
be more impactful if investors influence firms indirectly through stricter index
requirements. Corporate insiders, faced with the prospect of being kicked out of
popular market indices, and not receiving the capital of indexed funds, may be
considerably willing to adopt one-share-one-vote structures.

Our study contributes to the literature on differential voting rights by
highlighting the increasing role played by institutional investors. T'o our knowledge,
this study is the first to examine this topic using a worldwide sample of firms while
the majority of previous studies have focused on single country samples. For the US.
Gompers et al. (2010) report that the value of multi-class firms is increasing insiders’
cash flow rights and decreasing in their voting rights. Masulis et al. (2009)
document how excess control rights enabled by dual-class structure enable
managers to extract private benefits from the firm. Recent studies have focused on
the life-cycle effects. Bebchuk and Kastiel (2017) propose that the debate on dual-
class firms should focus on the permissibility of finite-term dual-class structure,
namely, those that “sunset” after a fixed period and subject to approval by
shareholders unaffiliated with the controller. Cremers et al. (2022) and Kim and
Michaely (2018) offer related empirical evidence. They focus on insiders—the
passage of time leads to standardization and erodes the superiority of insiders’
leadership and vision; it is also associated with decreases in inside ownership, giving
insiders increasing incentives to extract private benefits. Instead of the insider
perspective, our study focuses on outside shareholders, namely, the presence and
heterogeneity of institutional investors.

Other major countries studied previously include Brazil (Gledson de Carvalho
and Pennacchi, 2012), Canada (Amoako-Adu and Smith, 2001), Germany
(Dittmann and Ulbrich, 2007), Italy (Bigelli et al., 2011; Croci, 2018), Sweden
(Eckbo et al., 2010), the UK (Braggion and Giannetti, 2016), and South Korea
(Chung and Kim, 1999), as well as geographical regions, such as Western Europe
(Bennedsen and Nielsen, 2010) and Eastern Europe (Gugler et al., 2014). No
research has analyzed a global panel of multi-class firms possibly because the
identification of these firms has only become feasible with additional
comprehensive financial datasets used in the current study. We contribute by
providing a global view of multi-class share structure and highlighting that previous
findings documented in the US may not hold in other countries when institutional
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environment and shareholder base change.

II. Data and Summary Statistics

Our data come primarily from the FactSet databases, with certain variables
obtained from Datastream. We construct a panel of publicly listed firms in the
2001-2016 period from FactSet. We focus on firms based in the MSCI All Country
World Index (ACWI) because they are the ones covered by most institutional
investors. Our sample covers 23 developed and 22 emerging markets, encompassing
45 out of the 47 MSCI ACWI countries (we could not obtain good data coverage for
two emerging markets: United Arab Emirates and Pakistan). We exclude utilities
(Standard Industrial Classification (SIC) codes 4900—4999) and financial firms
(SIC codes 6000-6999) because these industries tend to be regulated. To mitigate
the influence of extremely small firms in the analysis, we restrict the sample to firms
with total book assets above US$100 million in 2000 dollars (adjusted using CPI).’
After requiring non-missing values for variables used later in our multivariate
regressions, our final sample consists of 21,255 unique firms across 45 countries, for
a total of 185,973 firm-year observations.

2.1. Identifying Multi-class Shares

Table A.l in the Appendix describes the legal rules on share class structures
across countries based on the OECD Corporate Governance Factbook (OECD,
2017)." It shows that issuing a class of shares with limited voting rights is allowed
in the company law (or listing rules in Australia) in all jurisdictions other than
Indonesia, Israel, and Singapore. Issuing a class of shares without voting rights is
prohibited in only five jurisdictions (i.e., Australia, the Netherlands, Singapore,
Slovak Republic, and Sweden). Typically, non-voting shares are given preferential
rights to dividends and may not represent above 25% or 50% of capital. Issuing
shares with multiple voting rights is prohibited in numerous jurisdictions.

We obtain information on share classes and votes per share from FactSet. This
database has been used by CII (2017) in a US study on Russell 3000 companies and
validated against 10-K filings. We start by downloading all equity-like securities
(security types “SHARE,” “PREFEQ,” PREF,” and “DR”) in FactSet, including
active and inactive ones. We exclude securities with missing market capitalization

? Kim and Michaely (2018) exclude firm-years in their US sample with book assets with under $10
million in 2000 dollars. We impose a considerably high threshold of $100 million for our global sample
to ensure the quality of the voting and price data in FactSet. The effect of this sample filter is small: it
reduces the global market capitalization of firms at the end of 2016 by only 3%.

1 OECD (2017) does not provide information on Egypt, Poland, Qatar, Thailand, and Taiwan.
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and missing votes per share. Thereafter, we match each security to a firm-year using
the security’s FactSet entity ID and the security’s inception and terminate dates.

We create a dummy variable MULTI CLASS that equals one if a firm has
multiple classes of shares with differential voting rights, and zero if it has a single-
class structure that grants shareholders equal cash flow and voting rights on a per-
share basis. This case is based on whether or not we find multiple securities with
differential votes per share for the same FactSet entity ID. To flag a firm as having
differential voting rights, we first require that all share classes do not have equal
votes. Thereafter, we adjust for the cases where share classes have different par
values. Firms with share classes having the same votes and the same par values are
coded as single-class.

To properly validate this measure, we further manually cross-check our multi-
class classification against the list of MSCI ACWI member firms with unequal
voting identified by MSCI in its recent investor consultation on multi-class shares
(MSCI, 2018). Data validation is done country-by-country. The few differences we
found were due to MSCI not counting convertible preferred securities. Although
this issue affects mostly banks and insurance companies (and we exclude financial
firms in our analysis), we adjust our classification to adopt the MSCI criteria of
excluding convertible preferred." Panel B of Table 1 shows the quality of the
match for the non-utilities/financials firms in the MSCI ACWI index (208 out of
the 219 multi-class firms identified by MSCI). After this validation for MSCI ACWI
constituent firms, we expand this classification method to companies outside the
MSCI ACWI index.

Panel A of Table 1 shows that about 5% of publicly listed firms have multiple-
class structures. These forms constitute 1,040 unique firms (357 US firms and 683
non-US firms) over the 2001-2016 sample period. For the US, the fraction of multi-
class firms is 8%, which is higher than the 6% in Gompers et al. (2010) for their
1995-2002 sample but consistent with relatively recent samples in CII (2017), such
as Kim and Michaely (2018) and Cremers et al. (2022)."* This finding confirms
that multi-class structures have become markedly common in the last two decades
with the type of firms changing from old industrial titans (e.g., Ford Motor
Company) and media conglomerates (e.g., Comcast Corp) to include top
technology companies, such as Alphabet and Facebook, as shown in Panel B of
Table 1. Figure 1 illustrates the growing market share of US multi-class firms from
6% in 2001 to 11% of total market capitalization in 2016.

" The countries where we made the adjustment were Australia, Belgium, Canada, Hong Kong,
Ireland, Israel, Japan, the Netherlands, New Zealand, Norway, Singapore, the UK, the US, Greece,
Hungary, India, Peru, South Africa, Thailand, and Taiwan.

