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IS SHAREHOLDER
ACTIVISM EFFECTIVE

All forms of shareholder activ ism are not created equal.

IN INFLUENCING
CORPORATION

ACTION?
STA N L E Y B L O C K

S
hareholder activism can take
many forms including proxy
fights, threatened takeover
attempts, 13D fi l ings w ith
the SEC indicating an intent

to influence corporate management, pri-
vate negotiat ions, public relat ions cam-
p a i g n s t h r o u g h t h e f i n a n c i a l p r e s s ,
and so on.

In examining over 50 studies, it can
be said the results of shareholder activism
are mixed. This may be due to the meth-
ods used, the t ime period examined, or
the sample involved. Never theless there
are some impor tant obser vat ions to be
made that may be of value to the investor
or researcher when he or she sees a given

c o mp a ny f i r s t b e i n g i nv o l ve d i n a n
act iv ist campaign.

B ecause of the mixed nature of the
empirical research, the author has done
a survey study of financial analysts as listed
under Inst itut ional Research Firms in
t h e Nel son’s Di rect or y of Invest ment
Resea rch.1 It is the author’s intent to t ie
together the results of the academic lit-
erature with the opinions of the practicing
financial analysts.

Historical background
As described by Gil lian and Starks, 2 in
the early 1900’s there was a great deal of
shareholder act iv ism as financial inst i-
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tut ions tr ied to influence the act ions of
corporate management.

However, af ter the market crash of
1929, the enactment of securit ies legis-
lat ion l im ite d t he p ower of f ina nc i a l
inst itut ions, and this diluted their abil-
it y for involvement in corporate gover-
nance activity. The gap between corporate
management and investors continued to
increase.

Fortunately, in 1942, the SEC enacted
rule changes al low ing investors to sub-
mit proposals to be considered on cor-
porate ballots. Shareholder activism was
born again. However, it did not become
a major force unti l the late 1970’s–early
1 9 8 0 ’s w h e n i n s t i t ut i o n a l i nve s t o r s
replaced individual investors as the key
part icipants in the market. Since then,
ever y decade has seen increased act iv i-
t ies. Pension funds, mutual funds, cor-
p o r at e r a i d e r s , a n d o t h e r s h ave a l l
increased their par t icipat ion. Leaders
among the movement have been CalPERS,
TIAA-CREF, Carl Icahn, and other cor-
porate raiders. Another major movement
began in the mid-1990’s and continues
unt i l today—the strong presence that
hedge funds have brought to the activ ist
movement.

The author used the Nelson’s Direc-
tor y of Investment Resea rch’s list ing of

“Institutional Research Firms”
as the database for the study. One
thousand and four firms were
listed in the 2009 edit ion. Fol-
low ing a pi lot s t udy, a t hre e
page questionnaire was mailed
to the firms. The questionnaire
covered various issues related
to stockholder act iv ism. Two
hu n d re d a n d s e ve nt y t w o
responses were received from
financial analysts at the 1,004
firms (27.1 percent response).
C h a r a c t e r i s t i c s of t h e 2 7 2
re s p o n d e nt s a re s h ow n i n
Exhibit 1 and Exhibit 2.

A follow-up telephone sur-
ve y of 4 0 r a ndom ly s e le c te d
non-respondents indicated no
stat ist ical ly significant differ-
ence between those w ho ini-
t i a l l y a n s w e re d t h e q u e s t -

ionnaire and those who elected
not to par t icipate.

As previously indicated, the responses
of the survey participants were compared
to the academic literature on shareholder
activism. This study is an attempt to inte-
grate the opinions of practicing finan-
cial analysts with the academic literature.

Goals of shareholder activism
The goals of shareholder act iv ism are
many and varied. Looking part icularly
at the studies of Str ickland, Wiles, and
Zenner, Karpoff, and Klein and Zur,3 the
primary goals of shareholder activism are
show n in Exhibit 3.

The first three goals have the strongest
support. Seeking a board seat is viewed
as the most important tool in influenc-
ing the corporate target. Whether there
is success or failure, it is a threat to the
status quo. Also, one or more new outside
board members can clearly influence the
corporation. Even if motions by the new
board member(s) are voted down, they
are placed on public record for all to see.

The second item in Exhibit 3 is chang-
ing corporate governance; which reflects
back to Jensen’s 1986 article4 in which he
suggests top corporate managers act as
poor agents for stockholders. He sug-
gests, in many cases, management is more
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EXHIBIT 1 Classification of Respondents

Industry Classification Number Percent
Private Money
Management Group 58 21.5

Brokerage 52 19.1
Hedge fund 48 17.5
Pension fund 30 11.2
Mutual fund 27 9.8
Pension fund 15 5.4
Investment Management
Consulting 13 4.9

Bank Trust Department 12 4.5
Investment Banking 10 3.6
Other 7 2.5

272 100.0
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interested in empire building than stock-
holder wealth maximization. This is evi-
denced by questionable acquisitions and
high cash balances and low debt rat ios.

