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Abstract

Fundamental change is happening in asset management — the shift from actively managed funds
to index funds. This money mass migration into index funds has far-reaching consequences,
because it leads to a concentration of corporate ownership in the hands of the ‘Big Three’ asset
managers. We call BlackRock, Vanguard, and State Street the ‘New Permanent Universal
Owners’ as they are invested indefinitely in thousands of member firms of stock indexes. We
provide novel findings on the combined ownership of the Big Three in 17 major stock indexes
from nine countries. Furthermore, we shed light on the impact of index funds on the dichotomy
between ‘patient’ and ‘impatient’ capital. The Big Three have proclaimed themselves
champions of long-termism. We analyze their voting behavior in five countries concerning two
proxies for corporate short-termism: share buybacks, and mergers and acquisitions. So far, they
have not unambiguously acted as champions of long-termism.
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1. Introduction

There is a fundamental change happening in the sphere of financial investment. Institutions as
well as private investors are increasingly shifting money from actively managed mutual funds
into passively managed index funds. Index funds replicate established stock indexes, such as
the S&P 500 in the US or the FTSE 100 in the UK while minimizing investor fees. Because



they do not actively buy and sell stocks based on expected future results but merely follow
the market this is called passive asset management. The main reason for this capital migration
is that index funds are much cheaper than actively managed funds but deliver similar returns
compared to the vast majority of active funds. In this way, from 2006 to mid-2017 almost
US$2.7 trillion has flown out of actively managed equity funds globally, while over US$2.6
trillion has flown into index equity funds (Sushko and Turner 2018). This money mass-
migration of at least US$5.3 trillion constitutes an unprecedented shift in investment behavior
in just one decade. A crucial difference between the actively managed mutual fund industry
and the passively managed index funds industry is that the former is fragmented with many
small players and only a few large ones, such as Fidelity and Capital Group, whereas the
latter is highly concentrated in just three large US asset managers. BlackRock, VVanguard, and
State Street, or simply the ‘Big Three’, together manage over 90 percent of all assets under
management in passive equity funds (Fichtner, Heemskerk and Garcia-Bernardo, 2017,
p.304). For the sake of brevity we use the term ‘index’ to denote the broader category of tools
for passive investment strategies, including index mutual funds and exchange traded funds
(ETFs). Because of the dominance of the ‘Big Three’ in the passive asset management
industry the ongoing capital migration into index funds has far-reaching consequences for
publicly listed corporations in many countries that have developed equity markets, because it

is leading to a concentration of corporate ownership.

More and more investors have finally realized that a majority of active asset managers are not
able to beat the returns of major stock indexes over a longer period time, but nonetheless
charge substantially higher fees than passively managed index funds. Figure 1 shows the
global flows out of actively managed equity funds and the inflows to index tracking equity
funds (index mutual funds and ETFs) from 2006 to mid-2017. It is evident that there have
been continuous (and growing) outflows from the diverse group of actively managed funds,
which have reached almost US$2.7 trillion by mid-2017. On the other hand, the concentrated
group of passive asset managers has recorded inflows of over US$2.6 trillion. It seems very
likely that this money mass-migration is going to persist in the coming years. In fact, it could
even accelerate because the adoption of index funds in Europe (and other regions) has been
much less progressed compared to the United States. That may be about to change. In 2017
European index funds had a record growth rate of 40 percent, and recently implemented EU
regulation such as MiFID Il is widely seen as facilitating further growth in the next years
(Thompson, 2018).



Figure 1. The global shift from actively managed to index funds in equities (trillion US$)
3

Passive equity funds  m Active equity funds

-3
Source: Sushko and Turner (2018).

Corporate ownership determines corporate control, which, in turn, directly influences key
corporate governance issues, such as executive remuneration, the conflictive relationship
between (short-term) shareholder value maximization and long-term investment as well as a
range of environmental and social concerns. The persistent investment shift into index funds,
therefore, is leading to a centralization of significant proportions of corporate control
primarily in the hands of just three American asset managers. The fragmented actively
managed mutual funds industry is characterized by centrifugal market forces — there is no
significant advantage from being much bigger than the competitors. In contrast, first-mover
advantage combined with powerful economies of scale — centripetal market forces — make it
unlikely that the dominant position of this trio of passive asset managers is going to be
challenged in the near future. We thus call BlackRock, Vanguard, and State Street the ‘New
Permanent Universal Owners’ as they are invested indefinitely in thousands of firms that are

members of major international stock indexes, unless the composition of an index changes.

The Big Three passive asset managers form a kind of ‘natural oligopoly”’ in the index fund
industry. Perhaps surprisingly this dominant market position so far has led to a significant
reduction of investor fees for both actively and passively managed funds (Bogle, 2016).



Index funds are a business of scale and therefore the Big Three try to attract as much inflows
as possible (Jahnke, 2017). Lowering fees (temporarily) is one way of achieving that goal.
Some have called this development the ‘democratization of investment’ (Novick, 2017), but
concomitantly the Big Three may have become the ‘de facto permanent governing board’
(Haberly and Wojcik, 2015) for a quickly rising number of publicly listed corporations in the
United States and other countries. A growing body of literature in the fields of law and
economics argues that there is increasing ‘horizontal ownership’ (Elhauge, 2016) — which
means that competing listed firms now often have the same ‘common owners’ (Schmalz,
2018), such as index funds or other large investors (e.g. Berkshire Hathaway, Fidelity or
SoftBank). This situation could lead to less competition between listed firms active in the

same market and thus potentially cause higher prices for consumers.

Despite the high relevance of the continuing rise of the Big Three US index fund providers
for topics such as corporate governance and comparative political economy, the issue has
received relatively little scholarly attention so far. Moreover, the few studies that exist have
focused primarily on the United States (Appel, Gormley and Klein, 2016; Fichtner,
Heemskerk and Garcia-Bernardo, 2017). In this paper, we provide novel findings on the
combined ownership of the Big Three in 17 major stock indexes from nine countries. In
addition, we analyze the voting behavior of the New Permanent Universal Owners in France,
Germany, Japan, the United Kingdom, and the United States. As index funds are unable to
sell shares of firms with whose behavior or performance they are dissatisfied, their primary
channel of influence is through their voting at annual general meetings (AGMSs). This is
combined with and supported by private engagements with the management of investee
companies. The Big Three are passive investors, but they are active owners (Appel, Gormley
and Klein, 2016).

