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Barriers to Competition through 
Common Ownership by Institutional 
Investors
In recent years, the phenomenon of common ownership by institutional investors has 
sparked considerable debate about its impact on competition and companies’ 
corporate governance. The original full study1 analyses some specific features of 
common ownership by institutional investors in the European banking sector, at the 
intersection between competition policy, financial sector regulation and corporate 
governance rules. 

Background  
‘Common ownership’ describes a corporate ownership pattern, whereby institutional 
investors hold large stakes of several companies within the same industrial sector. In 
recent years, scholars have raised concerns about the potential effect of common 
ownership on competition, which have intensified with the increasing growth of 
passive forms of asset investment strategies. Traditionally, institutional investors, 
especially passive index funds, have been considered to also be passive investors. 
However, if the majority of shareholders remain passive, the functioning of the 
corporate governance system is less effective. Therefore, as a result of corporate governance reforms enacted after the 
2008 financial crisis, institutional investors have been called upon to increase their engagement with investee 
companies, with a goal of furthering the long-term financial and non-financial performance of the companies.  

While lack of shareholder engagement may have negative 
corporate governance consequences, the active engagement of 
institutional investors may result in ‘structural prominence’ over 
the company decisions, which may raise competition law 
concerns. The existence and precise impact of common ownership 
on competition is an ongoing debate. A growing body of literature 
has argued that common owners could dis-incentivise the 
management of rival firms to compete more vigorously with one 
another (‘unilateral effects theory of harm’). A part of the 
scholarship also argues that common ownership increases the 
potential for collusion – including tacitly – among these firms 
(‘coordinated effects theory of harm’).  

Another stream of the scholarship disagrees with these theories, arguing that institutional investors have 
heterogeneous incentives, so that it cannot be assumed that softened competition between rival firms is desirable 
from the common owners’ portfolio standpoint. It also argues that company management is constrained by corporate 
fiduciary duties and by the liability risk of violating competition laws. In the EU banking sector in addition, a set of EU-
wide rules on disclosure, transparency, and banking supervision applies in concomitance with EU competition rules, at 
times causing tensions between these two areas of law in terms of legal obligations incumbent upon asset managers. 
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Key findings  
After outlining the legal landscape applying to the EU banking sector, the study analyses empirically the specific 
ownership structure of a sample of major European banks: the 25 largest publicly listed European banks over the period 
2012-2015. It finds a common ownership prevalence by US (and to a lesser extent UK) institutional investors. Moreover, 
the study points out that the existing benchmarks to assess concentration in the presence of common ownership have 
limitations and uses ‘connectedness’ as a benchmark 
instead. The empirical analysis shows that, during the 
reference period, some banks are less connected through 
common ownership within their countries than are banks in 
some other Member States. It also shows that the presence 
of the same institutional investors in the sampled banks is 
counterbalanced by the specific ownership structure of the 
EU banking sector, which has been significantly reshaped 
by restructuring and nationalisation processes in the 
aftermath of the 2008 crisis. 

From a theoretical standpoint, the study looks both at the 
potential anti-competitive theories of harm as well as at the 
pro-competitive effects associated with common 
ownership. The study analyses the arguments in the 
literature to support or rebut the unilateral effects’ theory 
of harm. It examines common owners’ and company 
management’s incentives, as well as the mechanisms for 
common owners to exert influence by means of corporate governance tools (i.e. vote, voice, including other informal 
engagement tools, and exit). It highlights the fact that institutional investors’ capacity to influence a lessening of 
competition will depend not only on an investor’s ability to affect a firm’s management decisions and the nature of the 
investor’s incentives, but also on the extent to which shareholdings are diversified across competitors. It also draws 
some conclusions on the plausibility of such arguments in the specific case of the EU banking sector emphasising that 
the assumptions and conclusions of US law and economics scholarship cannot be applied directly due to the different 
sectoral regulation, market structure, bank ownership structures and prevailing business models. 

The study also examines the theories that common ownership may give rise to anti-competitive coordinated effects, 
i.e. that common ownership provides managers of commonly owned firms with the incentives and ability to collude, 
explicitly or tacitly. In this context, the study’s findings are inconclusive on whether, and if so when, common ownership 
might give rise to such effects and identifies potential avenues for future research. 

The study aims to draw a link between competition law, corporate governance rules and financial stability legislation, 
highlighting the tensions between them and points out that striking the proper balance among the three areas of law 
is a delicate exercise. It also cautions that, unless there is evidence that common ownership does indeed negatively 
impact competition in the EU banking sector, amending the current competition law toolbox to address any as yet 
unproven competition law concerns about such a phenomenon could be premature.  

1  https://www.europarl.europa.eu/RegData/etudes/STUD/2020/652708/IPOL_STU(2020)652708_EN.pdf 
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