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Introduction and Market Update
We hope this report finds our clients and friends doing well and staying healthy during these challenging and uncertain times. 
Nearly a year into a global pandemic, we have all done, and will continue to do, our best to adapt to new realities. As we write this 
report from homes and offices across the country, in Washington, D.C., Austin, TX, Denver, CO and New York City, we recognize the 
unique challenges that individuals, companies, investors and governments alike continue to address and surmount.

Amidst the darkness of the pandemic, with the U.S. and other countries setting - almost daily - new records for coronavirus 
cases and hospitalizations, there are also bright spots of hope during the second half of the year. In early November, the 
Pfizer / BioNTech and Moderna teams both released preliminary results which showed their respective vaccines to be more 
than 90% effective in protecting people from COVID-19. Once each vaccine’s safety has been confirmed and the vaccines can 
be manufactured and distributed, individuals in the U.S. and abroad can start receiving vaccines in the continuing effort to 
reduce the pandemic’s grip on our planet.

The pandemic was not the only cause of uncertainty this fall in the United States. The country was also in the midst of one of 
the most contentious election cycles in recent history. At the time of this writing, Joe Biden has been declared the President-
elect; however, President Trump and certain Republicans challenged the election results. Further down the ballot, control of 
the Senate will be determined by a run-off election in January for the two Georgia Senate seats. If Democratic candidates win 
both races, each party will have 50 Senators, which would enable a Democratic Vice President to break any tie votes. If the 
Democratic candidates do not win both seats, the implications of a Biden-administration with a divided Congress likely would 
result in political gridlock and limited legislative change. Interestingly, while divided governments have historically been 
seen as a positive for the stock market, and the early stock market returns since the election have been surprisingly positive, 
longer-term market data does not necessarily support this theory: “In the 45 years that the same party controlled Congress 
and the White House, the average return on the S&P 500 was 7.45% … [while] in the 46 years that power was split, the average 
return was 7.26%.”1 Stock market performance notwithstanding, the ultimate administration in January 2021 will undeniably 
have a full plate of social, health, financial and legislative issues to address. 

1 https://www.wsj.com/articles/political-gridlock-is-supposed-to-be-good-for-stocks-the-data-dont-support-that-11604847910

https://www.wsj.com/articles/political-gridlock-is-supposed-to-be-good-for-stocks-the-data-dont-support-that-11604847910
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Beyond the health and political changes, the third quarter also brought notable updates from the Federal Reserve, which 
drew varied commentary from market participants. In September, the Federal Reserve unanimously announced that it would 
leave interest rates near zero through the end of 2021. The majority of Federal Reserve officials also indicated that they 
expected to leave interest rates at this level through 2023.2 In the report, the Federal Reserve officials expressed concerns 
about the true strength of the economy, suggesting recent gains from re-opening could cloud fundamental issues.3 At an 
event in mid-November, Federal Reserve Chairman Jerome Powell confirmed that the Federal Reserve remained committed 
to “using all of our tools to support the recovery for as long as it takes until the job is well and truly done,”4 noting that 
the next few months will likely prove to be increasingly challenging. Weekly U.S. unemployment claims have significantly 
“fallen from a peak of near 7 million at the end of March,” though the improvement has lost some of its momentum and the 
unemployment claims “remain well above levels of about 200,000 seen before the coronavirus hit this spring.”5 As businesses, 
both large and small, are forced to address the seemingly unabating COVID-19 environment, as well as the potential for new 
lockdown restrictions, continued improvements to the labor force should be viewed with a cautious eye.