One specific topic that we bring to the fore in this paper is the impact of index funds on the
dichotomy between ‘patient’” and ‘impatient’ capital. Traditionally, the ‘liberal market
economies’ (LMEs) of the United States and the United Kingdom are associated with
impatient capital in the form of financial market actors that demand widely-held listed firms
to maximize short-term shareholder value. Activist hedge funds epitomize this impatient
capital that continuously seeks to extract short-term financial gains (Buchanan, Chai and
Deakin, 2018; Fichtner, 2015; Goyer, 2006, 2011). On the other end of the spectrum,

Germany and Japan are often seen to possess patient capital - ‘ownership that allows for the



realization of long-term management strategies’ (Culpepper, 2011: 26) - in the form of long-
term oriented banks and strategic blockholders, such as families or conglomerates
(Culpepper, 2005, 2011; Hall and Soskice, 2001; Yamamura and Streeck, 2003). The rise of
BlackRock, Vanguard, and State Street as the New Permanent Universal Owners adds an
unexpected twist to this comparative political economy debate. Even though the Big Three
are asset managers with clear American roots they could, at least theoretically, facilitate
patient capital. Or, in the words of Braun (2015: 268), ‘an economy dominated by asset
managers seeking low-cost exposure to the market portfolio may, in principle, open up the
possibility for the internalisation of externalities, the formation of long-term orientations, and
the provision of “patient capital”’. And, in fact, the CEO of BlackRock, Larry Fink, has
publicly confirmed this stance in his 2018 letter to CEOs (BlackRock, 2018):

“BlackRock cannot express its disapproval by selling the company’s securities as long as that
company remains in the relevant index. As a result, our responsibility to engage and vote is
more important than ever. In this sense, index investors are the ultimate long-term investors —
providing patient capital for companies to grow and prosper.”

The CEO of State Street Global Advisors, Cyrus Taraporevala (2018), concurs by stating:
“We are essentially permanent capital and cannot turn the S&P 500 into the S&P 499. That
means we need to take a long-term perspective on behalf of our clients. At a time when some
activist shareholders are keen on extracting short-term profits from companies, we provide a
healthy and necessary counterweight.” We engage these statements with the appropriate
amount of scholarly skepticism in this paper. It seems clear that the Big Three face increasing
demands by their investors and the public to actively use their enormous voting rights to
improve the corporate governance of their investee companies. In fact, they have a fiduciary
duty to do so. However, it is still unclear whether they really have the intent and the capacity
to actively influence corporate governance. BlackRock has increased its corporate
governance department from 20 members in 2014 to 33 people in 2017 (out of a total staff of
13,000), Vanguard (with about 16,600 employees) more than doubled its corporate
governance team from 10 in 2015 to 21 in 2017 (Bioy et al., 2017). However, compared to
their thousands of international portfolio companies this is still very little. Previous research
has found that in most cases the Big Three vote with management and rarely support
shareholder proposals (Bioy et al., 2017; Fichtner, Heemskerk and Garcia-Bernardo, 2017).

The New Permanent Universal Owners have accumulated unprecedented ownership positions



in major listed corporations around the world but the precise level and nature of their

influence is still opaque.

In order to shed light on these key developments, this paper is structured as follows. The next
section discusses the literatures from political economy, economic sociology and
management studies that are pertinent for this phenomenon. This includes the work by Useem
(1996) on ‘investor capitalism’ and the rise of mutual funds, the ‘universal owners’ argument
by Hawley and Williams (2000) and what they call ‘fiduciary capitalism’, and finally the
‘new finance capitalism’ thesis by Davis (2008). Subsequently, in section three we provide
new data on the combined ownership of the Big Three in the publicly listed corporations of
nine developed countries in 2018. In total, we analyze 17 major international stock indexes.
We find that the aggregated mean ownership of the Big Three in the pivotal S&P 500 index
has crossed the threshold of 20 percent for the first time by early 2018. This means that
BlackRock, Vanguard, and State Street, seen together, are the largest shareholder in almost
90 percent of the largest American corporations. While the mean ownership of the Big Three
in the British FTSE 100 is only about 10 percent, they are the largest shareholder in almost 60
percent of all member companies. In Germany and Japan, the New Permanent Universal
Owners are already the largest shareholder in 40, respectively 30 percent of the members of
the dominant national stock indexes. Section four focuses on the role of the Big Three passive
asset managers for the provision of patient capital. Here we analyze the voting behavior of
BlackRock, Vanguard, and State Street in five countries concerning two proxies for corporate
short-termism: share buybacks as well as mergers and acquisitions. We find that, so far, the
Big Three have not unambiguously acted as champions of long-termism. On the contrary,
their voting has tended to support these two short-termist measures often demanded by
activist shareholders (i.e. impatient capital). In addition, our analysis shows that the voting
behavior of BlackRock, Vanguard, and State Street is highly congruent with
recommendations by ISS and Glass Lewis, the dominant proxy voting advisors. This could be
an indication that the Big Three de facto still outsource much of their voting at AGMs. The
final section concludes by reflecting on the future role of the New Permanent Universal

Owners in global corporate governance.



2. The political economy of asset managers

Arguably the first modern institutional investors were created in the late 1920s in the Boston
area when mutual fund companies such as State Street and Wellington offered open-end
funds that for the first time enabled the continuous issuance and redemption of shares (Fink,
2008). However, their size remained relatively small for nearly the next five decades and thus
they did not play a key role for corporate control. Berle and Means found in their seminal
study in the early 1930s that most listed companies did not have large controlling owners.
Instead they argued that there was a separation of ownership and control: ‘the dissolution of
the old atom of ownership into its component parts, control and beneficial ownership.” (Berle
and Means, 1967 [1932]: 8). The decades before the 1930s had been marked by concentrated
ownership in the hands of business tycoons such as J.P. Morgan and J.D. Rockefeller. The
rise of small private investors that Berle and Means had found evidence for meant that the
power over publicly listed corporations had mostly shifted to management. About five
decades later Chandler (1977) introduced the term ‘managerial capitalism’ to capture the
powerful position of management: control over the firm was exercised by hired, professional
managers not by shareholders (see Knafo and Dutta, 2016 for an account of the rise of

financialized managerialism in the 1960s).

