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Abstract 

Shareholder activism has become a strong and dynamic institutional 

force, which amplifies investor scrutiny by monitoring and challenging 

managers of even the largest corporations. The Unites States has long been 

the nexus of shareholder activism, but recently it has expanded geographi-

cally – with particularly Europe experiencing a surge in active ownership. 

The academic coverage of shareholder activism in Europe is however vir-

tually non-existent, and this paper therefore provides one of the first theo-

retical and empirical studies of the field of European shareholder activism. 

This is done by providing a multidisciplinary review that first explores the 

heterogeneity of factors constituting shareholder activism such as activist 

investor types, target characteristics and campaign objectives. Hereafter fol-

lows an empirical examination, which aims to assess whether European ac-

tivist campaigns lead to abnormal market returns. Furthermore, this paper 

is the first to describe and assess how an abnormal return can be replicated 

to the benefit of third-party investors. A sample size of 304 European 

campaigns, extracted from a global sample of 2.900 campaigns from the 

period 2000-2016, forms the basis of a multi-level event study. Conse-

quently, this paper finds that European activist campaigns had an an-

nouncement effect of 1.7% in cumulative abnormal return on the first 5 

trading days following campaign announcement. The long-term evidence is 

even more substantial; European campaigns created a holding period ab-

normal return of 10.2% in the 250 trading days succeeding announcement. 

On the basis of these findings, this paper designs and empirically tests a 

practical replication strategy, which allows other investors to free ride on 

the corporate influence exercised by shareholder activists. A back-test of 

this strategy over the period 2006-2016 results in a compound annual 

growth rate of 9.6% on the initial investment. Assessing this strategy with 

respect to both cost, risk and return renders it as an attractive investment 

compared to alternatives. 
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1  Introduction 

1 Introduction 
 

“No recent development has influenced firms’ strategic and financial decision-making as profoundly as the 

surge in shareholder activism following the global financial crisis.” (J.P. Morgan, 2015, p. 1) 

 

Shareholder activism is no longer just a footnote in financial literature; it has become a household 

term for money managers across the world – and deservedly so. Shareholder activists have managed to 

replace boards, force CEO resignations, push through M&A activity and radically alter the payout poli-

cies of target companies. Carl Icahn’s Apple campaign is probably the most famous example, but over 

the course of the past five years other examples have included the targeting of global companies like 

PepsiCo, General Electric, Citigroup, Netflix, Sony and Carrefour – not considering all the private 

campaigns that go unnoticed. As the size of targets has grown over the years, the sheer scale of a com-

pany can no longer be considered a precaution, and no manager can consider himself safe from the 

intervention of activist shareholders. 

The ability of activists to target multinational corporations has mainly been driven by a rapid growth 

in the assets under management of these funds. Today more than 10 activist funds manage in excess of 

USD 10B each, which is almost equivalent to the entire asset class back in 2000 (J.P. Morgan, 2015). 

Over the course of this period, known as the Golden Age1 of shareholder activists, activism has gained 

legitimacy as an investment strategy – stepping out of the shadow of old-fashioned corporate raiders – 

and has attracted funds from prominent institutions like the State of New York and the Church of 

England. Activist investors have become the watchdog for minority investors, and have built a business 

case on the basis of agency problems by challenging undervalued companies and incapable managers. 

North America has historically been the dominant area with regards to shareholder activism, and as 

of 2009 the region accounted for 97% of all activist campaigns. However, more recently the concept 

has spread to the rest of the world – especially with respect to Europe, which in the past five years con-

sistently has accounted for 10-20% of the global activist market (Thomson Reuters, 2016). Moreover, 

Swedish Cevian Capital is now one of the world’s largest activist hedge funds, and has within the past 

three years run campaigns against companies like Volvo, G4S, ThyssenKrupp and Danske Bank. How-

ever, at the same time the academic coverage of shareholder activism in Europe has been almost non-

existent. The central question is, whether shareholder activism creates alpha, and although empirical 

                                                 
1 For sources referring to the current era as the golden age of activism see e.g. Forbes (2013) and S&P Capital IQ (2015). 
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evidence from the US does suggest that activists in general achieve abnormal returns on their invest-

ments, this question remains unanswered for the case of Europe.  

This paper will provide an answer to this question and in doing so will also examine the history, 

characteristics and causes of shareholder activism in Europe. Extending upon this argument, the paper 

will propose a replication strategy, which allows third party investors to ride the coattails of the success-

ful activist hedge funds. Starting with the fundamentals, Chapter 3 will provide a description of the 

notion of shareholder activism. Topics will include the strategy, tools and objectives of activists in addi-

tion to a historical and geographical account of the evolution of shareholder activism. For each of these 

aspects comparisons will be made as to the situation in the US vs. Europe. In Chapter 4 shareholder 

activism will be considered from a theoretical perspective in the light of agency theory and corporate 

governance structures. This is done to provide an understanding of the justification for shareholder 

activism and what enables it. Furthermore, a simple framework of shareholder activism will be intro-

duced as a stepping stone to the analysis of activism as an investment strategy. Chapter 5 will reassess 

some of the aspects covered in earlier sections by examining their coverage in academic literature. This 

will include meta-analyses of not only past results but also the methodologies applied in these studies. 

Chapters 3-5 will, despite their definition as background chapters, still include original analyses as well 

as definitions and categorizations for use in later chapters – and will serve as a foundation for the ensu-

ing quantitative analysis. 

However, prior to the analysis, the methodology will be elaborated upon in Chapter 6. This will in-

clude a general rationalization of the process as well as an evaluation of available statistical measures 

and tests. This provides the setup for the actual analysis, which is described in Chapter 7. The analysis 

consists of tests for both short- and long-term abnormal returns of activist campaigns as well as a sub-

sequent practical simulation of this paper’s proposed replication strategy. Each of the analyses will be 

described objectively with limited reference to causality and plausible conclusions. These will follow in 

Chapter 8, where all results as well as their implications and limitations will be discussed. The discus-

sion will draw on many of the theoretical and empirical findings of the preceding background chapters. 

Penultimately, Chapter 9 will provide suggestions for future research, while Chapter 10 will summarize 

all the findings of previous chapters and present them as one coherent conclusion. 
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2 Research Question 

2.1 Problem Statement 

The problem statement and sub-questions serve to outline the overarching purpose and main objec-

tives of this paper. Together with the ensuing definitions, delimitations and scope this should create an 

understanding of how each section aims to support and ultimately answer the problem statement and 

sub-questions as well as the implicit prioritization of this paper.  

2.1.1 Main question 

Are activist investors creating positive abnormal returns on their European campaigns 

 and can these returns be replicated to the advantage of other investors? 

2.1.2 Sub-questions 

 How does shareholder activism differentiate from other ownership models and which types of in-

vestors exercise active ownership? 

 How has shareholder activism evolved in terms of actors and geographical presence?  

 What are the strategies, objectives and tools of activist investors in Europe? 

 Do activist campaigns in Europe create abnormal returns on a short- and long-term basis? 

 Are there intra-European differences in the exhibited returns and can disparities in corporate gov-

ernance systems help explain this? 

 Do activist campaign objectives and abnormal returns exhibit any relationship? 

 Is there a link between activists’ experience with active ownership in Europe and abnormal returns? 

 If activists do generate alpha, how can third party investors design a strategy leveraging this? 

 What are the costs, benefits and risks associated with a replication strategy? 

This paper is primarily intended for European investors interested in the possibility of leveraging the 

performance of Europe’s activist investors. This could include institutional investors as well as asset 

managers and private investors. All methodological decision will be made with this target audience in 

mind. In addition, this paper may also be of interest to anyone with the desire to gain an understanding 

of the otherwise academically rather unexplored subject of shareholder activism in Europe. 
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2.2 Definitions, Delimitations & Scope 

Shareholder activism is a broad topic, embracing aspects from fields as diverse as social entrepre-

neurship and portfolio optimization. For this reason, a well-defined scope is essential. Firstly, a few 

definitions are in order – to introduce some of the commonly used terminology of this paper as well as 

to establish a baseline of topic-specific knowledge. Secondly, delimitations will be listed to identify 

some of the topics, which are either not considered essential for the purpose of this paper, or which 

warrant a study of their own. Thirdly, on the basis of these delimitations, the scope of this paper will be 

explicitly defined.  

2.2.1 Definitions 

Shareholder activism, as the focal topic of this paper, merits a lengthy and exhaustive introduction 

and definition, which will be provided in the Topic Background. This section focuses on some of the 

vocabulary used extensively in the following pages, and which for this reason deserves an explicit defi-

nition.  

Abnormal return or alpha: Comparing absolute returns for two funds using different risk strategies 

obviously is not fair. For this reason, abnormal returns (or alpha), i.e. returns in excess of what you 

could expect given the characteristics of the investment, will always be referred to, when examining the 

performance of activist investors. Various calculation methods for abnormal returns will be applied, 

and the theoretical formulae underlying these will be introduced in the Methodology. 

Activist campaigns: Also referred to simply as campaigns. An academically widely accepted notion 

for the investment and ensuing enforcement of activism. Activist campaigns are not necessarily carried 

out solely by activist funds, as it refers to the activity rather than the entity performing the activity. As 

an example, many investment funds will indulge in activist campaigns from time to time, but for them 

to be considered activist funds, this will have to be their primary strategy of choice. 

Activist target: The target of an activist campaign is the company, which the activist has bought a 

stake in and thus is attempting to change through the exercise of corporate influence.  

Days: Implicitly, the mention of days in this paper will always refer to trading days – unless other-

wise stated. This is for the purpose of analyses, where only trading days are considered. Additionally, a 

full year will be defined as 250 (trading) days, and consequently 125 days corresponds to half a year. 

European campaigns: The ‘nationality’ of a campaign is determined by reference to the origin of 

the target company - not the activist investor. The origin of a company is based on place of incorpora-

tion rather than location of headquarters or place of business. 
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Performance: When referring to the performance of activist investors, it will always be an implicit 

reference to the abnormal returns attained. The concept of performance is thus based on market meas-

ures rather than operational measures. 

2.2.2 Delimitations 

Certain delimitations are in order with the intention of keeping a red thread throughout the paper 

and to avoid redundant analyses and discussions. 

First, the differences countries in between in terms of corporate governance structure, financial 

market setup etc. are so vast that a uniform global assessment is preposterous. Even conducting the 

analysis on a continental basis may seem overambitious. However, as certain commonalities exist 

among the different countries of Europe, the continent will be analysed from the perspective of clus-

ters of similar countries, which will also ensure adequate sample sizes for the statistical analyses. This 

division will be introduced in the corporate governance discussion of Section 4.3.  

Second, there are broadly speaking two different versions of shareholder activism; financial activism 

and social activism. The tools and tactics are very similar between the two, but the big difference rests 

in the ultimate objectives of each type of investor. Whereas financial activist investors use various 

strategies to obtain a return on their investment, social activists are seeking different outcomes alto-

gether. These outcomes vary but in general terms they can be said to favour stakeholders rather than 

shareholders. For this reason, the two different variations can also not be compared directly in analyses. 

Financial activism will thus be the only topic of interest to this paper. 

Third, many similarities exist among the different types of investors typically referred to in academia 

as corporate raiders, blockholders and activists. However, the differences among the three are signifi-

cant enough to require separate analyses. Blockholders are investors owning a significant share, typically 

>5%, of a company’s equity, and thus their objectives and incentives are oftentimes the same as activist 

investors. However, many blockholders have a more laissez-faire attitude towards the management of 

their ownership. If blockholders actively attempt to alter the direction of management, these could also 

be referred to as activist investors in addition to being blockholders. On the other hand, corporate raid-

ers, although lacking a widely-accepted clear definition, are usually seen as investors “...who reduce the 

wealth of their fellow stockholders” (Holderness & Sheehan, 1985, p. 556). So whereas activists have an ob-

jective to increase the market value of the target – to the benefit of all shareholders – corporate raiders 

will often employ value-destroying strategies for their own benefit. Given the inconsistencies in strate-

gies and objectives of these three investors, a single analysis could not be envisioned that would en-

compass all of these differences and still provide a meaningful result. Nonetheless, the historical ac-
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count of activism will include references to these other types, who can in some ways be seen as pre-

developmental stages to activism. 

Fourth, a distinction also needs to be made concerning the technical investment strategy of inves-

tors. Some investors will take short positions in stocks, and thereby bet against the company in ques-

tion. This creates an incentive to intentionally share information about the company that could nega-

tively affect its market valuation. This sort of practise has at times been linked to activists by opponents 

trying to discredit the practice of activism (Briggs, 2007). However, this is not a trait generally associ-

ated with activism, and in fact it shows greater resemblance to the notion of corporate raiders. Al-

though it cannot be ruled out that activist funds will, or potentially already have, made use of such prac-

tices, this cannot be considered activism. Consequently, this paper will rely solely on investors taking 

long-only equity positions.   

Fifth, short-term trading strategies will also not be considered in this paper. Although statistical tests 

will be made on the share price effect of activist campaigns in the short run, these are strictly for the 

purpose of proving certain theoretical market effects. Short-term strategies require higher accuracy of 

data with granularity of hours rather than days, and the analyses of short- and long-term strategies are 

thus very distinct. Moreover, the fairly low number of European activist campaigns being executed 

implies that a short-term replication strategy would have very high exposure to each campaign, and if 

the holding periods would be down to days or weeks there would even be several periods with no 

available investment targets. As an additional risk factor, short-term trading strategies are also more 

vulnerable to the event-induced volatility associated with the announcement of an activist campaign 

(Boehmer, Masumeci, & Poulsen, 1991). 

Sixth, only the market performance of activist targets will be examined – not the operational per-

formance. With the main purpose of this paper being to assess the existence of abnormal returns and 

the potential for a trading strategy exploiting these, operational performance of target companies is of 

less importance. Operational performance is only relevant to the extent that it affects the share price of 

the company in question, and even so this indirect effect does not provide any insights that could not 

be attained by looking at the share price directly – at least not in relation to the objectives of this paper.   

And finally, the issue of portfolio optimization, as described by Markowitz, will also not be touched 

upon in this paper for several reasons. The calculation of an optimal portfolio requires estimates for 

expected returns, however as the targets of activism more often than not have never been in this posi-

tion before, historical data on their stock’s performance would provide limited value in this respect. 

The same can be said for their historical volatility. In addition, the continuous occurrences of new ac-
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tivist campaigns being initiated would imply that portfolio optimization should be conducted constantly 

rather than just at a single point in time, which would put high demands on the effectiveness of such a 

methodology. 

With these seven delimitations in place, it is now more convenient to outline the actual scope of this 

document. The scope will act as a reference point throughout the paper. 

2.2.3 Scope 

The scope of this paper is financial activism in Europe covering the period from 2000 to 2016. Fur-

thermore, the scope revolves around the possibility for a European investor to profitably replicate the 

investments of activist investors. This will also have important consequences for the perspective of this 

paper, as all methodological decisions will be made with this in mind. Europe is the focus of this paper 

for numerous reasons - the most important being the current gap in research concerning European 

activism and the recent escalation of European campaigns. With a time period spanning more than a 

decade and a half, it will also be possible to follow the development of activists from the moment they 

first started making their appearance on the European stage.  

3 Topic Background 

The nature of shareholder activism has changed significantly over the past century and consequently 

the characteristics of shareholder activists and their campaigns have changed accordingly. The follow-

ing section will start by articulating a formal definition of shareholder activism, which will be vital to 

the subsequent sections and analyses. Hereafter, a description of the historic development and strategic 

fundamentals of activism will follow. The definition and descriptive background of shareholder activ-

ism is an essential element that not only serves to support the ensuing analyses, but also underlies the 

raison d’être of this paper compared to previous work on shareholder activism.  

3.1 Shareholder Activism – A Formal Definition  

Academic literature proposes a great number of different definitions that are based on various types 

of input. Ryan & Schneider (2002, p. 555) define shareholder activism by the overarching purpose of 

their actions with “…to evoke large-scale change in processes or outcomes across multiple firms through the symbolic 

targeting of one or more portfolio firms”. Klein & Zur’s (2009, p. 188) definition is a bit more narrow, as it 
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focuses on SEC2 filings with a clearly stated purpose of performing shareholder activism: “…the filing of 

an initial SEC Schedule 13D in which the activist clearly professes in the “purpose” statement of the filing its goal to 

redirect managements’ efforts”. In the case of Pound (1992, p. 7) the definition includes the defining point 

that a targeted corporation should be publicly held: “...such investors will buy stakes in publicly held corporations 

and bargain with management to bring about productive change and thereby realize a profit on their investment.” Above 

definitions focus on either activism or activists, i.e. the performers of activism. This paper develops a 

definition that incorporates both the activists themselves as well as when an action is to be considered 

activism. The purpose is not to create a refined academic definition, but rather to articulate a descrip-

tion of activism and the performers thereof that will be used throughout the paper. The definition is 

therefore also less abstract and more factual as it aims to delineate the formal characterisation that 

should be used for data collection and analyses:  

“Activism is performed by an investor purchasing an equity stake in a publicly held corporation with the ex-ante  

strategy of performing active ownership to increase the value of the company before exiting” 

This definition puts emphasis on several key characteristics; “publicly held”, “ex-ante strategy” and “active 

ownership”. These will all be described in detail in the following sections.  

3.2 Activism & the Activist Investor Landscape   

The following section describes the nature of activism in contrast to other types of equity ownership 

and maps out the landscape of activist investors. This includes a description of the evolution of share-

holder activism, its current drivers and other aspects that support the succeeding analyses and discus-

sions. 

3.2.1 Activism – an addition to the investor continuum  

In most equity investments the ultimate goal is to get a positive return on the investment. With fi-

nancial shareholder activism this is also the case, however the method of either awaiting or pro-actively 

creating that return is what sets activism apart from other investment strategies. Every investment in 

the form of an equity stake is by its very nature an ownership stake in the given company. The core of 

‘activism’ as a concept lies in the active management of this ownership in contrast to a more passive 

investment.  

Ownership of a corporation can be managed along a continuum ranging from very active to com-

pletely passive ownership (Gillan & Starks, 2007). With passive ownership the investor will have no 

engagement with the company or its management at any point during the process, but will merely wait 

                                                 
2 The US Securities and Exchange Commission 
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for a change in price. At the other extreme of the continuum is controlling ownership (see Figure 1), 

where an investor buys the majority share of a company and thereby ensures corporate control. This 

provides the investor with full decision rights to actively pursue a higher company valuation. Somewhat 

in the middle of this continuum shareholder activism is positioned. Activist investors often buy an eq-

uity share of 1-15% with the aim of making them the largest blockholder and thereby giving them suf-

ficient ownership to effectively exercise corporate influence and affect management (Clifford, 2008; 

Schneider & Ryan, 2011). The investment objectives of passive and controlling ownership are obvi-

ously closely linked to the ownership rights and the ability to affect the given company’s decisions and 

strategy. A minority shareholder with a less than 0.01% stake in the company obviously has limited 

corporate influence, and the costs associated with exercising corporate influence would easily exceed 

the gains.  

Figure 1: Continuum of equity ownership 

 
Source: Authors 

3.2.2 The activist investor landscape 

There is a wide range of investors that exercise active ownership on their investments and therefore 

are positioned somewhere in the continuum between passive and controlling ownership. Hedge funds, 

pension funds, private-equity funds, venture capital funds, mutual funds and corporate raiders are the 

most common examples along with family funds and private investors.  However, as activist funds are a 

relatively new type of investors, they are also difficult to clearly define and identify. Some activist funds 

may brand themselves on being activists, whereas others may try to avoid the affiliation for various 

reasons. Lastly, some may be considered a combination of an activist fund and another type of investor 

due to multiple different investment strategies being pursued simultaneously (J.P. Morgan, 2015).  

Activist investors can be distinguished as being either ex-ante or ex-post activists. Ex-post activist in-

vestors are typically pension-, union- or mutual funds that invest in companies that they believe to be 

attractive long-term investments even without intervention or active ownership. However, if dissatis-

fied with the management or company performance, the funds would typically exercise active owner-

ship instead of selling their shares as a passive investor. Especially when these funds hold a large stake 

Investor activism
‘Passive investment’ ‘Controlling ownership’

 Majority or full ownership of 

the company

 Pursue return through 

corporate control and use of 

ownership decision rights

 Usually small but significant 

ownership between 1-15% 

 Corporate influence instead of 

corporate control 

 Return pursued through active 

ownership and management stimulus 

 Usually minority owner but 

any shareholder can be passive

 No engagement between entry 

and exit

 Return is not pursued but 

passively awaited 
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in a given company, whereby exiting the position entirely could create a negative price pressure, which 

would imply considerable costs of selling the shares. Investors in this position are also referred to as 

‘reluctant activists’ (Pozen, 1994). On the contrary, ex-ante activists are often hedge funds or private-

equity funds, who identify a company that they find undervalued and then invest with the intended 

purpose of exercising active ownership (Kahan & Rock, 2007).  

Historically, the ex-post activist investors have dominated the market for corporate influence, and not 

until the turn of the century did hedge funds become the dominating executors of activism (Goranova 

& Ryan, 2014; Partnoy & Thomas, 2007). This shift can largely be explained by changes in regulation 

and corporate governance structures, which made hedge funds better positioned to exert corporate 

influence (Brav, Jiang, Partnoy, & Thomas, 2008; Judge, Gaur, & Muller-Kahle, 2010). This historical 

development will be further elaborated upon later. As outlined in the definition of activism, this paper 

focuses on ex-ante activist investors, and thereby primarily activist hedge funds, who are the dominant 

performers of shareholder activism today. To support the following analyses and this key distinction, it 

is important to understand how hedge funds are different from other types of activists, and why they 

are better positioned to exercise activism.   

Hedge funds as activist investors: There is no generally agreed upon definition of hedge funds. 

However, there are four characteristics that can be used to classify hedge funds and distinguish them 

from other types of investors (Brav et al., 2008; Partnoy & Thomas, 2007):  

 Hedge funds are pooled, privately organized investment vehicles 

 Hedge funds are administrated by professional investment managers 

 Hedge funds are not widely available to the public 

 Hedge funds operate outside of securities regulation and registration requirements 

In addition, activist hedge funds distinguish from other hedge funds as:   

 Activist hedge funds invest only in public companies 

 Activist hedge funds always intend to increase the value of their targets (i.e. no short selling) 

Venture capital funds could in many instances fit well with the first four characteristics, but distin-

guishes from hedge funds as they primarily invest in companies in a much earlier stage of the company 

life-cycle (Gillan & Starks, 2003). Private-equity funds share the biggest resemblance to activist hedge 

funds, as they occupy the same unregulated market and appeal to the same type of investors. As such it 

is often difficult to distinguish private-equity funds from hedge funds, but there are usually some dif-

ferences in their investment strategies. Private-equity funds, like venture capital funds, often invest in 
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private companies – often with the intention of taking them public. In addition, private-equity funds 

usually own a much larger share of the targeted companies, and thus exert some level of control of the 

company. Hence the tools to create a return on the investment shift towards controlling ownership 

(Bratton, 2007). Corporate raiders share many of the traits of activist hedge funds, but differentiate as 

they often apply value-destroying strategies to create a positive return on their short positions (Croci, 

2005; Pound, 1992). Moreover, ‘corporate raider’ was a term coined for very aggressive investors in the 

80s (Gramm, 2015), and as such it can be argued that they are today extinct, and what is left is merely 

activist investors with different degrees of hostility in tactics. Family funds and other private investors 

are not usually considered activist investors, as they only manage their own capital and often are more 

long-term oriented (Fortune, 2015).  

The reason why hedge funds today dominate the market for shareholder activism, can partly be ex-

plained by activist hedge funds fundamentally being better positioned to perform active ownership and 

better incentivised to monitor companies (Bratton, 2007; Briggs, 2007; Krishnan, Partnoy, & Thomas, 

2015). Unlike pension funds and mutual funds, hedge funds are not subject to legal requirements to 

diversify their portfolio, and can thus concentrate their investments in a few companies and manage 

their positions more actively (Schneider & Ryan, 2011) . This low degree of regulation is the conse-

quence of hedge funds having a relatively small number of investors and not being widely available to 

the public (Brav et al., 2008). Having a few dedicated investors can be a great advantage, as hedge 

funds, unlike mutual funds, can require that their investors dedicate their investments for a longer pe-

riod of time, giving the fund time to exercise active ownership (Clifford, 2008). This scarcity of regula-

tion means that hedge funds can use leverage and trade with derivatives, although activist hedge funds 

typically do not go short in companies, just as hedge funds are not required to disclose their investment 

strategies, leverage ratios and other information regarding their investments (Pound, 1992). One impli-

cation of this is that activists can use stock-lending and the derivatives market to acquire voting rights 

without owning an equivalent long position in the target company’s stock (Christoffersen, Geczy, 

Musto, & Reed, 2007; Hu & Black, 2007). This can be a powerful tool to create a stronger position in a 

proxy fight than their ownership stake would otherwise warrant. These regulatory differences make 

hedge funds more efficient activists than e.g. pension funds, when creating large confrontational cam-

paigns, as it typically requires a significant stake in the target company, considerable voting power as 

well as extra time to materialize the increase in market valuation (Becht, Franks, Mayer, & Rossi, 2009).  

In addition to regulatory and strategic differences, legal scholars argue that hedge funds are also bet-

ter incentivised to monitor companies and their management teams compared to other equity owners 
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(Bratton, 2007; Briggs, 2007; Kahan & Rock, 2007; Krishnan et al., 2015). The intensified incentives 

rely on two key structural differences. First of all, as described hedge funds are not legally required to 

diversify, and consequently most activist hedge funds only invest in a few companies at once – but with 

significant stakes in each. This provides a natural incentive to monitor each of these companies more 

closely. Secondly, the compensation structure of hedge funds, and consequently also their portfolio 

managers, creates a larger financial incentive to achieve high returns. Investors typically pay hedge 

funds 2% of the invested amount in a fixed annual fee and a 20% performance fee based on the fund’s 

return (Brav et al., 2008). The employees and partners of hedge funds thus achieve higher compensa-

tion, when they create a return above the agreed threshold – and there is typically no upper boundary 

on the potential bonus. Pension fund managers, on the other hand, will typically also be compensated 

based on their performance – but to a much lower degree (Brav et al., 2008). 

Conclusively, this means that hedge funds are generally better positioned and incentivised to create a 

positive return on their activist campaigns than other types of investors. In agreement with this state-

ment, academic literature generally finds that activist hedge funds generate higher returns than other 

activists, although a relationship between regulation and incentive structures, on one hand, and the re-

turns generated, on the other, has not been statistically verified. An exhaustive review of academic find-

ings will follow in the Empirical Background.   

3.2.3 The shareholder activist evolution  

Shareholder activism is no new phenomenon, but the regulatory environment, the actors and the 

means to exert corporate influence have changed radically over the past century. The following section 

describes the previous eras of shareholder activism – from the first performers of corporate change to 

today’s billion dollar activist hedge funds. The purpose is to create an understanding of the major 

changes and trends in the progression of activist investor to support, in particular, the meta-analysis of 

existing academic literature presented in the Empirical Background as well as the Analysis. 

Early 20th century – The first traces of activist investors: Investors have exercised corporate in-

fluence long before the term shareholder activism was coined, but several direct links to today’s share-

holder activists can be found dating back to the beginning of the 20th century. In this period insurance 

companies, banks and mutual funds in the US began to exercise active ownership and influenced the 

American governance system to focus on shareholder primacy (Briggs, 2007; Gillan & Starks, 2007). One 

of the first large shareholder campaigns was aimed at Ford Motor Company in 1919. Henry Ford 

sought to end dividends for shareholders – in favour of more charitable activities that would benefit 

employees and other stakeholders. This decision was opposed by shareholders taking the case to the 
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Supreme Court, which ultimately sided with the dissident shareholders and thus created precedence for 

improved shareholder rights and thereby also shareholder activists (Hemphill & Cullari, 2014). In the 

following decades, the degree of shareholder activism and the active participation of shareholders fluc-

tuated with changes in US legislation. During the 20s and 30s laws were passed that constrained finan-

cial institutions’ ability to hold concentrated power and own equity directly. In general, it became cost-

lier and more difficult for investors to exercise active ownership. This led to the investor continuum 

becoming more detached, with most investors going back to passive ownership and divesting share-

holdings acquired with the purpose of exercising corporate influence (Gillan & Starks, 2007). 