Despite challenges to the health of both the public and the economy, the country’s leading stock market indexes continue to 
drive higher at an impressive rate. The S&P 500, the Dow Jones Industrial Average and the Nasdaq Composite Index finished 
the third quarter up 8.5%, 7.6% and 11.2%, respectively. Further, the second and third quarters represented the best two-
quarter performance for the S&P 500 and Dow Jones Industrial Average since 2009, and the best two-quarter performance 
since 2000 for the Nasdaq Composite Index, which rose 45%.6

YTD Share Price Performance (through 11/13)

NASDAQ: 32%

S&P 500: 11%

DJIA: 3%

2 https://www.federalreserve.gov/monetarypolicy/fomcprojtabl20200916.htm
3 https://www.federalreserve.gov/monetarypolicy/fomcprojtabl20200916.htm
4 https://www.reuters.com/article/usa-fed-powell/update-1-feds-powell-says-economy-still-needs-fiscal-monetary-support-idUSL1N2I325T
5 https://www.wsj.com/articles/weekly-jobless-claims-coronavirus-11-12-2020-11605125188
6 https://www.wsj.com/articles/global-stock-markets-dow-update-9-30-2020-11601456359

https://www.federalreserve.gov/monetarypolicy/fomcprojtabl20200916.htm
https://www.reuters.com/article/usa-fed-powell/update-1-feds-powell-says-economy-still-needs-fiscal-monetary-support-idUSL1N2I325T
https://www.wsj.com/articles/weekly-jobless-claims-coronavirus-11-12-2020-11605125188
https://www.wsj.com/articles/global-stock-markets-dow-update-9-30-2020-11601456359
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Indexes stalled in October, amidst continued market volatility, but have rebounded through the first half of November and 
approached year-to-date highs. As mentioned in our Q2 2020 Activism Vulnerability Report, the influence of “Big Technology” 
cannot be overlooked. The FAAMG7 stocks, which are the S&P 500’s five largest components, are up by an average of +47% 
so far this year, while the median change for all S&P 500 stocks is just +3%.8 Reflected in the continued uptick in index prices, 
corporate earnings have continued to rebound throughout the year with third quarter earnings down 11% on a year-over-
year basis. While still a sizable decline, the decline is far less severe than the sharp year-over-year declines of 49% in the first 
quarter and 33% in the second quarter.9 In the context of market winners and losers during the COVID-19 pandemic, we note 
that “only four of the eleven GICS sectors – consumer staples, technology, health care, and utilities – are expected to see 
positive earnings growth on a year-over-year basis; the [other sectors] are generally expected to post double-digit declines.”10 
Also of note for fourth quarter earnings, an increasing number of companies have begun to re-instate guidance, signaling 
that management has regained confidence in its outlook, a sign of stability for the market.11 Despite the re-instatement of 
corporate guidance, the stage is largely set for the fourth quarter to be as uncertain as the three which preceded it, as both 
the pandemic and the political uncertainties endure. 

Shareholder Activism Update
Through the third quarter of 2020, the number of activist targets in the U.S. was at the lowest level in the past five years, and 
down 11% compared to the same period in 2019. Historically, Q3 is the lightest quarter for new campaign announcements, 
but the 77% drop in new campaigns from Q2 2020 to Q3 2020 represents the largest quarterly decrease since Activist Insight 
began tracking new campaigns in 2014. In the last six years, campaign activity increased in the fourth quarter in three of those 
years, remained unchanged in one year and decreased in two years, when compared to third quarter activity.12 Of campaigns 
launched through the third quarter of each year, 2020 represents the largest percentage of large-cap (> $10bn) campaigns 
as a percentage of total campaigns over the past four years, while mid-cap ($2bn - $10bn) campaigns represent the smallest 
percentage of total campaigns over the same period.13 Despite lower campaign activity, activist investors are gaining board 
seats at nearly the same level they did in 2019. Board seats gained by means of a contested vote are actually at the highest 
level, through the third quarter, that they have reached within the past four years.14

11

Board Seats Gained by Activists (in the United States)