Two decades later, Useem (1996) coined the term ‘investor capitalism’ to acknowledge the
fact that by the mid-1990s the management of US listed corporations had to take into account
the interests of large institutional investors. Indeed, as Jahnke (2017) showed, institutional
investors held more than 50 percent of US corporate equities for the first time in 1996, up
from about 15 percent in 1965. According to Useem (1996: 206-207), the new relations
between investors and managers resembled a nonhierarchical network — ‘formal “principal-
agent” relations (...) have given way to negotiated relations between coequals.” Hawley and
Williams (2000) have extended the work of Useem by introducing the terms ‘universal
owners’ and ‘fiduciary capitalism’. Their argument primarily focused on US public pension
funds, such as CalPERS, which through growth and diversification had become significant
long-term owners in a great number of US listed corporations. As fiduciaries for their
investors, they thus (should) had an interest in the long-term performance of the entire

economy, not in the short-term performance of single companies.



However, during the next two decades the management of assets has increasingly shifted
from public pension funds to privately owned and for the most part profit-oriented asset
managers. Thus, Davis (2008) argued that there was a ‘new finance capitalism’ in which a
small number of actively managed mutual funds, such as his main example Fidelity, have
become large shareholders in a surprisingly high number of US listed firms. Though
reminiscent of the era when J.P. Morgan and J.D. Rockefeller controlled many large
American corporations, Davis (2008: 13) found that active mutual funds mostly eschewed
active participation in corporate governance and therefore concluded that ‘networks of
concentrated yet liquid ownership without control seem to be the distinctive feature of the

new finance capitalism.’

Then came the global financial crisis. Similar to many other politico-economic domains, the
crisis has caused significant change in the sphere of investing. The most important change
was the shift towards passive investing. Arguably, Braun (2015) was the first social scientist
to study this influential change and to provide some cogent conclusions. He identified the
development of ETFs (exchange traded funds) as a crucial new ‘market device’ for the
‘socio-technical agencement’ of passive investors. Moreover, Braun (2015: 268) argued that
index investors are — in principle — in a good position to provide ‘patient capital’ to their
investee companies, which could foster the ‘internalisation of externalities’ and the
development of long-term orientations. Fichtner, Heemskerk and Garcia-Bernardo (2017)
built upon the contributions by Davis (2008) and Braun (2015); for the first time they
identified that the growth of index investing has led to the rise of the ‘Big Three’ US passive
asset managers BlackRock, VVanguard and State Street. Making both an empirical and a
theoretical contribution, Fichtner, Heemskerk and Garcia-Bernardo (2017) found that the Big
Three utilize coordinated voting strategies in the annual general meetings of their investee
companies and thus employ centralized corporate governance strategies. Moreover, they
determined that the Big Three, seen together as one investor block, already constituted the
largest shareholder in 88 percent of all S&P 500 firms in 2015. The Big Three generally are
not able to sell (‘exit’ in the vocabulary of Hirschman, 1970), because they are almost
entirely passive asset managers — the proportion of actively managed equity funds that they
offer is well below twenty percent of their total assets under management in equities and
declining. Fichtner, Heemskerk and Garcia-Bernardo (2017) argued that they are able to
‘voice’ concerns to management in their thousands of ‘private engagements’ every year. This

could also result in the situation that the Big Three exert forms of ‘hidden power’ because



company executives may be prone to internalizing the known objectives of their large

permanent investors.

The rapidly rising inflows since 2008 (see Figure 1) mean that the Big Three have become
ever larger owners in ever more publicly listed firms in the United States, but increasingly
also in other countries. In this way, the rise of the New Permanent Universal Owners is
profoundly changing global corporate ownership. We argue that the institutional investors
that Hawley and Williams (2000) wrote about — primarily large US pensions funds — have not
been truly universal owners, because, even though they held a large quantity of small stakes
in hundreds of listed corporations in the United States, they did not hold the entire stock
market in their portfolio, as the Big Three practically do. And outside the United States, their
holdings remained quite limited. In hindsight, the group of investors addressed by Hawley
and Williams should arguably be better characterized as very broad yet transient owners,
because even though they partly used internal index tracking strategies they still retained the
possibility to sell individual companies. For them, index tracking was just a discretionary
strategy to reduce cost, which could be changed frequently. In contrast, low-cost index
tracking is the dominant business model for BlackRock, VVanguard, and State Street and
therefore they are permanent and truly universal owners that are unable to sell individual

companies.

3. The global corporate ownership of the New Permanent Universal Owners

To shed empirical light on the claim of universal ownership by the Big Three we collected
data from Bureau van Dijk’s ORBIS, an authoritative and often used database for academic
research into patterns of corporate ownership (Fichtner et al 2017; Garcia-Bernardo et al
2017; Vitali et al 2011). A few numbers demonstrate the near universal ownership by the Big
Three passive asset managers. By mid-2018, BlackRock held ownership in at least 9,390
publicly listed corporations around the world. VVanguard even held positions in over 10,160
companies. State Street is somewhat smaller and held ownership in approximately 5,910
firms. The best comparison to these new private universal owners is the large sovereign
wealth fund (SWF) of Norway, which held shares in over 8,500 listed firms globally.

However, most of its holdings are much smaller compared to the Big Three.



BlackRock, Vanguard and State Street are American asset managers. Both index mutual
funds and ETFs have been developed in the United States, and it is here that the adoption of
these passive investment vehicles is most pronounced. Hence, it is understandable that most
of this emerging literature on passive asset managers has focused on the United States
(Appel, Gormley and Keim, 2016; Fichtner, Heemskerk and Garcia-Bernardo, 2017).
However, we would like to shed new light on some of the existing blind spots. Consequently,
we have analyzed the holdings of the New Permanent Universal Owners in many more
countries than just the United States. Table 1 shows the three and five percent blockholdings

of BlackRock, Vanguard and State Street in 25 countries by early 2018.