The 1940s – New regulation enables activism: This was the case until the early 1940s, where new 

regulation was introduced in the US. This initiated what Gillan & Starks (2007) describe as the origin of 

the current wave of activism. In 1942 the SEC allowed shareholders to submit proposals for inclusion 

on corporate votes along with other regulatory changes; consequently stimulating shareholder influ-

ence. This initiated a shift in both the actors of corporate influence as well as the objectives. Since the 

1940s the level of activism has been steadily increasing, but the exercising parties have changed concur-

rently with changes in regulation (Pound, 1992). From the 40s to the 70s it was primarily individual 

investors, who dominated the market for corporate influence together with a few public pension funds 

and other institutional investors.  

The early 1980s – The ‘deal decade’ of hostility and takeovers: In the 1980s the market for cor-

porate influence changed radically from being dominated by individual investors to a much more effi-

cient and powerful combination of institutional investors and corporate raiders. The first institutional 

investors to exercise widespread activism were American public pension funds. These pension funds 

used many of the same tools as the pension funds do today, e.g. shareholder proposals and manage-

ment pressure, to increase the value of poorly performing companies. In the mid-80s came the corpo-

rate raiders. They distinguished themselves from today’s activist hedge funds by acquiring larger owner-

ships shares and applying different tactics such as short selling, company liquidation, LBOs and hostile 

takeovers (Partnoy & Thomas, 2007).  The corporate raiders started out by using their own funds to 

purchase large blocks of shares, but with an improving track record they became able to raise money 

from other investors (Holderness & Sheehan, 1985). As a consequence, their toolbox and range of ob-

jectives also expanded to include board representation, operational efficiency and financial restructur-

ing; however they still used very aggressive means to achieve their objectives (Pound, 1992). The strate-

gies applied by corporate raiders would place them more towards the ‘controlling ownership’ side of 

the investor continuum compared to activist hedge funds (Figure 1), but there are certain similarities to 
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some of the more aggressive hedge fund activists apparent today. The 1980s was generally a very hos-

tile period, characterized by an increasing use of LBOs and other innovative ways of creating hostile 

takeovers. Prior to the 80s, the American business environment was generally characterized by strong 

managers loyal to the corporation itself, rather than acting as agents of the shareholders. However, with 

the increasing aggressiveness of activists and the advent of hostile takeovers, pressure was put on man-

agers to act as advocates for the investors (Jackson, 2010).  

The late 1980s & 90s – From controlling corporate raiders to influential pension funds: After 

years of hostile takeovers and increasing use of LBOs, new regulations were imposed in the late 1980s 

that reduced the ability to perform hostile takeovers (Coffee, 1991; Pound, 1992). This made it difficult 

to exercise corporate control, and as such it created a shift towards corporate influence. Moreover, the 

previous years had also made corporate managers accept the notion of ‘shareholder value’, which made 

managers fundamentally more focused on their investors (Useem, 1993). Meanwhile, the institutional 

investors were steadily increasing their funds and with that also their ownership of American compa-

nies (Partnoy & Thomas, 2007). In 1953 only 10% of US equity was owned by institutional investors, 

but this number had increased to 60% by 2005 (Bratton & McCahery, 2015). These two trends com-

bined gave spark to a new era in shareholder activism. The performers of activism changed from being 

private individuals, corporate raiders and a few institutional investors to being dominated by institu-

tional investors – especially pension funds (Gramm, 2015). 

By the end of the 1980s, the Council of Institutional Investors was formed by the seminal Califor-

nian state treasurer Jesse Unruh (Gillan & Starks, 2007). Unruh was the director of two of the largest 

pension funds in America (CalPERS and CalSTRS), and in the interest of these funds Unruh started 

exercising active ownership of the pension funds’ investments. As such, institutional activism expanded 

greatly in the late 80s and early 90s with primarily pension funds submitting shareholder proxy propos-

als - both independently and in collaboration (Gillan & Starks, 2000). Subsequently, in the late 90s la-

bour union funds started increasing their influence and became engaged in governance proposals just as 

mutual funds also began exercising corporate influence (Brandes, Goranova, & Hall, 2008; Romano, 

2001). At this time hedge funds were rapidly growing their assets under management (AUM) and 

broadening the scope of their investment strategies, but their engagement in shareholder activism was 

still negligible (Cheffins & Armour, 2011).  

The 2000s – Hedge fund activism takes over: Until the late 90s, the activist landscape had pri-

marily consisted of private investors, pension funds, unions, mutual funds and corporate raiders. This 

changed dramatically in the early 2000s with the rise of hedge fund activists. Several causes can be at-
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tributed to the increase in hedge funds engaging with shareholder activism (Goranova & Ryan, 2014). 

First of all, the amount of hedge funds and their AUM increased significantly. Partnoy & Thomas 

(2007) describe how the number of recognized hedge funds grew from 140 in 1968 to 3,000 by 1998 

and to app. 8,000 by 2007. The total assets managed by the hedge funds grew almost correspondingly, 

first to USD 118B by 1997 and then to more than USD 2.1T a decade later in 2007 (BarclayHedge, 

2016).  This development can to a large extent be explained by deregulation, which made it more attrac-

tive to invest in hedge funds, along with cheap and easily accessible debt and an improving track record 

of hedge funds (Partnoy & Thomas, 2007). With a large and still increasing number of hedge funds, the 

foundation for hedge fund activism was established by the late 1990s.  

Activist hedge funds benefitted from the legacy of the pension funds and the other performers of 

corporate influence of the 80s and 90s in addition to a more widely acknowledged corporate agenda of 

shareholder value maximization (Cheffins & Armour, 2011). The hedge funds with focus on share-

holder activism rapidly gained prominence, largely caused by the structural advantages these funds pos-

sessed compared to other performers of activism (Greenwood & Schor, 2009). Despite the popularity 

of activist hedge funds in the early 2000s, these funds performed particularly poorly during the financial 

crisis of 2008 compared to other hedge funds (Bebchuk, Brav, & Jiang, 2015). As activist hedge funds 

tend to use less hedging than hedge funds utilizing other strategies, they were much more susceptible to 

the repercussions of the financial crisis. This is in correspondence with the findings of Burkart and 

Dasgupta (2015), who concluded that the activity and AUM of activist hedge funds are highly procycli-

cal. This can be further substantiated by the fact that activist hedge funds have gained resurgence since 

the financial crisis and have grown ever since (J.P. Morgan, 2010).  

3.2.4 The development and drivers of hedge fund activism 

Hedge fund activism has increased significantly in scale since the financial crisis of 2008. In 2003 

only a handful of activist funds managed a total of USD 12B in assets. This figure had grown almost 

tenfold to USD 112B by the third quarter of 2014. Today more than ten activist funds manage in ex-

cess of USD 10B each, which is almost equivalent to the entire asset class back in 2000 (J.P Morgan, 

2015). Global AUM increased significantly in the early 00s, took a hit in 2008 with the financial crisis, 

but since then the AUM has seen a strong resurgence. The number of activist campaigns grew at a rate 

less than the growth in AUM, which can be attributed to activist investors starting to target larger and 

thus relatively fewer companies (BCG, 2015). Academic literature, financial papers and industry reports 

give a variety of explanations for the increase in activist investor activity. This section outlines three of 

the most influential factors identified:  
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I.   Corporate governance 

A key aspect that is well-covered in academic literature is the shift towards corporate influence as a 

logical response to historical developments in the market for corporate control (Gillan & Starks, 2007; 

Greenwood & Schor, 2009; Karpoff, Malatesta, & Walkling, 1996). As explained previously, a number 

of laws were imposed in the late 1980s and onwards that generally limited corporate control by creating 

anti-takeover laws and charter amendments (Coffee, 1991; Pound, 1992). This change made it more 

attractive to affect firm policies by using proxy fights and other methods often associated with activists. 

In addition to these regulatory changes followed a fundamental shift in the perception of corporate 

governance and shareholder rights. It became more explicit that managers should work towards in-

creasing shareholder value, and as such the incentives of activist funds and corporate executives be-

came more aligned. This led to a more collaborative activism model, where the hedge funds often 

worked with – rather than against – the managers of the target, which also partly explains the greater 

legitimacy and acceptance of activist shareholders compared to corporate raiders. 

II.   Attractiveness of investment 

 Another explanation to the increase in activism is that activist funds are becoming increasingly 

popular as an investment vehicle in comparison to more conventional investment types. Activist hedge 

funds act as delegated portfolio managers, who rely on financing from investors before being able to 

exercise activism (J.P. Morgan, 2015). Hence, the increasing AUM could reasonably be considered an 

indication of the increasing attractiveness of investing in activist hedge funds. The attraction of these 

funds is to a large extent dependent on their ability to create a risk-weighted return that is better or 

comparable to that of alternative investments. Improvements in credit and equity markets have resulted 

in rising levels of funds to be invested, just as traditional institutional investors are increasingly support-

ing shareholder activist campaigns, directly or indirectly, which increases the available capital (J.P. 

Morgan, 2010). The current low interest rates and returns in fixed income markets also make it more 

attractive for investors to allocate capital to alternative investment strategies – in hopes of higher re-

turns (BCG, 2015). This effect has been amplified, as the anxiety of the financial markets has sub-

tracted following the financial crisis, thus making investors more confident with investing in hedge 

funds.   

In addition, the current market is in a good state for activists to exercise corporate influence and ad-

dress discrepancies in the market. First of all, the low interest rates make funding inexpensive for activ-

ists. Additionally, companies are also holding significant amounts of cash on their balance sheets, which 

creates an opportunity for activists, who can encourage companies to use this cash to enhance share-
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holder value either through special dividends and share repurchases or through acquisitions and tender 

offers in industries ripe for consolidation.  

III. Legitimacy and scale 

The popularity and legitimacy of activists has increased significantly over the past two decades. The 

underlying explanation to this is naturally correlated with their track record and ability to create positive 

returns. Activists’ overall market performance will be analysed in later sections, but recent examples 

show several high-profile cases of successful activist investors in both the US and Europe. However, 

there are also other influential factors that have worked as a multiplier effect on the track record, and 

which can help explain the increase in activism. The growing popularity of activist funds and their 

growth in size, as measured by AUM, have created a feedback loop allowing activist funds to target 

larger and more well-known companies with greater media exposure to follow (Figure 2). Recent ex-

amples of Apple, GE, Microsoft, PepsiCo, Airbus and Volvo being targeted show that some of the 

largest companies – both American and European – have been subject to activism (Gibson Dunn & 

LexisNexis, 2015; J.P. Morgan, 2015). This has caused a natural increase in media exposure, which has 

also helped increase capital owners’ awareness of activism. In this way, an improving track record and 

extensive media exposure have to a large extent legitimized the activist investor model. The increasing 

support from institutional investors, in search for better returns, and collaborations with well-renowned 

law firms, investments banks and consultancies have amplified this effect and further increased the 

capital commitment. 

Figure 2: The feedback loop of increasing hedge fund activism 

 
Source:  Authors 
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spanning from private investors to hedge funds, although weighted in favour of the latter. The database 

will be described further in Section 6.2. 

Shareholder activism, and especially hedge fund activism, is growing significantly in size across the 

world. To this day, shareholder activism is still increasing in popularity in the US, and the number of 

campaigns grew with a compound annual growth rate (CAGR) of 17% from 2001 to 2015. However, 

this is much lower than all other regions and countries in which activism is exercised (e.g. Europe, Asia, 

South America and Canada). This can partly be attributed to the intensifying competition among funds 

in the US market, resulting in the search for new investment opportunities outside of the US. Canada 

was one of the first markets activism spread to. Shortly thereafter, growth in the European market also 

started picking up pace. Shareholder activism has been exercised in Europe before the turn of the cen-

tury, but mainly by private individuals and often as private interventions with limited public attention. 

As Figure 3 illustrates, the first notable observations of activist campaigns in Europe occurred in the 

period 2006-2009, but at this time the market for activism was still highly concentrated in the US. From 

2010 the data indicates a surge in European campaigns following the financial crisis, and European 

campaigns increased to represent app. 11-15% of total activist campaigns globally in the years that fol-

lowed. With more than 56 campaigns in 2015 alone, the market for activism has now established itself 

and has attracted the attention of company managers, investors, bankers and financial advisors.  

Figure 3: Number of activist campaigns – 2000-2015 

 

Source: Thomson Reuters (2016) & Authors 

The European market for activist hedge funds: Activist Insight (2015) estimate the value of ac-

tivist shareholdings in European companies to be USD 62B as of November 2015, and as such the 

importance of European activism is not to disregarded. Compared to the US, Europe has a smaller 
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selection of funds focused on activism, with proportionately more campaigns per fund than their 

American counterparts (Activist Insight, 2015). The European market for hedge fund activism is largely 

centred around the UK and especially London as a financial centre (see Figure 4), but large funds are 

also arising in France, Germany, the Benelux countries and Scandinavia. J.P. Morgan (2014) estimate 

that 43% of European activist AUM are managed from the UK, and the sample of this paper indicates 

that 52% of all campaign targets are located there as well.  This can partly be explained by London be-

ing a financial hub, and thus an attractive location for hedge funds, as well as by the fact that there are a 

number of low-tax off-shore UK jurisdictions, e.g. Jersey, Isle of Man and Guernsey (Uría Menéndez et 

al., 2012). However, taking this into account there is still an extraordinarily large number of campaigns 

in the UK, which is likely the result of the country’s favourable corporate governance structure. The 

national differences in corporate governance structures will be further elaborated upon in Section 4.3. 

Figure 4: Activist campaigns in Europe – 2000-2016 

 

Note: Data is extracted for the period 01.01.2000 to 09.03.2016. Source: Thomson Reuters (2016) & Authors  
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Underestimating the European market for shareholder activism: The data indicates a large 

augmentation of European shareholder activism, but the scale of activism might be even more exten-

sive than the data suggests. This can largely be explained by differences between the European and 

American activist ‘models’ and the way that campaigns are observed and accounted for in databases 

and other sources (ValueWalk, 2014).  

Legislation and the degree of transparency vary between countries, but all countries require investors 

to publicly state, when they purchase a certain share of a company, and thus the information will be 

available to the public. In the US, investors are required to submit a Schedule 13D filing with the SEC 

within ten days of the accumulation of at least 5% ownership of a company. Similar rules exist in 

Europe, although on a national level, and differ between a threshold of 2-5% ownership stake 

(LuxCSD, 2016). Also the time of disclosure varies, from e.g. one trading day after equity accumulation 

reaches the threshold in Sweden to four trading days in Switzerland (AB Lindahl, 2010). The 2-5% 

boundaries of ownership disclosure imply that campaigns in very large corporations could, and occa-

sionally do, go unnoticed, if the activist acquires only 1% or 2% of the company. This is not an issue 

specific to Europe, but adding to this; differences in local regulations, less use of media campaigns in 

Europe and a high degree of private campaigns, the level of activism in Europe is likely more under-

stated than in the US.   

In Europe, the main performers of activism include a vast number of hedge funds but also several 

large family funds, pension funds and private-equity firms with mixed strategies of passive, active and 

controlling ownership. However, many European players will often avoid branding themselves as being 

activists, either because they follow multiple different strategies, or because they do not want to be as-

sociated with the more aggressive American activist investors (Cziraki, Renneboog, & Szilagyi, 2010). 

The European activist will often be more collaborative compared to its American equivalent. Typically, 

a campaign will start with moderate actions like meetings with the management team and/or the board 

of directors, and will only escalate into a public campaign, if the activist fund and management cannot 

come to terms with one another. This implies that a large portion of the campaigns below the disclo-

sure threshold never become public (J.P. Morgan, 2014). Estimates by various experts indicate that only 

31-50% of European activist campaigns become public, and as such the dataset applied in this paper, as 

well as any other available dataset, will unavoidably underestimate the actual number of campaigns in 

Europe (Gibson Dunn & LexisNexis, 2015; Tähtinen, 2015). 

Enabling factors of the growth of shareholder activism in Europe: A preceding section de-

scribed some of the global enablers of activism and especially hedge fund activism. These underlying 
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factors also form part of the explanation for the large increase in European activist campaigns. There 

are however additional factors that explain why the campaign growth rate in Europe has been signifi-

cantly higher than in the American market – or any other market for that matter:  

I.   Formalization of shareholder activism and improving corporate governance 

One of the main drivers for the growth in activism by institutional investors is the explication and 

formalization of active shareholder involvement (Uría Menéndez et al., 2012). European institutional 

investors have become noticeably more active in the ownership of their portfolio companies over the 

last decade (McKinsey & Co., 2010; Top 1000 Funds, 2014). In addition, European media outlets have 

been increasing their monitoring of the largest companies with focus on key corporate governance is-

sues such as management compensation, gender diversity and payout policy. This is all the result of an 

intensified focus on shareholder primacy, which has been supported by various European organizations 

and governmental institutions. In 2010 the UK Financial Reporting Council issued a “Stewardship 

Code” intending to enhance the cooperation between asset managers and companies to improve long-

term returns to shareholders (Financial Reporting Council, 2012). In addition, the European Commis-

sion published a green paper in 2011 on “The EU corporate governance framework”, which advocates 

for increased corporate influence of shareholders (European Commission, 2011). Both papers promote 

sustainable long-term results for institutional investors primarily, but simultaneously serve as examples 

of the more formalized and accredited perception of corporate influence. Shareholders in Europe have 

generally become less tolerant of underperforming companies over the past years, and have started to 

exercise more active ownership, which has made it easier for activist investors to form powerful coali-

tions with institutional investors. Harald Selzner, partner of the global law firm Latham & Watkins, 

describes this trend: “Institutional investors are more and more prepared to cooperate with and support activists in 

their negotiations with boards, and proxy advisors are gaining importance, easing the alignment of shareholders’ opinions” 

(Business & Management, 2015, p. 58). 

II. American hedge funds turn towards Europe in search for returns 

Although there is a large and rapidly growing pool of European activist hedge funds, a large share of 

the European campaigns are in fact created by American hedge funds (Business & Management, 2015). 

In a 2014 survey by Preqin (2014) it was recorded that app. 40% of all activist hedge funds had either a 

global or European investment focus. Several reasons exist as to why American hedge funds have 

turned their attention to Europe. 

First of all, although the European market was historically considered structurally less attractive for 

American hedge funds, it has since developed corporate governance structures and regulatory systems 
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enabling the application of activism. Moreover, the activist hedge funds have now adjusted their strate-

gies to fit the variety of regulatory regimes and corporate governance features that exist within Europe 

(Business & Management, 2015; Gibson Dunn & LexisNexis, 2015; J.P. Morgan, 2014). Many Euro-

pean companies are characterised by high ownership concentration by families and governmental insti-

tutions, which makes it difficult for small activist hedge funds to obtain a prominent position in these 

companies, and thus makes the enactment of corporate influence futile. However, recent examples 

have shown that both American and European activist funds now target larger companies through col-

laborations with other large shareholders. The structural differences and their degree of attractiveness 

as seen from the perspective of an activist investor will be described further in the Theoretical Back-

ground. 

 Secondly, the American focus on Europe can also be explained by the intensified competition 

among hedge funds in the US. There is a vast number of activist hedge funds (and other types of inves-

tors) chasing a limited number of profitable investment opportunities in the US, which has made many 

American funds look to Europe in search for more attractive investments (J.P. Morgan, 2014). A survey 

made by FTI Consulting (2015) indicates that investors in the US increasingly find that the American 

activist landscape is getting crowded, as the share of survey respondents indicating this view increased 

from 13% in 2014 to 40% in 2015. 

III. European activist hedge funds rise 

Just as with the American funds, European-based activist hedge funds are also growing in numbers 

and size (Business & Management, 2015). Of the ten funds having conducted the highest number of 

campaigns in Europe, only two are headquartered in the US, which clearly indicates that the largest 

players on the European market are in fact European (Thomson Reuters, 2016). Some of these funds 

are hedge funds that have changed their strategy to include activism and some are newly established 

funds that focus solely on shareholder activism (J.P. Morgan, 2014). The most well-known European 

activist investors are Lexey Partners, Cevian Capital, Knight Winkle and Crystal Amber Fund. These 

funds have offices across Europe in London, Stockholm, Zürich, Milan and Monaco. The research firm 

Evestment estimates that Cevian Capital, who focuses solely on activism, in 2014 was among the fif-

teen largest hedge funds in Europe (Reuters, 2014) and was the world’s second largest activist fund 

with app. USD 15B in AUM (J.P. Morgan, 2014). Generally, activist hedge funds in Europe are now 

experiencing the same process of legitimization as the American activist funds have already undergone, 

which is an important driver of the growth in resources allocated to European funds. British activist 

hedge funds are even receiving funding from county councils and the Church of England, indicating 
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how the perception has become more comparable to that of conventional asset managers (Gibson 

Dunn & LexisNexis, 2015). The combination of old hedge funds changing strategy in favour of activ-

ism, new activist hedge funds arising and a general increase in the AUM has created a strong field of 

activists, who are able to target not only more but also increasingly larger European corporations.  

3.3 Campaign Targets, Toolbox & Objectives 

The companies that activists target and the objectives they pursue through these campaigns are im-

portant aspects to consider, when examining if and how activists create abnormal returns. It is essential 

to understand how these objectives, and the corresponding tools applied to achieve them, differ be-

tween geographical regions as well among various types of activist investors.  

3.3.1 General targets characteristics 

A large variety of companies are being targeted by activist funds, and it is becoming increasingly dif-

ficult to identify and characterize the typical target of an activist campaign. There are however certain 

trends and general characteristics shared among most targets, which are important to understand when 

analysing the activist industry (Filatotchev & Dotsenko, 2013).  

Underperforming companies vs. undervalued companies: The overarching objective of an ac-

tivist investor campaign is to identify a suitable target company and exercise active ownership in a way 

that will increase the shareholder value – and thus create a positive return for the activist fund and its 

investors. A way to create this return is by identifying a company that is underperforming or underval-

ued compared to its peer and exercise active ownership until it reaches its intrinsic value (J.P. Morgan, 

2014). However, being undervalued is fundamentally different from being underperforming, and this 

exact difference is essential to understand, when attempting to identify the typical target of activist 

hedge funds. Earlier literature in the field of shareholder activism indicates that activists primarily target 

poorly performing companies (Bethel, Liebeskind, & Opler, 1998; Gordon & Pound, 1993), and there 

might very well have been a tendency for activists in the past to target poorly performing companies, 

but more recent literature indicates that this is not an accurate depiction today.  

First and foremost, Klein & Zur (2009) argue that there are distinct differences between hedge 

funds and other performers of activism. Activist hedge funds tend to target profitable and financially 

healthy firms, often with high levels of excess cash holdings. Brav et al. (2008) also describe how activ-

ist hedge funds tend to target value firms with relatively low market-to-book values compared to peers, 

but still profitable companies with good operating cash flows and a positive return on their assets. In 

addition, they argue that target companies tend to have lower dividend payments compared to peers.  
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As such, it is not underperforming companies that are more prone to being confronted by activist 

funds, but rather undervalued companies.  

In addition, only few activist hedge funds will target operational matters, and if they do, the activist 

fund will typically have some particular industry insight or experience to leverage (J.P. Morgan, 2014). It 

is however not enough for activist funds to identify undervaluation, as they also need to identify certain 

internal issues or vulnerabilities that can be resolved to restore the company’s valuation to its intrinsic 

value. In some instances, the method applied to increase the value is even more vital than the actual 

identification of undervaluation, but the argument that a company is undervalued is important in order 

to convince other investors to support their campaign.  

Public vs. private targets: Active ownership of a corporation can be exercised in both public and 

non-public companies. Activist hedge funds are however only investing in publicly listed corporations, 

and this is a fundamental part of their operating model. Three key reasons to this are:  

I.   Shareholder structure: The shareholder structure of a public company makes it easier to exercise 

corporate influence with a minority share. The incentives and objectives of the shareholder activists 

are usually well-aligned with those of other minority investors. However, other shareholders are of-

ten unable or unwilling to monitor the company, which activist investors can leverage to create col-

lective action and improve their position(Brav et al., 2008). 

II.  Transparency & monitoring: Public companies are characterized by a high degree of corporate 

transparency as a consequence of regulation, reporting guidelines, media scrutiny and investor 

monitoring. This makes it easier for shareholder activists to identify undervalued companies, exer-

cise corporate influence and for this influence to be reflected instantly in the share price (Gillan & 

Starks, 2003). 

III. Liquidity & exit options: The nature of listed companies makes it easier and cheaper for activists 

to enter a company, exercise corporate influence and exit instantly once the campaign is completed. 

A public company with good liquidity in its equity will make it possible for an activist investor to 

exit its position without materially affecting the market value of the shareholdings. Additionally, the 

management of private companies are often reluctant to sell an equity stake to activist investors 

(Attig, Fong, Gadhoum, & Lang, 2004; Edmans, Fang, & Zur, 2013).  

Ownership structure and size: Activist investors are targeting companies of all sizes and the grow-

ing AUM have allowed activist to target iconic multi-billion dollar market cap companies such as Ap-

ple, PepsiCo, Hertz and Yahoo (Gibson Dunn & LexisNexis, 2015). Although these are all US compa-
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nies, there have also been European equivalents such as Vodafone, Novartis and Volvo. The average 

market capitalization of the data sample applied in this paper is slightly above EUR 6.5B, with target 

companies ranging from relatively obscure companies with a few million in market capitalization to 

Novartis and Vodafone with a market cap of more than EUR 140B at the time of intervention.  

Normally activist hedge fund acquire 5-15% of a company’s equity to obtain a reasonable level of 

bargaining power, with previous literature indicating a median ownership stake of 9.1% (Brav et al., 

2008). Although this analysis is not possible with the data sample of this paper, the average and median 

ownership stakes are likely to have declined over the past years as activist investors have targeted larger 

companies requiring smaller stakes. When investing in large companies like Apple or Novartis, it re-

quires a substantial capital investment to be able to enforce corporate change, and therefore activist 

investors often acquire no more than 1% of the shares of such companies. In many instances this still 

makes the activist investor the largest shareholder, and consequently many activists have been able to 

exercise active ownership successfully even in targets of this size (Gibson Dunn & LexisNexis, 2015). 

This development can partly be attributed to the improving track record and reputation of top-tier 

shareholder activists in recent years (McKinsey & Co., 2014).  

Activist funds have, historically, primarily targeted companies without a majority or large minority 

investor, as they aim to be the largest shareholder in the company (Judge et al., 2010). This gives the 

activist a strong bargaining position – and in some European countries this even entitles the activist 

investor to a seat on the board (Fortune, 2015). Additionally, classic agency theory states that higher 

ownership concentration leads to shareholders being better incentivized to monitor management, and 

thus there might not be a need for the intervention of an activist investor in companies with concen-

trated ownership (Judge et al., 2010).  

 There are however several recent cases, where activists have entered companies where other block-

holders have held stakes significantly larger than the activist fund. Examples include Airbus, Telecom 

Italia and the government-owned Italian oil company ENI, which provides evidence that significant 

ownership by families and governments, which is a common occurrence in Europe, is no longer a re-

striction to activists (J.P. Morgan, 2014). Furthermore, shareholder activists often target companies 

with high institutional shareholdings and extensive analyst coverage, as this suggests a more sophisti-

cated shareholder base, which improves the likelihood of receiving support from fellow shareholders 

(Brav et al., 2008; Judge et al., 2010). 