7 The “FAAMG” stocks include Facebook, Amazon, Apple, Microsoft and Google.
8 FTI Consulting Internal Analysis; FactSet
9 https://am.jpmorgan.com/us/en/asset-management/gim/adv/insights/market-insights/3q20-earnings-i-have-to-admit-its-getting-better
10 https://am.jpmorgan.com/us/en/asset-management/gim/adv/insights/market-insights/3q20-earnings-i-have-to-admit-its-getting-better
11 https://am.jpmorgan.com/us/en/asset-management/gim/adv/insights/market-insights/3q20-earnings-i-have-to-admit-its-getting-better
12 https://www.activistinsight.com/research/ActivistInsightQ32020.pdf
13 https://www.activistinsight.com/research/ActivistInsightQ32020.pdf
14 https://www.activistinsight.com/research/ActivistInsightQ32020.pdf

https://am.jpmorgan.com/us/en/asset-management/gim/adv/insights/market-insights/3q20-earnings-i-have-to-admit-its-getting-better
https://am.jpmorgan.com/us/en/asset-management/gim/adv/insights/market-insights/3q20-earnings-i-have-to-admit-its-getting-better
https://www.activistinsight.com/research/ActivistInsightQ32020.pdf
https://www.activistinsight.com/research/ActivistInsightQ32020.pdf
https://www.activistinsight.com/research/ActivistInsightQ32020.pdf
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While total campaigns remained subdued in the third quarter, select industries and campaign themes saw increased attention 
from activist investors. When compared to campaigns launched through the third quarter of 2019, the industrials, real estate and 
utilities sectors have witnessed an uptick in number of campaigns, while the technology and financial services sectors remain 
largely in-line with 2019 activity. The consumer cyclical and energy sectors have witnessed the largest declines in activity, over 
the same period.15 Further, while as a percentage of all campaigns launched through the third quarter, M&A has become a less 
common area for agitation, while corporate governance and board-related campaign theses remain at prior-year levels.16

Following subdued activity in the early stages of the pandemic, the third quarter brought a number of brand-name activists 
returning to the market with significant positions and new campaigns. In November, Elliott Management initiated a stake 
in F5 Networks, the multi-cloud application service provider, and has held discussions with management on boosting the 
company’s stock price, according to people familiar with the matter.17 While Elliott has not publicly voiced its campaign 
thesis, media reports suggest that part of Elliott’s focus is on the company’s recent acquisitions and subsequent transaction 
integration.18 The campaign could signal an increased focus from activist investors on laggards within the growth software 
industry. In mid-October, Third Point Partners publicly voiced its concerns about Disney’s capital allocation policy, suggesting 
that company permanently end its $3 billion annual dividend and instead invest the money in its Disney+ streaming service, 
given that product’s remarkable early success. The move represents a shift from the typical activist view that companies 
should increase capital returned to shareholders. Daniel Loeb argued that the “incremental dollars [invested in Disney+] 
would … generate returns that are multiples of the stock’s current dividend yield.”19 In early-October, Trian Fund Management 
took large (9.9% of total shares outstanding) positions in both Invesco and Janus Henderson Group, with the intent of urging 
the two companies to merge.20

The resurgence in brand-name activism in the third quarter was not just anecdotal. By capital invested in new campaigns 
(within the U.S.), Elliott Management, ValueAct Capital Partners and Third Point Partners represent the three most active 
investors, with $3.0 billion, $1.6 billion and $1.4 billion invested in new campaigns YTD, respectively. Of note, under the same 
methodology, the fourth most active investor has been Jeff Ubben’s new social impact fund, Inclusive Capital Partners, with 
just under $1.0 billion invested in new campaigns.21

On the regulatory front, following significant public backlash, the SEC appears to have cancelled a controversial plan 
to change the Form 13F regulatory filing requirements for public market investors, including hedge funds. The rule, 
which proposed increasing the filing threshold from $100 million to $3.5 billion, was largely and widely opposed by both 
corporations and by their advisors, arguing that it would significantly limit market transparency. The SEC has not publicly 

announced the plan’s suspension, but according to internal sources, the current threshold will remain.22