Table 1. Global ownership profiles of the New Permanent Universal Owners

BlackRock Vanguard StateStreet] Norway
Country 3% 5% 3% 5% 3% 5% 3% 5%
Us 2428 2011 2523 1797 1283 355 22 4
UK 346 229 216 12 47 4 63 9
Japan 190 141 12 0 0 0 39 2
Australia 81 70 135 31 5 5 15 1
Germany 65 35 21 1 1 0 67 7
Taiwan 60 6 204 0 0 0 0 0
France 51 31 8 0 1 0 12 2
Canada 46 25 31 5 1 0 0 0
Bermuda 41 29 33 26 13 3 4 1
Ireland 33 25 26 17 16 4 1 1
Netherlands 29 15 12 5 5 1 6 2
Cayman IsL 28 13 16 7 2 1 1 1
Brazil 26 10 12 0 0 0 3 0
South Korea 25 4 1 0 0 0 12 2
Switzerland 24 9 10 2 3 0 8 0
Spain 22 6 6 0 0 0 15 0
South Africa 17 4 52 0 0 0 5 0
China 17 16 2 0 0 0 2 2
Mexico 15 4 7 0 0 0 5 0
Italy 15 14 1 0 0 0 7 0
Sweden 14 5 7 0 1 1 15 4
Finland 12 6 3 0 0 0 4 0
India 10 0 8 0 0 0 10 0
Belgium 9 2 2 0 0 0 4 0
Hong Kong 7 2 3 0 1 1 0 0
Total 3611 2712 3351 1903 1379 375 320 38

Source: Authors’ calculations based on Orbis (2018).

Three percent is the threshold when ownership in a publicly listed corporation has to be
reported in many countries, five percent is the reporting threshold in the United States and
widely used in the literature on American corporate governance. As a comparison we have

added the Norwegian SWF, which is the largest state-owned investor. The majority of
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blockholdings of the Big Three are located in the United States. Vanguard owns three percent
blockholdings in over 2,500 listed firms in the United States, and BlackRock owns only
slightly less. However, it becomes evident that BlackRock has ‘deeper’ ownership as it holds
over 2,000 five percent blocks, whereas VVanguard owns only about 1,800. State Street also
has a very broad ownership profile in the US with almost 1,300 three percent blocks but is

generally significantly smaller than the other two index fund giants.

The country in which the New Permanent Universal Owners have their most blockholdings
after the United States is, perhaps unsurprisingly, the United Kingdom. The UK is also
considered as a liberal market economy, in which financial markets play a central role.
BlackRock and Vanguard hold hundreds of blockholdings in British listed corporations. State
Street is smaller, but the UK also is the second largest country for them, similar to BlackRock
and Vanguard. But there are also some significant regional differences. BlackRock has 190
three percent holdings in Japanese corporations, whereas Vanguard only has 12 and State
Street none. In contrast, Vanguard has significantly more blockholdings than BlackRock in
Australia and Taiwan. This can either be because of specific index funds investing in these
countries that have become popular with American (or European) investors, or because
BlackRock and Vanguard have gained significant assets under management from investors
based in these countries that invest domestically. In the vast majority of countries shown
here, the number of blockholdings by the Big Three is below one hundred and thus much

smaller than in the United States.

Another interesting finding evident in Table 1 is the surprisingly high number of
blockholdings of BlackRock, VVanguard, and State Street in three relatively small jurisdictions
that act as prominent offshore financial centers catering to multinational corporations:
Bermuda, the Cayman Islands and Ireland (Fichtner, 2016; Garcia-Bernardo, Fichtner, Takes
and Heemskerk, 2017). Big Chinese internet corporations domicile holding companies in the
Cayman Islands in order to list their shares abroad (e.g. Alibaba, Baidu and Tencent),
whereas some large US corporations have shifted their legal domicile for tax reasons to
Ireland through so-called ‘corporate inversions’ (e.g. Accenture, Allergan and Medtronic).
Hence, the blockholdings in these tax havens in reality mostly are ownership positions in
large American and Chinese corporations. In general, the global ownership profiles of the Big
Three are concentrated in the developed economies of the OECD world. The number of

blockholdings in ‘emerging economies’ such as Brazil, China and India are quite low,
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especially 5 percent blockholdings. However, it has to be noted that VVanguard holds over 50

blockholdings in South African corporations.

The comparison with the Norwegian SWF is instructive. The state-owned fund is not bound
by any specific investment strategy, such as index tracking or particular country weights but
does follow a portfolio approach to diversify its investments internationally. Therefore, the
ownership profile is much more evenly balanced than those by the Big Three. The number of
blockholdings in American corporations is much smaller than those of State Street, the
smallest of the three large passive asset managers. However, it has to be noted that in
hundreds of companies the Norwegian SWF holds stakes of one or two percent, which thus
do not appear in this table. This partly explains the surprisingly low number of blockholdings
in American corporations. In other countries, such as Germany and Sweden, Norway even
holds more three percent blockholdings than BlackRock. Thus, Norway is a quasi-universal
owner but in contrast to the Big Three this large SWF is not necessarily a permanent owner
as it is continually adjusting its strategy and has, for example, decided to divest from coal,
tobacco and weapons-producing companies (Carrington, 2015).

One could also set the bar higher and analyze blockholdings of more than ten percent, which
can be seen as very influential. In mid-2018 BlackRock held about 860 of such substantial
ownership positions globally with the vast majority being located in the United States, but
also some in the UK, e.g. in the Anglo-Australian mining giant BHP Billiton. VVanguard held
510 such blockholdings, most of them in American corporations, including household names
such as Goodyear Tire and Xerox. State Street’s ownership is not as deep and therefore it
only held 14 blockholdings above ten percent, which, however, include large aerospace and
defence corporations such as United Technologies, Lockheed Martin and Northrop
Grumman. The SWF of Norway has 15 ten percent blockholdings, which are mostly in

medium-sized Norwegian companies (Orbis, 2018).