Industry characteristics: In the past, hedge funds would often avoid investing in companies con-

sidered risky investments. This would include start-up companies, tech companies and companies with 
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high exposure to rapidly changing markets, raw material prices and other exogenous factors that are 

impossible to control during a campaign. Christer Gardell, manager of Cevian Capital, says of their 

strategy that “...in the worst-case scenario we shouldn’t lose more than 20% of our capital. We will not invest in risky 

industries where the outcomes can be significantly worse, like technology, biotechnology, and pharmaceuticals. So we’re in 

mostly service companies, industrial companies, and very specific places in the financial services industry” (Fortune, 

2015). Recent examples however prove that almost no industry is constrained from being confronted 

by activist investors. The energy and resources sector has been under heavy attack from activists in 

both the US and Europe since 2009 (Activist Insight, 2014). Tech companies and various types of fi-

nancial institutions are being targeted by activists, many of which previously were perceived as risky 

targets to invest in (Gibson Dunn & LexisNexis, 2015). The sample applied in this paper provides an 

indicative view of the economic sectors targeted by American and European activists (Appendix III). 

The sector which experienced the most campaigns in the period 2000-2016 was in fact the financial 

sector – both in the US and Europe. The US has also seen a large share of technology companies being 

targeted, whereas Europe has experienced a larger share of campaigns involving industrial companies. 

Apart from this, there are only minor differences between the two regions, and the samples exhibit 

frequent campaigns in all sectors apart from utilities.  

3.3.2 Campaign objectives and toolbox 

The main purpose of shareholder activism is to create a positive return on the investment; higher 

than that of a passive investment and large enough to offset the costs of monitoring and exercising 

corporate influence. However, there are numerous ways to create this return, and activist investors have 

a broad portfolio of specific objectives they can pursue to increase the value of a targeted company.  

Ex-post activists, such as pension funds, have a more reactive way of exercising corporate influence, 

and hence their objectives also differ from the common objectives of ex-ante activists. The objectives of 

pension funds are typically more modest and often governance related but do also touch upon areas 

relating to business strategy. Recently, especially payout policy and management remuneration have 

been on the agenda of European pensions funds (Børsen, 2016). In contrast, ex-ante activist hedge 

funds are more likely to aim for direct influence on managerial actions and financial performance – 

achieving a more immediate market reaction (Bratton, 2007; Brav et al., 2008; Klein & Zur, 2009). 

Hedge funds also advocate for governance related objectives, with focus on payout policy and man-

agement composition, and will additionally often pursue a place on the board in order to influence the 

company from within. Finally, a large degree of activist hedge fund campaigns focus on unlocking value 

through M&A activity.  
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Activist hedge funds and other ex-ante activist investors, such as private-equity funds, are investing 

capital on behalf of their investors with a payback period of up to 10 years (The Wall Steet Journal, 

2015). In spite of this, these funds usually run relatively short slate campaigns with a median holding 

period of just one year (Brav et al., 2008). The campaigns are kept short in order to focus on the low-

hanging fruit associated with active ownership, while reducing the risk of external factors affecting the 

company in the meantime. The short holding period implies that the objectives pursued are intended to 

create an almost immediate return, and hence not all parts of the business strategy are of interest to 

activist hedge funds. Figure 5 illustrates the most common types of objectives sought by activists. On 

the basis of academic literature (e.g. Klein & Zur 2009; Bebchuk et al. 2015; Gillan & Starks 2000; 

Carleton et al. 1998), this paper identifies three overall areas of intervention, which will be central to the 

Empirical Background and Analysis of this paper. 

Figure 5: Overview of common objectives pursued by activist investors 

 

Source: Authors 
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Recent trends in the US and Europe: Existing literature covering activist shareholder objectives 

in Europe is virtually non-existent. However, by analysing the data sample used in this paper it is possi-

ble to get an indicative view of the most common objectives and potential differences between the US 

and Europe. Figure 6 illustrates the nine most commonly pursued objectives in the two regions in the 

period 2000-2016. Each campaign has 1-5 stated objectives as determined by the Thomson Reuters 

database. With reference to the areas of intervention outlined in Figure 5, almost 60% of all campaign 

objectives pursued in both the US and Europe are governance related. It should however be noted that 

governance objectives, such as requesting a seat on the board of directors, is a regular part of conduct-

ing a campaign and is often combined with other objectives.  

Figure 6: US and European activist campaign objectives – 2000-2016 

 

Note: Data is extracted for the period 01.01.2000 to 09.03.2016. Source: Thomson Reuters (2016) & Authors  
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Seek alternatives is a more generic objective indicating that the activist intends to engage in a dialogue 

with management, to assess what alternatives there are to increase shareholder value. In some cases the 

activist fund has several specific demands, but won’t publicly announce these at the initial filing. The 

largest difference between the campaigns in the US and Europe is the pursuit of the shareholder rights 

objective, which is much more frequent in Europe. This can partly be explained by shareholder rights 

and corporate governance structures being more in favour of minority shareholders in Europe than 

they are across the pond (more on this in Section 4.3).  

Hostile acquisition, force sale, oppose sale and spinoff are all M&A related objectives and are a direct way to 

create large-scale change in a targeted company. The various types of M&A activity vary significantly in 

their nature and effect. Spinoff is often related to the strategic direction of the company, and usually has 

the purpose of creating instant value by selling a business unit that is underperforming or lacks strategic 

fit with the remaining business.   

Strategic direction is only cited as an objective in 4% of cases in both the US and Europe. This is likely 

related to the fact that activist hedge funds only target operational matters, when they have a particular 

industry insight, as mentioned earlier. Potentially, it could also be attributed to the short holding peri-

ods of activists, making them prefer objectives with more of an immediate impact on market valuation.  

Over the past years the campaign objectives pursued by European activists have changed only mod-

estly (see illustration in Appendix IV). The largest shift has been seen with shareholder rights constituting 

26% of the campaigns in 2015 compared to just 4% in 2010.  This could be a result of the increasing 

attention paid to shareholder rights in Europe, as well as the growing focus on payout policy issues that 

have followed as levels of excess cash rose significantly after the financial crisis (Torgler, 2011). 

The toolbox of activist investors: Activist investors use numerous tactics and tools to achieve 

their objectives. As illustrated in Figure 7, these tactics can be of a collaborative or a more hostile nature 

(Brav et al., 2008; Cheffins & Armour, 2011). On the collaborative side of the continuum are actions 

that are usually within the specified rights of large blockholders, e.g. the use of voting rights and meet-

ing with management (Cossin & Caballero, 2013). These collaborative actions will often appear in the 

form of private negotiations between the management team and the activist. On the more hostile side 

of the continuum are aggressive actions that tend to lead the campaign to become public. Letters to 

other shareholders and media campaigns are used to attract the attention of minority shareholders and 

thereby increase the pressure on managers through collective action (Cziraki et al., 2010). An activist 

can also seek full board control, sue the company or enforce a hostile takeover of the target as some of 

the most hostile types of intervention.  
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Figure 7: Continuum of activist means 

 
Source: Authors 
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theory is applied to describe, how shareholder activism helps overcome agency problems – and in par-

ticular how it copes with the problem of collective action.  

Whereas agency theory is a general theory applied to activism, Cheffins & Armour (2011) have de-

veloped a comprehensive framework specifically for the purpose of studying activism. Their framework 

explains shareholder activism from the perspective of activist investors, rather than from a societal 

stance as agency theory does. Finally, the theory of corporate governance is inseparable from share-

holder activism, and has a dedicated section in nearly every academic article on the topic, as it helps 

explain the regulation governing activism as well as the persistence of differences across countries and 

investor types. In the following sections all of these three main theories will be presented, with a spe-

cific focus on how a replicating investor fits into the equation, as well as why certain countries are espe-

cially attractive to activist investors.  

4.1 Activism as a Response to Agency Problems 

In an investigation of activist investors and block share purchases, Bethel, Liebeskind & Opler 

(1998, p. 605) found evidence that activism “...plays an important role in limiting agency costs in US corpora-

tions”. Agency theory is far from a new phenomenon. In fact, already back in 1983 academics claimed to 

have found the solution to the agency problem in the form of the market for corporate control (Fama 

& Jensen, 1983). Later, as corporate control activity declined, focus was turned to internal control 

mechanisms and incentivizing contracts as the, often ineffective, solution to agency costs (Jensen, 

1993). The main problem with internal control is, when it is combined with dispersed ownership. This 

gives rise to monitoring costs, which no single small minority shareholder may be willing to incur, as he 

will have to accept all the costs and only receive a fraction of the benefits – also known as the free rider 

problem (Grossman & Hart, 1980). This is where shareholder activism enters the stage. 

Shareholder activism fills this void by establishing incentives for an individual or fund specializing in 

activism to take on the role of monitoring, by providing them with different tools to act on perceived 

inefficiencies (Shleifer & Vishny, 1986). Naturally, the larger the stake in a company, the better align-

ment of incentives needed to accept this role, as a larger share of the benefits will also be retained. 

However, the rights prescribed to minority shareholders imply that corporate control is not necessary 

to exert corporate influence (Goranova & Ryan, 2014). 

Conventionally, a distinction is made between three different variations of the agency problem. The 

most common is the owner-manager problem. This is also the one that activist shareholders attempt to 

address through their actions. One example of this is the free cash flow problem described by Jensen 
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(1993), which Klein & Zur (2009) proved was one of the main characteristics defining the targets of 

hedge fund activists. The two remaining agency problems are those occurring in the relationship be-

tween majority and minority shareholders as well as shareholders and stakeholders. Contrary to the first 

agency problem, both of the two latter have been argued to be intensified by the actions of shareholder 

activists.  

A factor often overlooked is the fact that shareholder interests are not always homogenous across 

dimensions such as time frame and performance criteria (Ryan & Schneider, 2002; Schneider & Ryan, 

2011). Heterogeneous interests may in fact cause principal vs. principal problems to occur. Pozen 

(1994) described the notion of ‘short-termism’ by activist shareholders, discussing whether the short-

term returns achieved by activists might be sacrificing long-term performance at the expense of incum-

bent shareholders. Similar arguments were made by Klein & Zur (2011), who in a study found that the 

positive return experienced by shareholders following activism campaigns, actually occurs at the ex-

pense of bondholders. These issues caused Goranova & Ryan (2014, p. 1259) to question the percep-

tion of activism representing a benefit to the target firm, saying “...shareholder value may be limited in repre-

senting firm value if unscrupulous managers can ‘‘create’’ shareholder value by ‘‘borrowing’’ it from other organizational 

stakeholders or future shareholders” 3. The term myopic investors is often used by opponents of activism to de-

scribe the alleged short-sightedness of activists (Bebchuk, 2013). However, this characterization of ac-

tivists has been empirically refuted in several academic papers (e.g. Bebchuk et al., 2015; Clifford, 2008; 

Kahan & Rock, 2007).  

The agency problem is further extended with the shift in ownership structure evident in the past 

decades. Over the course of ~50 years institutional investors went from owning 10% to owning 60% 

of all US equity by 2005 (Bratton & McCahery, 2015). A similar development occurred in Europe, al-

though the large concentration of family- and government ownership caused a more subtle effect 

(European Commission, 2013). This change in ownership added an additional layer to the agency prob-

lem, which Gilson & Gordon (2013) phrase the agency cost of agency capitalism. Pension funds and mutual 

funds are subject to legal requirements to diversify their portfolios, which makes it unattractive to 

monitor each individual company actively, although they may own a substantial stake in the company 

(Schneider & Ryan, 2011). This leads to an additional agency problem between the institutional investor 

and its own capital investors, and consequently no one is incentivised to actually monitor the manage-

ment of the company in question. 

                                                 
3 For examples of specific trading strategies of hedge funds, who can potentially give rise to principal vs. principal prob-

lems, please see Schneider & Ryan (2011). 
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From this section it is clear that agency theory is at the core of the justification for shareholder activ-

ism. Activism is a response to the agency problems unresolved by the use of the market for corporate 

control and internal control mechanisms. At the same time, agency theory also helps describe the in-

creased organizational complexity caused by multiple levels of shareholders and their potentially diverg-

ing interests. These are essential factors that any examination of shareholder activism - theoretical or 

empirical - must take into account. 

4.2 A Theoretical Framework of Shareholder Activism 

In order to explain and predict levels of shareholder activism, Cheffins & Armour (2011) have built 

a model taking into account different supply and demand effects. In a simple adaptation the model can 

be broken down to a basic cost-benefit analysis. The costs are comprised of financing and transaction 

costs related to the activist campaign and all accrue to the activist investor. The benefits, on the other 

hand, are distributed among all shareholders according to ownership stake. This suggests that the costs 

incurred have to be less than the fraction of benefits the activist investor obtains, in order for activism 

to be profitable and thereby a rational decision. A fund which replicates the portfolio of an activist 

fund, conversely, has significantly less cost associated with this approach, but likely also lower expected 

return based on the delay of replication and the informational disadvantage of the replicator. In order 

to ascertain more accurately the disparities between these two investor types, a breakdown of the costs 

and benefits will follow. 

Firstly, the large stakes required to gain enough bargaining power to challenge management implies 

that activist funds cannot rely on diversification to the same extent that other funds can to counter 

idiosyncratic risk. In addition, the funds will also incur significant financing costs in order to attract 

enough capital to run large scale campaigns. Secondly, the extensive resources and time spent on re-

searching potential targets results in substantial search costs. Thirdly, the effect that these share block 

purchases (and sales) have on the share price introduces dealing costs - in fact Pozen (1994) argued that 

large pension funds in the past have become reluctant ex-post activists, as they were unable to sell un-

derperforming assets without incurring too big of a loss in terms of dealing costs. Fourthly, significant 

administrative costs will arise if the fund needs to advertise in media, attract support from other share-

holders or rely on support from proxy contest advisors (Cheffins & Armour, 2011). 

The sum of these costs naturally depends on several factors. Most important of which is the objec-

tive of the activist campaign and the tools used to achieve it. Based on data from 2000-2007, Gantchev 

(2013) estimated that demand negotiations with management on average costs USD 2.9M, with an ad-

ditional cost of USD 1.8M if board representation is sought. The most expensive tactic is to achieve the 
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objectives through a proxy contest, which costs an additional USD 5.9M, bringing a full-fledged activist 

campaign ending with a proxy fight up to USD 10.7M on average. Ralph Whitworth (2009, p. 3), prin-

cipal of Relational Investors LLC, agrees with this notion in a letter to the SEC: “...only a few investors have 

the expertise and resources to execute a short slate campaign which in our experience can cost upwards of USD 

10,000,000 at a typical large US company”. However, Dow Jones News Service was presented with com-

pletely different numbers in an interview with proxy advisor Bruce Goldfarb of Georgeson Shareholder 

Communications Inc., who stated that an average proxy campaign costs between USD 0.3M and USD 

1M, however also noting that “...it can and does often cost much, much more” (Gauchi, 2006, p. 2). In this arti-

cle it is also stated, how activist investor Sam Wyly supposedly spent upwards of USD 10M fighting a 

proxy fight against Computer Associates International in 2001 – a fight which he ultimately lost 

(Gauchi, 2006). 

Regardless of these differences of opinion, it seems fair to say that shareholder activism is a costly 

affair. In fact, it has been questioned whether the costs incurred are too big to ever allow for profits to 

be made from activism (Hendry, Sanderson, Barker, & Roberts, 2007). Leaving this question open for 

now, the concern for a free rider investor is rather, which of these costs can be avoided by use of a 

replication strategy. Financing costs can be high for a tracker fund, but may not have to, as large stakes 

are not required as the case is with activists seeking bargaining power. Search costs are virtually elimi-

nated, as the job of picking targets is left for the activists. However, dealing costs will be incurred and 

will depend on the size of investments. The administrative costs can also largely be circumvented with a 

passive tactic. In turn, it seems like the costs of a replication strategy are miniscule compared to those 

incurred by activist funds. However, the potential benefits also need to be considered. 

The benefits associated with activism of course depend on the successfulness of the campaign as 

well as the stake held in the target company, and are generally more readily observable to academics and 

outsiders than the costs (Clifford, 2008). In addition to successfulness and ownership stake, the benefits 

available for extraction by shareholders also depend on the governance structure in place. A closer ex-

amination of the importance of corporate governance will follow in the ensuing section. Contrary to 

the case described for costs, activist investors will be in a better position to extract the benefits of activ-

ism than their replicating followers. This is largely due to the informational disadvantage other inves-

tors find themselves in, both in terms of when to enter the position as well as when to exit. Although 

public information of activists’ investment decisions may only be delayed by a few days, this can poten-

tially be the difference between profit and loss for a replication strategy. 
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Incorporating all the information discovered into one single formula, implies that for activists the 

total benefit multiplied by ownership share must be larger than the total sum of costs in order for activ-

ism to be profitable. If we assume an ownership share of 5% and total activism costs of USD 10M, the 

total increase in target company value must be at least USD 200M. Let us also suppose that the com-

pany in question has a pre-activism market capitalisation of EUR 6.5B or USD 7.4B – the average of 

this paper’s sample. With this in mind, a full-fledged activist campaign would require a return of ~3% 

to be profitable, and this is not taking into consideration the potential opportunity costs of this invest-

ment. This very simplified calculation thus makes it clear that even breakeven is no easy accomplish-

ment for an activist campaign.  

                

                                                                      

  Example:                                       (1) 

Now, for a replicating investor it is even more difficult to quantify the costs and benefits associated 

with activism. Especially the benefits, which will largely depend on the time lag related to the informa-

tion disadvantage, the price pressure associated with the size of investments, as well as of course the 

outcome of the activist’s campaign. Using multiple different event windows4 in a study of abnormal 

returns on and around the announcement date5 will allow for estimations as to the last two factors 

mentioned, which will in turn allow for scenario analyses considering different information time lags. 

These will be conducted in the Analysis of this paper. In this way, by applying the findings of the dif-

ferent sections of analyses of this paper, a conclusion can be reached as to the profitability of an activist 

replication strategy. 

4.3 The Link between Corporate Governance and Activism 

The previous section describes a theoretical framework, which assumes costs and benefits to be the 

main components of the attractiveness assessment of an activist campaign by an ex-ante activist such as 

a hedge fund (Cheffins & Armour, 2011). This cost-benefit analysis is however relying on the funda-

mental agency problems described earlier, and even more importantly the measures taken to minimize 

these problems (Pozen, 1994). Without agency problems there would be no need for activist investors, 

                                                 
4 Event windows refer to the period being statistically tested and is usually notified as [X;Y], where X denotes the first 

date included in the analysis with reference to its position relative to the announcement day, and Y refers in similar fashion 
to the last day included in the analysis. An event-window of [-30;30] thus implies that the period tested spans from 30 days 
prior to the announcement to 30 days after, i.e. 61 days in total including the announcement day (day 0). 

5 The announcement date is the day on which the public first becomes aware of the activist campaign, and is usually as-
sociated with an exchange filing (e.g. a Schedule 13D filing with the SEC in the US) or the first mention of the campaign in 
press. 
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but that does not singlehandedly create an incentive to perform active ownership. Instead, one of the 

key enablers of shareholder activism is the corporate governance structures established to minimize 

agency costs. Agency problems arise from the separation of ownership and control, which creates the 

need for a corporate governance system that can cope with collective action problems, insufficient incentives and 

conflicts of interests, as some of the most prevailing themes in corporate governance (Berle & Means, 1991; 

Briggs, 2007). These problems are sought to be curtailed through regulation and incentive systems, 

which in essence give back the shareholders certain ownership rights they had otherwise renounced to 

the professional managers. These ownership rights are what make shareholder activists able to exercise 

active ownership in a public company. As such, the costs and benefits of an activist campaign are de-

pendent on the corporate governance structure, and it is therefore essential to understand how corpo-

rate governance enables activism more specifically.  

4.3.1 The role of activist investors in corporate governance 

With the separation of ownership and control arose the principal concern of how shareholders can 

control and monitor managers to ensure that they increase shareholder value and do not pursue per-

sonal benefits (Briggs, 2007). Shareholders are given certain shareholder rights, which generally allow 

them to monitor and, with majority vote, replace incumbent managers. However, given the dispersed 

ownership of most public companies, a collective action problem is created, where all investors would 

gain from monitoring, but no one is financially incentivised to do so (Gilson & Gordon, 2013). Instead 

most minority shareholders choose to walk the Wall Street walk – a term coined for dissatisfied share-

holders, who sell their shares (Admati & Pfleiderer, 2009).  

One exception is activist hedge funds, which in accordance with corporate governance regulation 

have no legal requirements with regards to diversification, and thereby typically hold larger stakes in just 

a few companies – providing them with the incentive to monitor these companies (Krishnan et al., 

2015). This can be seen as an endogenous response to the monitoring shortfall of intermediary institu-

tions, wherein the activist hedge funds monitor management and the company’s performance, and then 

generate collective action by presenting their suggested actions to other minority shareholders (Gilson 

& Gordon, 2013). The activist hedge funds thereby minimize the collective action problem and in-

crease their voting power as they benefit from pension funds being rationally reticent, meaning they are 

willing to free ride on the activist hedge funds’ monitoring, but not capable of nor willing to do so 

themselves.  

However, for the activist hedge fund to become an efficient monitor and successful active owner, it 

is essential that local regulation and corporate governance systems support and enforce shareholder 
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rights. In addition to this, the local culture, ownership structure, deal activity and legislation are some of 

the other factors that form the corporate governance systems and which enable activism (Gillan & 

Starks, 2000; Gordon & Pound, 1993). Corporate governance is however not only influencing share-

holder activism, but there have also been reverse effects, where the actions of activists have shaped and 

affected national corporate governance systems. These changes are often based on the accusation of 

activist hedge funds being myopic investors (Bebchuk, 2013). Examples include legislation that mini-

mized the use of hostile takeovers in a response to the aggressive corporate raiders of the 80s, and 

more recently changes that have been taken to limit the rights of short-term shareholders, e.g. by giving 

shareholders with more than two years of ownership double voting rights (Romano, 2001).  

4.3.2 The US vs. the European corporate governance model 

Before understanding the intra-European differences in corporate governance structures, it is rele-

vant to first compare the corporate governance model in the US to those of the European countries. 

This is however a difficult task due to the myriad of local regulations and organizations, and thus aca-

demic literature often accounts for the differences compared to the US corporate governance system by 

dividing Europe into the British Isles and Continental Europe (Ooghe & Langhe, 2002).  

The UK and the US models are often uniformly described as the Anglo-American model, as they are 

both being ruled under common law and are considered market-based systems characterized by a large num-

ber of listed firms and high stock market capitalization relative to GDP. These two aspects are some of 

the most important differences to Continental Europe, and they have historically been the most influ-

ential factors of the regional corporate governance systems. American corporations are generally char-

acterized by more dispersed ownership than European companies, where the ownership of families, 

foundations, co-operatives and other large blockholders is more common across both small and large 

public companies (Becht & Röell, 1999). As such, the Anglo-American corporate governance system is 

built on stronger shareholder wealth maximization principles, as there has been a natural need for cor-

porate governance measures to accommodate the minority shareholders and to encourage the monitor-

ing of management (Faccio & Lang, 2002).   

With the US economy outperforming the European through the 1990s, the apparent superiority of 

the US system encouraged European countries to look across the pond for ways to improve their fi-

nancial markets. This resulted in an intensified focus on shareholder value and an embrace of the mar-

ket for corporate control as a means of imposing discipline on public companies. On top of this came a 

growing pressure from American institutional investors increasingly turning their focus towards Euro-

pean countries as investment objectives (Owen, Kirchmaier, & Grant, 2006). Since the late 1990s cor-
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porate governance systems across Europe have changed dramatically, and although there are large in-

tra-European differences, the corporate governance systems in many European countries today are 

well-developed to support minority shareholders. This has naturally also benefitted shareholder activists 

and is undoubtedly part of the explanation for the growth of activism in Europe.   

The US and the UK share many of the same corporate governance features, but there are however 

also large differences, and consequently academic literature occasionally describes how the UK system 

is in fact a more ideal institutional setting for shareholder activism (Bebchuk, 2005; Becht et al., 2009; 

Black, 1998). Bebchuk (2005) argues that this can be accredited to the legal differences with regards to 

four sets of shareholder rights: (1) rights relating to changes in basic governance arrangements; (2) di-

rector removal rights; (3) direct shareholder involvement in hostile bids; and (4) the speed of share-

holder action. Examples of these include the ability to call for an additional general meeting for share-

holders with a 5% stake in the company, the right to prevent the passing of specific resolutions with 

20% ownership, as well as the ability to remove the board with a majority vote (Thomson Reuters, 

2015).  

Existing literature is very limited in its investigation of Continental European governance systems 

and the role of activist investors, which can be explained by the low degree of activist interventions 

prior to the late 2000s. According to path dependency theory, as stated by Bebchuk & Roe (1999), 

Continental European countries can be described as control-based systems - in contrast to the market-

based systems of the UK and the US. This implies that Continental European countries have large wel-

fare states, accept large national monopolies and have unions and other stakeholders that focus on gov-

ernance issues as well as larger degree of government intervention with regards to corporate govern-

ance structures. These aspects combined have greatly influenced the design of local corporate govern-

ance systems. In addition, the many large blockholders of public companies have traditionally had a 

natural incentive to provide monitoring, which minority shareholders could thus free ride on 

(European Commission, 2011).  The civil law system that is dominant in Continental Europe functions 

as an important organ to control corporate governance, whereas the Anglo-American common law 

relies more on the market mechanism in terms of less government intervention, pro-market competi-

tion policy and flexible labour markets (Judge et al., 2010).  

4.3.3 Intra-European corporate governance differences 

The European region is one of the most rapidly changing corporate governance environments in the 

world, and is difficult to describe as one integrated area due the diverse mix of nations at various stages 

of economic development – with diverse jurisdictions, different ownership compositions and varying 
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levels of shareholder involvement. To get a 

more complete understanding of the intra-

European corporate governance systems, the 

optimal level of analysis would be the individual 

country. However, for the purpose of this pa-

per, the European region is divided into three 

clusters of countries that share similarities in 

terms of shareholder rights, legal jurisdictions, 

ownership structure and general attractiveness 

as seen from the perspective of an activist inves-

tor. For the sake of simplicity, only countries 

with activist campaigns in the data sample are 

included in these clusters. The three identified 

clusters are The British Isles, Northern Conti-

nental Europe and Southern Europe as illus-

trated in Figure 8.            

As explained in the previous section, The British Isles are identified as an individual cluster because 

of the corporate governance structures being significantly different from Continental Europe – and in 

many instances more similar to the American system. The British Isles are regulated under common 

law, and numerous scholars argue that this in general protects investors considerably better than civil 

law systems, often with specific references to the French regulatory system (Judge et al., 2010; La Porta, 

López-de-Silanes, Shleifer, & Vishny, 1997a, 1997b). The British shareholder environment is affected 

by an active stock market, dispersed ownership and single class shares, which has created a corporate 

governance setup that enables active ownership of minority shareholders (Hu & Black, 2007). Further-

more, The British Isles are characterized by shareholder rights favourable to minority shareholders, e.g. 

when it comes to removal of directors or submitting proposals (Ersoy-Bozcuk & Lasfera, 2000). Con-

sequently, Black & Coffee (1998) argue that Britain in fact has the corporate governance structure most 

favourable to shareholder activism globally.  

Northern Continental Europe is a cluster characterized by strong shareholder rights and jurisdic-

tions in favour of minority shareholders and thus shareholder activism.  The ownership composition is 

dominated by a large fraction of family owners and other majority owners such as co-operatives and 

foundations. To compare, the total market capitalization of the Nordic regulated stock market is about 
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Northern Continental Europe

Southern Europe
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half that of the London Stock Exchange Main Market (Nordic Corporate Governance, 2009). All coun-

tries in this cluster are advanced economies with extensive social security and highly developed capital 

markets. The Northern European countries distinguish themselves from their southern neighbours by 

having a German or Scandinavian common law tradition, which is more protective to minority inves-

tors than the French common law system widely adopted in Southern Europe (La Porta et al., 1997b). 

Another key difference is with respect to board structure, and especially board composition and share-

holder rights regarding the election of board members. The majority of countries in Northern Conti-

nental Europe have two-tier board structures, with a management board consisting solely of executive 

directors and a separate supervisory board consisting of non-executive directors (Thomsen & Conyon, 

2012). The supervisory board appoints and dismisses managers and has the task of monitoring man-

agement, thus acting as a controlling organ within the company (Jonge, 2007). The supervisory board is 

usually elected by employees and shareholders, and the supervisory board then nominates the members 

of the management board. In the Nordic countries it is seen as good corporate governance practice to 

give large shareholders a seat on the board, which is highly attractive seen from the perspective of an 

activist investor. In general, shareholder rights in this area are designed to support the active involve-

ment of shareholders with high transparency and favorable voting rights. As a consequence, the North-

ern European countries score particularly high on the World Bank governance index. All in all, the gen-

eral corporate culture is focused on shareholder value and to a large degree designed in favour of mi-

nority shareholders (The World Bank, 2015).  

