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FOREIGN INSTITUTIONAL INVESTORS (“FPI”)

• Perception:
- Foreign Direct Investment (FDI): take control of the company in which 

investment is made … long term and less fluctuating?
- Foreign Portfolio Investment (FPI): minority investment in shares, etc. … 

speculative and unpredictable?

• Focus of my work: micro (not macro, as in balance of payments, etc.)
- International evidence that FPI reduces cost of capital and it can play a value-

increasing governance/monitoring role
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OWNERSHIP STRUCTURE IN INDIA 

Average Share Ownership
(100 largest listed companies, end-of-2016) GOVERNANCE ISSUES:

Corporation [31%] : Foreign MNC is controller

-> RPTs and royalty payments (vs. dividends)

-> Control & squeeze out

Government [20%]: Controller is Indian State

-> RPTs and Weak governance protections

-> Executive turnover associated with government change

Individual/Family [9%]: Family conglomerates

-> RPTs and family control & strength 

-> Family disputes: Loss of strategic focus

Institutional [19%]
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(FOREIGN) INSTITUTIONAL INVESTORS IN INDIA 
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?

THE INCREASING ROLE OF INSTITUTIONAL 
OWNERSHIP (IN ADVANCED ECONOMIES) 

Source: OECD Institutional Investors Database, SWF 
Institute, IMF, Preqin, BlackRock, McKinsey Global 
Institute

Source: Deutsche Bank Research “Shareholder Activism: Battle for the Boardroom” [2014]

Institutional Investor Holdings = 
$28 Trillion in Public Equities [2011]
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THE GOVERNANCE ROLE OF (FOREIGN) 
INSTITUTIONAL INVESTORS: THE THEORY

• In widely-held firms, investors may be disengaged and not push for shareholder 
value. Given the size of their holdings as a group, institutional owners can impact 
corporate governance:
- through “voice” (voting their shares, using quiet diplomacy in persuading 

management, via confrontational proxy fights)
- and/or by threatening to “exit” (selling and depressing stock prices)

• Special role played by foreign institutions (Foreign IO) since domestic 
institutions (Domestic IO) are more prone to be loyal to management due to 
“business ties” and other conflicts of interest
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P 4 :  “ A R E  U S  
C E O S  PA I D  
M O R E ?  … ”  
R F S  ( 2 0 1 3 )

P 2 :  
“ S H A R E H O L D E R S  
AT  T H E  G AT E ?  … ”  
R F S  ( 2 0 1 0 )

P 5 :  “ A R E  
F O R E I G N  
I N V E S T O R S  
L O C U S T S ?  . . . ”
J F E  ( 2 0 1 7 )  

P 3 :  “ D O E S  
G O V E R N A N C E  
T R AV E L  A R O U N D  
T H E  W O R L D ?  … ”
J F E  ( 2 0 11 )

PERFORMANCE
P 1 :  “ T H E  C O L O R S  
O F  I N V E S T O R S ’ 
M O N E Y  … “  
J F E  ( 2 0 0 8 )

THE GOVERNANCE ROLE OF (FOREIGN) INSTITUTIONAL 
INVESTORS: INTERNATIONAL EVIDENCE

GOVERNANCE LONG-TERM

M&As CEO PAY INDIA?
I M P L I C AT I O N S  F O R  
I N D I A
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P 1 :  T H E  C O L O R S  O F  I N V E S T O R S ’  M O N E Y :  T H E  R O L E  O F  I N S T I T U T I O N A L  
I N V E S T O R S  A R O U N D  T H E  W O R L D W I T H  M .  F E R R E I R A .  J O U R N A L  O F  F I N A N C I A L  
E C O N O M I C S ,  V O L .  8 8  ( 3 ) ,  P .  4 9 9 - 5 3 3 ,  ( J U N E  2 0 0 8 )  

Novel dataset (FactSet/LionShares) of equity 
holdings: 27 countries, >5,000 institutions, 
>35,000 stocks, Period: 2000-05

. $ 18 trillion [Dec-2005]

. 38.5% of world market cap

. 49.9% of market float

D A T A : R E S U L T  # 1 :

B2B1

Non-US firms (US$ 5.2 trillion): 3 investor 
groups with equal “pocket sizes” … by country 
of institution (rows) and stock (columns)