The absolute number of blockholdings by country is an important aspect of the global
ownership by the Big Three index fund providers but it is certainly not the only relevant one.
The raw number of blockholdings does not tell much about the level of corporate control
potentially exerted by the New Permanent Universal Owners because it does not take into
account the different national ownership structures. The traditional view is that in LMESs

(primarily the US and the UK) the ownership of publicly listed corporations is dominated by
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many different small investors and thus remains fragmented (i.e. the separation of ownership
and control). In contrast, the corporate ownership in coordinated market economies (CMES)
has been more concentrated in the hands of strategic blockholders. In Germany, for many
decades this had been large private banks and insurance companies, but in the late 1990s
these investors mostly sold their blockholdings due to new domestic tax legislation and the
aim to expand abroad through mergers and acquisitions (Hopner and Krempel, 2004; Jackson
and Sorge, 2012). Their position as large owners was mostly taken over by private investors,
such as families, which held blockholdings of at least 25 percent in almost one third of the
160 largest listed German corporations in 2011 (Fichtner, 2015). Lehrer and Celo (2016) thus
use the term ‘German family capitalism’ to characterize this political economy. In Japan,
large conglomerates (known as keiretsu) still have many block- or crossholdings in listed
corporations (Witt and Reading, 2013), although their role has declined somewhat in the last
two decades. In other countries, the state is a large owner of publicly listed corporations. This
is partly the case in France, but much more so in the ‘state-permeated market economies’
(Nolke et al., 2014) of Brazil, China and India. Hence, existing national corporate ownership
structures largely determine the level of corporate control that (foreign) private investors,

such as BlackRock, VVanguard and State Street are able to exert.

In the next step, we analyze the level of potential corporate control by the Big Three passive
asset managers in 17 major stock indexes from nine countries. We analyze the combined
ownership position of BlackRock, VVanguard and State Street because together they dominate
the global index fund industry. Being almost entirely index tracking asset managers gives the
Big Three similar incentives to behave in terms of corporate governance (Fichtner,
Heemskerk and Garcia-Bernardo, 2017). Another reason why company executives likely see
them as one fairly homogenous group of permanent owners is the fact that their voting
behavior is very similar (Bubb and Catan, 2018). In Figure 2, we provide the mean ownership
of the Big Three in each stock index. This is a good indicator for how much assets under
management the three passive asset managers have in that particular stock market; again, this
could be due to cross-border investment, e.g. American investors buying index funds that
invest in Germany or due to domestic investment, i.e. German investors buying index funds
that track the national stock market. In addition, we show the proportion of firms in which
BlackRock, Vanguard and State Street, seen together, are the largest, second largest and third

largest owner.
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Figure 2. Ownership of the Big Three in major stock indexes in early 2018

Percentage of firms in which the Big Three are 1st (red),
2nd (orange) and 3rd (yellow) largest owner

S&P 500 (US) - 20.1%
Dow Jones 30 (US) - 18.5%
Nasdaq 100 (US) - 16.6%

FTSE 100 (UK) - 10.7%

EURO STOXX 50 (Europe) - 8.2%
DAX 30 (DE) - 7.9%

FTSE 350 (UK) - 7.3%

CAC 40 (FR) - 7.1%

STOXX 600 (Europe) - 6.8%

SMI 20 (CH) - 6.4%

AEX 25 (NL) - 6.3%

TOPIX 100 (JP) - 6.3%

NIKKEI 225 (JP) - 5.6%

Index (country) - mean ownership of the Big Three

IBEX 35 (ES) - 5.5%
MDAX 50 (DE) - 4.8%
FTSE MIB 30 (IT) - 4.4%

CAC All-Tradable 250 (FR) - 2.0%

0% 10% 20% 30% 40% 50% 60% 70% B80% 90% 100%

Source: Authors’ calculations based on Orbis (2018).

The mean ownership of the Big Three is highest in the S&P 500 index. In 2015, the
combined mean ownership in the 500 largest American corporations had been 18.8 percent,
according to Fichtner, Garcia-Bernardo and Heemskerk (2017). By early 2018, the combined
ownership by the New Permanent Universal Owners has jumped over the threshold of 20
percent. This means that the Big Three are the largest owner in almost 90 percent of the S&P
500 firms. The remaining roughly ten percent are dominated by large private blockholders,
e.g. Larry Page and Sergey Brin control Alphabet (i.e. Google), Jeff Bezos holds almost 17
percent of Amazon, Facebook is controlled by Mark Zuckerberg, and the Walton family
owns the majority of Walmart. The relative absence of these privately controlled corporations
explains why the dominance of the Big Three is slightly larger in the Dow Jones 30 than in
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the S&P 500, even though the mean ownership is lower in the former than in the latter index.
Lower mean ownership and the fact that quite a few technology companies have blockholders
explains the smaller proportion of 70 percent of Nasdaq 100 firms in which the Big Three
represent the biggest shareholder.

As mentioned above, the UK is the second largest market for BlackRock, Vanguard and State
Street. Here their mean ownership in the FTSE 100 companies is almost 11 percent. This
translates into the situation that the Big Three are the largest owner in approximately 60
percent of the FTSE 100 corporations. In addition, they are the second and third largest
owner in another 25 percent. Note that in the FTSE 350, which contains smaller and more
domestically oriented corporations, the Big Three have a mean ownership of about seven
percent and are the dominant owner in only 30 percent of member firms. We have analyzed
two stock indexes that include companies from multiple countries, the widely used EURO
STOXX 50 (which includes the largest companies from the Eurozone) and the broader
STOXX 600 (which also includes companies from countries such as Switzerland and the
UK). The EURO STOXX 50 shows that it is instructive to also show the proportion of firms
in which the Big Three are the second largest owner. With 40 percent this is actually slightly
higher than the number of corporations in which they are the largest. On balance, this means
that BlackRock, VVanguard and State Street are the largest or second largest owner in almost
70 percent of the 50 largest corporations based in the Eurozone countries. Hence, the Big
Three are increasingly occupying a very influential position in European corporate
governance. This argument is also substantiated by the fact that the three US passive asset
managers are already the largest owner in 40 percent of the largest 30 German publicly listed
corporation with a mean ownership of almost eight percent. In the German MDAX 50 index,
which contains many family-controlled firms, their role is much less influential. Their
position is slightly less dominant in France, where the proportion of firms in which the Big
Three are the largest owner is 20 percent in the CAC 40 index; in the broad CAC 250 their

ownership is almost negligible.