The Southern European cluster is the least attractive to shareholder activists of the three European 

clusters, as the culture and governance systems of these countries are quite unsupportive of minority 

shareholders. These countries have high insider ownership combined with rules protective of incum-

bent boards, which makes it difficult for activists to intervene. This can partly be attributed to the fact 

that most of these countries are based on French civil law, which is not designed with the purpose of 

protecting minority investors, as the case is with the other European law traditions (La Porta et al., 

1997a, 1997b). Most Southern European countries have one-tier board systems (Spain, Greece, Cyprus, 

Malta) or the option to choose between various types of board systems (France, Italy, Bulgaria) 

(European Commission, 2015). It can be argued that the one-tier board setup is more efficient at deal-

ing with matters such as strategy, whereas the two-tier boards are more effective when it comes to su-

pervision and control of management (Tripathi, 2013). As a consequence of these differences in regula-

tory tradition, board structure and culture, the countries in Southern Europe are generally lacking be-

hind their northern neighbours, when it comes to shareholder rights. Additionally, recent provisions 

have been introduced in Italy and France that aim to counter short-termism by favouring long-term 
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shareholders (defined as two years of ownership) with double voting rights (The Economist, 2015). 

These rules make it increasingly difficult for activist investors to exercise active ownership efficiently, as 

most activist investors have holding periods of less than two years (Brav et al., 2008; Hu & Black, 

2007). Consequently, this means that Southern Europe is the least attractive of the three clusters from 

the perspective of an activist investor, although there might be considerable opportunities for interven-

tion and room for improvement due to the current low degree of corporate governance.  

Table 1 summarizes the key corporate governance characteristics across the three clusters, and ar-

rives at the conclusion that The British Isles along with Northern Continental Europe are the most 

attractive regions for activist investors. This leads to an interesting hypothesis of whether shareholder 

campaigns are more efficient, and thus create higher alpha, in these regions compared to the southern 

countries? This will be tested statistically in the Analysis.  

Table 1: Comparison of key corporate governance characteristics across European clusters 

 
The British Isles 

Northern 
 Continental Europe 

Southern Europe 

Legal system Common law tradition 
German & Scandinavian 

 civil law dominant 
French civil law 

dominant 

Ownership  
concentration 

Low Medium to high Medium to high 

Typical owners 
Institutions &  

minority investors 
Families & 

 foundations 
Families &  

cross ownership 

Board system One-tier Two-tier dominant Optional or one-tier 

Investor protection High High to medium Medium to low 

Attractiveness to 
 ex-ante activists 

Very attractive Attractive Less attractive 

Source: Thomsen & Conyon (2012) & Authors  

5 Empirical Background 

Shareholder activism is not a static phenomenon and as such the empirical coverage also advances 

to follow the development across several of the elements described earlier: the performers of share-

holder activism, its geographic expansion, the associated outcomes and so forth. The empirical analysis 

of shareholder activism is extensive but also contains certain limitations. Firstly, almost every single 

study conducted in the past focuses strictly on the US with only two detours to the UK. Secondly, 

methodologies differ significantly with regard to types of activist being examined (e.g. pension or hedge 
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funds), the period under investigation, as well as the statistical methods applied (Table 2). And finally, 

focus to this date has always been on the campaign’s effect on either the target or the activist – never 

before has the potential gain to a third party replicating investor been the focus of attention. 

This chapter will examine both the results and methodologies of past studies on the topic of share-

holder activism. Initially, focus will be on alpha creation – both in the short and long run. This will in-

clude meta-analysis that allows for the discovery of certain relationships between the outcomes of activ-

ism and e.g. fund type or period of examination. Moreover, attention will also be paid to causality stud-

ies, where both campaign objectives and the importance of track record will be investigated. Finally, 

adjacent literature concerning replication and tracking strategies will be discussed, where the limited 

academic sources available will be supported by evidence from similar strategies already in action. 

These different aspects will provide a strong foundation for determining the methodology of this paper 

as well as allow for comparisons to its results. 

5.1 Outcomes of Shareholder Activism 

Table 2: Characteristics and findings of empirical studies of shareholder activism 

Author(s) 
Type of activists 

under investigation 
Geography Period 

Abnormal 
return 

(Smith, 1996) Pension funds US 1987-1993 Insignificant 

(Wahal, 1996) Pension funds US 1987-1993 Insignificant 

(Del Guercio & Hawkins, 1999) Pension funds US 1987-1993 Insignificant 

(Becht et al., 2009) Pension funds UK 1998-2004 Positive 

(Greenwood & Schor, 2009) Hedge funds US 1993-2006 Positive 

(Boyson & Mooradian, 2010) Hedge funds US 1994-2005 Positive 

(Bebchuk et al., 2015) Hedge funds US 1994-2007 Positive 

(Klein & Zur, 2009) Hedge funds US 1995-2005 Positive 

(Edmans et al., 2013) Hedge funds US 1995-2010 Positive 

(Clifford, 2008) Hedge funds US 1998-2005 Positive 

(Brav et al., 2008) Hedge funds US 2001-2006 Positive 

(Krishnan et al., 2015) Hedge funds US 2011-2014 Positive 

(Karpoff et al., 1996) Multiple types US 1986-1990 Insignificant 

(Strickland, Wiles, & Zenner, 1996) Multiple types US 1986-1993 Positive 

(Bizjak & Marquette, 1998) Multiple types US 1987-1993 Negative 

(Gillan & Starks, 2000) Multiple types US 1987-1994 Insignificant 

(Bethel et al., 1998) Unknown types US 1980-1889 Positive 

(Song & Szewczyk, 2003) Unknown types US 1991-1996 Insignificant 

(Alexander, Chen, Seppi, & Spatt, 2010) Unknown types US 1992-2005 Positive 

(Cuñat, Gine, & Guadalupe, 2012) Unknown types US 1997-2007 Positive 

(Filatotchev & Dotsenko, 2013) Unknown types UK 1998-2008 Insignificant 

(Cai & Walkling, 2011) Unknown types US 2006-2008 Insignificant 

Note: The reported statistical conclusions of abnormal returns refer to short-term analyses only. Source: Authors 
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As described in the Topic Background, pension funds were historically one of the first shareholders 

to systematically engage in activism. Hedge funds, on the other hand, did not make their entry onto the 

stage until the 1990s (Cheffins & Armour, 2011). A simple glance at the investor types under investiga-

tion in past academic papers also highlights this feature. From Table 2 it is evident that pension funds 

were the main focus of attention prior to the turn of the century, whereas hedge funds have predomi-

nantly appeared in the past twenty years or so. In relation to the apparent activist advantages pertaining 

to hedge funds compared to other investors (described in Section 3.2), it is worthwhile considering that 

findings from studies based on pension funds and other investor types may return different results, and 

thus not be conducive for making conclusions about the effectiveness of hedge fund activism. It is also 

important to keep in mind that differences between findings from the earliest studies of the late 1980s 

and the most recent studies might be caused by changes in the shareholder environment rather than 

actual performance changes related to the strategy of activism. Nonetheless, the methodologies applied 

may still aid in the search for the perfect study design in which to examine the phenomenon of share-

holder activists. 

5.1.1 Short-term studies 

Theoretically, several distinctions have been made as to different effects typically associated with ac-

tivism (see Figure 9). First and foremost, academics distinguish between an announcement effect and an 

activism effect (Gillan & Starks, 2007).  

Figure 9: Short- and long-term effects of shareholder activism 

 

Source: Authors 
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The announcement effect is evident, when an immediate change in the stock price occurs at the time 

an activism campaign is announced to the public. It reflects the expectations of investors regarding the 

outcome of the campaign, and is thus based on the notion of the efficient market hypothesis, which 

states that all new information and expectations will be immediately reflected in the stock price (Fama, 

1970). The activism effect, on the other hand, is the actual effect of the campaign as it is carried out, 

and is thus not based on expectations but rather on outcomes and results. Typically, researchers have 

applied two different research designs to isolate each of these two effects. Short-term studies are preoc-

cupied with the announcement effect, and cover event windows of anywhere from 1-61 days around 

the announcement date. The long-term studies, on the other hand, examine the activism effect by look-

ing at the return over years or months rather than days. 

The announcement effect itself is then further divided into a real effect and an information effect (Jensen 

& Warner, 1988). The real effect reflects the actual expected value of the activism campaign. The in-

formation effect, on the other hand, puts a downward pressure on the share price, as investors see the 

activism announcement as a sign that private negotiations between the activist investor and manage-

ment yielded no result – reflective of management’s incompetence or reluctance to change. These two 

effects thus suggest a trade-off, where investors appreciate the involvement of activists and the poten-

tial improvements their involvement can provide, but simultaneously see their targeting of the company 

in question as a sign of internal flaws in the organization – something they may not have been aware of 

prior to the announcement. Empirical tests also supply evidence in favor of this trade-off (Gillan & 

Starks, 2000; Strickland et al., 1996).  

Regardless of the discussion of real effect vs. information effect, there seems to be some definitive 

trends evident when examining Figure 10. First apparent finding is that of the nine studies relying 

strictly on data from before the turn of the century, only two show positive abnormal returns, one 

shows negative abnormal returns, while the remaining six all reveal statistically insignificant results. 

Looking at the more recent studies, 85% discover positive abnormal returns, with the remaining two 

studies returning inconclusive results. This may suggest that activists have managed to improve their 

tactics and become more effective.  
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Figure 10: Comparison of past literature by period, activist type and outcome 

 

Source: Authors 

However, this apparent correlation does not necessarily imply causation. First of all, it is worth no-

ticing that the eight studies focusing solely on hedge funds have all reported positive abnormal returns, 

whereas three of the four studies focusing on pension funds return insignificant results. All of these 

three statistically insignificant pension fund studies also cover the same geography as well as the exact 

same period of investigation, implying that there might be a significant overlap in the concerned sam-

ples. Secondly, the suggested time trend could also be explained by the fact that activists as a group 

simply have managed to build up a track record with other investors, which allows for intensified an-

nouncement effects. Thirdly, it could be that the apparent change in results is driven by methodological 

changes rather than actual changes in outcome – this will be more closely examined in the following 

sections.  

In addition to the 22 papers covered in this section, a single paper focusing on European activism is 

in the making, and is currently being peer-reviewed (Becht, Franks, & Grant, 2010). Due to its status as 

a working paper, and some obvious shortcomings such as the absence of a conclusion, the paper has 

not been included in this section’s review. Nonetheless, it is worth noting that in the analysis Becht et 

al. find significant positive abnormal returns for both public and private campaigns in the period 2000-

2008. Among other findings in this paper can be mentioned that hostile campaigns are more profitable 

than collaborative ones, that specialist activist funds are more profitable than non-specialists, and that 

legal jurisdiction does not help explain variations in profitability across countries (Becht et al., 2010). 
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5.1.2 Long-term studies 

As with the short-term studies, the long-term effect of activism can also be split into two categories; 

namely an effect on operational performance and an effect on market performance (Figure 9). Several 

studies examining activists from a long run perspective focus on improvements in the operational per-

formance of the target (e.g. Smith, 1996; Strickland et al., 1996). This focus on accounting measures 

(e.g. EBIT, D/E ratio) rather than market measures also turns focus to the effect on the target rather 

than the investors. For the purpose of this paper, however, the operational effect on the target is quite 

irrelevant. The only factor relevant to the return of activists and proponents of a replication strategy is 

market performance, which in accordance with the efficient market hypothesis incorporates all relevant 

new knowledge pertaining to operational efficiency (Holmström & Tirole, 1993). 

Table 3: Long-term studies of activist investor outcomes 

Author(s) Type of activists Geography Period 
Abnormal  

return 

(Smith, 1996) Pension funds US 1987-1993 Positive 
(Wahal, 1996) Pension funds US 1987-1993 Insignificant 
(Del Guercio & Hawkins, 1999) Pension funds US 1987-1993 Insignificant 

(Greenwood & Schor, 2009) Hedge funds US 1993-2006 Positive 
(Bebchuk et al., 2015) Hedge funds US 1994-2007 Positive 
(Klein & Zur, 2009) Hedge funds US 1995-2005 Positive 
(Clifford, 2008) Hedge funds US 1998-2005 Positive 

(Song & Szewczyk, 2003) Unknown types US 1991-1996 Insignificant 

Source: Authors 

The number of studies with focus on long-term market performance is far lower than its short-term 

counterpart. As can be seen from Table 3, three papers studied pension funds in the period 1987-1993. 

Two of these returned statistically insignificant results (Del Guercio & Hawkins, 1999; Wahal, 1996), 

whereas the last concluded a positive abnormal return based solely on graphical analysis (Smith, 1996). 

Four papers all studied hedge funds from the mid-1990s to the mid-2000s – all returning significant 

positive results (Bebchuk et al., 2015; Clifford, 2008; Greenwood & Schor, 2009; Klein & Zur, 2009). 

And finally, Song & Szewczyk (2003) found no significant results in their analysis of 141 targets. One of 

the most interesting findings was Greenwood & Schor’s (2009) discovery that most of the abnormal 

returns evident in their study accrued in the period [3 months;18 months], with a significantly smaller 

portion accumulating around the date of announcement. This could suggest that the market has (or 

had) a tendency to underreact to the announcement of activism. Alternatively, it might reflect that tar-

gets are typically undervalued and simply return to a fair market price (i.e. intrinsic value) in the long 

run. Irrespective of cause, the temporal accrual of abnormal returns is essential to chart in order to de-

termine the optimal strategic choice of holding period for a replicating investor. 
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5.1.3 Methodologies 

Just as with the fund types under examination, the primary statistical measure applied to approxi-

mate expected (and thereby abnormal) returns has also changed over time. Prior to the turn of the cen-

tury, the preferred measure applied in 8 of 9 studies was a simple single-factor model (see Table 3 for a 

full overview), taking into account only the non-diversifiable market risk. Since then, the Fama French 

three-factor model has become the method of choice – with various extensions added as a fourth fac-

tor. The Fama French model has been used in six studies with Carhart’s momentum factor being added 

in five of these. Furthermore, three papers benchmark the performance of activists against Fama 

French portfolios. Some more recent papers still make use of the single-factor model, and some even 

use both and run separate analyses for each method (Bebchuk et al., 2015; Klein & Zur, 2009). Al-

though running multiple analyses does improve comparability with previous studies by removing po-

tential methodological issues as a cause of discrepancies, it also tends to dilute results by complicating 

conclusions and can in some cases also be considered data mining, allowing authors as well as other 

academics to frame results to fit their objective. 

Table 4: Methodologies and sample sizes of past literature  

Author(s) Type of activists 
Sample 

size 
Primary statistical 

measure 
Alpha 

measure 

(Smith, 1996) Pension funds 39 Single-factor model - 
(Wahal, 1996) Pension funds 295 Single-factor model CAR 
(Del Guercio & Hawkins, 1999) Pension funds 224 Single-factor model CAR 
(Carleton et al., 1998) Pension funds 45 Single-factor model CAR 
(Becht et al., 2009) Pension funds 98 Fama French + Carhart CAR 

(Greenwood & Schor, 2009) Hedge funds 980 Fama French CAR 
(Boyson & Mooradian, 2010) Hedge funds 272 Firm matching CAR 
(Bebchuk et al., 2015) Hedge funds 2,040 Fama French portfolios BHAR 
(Klein & Zur, 2009) Hedge funds 305 Fama French portfolios BHAR 
(Edmans et al., 2013) Hedge funds 1,135 Fama French portfolios CAR 
(Clifford, 2008) Hedge funds 197 Fama French + Carhart CAR 
(Brav et al., 2008) Hedge funds 1,059 Fama French + Carhart - 
(Krishnan et al., 2015) Hedge funds 54 Multi-factor regression CAR 

(Karpoff et al., 1996) Multiple types 583 Single-factor model - 
(Strickland et al., 1996) Multiple types 34 Single-factor model CAR 
(Bizjak & Marquette, 1998) Multiple types 190 Single-factor model CAR 
(Gillan & Starks, 2000) Multiple types 2,042 Single-factor model CAR 

(Bethel et al., 1998) Unknown types 244 Single-factor model CAR 
(Song & Szewczyk, 2003) Unknown types 141 Firm matching BHAR 
(Alexander et al., 2010) Unknown types 255 Single-factor model CAR 
(Cuñat et al., 2012) Unknown types 3,984 Fama French + Carhart - 
(Filatotchev & Dotsenko, 2013) Unknown types 101 Single-factor model CAR 
(Cai & Walkling, 2011) Unknown types 113 Fama French + Carhart CAR 

Note: Certain papers use several methodologies to test the same effects – for these only the primary methodology and its associated measure of 

abnormal returns are reported. The primary statistical measures of this table refer only to short-term studies. Source: Authors  
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Although factor models are the most common approach to investigating the performance of share-

holder activists, a few other methodologies have also been applied for this purpose. Smith (1996) 

graphically delineates the return of CalPERS’ activist campaigns, in order to describe when abnormal 

returns accrue. Song & Szewczyk (2003) and Boyson & Mooradian (2010) compared the market return 

of targets to a hand-picked group of benchmark firms, based on industry, firm size and prior perform-

ance. Krishnan, Partnoy & Thomson (2015) make use of several multi-factor regression models, where 

they include variables for the frequency of interventions, the past success of campaigns, and the experi-

ence of funds, among other things. A common rationale underlying most of these papers’ alternative 

methodologies, is an attempt to isolate the cause of the effect on market performance, rather than just 

taking the causal link of activism leading to improved performance for granted. This topic will be ex-

amined further in the following Section 5.2. 

The papers also rely on different measure for abnormal returns, namely CAR and BHAR – with 

CAR as by far the most common for short-term analyses. Each of these will be described in detail in 

the Methodology, however for now it is worth pointing out that the choice of alpha measure is often 

interdependent from the choice of measure for expected return. The different statistical applications 

however also impede the possibility of directly comparing the return figures obtained across studies, 

and this goes not only for alpha measures but also for event windows, sub-analyses etc. 

Of other papers that provide an alternative method to gauging activism performance, Carleton, Nel-

son & Weisbach (1998) examine private negotiations and the outcome of these, and thus constitutes 

one of the few papers, which have been able to provide insights as to what happens behind closed 

doors. Becht, Franks, Mayer & Rossi (2009) is another example; they were provided with full access to 

a UK pension fund’s communication with management in target companies. Both of these two articles 

come to the conclusion that, not only are most activist campaigns settled privately; they also tend to be 

more successful. These are factors that cannot be overlooked, when academics set out to determine the 

performance of activist shareholders. However, this paper does not attempt to measure performance of 

activist hedge funds for the sake of passing judgment on their effectiveness. Rather, this paper intends 

to assess only the activism that can be beneficial to a replicating investor. Thus disregarding private 

campaigns – irrespective of how essential they may be to the field of shareholder activism. 

Another aspect, in which the methodologies of the academic literature vary considerably, is with re-

spect to the event windows examined. The event window determines in which time frame to look for 

the abnormal returns – both before and after the announcement date. Figure 11 provides an overview 

of all the event windows examined in past academic literature. Although the event window [-1;1] is the 



Shareholder Activism in Europe 

49  Empirical Background 

most common with six appearances, the alternatives vary from a 61-day window covering 30 days both 

before and after the announcement date to single-day windows of [-1], [0] and [1]. The apparent incon-

sistency of choices highlights one of the main attributes of event windows, namely that there is no sin-

gle best option, but rather that the optimal choice depends on the purpose of the analysis. Windows 

covering periods prior to the date of announcement can be used to examine information leakage and the 

price pressure of block purchases by the activist (Klein & Zur, 2009). Variations of windows covering the 

period following the announcement can be used to isolate, when exactly the abnormal returns accrue.  

Figure 11: Event windows and their appearance in past literature  

 

Source: Authors 

At the same time, the choice of window length is also a trade-off between being able to isolate the 

effect of the activist announcement (and not being affected by various exogenous factors), and on the 

other hand being able to capture the full effect of the announcement, which might not be limited to a 

handful of days. In an effort to provide answers to all these questions, some authors choose to rely on 

as many as ten different event windows (Karpoff et al., 1996), whereas many others rely on just one 

(e.g. Alexander, Chen, Seppi, & Spatt, 2010 and Gillan & Starks, 2000). 

Similarly, the event windows for long-term studies also show some variance, although not to the 

same extent as the short-term studies. 1 year, 18 months, 2 years, 3 years, 4 years and 5 years all occur, 

with 1 and 3 years being applied most often with appearances in five papers each (Bebchuk et al., 2015; 

Clifford, 2008; Del Guercio & Hawkins, 1999; Klein & Zur, 2009; Smith, 1996; Song & Szewczyk, 

2003; Wahal, 1996). Just as with the short-term studies, the decision of event windows for the long-

term studies also comprises a trade-off. Long windows of 3-5 years will have a higher risk of being af-



Valdemar J. Halbye & Morten L. Jessen 

Empirical Background  50 

fected by factors unrelated to the activism campaign itself and will also tend to limit the sample size due 

to data availability. Contrarily, short windows of 1-2 years might not capture the full effects of activism 

– especially with regards to campaigns focusing on a ‘private-equity style’ turnaround, which may re-

quire several years to materialize (Brav et al., 2008). Once again, with the specific purpose of this paper 

in mind, the objective is not necessarily to capture the full effect of the campaign, but rather to measure 

the impact this effect might have on a replication strategy. For this reason, the risk of not capturing the 

full effect is not as detrimental as it would be to academic papers applying a different perspective. 

The sample size is another aspect worth considering with regards to the study design of past re-

search. Sample size is likely not a conscious choice in itself, but rather it is a product of the determina-

tion of a specific time frame of the study, the unit of analysis, as well as the issue of general data avail-

ability. Concerning the latter, it is obvious that the limited availability of information regarding private 

negotiations poses an upper limit to the sample size of these studies. The evidence also confirms this 

assumption, as the studies of Carleton, Nelson & Weisbach (1998) and Becht, Franks, Mayer & Rossi 

(2009) both contain samples of less than 100 campaigns, and are thus among the smallest samples in 

the field. Conversely, studies with a broader definition of activism and covering an extensive time frame 

of more than ten years typically obtain much larger samples of +1,000 campaigns (e.g. Bebchuk et al., 

2015; Edmans, Fang, & Zur, 2013). Extending the time period under investigation obviously expands 

the population of the study, and thus constitutes a conscious decision affecting the sample size and 

scope of the paper. However, the perhaps most important factor affecting sample size is the unit of 

analysis. As an example, both Gillan & Starks (2000) and Cuñat, Gine & Guadalupe (2012) look at the 

effect of activist proposals – rather than campaigns – and are thus able to accumulate significantly lar-

ger samples of 3,984 and 2,042 observations, respectively. 

This section has highlighted the many considerations that must be made with regards to study de-

sign and methodology, and more specifically, which factors have caused authors in the past to make 

their specific decisions. The topics include: 

 Study design 

 Measure of expected return 

 Measure of abnormal return 

 Data collection and sample size 

 Event windows 

Each of these aspects will be discussed in the ensuing Methodology, in order to design the Analysis to 

fit the specific purpose of this paper.  
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5.2 Causation Studies 

The academic coverage of activist investors and their effect on targets’ share price is extensive. 

However, only a few of these papers analyse the underlying cause of this effect, or aim to define sub-

segments of activist intervention that generate higher returns than others. It might be questioned to 

what degree causation is relevant to profit-focused replicating investors, as long as they maximize their 

returns. However, the benefit of causation studies is that they can allow for a more selective replicating 

portfolio, where resources are allocated based on confirmed links between specific factors and the re-

turn of campaigns. The most common causation study aims to identify a link between certain campaign 

objectives and abnormal returns. In addition, a single academic paper focuses on the impact of the 

track record of activists. Each of these two topics will be examined in the following pages, and the find-

ings will act as input to the ensuing statistical analyses. 

5.2.1 Objectives of shareholder activism 

Several of the articles examined in the previous section have performed analyses of the returns asso-

ciated with specific objectives of activist campaigns. Some apply a very narrow scope focusing only on 

a single objective. Bizjak & Marquette (1998) focus exclusively on the repeal of poison pills. Similarly, 

Cai & Walkling (2011) only consider activist campaigns on the topic of say-on-pay proposals. At the 

other end of the spectrum, Klein & Zur (2009) examine no less than ten different objectives. By apply-

ing the same segmentation of objectives as in the Topic Background, Figure 12 illustrates the objectives 

that have been analysed empirically as well as the statistical results of these analyses.  

Almost all of the common objectives identified earlier have been covered, but the identification of 

abnormal returns varies. The studies are not perfectly comparable due to differences in data sample and 

methodology, but some trends can still be observed. First of all, only two of seven papers identify posi-

tive abnormal returns from governance related objectives, which is surprising as it is the objective most 

often pursued by activists. Carleton et al. (1998) find that activist investors, who opposed targets’ use of 

anti-takeover defences, created positive abnormal return, while Klein & Zur (2009) find positive ab-

normal returns related to changes in board composition. Apart from this there is limited empirical evi-

dence to support the link between governance related objectives and abnormal returns. Only two pa-

pers analyse the alpha creation of campaigns with M&A related objectives and both find positive ab-

normal returns. Lastly, two out of three papers that analyse business related objectives identify abnor-

mal returns. 
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Figure 12: Comparison of past literature on activist objectives  

 

Source: Authors 

5.2.2 The importance of track record 

The only piece of academic literature that describes the link between activists’ track record and their 

performance is made by Krishnan, Partnoy & Thomas (2015). These authors explore whether returns 

are affected by an activist’s reputation on the basis of three different measures: (1) frequency of inter-

vention, (2) past success and (3) financial clout and expertise. The authors conclude that the hedge fund 

activists making the largest monetary investments also generate the highest announcement period re-

turn and improve post-intervention operating performance. Contrarily, the hedge funds with the largest 

number of interventions are associated with lower returns, which the authors attribute to these funds 

having less focus on each of their investments. 

5.3 Investment Replication Strategies 

An investment replication strategy can be applied in various ways, but it often implies that an indi-

vidual investor or a fund tries to replicate the portfolio or the characteristics of another investment 

vehicle. These characteristics usually refer to return, risk and/or exposure. The purpose is to create a 

superior investment product that generates similar or higher returns at comparable or lower risk and 
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Governance related objectives
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Shareholder rights Insignificant Insignificant Insignificant Insignificant

Payout policy Insignificant Insignificant

Anti-takeover defenses Negative Positive Negative
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M&A related objectives
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Oppose sale Positive

Spinoff Positive

Hostile Acquisition Positive
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Change strategic direction Positive Insignificant Positive

Capital structure

Seek alternatives Positive
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often at lower cost. In addition, the aim can also be to market investment vehicles, which are normally 

only available to institutions or high net worth individuals, to more common private investors. The 

academic literature on replication strategies that track the investments of activists seems to be non-

existent. There are however academic papers that cover related topics such as index trackers and repli-

cation strategies of regular hedge funds. Additionally, a few activist replication portfolios are already in 

existence in the US. 

An example of very well-known replication- or tracking strategies are the numerous different index 

tracking funds that give investors the ability to purchase a share in a portfolio that tracks broad stock 

market indices like the global stock market and the S&P 500. Constructing an index that tracks and 

replicates the development of global stock markets with a minimal margin of error can be done with 

only a few thousand stocks, and thus investors can benefit from the return and risk characteristics of 

such a portfolio, without actually investing directly in all global stocks (Frino & Gallagher, 2001). An-

other way replication strategies have been applied is by creating a portfolio that replicates the character-

istics of a hedge fund’s return. In contrast to stocks and bonds, hedge funds have more complex risk 

exposures that can yield additional and complementary sources of risk premia. Several scholars describe 

different means to replicate the return and risk exposure of hedge funds, which involve dynamic trad-

ing strategies, linear factor models, futures trading and various combinations of exchange-traded in-

struments (Grummitt & Satchell, 2011; Hasanhodzic & Lo, 2007; Kat & Palaro, 2006). Most of these 

hedge fund replication strategies do however not trade on the same underlying assets as the hedge 

fund, but merely replicate the outcomes.  

