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Institutional investors, shareholder activism, and earnings

management
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6.1. Limitations and future research

In this paper we focus on the largest institutional owner, as
Schnatterly et al. (2008) find that only the largest institutional
investor holds informational advantages, thus such owners are the
likely candidates for constraining earnings management. However,
we have not explored situations where conflict of interests may exist
between the interests of large owners. Furthermore, while we have
focused on shareholder proposals in the current paper, shareholder
activism could be either formal or informal (Brandes et al., 2008).
Although shareholder proposals are often preceded by attempts at
negotiations (Chowdhury & Wang, 2009), public shareholder resolu-
tions and private ‘behind-the-scenes’ negotiations could be mutually
exclusive as well (Prevost & Rao, 2000). For instance, David et al.
(2007) found that managers are more likely to settle proposals filed
by silent shareholders. To the extent that the former applies, our
shareholder activism measure is biased towards proposals that the
management did not wish to negotiate, or could not negotiate
successfully.
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