
BOARD DECLASSIFICATION ACTIVISM:	
THE FINANCIAL VALUE OF

THE SHAREHOLDER RIGHTS PROJECT

Martijn	Cremers	(University	of	Notre	Dame)

Simone	M.	Sepe (IDEI;	IAST-TSE;	University	of	Arizona)

IDEI	– FDIR	Paris,	December	14,	2017



THE STAGGERED BOARD CONTROVERSY

• Staggered Boards (SBs):
• boards with 3 classes of directors.

• one	class	standing	for	re-election	each	year,	each	serving	3-year	terms.

Quintessential	corporate	governance	failure	

or	

Strengthening	board	commitment	to	long-term	value	creation?



THEORETICAL BACKGROUND
I.		BOARD-CENTRIC MODEL (TRADITIONAL VIEW)

• Strong	boards	necessary	to	address	collective	action	problems.
• Board	(and	managerial)	MH	mitigated	through	fiduciary	duties	and	shareholders'	
franchise as	well	as	compensation	contracts.

• Normative	Conclusion:	Board	as	efficient	centralized	decision-maker.

II. SHAREHOLDER EMPOWERMENT VIEW

• Board	is	captured:	incentive	schemes	are	inadequate	to	control	MH	and	
enforcement	of	fiduciary	duties	is	a	myth.

• Strengthening	shareholders'	right	to	remove	managers	necessary	to	control	board	
capture	and	hence	MH.

• Shareholders'	action	guided	by	price	system –>	lower	price	is	proxy	for	managerial	
opportunism.

• Normative	Conclusion:	Empowering	shareholders	and	limiting	board	power	is	
socially	efficient.



CONTROVERSY IN EMPIRICAL LITERATURE

• Empirical literature until recently documents that firms with SBs have lower
financial value (e.g., Bebchuk & Cohen, 2005; Faleye, 2007; ISS, 2013; Cohen and
Wang, 2013).

• Purely cross-sectional result.

• Literature interprets this as SBs reducing firm value.

• New results:

• Cremers & Sepe, 2016.

• Cremers, Litov & Sepe, 2017.



BEBCHUK &	COHEN (2005)



CREMERS AND SEPE (2016)



ROBUSTNESS (CLS,	2017)

• Proved	reverse	causality	of	BC.

• Confirmed	positive	effect	of	Staggered	Boards	on	firm	
value	through:
• First	Difference.

• Matching.

• MA	Quasi-Natural	Experiment.

• GMM.

• Interaction	Analysis.



HARVARD SHAREHOLDER RIGHTS PROJECT
An	Unprecedented	Clinical	Course
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HARVARD SHAREHOLDER RIGHTS PROJECT



HARVARD SRP	– REPORT



HARVARD SRP	– PROXY STATEMENT



BEBCHUK V.	LIPTON

Ø Lipton, Wachtell, Rosen & Katz, February 2013 Memo, “The Shareholder
Rights Project Is Wrong” (The New York Times):

• “It is surprising that a major academic institution would countenance the
formation of a clinical program to advance a narrow agenda that would
exacerbate the short-term pressures under which American companies are
forced to operate.”

Ø Bebchuk, CLR 2013:
• “None of the organizations that press for board insulation in the name of
long- term value …, such as … Wachtell, Lipton, Rosen & Katz, have thus far
attempted to conduct or commission research that would use the substantial
data available on the financial performance of firms and shareholders to
validate their myopic activists hypothesis.”



CREMERS – LITOV – SEPE,	2013



GALLAGHER – GRUNDEFEST,	2014
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DESCRIPTIVE STATISTICS FOR S&P	1500	FIRMS IN 2011	WITH STAGGERED BOARD
Mean St.	Dev. Min Max Obs.