Funds also exist that track the behaviour of activist hedge funds. In contrast to the regular hedge 

fund replicating strategies, these funds do invest in the same underlying assets as the hedge fund. Prac-

tical evidence suggests that these funds have been able to generate high returns and thus have benefited 

from the passive tracking of activist investors’ activity (Novus Research, 2014).  The existing replication 

funds do however only cover the US activist hedge fund market. One example of an activist replication 

strategy is the S&P US Activist Interest Index. This is an equal-weighted index, which measures the 

performance of American companies subject to recently commenced activist campaigns (S&P Dow 

Jones, 2016). The S&P Activist Interest Index was launched in April 2015, and although the back-tests 

show large returns that exceed those of comparable indices, the actual return and associated risk re-

mains to be seen. However, the HFR Activist Index was established in 2005 by Hedge Fund Research 

Inc. and have thus been tracking activists’ behaviour in the US for more than a decade (HFR, 2016). 

The methodology and therefore also achieved return is very different from the S&P index – the per-
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formance of both will be represented graphically later in this paper. These two activist indices will serve 

as benchmarks for this paper’s proposed replication strategy, and hence the Analysis will elaborate on 

the exact outcomes and underlying methodological designs of the two indices. 

6 Methodology 

Choosing the optimal methodology is no easy task, and it is further complicated by the fact that the 

optimal study design is not homogenous across past and future studies, as it tends to depend on exoge-

nous factors like the configuration of available data and the specific purpose of the study. For this rea-

son, it is not sufficient to ride the coattails of previous academic work; an independent assessment of 

available options as well as their interdependence is crucial, and this section will provide just that. 

Initially, a step-by-step account of the methodological process will be provided. This will help illus-

trate the many procedural decisions that have to be made, which will then be discussed in the ensuing 

sub-sections. Data and sample selection is first to be examined, due to its quasi-exogenous nature and 

its significant impact on all other aspects of the study design. Hereafter will follow, in mentioned order, 

sections on study design, estimation and event windows, expected and abnormal returns, test statistics, 

and finally a simulation model will be introduced to test the proposed investment strategy. Each of 

these sections will weigh the pros and cons of available options with respect to this paper’s purpose. 

6.1 The Process 

As evidenced by the material covered in the Empirical Background, event studies are the preferred 

tool for assessing the execution of activist campaigns. Also in this paper event studies will be the pri-

mary vehicle of analysis. The event studies can be split into two main categories, namely the short- and 

the long-term analyses.  

Unlike in previous literature, where short-term analyses have usually been at the centre of attention, 

this paper will be mostly focused on the long-term analyses. Analyses of short-term abnormal returns 

will nonetheless still be conducted. These will, however, take on more of a supportive role by offering 

insights into the importance of acting fast in the market as well as the potential return lost due to in-

formation leakage. In this respect, the findings of the short-term analyses will also serve as input to the 

financial model used to estimate the prospective return of a long-term strategy under certain scenarios. 

The long-term analyses, on the other hand, will be conducted to examine whether there is a statistically 

significant rationale in favour of a replication strategy, as well as to provide additional input to the de-
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sign of such a strategy in terms of timing. This analysis is thus essential to establish the procedural evi-

dence for the business case of such a strategy. Without conclusive empirical evidence, it is difficult to 

argue in favour of a replication strategy; even if a hypothetical financial model can be built that provides 

a reasonable return by tweaking and adjusting the parameters of such a strategy – also known as data 

mining. 

These parameters also include the choice of keeping the strategy completely passive or making it 

semi-passive by only investing in targets with certain distinguishable characteristics. In order to make 

this decision, several secondary analyses will be made on sub-samples of the population based on cer-

tain hypotheses. Dissections of the population will be made according to the nationality of targets, the 

track record of activists, and the proclaimed objectives of the activist campaigns.  

Following the statistical analyses, focus turns to the more practical aspects and considerations of the 

replication strategy. Scenario analyses will be run through simulations of various trading strategies to 

assess the historic profitability of each. This will further lead to a discussion of the feasibility of such 

strategies and their consequences in terms of cost as well as risk. The entire analysis will thus enable the 

achievement of the ultimate objective; to propose an investment strategy that benefits from the rise of 

shareholder activism in Europe, without incurring all the risk associated with performing activism.  

6.2 Data & Sample Selection 

The single-most important input to all of these analyses is obviously the campaign data. Several da-

tabases collect data on shareholder activism, e.g. S&P, Preqin, FactSet, Activist Insight and Thomson 

Reuters, just as most international banking service providers and management consultancies keep their 

own databases (e.g. BCG, 2015; J.P. Morgan, 2014). The most common source of information for these 

databases is traditionally the SEC fillings and their corresponding counterparts in other countries 

around the world. This creates the potential for a bias in favour of small companies, as only stakes of 

more than typically 2-5% need to be disclosed - and thus not smaller stakes in very large companies, 

where even a 1% equity stake is a significant position. However, most databases support this informa-

tion by conducting continuous news searches for additional activist campaigns. One of the databases 

that make use of this approach is Thomson Reuters, and for this reason it is also the chosen source for 

this paper. Although it would have been possible to attempt to increase the sample by conducting fur-

ther news article research, this has not been done in order to rule out the possibility of a selection bias. 

Another important aspect to consider is the fact that activist campaigns are listed in the database in-

stantly once they become public, and thus avoid any self-selection bias or survival bias, as activists have 
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no say on whether they should figure in the dataset, nor does their appearance depend on the outcome 

of the campaign (Interview: Tiourche, 2016). 

The Thomson Reuters Shareholder Activist database contains 2,900 campaigns from the period 

01.01.2000 to 09.03.2016, of which 304 are European. This extensive time period covers several eco-

nomic phases of both booms and busts, and thus the sample cannot be said to be deliberately biased in 

favour of either, although the number of campaigns does have an inherent correlation to the macro-

economic business cycle (see Figure 3). The database relies on public filings as well as press articles and 

information provided by advisory companies, banks and other intermediaries, and thus should include 

nearly all public campaigns (Interview: Tiourche, 2016). Given these characteristics, the Thomson 

Reuters database would also be suitable as the primary source of campaign information for a replicating 

investor. The daily updates and the extensive coverage could allow for efficient tracking with limited 

delay. 

The campaign data has been supplemented by share price information extracted from Bloomberg, 

with mid-prices that were adjusted for spin-offs, stock-splits, dividends and bonuses, as well as rights 

offerings. All share prices are denominated in euro as this paper is intended primarily for European 

investors. Out of the total 304 campaigns, 35 did not have any available share price information. Fi-

nally, some campaigns were excluded from the analyses due to lack of sufficient data to estimate either 

expected return or abnormal return. The cut-off point was set at five trading days, thus excluding all 

campaigns missing more than five trading days of information from the specific analysis. This was es-

pecially a problem for more recent campaigns in the long-term analyses - for obvious reasons. Finally, 

some companies who were targeted by more than one activist had estimation periods6, which over-

lapped with ongoing activist campaigns. These were also excluded. This ultimately resulted in sample 

sizes of 225 and 161 campaigns for short- and long-term analyses, respectively. 

6.2.1 Sub-samples 

In order to examine whether certain characteristics of either the target or the activist influence the 

outcome of activist campaigns, the total sample is divided into several hypothesis-driven sub-samples 

along three dimensions. Many other dimensions could also have been interesting to investigate, e.g. the 

effect of the size or industry of targets, but for the purpose of clarity and to avoid data mining, these 

will be left for future research to explore. The three chosen dimensions are: 

                                                 
6 The estimation period (or window) is used as a baseline to model the expected return of a company – more on this is in 
Section 6.4. 
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I. Nationality of targets: As described in the Theoretical Background, there are significant differences 

in corporate governance systems across Europe. This sub-category is therefore based on the hypothesis 

that the target’s nationality will impact the return of campaigns. The total sample is divided into the 

three regional clusters identified in the Theoretical Background:   

 The British Isles (United Kingdom, Ireland) 

 Northern Continental Europe (Scandinavia, Germany, Benelux, Austria, Switzerland, Poland) 

 Southern Europe (France, Spain, Italy, Greece, Monaco, Cyprus, Israel) 

See Section 4.3 for further elaboration. 

II. Campaign objectives: As described in the Topic Background, the objectives of activist campaigns 

and the tools applied to achieve these differ significantly across campaigns. Certain categories of objec-

tives could be hypothesized to be more suitable to achieve by means of activism than others. Therefore 

the campaigns have been divided into three groups of objectives based on the Areas of Intervention 

presented in Figure 5 as well as a fourth group for campaigns with more than one objective (from dif-

ferent categories). 

 Governance related objectives 

 M&A related objectives 

 Business related objectives 

 Multiple objectives from different categories 

III. Track record of activists: The experience of activist shareholders could also be posited to have 

an influence on the outcomes of activism. In lack of a better proxy, the number of European cam-

paigns (of the total sample of 304 campaigns) conducted by each activist is used as a measure of the 

activist’s experience with shareholder activism in Europe. This can also be seen as a divide between 

casual activists and professional activists.  

 Veteran activists (more than 5 European campaigns by the activist) 

 Experienced activists (between 2 and 5 European campaigns by the activist) 

 Inexperienced activists (only 1 European campaign by the activist)  

6.3 Study Design 

Fama, Fisher, Jensen & Roll (1969) authored one of the seminal papers on the use of event studies 

in finance. In this paper they applied the technique to measure the share price effect of stock splits, but 

the method can be used to examine any relevant event that can be ascribed to a certain date. For an 
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event study methodology to be applicable a clear definition of the event is essential and an assumption 

of semi-strong market efficiency has to be made. The first is quite simple in the case of activism, as the 

event day can be determined as the day an activist campaign becomes publicly known. The second can 

also be accepted as a fair assumption with reference to Fama’s (1970) comprehensive study on the 

topic.  

Typically, event studies are not applied to monitor nominal returns, but rather intend to investigate 

abnormal returns – i.e. returns in excess of what was to be expected, if the event had not occurred. This 

requires a measure of expected returns as well as a method to calculate and summarize abnormal re-

turns, each of which will be discussed individually in the following sections. However, it is important to 

first decide on estimation and event windows for these event studies, as the length and nature of these 

influences the choice of measures for expected and abnormal returns. 

6.4 Estimation and Event Windows 

As briefly described in the Empirical Background, the determination of event windows can be seen 

as a trade-off. Short event windows can more easily isolate the effect of the event without being af-

fected by confounding events, but simultaneously suffers from the potential inability to capture the full 

effect of the event. The noise effect of other unrelated events often causes academics to choose very 

short windows. However an event window of just one day encounters another hurdle, as disclosure 

might happen after the close of trading and thereby not affect the share price until the ensuing day. 

These issues also highlight the need for an additional assumption, namely that the particular event un-

der investigation is the only significant event occurring in the particular window and that no other share 

price relevant information arises. The use of event windows covering days and sometimes weeks prior 

to the event date might seem counterintuitive, however this is done to also test the potential informa-

tion leakage prior to the public disclosure as well as the price pressure, which activists rapidly increasing 

their shareholdings might create (Klein & Zur, 2009).  

6.4.1 Windows for short-term analyses 

In relation to the overarching purpose of this paper, testing for information leakage could provide 

valuable insights into the beneficial effect of insider information, while the price pressure would consti-

tute a return that primarily accrues to incumbent shareholders. Therefore, the selected main event win-

dow of the short-term analyses will be [-30;30] with a sub-window of [-30;-1] measuring only this pre-

liminary effect. These windows are supplemented by a [-1;1] window, which attempts to isolate the 

immediate event day effect, as well as windows [0;5], [1;5], [0;30] and [1;30] with the purpose of captur-
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ing the full announcement effect. These last four windows have starting days on both day 0 and day 1 

to illuminate the effect of acting fast or slow (i.e. with a one-day delay) on the available information. 

Finally, all the short-term analyses require an estimation window prior to the event date. This estima-

tion window serves as the baseline for returns and thus enables the calculation of expected returns. All 

of the above-mentioned event windows make use of the 180-day estimation window [-210;-31]. With 

the estimation period ending 31 days prior to the event, any potential contamination of the expected 

returns by the actual event (or prior information leakage) is also ruled out. 

6.4.2 Windows for long-term analyses 

The purpose of the long-term analyses of this paper is mainly to test the statistical properties of re-

turns over a specified period, which could reasonably be assumed to be the holding period of a replicat-

ing investor. Therefore, the event windows of the long-term analyses also need to be founded in ex-ante 

expectations concerning the holding period of the proposed strategy. As the strategy relies on replicat-

ing the investments of activists, the event windows can reasonably be determined with reference to the 

holding period of the activists themselves, as it is not in the interest of replicating investors to hold 

onto their stake after the activist has exited his position. Past research has indicated a median holding 

period of app. 12 months and a mean of app. 20 months (Brav et al., 2008). With half of all activist 

campaigns lasting less than a year, the longest event window is set at [0;250], corresponding to one year 

in terms of trading days. However, obviously some campaigns must end even sooner, and for this rea-

son the half-year event window [0;125] is also analysed. Figure 13 provides an overview of all the se-

lected estimation and event windows. It should be noted that the long-term analyses do not require an 

estimation window – clarification will follow in the ensuing section. 

Figure 13: Selected estimation- and event windows 

 

Note: All numbers refer to trading days prior to or following the announcement date (i.e. day 0). Source: Authors 
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6.5 Expected Return 

One of the biggest procedural pitfalls, when it comes to event studies, is the estimation of expected 

returns. The purpose of expected returns is to reflect the return that the company in question could 

expect on any given day, had it not been for the event taking place. Abnormal returns can thus be cal-

culated as the realized return subtracted the expected return. 

6.5.1 Expected return for short-term analyses 

Although abnormal return estimations tend to perform well in the short run, even in the absence of 

elaborate risk adjustment measures (Kothari & Warner, 2007), there is no reason why the most accurate 

known tool for expected returns should not be applied. As described in the Empirical Background, the 

preferred method of choice for estimating expected returns has changed over the course of the past 20 

years - from single-factor models relying on only a market measure to multi-factor models most often 

making use of Fama & French’s (1993) three-factor model in combination with Carhart’s (1997) mo-

mentum factor. However, as recently as in 2014 Fama & French found two new factors to add to their 

model, which made the model perform even better in tests than their historical three-factor model 

(Fama & French, 2014). However, with new factors accounting for the profitability and investments of 

companies, the traditional value factor (HML) was made obsolete, resulting in a four-factor model: 

                                                 (2) 

In Equation (2) SMB represents the difference between returns of small and large companies as 

measured by market capitalization. RMW accounts for the difference between stocks of companies 

with strong and weak profitability. Finally, CMA is the difference in returns between conservative and 

aggressive firms with respect to investments. This new four-factor model also proved efficient at pre-

dicting expected returns in a European setting, although the results of this test are still at the stage of a 

working paper and have not yet been adequately peer-reviewed (Fama & French, 2015). The parame-

ters are modelled using ordinary least squares regression. This version of ‘risk adjustment’ should pro-

vide fairly accurate measures for expected returns, although the possibility of autocorrelation of returns 

and event-induced variance still needs to be accounted for (Brown & Warner, 1985). Fortunately, these 

can be adjusted for in the test statistics – more on this later. 

6.5.2 Expected return for long-term analyses 

As it will be introduced in the following sub-chapter, the long-term analyses will rely on a measure 

of abnormal returns referred to as buy-and-hold abnormal returns (BHAR). One of the practical as-

pects of this measure is that it require a less complicated quantification of expected returns. For these 
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analyses realized returns are compared to a simple market index. The index is in this case composed of 

the FTSE100 index, reflecting the British fraction of the sample, and the EURO STOXX50 index, re-

flecting the remaining European sample. It is worth noticing that EURO STOXX50 does not include 

any stocks listed in the UK, and thereby avoids potential overlap with FTSE100. The two indices are 

weighted relative to the composition of the sample, meaning the FTSE receives a weight of 53%. How-

ever, for the regional analyses of The British Isles, Northern Continental Europe and Southern Europe 

the two indices are unsurprisingly used in their clean form; with FTSE100 for the former region and 

EURO STOXX50 for the two latter. Needless to say, these expected returns are nothing more than 

proxy estimations. If indices were applied for every single country and weighted by the portfolio’s ex-

posure to the respective country at any given point in time, accuracy would likely improve. Meanwhile, 

this would also add an additional layer of complexity to the calculations, and for this reason, the sim-

plicity of an unbalanced weighted average of just these two indices has been preferred. 

6.6 Abnormal return 

As with the expected returns, multiple variations also exist for the calculation and accumulation of 

abnormal returns. The choice of measure depends on several considerations, and like all other aspects 

of event study methodology, there is no uniform optimal solution.  

6.6.1 Abnormal return for short-term analyses 

There are two common approaches as to measuring short-term abnormal returns; BHAR and CAR 

(cumulative abnormal return). The main difference between these two measures is the way they accu-

mulate returns. BHAR is basically a holding period return, and thereby more closely resembles the ac-

tual investor experience (Ritter, 1991). CAR, on the other hand, makes use of a simple daily accumula-

tion process and thus is more of a statistical measure than an actual measure of a period’s return. This 

issue can essentially be compared to the use of geometric vs. arithmetic means for calculating returns, 

with BHAR presenting the geometric approach. However, for the purpose of the short-term analyses, 

the matter of compounding returns is of less interest. Especially since the objective with these analyses 

is to identify whether certain features exist, i.e. information leakage and announcement effect, rather 

than to estimate holding period returns for use in financial modelling. For these reasons, CAR and 

BHAR seem equally adept for these analyses. Fama (1998), however, recommends the use of CAR and 

CAAR (cumulative average abnormal return) and highlights its superior interplay with the Fama French 

asset pricing model. Therefore, CAR is the method chosen for the short-term analyses. 

                  
  
      (3) 
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6.6.2 Abnormal return for long-term analyses 

However, for the long-term analyses, the shortcomings of the CAR method make it a suboptimal 

solution. Instead, a method known as calendar-time portfolio regression (CTPR) is presented as an 

alternative to the BHAR approach. As mentioned previously, BHAR closely resembles the actual inves-

tor experience as it considers the full return of an investment over the course of the holding period (i.e. 

the event window). The CTPR approach, conversely, does not provide a result resembling the return 

experienced by investors, but it does however eliminate the issue of cross-sectional dependence that the 

BHAR analyses tend to experience (Lyon, Barber, & Tsai, 1999).  However, in spite of this, BHAR 

seems like the conceptually better choice, and is also preferred by most academics (E.g. Barber & Lyon, 

1997; Ritter, 1991). In fact, Brown & Warner (1985) even lessened the issue of cross-sectional depend-

ence with a study proving that tests ignoring this issue regularly outperform those that do not. Thus 

BHAR is the method applied in this paper. Just as CAR becomes CAAR, when the returns of individ-

ual assets are accumulated, so too does BHAR become ABHAR (average buy-and-hold abnormal re-

turn) in this instance. It is thus ABHAR that will be reported in the analyses. 

                       
  
                    

  
      (4) 

Both short- and long-term analyses obviously suffer from the problem that tests of the null hy-

pothesis (i.e. that abnormal returns are equal to zero), will implicitly be double tests (Lyon et al., 1999). 

They will test whether abnormal returns are zero, but will simultaneously also test the validity of the 

expected returns calculated through asset pricing models (i.e. Fama French and the market index). As 

mentioned in the introduction to this chapter, there are no perfect solutions when it comes to these 

methodological problems. However, given the circumstances, the chosen measures seem best capable 

of avoiding both type I and type II errors, while at the same time providing the results most applicable to 

the objectives of this paper. 

6.7 Test Statistics 

Both CAR and BHAR calculations face certain limitations - caused primarily by the distribution, 

correlation and variance of returns. These limitations include previously factors like event-induced vari-

ance and cross-sectional dependence as well as a positive skewness bias and general non-normality of 

the distribution of returns (Bebchuk et al., 2015; Kolari & Pynnönen, 2010; Lyon et al., 1999). Fortu-

nately, test statistics exist that take most of these biases into account. Due to the variety of problems 

faced by the CAR and the BHAR calculations respectively, the test statistics will also be specified for 

each of the analyses individually. However, in both cases results will be reported at the significance 
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levels of 1%, 5% and 10%. For both analyses, the null hypothesis to be tested is that the abnormal re-

turns are equal to zero, and the t-tests are thus double-sided. The ratio of positive to negative observa-

tions of abnormal returns will also be provided for both analyses7. This ratio is included to provide an 

indication of the heterogeneity of results. 

6.7.1 Test statistics for short-term analyses 

Due to the very small event windows of the short-term analyses, the main issue identified for these 

analyses is the potential event-induced variance. Evidence has shown that even a slight increase in the 

variance of stock prices, caused by the event, tends to lead to many of the common test statistics reject-

ing the null hypothesis, when it is in fact true, i.e. type I errors (Boehmer et al., 1991). Fortunately, 

Boehmer et al. have developed a parametric test statistic, known as the Standardized Cross-Sectional 

Test, which accounts for this deficiency. Another issue also causing type I errors is encountered, when 

event-date clustering causes cross-correlation of the abnormal returns. This led Kolari & Pynnönen 

(2010) to develop an adjustment to Boehmer et al.’s test. This adjusted version of the Standardized 

Cross-Sectional Test will be the preferred method of testing the statistical significance of findings in the 

short-term analyses of this paper. 

6.7.2 Test statistics for long-term analyses 

With the longer time horizon of the BHAR test, the event-induced variance is less of a problem. 

However, a common problem with the BHAR approach is that results tend to have a skewness bias in 

favor of positive results (Barber & Lyon, 1997). This is a problem faced by all parametric tests, if the 

distribution of results does not resemble the conventional normal distribution, but is in the setting of 

measuring abnormal returns primarily a problem for analyses with a long time horizon (Kothari & 

Warner, 1997). Even though the relatively large sample sizes of the individual tests are countering some 

of this effect, in accordance with the central limit theorem (Scheller, 1999), the problem still persists – 

especially in the analyses of sub-samples. Fortunately, another parametric t-test exists, which takes this 

problem into account and improves the reliability of probability measures. The Skewness-Adjusted t-

Test was originally developed by Johnson (1978), and later improved by Lyon et al. (1999). However, 

this test still suffers from the issue of cross-sectional dependence. Therefore, several authors recom-

mend using an approach developed by Efron (1987) known as bootstrapping (Kothari & Warner, 1997; 

Lyon et al., 1999). Bootstrapping the test statistic corrects for potential biases caused by both non-

normality of the distribution and serial correlation in the data. 

                                                 
7 Denoted 'Pos : Neg'. 
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6.8 Practical Simulation 

To practicalise the results of the statistical analyses, simulations are run on the historical data using 

investment strategies with characteristics based on the findings of the preliminary analyses. This is done 

to identify the practical considerations and corresponding implications that apply, when designing an 

investment model that replicates activist campaigns. As an added benefit, the back-tested simulation 

also allows for benchmarking against comparable indices and investments – in terms of both risk and 

reward. 

The statistical tests based on CAAR and ABHAR calculations overlook several critical factors that a 

replication strategy would be affected by. Firstly, the statistical analyses fail to account for the path de-

pendent compounding of returns, which has a considerable impact given that event days are spread 

over a period of more than a decade. As an example, if the first few campaigns all produce a negative 

return, there will less money to allocate between future investments. Therefore, the sequencing of re-

turns is truly very important to the return of such a replication strategy. Secondly, the overlap of certain 

campaigns implies that there will be less money to invest in each position - given a finite total amount 

to invest and a strategy with a pre-determined allocation model (e.g. value-weighted or equally-

weighted). Thirdly, the simulation approach makes it possible to assess the impact that the limited 

number of available campaigns in Europe has on the allocation of funds and thereby the potential re-

turn.  

In essence, the simulation allows for a practical estimation of the total return of a replication strat-

egy, rather than just accumulating and averaging returns across campaigns like the statistical tests. The 

simulation model also makes it possible to test the impact of different variations of design and alloca-

tion features as well as to include important factors like transaction costs and bid-ask spreads in the 

calculation. Finally, this also allows for an assessment of the portfolio risk of such a strategy – rather 

than the individual risk of each investment. 

The main drawback of this attempt to model returns is that a back-tested simulation will suffer from 

an inherent hindsight bias. All results and conclusions will be reached on the basis of historic events 

and developments, and their ability to accurately predict future events and outcomes is questionable. 

For a more representative analysis, one could refer to Monte Carlo simulation, which could potentially 

overcome the biases associated with path dependency and campaigns overlaps, as outlined above. 

However, Monte Carlo simulation would require extensive analysis of the distribution of returns as well 

as a larger sample of returns to generate new samples from. Moreover, the appearance of information 

leakage and announcement effects would be difficult to incorporate in such an analysis.  
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7 Analysis 

The purpose of this analysis section is to present the statistical results and outline the findings of 

the short- and long-term statistical analyses as well as to explain the design and results of the practical 

simulation model. The chapter will primarily describe, what can be understood directly from the statis-

tical measures and model outcomes, and will only to a limited extent interpret on the findings. The fol-

lowing Discussion & Limitations chapter will elaborate on the results, their potential causation and 

their relation to themes outlined in the background chapters of this paper. First, the short-term analyses 

will be presented together with all sub-samples, and then in similar fashion follows the long-term analy-

ses. Finally, taking into consideration the statistical results, the simulation model is designed and its 

results are described.  

7.1 Short-term Analysis 

The short-term analyses examine the total sample as well as the three categories of sub-samples. The 

total sample includes 225 activist campaigns from 13.09.2004 to 19.02.2016. All analyses will be con-

ducted with the seven selected event windows, and each analysis will be accompanied by a table of key 

statistical measures as well as a graphical representation of the return in the main event window – 30 

days prior and subsequent to the event day. Only selected statistical measures will be described. 

7.1.1 Total sample 

Figure 14: CAAR for the short-term analysis of the total sample 

 

N(total sample) = 225. Source: Authors 

0

1

2

3

4

5

6

20151050-5 3025-10-15-20-25-30

% CAAR return

Event window (days)



Valdemar J. Halbye & Morten L. Jessen 

Analysis  66 

The complete sample indicates a CAAR of 5.01% in the [-30;30] event window, which is significant 

at the 1% level and thereby confirms short-term alpha. The distribution of this return throughout the 

event window should however be taken into consideration. The [-30;-1] event window resulted in a 

2.53% CAAR, significant at the 5% level.  This return could be explained by price pressure or informa-

tion leakage, and will be elaborated upon in the Discussion. Figure 14 illustrates, how the abnormal 

return starts accumulating already 25 days prior to the event day and increases significantly one day 

preceding the campaign announcement. Consequently, the abnormal return in the [-1;1] event window 

is 2.02% and statistically significant at 1%. This indicates a clear market reaction surrounding the event 

day, and as illustrated in Figure 14 this return can be attributed to the day of the announcement to a 

larger degree than the day following the announcement. As such, the event window of [0;30] only indi-

cates a CAAR of 2.48%, which declines to 1.08% CAAR in the event window of [1;30], where only the 

first window is statistically significant at a 10% level. Conclusively, this means that app. 50% of the total 

[-30;30] event window abnormal return accumulates prior to the event day. In the event window of 

[1;30], the CAAR only denotes 22% of the full event window abnormal return. It is worth noting that 

this comparison is possible due to CAAR being calculated as a simple cumulative return with no com-

pounding.  

Table 5: Statistical measures for the short-term analysis of the total sample  

 

Note: *, ** and *** indicate statistical significance at the 10%, 5% and 1% levels. Source: Authors 

7.1.2 Regional sub-samples 

The total sample is divided into regional sub-samples that include The British Isles with 128 (56%) 

campaigns, Northern Continental Europe with 51 (23%) campaigns and Southern Europe with the 

remaining 46 (20%) campaigns. 