Fur thermore, because of insensit iv-
ity to shareholders, the firm may pay low
cash dividends and not engage in stock
buybacks.

As changing corporate governance is
v iewed in the study by the respondents,
it encompasses such items as splitt ing
up the position of chairman of the board
and CEO, increasing the number of out-
s ide direc tors on the b oard, a l low ing
c u mu l at ive vot i ng for d i re c tors , a n d
closely monitor ing the compensat ion
and act iv it ies of top management.

T h e t h i rd m o s t c i t e d o bj e c t i ve i n
Exhibit 3 for shareholder activism is cor-
porate restructuring. This often relates
to the divest iture of unprofitable div i-
sions or the spinoff of profitable divisions
in w hich t he or i g ina l f i r m maint a ins
majorit y control.

The effect of shareholder
activism on stock market value
This is where the true battleground lies.
There is strong evidence both ways. We
w il l begin w ith the non-believers. In a
sur vey of research studies on the effect
of ac t iv is m on s to ck v a lue s Kar p of f 5

found nine studies with negative returns
and only five with positive returns. Share-
holder act iv ism was defined as submit-

EXHIBIT 2 Years of Experience
of Respondents

Experience Number Percent

0-5 Years 24 8.7
6-10 84 31.0
11-15 69 25.4
16-20 50 18.4
21-25 18 6.6
26-30 17 6.2
Over 30 10 3.7

272 100.0

EXHIBIT 3 Primary Goals of
Shareholder Activism

Rank
1. Seeking a board seat
2. Changing corporate governance
3. Restructuring and divestiture
4. Changing profitability
5. Opposing or favoring a merger
6. Changing management compensation
7. Amending a poison pill
8. Increasing dividends
9. Increasing stock buybacks
10. Increasing/decreasing R&D
11. Increasing/decreasing

capital expenditures

t ing proposals at a company’s annual
meeting (and private negotiat ions).

Karpoff went on to state, “Shareholder
proposals are not associated w ith short-
term changes in firm value or with earn-
i n g s i mp rove m e nt s a l t h ou g h b o t h
proposals and private negotiations some-
time prompt organization changes.” Kar-
poff did not stand alone in his dubious
view of the impact of shareholder activism
on stockholder value.

Gil l ian and Starks, 6 after an exhaus-
t i ve h i s t o r i c a l s t u d y of s t o c k h o l d e r
act iv ism on value, state, “Empirical evi-
d e n c e s u g g e s t s t h at e f fo r t s of s u c h
act iv ism are mixed. While some studies
have found posit ive short-term reaction
to cer tain t y pes of act iv ism, there is lit-
tle evidence of improvement in the long-
te r m op e r at i ng or s to ck m a r ke t p e r-
formance of the targeted funds.”

Then came the hedge funds to pro-
vide a whole new perspect ive. Basical ly
hedge fund activism is conducted through
13D fi l ings w ith the SEC, a mandated
action when a firm acquires five percent
or more of the equity holding of another
firm. The 13D filings may be fr iendly or
unfriendly. To be included in the hedge
funds act iv ism studies, the 13D fi l ing
must indicate an unfriendly intent. The
hedge f und may indicate an intent to
obtain a board seat, a change in corpo-



rate governance, opposition to a merger,
or even liquidat ion of the firm.

The fi l ing of an unfr iendly 13D form
is the tr igger point for the event study.
If there is pr ior knowledge of the intent
to fi le a 13D form, it is excluded from
the studies.

In a recent article covering many more
firms than earlier studies, Klein and Zur7

found in the time period of 2003 to 2005
that hedge funds generate a 10.2 percent
posit ive abnormal return for the target
firms around the fi l ing of the 13D doc-
ument w ith the SEC. The Klein and Zur
study covered 101 hedge funds and 151
target firms and the results were stat is-
t ical ly significant. Of equal importance
for one year after the fi l ing, the posit ive
abnormal returns were even higher at
11.4 percent. Based on the results, Klein
and Zur state, “These findings suggest,
t h at on ave r a g e , t h e m a r ke t b e l i e ve s
act iv ism creates shareholder value.”

Brav, Jiang, Partnoy, and Thomas8 also
found similar results w ith hedge funds.
Using 13D filings by activist hedge funds
between 2001 and 2006, their sample of
236 act iv ist funds produced seven per-
cent posit ive abnormal returns by the
target firms around the announcement
of the 13D filings, w ith no reversal dur-
ing subsequent years.

Limitations to the latter studies
Not only do the hedge fund studies pro-
duce posit ive results, but there are no
hedge fund studies which produce incon-
clusive or negat ive results.