Declassification	in	2012-2014 0.310 0.463 0.000 1.000 526
SRP-Targeted 0.200 0.400 0.000 1.000 526
Declassification	in	2012-2014	*	SRP-Targeted 0.150 0.358 0.000 1.000 526
Declassification	in	2012-2014	*	Non-SRP-Targeted 0.160 0.367 0.000 1.000 526
Q 1.822 0.938 0.763 4.682 526
Industry-Adjusted	Q 0.301 0.824 -3.177 3.277 526
ROA 0.060 0.063 -0.316 0.174 526
Industry-Adjusted	ROA 0.027 0.076 -0.281 0.546 526
Delaware	Incorporated 0.660 0.474 0.000 1.000 526
Log(Assets) 7.484 1.414 4.326 11.563 526
Equity	Market	Cap 4,152 6,903 89 60,617 526
Book	Leverage 0.170 0.159 0.000 0.781 526
CAPX/Assets 0.047 0.053 0.000 0.342 526
R&D/Assets 0.030 0.053 0.000 0.400 526
R&D	Missing 0.369 0.483 0.000 1.000 526
PPE/Assets 0.228 0.213 0.000 0.896 526



DESCRIPTIVE STATISTICS FOR DECLASSIFYING FIRMS TARGETED
AND NOT-TARGETED BY THE SRP

Declassifying	Firms	
Not	Targeted	by	the	SRP

Declassifying	Firms	
Targeted	by	the	SRP

Difference	in	
Means	

Across	Samples
Variables Mean St.	Dev. Obs. Mean St.	Dev. Obs. Difference T-stat.

Q 1.587 0.765 84 1.870 1.057 79 -0.292** 2.03
Industry-Adjusted	Q 0.128 0.618 84 0.377 0.895 79 -0.249** 2.08
ROA 0.059 0.060 84 0.070 0.053 79 -0.010 1.18
Industry-Adjusted	ROA 0.019 0.079 84 0.029 0.048 79 -0.010 0.97
Delaware	Incorporated 0.655 0.478 84 0.696 0.463 79 -0.041 0.56
Log(Assets) 8.00 1.529 84 8.954 1.032 79 -0.953*** 4.63
Equity	Market	Cap 6,272 8,637 84 9,984 9,754 79 -3,712*** 2.58
Book	Leverage 0.209 0.164 84 0.188 0.142 79 0.021 0.87
CAPX/Assets 0.049 0.065 84 0.044 0.048 79 0.005 0.51
R&D/Assets 0.019 0.043 84 0.018 0.031 79 0.001 0.09
R&D	Missing 0.476 0.502 84 0.418 0.496 79 0.058 0.755
PPE/Assets 0.259 0.238 84 0.209 0.224 79 0.050 1.38



LOGITS PREDICTING AN SRP	TARGET
Dependent	variable:	SRP-Targeted

(1) (2) (3) (4) (5) (6)
Q 0.061*** 0.064***

(4.33) (4.55)
Industry-Adjusted	Q 0.063***

(4.15)
ROA 0.703** 0.750**

(2.41) (2.47)
Industry-Adjusted	ROA 0.121

(0.54)
Delaware	Incorporated -0.007 -0.005 -0.006 -0.001 -0.009 -0.009

(0.28) (0.20) (0.20) (0.05) (0.32) (0.30)
Log(Assets) 0.116*** 0.116*** 0.113*** 0.116*** 0.122*** 0.119***

(8.32) (8.42) (8.01) (8.03) (8.32) (8.04)
Book	Leverage -0.018 -0.017 -0.006 -0.075 -0.012 -0.001

(0.20) (0.19) (0.06) (0.73) (0.13) (0.10)
CAPX/Assets 0.092 0.099 0.223 0.262 0.056 0.200

(0.19) (0.21) (0.43) (0.48) (0.12) (0.37)
R&D/Assets -0.135 -0.019 0.257 0.150 -0.075 0.322

(0.43) (0.07) (0.73) (0.51) (0.23) (0.89)
R&D	Missing -0.048* -0.057** -0.048* -0.069*** -0.044* -0.044