15 https://www.activistinsight.com/research/ActivistInsightQ32020.pdf
16 https://www.activistinsight.com/research/ActivistInsightQ32020.pdf
17 https://www.wsj.com/articles/elliott-management-takes-stake-in-software-company-f5-networks-11604870484
18 https://www.wsj.com/articles/elliott-management-takes-stake-in-software-company-f5-networks-11604870484
19 https://www.ft.com/content/39c3657e-3c88-4ece-adb4-0fff9fc994b6
20 https://www.wsj.com/articles/trian-fund-management-takes-stakes-in-invesco-janus-henderson-11601599399
21 https://www.activistinsight.com/research/ActivistInsightQ32020.pdf
22 https://www.bloomberg.com/news/articles/2020-10-27/hedge-funds-shot-at-stock-secrecy-fades-as-sec-shelves-revamp?sref=nPhh5shT

https://www.activistinsight.com/research/ActivistInsightQ32020.pdf
https://www.activistinsight.com/research/ActivistInsightQ32020.pdf
https://www.wsj.com/articles/elliott-management-takes-stake-in-software-company-f5-networks-11604870484
https://www.wsj.com/articles/elliott-management-takes-stake-in-software-company-f5-networks-11604870484
https://www.ft.com/content/39c3657e-3c88-4ece-adb4-0fff9fc994b6
https://www.activistinsight.com/research/ActivistInsightQ32020.pdf
https://www.bloomberg.com/news/articles/2020-10-27/hedge-funds-shot-at-stock-secrecy-fades-as-sec-shelves-revamp?sref=nPhh5shT
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Q3 2020’s Most Vulnerable Industries
In FTI’s Q3 2020 report, FTI’s Activism and M&A Solutions practice, in partnership with FTI’s Data & Analytics practice, 
are introducing revisions to the Industry Vulnerability Rankings, most notably adjusting some of our sector and industry 
classifications.

First, our teams consolidated several sectors (Aerospace & Defense, Automotive, Construction, Mining, Transportation) to 
create a larger “Industrials” sector, in order to simplify and standardize the sector/industry hierarchy.  Next, we broke out 
some of the larger industries into multiple, smaller industries to group companies with more distinct dynamics. For example, 
we split the previous Technology industry into Software and Hardware.

Given that scores are calculated by benchmarking companies to sector peers, this adjustment will change historical 
scores, both at the company and industry level. For example, a company that formerly fell under the Mining industry is 
now compared to the larger Industrials sector benchmarks. For that reason, we have recast these scores historically for 
comparability. Our team believes the updated classifications provide a more optimal scoring output with a more precise 
breakdown at the industry level. The two charts below show the change in sector and industry size based upon Q3 2020’s 
population of 3,622 U.S. and Canadian domiciled companies.
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The table below shows the Total Vulnerability Scores for the 36 industries:

Rank ▲ Rank QoQ FTI Industry Q3 Vulnerability Score Q2 Vulnerability Score

1 - Energy 58.2 62.5
2 - Power 56.7 56.7
3 - Utilities 53.0 56.0
4 ▲ 10 Telecommunications 52.0 48.8
5 ▼ 1 Aviation & Airlines 51.4 55.0
6 ▼ 1 Media & Publishing 50.6 54.4
7 ▲ 4 REITs 50.3 50.0
8 ▲ 5 Real Estate 48.5 49.6
9 ▲ 1 Savings Banks 48.3 50.1