2 We manually check and confirm that all the Russell 3,000 firms identified as multi-class by CII
(2017) were well identified in our data. We also cross-check our sample against the list of S&P 1500
firms provided by the Investor Responsibility Research Center Institute and Institutional Shareholder
Services (IRRC and ISS, 2012).
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[Figure 1] Prevalence of Multi-class Firms

Figure 1 shows the prevalence of multi-class firms as a fraction of listed firms (EW = “Equal-
Weighted”) and as a percentage of total market capitalization (VW = “Value-Weighted”) for
firms listed in US markets (solid lines) and non-US markets (dotted lines) from 2001 to 2016.
The sample covers publicly listed firms from MSCI ACWI countries with total assets above $100
million and excludes financial and utility companies.
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Outside the US, Panel B of Table 1 shows considerable variation in the
frequency of multi-class firms in developed and emerging economies, despite these
structures being allowed in most countries. Among developed economies, multi-
class firms represent the majority of the public market capitalization in Nordic
markets (Sweden, Denmark, and Finland), between 10% to 25% for Canada and a
handful of continental European countries (Germany, Netherlands, Switzerland
and Italy), only 5% or below in the UK and the majority of other countries, and
almost non-existent in Japan. Interestingly, a large cross-country variation also
exists in emerging markets, with these structures representing over 40% of local
market capitalization in Brazil and South Korea; intermediate in Mexico, Russia,
and South Africa; but insignificant in many other markets, such as India or China.
Many flagship companies in these emerging markets have multi-class structures,
such as Petrobras (ranked #2 in Brazil by market cap in 2016), Samsung
Electronics (#1 in South Korea), America Movil (#1 in Mexico), Sberbank (#2 in
Russia), and Naspers (#1 in South Africa), which we validated by cross-checking
with the MSCI list, as shown in Panel B of Table 1. Figure 1 shows a downward
trend in the fraction of multi-class firms from 12% to 9% of market capitalization
outside the US. Comparing the panel averages in Panel A with the 2016 levels in
Panel B of Table 1, the most significant changes occurred in Brazil owing to the
growth in the Novo Mercado one-share-one-vote segment (Matos, 2017).” We also
observe a decrease in the prevalence of multi-class firms in a few European
countries, such as Italy."

2.2. Institutional Investors

Institutional investors around the world have generally expressed opposition to
multi-class structures, with some calling for an end to its use.” In the US, these
investors include pension fund groups, such as CII (as mentioned in the
Introduction), The Investor Stewardship Group (including BlackRock, CalSTRS,
Vanguard, T. Rowe Price, and SSGA), and the leading shareholder advisory firm,

¥ For Brazil, we performed a manual data validation of our sample with that of Matos (2017),
which uses Economatica, a local financial database.

" Adams and Ferreira (2008) report that 24% of the 464 large European firms surveyed by
Institutional Investor Services in 2007 utilized dual class shares but we could not find a relatively
recent study. For our sample, the average in 2016 for the close to 2,000 European firms is 9% and 14%
of market capitalization (indicating it is a more common structure for the large firms).

" In response to the 2017-2018 ISS Global Policy Survey with 121 major institutional investors, 43%
of the respondents indicate that they consider unequal voting rights as never appropriate and 43%
indicate that it may be appropriate in the limited circumstances of newly public companies if they are
subject to automatic sunset requirements or periodic re-approval by the holders of the low-vote shares.
Only 5% of the investor respondents agree with the opinion that companies should be allowed to
choose whatever capital structure they see fit.
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Institutional Shareholder Services (ISS).'* In the UK, hostility toward non-voting
shares by institutional investors was responsible for their abandonment in the 1950s
and 1960s (Bragion and Giannetti, 2019). In Brazil, AMEC (the “Association of
Capital Market Investors”), which represents foreign and domestic institutional
investors, has been extremely active in the reforms of the “Novo Mercado” (the one-
share-one-vote segment of BM&FBOVESPA), which has grown considerably in the
past 15 years (Matos, 2017). In Europe, a report by the European Corporate
Governance Institute and ISS (ECGI and ISS, 2007) surveyed large investors and
found that 80% were opposed and applied a discount to the shares of companies
using multi-class structures.” In Asia, when the Singapore and Hong Kong stock
exchanges started public consultations on changes to listing rules to permit dual-
class stocks, the Asian Corporate Governance Association (ACGA) submitted a
survey of its large asset manager members that showed opposition to multi-class
shares (“weighted-voting right structures” as called in Hong Kong)."” However,
there is less investor consensus in other markets. For example, the Canadian
Coalition for Good Governance (CCGG) could not find unanimity among its
pension fund members as to the governance principles that should apply to dual-
class share companies."”

We collect institutional holdings data from the FactSet/LionShares database.”
Institutions in the database are professional money managers, such as mutual funds,
pension funds, bank trusts, and insurance companies. We define total institutional
ownership (/O _TOTAL) as the sum of the holdings of all institutions in a firm’s
stock divided by its total market capitalization at the end of each calendar year.
Institutional ownership is highest for US companies at 71% compared with the
world average of 24%. Even though institutions are, on average, individually
minority shareholders, they tend to be the most influential group in terms of their
share of trading and investor activism. We decompose total institutional ownership
by the nationality of the institution. In most countries, the holdings of foreign
institutions (IO_FOR) exceed those of domestic institutions (IO _DOM); the

exceptions are Canada, Sweden, and the US.

' Corporate Governance Principle 2 of the ISS stewardship code states that “shareholders should
be entitled to voting rights in proportion to their economic interest.” In the 2017 update of its Americas
Proxy Voting Guidelines, ISS indicated its intention to issue negative recommendations for director
nominees at companies with a dual-class structure that does not include a “reasonable sunset
provision.”

17 The Economist, “European Corporate Governance: Tricks of the Trade” (June 7, 2007).

¥ ACGA, "Survey on Alibaba and Non-Standard Shareholding in Hong Kong" (2014).

¥ CCGG, “Dual Class Share Policy” (2013).

% The FactSet/LionShares institutional ownership data are available at the Wharton Research Data
Services website: https://wrds-web.wharton.upenn.edu/wrds/ds/factset/holdingsbyfirmmsci/index.cfm?
navld=195. See Ferreira and Matos (2008) for more details on these data.
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2.3. Summary Statistics

Table 2 shows the summary statistics for our samples. Table A.2 in the Appendix
provides detailed variable definitions. We winsorize variables defined in ratios with
potentially unbounded values at the 2.5% tails to mitigate the influence of outliers.
We follow prior studies and measure valuation using Tobin’s QO (TOBIN_Q),
defined as the ratio of the market value of total assets to the book value of total
assets. Univariate tests show a valuation discount for multi-class firms relative to
single-class ones for all the subsamples, albeit no discount for the pooled sample.
Multi-class firms are on average larger, more levered, and more profitable. They
also invest less in R&D and pay more dividends.

II1. Results
3.1. Are There Valuation Effects of Multi-Class Share Structures?

We start our analysis by validating the valuation effect of multi-class share
structures previously documented in the US by Kim and Michaely (2018) and
Cremers et al. (2022). Thereafter, we expand our analysis into non-US markets. To
further address the role of different governance environment, we divide our sample
into countries with strong and weak investor protection. The degree of investor
protection is divided based on the anti-self-dealing index from Djankov et al. (2008).
To account for the different valuation models across countries, we resort to
subsample analysis rather than interactions.

Our main specification is a panel regression, in which the dependent variable is
Tobin’s QO (TOBIN_Q), which is the workhorse of large-sample valuation studies.
The key independent variable is MULTI CLASS, a dummy equal to one if a firm
has multiple classes of equities with differential voting rights in a given year. We
follow Kim and Michaely (2018) and the prior literature and control for total assets,
firm’s public age (i.e., number of years since IPO), leverage, R&D, tangibility, sales
growth, ROA, and dividend yield. We further include industry-year fixed effects to
account for unobserved common industry shocks and country fixed effects to absorb
country characteristics.”’ All variables are contemporaneous to the dependent
variable and are defined in detail in Table A.2 in the Appendix.