The case of Switzerland is very interesting because a number of very large multinational
corporations are based there, such as ABB, Nestlé, Novartis, Roche and UBS. Interestingly,
the SMI 20 is one of the few indexes in which the proportion of firms in which the Big Three
are the second biggest owner (45 percent) is larger than the share in which they are the largest

(30 percent). The fact that they are among the largest shareholders in over 75 percent of the
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largest listed corporations makes the New Permanent Universal Owners a central factor for
Swiss corporate governance. In the Dutch AEX 25 index the mean ownership by the Big
Three of about six percent is similar to that in Switzerland, but the proportion of firms in
which they are the largest shareholder is slightly lower with 25 percent.

For Japan we have analyzed the two dominant stock indexes, the TOPIX 100 and the Nikkei
225. Although the mean ownership of the Big Three is relatively low in both indexes with
around six percent, the proportion of firms in which they are the largest or second largest
owner is surprisingly large: over 50 percent in the TOPIX 100 and almost 40 percent in the
Nikkei 225. However, it is not clear whether the massive buying of ETFs by the Bank of
Japan is reflected in the data. Therefore, more research is needed on Japan. Finally, in Spain
(IBEX 35) and Italy (FTSE MIB 30) the Big Three do not yet occupy a pivotal role in
corporate ownership, most likely due to the combination of a low adoption of index funds and
the existence of domestic blockholdings. However, they are already among the three largest
shareholders in more than 40 percent of the member firms of the dominant national stock

indexes.

In short, BlackRock, Vanguard and State Street have become a crucial factor concerning
corporate ownership in the United States and the United Kingdom. Seen together, they are the
largest owner in the majority of member firms of the dominant American and British stock
indexes. In continental Europe, the ownership of the Big Three is slightly smaller, but
nonetheless they are among the largest owners of most large listed corporations — and index
funds are growing considerably there. The same holds for Japan, where despite the
persistence of keiretsu and corporate crossholdings the Big Three have become a major
owner in the two most important stock indexes. Hence BlackRock, Vanguard and State Street

have become major corporate owners in liberal and in coordinated market economies alike.

We have shown above that the rise of the New Permanent Universal Owners is having a
profound impact on the corporate ownership in many countries as money is increasingly
flowing into index funds. Thus, in the next section we analyze the voting behavior of the Big
Three regarding two issues that are decisive for the dichotomy between patient and impatient

capital.
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4. The impact of index funds on patient capital, and the claim of long-termism

It has often been argued that patient capital constitutes a central feature of coordinated market
economies, such as Germany or Japan, because it protects corporations from hostile
takeovers, ‘thus freeing them from obsessive concern with short-term market indicators’
(Culpepper, 2005: 175). In the liberal market economies of Anglo-American pedigree firm
behaviour generally is much more oriented towards the maximization of short-term profits,
often driven by ‘impatient capital’ in the form of activist hedge funds and other investors
(Buchanan, Chai and Deakin, 2018; Fichtner, 2015; Goyer, 2006, 2011). As already
mentioned above, BlackRock portrays itself as a champion of long-termism and patient
capital by stating that ‘index investors are the ultimate long-term investors — providing
patient capital for companies to grow and prosper’ (BlackRock, 2018). In addition, Braun
(2016) has rightly argued that index fund providers such as the New Permanent Universal
Owners should — in principle — be able to foster long-term firm strategies and thus supply
patient capital. This connects to an argument made by Hawley and Williams (2000: xv)
almost twenty years ago: ‘A universal owner’s cumulative long-term return is determined not
merely by the performance of each individual firm it owns, but by the performance of the
economy as a whole.” They even go as far as claiming that universal owners ‘occupy a quasi-
public policy position as having an economic interest in the long-term health and well-being
of the whole society’ (Ibid.).

In his 2018 letter to CEOs, Larry Fink in fact has implicitly argued along the same lines as
Hawley and Williams (2000). Fink has explicitly asked corporations to formulate strategies
for long-term growth and not to focus too much on quarterly results. Together with Jamie
Dimon, the CEO of JPMorgan Chase, Fink has called on companies to drop quarterly profit
forecasts in order to curb short-termism (Norton, 2018). Moreover, in his annual letter Larry
Fink has even stated that companies also have to serve a social purpose in addition to making
profits: ‘To prosper over time, every company must not only deliver financial performance,
but also show how it makes a positive contribution to society’ (BlackRock, 2018). From a
publicly listed and therefore profit-driven asset manager these are strong and unprecedented
words. As social scientists, we approach this statement with the necessary dose of skepticism
and thus seek to empirically analyze whether the Big Three have acted as champions of long-
termism through their voting behavior at corporate AGMs or whether they have supported

short-termism, i.e. acted as impatient capital.

17



Short-termism is a much debated and important phenomenon which, however, is not easy to
measure empirically. Jackson and Petraki (2011: 5) provide a good definition by arguing that
‘short-termism involves situations where corporate stakeholders (...) show a preference for
strategies that add less value, but have an earlier payoff relative to strategies that would add
more value in the long run’. Furthermore, they argue that corporate short-termism arises from
a complex social interaction between various stakeholders — primarily shareholders and
managers but also gatekeepers such as rating agencies and auditors — in which a shortening of

time horizons is produced by mutually reinforcing orientations and incentives (lbid.).

Deeg and Hardie (2016) have provided a very useful framework to distinguish between
patient and impatient capital, which is based on three consecutive questions or dimensions.
The first dimension is the investment time horizon (i.e. short or long-term), the second is
whether the investor uses ‘voice’ to push for measures to increase the share price in the short-
term, and the third is whether the long-term investor that does not engage in pursuit of short-
term performance then ‘exits’ (sells) due to concerns concerning the short-term performance
of the firm. Note that a long-term investment time horizon is a necessary but not sufficient
condition for patient capital in this framework. Deeg and Hardie (2016) ascribe a high level
of patience to index funds because of their inability to exit and their high degree of loyalty.
While we agree that index funds tend to be loyal by design, we argue that it is crucial to
analyze the concrete voting behavior of investors in order to be able to assess whether they

have encouraged short-termism or long-termism in their investee firms.