US$1.7 trillion from NON-U.S. 
Foreign institutions

B1

B2

A

A US$2 trillion from U.S.-BASED 
Foreign institutions 

C US$1.5 trillion from 
DOMESTIC institutions

C

Different Investor Preferences by US-BASED vs NON-US 
Foreign vs DOMESTIC Investors

Firms with higher foreign institutional ownership 
(Foreign IO) have
Ø Higher valuations (Tobin Q) 
Ø Higher operating performance (ROA, Net 

Profit Margins, less CAPEX)
[Note: IV results]

R E S U L T  # 2 :

T A K E A W A Y :

Performance increases due to increased 
shareholder pressure to perform

Better performance suggest investors 
MONITORING (rather than just high stock 
prices dues to OVERVALUATION)

I N T E R P R E T A T I O N :
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Institutional holdings: FactSet/LionShares

M&A Data: SDC (2000-05, completed, >50%)

D A T A : R E S U L T  # 1  &  # 2 :

Cross-border flows at peak levels 
(“Multipolar world”!):
- 1999:         

-2009:

1) Country-level: Institutional Investors Increase % of Cross-
Border M&A deals

2) Deal-level: 

Prob(Deal is Cross-Border) ↑ with Foreign IO

Prob(Deal Success) ↑ with Foreign IO
Prob(Full Shares Acquired) ↑ with Foreign IO
Combined (Announcement Return)CAR ↑ with 
Foreign IO

P 2 :  S H A R E H O L D E R S  A T  T H E  G A T E ?  I N S T I T U T I O N A L  I N V E S T O R S  A N D  C R O S S -
B O R D E R  M E R G E R S  A N D  A C Q U I S I T I O N S W I T H  M .  F E R R E I R A  A N D  M .  M A S S A .  
R E V I E W  O F  F I N A N C I A L  S T U D I E S ,  V O L .  2 3  ( 2 ) ,  P .  6 0 1 - 6 4 4 ,  ( F E B R U A R Y  2 0 1 0 )

R E S U L T  # 3 :

2) Country-pair level: Pairwise Cross-Border Flows Increase 
% of Cross-Border M&A deals
CROSS_BORDER(i,j)= # of deals target country i, bidder from j

IO(i,j) = % of country i’s Market Cap held by institutions from j

T A K E A W A Y :

Increased likelihood of cross-border takeovers

International institutional investors = 
shareholders at the “gates” that act as Trojan 
horses facilitating changes of control!

I N T E R P R E T A T I O N :
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Institutional holdings: FactSet/LionShares
ISS/RiskMetrics (2004-08): Governance Index (GOV41): % of attributes that a 
firm satisfies, using minimally acceptable guidelines set by ISS. Board (24); 
Audit (3); Anti-takeover provisions (6); Compensation and ownership (8)

D A T A :

Outside the U.S., Foreign IO drive governance improvements
Changes in institutional ownership over time drive changes in governance (but 
not the opposite)

[Endogeneity: IV using MSCI dummy as instrument]

R E S U L T S O N  G O V E R N A N C E  I N D E X  ( G O V 4 1 ) :

T A K E A W A Y :
Adoption of more shareholder-centric (US-style) practices

International institutional investors lead to convergence in corporate governance 
practices worldwide

I N T E R P R E T A T I O N :

P 3 :  D O E S  G O V E R N A N C E  T R A V E L  A R O U N D  T H E  W O R L D ?  E V I D E N C E  F R O M  
I N S T I T U T I O N A L  I N V E S T O R S W I T H  R .  A G G A R W A L ,  I .  E R E L  A N D  M .  F E R R E I R A .  
J O U R N A L  O F  F I N A N C I A L  E C O N O M I C S ,  V O L .  1 0 0  ( 1 ) ,  P .  1 5 4 - 1 8 1 ,  ( A P R I L  2 0 1 1 )

1,983 non-U.S. firms in 22 developed countries 
Ø Highest index (08): Canada (73%), U.S. (62%), U.K. (59%)
Ø Lowest index (08): Greece, Portugal (36%), Belgium (38%)
Ø Index has improved over time (yearly change 2.1%)