(1.87) (2.21) (1.74) (2.53) (1.64) (1.53)
PPE/Assets 0.035 0.036 -0.006 0.020 0.051 0.023

(0.29) (0.29) (0.05) (0.16) (0.41) (0.17)
N 526 526 526 526 507 507

Adjusted	R-Squared 0.313 0.310 0.295 0.283 0.317 0.299



LOGITS PREDICTING DECLASSIFICATION WITH/WITHOUT SRP	PROPOSALS
Dependent	variable:	Declassification	in	2012-2014

Sample:	S&P	1500	firms	with	a	classified	board	in	2011
(1) (2) (3) (4) (5)

SRP-Proposal 0.269*** 0.260*** 0.091* 0.165*** 0.580***
(5.10) (4.92) (1.69) (3.05) (6.97)

SRP-Proposal	*	Q 0.026**
(2.26)

SRP-Proposal	*	ROA 0.382*
(1.86)

SRP-Proposal	*	Large -0.045***
(5.49)

Large 0.097***
(2.84)

Q 0.005 -0.009 -0.001
(0.99) (0.92) (0.19)

ROA 0.188* 0.051
(1.95) (0.42)

Delaware	Incorporated 0.016 0.015 0.014 0.015 0.012
(1.45) (1.43) (1.44) (1.44) (1.27)

Log(Assets) 0.029*** 0.028*** 0.027*** 0.028*** 0.012**
(5.83) (5.97) (5.20) (5.83) (2.15)

Other	controls	included Yes Yes Yes Yes Yes
N 1,440 1,443 1,440 1,443 1,441
Adjusted	R-Squared 0.317 0.321 0.324 0.325 0.346



SRP	DECLASSIFIED AND FIRM VALUE
Dependent	variable:	Q	

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

SRP	Declassified	 -0.110* -0.136** -0.242*** -0.179** -0.185** -0.159** -0.201*** -0.203*** -0.183* -0.265*
(1.85) (2.13) (3.56) (2.36) (2.09) (2.57) (2.86) (2.92) (1.79) (1.94)

Delaware	Incorporated -0.231 -0.211 -0.203 -0.463 -0.973 -0.470* -0.325 -0.412 -0.415 -1.218
(1.31) (1.56) (0.70) (0.93) (1.58) (1.89) (1.18) (0.71) (0.38) (1.52)

Log(Assets) -0.432*** -0.364*** -0.300*** -0.278*** -0.296** -0.389*** -0.294** -0.317** -0.252** -0.417***
(6.37) (4.71) (2.65) (2.63) (2.26) (4.33) (2.36) (2.48) (2.14) (2.89)

Book	Leverage -0.323 -0.550** -0.271 -0.536* -0.612 -0.456* -0.488 -0.237 -0.877** -1.027**
(1.36) (2.18) (1.05) (1.70) (1.57) (1.70) (1.36) (0.80) (2.44) (2.31)

CAPX/Assets 1.530*** 1.499*** 2.191*** 2.070*** 1.660** 2.107*** 2.177*** 1.960** 1.796* 1.216
(4.12) (3.49) (3.43) (2.88) (2.20) (3.87) (3.19) (2.27) (1.76) (1.27)

R&D/Assets 1.897*** 1.119* -0.391 0.284 1.918 1.596** 1.200 -0.942 2.233 2.812
(3.53) (1.93) (0.56) (0.22) (1.11) (1.99) (1.33) (0.95) (1.48) (1.46)

R&D	Missing 0.0344 -0.0372 -0.114 -0.430** -0.474* -0.0337 -0.0605 -0.224 -0.587** -0.553
(0.40) (0.37) (0.59) (2.49) (1.72) (0.25) (0.38) (0.71) (2.02) (1.16)

PPE/Assets -1.228*** -1.100*** -1.676*** -0.533 -0.0527 -1.345*** -1.201** -1.674*** -1.257** -0.716