To study whether the Big Three passive asset managers have contributed to short- or long-
termism (i.e. patient or impatient capital) of publicly listed firms we select two of the
arguably most significant proxies for corporate short-termism: share buybacks and mergers
and acquisitions. Share buybacks represent immediate payoffs to shareholders and the funds
used for buybacks cannot be used for measures that could increase long-term firm value, such
as research and development or the retraining of employees. The main intended effect of
share buybacks is that they reduce the number of outstanding (i.e. publicly traded) shares.
This improves a range of financial firm ratios that have been advocated by proponents of
shareholder value maximization, such as earnings per share (EPS). Repurchased shares are
either canceled or kept as treasury shares (with the primary aim to use them for mergers and

acquisitions and/or for stock-based executive remuneration). As such, share buybacks
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constitute pure short-term financial engineering to increase the share price; they have no
effect on firm revenues or total profits. However, they reduce the amount of funds that are
available for long-term research and development, and other kinds of physical investment. In
fact, in the United States share buybacks had been considered as illegal market manipulation
until 1982 when the Securities Exchange Commission under John Shad, the first ex-Wall

Street banker to lead the agency, allowed them (Lazonick, 2015).

Lazonick (2015) has argued that the ascent of the ‘buyback corporation’ and the concomitant
paradigm shift of many publicly listed corporations from a model of ‘retain-and-reinvest’ to
‘downsize-and-distribute’ has led to an overly focus on short-term financial aims. The
volume of buybacks in the United States alone is staggering. From 2004 to end-2016, the
companies of the S&P 500 have spent approximately US$5,900 billion for repurchasing their
own shares, according to our calculations based on Lazonick (2015) and FactSet (2016). In
fact, in the period from 2000 to mid-2018 the US stock market has facilitated negative net
equity issuance (gross equity issuance minus retirements, which comprise stock repurchases
as well as mergers and acquisitions) of over US$5,700 billion (Federal Reserve 2018). Hence,
the US stock market has reversed its function during the last thirty years, changing from an
institution that transports capital from investors to firms that use it for investment into a
mechanism that channels money out of publicly listed corporations to their owners. While we
certainly need more research on the consequences of share buybacks it seems reasonable to
conclude that they constitute a form of extreme corporate short-termism that favors ‘easy’
and seemingly certain financial benefits over more difficult and uncertain long-term

strategies that involve research and development.

In past annual letters to CEOs, BlackRock has argued against an excessive use of share
buybacks. And this is clearly consistent with the statement that ‘with BlackRock’s growth,
especially in our index business, comes an evolving responsibility. A crucial part of that
responsibility is advocating on behalf of our clients for practices that we believe enhance
long-term returns.’ (BlackRock, 2017: 20). But the crucial question is whether BlackRock

and the other two index fund giants have voted against share buybacks or not.

Figure 3 shows our analysis of their voting behavior at AGMs using data from ProxylInsight.
For each year from 2012 to 2017 we show the number of company meetings where each of

the Big Three has voted on stock repurchases/buybacks in five countries — the United States,
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the United Kingdom, France, Germany and Japan. In addition, we present the proportion of
votes each asset manager has cast for the management proposal to repurchase shares as well
as the percentage of votes that match the recommendations of the two dominant proxy voting
advisors, ISS and Glass Lewis, as provided by Proxylnsight. For paying clients, ISS and
Glass Lewis supply recommendations how to vote in thousands of AGMs in many countries.
Thus, a high level of congruence with the recommendations of ISS and Glass Lewis could
mean that BlackRock, Vanguard and State Street largely outsource their voting to these proxy
advisors, which would not be surprising as they are invested in thousands of companies

around the world and generally seek to keep costs low.

In order to facilitate a quick understanding of our findings we have color-coded the cells from
green, which means a medium level of congruence with management proposals/proxy advisor
recommendations, to red, which indicates a very high match. Note that there is no single cell
in which the value is below 50 percent. It is immediately visible that all three passive asset
managers throughout all countries and years display a very high level of congruence with
management recommendations and the two proxy advisors. This means that their overall
voting behavior has been very supportive of share buybacks and very management-friendly.
Moreover, the New Permanent Universal Owners have often followed ISS and Glass Lewis,
which seem to have recommended buybacks in a very high proportion of AGMs. This high

congruence with management and proxy advisors does not appear to change over time.

The number of AGMs in the Proxylnsight data on buybacks varies a lot between countries.
This can be due to the fact that in some countries not that many companies are actually
publicly listed (i.e. Germany) or because share buybacks are not very popular with
management (potentially Japan). For the United States there is also another reason for the low
number of votes: surprisingly, it is not mandatory for management to let shareholders vote on
buybacks. This means two things: First, due to the very low number of meetings for listed
American corporations, the Proxylnsight data are not that meaningful for the United States;
second, if BlackRock (as well as VVanguard and State Street) would be really concerned about
buybacks, the rational reaction would be to launch a coordinated campaign together with
other asset managers to force management to put buybacks up for vote by shareholders. This
would only be logical as most other issues that significantly impact corporations, such as
mergers and acquisitions, are voted upon by shareholders. Hence, BlackRock could do much

more to curb short-termism that is driven via massive share buybacks.
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Figure 3. Approve stock repurchase/buybacks.

Source: Authors’ calculations based on ProxylInsight (2018).
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The second proxy for short-termism that we selected is mergers and acquisitions (M&A).
While arguably a less extreme indicator for corporate short-termism than buybacks, M&A do
represent a short-term measure that is often demanded by impatient capital such as activist
hedge funds (Jackson and Petraki, 2011). Likewise, Rappaport (2011) sees M&A as one
possible indicator for short-termism. Significant dangers and risks concerning many M&A
transactions involve empire-building by CEOs, paying large fees to lawyers and investment
banks, and wealth transfers from the acquiring to the acquired company. In addition, globally
rising numbers and values of M&A deals have been a significant contributing factor that
corporate debt has reached record levels, which represents a serious long-term risk for highly

leveraged corporations and the global economy as a whole.

Figure 4 shows the voting behavior of BlackRock, Vanguard and State Street on M&A in the
US, the UK, France, Germany and Japan between 2012 and 2017. The color codes are similar
to the figure on the voting behavior on buybacks with green cells indicating low to medium
congruence with management proposals/proxy advisor recommendations and red cells

meaning very high similarity.

