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Motivation

 

Bebchuk, Hirst (2022)



Motivation

 

“When voting was dispersed among millions of individual 

investors, managers held little regard for shareholder views. 

Now, however, corporate leaders are extraordinarily 

responsive to institutional investor demands”   (Fisch, 

Schwartz 2023)

Bebchuk, Hirst (2022)



Two developments in asset management

  Fund proliferation
• Hundreds of funds launched annually

• different styles, values, strategies
• active and passive (e.g., niche ETFs)

Betermier et al. 2023; Ben-David et al. 2023; Kostovetsky, Warner 2020

 

 

ICI 2025

State Street

At least 25% (~ $900 billion) of BlackRock’s 
eligible institutional clients vote directly



This paper

• These developments align investment products with investor demands

• But also change ownership structures and fragment voting power 

“A world of governance diffusion, by contrast, will upend this dynamic in 
unpredictable ways”   (Brav et al. 2025)



This paper

What we do: 

• Framework to understand these developments

• Investor heterogeneity 🡪 structure of fund industry 🡪 ownership and monitoring

Questions:

• What drives fund proliferation and decentralization?
• which asset managers are more likely to adopt pass-through voting

• What these changes imply for:
• shareholder oversight & firm value

• welfare of fund investors, fund managers, initial asset owners 



This paper

What we do: 

• Framework to understand these developments

• Investor heterogeneity 🡪 structure of fund industry 🡪 ownership and monitoring

Forces and implications:

• Asset managers compete for investors, without internalizing governance externalities

• catering to heterogeneous investors may lead to excessive decentralization

• The drivers of fund proliferation and the form of decentralization are central for 
governance outcomes
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Dimension 1 
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Salop (1979)

E.g., geography and ES score
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“risk aversion”

utility from characteristics 
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• active or passive
“Nuveen Large Cap Responsible Equity” fund



Fund families
 

 

 

 

 
 

 

 

 

 

 
 

 

Family 1

“Over time, the strategy of filling up the style grid has led to few families 
with large, granular, and similar fund offerings”    Betermier et al. 2023 



Timeline

 Payoffs
are realized

Investors choose funds
Funds invest and monitor

2 310

Funds are launched

 

 

 Centralized monitoring 

• informed voting; engagement; supporting an activist



Prices and fund portfolios

 

 

 payoff price portfolio tilt



Prices and fund portfolios

  

Fund portfolios:

portfolio tilts toward mandates

 

Fund family portfolios:Prices of assets: 



Implications



Drivers of fund proliferation

 

 
Monitoring incentives:

 Lewellen and Lewellen (JF 2022)

fee stake



Drivers of fund proliferation

 

 demand factors

 supply factors

 fees

 

family’s stake



Betermier et al. 2023

Drivers of fund proliferation

 

 demand factors

 supply factors

 fees

 

 

family’s stake

 

 

Family 
entry

Expansion of incumbents
to deter entry

vs.Ben-David et al. 2023; Heeb et al. 2023

 



Drivers of fund proliferation

 

 demand factors   

 supply factors   

can strengthen monitoring

weakens monitoring

Effect on governance:

 fees

 

 

 

 

Family 
entry

Expansion of incumbents
to deter entry

vs.Ben-David et al. 2023; Heeb et al. 2023

Betermier et al. 2023

family’s stake



Investor preferences and competition

 



Decentralization
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Investors

Investors Funds
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Centralized stewardship

Pass-through voting
to fund investors 

Decentralization

Family
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Pass-through voting  

 

Decentralization via 
pass-through voting

value-aligned voting

Centralized stewardship

misaligned voting

monitoring no monitoring

 

 



Incentives to decentralize

 

All families centralize stewardship

All families adopt pass-through voting



Decentralization is excessive

 



Who benefits from pass-through voting

Fund investors Asset managers Initial asset owners

Utility (compared to centralized stewardship)

   

Asset managers draw a clear line between what pass-through voting means 
“from a commercial perspective”… and its impact “from a stewardship and governance perspective”

“admitted that they either offer or would offer it if considered a commercial imperative, for example          
to retain or win a large enough client”

Gomtsian, Gosling 2026: interviews with asset managers



Delegation to fund managers

Delegation to funds Centralized stewardship

monitoring

misaligned voting

 Pass-through voting

no monitoring

value-aligned voting

some monitoring

partially value-aligned voting

 



Delegation to fund managers

Delegation to funds 

some monitoring

partially value-aligned voting

Centralized stewardship

monitoring

misaligned voting

 Pass-through voting

no monitoring

value-aligned voting

 



Conclusion

• Industry trends: fund proliferation and decentralization
• reflecting heterogeneous investor demands

• These trends may fragment shareholder power
• asset managers compete for investors, without internalizing governance externalities

• the drivers of fund proliferation and the form of decentralization are central for 
governance outcomes


