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Abstract

This paper examines the role of large shareholders in monitoring managers when they
propose antitakeover charter amendments. We attempt to distinguish between two com-
peting hypotheses: the ‘‘active monitoring hypothesis’’ and the ‘‘passive voting hypothe-
sis.”” We find a statistically significant positive relation between institutional ownership
and the stockholder wealth effects of various types of amendments, after controlling for
ownership concentration among institutions, managerial ownership, and firm size. Our
empirical evidence lends support to the ‘‘active monitoring hypothesis’’ proposed by
Demsetz (1983) and Shleifer and Vishny (1986) that the existence of large shareholders
leads to better monitoring of managers.

. Introduction

Over the last four decades, there has been a significant growth in the share-
holdings of institutions. The SEC (1973) reports that their holdings of total out-
standing corporate stock increased from a mere 5 percent in 1945 to 24 percent in
1965. Jensen (1989) indicates that their holdings currently exceed 40 percent.
The dramatic increase in the ownership of these large investors has raised interest
in their role in monitoring managers. Demsetz (1983) and Shleifer and Vishny
(1986) argue that owners of large blocks of shares have greater incentives to
monitor managers. Jarrell and Poulsen (1987), in a similar vein, argue that so-
phisticated, well-informed shareholders such as institutions are likely to vote
more consistently in accordance with their economic interests than less informed
shareholders. We refer to this as the ‘‘active monitoring hypothesis.”” On the
other hand, it is often claimed that many large investors are passive voters (for a
discussion, see Pound (1988)). They either always vote with management, fol-
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