(3.87) (3.05) (3.23) (0.97) (0.10) (2.77) (2.18) (3.02) (2.11) (1.21)

Firm	+	Year	Fixed	Effects Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes

Matching	criterion Full	
sample 10%-Q 10%-Q,

2-SIC
10%-Q,
3-SIC

10%-Q,
4-SIC CB CB,

10%-Q

CB,
10%-Q,
2-SIC

CB,
10%-Q,
3-SIC

CB,
10%-Q,
4-SIC

#	SRP-declassifications 93 80 72 64 58 93 80 66 52 40
N 14,106 10,052 4,051 1,864 1,097 6,856 4,620 2,043 985 569
Adjusted	R-Squared 0.831 0.804 0.751 0.837 0.874 0.825 0.803 0.783 0.846 0.883



DECLASSIFICATION AND FIRM VALUE:	WITH/WITHOUT SRP	TARGETING
Dependent	variable:	Q	

(1) (2) (3) (4) (5) (6) (7) (8)

Declassified -0.0122 0.0701 -0.0384 0.0522 -0.113* 0.0888 -0.107 0.168
(0.24) (1.01) (0.77) (0.74) (1.70) (0.74) (1.53) (1.22)

Declassified	*	SRP-Proposal -0.176** -0.182** -0.240* -0.278*
(2.05) (2.12) (1.87) (1.91)

Log(Assets) -0.432*** -0.432*** -0.365*** -0.365*** -0.294*** -0.282*** -0.259*** -0.263***
(6.37) (6.37) (5.33) (5.33) (2.87) (3.66) (2.65) (2.87)

R&D/Assets 1.897*** 1.897*** 1.151** 1.151** -0.298 -0.552 0.266 -0.550
(3.53) (3.53) (2.05) (2.05) (0.44) (1.07) (0.22) (0.51)

Other	controls	included Yes Yes Yes Yes Yes Yes Yes Yes
Firm	+	Year	Fixed	Effects Yes Yes Yes Yes Yes Yes Yes Yes

Matching	criterion Full	
sample

Full	
sample 10%-Q 10%-Q 10%-Q,

2-SIC
10%-Q,
2-SIC

10%-Q,
3-SIC

10%-Q,
3-SIC

P-value[Decl+Decl*SRP]	=	0 N/A 7.9% N/A 2.7% N/A 0.8% N/A 7.4%
#	SRP-declassifications 93 93 93 93 81 81 69 69
N 14,106 14,106 11,420 11,420 4,613 4,613 2,063 2,063
Adjusted	R-Squared 0.831 0.856 0.806 0.806 0.754 0.795 0.841 0.859



DECLASSIFICATION AND FIRM VALUE:	WITH/WITHOUT SRP	TARGETING
ONLY USING FIRMS WITH A CLASSIFIED BOARD IN 2011

Dependent	variable:	Q	
(1) (2) (3) (4) (5) (6) (7) (8)

Declassified -0.0559 0.0322 -0.0821 0.0146 -0.162** 0.00693 -0.109 0.112
(1.06) (0.46) (1.54) (0.20) (2.11) (0.06) (1.25) (0.75)

Declassified	*	SRP-Proposal -0.189** -0.195** -0.278** -0.293*
(2.24) (2.28) (2.13) (1.94)

Log(Assets) -0.389*** -0.388*** -0.315*** -0.315*** -0.273* -0.270* -0.225** -0.217**
(4.32) (4.32) (3.28) (3.28) (1.91) (1.89) (2.16) (2.07)

R&D/Assets 1.596** 1.597** 1.227 1.228 -0.157 -0.150 2.059 2.062
(1.99) (1.99) (1.45) (1.45) (0.12) (0.11) (1.43) (1.43)

Other	controls	included Yes Yes Yes Yes Yes Yes Yes Yes
Firm	+	Year	Fixed	Effects Yes Yes Yes Yes Yes Yes Yes Yes