However, this st i l l does not answer
the question about whether shareholder
activism, in general, produces uniformly
posit ive results . Almost al l the recent
studies use 13D hedge fund filings for event
studies. Keep in mind, this only takes
place when the hedge fund acquires a
five percent or greater posit ion in the
target company. This five percent met-
r i c e l i m i n at e s m a ny o t h e r fo r m s of
act iv ists from the sample pool.

For example, for a target company with
a $10 billion market cap, the shareholder
must own $500 million of the firm’s equity.
Few pension funds or mutual funds are
likely to hold such a posit ion. They are
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EXHIBIT 4 Does Shareholder
Activism Create Value?

Response Percent
Large Increase in Value 20.2
Moderate Increase in Value 31.8
Insignificant increase in Value 24.1
No Increase in Value 23.9

100.0

mandated by law to diversify their hold-
ings, while a hedge fund is free to con-
centrate on a limited number of holdings.

To t ake this to an ext reme, Exxon-
Mobi l , w hich has come under a large
amount of crit icism for fai ling to sepa-
rate the posit ions of Chairman of the
Board and CEO as well as for fai lure to
aggressively pursue alternate forms of
energ y, had a market cap of $360 bil l ion
in August of 2010. A five percent posi-
t ion would require an ow nership inter-
est of $18 bil l ion. Few could qualif y for
such a loft y amount.

Response by survey
participants to value creation
by shareholder activists
When the 272 respondents to this study
were asked whether shareholder activism
created value, they prov ided the results
repor ted in Exhibit 4. Only 52 percent
thought the announcement of a chal-
lenge would generate significant posi-
t ive results.

When further asked whether there was
a difference in the impact of different
t y pes of shareholder act iv ists such as
h e d g e f u n d s , p e n s i o n f u n d s , mut u a l
f u nds , ve nt u re c apit a l f u nds , pr iv ate
equity funds, and wealthy individuals, the
answer was posit ive. A chi-square inde-
pendence of class i f icat ion test w ith a
null hy pothesis that there is no differ-
ence between the t y pe of shareholder
ac t iv ism and value creat ion could b e
rejected at an .05 level of significance.
That is to say, the t y pe of act iv ist mat-
ters. A further question asked the respon-
d e nt s to l i s t t h e a c t iv i s t s by l e ve l of
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influence and the results are show n in
Exhibit 5.

The answers by the respondents are con-
sistent w ith the results in the market-
pl a ce . He d ge f u nd a c t iv i s m , v i a 1 3 D
filings, tend to have the greatest effect
on market value and should be the cir-
cumstance most likely to produce a pos-
it ive return. All other forms of act iv ism
are subject to uncer taint y in terms of
change in value.

Activism and corporate policy
In addition to stock market results, there
were interesting results for changes in cor-
porate polic y. Klein and Zur 9 found a
significant change in policy for corpo-
rate directors and dividend policy.

Others found an increase in divest i-
tures announcements for firms placed
on the Council on Institutional Investors
fo c u s l i s t fo r p o s s i b l e t a r g e t i n g . As
another example, Sears , Roebuck and
Company announced the breakup of its
financial services division after it received
pressure to make changes from sever-
a l i n s t i t ut i o n a l i nve s t o r s , i n c lu d i n g
CalPERS. Bizjak and Marquette 10 con-
cluded that firms receiv ing proposals to
amend their poison pills were more likely
to change their poison pil l prov isions
than a control group that did not receive
such a proposal. Even TIAA-CREF got
its say on firms adding women as board
members. A majorit y of firms contacted
and pressured by TIAA-CREF made such
a change or indicated an intention to do
so in the future.

EXHIBIT 5 Ranking of the Most Important
Types of Shareholder Activities

Types of Activist Percent
Hedge fund 39.8
Pension fund 27.9
Mutual Fund 11.4
Venture Capital fund 10.8
Wealthy individual 9.2
Private equity fund 0.9

100.0

EXHIBIT 6 Industry of Origin of
Target Firms

Industry Percent
1. Technology 15.8
2. Energy 13.7
3. Financial 11.8
4. Health Care 10.8
5. Communication Services 10.5
6. Consumer Discretionary 8.7
7. Consumer Staple 8.6
8. Industrials 8.5
9. Materials 7.4
10. Utility 4.2

100.0

Respondents views of areas of
influence
When the 272 respondents to the study
were asked to identif y primar y areas of
influence on corporate policy, the results
are consistent with the research in Exhibit
3. Shareholder act iv ism has been gen-
era l ly successf ul seeking board seats ,
changing corporate governance, and ini-
t iat ing restructuring and divest itures.
However, the relat ively high ranking of
changing profitability in Exhibit 3 is not
suppor ted by the sur vey. The respon-
dents indicated a change in cor porate
profitabilit y is not likely to take place
three/fourths of the t ime.