Panel A of Table 3 presents the baseline results. Column 1 shows that there is, on
average, a negative but statistically insignificant valuation effect of multi-class firms
compared with similar single-class firms. We find no statistically significant

valuation difference between single-class and multi-class firms in the US (column

2! To define industry dummies, we use the Fama-French 12-industry classification. Our results
remain similar when controlling for the country- and industry-year fixed effects.
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2), which is consistent with the findings of Cremers et al. (2022) and Kim and
Michaely (2018).” When extending the analysis to non-US markets in column 3,
we find a negative valuation effect of multi-class share structures. On average,
multi-class firms based outside the US have a 4% lower Tobin’s Q than comparable

single-class firms, although the difference is statistically significant only at the 10%

[Table 3] Valuation Effect of Multi-class Structures

This table presents the results of ordinary least squares (OLS) firm-level panel regressions of
Tobin’s O on a multi-class indicator and control variables. Panel A shows the baseline results for
the full sample and separately for US and non-US firms. Panel A also shows the baseline results
for firms in countries with strong and weak investor protection. The degree of investor protection
is divided based on the anti-self-dealing index from Djankov et al. (2008). Panel B shows the
country-by-country regression results for the subset of countries with at least 10 unique multi-
class firms. Variable definitions are provided in Table A.2 in the Appendix. Robust standard
errors adjusted for firm-level clustering are reported in parentheses. *, **, and *** indicate
statistical significance at the 10%, 5%, and 1% levels, respectively.

Panel A. Baseline results

Strong Weak
Dependent variables: ~ Full sample US sample Non-US Invcst?r Invest?r
sample Protection ~ Protection
sample sample
TOBIN_Q (1 ) (€)) *) ()
MULTI_CLASS -0.046 0.002 -0.062* -0.107%* -0.029
[0.030] [0.056] [0.036] [0.050] [0.037]
LN(TOTAL_ASSETS) -0.014***  -0.026***  -0.013*** 0.026%** —0.048%**
[0.004] [0.010] [0.005] [0.006] [0.006]
YEARS_FROM _IPO  -0.007***  —0.006***  —0.007***  —-0.004***  —-0.006%**
[0.001] [0.001] [0.001] [0.001] [0.001]
LEVERAGE —0.426%%*  —0.269%**  —(.485%** —-0.112%* —0.583%%*
[0.038] [0.092] [0.040] [0.055] [0.053]
R&D 1.574%** 1.328%*x 1.543%** 1.922%** 1.387%%*
[0.087] [0.114] [0.151] [0.326] [0.090]
TANGIBILITY —0.295%**  —0.304%**  —0.297%**  —0.359%**  _0.274***
[0.025] [0.067] [0.027] [0.037] [0.034]
SALES_GROWTH 0.002%** 0.004%** 0.001%** 0.000 0.002%**
[0.000] [0.000] [0.000] [0.000] [0.000]
ROA 0.032%** 0.027%** 0.035%** 0.042%** 0.029%**
[0.001] [0.002] [0.002] [0.003] [0.002]
DIVIDEND YIELD  -0.065*%** -0.003 —-0.078***  —0.087***  —0.051***
[0.003] [0.007] [0.003] [0.004] [0.004]
Country FE Yes No Yes Yes Yes
Industry-Year FE Yes Yes Yes Yes Yes
Observations 185,957 35,044 150,913 77,043 108,812
R’ 0.262 0.216 0.266 0.262 0.234

*2 The results are robust when we use log transformations of Q and -1/Q.
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[Table 3] (continued)

Panel B. Country-specific results

Countries Observations MULTI_QLASS Std. err.
Coefficient

MSCI Belgium 908 0.064 [0.111]

Developed  Canada 6,329 —0.161%* [0.076]

Countries:  Denmark 771 -0.129 [0.221]
Finland 964 0.040 [0.109]
Germany 4,105 -0.130* [0.071]
Ttaly 2,083 0.060 [0.071]
Sweden 1,686 0.037 [0.098]
Switzerland 2,135 0.021 [0.122]
United Kingdom 7,204 -0.076 [0.095]
United States 35,045 0.002 [0.056]
Countries with Australia, Austria, France, Hong Kong, Ireland, Israel,
insufficient Japan, the Netherlands, New Zealand, Norway, Portugal,
observations: Singapore, Spain

MSCI Brazil 2,333 —0.468%*** [0.178]

Emerging  Mexico 1,022 —0.001 [0.100]

Countries:  Russia 1,505 -0.257 [0.163]
South Korea 9,410 0.050 [0.042]
Countries with Chile, China, Colombia, Czech Republic, Egypt, Greece,
insufficient Hungary, India, Indonesia, Malaysia, Peru, Philippines,
observations: Poland, Qatar, South Africa, Taiwan, Thailand, Turkey

level. We also find a significant valuation discount of multi-class firms in countries
with strong investor protection (column 4), but not in countries with weak investor
protection (column 5). Across all columns, control variables exhibit coefficient signs
consistent with Kim and Michaely (2018) and prior studies.

The results suggest that the value implication of multi-class share structures can
be different across equity markets owing to potentially different institutions or
governance environments. Lower investor protection standards could potentially
magnify the agency costs of multi-class share structure relative to its benefits.
However, different investor bases and investors’ preferences could lead to different
value implications across countries. Moreover, the role of investors on the valuation
discount of multi-class firms likely varies across governance environments. We will
further explore this aspect in Section 3.2.

To further understand which markets drive the valuation discount in non-US
markets, we run the Tobin’s Q regressions country by country. To ensure there is
power for meaningful statistical inference, we restrict to countries with at least 10
unique multi-class firms in the sample. Panel B of Table 3 presents the estimated
coefticients on MULTI CLASS and its standard error by country. We find that
discount for multi-class firms is statistically and economically meaningful in three
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countries, namely, Canada, Germany, and Brazil, with the discounts being 11%, 9%,
and 27%, respectively, of the average Tobin’s Q in these markets. The larger
valuation discount in Brazil may be consistent with a lower level of investor
protection. Overall, Panel B of Table 3 highlights that in most countries, be it
developing or emerging, there is no significant valuation effect of multi-class share
structure. This finding is consistent with the trade-off view of multi-class share
structure: costs and benefits co-exist and understanding its net effect requires a
considerably nuanced approach.

3.2. What Are the Preferences of (Different) Institutional Investors?

As highlighted in the previous section, the net costs and benefits associated with
multi-class share structure are likely to depend on a firm’s investor base. As
discussed in Section 2.2, institutional investors have been vocal in the recent debate
on multi-class structures. The dominant view among these investors is that multi-
class share structure impedes shareholder democracy and their mandate to create
value on behalf of their clients. Such a preference could manifest in firms’ stock
prices through institutional investors’ trading (Edmans, 2014) or in firms’
institutional ownership through these investors’ decisions to invest in the first place.
This “exit” channel would predict a lower valuation for multi-class firms when
institutional ownership is high. An alternative hypothesis is that institutional
investors may express their preference through “voice,” directly engaging with the
management (Becht et al., 2005). Such interventions may mitigate the downside of
multi-class structures, therefore predicting a higher valuation of multi-class firms
when institutional ownership is high. In addition, investor protection standards
could affect the role of institutional ownership. Institutional investors could have
more incentives to play their governance role in countries with strong investor
protection. We test these hypotheses in this section.

Table 4 examines how institutional investors affect the valuation of multi-class
firms across different governance environments. We interact the multi-class dummy
with a firm’s total institutional ownership (MULTI CLASS x I0_TOTAL), and do
this separately for US, non-US, and strong and weak investor protection subsamples.
To facilitate interpretation across columns, we standardize IO _TOTAL in each
regression by subtracting its mean and dividing by its standard error within the
regression sample. We find that in US and non-US companies, the presence of
institutional investors widens the valuation discount of multi-class relative to single-
class firms. In particular, a one-standard-deviation increase in institutional
ownership decreases the Tobin’s Q of multi-class firms relative to single-class ones
by 6.4% in the US and decreases that by 4.1% in non-US markets.