Data available at: http://faculty.msb.edu/aggarwal/governance_data.xls
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R E A L  O U T C O M E S  ( N O T  J U S T  “ C O M E S T I C  C H A N G E S ” ! ) :

Governance indexes criticized (“check-the-box”, not good predictors of fraud, etc.) 
but evidence that institutions affects corporate governance outcomes:
- Higher CEO turnover-performance sensitivity in firms with higher institutional 
ownership
- Firm valuation goes up after institutional ownership increases (not the reverse)
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Institutional holdings: FactSet/LionShares

US firms:   S&P’s ExecuComp

Non-US firms:  BoardEx [CEO pay + bios, 
boards] + Company Filings [annual reports, 
proxy statements, 20F forms …]

2006 (limited time-series: 2003-2008)

14 countries with mandated individual-level 
compensation disclosure

final sample = 3,263 CEOs

D A T A : R E S U L T  # 1 :

Predicted Level & Structure of CEO Pay ($1 billion sales)

b) Control for sales, industry
Pay Gap smaller for Non-US firms with:
- Foreign investors (Foreign IO, MSCI, ADR)
- Foreign sales
- Foreign (US) acquisitions
- Board members with foreign (US) experience

R E S U L T  # 2 :

T A K E A W A Y :

Convergence to international (US) executive 
compensation practices

Convergence towards US (incentive-based) pay 
among Non-US firms that are more 
“Internationalized” …almost “Law of One Price”?

I N T E R P R E T A T I O N :

P 4 :  A R E  U S  C E O S  P A I D  M O R E ?  N E W  I N T E R N A T I O N A L  E V I D E N C E W I T H  N .  
F E R N A N D E S ,  M .  F E R R E I R A  A N D  K .  M U R P H Y .  T H E  R E V I E W  O F  F I N A N C I A L  
S T U D I E S ,  V O L .  2 6  ( 2 ) ,  P .  3 2 3 - 3 6 7 ,  ( F E B R U A R Y  2 0 1 3 ) .

b) Control for sales, industry, ownership structure (Closely-
Held, Foreign IO) and board independence

US Pay Premium ≈ 79% 

US Pay Premium ≈ 26% 

US Pay 
Premium 
≈ 100% !

… but very 
different pay 
structure!
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P R E S S  C O V E R A G E  – S A M E  E V I D E N C E ,  B U T  D I F F E R E N T  C O N C L U S I O N S  J ?

P 4 :  A R E  U S  C E O S  P A I D  M O R E ?  N E W  I N T E R N A T I O N A L  E V I D E N C E W I T H  N .  
F E R N A N D E S ,  M .  F E R R E I R A  A N D  K .  M U R P H Y .  T H E  R E V I E W  O F  F I N A N C I A L  
S T U D I E S ,  V O L .  2 6  ( 2 ) ,  P .  3 2 3 - 3 6 7 ,  ( F E B R U A R Y  2 0 1 3 ) .

…

…

M Y  O P - E D : O N E  T Y P E  O F  C O V E R A G E : A N O T H E R  T Y P E  O F  C O V E R A G E :
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“We support those companies, who act 
in interest of their future and in the 
interest of their employees against 
irresponsible locust swarms, who 
measure success in quarterly intervals, 
suck off substance and let companies 
die once they have eaten them away.” 
Franz Müntefering, German SPD 
Chairman
(2005)

“THE GREED OF BIG 
MONEY
Financial investors reach for 
German companies”

Foreign Institutional Investors: Long-term Institutional Investors:

“The effects of the short-termist
phenomenon are troubling (...) In the 
face of these pressures, more and more 
corporate leaders have responded with 
actions that can deliver immediate 
returns to shareholders, such as 
buybacks or dividend increases, while 
underinvesting in innovation, skilled 
workforces or essential CAPEX 
necessary to sustain long-term 
growth.” 
Laurence Fink, CEO, BlackRock (2015)

M O T I V A T I O N :

