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Frisky shareholde;s

VWALHINGTOMN, OC

PRING has long been the season of

shareholder revolts. But as many of
America’s largest companies convene
their annual general meetings, the tradi-
ticnal shower of shareholder proposals
is naticeably absent. And this is no ab-
erration. As the chart shows, the number
of corporate-governance initiatives {ie,
non-binding recommendations 10 a
company's managers) submitted by in-
stitusional shareholders, such as mutual
funds and pension funds, has fallen
steadily for the past three years. Have in-
stitutional investors made peace with
corpurate America?

Far from it. Institutions are only
shunning these propasals because they
now have more effective ways of turning
up the heat on boards. The most popular
of these i3 a tactic dubbed the “just vote
no” approach by Joseph Grundfest, a
former commissioner of the Securities
and Exchange Commission {sec). This
involves voting against some or all of a
board's routine annual proposals, such
as the re-election of directors. Acting in
unison, institutions can often command
30-40% of a company's voting stock.
Since much of the rest is often held by
individuals who do not bother to vote.
this gives institutions formidable clout.

Why haven't they used it before? Un-
til 1992, the s£C severely restricted inves-
tors’ ability to co-operate with one an-
other. Since the scrapping of these
restrictions, institutions have been able
o alert fellow shareholders to trouble-
some issues, and gang up againss recalei-
trant managers. The State of Wisconsin
[nwestment Board haseven hired its own
lawyer to arrange co-operation with
other shareholders. Its efforts led 10 the

removal of Joseph Antonini, the chiefex-
ecutive of Kmart, a retailer, and of much
of the board of WR Grace, a chemicals
company. The California Public Em-
ployess Retirement System (Calpers), is
using a similar approach tp force
changes at Oryx Energy and Boise Cas-
cade, a paper company.

With this weapon to hand, share-
holder proposals seem tame by compari-
son. But if pensiori funds have found
new ways {0 fight their batties, share-
holder proposals are increasingly being
used by other groups. Chief among these
are the unions. After trying (often unsuc-
cessfully) for years to use share gwmer-
5h1p to bludgeon management for con-
cessions, many unions have discovered
that disguising their efforts as corparate-
governance initiatives means that they
are more likely to win support from
other investors. “Mo" votes, it seems, g0

a lot farther than they used to.
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