If we move on the strong and weak investor protection subsamples, there is a
valuation discount of multi-class firms only in countries with strong investor
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[Table 4] Valuation of Multi-Class Firms: the Preference of Institutional Investors

This table examines how institutional investors influence the valuation of multi-class firms.
Panel A presents the baseline results of the ordinary least squares (OLS) panel regressions of
Tobin’s O on a multi-class indicator interacted with JO_TOTAL (total institutional ownership)
for US and non-US firms. Panel A also shows the baseline results for firms in countries with
strong and weak investor protection. Panel B divides the samples into firms that are part of a
major index (S&P 500 in the US and MSCI ACWI outside the US) and firms that are not. Panel
C decomposes total institutional ownership by different types, namely, passive and active, high
threat and low threat, long- and short-term, and domestic and foreign, and interact the multi-
class indicator with these decomposed pairs of institutional ownership variables. IO_PASSIVE is
the total ownership owned by the top three largest passive institutional investors around the
world: BlackRock, State Street, and Vanguard. IO_ACTIVE is [O_TOTAL minus IO_PASSIVE.
10 _HIGHTHREAT is the total ownership by institutional investors that are classified as very
high, high, or medium threat by SharkRepellent. [0 LOWTHREAT is I0_TOTAL minus
I0_HIGHTHREAT. The two variables are defined only for the US sample. IO_LT and IO_ST
refer to total ownership by long- and short-term institutional investors, respectively. I0_DOM
and JO_FOR refer to total ownership by domestic and foreign institutional investors, respectively.
To facilitate interpretation across columns, all institutional ownership variables are standardized
(remove mean and divide by standard error) in all regressions. Definitions of all variables are
provided in Table A.2 in the Appendix. Robust standard errors adjusted for firm-level clustering

*, **, and * %K

are reported in parentheses. indicate statistical significance at the 10%, 5%, and 1%

levels, respectively.

Panel A. Baseline results

Strong Investor Weak Investor

US sample Non-U.S. sample  Protection Protection
Dependent variable: sample sample
TOBIN O (1) @) (€)) *)
MULTI_CLASS -0.001 -0.011 -0.069 0.015
[0.061] [0.041] [0.049] [0.042]
I0_TOTAL 0.124%%** 0.131%** 0.109%** 0.192%**
[0.016] [0.011] [0.0151] [0.018]
MULTI_CLASS X I0_TOTAL -0.123** —0.060*** —0.107%** -0.038
[0.062] [0.023] [0.037] [0.044]
LN(TOTAL_ASSETS) —-0.053%**  —0.050%** -0.004 —0.081***
[0.011] [0.006] [0.007] [0.007]
YEARS _FROM _IPO -0.006***  -0.006*** —0.004%** —0.007%**
[0.001] [0.001] [0.001] [0.001]
LEVERAGE -0.220%** —0.485%** —0.124** —0.533%**
[0.094] [0.041] [0.055] [0.057]
R&D 1.303%** 1.521%** 1.903%** 1.371%%%
[0.113] [0.151] [0.341] [0.090]
TANGIBILITY —0.259%*%*  _(0.275%** —0.340%** —0.243%**
[0.068] [0.028] [0.038] [0.037]
SALES GROWTH 0.005%** 0.001%** 0.000 0.003%***
[0.000] [0.000] [0.000] [0.000]

ROA 0.026%** 0.037%** 0.046%** 0.029%**
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[0.002] [0.002] [0.004] [0.002]
DIVIDEND _YIELD 0.008 —0.080%** —0.091%** —0.044***

[0.007] [0.003] [0.005] [0.003]
Country FE No Yes Yes Yes
Industry-Year FE Yes Yes Yes Yes
Observations 34,483 128,687 66,896 96,274
R’ 0.226 0.297 0.302 0.254

Panel B. Index members versus non-index members

Dependent variable: US sample Non-US sample
TOBIN_Q S&P 500 firms non-S&P 500 firms MSCI firms non-MSCI firms
1) @) (€)) *)
MULTI_CLASS 0.057 -0.008 -0.049 0.007
[0.148] [0.053] [0.080] [0.035]
I0_TOTAL —0.069** 0.172%x* -0.037 0.119%**
[0.027] [0.018] [0.029] [0.009]
MULTI CLASS X I0_TOTAL  -0.151*% -0.156** -0.046 —0.069%**
[0.083] [0.067] [0.056] [0.023]
LN(TOTAL_ASSETS) —0.185%** —0.172%** -0.246%** —0.122%**
[0.028] [0.015] [0.021] [0.007]
YEARS FROM IPO —0.005* —-0.010%** -0.002 —-0.008***
[0.003] [0.001] [0.003] [0.001]
LEVERAGE —-0.146 -0.062 -0.131 —0.392%**
[0.201] [0.099] [0.125] [0.036]
R&D 5.636%%* 1.041%%* 4.131%** 1.202%%*
[1.172] [0.105] [1.258] [0.113]
TANGIBILITY -0.070 —0.213%** —0.332%%* —0.243%**
[0.160] [0.067] [0.079] [0.027]
SALES GROWTH 0.000 0.005%** —-0.001* 0.002%**
[0.001] [0.000] [0.001] [0.000]
ROA 0.097%** 0.018%** 0.084%** 0.028%***
[0.005] [0.002] [0.005] [0.002]
DIVIDEND_YIELD —0.062%** 0.015%* —0.116%** —0.071%%**
[0.017] [0.007] [0.009] [0.003]
Country FE Yes Yes Yes Yes
Industry-Year FE Yes Yes Yes Yes
Observations 5,576 28,907 19,936 108,751
R’ 0.569 0.233 0.442 0.311

Panel C. Heterogeneity across different types of institutional ownership

Dependent variable: US sample Non-US sample
TOBIN O @) @ ()] *) 6) (©) @)
MULTI_CLASS 0.004 -0.009  -0.023 0.009 —0.007  —=0.079**  —0.011

[0.061]  [0.060]  [0.060]  [0.060] [0.041] [0.040] [0.040]
MULTI_CLASS X —0.135%* —0.066**

10_ACTIVE [0.062] [0.030]
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MULTI_CLASS x
10_PASSIVE
MULTI_CLASS %
10_HIGHTHREAT
MULTI _CLASS %
10_LOWTHREAT
MULTI CLASS X I0_LT
MULTI _CLASS X I0_ST
MULTI_CLASS x I0_FOR
MULTI_CLASS X I0_DOM
10_ACTIVE

10_PASSIVE
10_HIGHTHREAT
10_LOWTHREAT

10 LT

10 ST

10_FOR

10_DOM
LN(TOTAL_ASSETS)
YEARS_FROM_IPO
LEVERAGE

R&D

TANGIBILITY

SALES GROWTH

ROA

DIVIDEND _YIELD

Country FE
Industry-Year FE
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0.020
[0.047]
—0.108**
[0.047]
—0.104
[0.064]
—0.049
[0.054]
—-0.025
[0.038]
0.003
[0.055]
—0.135%*
[0.066]
0.109%***
[0.017]
0.029*
[0.017]
—0.031%%**
[0.011]
0.136%**
[0.016]
0.085%**
[0.017]
0.027%**
[0.012]
0.163%**
[0.020]
0.090%**
[0.015]
—0.053*** —0.055%** —(0.037*** _(,093%**
[0.011] [0.011] [0.012] [0.013]
—0.006*** —0.007*** —0.006*** —0.006* **
[0.001] [0.001] [0.001] [0.001]
—0.220%* —0.189%* —0.273*** —0.203**
[0.096] [0.094] [0.099] [0.092]
1.301%%*  1.299%**  1.266*** 1236%**
[0.114] [0.113] [0.112] [0.112]
—0.263*** —(.267%** —(0.256*** —(.238***
[0.068] [0.068] [0.076] [0.067]
0.005%** 0.005%** 0.004*** (.005%**
[0.000] [0.000] [0.000] [0.000]
0.026%** 0.025%** (.033%** (.025%**
[0.002] [0.002] [0.003] [0.002]
0.008 0.006 0.009 0.009
[0.007] [0.007] [0.007] [0.007]
Yes Yes Yes Yes
Yes Yes Yes Yes