P 5 :  A R E  F O R E I G N  I N V E S T O R S  L O C U S T S ?  T H E  L O N G - T E R M  E F F E C T S  O F  
F O R E I G N  I N S T I T U T I O N A L  O W N E R S H I P W I T H  J .  B E N A ,  M .  F E R R E I R A  A N D  P.  
P I R E S  ,  J O U R N A L  O F  F I N A N C I A L  E C O N O M I C S ,  V O L .  1 2 6 ,  P P.  1 2 2 - 1 4 6  ( O C T O B E R  
2 0 1 7 )
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Physical 
Capital  
(CAPEX)

D A T A :

Intangible 
Capital 
(R&D)

Coloring by 
geographical 

region

Innovation 
Output = 
Patents

First stage: MSCI addition => +3% in Foreign IO

Second stage: +3% in Foreign IO is positively associated with ...
+0.3% long-term investment (CAPEX + R&D) 
+12% employment
+11% innovation output (Patent counts)
IV and Diff-in-diff (additions) MSCI index suggest causal effect

Foreign IO positively linked to productivity and shareholder value 

R E S U L T  # 2 :

T A K E A W A Y :

Can sustain long-term investing

Common fear that foreign portfolio flows are “hot money” seeking 
short-term gains, with no concern for the long-term prospects of 
local firms … evidence above runs counter to these concerns: 
foreign institutional investors are NOT “locusts”. Evidence in 
support of monitoring role of Foreign IO.

I N T E R P R E T A T I O N :

P 5 :  A R E  F O R E I G N  I N V E S T O R S  L O C U S T S ?  T H E  L O N G - T E R M  E F F E C T S  O F  
F O R E I G N  I N S T I T U T I O N A L  O W N E R S H I P W I T H  J .  B E N A ,  M .  F E R R E I R A  A N D  P.  
P I R E S  ,  J O U R N A L  O F  F I N A N C I A L  E C O N O M I C S ,  V O L .  1 2 6 ,  P P.  1 2 2 - 1 4 6  ( O C T O B E R  
2 0 1 7 )
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TO RECAP …

• Globalization of firm’s shareholder base can be a positive force!

• Rise of Foreign Institutional Ownership on average leads to:
- Performance: Increased shareholder pressure to perform
- M&As: Increased likelihood of cross-border takeovers
- Governance: Adoption of more shareholder-centric (US-style) practices
- CEO Pay: Convergence to international (US) executive compensation practices
- LT Investing: Can sustain long-term investing
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BACK TO INDIA

• CORPORATE GOVERNANCE

India underperforms. 
Key areas of concern: audit 
committee composition, auditor report 
concerns, related party transactions, 
poor board attendance
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BACK TO INDIA (2)

• CEO PAY

“International Corporate 
Governance Spillovers 
…”, with R. Albuquerque, 
M. Ferreira and L. 
Marques (revise & 
resubmit)
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• LONG-TERM INVESTING 

BACK TO INDIA (3)
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• Policy-making should be evidence-based! Support academic research on the 
Indian market!

• I look forward myself to learn more at ACGA in the next couple of days!

“It is a capital mistake to theorize before one has 
data. Insensibly one begins to twist facts to suit 

theories, instead of theories to suit facts.”
The Adventures of Sherlock Holmes

“A Scandal in Bohemia”

CONCLUSIONS
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P1: The Colors of Investors’ Money: The Role of Institutional Investors Around the World with M. Ferreira,
Journal of Financial Economics, Vol. 88 (3), p. 499-533, (June 2008)

P2: Shareholders at the Gate? Institutional Investors and Cross-Border Mergers and Acquisitions with M.
Ferreira and M. Massa, Review of Financial Studies, Vol. 23 (2), p. 601-644, (February 2010)

P3: Does Governance Travel Around the World? Evidence from Institutional Investors with R. Aggarwal, I.
Erel and M. Ferreira, Journal of Financial Economics, Vol. 100 (1), p. 154-181, (April 2011)

P4: Are US CEOs Paid More? New International Evidence with N. Fernandes, M. Ferreira and K. Murphy,
The Review of Financial Studies, Vol. 26 (2), p. 323-367, (February 2013).

P5: Are Foreign Investors Locusts? The Long-Term Effects of Foreign Institutional Ownership with J. Bena ,
M. Ferreira and P. Pires, Journal of Financial Economics ,(forthcoming)

WEBLINKS TO PUBLICATIONS
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Thank you!