10 ▼ 1 Aerospace and Defense 48.1 50.8
11 ▼ 4 Restaurants 48.0 53.6
12 - Professional Services 48.0 49.8
13 ▼ 7 Hospitality & Gaming 47.4 53.9
14 ▲ 1 Regional Banks 47.3 48.5
15 ▲ 3 Chemicals 47.1 47.1
16 - Industrial Distributors 46.7 47.6
17 ▲ 5 Transportation 46.4 45.4
18 ▲ 3 Business Services 45.6 45.6
19 ▲ 4 Pharmaceuticals 45.4 45.0
20 ▼ 1 Agriculture & Chemical Products 45.4 46.9
21 ▼ 4 Consumer Non-Durables 43.8 47.4
22 ▲ 3 Consumer Finance 43.6 44.5
23 ▲ 5 Banks 43.4 43.6
24 ▲ 3 Construction 43.3 44.5
25 ▼ 1 Healthcare Services 43.1 44.6
26 - Investment Managers 42.8 44.5
27 ▲ 7 Insurance 42.7 39.9
28 ▲ 2 Biotechnology 42.6 41.7
29 - Financial Conglomerates 42.7 42.8
30 ▼ 10 Industrial Equipment 41.7 45.7
31 ▼ 23 Automotive 41.4 52.4
32 ▲ 1 Technology-Hardware 39.2 40.1
33 ▲ 3 Technology-Software 39.1 37.6
34 ▲ 1 Mining 38.9 38.7
35 ▼ 3 Consumer Durables 38.8 40.6
36 ▼ 5 Life Sciences 38.0 41.2
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Data from Q3’s results present no change in the three most vulnerable industries, which continue to be Energy, Power and 
Utilities, although Energy and Utilities Total Vulnerability Scores each fell slightly from Q2. The Energy and Power industries 
have struggled significantly more than other industries as a result of declining economic activity throughout 2020 and 
headwinds that pre-date the virus-related shutdowns, which have only been exacerbated by the decline in economic activity 
and, specifically, travel. There was a considerable increase in activist campaigns targeting the oil & gas sector, both during 
and following the last major decrease in oil prices, from 2014-2017. While campaigns in those industries have been less 
frequent in 2020, their continued presence among the most vulnerable industries suggests that activists may soon increase 
activity there.

Telecommunications was the largest mover up the rankings during the quarter, climbing 10 spots to fourth, while Restaurants 
and Hospitality & Leisure both fell out of the top 10. Perhaps the most notable industry movement comes from Automotive, 
which fell 23 spots to 31st, benefiting from recovering retail sales in recent months.
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FTI Observations and Insights

Trends in M&A

2020 was an unusual year for M&A activity due to a strong start to the year, a disruption in the spring associated with rising 
COVID-19 cases in North America in the March time period, and uncertainty that loomed for the balance of 2020. While some 
significant deals were completed regardless (e.g. Xilinx, Marathon Petroleum, T-Mobile/Sprint, E*Trade and Noble Energy to 
name a few), others in the formative stages were canceled or delayed (e.g. Xerox/HP, L Brands/Sycamore Partners, Taubman 
Centers/Simon Property Group). We expect that those deals that were delayed will not persist throughout 2021 due to several 
factors including promising clinical results on several COVID-19 vaccines, extremely low interest rates, and ample PE dry powder 
and cash hoards on corporate balance sheets. While multiples among the broader indexes remain elevated, some sectors and 
industries hit hardest since March include companies with stable liquidity situations and coveted assets.

We anticipate that 2021 may bring back a rise in unsolicited or hostile transactions, and with good reason. For issuers with stock 
prices that have not recovered from early 2020 highs, there could be a disconnect between current trading values and the 52-
week high. For prospective buyers, a bid with a meaningful premium above the current price but below the 52-week high could 
create a difficult dilemma for management and board of directors, as such a bid would provide an attractive near-term premium 
for shareholders, yet at a discount to pre-COVID levels. The valuation question imbedded within such a situation will create a 
challenge for existing management teams and boards that are reticent to sell.

 — Jay Frankl, Senior Managing Director, Co-Head of FTI Consulting’s Activism and M&A Solutions Group

TMT: Software 

While the pandemic has negatively affected businesses globally, recent developments are providing some unique secular 
tailwinds to SaaS companies, a market that Gartner projects will exceed $150 billion in 2022 at a CAGR of 16% from 2018 to 
2022.23 In this environment, communication and marketing solution software providers are benefiting from the shift to online 
workplaces and omnichannel customer touchpoints. Combined with wider adoption of internet usage and online processes, 
this segment will continue driving the growth of data analytics and web security solutions. Leaders are increasingly prioritizing 
product development and corporate IT work to exploit cloud capabilities and tools.