Window CAAR Pos : Neg
Standardized 

Cross-Sectional Test
Probability

[ -30 ; 30 ] 0.0501 122 : 103 2.7860 0.0053***

[ -30 ; -1 ] 0.0253 125 : 100 2.2304 0.0257**

[ -1 ; 1 ] 0.0202 141 : 84 5.8953 0.0000***

[ 0 ; 5 ] 0.0172 132 : 93 3.3620 0.0008***

[ 1 ; 5 ] 0.0032 115 : 110 1.2405 0.2148

[ 0 ; 30 ] 0.0248 120 : 105 1.7047 0.0883*

[ 1 ; 30 ] 0.0108 111 : 114 0.5372 0.5912
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Figure 15: CAARs for the short-term analysis of the regional sub-samples 

 
N(The British Isles) = 128. N(Northern Continental Europe) = 51. N(Southern Europe) = 46. Source: Authors 

Clear differences in the abnormal returns between regions can be observed, although not all are sta-

tistically significant, which may be due to the smaller samples of these analyses. As illustrated in Figure 

15, The British Isles have the highest abnormal return of 7.41% in the full event window, which is sta-

tistically significant at the 1% level. Campaigns in Northern Continental Europe resulted in the slightly 

less attractive return of 3.42% and Southern European campaigns resulted in a marginal negative ab-

normal return, although neither of these are statistically significant. All regions indicate abnormal re-

turns in the [-1;1] period surrounding the campaign date, which is statistically significant for The British 

Isles and Northern Continental Europe at 1%. Conclusively, both The British Isles and Northern Con-

tinental Europe create a noteworthy announcement alpha. 

-4

-2

0

2

4

6

8

10

302520151050-5-10-15-20-25-30

% CAAR return

Event window (days)

Southern EuropeNorthern Continental EuropeThe British Isles



Valdemar J. Halbye & Morten L. Jessen 

Analysis  68 

Table 6: Statistical measures for the short-term analysis of the regional sub-samples 

 

Note: *, ** and *** indicate statistical significance at the 10%, 5% and 1% levels. Source: Authors 

 

 

Window CAAR Pos : Neg
Standardized 

Cross-Sectional Test
Probability
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[ -30 ; 30 ] 0.0741 74 : 54 3.3349 0.0009 ***

[ -30 ; -1 ] 0.0407 75 : 53 2.7595 0.0058 ***

[ -1 ; 1 ] 0.0258 85 : 43 5.2471 0.0000   ***

[ 0 ; 5 ] 0.0229 81 : 47 3.3006 0.0010 ***

[ 1 ; 5 ] 0.0060 70 : 58 1.9138 0.0556 *

[ 0 ; 30 ] 0.0334 67 : 61 1.7749 0.0759 *

[ 1 ; 30 ] 0.0165 64 : 64 0.9154 0.3600 
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[ -30 ; 30 ] 0.0342 24 : 27 0.1300 0.8966 

[ -30 ; -1 ] 0.0217 27 : 24 0.2259 0.8213 

[ -1 ; 1 ] 0.0173 31 : 20 3.1353 0.0017 ***

[ 0 ; 5 ] 0.0047 26 : 25 0.3889 0.6974 

[ 1 ; 5 ] -0.0052 23 : 28 -1.2281 0.2194 

[ 0 ; 30 ] 0.0125 28 : 23 -0.0796 0.9365 

[ 1 ; 30 ] 0.0026 23 : 28 -0.7528 0.4515 
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n
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e

[ -30 ; 30 ] -0.0004 24 : 22 0.6484 0.5167 

[ -30 ; -1 ] -0.0155 23 : 23 0.1731 0.8626 

[ -1 ; 1 ] 0.0080 25 : 21 1.2465 0.2126 

[ 0 ; 5 ] 0.0145 25 : 21 1.2437 0.2136 

[ 1 ; 5 ] 0.0039 22 : 24 0.3932 0.6942 

[ 0 ; 30 ] 0.0151 25 : 21 0.7716 0.4403 

[ 1 ; 30 ] 0.0045 24 : 22 0.3478 0.7280 
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7.1.3 Objectives sub-samples 

The objectives sub-category divides the total sample into 119 (53%) campaigns with governance re-

lated objectives, 41 (18%) campaigns with M&A objectives, 33 (15%) with business related objectives 

and the remaining 32 (14%) campaigns with multiple objectives.  

Figure 16: CAARs for the short-term analysis of the objectives sub-samples 

 

N(Governance) = 119. N(M&A) = 41. N(Business) = 33. N(Multiple) = 32. Source: Authors 

Figure 16 illustrates, how there are clear differences between the sub-segments analysed. Campaigns 

with multiple objectives resulted in the highest abnormal return in the full event window with 8.26%, 

which is statistically significant at a 5% level. The M&A related objectives follow with a similar abnor-

mal return of 7.97%, also statistically significant at 5%. The governance related campaigns resulted in a 

lower return of 4.18% for the full event window, although only the [-1;1] event window was statistically 

significant. Finally, the business related campaigns resulted in the lowest abnormal return of 0.89% for 

the full event window, whereby the null hypothesis for this sub-sample could not be rejected. However, 

in the [-1;1] event window surrounding the announcement day, the abnormal return was 2.55%, which 

is significant at a 99% confidence level, and in the [0;5] window the return was 2.09% - significant at a 

90% confidence level. 
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Table 7: Statistical measures for the short-term analysis of the objectives sub-samples 

 

Note: *, ** and *** indicate statistical significance at the 10%, 5% and 1% levels. Source: Authors 

Window CAAR Pos : Neg
Standardized 

Cross-Sectional Test
Probability
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[ -30 ; 30 ] 0.0418 60 : 59 1.6935 0.0904

[ -30 ; -1 ] 0.0186 63 : 56 0.9235 0.3557

[ -1 ; 1 ] 0.0176 70 : 49 3.7304 0.0002***

[ 0 ; 5 ] 0.0129 68 : 51 2.0233 0.0430

[ 1 ; 5 ] -0.0013 62 : 57 0.8900 0.3735

[ 0 ; 30 ] 0.0231 57 : 62 1.2756 0.2021

[ 1 ; 30 ] 0.0090 51 : 68 0.6527 0.5139

M
&
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 r
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ed

[ -30 ; 30 ] 0.0797 27 : 14 2.3455 0.0190**

[ -30 ; -1 ] 0.0348 23 : 18 1.7639 0.0777*

[ -1 ; 1 ] 0.0333 32 : 09 4.0945 0.0000***

[ 0 ; 5 ] 0.0289 21 : 20 2.3728 0.0177**

[ 1 ; 5 ] 0.0139 18 : 23 0.8587 0.3905

[ 0 ; 30 ] 0.0449 26 : 15 1.8872 0.0591*

[ 1 ; 30 ] 0.0300 25 : 16 1.0348 0.3008

B
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[ -30 ; 30 ] 0.0089 13 : 20 0.2053 0.8373

[ -30 ; -1 ] 0.0119 17 : 16 0.3681 0.7128

[ -1 ; 1 ] 0.0255 21 : 12 2.8057 0.0050***

[ 0 ; 5 ] 0.0209 23 : 10 1.9460 0.0517*

[ 1 ; 5 ] 0.0038 17 : 16 0.6107 0.5414

[ 0 ; 30 ] -0.0030 19 : 14 -0.0182 0.9855

[ 1 ; 30 ] -0.0200 15 : 18 -0.7062 0.4801
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[ -30 ; 30 ] 0.0826 22 : 10 2.0877 0.0368**

[ -30 ; -1 ] 0.0508 22 : 10 2.0274 0.0426**

[ -1 ; 1 ] 0.0075 18 : 14 2.1363 0.0327**

[ 0 ; 5 ] 0.0139 20 : 12 1.3646 0.1021

[ 1 ; 5 ] 0.0048 18 : 14 0.4291 0.6678

[ 0 ; 30 ] 0.0318 18 : 14 0.8094 0.4183

[ 1 ; 30 ] 0.0228 20 : 12 0.1758 0.8605
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7.1.4 Track record sub-samples 

The track record sub-category divides the total sample into 89 (40%) campaigns launched by inexpe-

rienced activists, 69 (31%) campaigns launched by experienced activists and the remaining 67 (30%) 

campaigns launched by veteran activists.  

Figure 17: CAARs for the short-term analysis of the track record sub-samples 

 

N(Inexperienced) = 89. N(Experienced) = 69. N(Veteran) = 67. Source: Authors 

In comparison to the previous sub-samples, the track record samples show less deviance between 

groups and all three sub-samples follow a more uniform development. The cumulative abnormal return 

of inexperienced and veteran activists’ campaigns have a similar trajectory after the announcement date 

and result in 6.23% and 6.97% CAARs, respectively, for the full period of [-30;30]. The experienced 

sub-sample results in the lowest cumulative return of 1.58% for the full event window, which is not 

significantly different from zero. As illustrated in Figure 17, this return is generated within the first nine 

days after campaign announcement, and hereafter the return actually declines. As such, the [0;5] event 

window indicates a higher CAAR of 1.87% – statistically significant with 95% confidence.  
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Table 8: Statistical measures for the short-term analysis of the track record sub-samples 

 

Note: *, ** and *** indicate statistical significance at the 10%, 5% and 1% levels. Source: Authors 

 

 

 

 

Window CAAR Pos : Neg
Standardized 

Cross-Sectional Test
Probability
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[ -30 ; 30 ] 0.0623 48 : 41 2.1536 0.0313**

[ -30 ; -1 ] 0.0277 50 : 39 1.4643 0.4131

[ -1 ; 1 ] 0.0321 61 : 28 4.5589 0.0000***

[ 0 ; 5 ] 0.0217 54 : 35 2.4419 0.0146**

[ 1 ; 5 ] -0.0008 43 : 46 0.7321 0.4641

[ 0 ; 30 ] 0.0343 52 : 37 1.6499 0.0990*

[ 1 ; 30 ] 0.0120 46 : 43 0.7400 0.4593

E
xp

er
ie

n
ce

d

[ -30 ; 30 ] 0.0158 36 : 33 0.4685 0.6394

[ -30 ; -1 ] 0.0063 36 : 33 0.3271 0.7436

[ -1 ; 1 ] 0.0207 45 : 24 3.4464 0.0006***

[ 0 ; 5 ] 0.0187 42 : 27 2.3605 0.0183**

[ 1 ; 5 ] 0.0086 37 : 32 0.8066 0.4199

[ 0 ; 30 ] 0.0094 34 : 35 0.2967 0.7667

[ 1 ; 30 ] -0.0007 32 : 37 -0.4894 0.6246

V
et

er
an

[ -30 ; 30 ] 0.0697 38 : 29 1.8285 0.0675*

[ -30 ; -1 ] 0.0421 39 : 28 2.0013 0.0454**

[ -1 ; 1 ] 0.0035 35 : 32 1.6830 0.0924*

[ 0 ; 5 ] 0.0093 36 : 31 1.1012 0.2708

[ 1 ; 5 ] 0.0029 35 : 32 0.6132 0.5398

[ 0 ; 30 ] 0.0276 34 : 33 0.7063 0.4800

[ 1 ; 30 ] 0.0211 33 : 34 0.4245 0.6712
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7.2 Long-term Analysis 

The long-term analysis examines the total sample as well as the three sub-categories that were also 

analysed in the short-term analysis. The total sample includes 161 campaigns that span the period from 

27.10.2006 to 05.04.2016, which is 64 campaigns less than the short-term analysis. The sample sizes for 

the sub-analyses will be described in the corresponding sections, but the relative weights of the sub-

samples are all similar to those of the short-term analysis, and thus there is no apparent bias associated 

with the excluded campaigns. The two event windows of [0;125] and [0;250] will be analysed for each 

of the samples. 

7.2.1 Total sample  

The long-term analysis of the total sample resulted in a 7.29% ABHAR within the first 125 trading 

days of campaign announcement and a 10.22% ABHAR within the first 250 trading days. These are 

both statistically significant with 99% confidence. The return largely follows a positive trajectory 

throughout the event window (see Figure 18). There is however a noteworthy decline in the alpha re-

turn after 125 days, which could be related to the average holding period of the activist investors. This 

will be further elaborated upon in the Discussion. There is generally a higher positive-to-negative ratio 

in the 125-day period than in the 250 day-period, which could also help explain why the bulk of the 

return is obtained within the first 125 days.  

Figure 18: ABHAR for the long-term analysis of the total sample 

 
N(total sample) = 161. Source: Authors 
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Table 9: Statistical measures for the long-term analysis of the total sample 

 
Note: *, ** and *** indicate statistical significance at the 10%, 5% and 1% levels. Source: Authors 

7.2.2 Regional sub-samples 

The total sample is divided into regional sub-samples that include The British Isles with 86 (53%) 

campaigns, Northern Continental Europe with 41 (25%) campaigns and Southern Europe with the 

remaining 34 (21%) campaigns.  

Figure 19: ABHARs for the long-term analysis of the regional sub-samples 

 
N(The British Isles) = 86. N(Northern Continental Europe) = 41. N(Southern Europe) = 34. Source: Authors 

The average long-term returns for the regional sub-samples resulted in notable differences compared 

to the short-term analysis. The ABHARs for the three regions follow a somewhat similar trajectory in 

the first 75 days, but hereafter the regional segments develop differently in the remaining period. For 

the full period of 250 days, the campaigns in companies located on The British Isles created the highest 

ABHAR of 11.81%, which is statistically significant at 5%. The Southern European sample did how-

ever outperform the other regions in a long period, with an abnormal holding period return reaching 

14% at one point, but declined considerably towards the end of the period and ultimately resulted in an 

Window ABHAR Pos : Neg
Skewness-adjusted

t-test
p-Value

[ 0 ; 125 ] 0.0729 98 : 63 3.6742 0.0002***

[ 0 ; 250 ] 0.1022 87 : 74 3.2916 0.0010***

0 25 50 75 100 125 150 175 200 225 250

0

16

12

10

8

6

4

2

14

Event window (days)

Southern EuropeNorthern Continental EuropeThe British Isles% ABHAR return



Shareholder Activism in Europe 

75  Analysis 

ABHAR of 11.68%, significant at the 10% level. Consequently, Southern Europe had the largest AB-

HAR in the 125-day period with 10.47%, which is statistically significant at 1%. Hence the long-term 

findings contradict the short-term findings, which indicated that Southern European campaigns pro-

vided the lowest CAAR. The Northern Continental European campaigns resulted in the lowest AB-

HAR for both the 125- and 250-day window, neither of which are statistically significant.  

Table 10: Statistical measures for the long-term analysis of the regional sub-samples 

 
Note: *, ** and *** indicate statistical significance at the 10%, 5% and 1% levels. Source: Authors 

7.2.3 Objectives sub-samples 

The objectives sub-category divides the total sample into 89 (55%) campaigns with governance re-

lated objectives, 27 (17%) campaigns with M&A objectives, 28 (17%) with business related objectives 

and the remaining 17 (11%) campaigns with multiple objectives. 

Figure 20: ABHARs for the long-term analysis of the objectives sub-samples 

 
N(Governance) = 89. N(M&A) = 27. N(Business) = 28. N(Multiple) = 17. Source: Authors 
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The long-term results for the objectives sub-samples resulted in trends rather similar to those of the 

short-term analysis. The multiple objectives group and the M&A related campaigns both generated very 

high and almost similar abnormal returns throughout the sample period, as can be seen from Figure 20. 

The 250-day event window resulted in abnormal returns of 22.36% and 21.20%, respectively, which are 

the highest returns across all of the long-term analyses. Most importantly, these abnormal returns are 

statistically significant with 99% and 95% confidence, respectively, for the campaigns with multiple 

objectives and the M&A related campaigns. As in the short-term analysis, the governance related cam-

paigns created an abnormal return that is substantially lower than the two previously mentioned groups 

of objectives. The ABHAR of 6.64% is generated within the first 125 days, and hereafter it remains 

fairly constant in the subsequent period. Hence, the 125-day abnormal return results in a statically sig-

nificant return at a 1% significance level, whereas the 250-day return is insignificant. The business re-

lated objectives resulted in the lowest figures, which indicate limited and statistically insignificant ab-

normal returns.  

Table 11: Statistical measures for the long-term analysis of the objectives sub-samples 

 

Note: *, ** and *** indicate statistical significance at the 10%, 5% and 1% levels. Source: Authors 

7.2.4 Track record sub-samples 

The track record sub-category divides the total sample into campaigns by inexperienced activist 

funds with 58 (36%) campaigns and experienced activists with 51 (32%) campaigns, whereas the re-

maining 52 (32%) campaigns were launched by veteran activists.  
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Figure 21: ABHARs for the long-term analysis of the track record sub-samples 

 

N(Inexperienced) = 58. N(Experienced) = 51. N(Veteran) = 52. Source: Authors 

This analysis shows signs of contradictory trends compared to the short-term analysis. The inexperi-

enced activists’ campaigns created the highest returns within both the 125- and 250-day event window 

with 9.39% and 12.26%, respectively, which are both statistically significant. The campaigns by experi-

enced activists generated lower, but still high, 250-day abnormal returns of 9.45%, statistically signifi-

cant at 10%. The veteran activist campaigns created the lowest ABHAR in both windows - neither of 

which were statistically significant. 

Table 12: Statistical measures for the long-term analysis of the track record sub-samples 

 

Note: *, ** and *** indicate statistical significance at the 10%, 5% and 1% levels. Source: Authors 
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7.3 Practical Simulation  

The statistical output reported above documents several of the activism effects and tendencies dis-

cussed earlier in this paper. However, these statistics fail to produce a return measure that could be 

applied to calculate, or at least estimate, the total return of an investor following a strategy as the one 

proposed in this paper. For this to be possible, a simulation has to be run that takes account of the 

many dependent factors that the statistical procedures fail to incorporate. This will also allow for a risk 

assessment of the proposed strategy. Nonetheless, the statistical output is helpful in order to determine 

the setup and features of the model used for the simulations. This will ensure that the design of the 

model is based on empirical evidence in the form of confirmed hypotheses, rather than an ex-post de-

sign with the single purpose of maximizing the (historic) return. In this respect, it is important to high-

light that on the basis of the sixteen simulations made in this analysis, it is not conclusive to say that 

one strategy is necessarily better or worse than the others. Rather, the purpose of running several analy-

ses is to emphasize the long-term effect that even small design alterations can have on the final return, 

as well as to attempt to factually and theoretically explain these discrepancies.  

7.3.1 Model rules & features 

This section outlines the rules and features of the simulation model, before the simulation results are 

presented and discussed in the following sections. With each rule follows an explanation or justification 

for the decision - as well as occasional references to the impact that alternative options could have on 

the results.  

 Exposure: Never more exposure to a single asset than 20% at the time of purchase. 

In periods where only one or a few European activist campaigns are being undertaken, the risk of an 

undiversified portfolio would be too high. Therefore, the initial investment in any company cannot 

exceed 20% of the current market value of the investor’s portfolio at the time of purchase. As share 

prices evolve, the exposure to certain positions may surpass the 20% threshold slightly, but this will be 

circumvented when the number of positions rises above five.  

 Surplus funds: Funds not occupied in the portfolio of activist targets are put in a risk-free asset.  

When less than a handful of campaigns are active, not all funds will be tied up in the replicating invest-

ments. Furthermore, as positions are exited, these funds will further accumulate. This surplus will be 

put in a risk-free asset, which in this case is a German 6-month zero-coupon treasury paper. It can be 

argued that the use of a government bond denominated in euro does in fact pose some degree of de-

fault risk, as the German central bank does not have sovereignty over the issuance of money (Financial 

Times, 2011). However, given Germany’s low inflation, budget surplus and current account surplus, it 
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seems fair to assume that the German government will not default on their debt in the near future (The 

Economist, 2014b).  

 Period: The simulation is run in the period 27.10.2006 to 06.04.2016.  

The sample period is based solely on the availability of the data required to run this simulation. As de-

scribed in the Topic Background, the initial years of this analysis will suffer from only few campaigns 

being undertaken in Europe, meaning that a significant share of the funds will have to be invested in 

the risk-free asset in order to satisfy the 20% exposure requirement. For sub-sample simulations, where 

the sample does not include any activist campaigns in the first several years, the period under investiga-

tion is kept unchanged to allow for a comparison of returns across sub-samples and the total sample. 

 Entry: Positions will be entered either on day 0 (i.e. the announcement date) or day 1. 

As the statistical results proved a significant difference between immediate and late entry, the monetary 

effect of efficient monitoring will be tested in the simulation by all runs being made on both start dates.  

 Exit: Positions will be exited completely either 125 or 250 trading days after entry.  

Once again, the choice of strategies to simulate depends on the results obtained in the statistical analy-

ses. This produces four different holding periods to consider; [0;125], [1;126], [0;250] and [1;251]. 

 Weights: The strategy resembles an equal-weighted index. 

No attention will be paid to the size of companies, when deciding on size of investment upon entry. 

However, the size of investments will depend on the immediate performance of the strategy, meaning 

that if the model provides positive returns for a number of years, the relative size of investments will 

tend to grow as time passes. However, the investments will naturally be negatively correlated to the 

amount of available campaigns, as funds will be distributed among all targets that fit the set criteria. 

 Rebalancing: A position is never increased (i.e. more shares bought) after the initial purchase. 

Considering that in the statistical analyses most of the return is accumulated immediately after an-

nouncement, it is hard to argue in favour of an enlargement of the position in a company on day 100 or 

200, even if funds are freed up from the exit of other positions. This in turn implies that all the cash 

available after exiting assets will be put in the risk-free asset until new investment opportunities appear. 

It also has the effect that rebalancing is not done in order to restore the equal weight of each position, 

but only to allow for new investments to be made. 

 Freeing up funds: If a new investment requires releasing funds from current positions, shares will 

be sold off with the same nominal value across all current positions. 
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It might seem attractive to exit poorly performing assets first, but this will create the need for subjective 

decision-making, which should be avoided for this to be considered a passive (or semi-passive) strategy. 

However, by untying funds with respect to value in euros rather than a certain percentage of the cur-

rent market value of positions, the positions in underperforming companies are made relatively smaller, 

without sacrificing the objective nature of the strategy. 

 Returns: All returns will be measured in euro. 

To avoid any confusion in relation to the accumulation and compounding of returns, all values and 

returns will be measured in euro rather than in percent. Moreover, as all asset prices extracted from 

Bloomberg are converted to euro at the daily spot rate, potential issues in relation to exchange rates are 

also avoided in the calculations. Nonetheless, it is still worth noting that the strategy in practice would 

entail some degree of currency risk, given that companies listed on exchanges in non-euro countries 

will be traded in different currencies. 

 Prices: Amount of shares to buy or sell is calculated with reference to end-of-day mid-prices. 

The same share prices as the ones used in the statistical analyses will also be used in the simulations. I.e. 

mid-prices that are adjusted for dividends etc. Given the fact that these are end-of-day prices, it is also 

worth considering the effect that the actual time of day announcements are made might have. This will 

be examined further in the Discussion. 

 Bid-ask spread: A 0.02% bid-ask spread will be assumed for all equity investments. 

All equity sales and purchases will have the mid-price multiplied by 1.01 to more closely resemble the 

price quotes met by investors. The number is based on the bid-ask spread of companies included in the 

FTSE Developed Europe All Cap Index (Vanguard, 2016). This is clearly a simplified proxy, as not all 

equities will have the same bid-ask spread. However, the use of a standard measure allows for inclusion 

in the simulation models and thus provides results more similar to those that would be experienced in 

practice. 

 Transaction fee: All equity sales and purchases will face a 0.25% transaction fee. 

The transaction- or trading fee is added to the bid-ask spread adjusted prices, and is intended to pro-

vide a conservative measure for the costs faced by a private investor. 0.25% is the fee that private inves-

tors currently pay in Europe’s largest bank (HSBC, 2016). This transaction fee will usually be lower for 

institutional investors, and the financial effect of this difference will be estimated and described in the 

Discussion. 
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 Starting capital: EUR 10M will be allocated to each strategy/simulation. 

EUR 10M is selected as a reasonable amount given the fact that not all targets are large international 

corporations like Vodafone and Volvo. Higher sums could potentially force the strategy to obtain sig-

nificant, perhaps even majority, positions in some companies, which is not the intention. However, as 

the model will not mathematically account for the potential price pressure of significant self-made in-

vestments, the figures for starting capital and final return can be scaled up or down intuitively, without 

having to redo the analysis. 

 Borrowing: Negative positions are not allowed in any asset in the simulation model. 

Neither the positions in activist target companies nor in the risk-free asset will be allowed to go below 

zero - even when additional funds are required for a new investment. This implies that (negative) rebal-

ancing of current assets is always required to allow for new positions to be entered. 

 Sub-samples: Only certain samples will be tested in the simulation model. 

Only the sub-samples providing statistically significant results in the long-term analyses will be included 

in the simulation runs. For each sub-category (e.g. regions or track record), all the statistically significant 

groupings will be combined into one portfolio to increase the sample size of the individual analyses. 

 Sample size: A requirement of at least 100 campaigns is needed to run the simulation. 

Given the limited number of campaigns in certain sub-samples, there is a requirement that only strate-

gies including at least 100 campaigns, and thereby investment opportunities, will be run. Although the 

simulation results will not explicitly be tested for statistical significance, a large sample size nonetheless 

ensures that results are not too affected by one or two outliers. 

 Campaign exclusions: Most campaigns excluded from the long-term statistical analyses are also 

excluded from the simulations. 

The selection of campaigns has largely undergone the same process as the long-term analyses described 

in the Methodology. The only exceptions are those campaigns that had not experienced 250 trading 

days on 06.04.2016. Whereas the statistical analyses required returns for the full period of 250 days, the 

simulation will accept any asset as long as asset prices are available up until either the exit date or the 

final date of the analysis. As a result, the total return reported will simply be the sum of the current 

market value of all positions on 06.04.2016, including the position in the risk-free asset. 

With all these aspects taken into consideration, the final output consists of sixteen different simula-

tions with differing variables for entry day, exit day and sample (or sub-sample). The outcome of each 

of these sixteen runs will be described in the following sections, although only about half will be sup-
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ported by graphical output. All simulations of sub-categories will be referred to as semi-passive simula-

tions. The main model (referred to as the passive simulation) is based on the total sample and will be 

run with four different event windows; [0;125], [1;126], [0;250] and [1;251].  

7.3.2 Passive simulation results 

Figure 22 depicts the total daily market value of the replicating portfolio and the risk-free assets (the 

blue line) as well as the value of the funds allocated to the risk-free asset (orange) for the event window 

[0;250]. The first thing to notice is obviously the final outcome. In the span of approximately ten years, 

the EUR 10M in starting capital is converted to EUR 23.7M, which corresponds to a CAGR of 9.55%. 

Nonetheless, the simulation actually records a negative portfolio return in the period from early 2008 to 

mid-2009. However, over the course of 2009 the value increases to more than EUR 14.2M, in which 

period the compounding effect also starts to impact the portfolio value to a large degree. It is also 

worth noticing that the risk-free allocation is at times parallel with the portfolio value (i.e. in late 2009 

and again very briefly in early 2010). This implies that in this period, there were no activists that were 

within the [0;250] event window of their campaigns, and thus all funds were invested in the risk-free 

asset. These were periods with no volatility (i.e. risk) but consequently also with almost no return.  

Figure 22: Passive simulation (250 days) and the risk-free allocation 

 

N = 190. Source: Authors 
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The step-wise development of the risk-free allocation in the first few years illustrates the limited 

number of investment opportunities in this period. Each step down indicates that a new activist cam-

paign is being commenced, whereas each step up implies the exit from a position in a target. This sug-

gests that the first down-period in mid-2008 was the result of the share price development of only a 

handful of target companies, which illustrates the risk of an undiversified portfolio. However, as time 

passed and the sample of active campaigns increased, the risk-free allocation also became more volatile, 

as it was continuously affected by the entry and exit of target positions.  