Matching	criterion CB CB CB,
10%-Q

CB,
10%-Q

CB,
10%-Q,
2-SIC

CB,
10%-Q,
2-SIC

CB,
10%-Q,
3-SIC

CB,
10%-Q,
3-SIC

P-value[Decl+Decl*SRP]	=	0 N/A 1.3% N/A 0.4% N/A 0.4% N/A 4.6%
#	SRP-declassifications 93 93 93 93 76 76 61 61
N 6,856 6,856 5,988 5,988 2,610 2,610 1,202 1,202
Adjusted	R-Squared 0.825 0.825 0.807 0.807 0.746 0.790 0.852 0.869



SRP-DECLASSIFICATION &	R&D IN FIRM VALUE REGRESSIONS
Dependent	variable:	Q	

(1) (2) (3) (4) (7) (8)
Declassified	 -0.0337 0.0242 -0.0484 0.0170 -0.0719 -0.00428

(0.66) (0.35) (0.95) (0.24) (1.35) (0.06)
Declassified 0.859 1.154 1.296 1.662 1.536 1.940

*	R&D/Assets (0.69) (0.87) (1.01) (1.18) (1.18) (1.33)
Declassified	*	SRP-Proposal -0.0630 -0.0644 -0.0653

(0.72) (0.73) (0.74)
Declassified	*	SRP-Proposal -3.621* -4.033** -4.296**

*	R&D/Assets (1.84) (2.00) (2.11)
Log(Assets) -0.202 -0.204 -0.177 -0.179 -0.273 -0.279

(1.57) (1.58) (1.49) (1.51) (1.30) (1.33)
R&D/Assets 0.695** 0.691** 0.267 0.259 -0.0172 -0.0346

(2.06) (2.04) (0.70) (0.68) (0.03) (0.06)

Other	controls	included Yes Yes Yes Yes Yes Yes
Firm	+	Year	Fixed	Effects Yes Yes Yes Yes Yes Yes

Matching	criterion Full	sample Full	sample 10%-Q 10%-Q CB,
10%-Q

CB,
10%-Q

#	SRP-declassifications 93 93 93 93 93 93
N 14,106 14,106 11,420 11,420 5,988 5,988
Adjusted	R-Squared 0.856 0.856 0.832 0.832 0.833 0.834



AGGRESSIVENESS AND FAILURE OF SRP-DECLASSIFICATION &	FIRM VALUE
Dependent	variable:	Q	

(1) (1) (2)
Declassified 0.0213 0.0218 0.0512

(0.31) (0.32) (0.77)
Declassified	*	SRP-Proposal -0.110 -0.0972 -0.138*

(1.13) (1.02) (1.70)
Declassified	*	R&D/Assets 1.167 1.166

(0.88) (0.88)
Declassified	*	SRP-Proposal	*	R&D/Assets -1.436 -1.556

(0.57) (0.62)
Declassified	*	SRP	Precatory	Proposal	 0.136

(1.07)
Declassified	*	SRP	Precatory	Proposal	 -4.903*

*	R&D/Assets (1.69)
Declassified	*	Multiple	SRP	Proposals 0.119

(0.89)
Declassified	*	Multiple	SRP	Proposals -4.767*

*	R&D/Assets (1.62)
No	Declassification	SM -0.00796

(0.05)
Firm	+	Year	Fixed	Effects Yes Yes Yes
Other	Controls	Included Yes Yes Yes
N 14,106 14,106 14,106
Adjusted	R-Squared 0.856 0.856 0.856



ABNORMAL STOCK RETURNS FOR SRP-TARGETS THAT DECLASSIFIED
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POLICY

•Reconsidering	Allocation	of	Powers.

•Importance	of	Supermajority	Requirements.

•Clinical	Courses?



NOW …

•Around	20	companies	forced	to	
declassification	are	reaching	President	of	
Harvard	University	to	open	formal	
investigation	on	SRP.
•Other	companies	are	seeking	damages	for	
violation	of	securities	law.