23 https://www.gartner.com/en/newsroom/press-releases/2020-07-23-gartner-forecasts-worldwide-public-cloud-revenue-to-grow-6point3-percent-in-2020
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From a sales and marketing perspective, the decrease in economic activity has amplified the importance of managing customer 
acquisition and retention costs. Generating favorable returns on disciplined sales and marketing initiatives in this environment 
can pave the way to profitable growth and separate the winners from the losers. Because of this, it is crucial for companies to 
find innovative solutions to attract and retain customers. Focusing on the customer journey, re-envisioning purchasing options 
(e.g., license terms) and exploring partnerships are some of the many opportunities companies are using enhance the customer 
experience and value proposition.

On the product development side, there has been increased pressure in R&D to not only be nimble and agile, but also to be 
able to deliver maximum ROI in investments. The recent increase in the vertical integration of platforms, coupled with added 
complexities in product offerings has forced software companies to re-evaluate R&D strategies. Companies are beginning to shift 
toward portfolio-based R&D allocations, with an investment framework driven by both financial and strategic considerations, as 
well as customer value proposition driven projects.

Although COVID-19 has presented challenges for all industries, it has been an accelerator for many elements of the software 
industry and has forced nearly all companies to accelerate their own digital transformations and adopt new business models. As 
companies continue to introduce changes, inevitably there will be leaders and laggards, even in the software and SaaS market. 
This dynamic will attract increased dialogue between investors and company leadership as new methods for value creation 
become apparent and pressure is applied to maximize shareholder value.

 — John Stiffler, Senior Managing Director; Harvind Raman & 
Albert Leung, Managing Directors in the Software industry practice

Real Estate + REITS

Congress enacted REIT regulations in the 1960s in part to allow the average person to tax efficiently own, typically through 
the purchase of liquid securities, a piece of the American dream – real estate. Pension funds and private equity jumped on the 
bandwagon and today own a meaningful stake in public REIT securities. Real estate in the hands of private owners is illiquid and 
valuations are relatively slow to respond to market forces due to the longer-term nature of leases and capital structures. For those 
real estate owners that have patience and working capital, history has shown that they will often weather the storm and many 
are doing just that – waiting on the sidelines to transact and managing their cash flow and lenders as best they can under the 
circumstances, which vary greatly from property to property. Public markets tend to be shorter term focused and react instantly to 
daily news as witnessed when the shut downs began in March and REIT prices fell off a cliff and when news of a promising vaccine 
was announced in November a significant rally commenced – a dizzying roller coaster ride. Yet valuations in virtually all publicly 
traded REITs are still far off their pre-COVID highs. We are also faced with exceptionally low real estate transaction volume to 
support a clear understanding of where the new gross asset valuation watermark has settled. And no wonder, as we still do not fully 
understand (and often times will disagree on) the longer-term impact of the Amazon Effect or Work-From-Home or Densification 
versus De-densification or Suburban versus Urban – the list goes on.

Put all of these factors in a mixing bowl together and we have a situation where knowledgeable professionals can and will disagree. 
Thus, is increased shareholder activism far behind? This is already beginning to play out. Stay tuned; more to come.

 — Jahn Brodwin, Senior Managing Director in the Real Estate industry practice
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What This Means
With major brand-name activists returning to the market and a continued resurgence in M&A, despite the renewed strength of 
the COVID-19 virus, it seems unlikely that the upcoming proxy season will provide companies the same level of investor patience 
observed in 2020. We also highlight an interesting comparison to the aftermath of the 2007-2008 Global Financial Crisis. The 
years following the crisis experienced a surge in activism campaigns and, more specifically, proxy contests. 2008 and 2009 are 
the two most active years for proxy contests on record.24 Advisors generally anticipate a similar trend in 2021.