To assess the attractiveness of this return it has to be considered with respect to alternative invest-

ments. Figure 23 benchmarks the portfolio return depicted in Figure 22 against the return of several 

comparable indices. The first two are both activist indices, namely the S&P US Activist Interest Index 

(green) and the HFR Activist Index (grey), both of which were introduced in the Empirical Back-

ground. The S&P US Activist Index includes targets: who are part of the S&P US BMI index; whose 

stock has a certain degree of liquidity; who have been targeted within the past 24 months and; who 

have been targeted by an actual activist fund in accordance with Capital IQ’s definition hereof. How-

ever, as the S&P index was incepted in April 2015, nearly all of its data is based on back-testing and as 

such this index has yet to prove that its design can create similar returns going forward (S&P Dow 

Jones, 2016). The HFR Activist Index, in comparison, relies on quite a different methodology. It in-

cludes all hedge funds globally that have more than 50% of their portfolios invested in activist positions 

according to their own definition of activism. It then proceeds to create an index of all the investments 

of these designated activist hedge funds, rather than isolating the actual activist positions (HFR, 2016). 

The S&P index covers only American activists, whereas the HFR index has global coverage - although 

highly exposed to US hedge funds. This paper is the first to track or simulate the European activist 

market and as such there are no direct comparables.  

The third and fourth indices are both tracking hedge funds, but vary to some degree due to differ-

ences in methodologies. The HFR Global Hedge Fund Index (orange) and the Barclay Hedge Fund 

Index (purple) are composed on the basis of different databases and both track hedge funds irrespec-

tive of investment strategies. Finally, the fifth and sixth indices, namely the FTSE100 (yellow) and the 

STOXX50 (red), require no elaboration. These were the same two indices that were applied in the long-

term statistical analysis to estimate expected returns for the UK and Europe, respectively. 
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Figure 23: Passive Simulation (250) and selected benchmark indices 

 

N = 190. Note: The HFR Activist Index and the Barclay Hedge Fund Index are both compiled of monthly index values, whereas the remain-

ing are calculated on a daily basis. Source: Authors 
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ginning in mid-2007, the limited exposure to the activist targets relative to the risk-free asset does insu-

late the 125-day simulation from the large losses that the 250-day simulation experiences. However, as 

the tide turns, the upside is also considerably larger for the full-year simulation. The shorter holding 

period of the 125-days run obviously also results in longer periods wherein no campaigns are available 

to invest in. Essentially, this results in less volatility for the 125-day simulation, but consequently the 

returns are also lower. 

Figure 24: Passive simulation (125) and passive simulation (250) comparison 

 

N = 190. Source: Authors 
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sis of this ineffective monitoring effect, there will be no figures representing this for other samples. 
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7.3.3 Semi-passive simulation results 

The only statistical significant 250-day sub-categories that could provide a sample of more than 100 

campaigns was the regional sub-category of The British Isles and Southern Europe as well as the track 

record sample including the campaign targets of experienced and inexperienced activists. The output 

for the simulation of these groups can be seen in Figure 25, where they are compared to the 250-day 

passive simulation also depicted in the previous graphs. The simulation of the sub-categories is denoted 

as semi-passive simulations, but this is only to indicate that some active selection must be applied to 

separate the total sample of campaigns into its sub-samples; the actual simulation procedure undertaken 

is exactly the same as the one conducted for the total sample.  

The regional semi-passive strategy ultimately returns a portfolio with a market value of EUR 21M, 

which corresponds to a CAGR of 8.15%. The simulation does not achieve the same initial returns that 

the passive simulation does, as there are no British or Southern European campaigns to invest in during 

the first several months. Instead, the portfolio’s funds all remain in the risk-free asset, which at the time 

provided a small positive return. During the next several years the gap seems to be widening, but even-

tually contracts in the last years due to the higher relative position in the many successful British cam-

paigns. The track record sub-sample follows the passive simulation more closely, and ultimately pro-

vides a return of EUR 11.9M, which entails a CAGR of 8.67%. 

Figure 25: Passive simulation (250) and semi-passive simulation (250) comparison 

 

N(total sample) = 190. N(regions) = 145. N(track record) = 132. Source: Authors 
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Figure 26 provides a similar view but for the 125-day holding period. In this case all sub-categories 

provided statistically significant results. Therefore, the regional and track record sub-samples remain 

the same as in the previous analysis, whereas the objectives sub-sample consists of campaigns with 

governance and M&A related objectives as well as campaigns with multiple objectives. In the figure 

these are benchmarked against the comparable simulation of the total sample, meaning all the simula-

tions have been run with the holding period [0;125]. 

The regional, objectives and track record sub-samples generated returns of EUR 7M, EUR 10.9M 

and EUR 8.9M, respectively, compared to the EUR 9.4M of the total sample. This implies that the ob-

jectives category also provided the highest CAGR of 8.10%, followed by track record with 6.97% and 

regions with 5.84%. However, what is especially remarkable about these figures is the considerable dif-

ferences in return that fairly small adjustments in the sample provide. The objectives sample comprises 

83% of all campaigns, and thus bears a striking resemblance in characteristics to the total sample. How-

ever, the exclusion of 33 campaigns with business related motives results in an increase in return of 

EUR 1.5M. The performance of each semi-passive simulation also varies notably over time, with the 

track record strategy actually being the top performer during most of 2013, yet ultimately being outrun 

by both the total sample and the objectives sample. 

Figure 26: Passive simulation (125) and semi-passive simulation (125) comparison 

 

N(total sample) = 190. N(regions) = 145. N(objectives) = 157. N(track record) = 132. Source: Authors 
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8 Discussion & Implications 

The purpose of this Discussion section is not only to closely examine and interpret the results of the 

Analysis, but even more so to combine the quantitative results with the findings from the preceding 

background chapters in order to reach more comprehensive interpretations. These interpretations will 

furthermore allow for a discussion of the practical implications for replicating investors as well as for 

activism in general. First, the most essential analysis outcomes are interpreted and potential causations 

are described for the short- and long-term analyses as well as the simulations. Second, these findings are 

discussed with respect to their implications for investors following a replication strategy and for activ-

ism as an ownership model. Last, the limitations of this paper are described and reflected upon with 

careful attention paid to their practical impact.  

8.1 Interpretation of Results 

The Analysis presented the results from the statistical analyses and simulation runs objectively and 

with limited interpretation of the results. This section aims to discuss these findings with focus on the 

plausible causality, the practical implications and the potential pitfalls. Furthermore, the results are dis-

cussed in relation to the current body of academic literature.  

8.1.1 Short-term statistical analysis 

The primary purpose of the short-term analysis was not to identify and potentially simulate a short-

term alpha return, but rather to observe the short-term announcement effect of an activist campaign as well 

as the distribution of the return in the days surrounding the announcement. The short-term analysis 

does indicate a positive alpha return for the period, but to understand the practical implications of this 

return, it is essential to interpret its temporal accrual. This will make it possible to identify, how much 

of the abnormal return it is possible to imitate with a replication strategy. The most relevant tendencies 

to assess are the information leakage and price pressure effects as well as the importance of effective monitoring.  

I.    Announcement effect 

As indicated in Table 13, the analysis of the total sample indicated positive abnormal returns in both 

the [-30;30] and the [-1;1] event window, both of which were statistically significant at 1%. This verifies 

that there is a short-term positive abnormal return for the announcement of an activist campaign in 

Europe. Especially the [-1;1] window indicates a large positive effect in the days immediately surround-

ing the announcement. This return is caused by a positive market response to the proclamation of an 

activist campaign and the anticipation of a future market value appreciation, which is instantly reflected 
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in the share price - presumably before it has been possible for the activist to actually make any tangible 

changes. As such, the sheer presence of an activist investor creates a positive abnormal return. The 

analysis applies end-of-day stock prices and therefore any announcement made in the morning or dur-

ing the day should be reflected on day 0. However, if an announcement is made after the stock market 

closes, this market reaction will not be reflected in the share price until day 1.  

II.   Information leakage and price pressure 

Although the short-term analysis indicates a substantial and statistically significant alpha return in 

the [-30;30] day period, some of this return is generated before the actual announcement date. In fact, 

~50% of the return in this period is generated prior to announcement and can hence not be replicated. 

There are two likely explanations for this abnormal return, which generally starts to accumulate 25 days 

prior to the official commencement of a campaign: price pressure and information leakage. When the 

activist investors are acquiring blocks of shares – usually 1-15% of the equity – this is likely to create an 

upwards price pressure on the stock price as the demand increases radically. Acquiring such a large 

stake without inflating the price too much may take up to several weeks, which could explain the excess 

return starting already 25 days prior to announcement. Alternatively, there might also be leakage of the 

information that an activist investor is launching a campaign against a given company, which leads in-

vestors to trade on this information in the hopes of positive returns, and consequently increasing the 

demand and thereby the price. Unfortunately, due to the limited disclosure of equity purchases, it is 

practically impossible to separate and calculate the relative impact of each of these two effects without 

access to confidential information. 

III. Effective monitoring 

The above-mentioned return from price pressure and information leakage is obviously not possible 

to replicate, assuming that a campaign can only be tracked from the moment it becomes public. The 

statistical analyses did however also result in positive abnormal returns on and after the event day. As 

indicated in Table 13, the analysis of the total sample resulted in a statistically significant CAAR of 

1.72% for the [0;5] event window. However, to replicate as much of this abnormal return as possible, it 

is essential to monitor the announcements effectively and replicate the investments before the prices 

increase excessively. Consequently, the [1;5] window resulted in a substantially lower and statistically 

insignificant CAAR for the total sample - as well as for all of the sub-samples. This exemplifies that 

there is great value in replicating the investment on the day of announcement rather than the following 

day. The monetary effect of entering the position on day 1 rather than day 0 was also tested in the 

simulation model and will be discussed in a later sub-section. 
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Table 13: CAAR and statistical significance for selected event windows 

 

Source: Authors 

8.1.2 Long-term statistical analysis 

The short-term analysis verified that there is a positive abnormal return both before and after the 

date of campaign announcement. However, the design of the replication strategy relies on the opportu-

nity to replicate alpha in the long-term rather than the short-term, to avoid the high risk at the start of 

campaigns caused by event-induced volatility. As illustrated in Table 14, the total sample indicated sta-

tistically significant long-term abnormal returns. All of the significant 250-day analyses also indicated 

that there was a higher alpha with this window compared to the 125-day window. This is evidence that 

activism does not lead to value destruction – at least not within the first calendar year – and as such the 

apologue of activist investors being myopic cannot be verified. It should however be noticed that this 

paper is concerned only with market performance and not operational performance nor any other 

measure that might show signs of myopic traits. 
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Table 14: ABHAR and statistical significance for selected event windows 

 

Source: Authors 
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The British Isles were found to have the most attractive corporate governance setup as seen from the 

perspective of an activist investor. In concurrence with this notion, both the short- and long-term sta-

tistical analyses resulted in significant positive abnormal returns, which in almost all instances were 

higher than those of the other regions. This supports the hypothesis that The British Isles’ favourable 

governance structure allows for higher alpha, although the hypothesis cannot be definitively confirmed 

on the basis of these analyses due to potential type II errors. The statistical analyses do however not 

support the link between corporate governance structure and alpha return for the other two regions. 

The Theoretical Background identified Southern Europe as the least attractive region, but the quantita-

tive tests resulted in long-term abnormal returns on par with The British Isles – and in some periods 

even higher. Likewise, Northern Continental Europe was theoretically classified as an attractive area in 

terms of corporate governance, but provided the lowest returns in the long-term analyses.  

As such, there can only be identified a weak link between corporate governance structures and the 

alpha return generated by activists. The short-term analyses supported the hypothesis that the attrac-

tiveness of regional corporate governance systems are linked to alpha creation. This link was however 

only noticeable for The British Isles in the long-term analysis. This could be explained by The British 

Isles being the only region ruled under common law, which was found to be more protective of minor-

ity shareholders (Judge et al., 2010).  

The objectives sub-samples were based on the hypothesis that some campaign objectives would 

lead to higher abnormal returns, due to the more immediate and tangible impact of certain objectives. 

The analyses resulted in both short- and long-term abnormal returns in favour of this hypothesis. Cam-

paigns launched with the purpose of achieving M&A related objectives resulted in statistically signifi-

cant short- and long-term abnormal returns, which were substantially higher than the returns of any 

other area of intervention. The M&A related campaigns were expected to reveal higher volatility in 

returns due to the instant value creation, or destruction, that can be achieved through mergers, acquisi-

tions and divestitures. 

The governance related campaigns, on the other hand, cover a larger variety of objectives, which are 

often less radical than the M&A objectives, and thus could be expected to differ in terms of both the 

speed and scale of a market reaction. Objectives such as a change in payout policy may have an almost 

immediate effect, whereas changes in incentive structures may affect the company more gradually. Con-

sequently, the governance related objectives generate an abnormal return that is considerably lower 

than the return of M&A related campaigns, but nonetheless substantial and statistically significant 

within the first 125 trading days.  
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The business related objectives resulted in the lowest short- and long-term returns. The underper-

formance of these campaigns relative to campaigns with other objectives was to some extent to be ex-

pected, and can be attributed to the fact that changes in the strategic direction of a company will likely 

take longer time to materialize and thus generate a positive market reaction. In addition, it may be diffi-

cult for a minority investor to create successful strategic changes due to a lack of insider knowledge and 

the inefficiency of making inherently managerial decisions from the outside.  

The sub-sample of multiple objectives include campaigns with usually three or four different objec-

tives across the three above-mentioned areas of intervention, and resulted in statistically significant 

abnormal returns that are on par with the M&A campaigns in both the short- and the long run. This 

supports the argument that the use of multiple objectives has a cumulative effect, meaning that the 

unsuccessfulness of one objective does not subtract from the value created through the pursuit of other 

objectives. 

Conclusively, the statistical analyses support the hypothesis that certain campaign objectives lead to 

higher alpha returns than others. This finding is in line with findings from past academic literature, 

which indicate high alpha returns from M&A related objectives (Brav et al., 2008; Klein & Zur, 2009). 

This paper however also finds significant positive alpha returns for corporate governance related cam-

paigns in the 125 days succeeding the announcement date, whereas previous studies have primarily 

resulted in insignificant or negative results for this area of intervention (see Figure 12). These papers 

were however conducted on the basis of American campaigns, and are hence not directly comparable 

to this paper’s European sample.  

The track record sub-samples were based on the hypothesis that activist investors with a larger 

number of campaigns conducted would have more focus on and experience with activism than other 

investors, and consequently also be more skilled in exercising corporate influence. Subsequently, this 

should cause outside investors to monitor these veteran activists more closely and thereby create a lar-

ger positive market reaction. The statistical analyses did however result in outcomes somewhat contra-

dictory to this hypothesis. 

  The campaigns with the highest long-term alpha were launched by the inexperienced activist funds. 

As such, the empirical analyses seem to disprove the hypothesis that a longer track-record leads to 

higher abnormal returns and instead provide evidence of the exact opposite. This could however be 

explained with reference to the quantity of campaigns only being a very simplified proxy for track re-

cord, and the loss of accuracy due to the large share of private campaigns unaccounted for. Further-

more, the Analysis also describes how the veteran campaigns have a higher alpha return in the days 
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prior to initiation of the campaign and consequently a limited announcement effect on day 0. This 

could be attributed to veteran activists being tracking more closely by outside investors; causing a leak-

age of information.  

The only piece of academic literature that describes the link between activists’ track record and alpha 

creation was written by Krishnan, Partnoy & Thomas (2015). They concluded that hedge funds in-

volved in more frequent but smaller interventions perform worse than other hedge funds. Although the 

analyses of this paper do not take the size of interventions into account, this argument could help ex-

plain the findings of this paper. A more in-depth analysis is possible but would require the data sample 

to include additional characteristics of the activist investors and their campaigns, which would enable a 

better proxy for track-record to be constructed.  

8.1.4 Practical simulation results 

The majority of findings by the statistical analyses were reconfirmed by the simulation analysis, 

which was to be expected given the similarity of samples. However, the simulations are vital to the as-

sessment of a replication strategy, as they highlight the financial impact of the statistically proven ef-

fects, and as they allow for inclusion of factors the statistical tests failed to account for.  

Table 15: CAGRs for selected simulations 

 

Source: Authors 

 

CAGR

Start day 0 Start day 1

Total

sample

125 days 7.25% 6.55%

250 days 9.55% 9.24%

Regions

125 days 5.84% 5.32%

250 days 8.15% 7.84%

Objectives 125 days 8.10% 7.36%

Track 

record

125 days 6.97% 6.19%

250 days 8.67% 8.23%
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First of all, the announcement effect was supported by considerable differences in all sets of simula-

tions run with both 0 and 1 as the starting day. Table 15 displays the CAGRs of each simulation portfo-

lio, and a horizontal comparison makes it clear that samples with entries on day 0 consistently outper-

formed those with entries on day 1. This could reasonably be expected, given that there is a significant 

overlap between all samples. However, what is more interesting is the financial impact that this seem-

ingly miniscule adjustment of just one day has. For the seven sample/period combinations for which 

simulations were run, the change of start day from 0 to 1 resulted in the loss of between EUR 0.6M and 

EUR 1.3M in return over the course of ~10 years. Thus, effective monitoring has a profound impact 

on the outcome of the simulations, although not at a scale that makes the return of the strategy unat-

tractive. 

This effect is obviously amplified by the compounding effect that the simulations manage to cap-

ture. This highlights the path dependency of these simulations, where the final outcome is affected not 

only by the share price development of targets, but also the order in which they occur. This is yet an-

other reason why all simulations share many visual characteristics, but also why the size of nominal 

returns or CAGRs cannot be used to conclude categorically which strategy is best. As an example, the 

graphs of Figure 25 seem to suggest that the regional sub-sample experiences relatively more positions 

with a positive return near the end of the 10-year period. However, had this order been reversed, and 

all the positive British and Southern European campaigns occurred at the beginning of the period, it is 

very likely that this sub-sample, due to compounding, would have ended up producing a noticeably 

higher return.  

With regards to the effect of time, it is important to also consider the impact of the specific period 

under investigation in these simulations. Although the period does cover the recent financial crisis, 

most of the campaigns nevertheless occurred in the aftermath and recovery period following the crisis. 

It is very possible that, if a new crisis of similar proportions was to occur in the immediate future, the 

updated results would provide a very different picture. 

One factor of the simulations that could be altered, and which would likely have a significant impact, 

is the allocation to the risk-free asset. First of all, the funds invested herein could likely be put to better 

use elsewhere. The less than beneficial macroeconomic environment of recent years has resulted in 

trivial returns on risk-free assets, and even though the initial years of analysis did provide a small posi-

tive return, it is still no comparison to the rates available in previous years. It thus seems fair to assume 

that the money allocated to the risk-free asset in the simulations could provide a higher rate of return 

elsewhere without incurring excessive risk. However, the discussion of the best use of these funds does 
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not support the objectives of this paper. Second of all, the method applied for rebalancing could be 

altered to limit the use of the risk-free allocation. As an example, this could be done by allowing for 

positions to be increased after the entry date, if funds are freed up from other positions – thus aban-

doning the rebalancing rule suggested in this paper and applying more of a continuous rebalancing 

scheme. If the strategy proposed in this paper was to be implemented in practise, it would be worth-

while to test the effects of this change in strategy. 

Naturally, several of the remaining variables selected for the simulations also influence the outcome 

to some extent. The accepted level of exposure to a single asset could be increased (decreased) to ac-

cept a higher (lower) level of risk – but would likely also result in a higher (lower) return. The weighting 

model could also be changed, e.g. to value-weighted allocation of funds. To measure the potential ef-

fect of this, it would be valuable to examine statistically whether targeting small-, mid- or large cap 

companies tends to provide the highest returns. Having found that 250-day holding periods provide a 

higher rate of return than 125-day holdings, it could also be worthwhile to consider extending the hold-

ing period even further. The decision of these two periods was made based on an assumption that rep-

licating investors should preferably get out before the activists themselves; however, who is to say that 

the targeted companies do not continue to provide a higher return than their peers even after the activ-

ists exit? Alternatively, if immediate information on the exit could be obtained as easily as information 

on the entry, the replicating investors could also attempt to mimic their holding periods exactly. The 

focus on sub-samples of the total population of activist targets could also be expanded further from the 

three categories studied in this paper. As the number of European campaigns seemingly continues to 

increase, it would be possible to develop even more specialized strategies with a focus on e.g. certain 

industries, specific groups of activists or even smaller regions. There are numerous opportunities for 

adjusting the parameters of this strategy. However, it is crucial that the concerns of hindsight bias and 

path dependency are always taken into consideration, if verdicts on the performance of these strategies 

are to be based on historical data. 

8.1.5 Position in relation to current literature 

Looking at this paper as an addition to current academic literature, many of the findings resemble 

those made in the past in America. However, at the same time this paper also presents new findings to 

the current body of literature, due to its new perspectives on geographic focus, data sampling and 

methodology.  

Almost all recent studies have managed to find a positive announcement effect, and so did this pa-

per. Furthermore, every single existing paper focusing solely on activist hedge funds concluded that the 
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activists’ campaigns resulted in positive abnormal returns, which is also the conclusion of this paper, 

where the sample is dominated by hedge funds. A more in-depth comparison of the size of abnormal 

returns is, unfortunately, unfeasible given the substantial differences in methodologies. Extending the 

meta-analysis of the Empirical Background, the statistical results of this paper thus bring no surprises in 

relation to existing literature. However, more importantly than just confirming what was empirically 

already quite conclusive, this paper closes a gap in current literature and additionally brings to the table 

novel ideas of replication strategies and simulation tests. 

The gap refers to the apparent lack of literature dealing with activism in Europe specifically, where 

the US has historically been the centre of attention. However, the differences in corporate governance 

structures, the generally more collaborative activist toolbox and additional regional differences between 

the US and Europe imply that all existing conclusions from the US-focused literature should be ques-

tioned in a European context. Additionally, this paper extends the current literature by analysing an 

extensive and up-to-date data sample that spans the period of 2000-2016. With this sample the analysis 

takes into account the recent developments in corporate governance and shareholder rights, which 

have mostly been in favour of minority shareholders and thus also activist investors.  

Finally, the methodology applied in this paper also differs from past research on activism. It is rea-

sonable to assume that with the passage of time, the effectiveness of study designs tends to improve 

correspondingly. This paper was the first of its kind to use Fama & French’s five-factor model (which 

has in fact only four relevant factors) to estimate abnormal returns. Similarly, and perhaps more impor-

tantly, the use of simulations has hitherto never been applied in this field of study, and the general fo-

cus on activist replication strategies has provided a new and more practical perspective to the study of 

activism. Nonetheless, as the body of academic work continues to expand, there are still plenty of valu-

able lessons to be learned from past literature. 

8.1.6 Correlation does not imply causation 

It has been mentioned several times in this paper already, but it is nonetheless worth stressing again; 

the sub-segment analyses of this paper are not intended for the sake of picking the best possible targets 

to invest in. Dividing the total sample into sub-samples on the basis of certain categories is done in 

order to illustrate the effect that seemingly small variations in strategy have on the final outcome, as 

well as to empirically support the theoretical findings concerning e.g. the impact of corporate govern-

ance and the use of certain objectives. However, as all the analyses are intrinsically backward looking, it 

is worth asking, how much it is really possible to conclude on the basis of historical statistics? It is a 

bold, if not naive, assumption that historical returns equal future returns – or closely resemble for that 
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matter. On the other hand, even the statistically insignificant results of this paper cannot be used to 

conclude that no relationship exists. Not rejecting the null hypothesis is not the same as accepting the 

null hypothesis given the risk of type II errors (Brown & Warner, 1980). 

Furthermore, it is also important to point out that correlation does not necessarily imply causation. 

As an example, even if it could be ascertained that activist targets in Northern Europe provided higher 

returns in the aftermath of campaign announcements compared to their Southern European counter-

parts, this could not lead to a definitive conclusion that activism is more efficient in the north than in 

the south. The correlation might be caused by a lurking variable such as the macroeconomic conditions 

of the individual countries, where it is no stretch to say that the recent financial crisis hit Southern 

Europe harder than Northern Europe. This being said, statistical tests are nonetheless very valuable as 

indicators and to provide support for theoretical hypotheses, as long as the results are not blindly ac-

cepted as the truth, and the causality is constantly questioned. 

8.2 Implications for Replicating Investors  

Although the statistical analyses proved long-term alpha creation, and the practical simulation model 

replicated this to a strategy that outperformed most of the comparable benchmarks, there are still sev-

eral important factors that have not been accounted for. The replication strategy enables a third party 

investor to free ride on the investments of activist investors, and thus replicate their alpha while mini-

mizing the costs. But to what degree are the costs reduced? And how much of the alpha is actually rep-

licated? By considering these two questions through the lens of a cost-benefit framework, the attrac-

tiveness of the replication strategy can be more accurately assessed.  

8.2.1 Cost-benefit assessment 

To determine the attractiveness of a replication strategy for an investor, it is essential to compare the 

costs and benefits to the alternative of investing directly in an activist hedge fund. As described earlier, 

activist hedge funds rely on funding from investors, which it invests to create a return. The market 

standard for management fees is that the investor pays a fixed annual fee of 2% of the invested capital, 

regardless of the achieved return, and then an additional 20% of any return above a certain threshold. 

This threshold may vary, but will generally be described as the point where the hedge fund creates al-

pha. There have been different variations of this model in recent years, but for simplicity it is assumed 

that the 2+20% rule is the market standard (Brav et al., 2008; The Economist, 2014a). The reason why 

an activist hedge fund requires such a substantial amount in fees largely boils down to the high costs of 

running a hedge fund and conducting campaigns. As described in section 4.2, a hedge fund incurs high 



Shareholder Activism in Europe 

99  Discussion & Implications 

financing-, search-, dealing-, and administrative costs. Additionally, expensive services from lawyers, 

consultancies and investment banks as well as costs associated with proxy fights, lobbyism and com-

munication to other minority shareholders further add to the expenses. Referring back to Equation (1) 

from the Theoretical Framework, which states that on average each target should experience a nominal 

return of ~3% to breakeven for the activist, activist funds do in fact seem to be profitable considering 

their statistical one-year holding period abnormal return of more than 10%. However, by creating an 

activist hedge fund replication strategy, the 2+20% management fees can be avoided, as the model free 

rides on the investments of activist hedge funds. Depending on the practical setup of the replication 

strategy, certain costs will however also be incurred with the application of such a strategy. These are 

costs associated with the monitoring of campaigns and allocation of capital. If the strategy is imple-

mented by an individual, there will be opportunity costs for the time and effort spent enacting the strat-

egy, whereas an institutional investor would have to charge a small fee to ensure profitability. However, 

the passive design implies that these costs will be miniscule. 

Although this replication model may sound appealing, there are still some additional costs, potential 

pitfalls and risks to consider, before it is sensible to assess the overall attractiveness. In terms of costs, 

there are certain transaction fees associated with a replication strategy that are important to account for. 

These fees are composed of the transaction costs associated with equity trading as well as the bid-ask 

spread of each transaction. The statistical analyses do not include transaction costs, but instead the 

simulation model applies proxies for both. As described in the Analysis, a transaction fee of 0.25% is 

applied to all equity transactions. This fee is a conservative measure for the costs faced by private inves-

tors. Institutional investors will often have a lower transaction fee of app. 0.15% due to the scale of 

their investments. The difference in transaction fees affects the total return of the portfolio considera-

bly, although not to an extent that questions the overall attractiveness of the replication model. A pas-

sive 250-day simulation model with a hypothetical 0% in transaction fee results in a total return of EUR 

14.7M for the full period. This return would be EUR 0.6M and EUR 1.1M lower, respectively, for the 

0.15% and 0.25% transactions fees. These differences are illustrated in Appendix VI. This implies that 

between 4.4% and 7.3% of the total return is appropriated by the fees, which to some extent can be 

attributed to the compounding effect. 

 In addition, each transaction is also affected by the bid-ask spread. The replication model therefore 

assumes a 0.02% bid-ask spread for all equities. Securities characterized by low liquidity will often have 

a higher bid-ask spread, but the 0.02% serves as a simple proxy for the average spread (Edmans et al., 
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2013). In contrast to the transaction fees, the bid-ask spread has only a marginal effect on the total re-

turn from the model.  