0.020
[0.044]
—0.071%**
[0.020]
—0.043%**
[0.012]
—-0.008
[0.030]
—0.061%**
[0.018]
0.096***
[0.010]
0.062%**
[0.008]
0.082%**
[0.012]
0.036***
[0.007]
0.111%**
[0.011]
0.051%%*
[0.008]
—0.059***  —0.010* —0.054***
[0.006] [0.006] [0.006]
—0.007*** —0.007*** —0.006***
[0.001] [0.001] [0.001]
—0.476% %% —(.342%** —0.477%**
[0.042] [0.048] [0.042]
1.525%**%  1.026%**  [.513%**
[0.151] [0.148] [0.151]
—0.282%** —().259%** —(.280%**
[0.029] [0.031] [0.029]
0.001*** 0.001%**  (0.001%**
[0.000] [0.000] [0.000]
0.037%**  0.035%**  (.037%**
[0.002] [0.002] [0.002]
-0.079%** -0.076*** -0.079***
[0.003] [0.004] [0.003]
Yes Yes Yes
Yes Yes Yes
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Observations 34,453 34,453 34450 34,483 128,626 128,550 128,687
R’ 0.226 0.229 0.248 0.235 0.298 0.290 0.297
Panel C. Heterogeneity across different types of institutional ownership (cont’d)
Strong Investor Protection Weak Investor Protection
Dependent variable: sample sample
TOBIN O (8) ) (10) (11) (12) (13)
MULTI CLASS -0.071  —=0.109**  —0.045 0.023 —0.085* 0.013
[0.049] [0.044] [0.048] [0.044] [0.044] [0.041]
MULTI _CLASS X IO_ACTIVE —0.125%** —0.085
[0.033] [0.056]
MULTI _CLASS X I0_PASSIVE ~ 0.022 0.062
[0.029] [0.044]
MULTI _CLASS X IO_LT —0.088*** —0.004
[0.029] [0.036]
MULTI_CLASS X IO_ST —-0.018 —-0.023
[0.013] [0.024]
MULTI_CLASS X I0_FOR —0.115%** —-0.025
[0.034] [0.034]
MULTI CLASS X I0_DOM —-0.017 —-0.049
[0.025] [0.045]
10 _ACTIVE 0.072%** 0.162%**
[0.015] [0.017]
10_PASSIVE 0.060%** 0.042%**
[0.011] [0.013]
10 LT 0.097%** 0.106***
[0.016] [0.019]
10_ST 0.012 0.032%%*
[0.007] [0.008]
10_FOR 0.117%%* 0.113%**
[0.015] [0.013]
10_DOM 0.003 0.129%**
[0.011] [0.018]
LN(TOTAL_ASSETS) —-0.012 0.014%*  =0.013***  —0.082%** —0.042*** —0.091***
[0.007] [0.006] [0.008] [0.007] [0.008] [0.007]
YEARS_FROM_IPO —=0.004*** —0.007*** —0.004***  —0.007*** —0.006*** —0.007***
[0.001] [0.002] [0.001] [0.001] [0.001] [0.001]
LEVERAGE —0.117%* 0.002 —0.107**  —0.532%** —(.495%** —(.5]19***
[0.053] [0.057] [0.054] [0.058] [0.066] [0.057]
R&D 1.915%**  1.249%**  1.901*** 1.369% %% 1.194%** ].348%**
[0.339] [0.236] [0.337] [0.090] [0.094] [0.090]
TANGIBILITY —0.344%%* —0.359%** —0.349***  _(0.246%** —(0.209%** —0.247***
[0.038] [0.039] [0.038] [0.037] [0.044] [0.037]
SALES GROWTH 0.000 0.000 0.000 0.003*** 0.002*** 0.003%**
[0.000] [0.000] [0.000] [0.000] [0.000] [0.000]
ROA 0.046***  0.041***  0.045*** 0.029%**  0.032***  (0.029%**
[0.003] [0.004] [0.004] [0.002] [0.002] [0.002]
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DIVIDEND _YIELD =0.091*** —0.086*** —0.090***  —0.045%** —0.045*** —(0.044%***
[0.005] [0.005] [0.005] [0.003] [0.004] [0.003]
Country FE Yes Yes Yes Yes Yes Yes
Industry-Year FE Yes Yes Yes Yes Yes Yes
Observations 66,851 66,870 66,896 96,228 96,130 96,274
R’ 0.305 0.313 0.304 0.254 0.255 0.256

protection. A one-standard-deviation increase in institutional ownership decreases
the Tobin’s Q of multi-class firms relative to single-class ones by 8.5%. In countries
with weak investor protection, the coefficient of MULTI CLASS x I0_TOTAL is
negative but insignificant. These results suggest that the strong investor protection
environment provides institutional investors more incentives and abilities to express
their dislike for multi-class firms. In countries with weak investor protection,
institutional investors’ act may have minimal impact on multi-class share structure.
These results are consistent with Zhong et al. (2017), which shows that the positive
association between institutional investors and earnings quality is stronger in
countries with strong investor protection.

As mentioned in the beginning of Section 3.2, institutional investors could
express their preference against multi-class firms through “exit” or “voice.” To
further explore these alternative channels, we exploit variation in firms’ active versus
passive ownership. Given that passive investors need to maintain portfolio weights
that closely track the weights in index benchmark, they govern only through voice,
rather than exit (Appel et al., 2016), whereas active investors govern through both. If
the discount we have found in Panel A of Table 4 is driven by institutional investors’
“exit,” then it should be more evident among firms with more active ownership.

Appel et al. (2016, 2018) show that firms that are index-members have
substantially higher passive ownership, but not active ownership, than firms that are
non-index members. Therefore, we divide our samples into firms that are index
members versus those that are not. In particular, we divide by S&P 500 membership
for US firms and by MSCI ACWI membership for non-US firms. The reason is that
these indices are the largest ones tracked by institutional investors in the respective
regions. Panel B of Table 5 reports these results. We find that in the US,
institutional investors discount multi-class firms slightly more (and statistically
much stronger) when these firms are outside S&P 500 than within S&P 500. For
non-U.S. markets, such discount only happens for firms outside MSIC ACWI.
These results further suggest the discount by institutional investors toward multi-
class firms is driven by their exit rather than voice.

In Panel C of Table 4, we further explore the differential valuation effect of
different types of institutional investors on multi-class firms. We decompose total
institutional ownership into those by passive and active investors, high threat and
low threat activist investors, long- and short-term investors, and domestic and
foreign investors. Thereafter, we interact these decomposed institutional ownership
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variables with the multi-class indicator. IO_PASSIVE is the total ownership owned
by the top three largest passive institutional investors around the world: BlackRock,
State Street Global Advisors, and Vanguard Group.” 10 _ACTIVE is I0_TOTAL
minus [0 _PASSIVE. I0_HIGHTHREAT is the total ownership by institutional
investors that are classified as very high, high, or medium threat by FactSet
SharkRepellent, while IO LOWTHREAT  is 10 TOTAL minus
I0_HIGHTHREAT.* The two variables are defined only for the US sample.
10 _LT and IO_ST is divided based on the portfolio turnover. Lastly, [0_DOM and
I0_FOR refer to total ownership by domestic and foreign institutional investors,
respectively.

We find that passive investors do not have a significant role on the valuation of
multi-class firms relative to single-class ones, consistent with the results in Panel B.
However, ownership by active investors does have a negative association with the
valuation of multi-class firms. These results hold in the US (column 1 of Panel C),
non-US (column 5 of Panel C), and strong investor protection samples (column 8
of Panel C). Within the US, institutional investors with a high threat of activism are
significantly negatively associated with the valuation of multi-class firms, while
those with a low threat do not have a significant relation with these firms (column
2).

We also find that long-term institutional investors play a role in the valuation
discount of multi-class firms in the non-US and strong investor protection samples
(columns 6 and 9). The negative association between ownership by long-term
institutions and Tobin’s Q of multi-class firms could result from the fact that long-
term institutional investors can benefit more from their monitoring effects (Gaspar
et al., 2005). The results in Panel C of Table 4 are also relatively consistent with
Kim et al. (2019), which present active long-term investors are positively related to
corporate social responsibility activities. Lastly, in the US and non-US markets, we
find that the role of institutional ownership on the valuation discount of multi-class
firms is mainly driven by domestic institutional investors rather than foreign ones
(columns 4 and 7). However, foreign institutional investors, not domestic ones, play
a role in the strong investor protection sample. Given that foreign institutions have
more motivation for monitoring in countries with strong investor protection, they

may actively express their preference against multi-class firms in those countries.