Thank	You



SRP	TARGETING VERSUS DECLASSIFICATION IN FIRM VALUE REGRESSIONS
Dependent	variable:	Q	

(1) (2) (3) (4) (5) (6) (7) (8) (9)
SRP-Proposal -0.107** -0.123** -0.0740 -0.133*** -0.139** -0.0925 -0.158** -0.136* -0.0634

(2.10) (2.17) (1.24) (2.64) (2.46) (1.55) (2.31) (1.84) (0.95)
Declassified 0.0283 0.0725 0.00968 0.0550 -0.0329 0.132

(0.52) (1.05) (0.18) (0.78) (0.42) (0.93)
Declassified	*	SRP-
Proposal -0.129 -0.124 -0.263*

(1.39) (1.33) (1.75)
Log(Assets) -0.230 -0.230 -0.232 -0.222* -0.222* -0.224* -0.396 -0.395 -0.406

(1.30) (1.30) (1.31) (1.79) (1.79) (1.81) (0.97) (0.97) (1.01)
R&D/Assets -0.43*** -0.43*** -0.43*** -0.365*** -0.365*** -0.365*** -0.29*** -0.29*** -0.25***

(6.37) (6.37) (6.37) (5.33) (5.33) (5.33) (2.63) (2.64) (2.60)

Other	controls	included Yes Yes Yes Yes Yes Yes Yes Yes Yes
Firm	+	Year	Fixed	Effects Yes Yes Yes Yes Yes Yes Yes Yes Yes

Matching	criterion Full	
sample

Full	
sample

Full	
sample 10%-Q 10%-Q 10%-Q 10%-Q,

3-SIC
10%-Q,
3-SIC

10%-Q,
3-SIC

#	SRP-declassifications 93 93 93 93 93 93 69 69 69
N 14,106 14,106 14,106 11,420 11,420 11,420 2,063 2,063 2,063
Adjusted	R-Squared 0.831 0.856 0.856 0.806 0.806 0.806 0.841 0.841 0.841



ABNORMAL RETURNS OF PORTFOLIOS BUYING DECLASSIFYING FIRMS
Sample	
construction: Hold	for	full	60-month	period Add	firms	after	

declassification	announced
Invest	until	declassification	

announced
Declassifying	
firms: SRP Non-SRP Long-

short SRP Non-SRP Long-
short SRP Non-SRP Long-

short
(1) (2) (3) (4) (5) (6) (7) (8) (9)

Alpha	per	pear -1.60% 3.948%* -5.53%** -1.44% 5.304%** -6.744%* -0.33% 0.29% -0.62%
(0.74) (1.86) (2.04) (0.58) (2.40) (1.99) (0.11) (0.07) (0.12)

Market 1.160*** 1.009*** 0.151** 1.009*** 0.907*** 0.102 1.235*** 1.100*** 0.136
(22.20) (19.60) (2.30) (15.56) (15.72) (1.15) (15.45) (9.87) (1.01)

HML 0.0870 0.254** -0.167 0.0678 0.192* -0.124 0.175 0.354* -0.179
(0.85) (2.51) (1.29) (0.56) (1.77) (0.75) (1.17) (1.69) (0.71)

SMB 0.262*** 0.575*** -0.313*** 0.170* 0.558*** -0.388*** 0.336** 0.356* -0.0200
(3.21) (7.17) (3.05) (2.00) (7.40) (3.35) (2.23) (1.69) (0.08)

UMD -0.151** -0.152** 0.001 -0.147* -0.231*** 0.0836 -0.230** -0.0368 -0.193
(2.49) (2.53) (0.01) (1.91) (3.37) (0.79) (2.42) (0.28) (1.21)

N 60 60 60 45 45 45 42 42 42
R-sq 0.929 0.927 0.193 0.895 0.922 0.256 0.926 0.836 0.092