Industry of the target
A question of possible interest is whether
the targets tend to originate from differ-
ent industries. It is well known that tar-
geted firms are smaller and less profitable
than other public firms. The quest ion
remains; are they more likely to origi-
nate from one industr y than another?
In Exhibit 6 , 150 t argeted f ir ms were
s c re e ne d for i ndu s t r y c l a s s i f ic at ion
between 2006–2010 and reported in per-
centages. The Standard and Poor’s 10
basic industries were used as the basis
for classification.

The table indicates that a higher per-
centage of firms fell in the technology sec-



tor (15.8 percent). This may be due to the
lack of a wel l-defined business model
and clear governance in rapidly growing
t e c h n o l o g y c o mp a n i e s . At t h e o t h e r
extreme are utilities (4.2 percent), where
the maturit y of the industr y may indi-
cate strong corporate governance.

The Klein and Zur study
One of the most significant activism stud-
ies to date is by K lein and Zur. 11 The
authors divide the activists into two dis-
tinct groups: hedge funds and entrepre-

neurial activists. The latter group is
composed of non-hedge fund activists
and includes venture capital funds,
private equity funds, and asset man-
agement g roups for wealthy indi-
viduals. It specifically excludes asset
managers that are subject to gov-
er n ment cont rols such as mut u a l
funds and pension funds. Because
the latter are regulated, they must
maintain a high degree of diversifi-
cation which inhibits their ability to

take a large (threatening position) in any
one target.

There are 101 hedge funds (w ith 151
targets) and 134 entrepreneurial activists
(w ith 154 t argets) in the study. They
both create posit ive abnormal returns,
around 13D filings, but the hedge funds
posit ive abnormal returns are larger in
the event study surrounding the 13D fil-
ing (10.2 percent versus 5.1 percent).
However, they both are stat ist ical ly sig-
nificant. One year after the fi l ing, both
groups also have strong statist ically sig-
nificant returns, indicat ing the impor-
tance of 13D filings.

Of equal or greater importance is what
the two divergent groups tr y to accom-
pl ish . T he he d ge f u nds t a rge t la rger,
healthier companies w ith an intent to
change cor por ate gover nance (r ather
than actual operations). They are strongly
influenced by the Jensen12 l iterature and
tr y to improve the agency function. The
hedge funds tr y to discourage empire
building through acquisit ions and high
cash balances that tend to facilitate unnec-
essar y grow th. They also discourage low
debt levels, which indicate target com-
panies are not minimizing cost of capi-

tal and maximizing stockholder wealth.
Klein and Zur say hedge funds achieve
all or part of their goals 60 percent of the
t ime.

E nt re p re n e u r i a l a c t i v i s t s h ave a n
entirely different focus. They deal w ith
smaller, less profitable targets and their
interest is gener a l ly not in cor por ate
gove r n a n ce , but on a c t u a l op e r at i n g
i s s u e s s u c h a s c a p i t a l e x p e n d i t u re s ,
research and development, and other
similar topics. They achieve their goals
6 5 p e rce nt of t he t i me . Inte re s t i ng ly
enough, neither group is able to force
an increase in earnings, profit margin,
or EBITDA.

Summary and conclusion
The results of the effect of shareholder
act iv ism are mixed, w ith later studies
offer ing some promise for fir ms fi l ing
13D do cuments w ith the SEC. Hedge
f u n d s we re abl e to ge n e r ate p o s i t ive
retur ns.

A s a mp l e s u r ve y by t h e au t h o r o f
272 financial analysts indicates only 52
percent believe that shareholder activism
creates increased value for the targeted
f i r m . T he re s p on de nt s v ie we d he d ge
funds as being the most effective activists
fol lowed by pension funds and mutual
f u n d s . A l t h ou g h te c h n o l o g y w a s t h e
m o s t c h a l l e n g e d i n du s t r y for s h a re -
holder act iv ism, a chi-square indepen-
dence of classif icat ion test showed no
st at is t ica l ly s ig nif icant dif ference for
the 10 industr ies under study.

Activ ism may focus on operat ions of
the firm or corporate governance. The
latter addresses many of the issues related
to the Jensen paper on agency theor y.
Act iv ists appear to achieve some suc-
ce s s i n suppre s s i ng empi re bu i ld i ng ,
increasing cash dividends or share buy-
backs for the benefit of shareholders,
and increasing debt to minimize the cost
of c apit a l a nd m a x i m i z e shareholder
wealth. Achieving a seat on the board of
directors is considered the most signif-
icant achievement. �

NOTES
1Nelson’s Directory of Investment Research, 2008

Vol.1, New York: Thompson Financial /Nelson, Pub-
l isher.
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