2 The three fund management companies are known as the “Big Three” because they control a
large fraction of ETF and index fund assets (Pension & Investments, “Growth of ETFs reflects passive
shift; 3 largest firms hold 79% of assets” May 28, 2018).

# The FactSet SharkRepellent database tracks the history of each institutions” activist campaigns
(voting for stockholder proposals, voting against management proposal, support dissent group in a
proxy fight, seeking board representation, enhancing corporate governance or voting against a merger)
but is limited only to the US market. These data are used by Boyson et al. (2017) to measure hedge
fund activism.
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Although Table 4 shows the role of institutional investors on the valuation
discount of multi-class firms, the results are subject to endogeneity concerns, such
as omitted variable bias and reverse causality. To address these concerns, we
conduct instrumental variable (IV) panel regressions for the relation between total
institutional ownership and Tobin’s Q of multi-class firms. In the IV regressions,
the instrument we use is a dummy variable (MSCI) that equals one if a firm is a
member of the MSCI ACWI in a given year, and zero otherwise. For the IV
regressions to be effective, the instrumental variable should affect variations in
institutional ownership (relevance condition) but should not directly influence firm
valuation, except through its impact on institutional ownership (exclusion
restriction). Thus, we assume that the addition to MSCI ACWI is associated with
an increase in institutional ownership but is not directly correlated with firm
valuation. We establish the relevance condition in the first-stage estimation and that
the exclusion restriction assumption likely holds because stocks are added to MSCI
ACWI based on their representation of a country’s investable equities, rather than
the firms’ expected performance. The results from the two-stage least squares (2SLS)
regressions are presented in Table 5. Panel A outlines the results for the US and
non-US subsamples, while Panel B presents the results for the strong and weak
investor protection subsamples.

As shown in Panels A and B of Table 5, the statistics from the Wu-Hausman test
reject the null hypothesis that institutional ownership is exogenous to Tobin’s Q.
This finding highlights the need to address the endogeneity issue using 2SLS
estimation. The first-stage regressions in Table 5 reveal a positive relationship
between MSCI and IO _TOTAL across all subsamples. In addition, the first-stage F-
statistics confirm the relevance of IV. For example, in the non-U.S. subsample, the
F-statistic is 139.37, which is significant at the 1% level. Therefore, we reject the
null hypothesis that the instrument is weak. The second-stage results align with
those in Panel A of Table 4. Institutional ownership is negatively associated with
the valuation of multi-class firms in the non-US and strong investor protection
subsamples. Note that the estimates of MULTI CLASS X 10 TOTAL IV are
larger in the IV regression (Table 5) compared with the OLS regression (Table 4).
This result suggests that the OLS regression underestimates the role of institutional
ownership on the valuation discount of multi-class firms by treating institutional
ownership as exogenous.

Combining all the results in Tables 4 and 5, we conclude that institutional
investors, particularly active institutional investors, exhibit a strong aversion toward
multi-class firms; they express their preference through actively trading against

these firms (“exit”), thereby dampening the valuation of these firms.
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[Table 5] Robustness Check: Valuation of Multi-class Firms

This table presents the results of two-stage least squares (2SLS) panel regressions examining the
effect of institutional investors on the valuation of multi-class firms. Institutional ownership is
instrumented with MSCI (a dummy variable that equals one if a firm is a member of the MSCI
ACWTI in a given year, and zero otherwise). The dependent variable is Tobin’s O and the main
variable of interest is a multi-class indicator interacted with instrumented IO_TOTAL (total
institutional ownership). To facilitate interpretation across columns, all institutional ownership
variables are standardized (i.e., removed mean and divided by the standard error) in all
regressions. Definitions of all variables are provided in Table A.2 in the Appendix. Robust
standard errors adjusted for firm-level clustering are reported in parentheses. *, ** and ***
indicate statistical significance at the 10%, 5%, and 1% levels, respectively.

Panel A. US Sample versus Non-US Sample

US sample Non-US sample
Ist Stage 2nd Stage Ist Stage 2nd Stage
1) ) ©) )
Dependent variable: 10 TOTAL TOBIN O 10 TOTAL TOBIN O
MULTI _CLASS —0.440%**  —1.492%**  _(.175%** -0.470
[0.049] [0.468] [0.021] [0.352]
I0_TOTALIV 3.789%** 2.013%**
[0.594] [0.151]
MULTI CLASS X I0_TOTAL IV —-0.289 -0.461%*
[0.869] [0.181]
LN(TOTAL_ASSETS) 0.260%** —0.772%%** 0.140%** —0.421%%**
[0.014] [0.126] [0.006] [0.031]
YEARS_FROM_IPO 0.002%* 0.001 -0.001 -0.005%*
[0.001] [0.005] [0.001] [0.002]
LEVERAGE =0.550%**  —2.197***  —0.371***  —(0.328%***
[0.063] [0.377] [0.031] [0.092]
R&D 0.250%** 2.163%** 0.641%** 0.209
[0.050] [0.291] [0.096] [0.231]
TANGIBILITY —0.425%**  —1.841***  —0.200*** 0.088
[0.068] [0.374] [0.030] [0.071]
SALES GROWTH —0.001*** 0.002%** -0.000 0.002%**
[0.000] [0.001] [0.000] [0.000]
ROA 0.012%** 0.072%** 0.011%** 0.013%**
[0.001] [0.009] [0.001] [0.002]
DIVIDEND_YIELD —-0.106%**  —0.404***  —0.017***  —0.048***
[0.008] [0.071] [0.003] [0.006]
MSCI 0.264%** 0.346%**
[0.038] [0.021]
First stage F-statistics 114.13 139.37
(p < 0.000) (p<<0.000)
Wu-Hausman F-statistics 168.20 245.65
(p < 0.000) (p < 0.000)
Country FE No No Yes Yes
Industry-Year FE Yes Yes Yes Yes

Observations 34,483 34,483 128,687 128,687
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Panel B. Strong Investor Protection Sample versus Weak Investor Protection Sample

Strong Investor Protection

Weak Investor Protection

sample sample
Ist Stage 2nd Stage Ist Stage 2nd Stage
(1 @) ©) *)
Dependent variable: 10 TOTAL TOBIN O 10 TOTAL TOBIN Q
MULTI_CLASS —0.155%%* -0.287 -0.217*** 1.592
[0.053] [0.242] [0.022] [0.982]
10_TOTAL 1V 2.247%x** 11.245%%*
[0.295] [2.147]
MULTI CLASS X I0_TOTAL_1IV —1.016*%** -2.386
[0.218] [3.772]
LN(TOTAL_ASSETS) 0.144%%** —0.411%%* 0.113%** —1.461*%**
[0.008] [0.057] [0.005] [0.276]
YEARS FROM_IPO 0.001 -0.007*% 0.001 -0.016**
[0.002] [0.004] [0.001] [0.008]
LEVERAGE —-0.280%**  —0.563***  _(0.318***  _3.107***
[0.043] [0.135] [0.026] [0.768]
R&D 0.991*** 0.349 0.154*%* 0.464
[0.199] [0.577] [0.029] [0.455]
TANGIBILITY —0.244*** 0.193 —0.174*** 1.614%%**
[0.046] [0.133] [0.023] [0.462]
SALES GROWTH -0.000 0.001%** —0.000%*** 0.005%**
[0.000] [0.000] [0.000] [0.001]
ROA 0.015%** 0.012%* 0.007*** —0.051***
[0.001] [0.005] [0.000] [0.016]
DIVIDEND_YIELD -0.011%** —0.067***  —0.029*** 0.265%**
[0.004] [0.011] [0.002] [0.064]
MSCI 0.278*** 0.075%**
[0.029] [0.014]
First stage F-statistics 191.89 813.90
(p < 0.000) (p < 0.000)
Wu-Hausman F-statistics 86.20 335.83
(p < 0.000) (p < 0.000)
Country FE Yes Yes Yes Yes
Industry-Year FE Yes Yes Yes Yes
Observations 66,896 66,896 96,274 96,274