There are slightly more cells that indicate low to medium levels of congruence with
management/proxy advisors than concerning buybacks. Especially in Japan we register some
pushback against management proposed M&A. This could be due to transactions between
different companies belonging to one keiretsu that often offer inferior returns to minority
investors (Lewis, 2018). However, overall the Big Three clearly do not exert a voting
behavior that is much different from buybacks. In the majority of cases across countries they
support management recommendations concerning M&A and do not diverge significantly
from the recommendations by ISS and Glass Lewis. By supporting massive buybacks and the
ongoing global merger wave, the New Permanent Universal Owners thus have not acted as

champions of long-termism.
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5. Conclusion and Reflection

Fundamental change is happening in asset management — the shift from actively managed
funds to index funds. While the former sector is fragmented, the passive fund industry is
highly concentrated in just three large US asset managers — BlackRock, VVanguard and State
Street. The ongoing capital migration into passive investment is therefore leading to a
concentration of corporate ownership. Our analysis shows that by early 2018 the Big Three
seen together are the largest owner in almost 90 percent of the S&P 500 firms, holding on
average 20 percent of the ownership. The Big Three have now emerged as what we call the
New Permanent Universal Owners in many other markets beyond the United States as well.
BlackRock, Vanguard and State Street, seen as one investor block, are the largest shareholder
in 60 percent of the British FTSE 100, 40 percent of the German DAX, 25 percent of the
Dutch AEX and 20 percent of the French CAC 40. In the Japanese Topix 100 they are the
largest owner for 30 percent of the firms. The Big Three have thus become major corporate
owners in liberal and in coordinated market economies alike. The rise in passive asset
management is therefore anything but a narrow technical phenomenon that only affects
businesses and processes in the asset management industry. It may well change the fabric of
capitalism, impacting the concentration of corporate control, corporate behavior concerning

short-termism and other key issues.

As the New Permanent Universal Owners, the interests of these asset managers diverge from
the dominant notion of shareholder interests. Rather than seeking to invest in tomorrow’s
winners in a market, they invest in entire markets. Not only can they not pick and choose;
they are also unable to exit and sell their shares. Their interest is therefore with the long-term
performance of markets, and this is indeed what they claim themselves as well. However,
when we critically scrutinize whether they use their sizable and growing shareholder power
to push management away from short-term and towards a long-term orientation, we have to
conclude this is not (yet) the case. By and large they support management, also when it
concerns decisions to boost short-term shareholder value through massive share buybacks.
This presents us with a puzzle. Why do these New Permanent Universal Owners not use their
shareholder power to steer the firms they have significant influence over towards their self-
proclaimed goal of long-term value creation? We see at least three possible answers to this

puzzle.
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A first answer is that the Big Three influence corporations behind closed doors, through
private engagements with management. The voting power at the Annual General Meeting of
shareholders gives them leverage over management. They need this stick because they lack
the traditional source of shareholder power: the possibility to exit and sell their shares. From
this perspective, the Big Three take up the role of critical friends of management. They want
management to internalise their own longer term goals, but they prefer to do so without using
their only source of leverage too often. However, given the small size of their corporate
governance departments the nature of the engagements needs to remain relatively limited. We
would expect significant influence of the Big Three only in high profile cases such as proxy
fights. They may exert their influence in particular cases when it comes down to it. Even if
this speculative statement is close to the truth, this is something markedly different from
ongoing shareholder attention to long-term value creation in the firms they invest. For now,
the New Permanent Universal Owners by and large support management and if anything they

steer us back to the age of managerialism.

A second answer to the puzzle attributes a more strategic reasoning to the Big Three and their
corporate governance agenda. Consider the counterfactual where the Big Three do develop
activist voting behaviour on selected topics. It is extremely likely that this would lead to
serious concerns. It would trigger a debate on accountability: how would the asset managers
make sure they act in the best interest of their clients? BlackRock CEO Larry Fink indeed has
argued that ‘we are not the real owner, we are the advisors to the real owners’ (NYTC 2018).
But how can you accommodate the interests of ‘real owners’ when most of them invest in
your index funds. For ETFs it is even more nagging, because due to the technical nature of
these funds the end investors are not known to the asset managers themselves. How can you
act on behalf of clients you do not know? A more fundamental concern that may be raised
when they engage in an active voting strategy relates to the decoupling of risk and voting
power. While the asset manager holds shares in corporations, it has transferred the financial
risks and gains to their clients (Shenkar et al 2017). They thus exert voting rights without
running any financial risk. This presents a fundamentally problematic situation. From a
strategic point of view it makes sense to avoid such (public) discussions and therefore refrain
from actively using the voting power while at the same time slowly but steadily engaging
with management. We see some support for this strategy when BlackRock used its

shareholder power and asked tough questions to gunmakers in the aftermath of the early 2018

25



school shooting in Florida (Kerber, 2018). We may see a slow, gradual, but persistent

development towards a more active role of the New Permanent Universal Owners.

A third answer to the puzzle underscores that the interest of the Big Three is not so much
with the wellbeing of individual firms, but rather with the wellbeing of the entire market.
Their main interest and objective is to have steady growth and stable markets as this provides
them with the best competitive advantage vis-a-vis active investors. Engaging with corporate
governance decisions at the firm level is not only costly, it is also relatively irrelevant from
the point of view of universal ownership. Rather, universal owners can be expected to focus
on the general norms and practices regarding corporate governance as well as on the
institutional framework that governs the markets they invest in. The hiring of former
prominent policymakers on both sides of the Atlantic could be an indication supporting this

interpretation.

We believe that the rise of the New Permanent Universal Owners may well change the fabric
of the varieties of capitalism framework that has been widely adopted and criticised over the
past three decades. Berle and Means (1967 [1932]: 8) famously pointed at the ‘the dissolution
of the old atom of ownership into its component parts, control and beneficial ownership’. We
are now witnessing the nascent re-fusion of the atom of ownership through the rise of the
New Permanent Universal Owners. How this will unfold is difficult to predict. If they indeed
develop into the champions of long-termism they claim to be the impact cannot be
understated as it (re)introduces long-term patient capital in the US and beyond. The Big
Three themselves face a strategic dilemma. The concentration of ownership in their fund
families was never on purpose; the concentration of voting power is a side effect of their
successful business model. How can they now develop a responsible stewardship role without
increasing their operational costs, without raising antitrust concerns and without undermining
their business model? But now that the sleeping financial giants are awakening it will be
difficult to put them back to sleep.
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