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Activist Investing

Activist investing continues to gain advocates (and
capital) as high-profile managers like Carl Icahn, Nelson
Peltz of Trian, Daniel Loeb of Third Point LLC and Jeffrey
Smith of Starboard Value, LP, train their sights on
underperforming targets such as Yahoo, Qualcomm,
Microsoft and even Apple. According to Hedge Fund Re-
search (HFR), assets under management in activist funds
have almost quadrupled since 2008, to $120 billion as of
year-end 2014.

Why are assets growing? The answer is performance.
Data from HFR showed that in the one-year period ended
December 31, 2014, HFR’s Activist Index generated a 5.2%
return, compared to a 3% return for the broad HFR Weighted
Composite Index. Three- and five-year comparisons were
favorable as well: over the three-year period, the Activist
Index generated a compound annual average return of 13.9%
versus 6.1% for the broad index; over five years, the Activ-
ist CAGR was 7.8% versus 4.5% for the Composite Index.

We keep a close eye on the activists and the stocks
they like. Analysts at Argus Research, teamed with the data
analysts and programmers at Vickers Stock Research as well
as the portfolio strategists at Argus Investors Counsel, have
designed an analytical process that identifies value stocks
which may be poised for outperformance because activist
investors have built substantial positions in the companies.

The process starts with the stocks in the S&P 1500.
We first cut the index into its three constituents: the S&P
500 (large-caps); the S&P 600 (small-caps); and the S&P
400 (mid-cap). For each index, we sorted for bottom per-
formers by sector. These value screens deliver a list of 450-
470 deep-value names.

The next step is to analyze the activists. Activist in-
vesting is an important trend in the financial markets, par-
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ticularly in the wake of the Great Recession and bear market
of 2007-2009. Activists have raised tens of billions of dol-
lars from institutional investors in support of strategies to
enhance shareholder value. At times using the media, they
have successfully pushed for improved shareholder returns
by calling for new management, board members or asset sales
and restructurings. In 2014, more than 275 activist campaigns
targeted a change in company strategy or board composi-
tion, according to FactSet SharkWatch. That was up almost
60% from 2009 — and activists won more than 70% of their
battles.

To isolate the impact of activist investors, we maintain
a dynamic list of major activist investors in the Vickers data-
base of more than 9,000 institutional portfolios. The list was
compiled through a systematic survey of 13-D filings, hedge
fund databases, news stories and Argus’ team of analysts. On
average, our top-ranked Activists own a concentrated 27
stocks in their average $12 billion portfolio.

Interestingly, some of the recent research on activist
investing has concluded that these funds often take a long-
term or even collaborative approach. A paper published by
professors from Duke University and Columbia University
(titled “The Long-Term Effects of Hedge Fund Activism”)
argued that activist investing increases value around the time
of the investment, and also for as many as five years follow-
ing the investment. We have also noticed a trend in which
activists are becoming more collaborative and are working
with management teams, as opposed to the historical corpo-
rate raider mentality associated with the genesis of the strat-
egy back in the 1980s, or the slash-and-burn campaigns in
the early 2000s.

(continued on next page)
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Our next step is to gather the portfolios of these inves-
tors from Vickers, and then to rank the stocks (more than 1,100
of them) on activist criteria. We focus on:

* Depth of Ownership. Does an activist investor have
“skin in the game?” How much skin?

* Breadth of Ownership. Are several activists working
together for change?
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* Timeliness of Ownership. Have activists been buy-
ing the stock recently?

We then combined the two lists to arrive at a final group
of stocks that exhibit potentially powerful characteristics for
stock performance: attractive valuations with an activist trig-
ger for outperformance.

John Eade



 

 
Argus Research is an independent investment research provider whose parent 
company, Argus Investors’ Counsel, Inc. is registered with the U.S. Securities and 
Exchange Commission. Argus is not a member of the FINRA or the SIPC. Argus 
Research is not a registered broker dealer and does not have investment banking 
operations. The Argus trademark, service mark and logo are the intellectual property 
of Argus Group Inc. The information contained in this research report is produced and 
copyrighted by Argus, and any unauthorized use, duplication, redistribution or 
disclosure is prohibited by law and can result in prosecution. The content of this 
report may be derived from Argus research reports, notes, or analyses. The opinions 
and information contained herein have been obtained or derived from sources 
believed to be reliable, but Argus makes no representation as to their timeliness, 
accuracy or completeness or for their fitness for any particular purpose. This report is 
not an offer to sell or a solicitation of an offer to buy any security. The information 
and material presented in this report are for general information only and do not 
specifically address individual investment objectives, financial situations or the 
particular needs of any specific person who may receive this report. Investing in any 
security or investment strategies discussed may not be suitable for you and it is 
recommended that you consult an independent investment advisor. Nothing in this 
report constitutes individual investment, legal or tax advice. Argus may issue or may 
have issued other reports that are inconsistent with or may reach different 
conclusions than those represented in this report, and all opinions are reflective of 
judgments made on the original date of publication. Argus is under no obligation to 
ensure that other reports are brought to the attention of any recipient of this report. 
Argus shall accept no liability for any loss arising from the use of this report, nor shall 
Argus treat all recipients of this report as customers simply by virtue of their receipt of 
this material. Investments involve risk and an investor may incur either profits or 
losses. Past performance should not be taken as an indication or guarantee of future 
performance. Argus has provided independent research since 1934. Argus officers, 
employees, agents and/or affiliates may have positions in stocks discussed in this 
report. No Argus officers, employees, agents and/or affiliates may serve as officers or 
directors of covered companies, or may own more than one percent of a covered 
company’s stock. 
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