3.3. Do Firms Respond to Investor Preferences? The Case of Share-class

Unifications

Given institutional investors’ increasing importance in global capital markets and

their dislike for multi-class share structures, firms may respond by adjusting their

share structures to potentially increase their stock value. We investigate this

hypothesis in this section by studying share class unifications (i.e., voluntary

conversions to single-class share structures).
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We identify 237 such unification events in our sample by tagging firms that
transitioned from multi-class to single-class. On average, 2.6% of multi-class firms
unified their shares in our sample period, with the number being slightly higher in
the US (2.8%) than outside the US (2.5%). Figure 2 shows the frequency of these
events over time. For the US and non-US countries, there is an overall upward
trend in unifications from 2001 to 2012, and a decline in recent years. The countries
with more events are the US (76), followed by Brazil (27), Germany (17),
Switzerland (16), and Canada (12). This list corresponds to the set of countries that
have been examined in prior studies of share class unifications. We manually
validate the set of Brazilian unifications with those in Gledson De Carvalho and
Pennacchi (2012) and Bortolon and Camara Leal (2014). In addition, we search the
official list of firms in Novo Mercado (the one-share-on-vote segment) to determine

[Figure 2] Share-Class Unification Events

This figure shows the fraction and number of share-class unification events (a firm switching
from multi-class to single-class structure) among multi-class firms per year for US and non-US

in the 2001-2016 period.
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unifications that were the result of migrations rather than direct IPOs. Only a few
studies have been conducted on unifications in the US (Jordan, Liu and Wu, 2016),
Canada (Amoako-Adu and Smith, 2001), Germany (Dittmann and Ulbricht, 2008),
and Western Europe (Maury and Pajuste, 2011; Lauterbach and Pajuste, 2015).
However, the periods of these studies pre-date our sample period or the lists of
unifying firms are not provided to allow cross-checking.

Table 6 examines the role of institutional investors in multi-class firms’
unification decisions. The sample includes all firms that had a multi-class structure
over our sample period. The dependent variable UNIFICATION is a dummy that
equals one if a firm is multi-class this year and single-class next year. Owing to the
low frequency of unification events, we employ Probit rather than linear probability
model. Panel A presents the results for US and non-US samples and Panel B shows
the results for strong and weak investor protection samples. We find that high
institutional ownership in the US predicts subsequent unifications. This aspect is
driven by domestic institutional investors and institutional investors that are active
or with a high threat of activism. For non-US markets, although we do not find a
significant effect of overall institutional ownership on the likelihood of unification,
the ownership by domestic, active, and long-term institutional investors is
significantly related with a higher likelihood of unifications. In countries with
strong investor protection, we find the ownership by total, active, and long-term
institutional is positively associated with unifications. Across all the subsamples,
passive institutional investors are associated with a lower likelihood of unification.

To check the direction of causality, we further conduct the Granger causality tests
for the relation between total institutional ownership and unification. As shown in
Table 7, I0_TOTAL does Granger-cause multi-class firms’ unification decisions
in the US and strong investor protection samples. However, there is no Gra
nger-causality from unifications to total institutional ownership across all the
samples.

Lastly, we study the value implication of share class unification. Table 3 shows
that multi-class firms, on average, exhibit no discount in the US but a discount
outside the US and in countries with strong investor protection. If this is the case,
then we would expect these valuation effects to also hold within a firm. This aspect
is what we exploit next. T'able 8 includes three independent variables: lagged multi-
class dummy (MULTI CLASSt-1) that is equal to one if a firm is multi-class in the
previous year, a unification dummy (UNIFICATION) that is equal to one if a firm
is single-class in a given year and multi-class in the previous year, and a
multiplication dummy (MULTIPLICATION) indicating a firms being multi-class
in a year and single-class in the previous year. The dependent variable is current
year Tobin’s Q. This specification will tease out the valuation effect of unification,
relative to non-unifying multi-class firms, single-class firms, as well as single-class
firms that transitioned to multi-class. We find that unification is associated with a
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value increase in the non-US and strong investor protection sample, consistent with

the panel results in Table 3.

[Table 6] Unification of Multi-class Shares

This table presents the effects of institutional ownership on the likelihood of multi-class firms
unifying their shares into a single-class (unification). We estimate Probit panel regressions of
unification events on different types of institutional ownership and report the estimated average
marginal effects. Panel A presents the results for US and non-US firms and Panel B shows the
results for firms in countries with strong and weak investor protection. The dependent variable
UNIFICATION is a dummy equal to one if a firm is multi-class this year and single-class next
year. Definitions of other variables are provided in Table A.2 in the Appendix. Robust standard

* ¥ %

errors adjusted for firm-level clustering are reported in parentheses. *, **, and *** indicate

statistical significance at the 10%, 5%, and 1% levels, respectively.

Panel A. Results for US and Non-US firms

Dependent variable: US sample Non-US sample
UNIFICATION (1) 2) (3) 4) (5) (6) (7) (8) [©)]
10_TOTAL 0.070%** 0.027
[0.025] [0.020]
10 _ACTIVE 0.151%** 0.065%**
[0.030] [0.025]
10 _PASSIVE —0.612%** —0.674%**
[0.157] [0.238]
10_HIGHTHREAT 0.306%**
[0.086]
I0_LOWTHREAT 0.051*
[0.026]
IO LT 0.001 0.025*
[0.001] [0.015]
I0_ST -0.011 -0.004
[0.014] [0.013]
10_FOR -0.029 0.011
[0.158] [0.026]
10_DOM 0.075%** 0.056*
[0.026] [0.032]
LN(TOTAL _ASSETS)  -0.005 -0.003 -0.005  0.005  -0.004 -0.002  0.000 -0.001 -0.001
[0.004]  [0.004] [0.004] [0.005] [0.004] [0.002]  [0.002] [0.003] [0.002]
YEARS FROM IPO  -0.001** -0.000 -0.001* 0.000 —0.001*  —0.002%** —0.002*** —0.001%* —0.002***
[0.000]  [0.000] [0.000] [0.001] [0.000] [0.000]  [0.000] [0.001] [0.000]
LEVERAGE -0.004 -0.014 -0.006 -0.023 -0.004 0.021 0.020  -0.021  0.021
[0.025]  [0.026] [0.026] [0.039] [0.025] [0.017]  [0.017] [0.027] [0.017]
R&D 0.018 0.041 0.027 0.041 0.024 -0.151 -0.157 -0.193 -0.142
[0.031] [0.034] [0.030] [0.030] [0.034] [0.171]  [0.171]  [0.190] [0.171]
TANGIBILITY 0.065*** 0.059*** 0.066*** 0.074** 0.065*** 0.007 0.005 0.005 0.007
[0.023] [0.021] [0.022] [0.034] [0.023] [0.017]  [0.017] [0.025] [0.017]
SALES_GROWTH 0.000*  0.000  0.000*  0.000  0.000* -0.000** -0.000** -0.000** -0.000**
[0.000]  [0.000] [0.000] [0.000] [0.000] [0.000]  [0.000] [0.000] [0.000]
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ROA

DIVIDEND_YIELD

Country FE
Industry-Year FE
Observations
Pseudo-R’

The Korean Economic Review

0.000 0.000 0.000 0.001 0.000
[0.000]  [0.001] [0.000] [0.001] [0.000]
0.001 0.000 0.001  —0.011**  0.001
[0.002]  [0.002] [0.002] [0.005] [0.002]
Yes Yes Yes Yes Yes
Yes Yes Yes Yes Yes
1,491 1,491 1,491 1,491 1,491
0.090 0.116 0.101 0.085 0.090