However, the key question is to what degree the replication strategy is able to replicate the alpha of 

the activist hedge funds? As the short-term analysis indicated an overall CAAR of 2.53% prior to the 

event day, this implies a loss of return that the replicating investor cannot replicate. Contrarily, activist 

hedge funds will in fact benefit from the information leakage, as this will occur subsequent to their en-

try. In addition, there are also certain design features that may change the degree to which it is possible 

to accurately replicate activists. The most important ones being the fixed length of investments, the 

portfolio weights and the amount of money allocated to the risk-free asset. These are however all ad-

justable and could be refined to track the investments even more closely – if data allows. Furthermore, 

the replication strategy will only be able to invest in the public campaigns of activists, which means that 

the strategy will not be able to replicate the portfolio of activist hedge funds exactly. On the other hand, 

the replication model can invest smaller sums in a larger number of companies, as it does not need a 

significant stake like activists do, and can thus create a more diversified portfolio. This will be elabo-

rated upon in the ensuing section on risk. 

If these limitations are disregarded for now, a cost-benefit assessment can be simplified to incorpo-

rate just a few factors. The downside is that the replication strategy misses an average of 2.53% in re-

turn, when making the initial investment, which is effectually more than just 2.53% due to compound-

ing. Conversely, the replication strategy removes the need to pay 2% in annual management fees as well 

as the 20% in variable fee. Needless to say that the 2.53% and 2+20% cannot be compared directly. 

However, a replicating investor also has an information disadvantage, when it comes to exiting the po-

sition, as the activist will possess insider information as to the optimal point in time to cash out. Ex-

tending upon this argument, there is also a general disadvantage associated with the rigidity of the rules 

of the replication strategy, which can basically be described as a trade-off between keeping the model 

objective and passive, and thereby minimizing costs, or improving manoeuvrability to allow for strate-

gic adjustments on the basis of exogenous changes and new information. The effect of each of these 

two disadvantages is practically impossible to quantify, but should nevertheless not be disregarded from 

the assessment. 

Although this comparison is very simplified in character, it nonetheless seems to support the per-

ception that a replication strategy not only creates a return that exceeds that of most comparable indi-

ces, but which is also attractive in comparison to investing directly in an activist hedge fund.  
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8.2.2 The risk of a replication strategy 

However, the attractiveness of an investment strategy does not come down to the expected return 

alone; the risk associated with the strategy is just as important. Not considering alpha, investors tend to 

be paid for the risk they take on, referred to as the risk-reward trade-off, and thus the most appropriate 

measure of attractiveness is in fact the relationship between risk and return. 

The most common measure for this relationship is the Sharpe ratio. Comparing the 250-day passive 

simulation conducted in this paper against the six benchmarks introduced earlier, the simulation pro-

vides not only the second highest average monthly return but also the second highest Sharpe ratio, trail-

ing only the S&P US Activist Interest Index (see Table 16). However, as the denominator of the Sharpe 

ratio is the standard deviation of excess returns, the accuracy of this calculation depends on the excess 

returns exhibiting an approximately normal distribution. The distribution of the passive simulation does 

however show slight signs of a positive skew and, more concerning, has a kurtosis value of 3.5 – more 

than seven times the standard error of the kurtosis estimate9. Thus it is ill-advised to use the Sharpe 

ratio as an accurate measure in this instance. The Sortino ratio is not as affected by the skewness of the 

distribution; however the extreme outliers, as suggested by the high kurtosis level, renders this measure 

imperfect as well. 

Table 16: Risk measures for the passive simulation and benchmark indices 

 
Passive 

Simulation 

S&P US 
Activist In-
terest Index 

HFR  
Activist 
Index 

HFR Global 
Hedge 

Fund Index 

Barclay 
Hedge Fund 

Index 
FTSE100 

EURO 
STOXX50 

Mean 0.75% 1.10% 0.32% -0.19% 0.19% -0.05% -0.25% 

Std. deviation 4.96% 7.15% 4.17% 1.82% 2.10% 4.18% 5.42% 

Sharpe ratio 0.151 0.153 0.076 -0.104 0.091 -0.012 -0.046 

Sortino ratio 0.220 0.235 0.094 -0.108 0.103 -0.017 -0.067 

VaR (1%) -13.91% -25.39% -16.63% -9.69% -8.75% -13.60% -15.02% 

VaR (5%) -9.21% -11.17% -7.58% -3.29% -3.75% -7.57% -11.65% 

CVaR (5%) -10.44% -14.57% -10.45% -5.25% -5.39% -9.64% -13.04% 

Note: All numbers are based on 113 monthly returns in excess of the corresponding monthly risk-free rate. Source: Authors 

                                                 
9 The frequency of excess returns and the associated normal distribution are illustrated in Appendix VIII. 
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A risk measure less restricted by the normality of returns is Value at Risk (VaR). Table 16 also re-

cords the historical monthly VaR values for 1% and 5% as well as the conditional 5% VaR. Similarly to 

the Sortino ratio, VaR does not penalize assets for upward volatility, which is of course desirable for 

investors. VaR instead looks at the most extreme negative observations, which implies that kurtosis can 

still be comprehended by VaR calculations. In this respect, the passive simulation suggests that a repli-

cation strategy is significantly less risky than investing in the S&P activist index and even EURO 

STOXX50. Focusing on the conditional VaR (CVaR or expected shortfall as it is also known), the 

simulation in fact shows median performance compared to the six indices, which is important consider-

ing the mathematical formula for CVaR and its inclusion of even the most extreme negative outliers10. 

Figure 27: Number of active campaigns replicated in the simulation model 

 
Source: Authors 

Diversification is another aspect worth considering, when it comes to risk. In this regard, it is worth 

mentioning that of the 113 monthly observations of excess returns for the passive simulation, all of the 

nine largest negative observations appeared prior to 2010. This despite the fact that the remaining pe-

riod of 2010-2016 represents roughly 70% of the entire period under investigation. This finding also 

affects the consideration of the VaR calculations above, which are thus strictly speaking measures of 

the risk incurred from 2006-2009. The discovery of these two distinct periods could perhaps to some 

extent be explained by the advent of the global financial crisis. However, a more likely scenario is that 

                                                 
10 The formulae and definitions of these risk measures can be found in the Glossary in Appendix II. 
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this is due to the limited diversification of the initial period. It is evident from Figure 27 that the simula-

tion strategies do not experience noteworthy diversification of their portfolios until 2010, and in fact 

the mythical number of 30 stocks (mentioned in nearly all financial textbooks) is not reached until late 

2011 for the strategy relying on holding periods of 250 days. Unsystematic risk was thus a big concern 

for the proposed strategy prior to 2011. However, considering that the number of activist campaigns 

has been at a high level since then, and shows signs of increasing rather than decreasing, this should not 

be a primary cause of concern going forward. 

The choice of holding period (125 vs. 250 days) affects not only the exposure to unsystematic risk 

but also the turnover ratio of the portfolio. The 125-day analysis results in an average annual turnover 

ratio of 112%, whereas the 250-day analysis has a turnover ratio of just 58%11. This implies that the 

125-day strategy will incur considerably higher transaction costs than its full-year counterpart, and thus 

will have to provide higher campaign returns to offset this, if it is to be seen as an attractive strategy. In 

addition to what has already been outlined, an investment strategy as the one proposed by this paper 

will also incur country and regional risk, given its focus on Europe and especially the UK. Exchange 

rate risk will also arise from the investments in campaign targets traded on non-euro denominated ex-

changes. 

All calculations and considerations thus seem to suggest that even though there is considerable risk 

associated with a replication strategy, it is not unlike the risk of the alternative investments, against 

which it is benchmarked in this paper. In a comparison with activist funds directly, a replication strat-

egy also shows certain preferential characteristics, when it comes to risk. First of all, replicating inves-

tors have better opportunities for diversifying their portfolios, as their strategy does not require a sig-

nificant stake in the target company – like activists’ do. Furthermore, activists will incur significant sunk 

costs related to the search for and assessment of potential targets, which can be superseded by a single 

exogenous event prior to the launch of a campaign, whereas replicating investors have no financial 

commitment until the campaign is launched. From a risk perspective, a replication strategy thus seems 

like a very attractive investment. 

  

                                                 
11 Calculated in accordance with SEC Form N-1A (SEC, 2016). 
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8.3 Implications for Shareholder Activism 

The findings of this paper could also prove to have significant consequences for the field within fi-

nance known as shareholder activism. First of all, the proposition that replication strategies could create 

an easily obtainable abnormal return could turn out to be, essentially, a self-fulfilling prophecy. If many 

investors should decide to follow such a strategy, the price pressure of new investors entering target 

companies would automatically create a considerable rise in share price. This would primarily be true 

for the short run, as the attractiveness of the investment centres around the announcement date. None-

theless, to put it simply, if all other investors were to believe that activists do create abnormal returns, 

their entry will automatically do so. It would, theoretically, be possible for activists to exploit this as-

sumption, by acting like the myopic activists that opponents already claim they are. Activists could exit 

the target after the announcement effect has kicked in – thereby sacrificing the long-term well-being of 

targets in favour of short-term gain. This would be conceivable as the incentives for activists to actually 

execute the campaign would be minimized, if their expected return was realized almost immediately 

after their announcement. However, the reason why this hypothesis would only ever work in the short 

run can be found in the relationship described in Figure 2, namely the feedback loop of increasing ac-

tivism. As soon as the empirical evidence of activists following these practices would start to accumu-

late, the attractiveness of activist campaigns as an investment vehicle would plummet. This would cause 

AUM to also diminish, the size of potential targets to deteriorate and media exposure to decline, thus 

creating what is in essence a reversal of the feedback loop mentioned earlier. Hereafter, there would 

thus be no free lunch for activists. 

Additionally, the feedback loop of increasing activism also describes another implication that this 

and other papers positively portraying activists could potentially have. More specifically, with increasing 

legitimization from academic research, it can reasonably be assumed that the attractiveness of activist 

investments will also improve and thereby also the AUM of activists, the press coverage and so on. 

This could in the long run lead to activism in Europe reaching a scale similar to that of the US. How-

ever, the increased attention also has a downside; the event-induced volatility that would be caused by 

more activist-based investment strategies. This increased volatility is something that investors, as well as 

the companies themselves, would rather avoid, unless they are somehow rewarded for this extra risk. 
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8.4 Limitations 

Several limitations of this paper have already been mentioned in the previous pages. This section in-

tends to bring attention to some additional limitations typically associated with a study of this type, as 

well as elaborate on a few of those that have already been mentioned briefly.  

Firstly, as was also described earlier in this Discussion chapter, there is a problem with establishing a 

causal link for the relationship between shareholder activism and the market performance of targets. 

There is an important distinction to be made between correlation and causation, but unfortunately the 

latter is significantly more complex to prove statistically. The list of potential explanatory factors that 

tend to be disregarded from this type of study is long, and is not limited to economic crises, which has 

already been described. Corporate governance changes, as described in the Theoretical Background, 

also have the potential to impact both the degree of activism and the observable outcomes. The same 

can be said for corporate regulation. This paper’s historical account of trends within activism goes a 

long way in theoretically explaining the impact of these factors, but the problems persist, when it comes 

to including these factors in the quantitative analyses. 

Secondly, it is critical to notice that this paper provides merely a snapshot of investor activism at the 

current point in time – although supported by references to its historical evolution. Throughout the 

paper more or less explicit assumptions have been made about the use of activism in Europe continu-

ing its positive trajectory in the years to come. Certain factors do also suggest that this might be the 

case, with shareholder activism becoming more legitimate in the eyes of the public, the positive feed-

back loop described in Figure 2 and the tendency for corporate governance to become more protective 

of minority shareholders as the central arguments. This all points to larger markets for activists in 

Europe, more campaigns and better opportunities for diversification to replicating investors. However, 

these factors could just as easily affect activism in a negative manner. The public opinion can change at 

the blink of an eye, and the recent corporate governance changes in Italy and France in favour of long-

term investors is an excellent example. Moreover, if the effect of information leakage was to intensify, 

this would be to the detriment of replicating investors, just as a ‘battle for returns’ between multiple 

replicators could harm the profitability of them all. Thus, just because the findings of this paper sup-

port the current business case for a replicating investor, it is not straightforward to assume that this will 

necessarily hold true in the future. 

Thirdly, there are also several biases and restrictions associated with the data compilation for studies 

of activists’ performance. The hindsight bias has already been mentioned, but the use of databases as 

the source of activist information also creates the risk of selection bias in the sampling of events, as this 
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will be inherently constrained by the formal definition used by the database(s) in question (Schneider & 

Ryan, 2011). Presenting a formal definition of activism provides an additional issue in itself, as this 

causes activism to be treated as ’either/or’ rather than as a continuum (Goranova & Ryan, 2014). For 

an accurate representation of activism, the varying degrees and forms of activism should be accepted 

and incorporated into the analysis. The uncertainty associated with determination of the exact event day 

provides an additional problem – especially in short-term studies (Del Guercio & Hawkins, 1999). 

Fourthly, the choice of benchmarks to measure performance against always provides academics with 

a question to which there is no perfect answer. In this paper, this goes both for the statistical analyses, 

in which indices and Fama & French’s five-factor model were used to estimate expected returns, and 

especially for the assessment of simulation results, where six different indices were used as benchmarks. 

Indices can show great variation in returns in spite of seemingly similar terms and descriptions, as was 

the case with the two activist indices that were included in Figure 23. Minor disparities in methodology 

can lead to completely different outcomes, and an assessment like that of the simulation results will 

thus be biased by the choice of benchmarks. However, with this paper’s decision to include numerous 

indices in the benchmark comparison, it is possible for the readers to make their own more subjective 

evaluation of results, and thereby avoid being biased by the choice of the authors - at least to some 

extent. 

Finally, one of the most essential limitations of nearly all papers attempting to assess the perform-

ance of activists is the missing inclusion of private activist campaigns. Private campaigns are settled 

behind closed doors, and thus do not attract the same attention as public campaigns. The academically 

well-supported notion that campaigns only become public if private negotiations fail (Del Guercio & 

Hawkins, 1999; Gillan & Starks, 1998; Goranova & Ryan, 2014), implies that activist announcements 

could in fact be construed as bad news, and thus have a negative impact on the market reaction 

through the information effect. This assumption affects all short-term analyses of activist announcement 

reactions, and could potentially obscure results to a large extent. However, with the stated purpose of 

this paper being to assess the investment opportunities related to the replication of activist portfolios, 

rather than to evaluate the performance of activists per se, this limitation affects the possible applications 

of this paper’s results more so than the results themselves. 

To sum up, several limitations exist for the study of activism in general and this paper in particular – 

most of which are endogenous to the topic. Nonetheless, all of these do not discredit the results and 

conclusions, so long as they are taken into consideration, when applying the results in practice. 
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9 Suggestions for Future Research 

Due to the relatively unexplored nature of shareholder activism in Europe, the possible topics to 

cover and hypotheses to test within this field constitute a regular cornucopia for academics and practi-

tioners. The purpose of this section is to bring to light some of the most interesting and important of 

these topics. 

Having established in this paper that a relationship does exist between activist campaign announce-

ments and positive abnormal returns in Europe, it would be interesting to study what causes this effect 

– both in the short and the long run. Is it due to actual corporate changes to the company in question? 

Or is it simply an adjustment of a market undervaluation noticed by activists? Finally, and perhaps most 

importantly, is there a link between activism and operational performance, or is the notion of activists 

as myopic investors justified? 

From a more outside-in perspective, it might also prove worthwhile to examine the actual effect that 

changes in national corporate governance structures have on the volume and outcomes of activism. 

However, from a European perspective, a few more years of data on activism might be needed to em-

pirically test this hypothesis. The same is the case for the topic of, to which degree activism is in fact 

procyclical by nature? The limited number of European campaigns during the outbreak of the recent 

financial crisis is a limitation in this respect, although the study could also be conducted with an Ameri-

can or global sample. 

For those interested in the replication strategy put forward in this paper, there is also a plethora of 

alternative strategies and potential adjustments to explore. The business potential of a more actively 

managed portfolio could be investigated, in which case it could be interesting to see, if the campaign 

targets providing a positive return share certain characteristics – other than just nationality. Size, indus-

try, ownership structure and growth strategy are just a few of those features that could be examined. A 

short-term strategy, built on the confirmation of announcement effects, could be an alternative model, 

although there are certain constraints associated with such a strategy, as described in the Delimitations 

of this paper.  

The list goes on, and in fact all of the above-mentioned topics could also be studied with focus on a 

continental comparison of North America and Europe – and potentially additional regions as the ap-

pearance of activism continues to spread throughout the world. For a full understanding of shareholder 

activism to be accomplished, there are still numerous questions that need to be answered. 
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10 Conclusion 

The statistical evidence is irrefutable. Companies targeted by activist campaigns do experience ab-

normal returns in the post-announcement period. In the first five days share prices exhibit a cumulative 

abnormal return of 1.7%, and over the course of a year the holding-period abnormal return is a re-

markable 10%. Furthermore, on the basis of these findings, it is possible for other investors to create a 

profitable replication strategy, which in the period 2006-16 not only provides a higher return than the 

selected comparables (with a CAGR of 9.6%) but also does so without incurring excessive risk. 

Looking at equity ownership as a continuum, activist investors obtain the middle ground between 

passive investors and controlling majority owners. However, becoming an activist is not always a delib-

erate decision; pension funds and mutual funds occasionally become ex-post activists, caused by their 

large stakes forcing them to agitate for corporate change to avoid incurring substantial losses. Con-

versely, most hedge funds engaging with activism tend to plan for a strategy of exercising corporate 

influence ex-ante. As hedge funds have replaced pension funds as the primary activists, this has also 

caused a shift towards relatively more ex-ante activism. Alongside this development, the geographical 

presence of activism has spread across the continents. From being a predominantly American phe-

nomenon, activists are now also present in the shareholder environment of most other developed na-

tions. Especially Europe has experienced rapid growth over the last decade with the number of Euro-

pean campaigns accounting for 10-20% of global campaigns annually since 2010. 

Activist hedge funds, irrespective of nationality, typically target undervalued rather than underper-

forming firms. However, the tools with which activists attempt to influence these companies differ 

across regions in their degree of hostility towards management and incumbent directors. European 

activists tend to favour the more collaborative (e.g. seeking board representation and submitting pro-

posals), whereas American activists typically are associated with more hostile approaches such as dis-

closing public letters to management or other shareholders. Related to these tools activists use are the 

objectives they seek, about half of which are associated with the governance of the target company. 

However, many campaigns also attempt to influence M&A decisions or to change the strategic direc-

tion of the company. 

Examining the topic quantitatively, the statistical evidence suggesting that activists create abnormal 

returns on their European campaigns is compelling. In the short-term, campaign announcements are 

associated with a cumulative average abnormal return of 2% in the three days surrounding the event 

day, which is statistically significant at the 1% level. For the equivalent 60-day period, the number is 
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more than 5%. The picture is similar in the long run, where holding periods of 125 and 250 days pro-

vide an average buy-and-hold abnormal return of 7% and 10%, respectively, both of which are statisti-

cally significant at the 1% level. 

The results are however not uniform across all European regions. The British Isles seem to provide 

the highest abnormal returns across all analysed time frames, which can be partially explained by their 

favourable corporate governance setup with common law, low concentration of ownership and high 

investor protection. However, according to this argument Northern Continental Europe would be ex-

pected to be more supportive of shareholder activists than Southern Europe, and although the short-

term analyses corroborate this hypothesis, the long-term abnormal returns seem to be higher in South-

ern Europe. With this in mind, it must be concluded that national corporate governance setups are not 

the only important determinant of activist campaign outcomes. 

The analysis of a relationship between objectives of campaigns and their outcomes is more conclu-

sive. Campaigns with M&A related- or multiple different objectives quite consistently outperform the 

return of campaigns with business or governance objectives. With regards to M&A objectives, this 

supports the notion that the immediate and more significant impact of these objectives is reflected in 

the share price appreciation. At the other end of the spectrum, the insignificant results of campaigns 

with business objectives are in agreement with the hypothesis that other investors question the ability 

of activist investors to make these inherently managerial decisions from the outside. 

On the other hand, better track record, as defined by number of campaigns, is not associated with 

higher returns. Contrarily, inexperienced activists seem to achieve higher returns than their veteran 

counterparts. This unanticipated result may however be caused by the simplicity of the proxy used to 

represent track record, rather than the actual effect of experience and past achievements. 

The conclusion that shareholder activists on average do generate alpha establishes the foundation 

for third party investors to build investment strategies to take advantage of this. This can be done 

through a passive strategy designed to track and replicate the investments of activists as soon as they 

become known to the public. Alternatively, focus can also be on one or more sub-sets of the total sam-

ple of activist targets, in which case the strategy is more accurately classified as semi-passive. The exact 

rules and features of such a strategy can be changed with respect to risk exposure, preferred weighting 

system etc.  

The historical simulation of the passive replication strategy yielded an absolute return of EUR 23.7M 

on a EUR 10M investment over the course of ~10 years, which is equivalent to a CAGR of 9.6%. With 

this strategy the replicating investor avoids many of the financing-, search-, dealing-, and administrative 
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costs that an activist hedge fund incurs by free-riding on the actions of activists. On the other hand, as 

the statistical analyses proved, there is a price pressure and information leakage effect in play prior to 

the public announcement of the campaign, which renders replicating investors incapable of extracting 

the full return of activism. The statistical tests also proved the importance of effective monitoring and 

acting without delay on activist announcements, which in the simulation model implied a 4.6% decrease 

in return caused by a delay of just one day. Comparing this strategy to six comparable indices the return 

is second only to a back-tested American activist index. And after accounting for risk, the replication 

model in fact seems to provide one of the most desirable investment opportunities of the seven con-

sidered. Assuming that the growth of activism in Europe continues its positive trajectory, the diversifi-

cation opportunities available to replicating investors will also improve correspondingly. If all of these 

costs, benefits and risks of a replication strategy are added up, the final verdict must be that such a 

strategy is in fact competitive – both with respect to investing in activist hedge funds directly as well as 

to other comparable investments. 

In spite of the limitations associated with this paper – especially the determination of causation, the 

hindsight bias and the absence of directly comparable investments – it is nonetheless fair to definitively 

conclude that European shareholder activists do create alpha, and that a replication strategy taking ad-

vantage of this is an attractive investment.  
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Appendix II: Glossary 

Terms & formulae 

Announcement date: The day on which the public first becomes aware of the activist campaign. Is usually associated 

with an exchange filing (e.g. a 13D SEC filing in the US) or the first mention of the campaign in press. 

Event-window: Refers to the period being statistically tested and is usually notified as [X;Y], where X denotes the 

first date included in the analysis with reference to its position relative to the announcement day, and Y refers 

in similar fashion to the last day included in the analysis. An event-window of [-30;30] thus implies that the 

period tested spans from 30 days prior to the announcement to 30 days after, i.e. 61 days in total including 

the announcement day (day 0). 

Europe: The geographical region of Europe and all members of the European Union as well as Israel as an asso-

ciated member. 

Ex-ante activist: An activist investor who enters an equity position with the explicit intention of enforcing active 

ownership. 

Ex-post activist: An activist investor who has become so unintentionally after the equity position had been entered. 

Often associated with pension funds, whose large stakes make a complete exit expensive due to negative price 

pressure, and who thus are forced to engage in active ownership to counter underperformance. 

Hindsight bias: A methodological problem, where the outcome of an event is considered predictable after it has 

occurred – in spite of no objective basis for predicting the given outcome (Hawkins & Hastie, 1990). 

Kurtosis: Describes the frequency distribution in relation to a normal distribution. Kurtosis reports on the occur-

rence of heavy tails to the distribution. The measure for kurtosis is calculated using this formula: 

 
      

               
  

     

 
 
 

 . 

Myopic activist: An argument made by opponents of activism, stating that activists obtain short-term positive re-

turns at the expense of the long-term wellbeing of the target company. 

Sharpe ratio: A measure for risk-adjusted return. The Sharpe ratio is the excess return earned per unit of risk (vola-

tility). Assumes a normal distribution of excess returns. It is calculated using the formula:  
      

  
 . 

Skewness: Describes the frequency distribution in relation to a normal distribution. Skewness reports on the 

asymmetry of the distribution. The measure for skewness is calculated using the formula: 

 
 

          
  

     

 
 
 

 . 

Sortino ratio: A measure for risk-adjusted return. The Sortino ratio is the excess return earned per unit of negative 

risk (volatility). Assumes a normal distribution of excess returns. It is calculated using the formula:  
      

      
 . 

Value at Risk (VaR): A measure of investment risk. VaR is the maximum probable loss given a certain confidence 

level occurring within a certain time frame. A monthly VaR (1%) of -7% implies that there is a 1% chance of 

incurring a negative monthly return of 7% or more. 
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Value at Risk, conditional (CVaR): A measure of investment risk. CVaR is the expected (i.e. weighted average) loss 

given a certain probability of the most negative probable returns occurring. A monthly CVaR (5%) of -8% 

implies that a negative return of 8% is to be expected in the worst 5% of monthly observations. 

Abbreviations 

ABHAR: Average Buy-and-Hold Abnormal Return. 

AUM: Assets Under Management. 

BHAR: Buy-and-Hold Abnormal Return.  

CAAR: Cumulative Average Abnormal Return. 

CAGR: Compound Annual Growth Rate. 

CAR: Cumulative Abnormal Return. 

CTPR: Calendar-Time Portfolio Regression. 

CVaR: Conditional Value at Risk. 

SEC: (United States) Securities and Exchange Commission. 

VaR: Value at Risk. 

Sub-samples 

Objectives - Business related: Campaigns where the objective(s) has been classified as being related to business strat-

egy in accordance with the definitions of Figure 5. 

Objectives - Governance related: Campaigns where the objective(s) has been classified as being related to management 

& directors, corporate governance structure or remuneration policy in accordance with the definitions of Fig-

ure 5. 

Objectives - M&A related: Campaigns where the objective(s) has been classified as being related to corporate re-

structuring or controlling ownership in accordance with the definitions of Figure 5. 

Objectives - Multiple objectives: Campaigns with multiple objectives where these are not from just one of the above 

three topics of objectives. 

Region - Northern Continental Europe: Campaigns where the target’s nationality is classified as being from Denmark., 

Sweden, Norway, Finland, Germany, Belgium, The Netherlands, Austria, Switzerland or Poland. 

Region - Southern Europe: Campaigns where the target’s nationality is classified as being from France, Spain, Italy, 

Greece, Cyprus or Israel. 

Region - The British Isles: Campaigns where the target’s nationality is classified as being from the United Kingdom 

or Ireland. 

Track record - Experienced activists: Campaigns where the activist in question has executed between 2 and 5 cam-

paigns in Europe (both numbers included). 

Track record - Inexperienced activists: Campaigns where the activist in question has executed only 1 campaign in 

Europe. 

Track record - Veteran activists: Campaigns where the activist in question has executed between more than 5 cam-

paigns in Europe. 



Valdemar J. Halbye & Morten L. Jessen 

Appendix  122 

Appendix III: Industry characteristics of targets in the US and Europe – 2000-2016 

 
Note: TRBC Sector refers to the Thomson Reuters Business Classification. Data is extracted for the period 01.01.2000 to 09.03.2016.  

Source: Thomson Reuters (2016) & Authors  

 

Appendix IV: Change in European objectives – 2010-2015 

 

Note: 2000-2009 as well as 2016 are excluded from the illustration due to the samples being too small. Source: Thomson Reuters (2016) & 
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Appendix V: Passive simulation (250) with and without effective monitoring 

 

Source: Thomson Reuters (2016) & Authors 

 

Appendix VI: Regional sub-samples in the semi-passive simulation 

 

Source: Thomson Reuters (2016) & Authors 
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Appendix VII: The effect of transaction fee for institutional- and private investors 

 

Source: Thomson Reuters (2016) & Authors 

 

Appendix VIII: Distribution of excess returns 

 

Source: Thomson Reuters (2016) & Authors 
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