0.001 0.001
[0.000]  [0.000]
0.003** 0.002**
[0.001]  [0.001]
Yes Yes
Yes Yes
3,427 3,427
0.125 0.131

0.000
[0.001]
0.004*
[0.002]

Volume 41, Number 1, Winter 2025

0.001
[0.000]
0.002%*
[0.001]

Panel B. Results for firms in countries with strong and weak investor protection

Dependent variable:

Strong Investor Protection sample

Weak Investor Protection sample

UNIFICATION (1) (2) 3) (4) (5) (6) (7) (8)
10_TOTAL 0.085%* 0.041%**
[0.043] [0.013]
10_ACTIVE 0.249%** 0.073%**
[0.064] [0.016]
10_PASSIVE —2.095%** —0.253%**
[0.632] [0.088]
I0_LT 0.194%** 0.001
[0.062] [0.020]
10_ST 0.271 -0.005
[0.413] [0.005]
10_FOR 0.083 -0.025
[0.060] [0.031]
10_DOM 0.093 0.056%***
[0.111] [0.015]
LN(TOTAL_ASSETS) —0.015***  —0.009  -0.021** -0.015%*** —0.003 —0.002 0.001 —0.001
[0.005] [0.005] [0.009] [0.006] [0.002] [0.002] [0.003] [0.002]
YEARS_FROM_IPO -0.002 -0.002 -0.003 -0.002 —0.001%** —0.001**  0.000 -0.001***
[0.001] [0.001] [0.002] [0.001] [0.000] [0.000] [0.000] [0.000]
LEVERAGE 0.002 0.006 0.009 0.002 0.009 0.006 -0.027 0.008
[0.036] [0.035] [0.063] [0.036] [0.014] [0.014] [0.021] [0.014]
R&D 0.272 0.361 0.207 0.279 0.005 0.012 0.010 0.009
[0.614] [0.596] [0.775] [0.623] [0.024] [0.023] [0.023] [0.025]
TANGIBILITY —0.044 -0.051 0.019 -0.044 0.039*** (.037*** 0.037* 0.039***
[0.040] [0.038] [0.059] [0.040] [0.013] [0.012] [0.019] [0.013]
SALES_GROWTH -0.001** -0.001** -0.001** —0.001** 0.000 0.000 0.000 -0.000
[0.000] [0.000] [0.001] [0.000] [0.000] [0.000] [0.000] [0.000]
ROA 0.002**  0.002**  0.004**  0.002** 0.000 0.000 0.000 0.000
[0.001] [0.001] [0.002] [0.001] [0.000] [0.000] [0.000] [0.000]
DIVIDEND_YIELD -0.003 —0.002 —-0.003 -0.003 0.003*** 0.003***  0.002  0.003***
[0.003] [0.003] [0.005] [0.003] [0.001] [0.001] [0.002] [0.001]
Country FE Yes Yes Yes Yes Yes Yes Yes Yes
Industry-Year FE Yes Yes Yes Yes Yes Yes Yes Yes
Observations 813 813 813 813 4,430 4,430 4,430 4,430
Pseudo-R’ 0.183 0.204 0.252 0.183 0.094 0.100 0.082 0.097
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[Table 7] Granger causality tests: Unification of Multi-class Shares

This table presents the results of the Granger causality tests to examine the casual relationship

between institutional ownership and unification. Panel A shows the results for US and non-US

firms. Panel B shows the results for firms in countries with strong and weak investor protection.

Results of the control variables are not presented for simplicity. Chi-squared statistics and robust
* K *

standard errors are reported in parentheses. *, ** and *** indicate significance at the 10%, 5%,
and 1% levels, respectively.

Panel A. Results for US and Non-US firms

US sample Non-US sample
(1) @)
Dependent variable: Unification 10_TOTAL Unification 10 TOTAL
Unification t-1 0.005 0.007
(0.016) (0.006)
IO_TOTAL ¢-1 0.016** 0.008
(0.007) (0.014)

Panel B. Results for firms in countries with strong and weak investor protection

Strong investor protection sample Weak investor protection sample

(1) @)
Dependent variable: Unification 10 Unification 10 TOTAL
Unification t-1 0.010 0.007
(0.014) (0.007)
IO_TOTAL ¢-1 0.038** 0.024
(0.018) (0.017)

[Table 8] Valuation Effects of Share-class Structure Changes

This table presents results of ordinary least squares (OLS) firm-level panel regressions of Tobin’s

O on share-class structure changes. The variable UNIFICATION is a dummy equal to one if a

firm goes from multi-class in the previous year to single-class in that year while

MULTIPLICATION is a dummy equal to one if a firm goes from single-class to multi-class.

Definitions of other control variables are provided in Table A.2 in the Appendix. Robust standard
L

errors adjusted for firm-level clustering are reported in parentheses. *, **, and *** indicate
statistical significance at the 10%, 5%, and 1% levels, respectively.

Strong Investor ~ Weak Investor

Protection Protection
Dependent variable: U.S.sample  Non-US sample sample sample
TOBIN 0O (1) @ (€)) *)
MULTI_CLASS,, 0.007 -0.063* -0.108** -0.027
[0.058] [0.036] [0.050] [0.038]
UNIFICATION -0.006 0.180%* 0.155% 0.118*
[0.112] [0.078] [0.088] [0.068]
MULTIPLICATION -0.070 -0.018 -0.063 -0.047
[0.076] [0.066] [0.104] [0.057]
LN(TOTAL_ASSETS) -0.026*** -0.014%** 0.026*** -0.048%**

[0.010] [0.005] [0.006] [0.006]
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YEARS _FROM _IPO -0.006%*** -0.007%*** -0.004%*** -0.006%**
[0.001] [0.001] [0.001] [0.001]
LEVERAGE -0.269%*** —0.485%** -0.112%* —0.583%*x
[0.092] [0.040] [0.055] [0.053]
R&D 1.328%*** 1.543%** 1.922%** 1.387%**
[0.114] [0.151] [0.326] [0.090]
TANGIBILITY -0.304*** -0.297%** -0.359%** -0.274%**
[0.067] [0.027] [0.037] [0.034]
SALES GROWTH 0.004%** 0.001%** 0.000 0.002%**
[0.000] [0.000] [0.000] [0.000]
ROA 0.027%** 0.035%** 0.042%** 0.029%**
[0.002] [0.002] [0.003] [0.002]
DIVIDEND YIELD -0.003 -0.078*** -0.087%*** -0.051%***
[0.007] [0.003] [0.004] [0.004]
Country FE No Yes Yes Yes
Industry-Year FE Yes Yes Yes Yes
Observations 35,044 150,913 77,043 108,812
R’ 0.216 0.266 0.262 0.234

IV. Conclusion

When summarizing the debate over one-share-one-vote, a Financial Times
columnist summed it up as follows: “The advantage of a dual class share structure is
that it protects entrepreneurial management from the demands of shareholders. The
disadvantage of a dual class share structure is that it protects entrepreneurial
management from the demands of shareholders.”” Although previous research has
examined the entrepreneur’s incentives, our study focuses on a firm’s shareholder
base - in particular, the role of institutional investors around the world.

We find that institutional investors penalize multi-class share structures by
discounting the stock valuation of multi-class firms relative to single-class firms.
These effects are considerably strong for actively managed and long-term investors.
To respond to the institutional investors’ dislike for multi-class firms, these firms
are likely to unify their shares if their dominant investors are active and have long-
term horizons. The role of active and long-term institutional investors is prominent
in countries with strong investor protection, but their role is weak in countries with
weak investor protection. This difference can be attributable to the fact that
institutional investors have more incentives and abilities to monitoring firms in
countries with strong investor protection. Overall, our findings inform the recent

discussion on the role of institutional investors in reforming multi-class structures.

¥ Financial Times, “Enrolment open for an MBA in Murdoch” (July 18, 2011).
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