Annual Proxy Contests

Beyond activism, 2008-2009 also witnessed an uptick in hostile M&A campaigns, as companies with stable balance sheets and 
excess cash flows acquired less resilient companies at diminished valuations.25,26 Examples from the period include InBev SA’s 
$50 billion unsolicited acquisition of Anheuser-Busch and Roche Holding’s $46.8 billion purchase of the 44% of Genentech it 
did not already control. The current COVID-19 market dynamic, of winners (the portion of companies who have seemingly 
benefited from the pandemic and recession) and losers (the portion of companies who have not), seems quite similar. While 
history doesn’t always repeat, it does often rhyme. Thus, an increase in campaign volume could be expected as soon as this 
year, in advance of director nominations.

We still expect major campaign themes will focus on second-guessing COVID-related corporate decisions, ESG practices, M&A 
and corporate strategy, as investors will have a heightened focus on oversight and adaptability of the management and board 
during this turbulent period. As companies are forced to address shifts in their revenue bases, cost structures, supply chains 
and end markets, activist investors will likely privately, or in some cases, publicly advocate for changes. Meanwhile, campaigns 
surrounding capital return programs have not completely fallen off the radar of activist investors. Despite the potential for 
negative publicity, there were several recently launched campaigns advocating for increased cash return to investors, including 
Engine Capital’s recent engagement with Matrix Services Company. While it is not overly surprising to see this request resurface, 
what remains to be seen are the reactions of influential third parties like proxy advisors and major index funds. 

We also wonder what impact the continued divergence in performance between the winning and losing industries will have 
on shareholder activism. Historically, growth stocks and value stocks alternated leadership in the market, a pattern which 
prevailed from 1993 through 2009, as seen in the graph below. But since the recovery from the financial crisis began in 2009, 
growth stocks have consistently outperformed value stocks and have generated far superior returns.

24 FTI Consulting Internal Analysis; FactSet
25 FTI Consulting Internal Analysis; FactSet
26 https://www.gibsondunn.com/takeover-preparedness-and-the-new-hostile-ma-environment/

https://www.gibsondunn.com/takeover-preparedness-and-the-new-hostile-ma-environment/
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S&P Growth vs. Value – Returns Indexed to 0

Of course, there are no assurances that growth stocks will continue to outperform; “past performance is not indicative 
of future results,” as the standard disclaimer says. However, structural trends and changes in the economy appear to 
simultaneously act as material headwinds for typical value stocks and tailwinds for their growth counterparts, a pattern that 
seems to have accelerated due to the pandemic. Activist funds often describe themselves as fundamental value investors 
and frequently look for established businesses with robust cash flow, but should growth stocks’ outperformance continue, 
could it lead activist funds to shift primary strategies? What’s more, many young, high-growth companies employ governance 
structures that favor their founder(s) at the expense of their shareholders. Given these underlying dynamics, it may become 
more attractive to target underperformers in secular growth areas than to hunt for deep value in sectors with major 
challenges, like energy or retail. After all, a rising tide lifts all boats, but a falling tide sinks them. 

On the flip side, will companies within challenged industries be increasingly seen as “un-investable,” despite trading at record 
discounts? Said differently, are the avenues for value creation for struggling industries completely out of reach due to larger 
factors in the economy and shifts in society? If the period after the 2014 collapse in oil prices is any indicator, that certainly 
won’t be the case. Although we have begun to observe more universal interest in growth sectors by some activist investors, 
we hardly see this as a zero-sum game and find it unlikely that this will provide any safeguard to companies in out-of-favor 
industries. The upcoming proxy season should provide some initial insight into this question.

FTI’s Activism Vulnerability Screener Methodology
 — The Activism Vulnerability Screener is a proprietary model that measures the vulnerability of public companies in the U.S. 
and Canada to shareholder activism by collecting criteria relevant to activist investors and benchmarking to sector peers. 

 — The criteria are sorted into four categories, scored on a scale of 0-25, (1) Governance, (2) Total Shareholder Return, (3) 
Balance Sheet, and (4) Operating Performance, which are aggregated to a final Composite Vulnerability Score, scored on a 
scale of 0-100. 

 — By classifying the relevant attributes and performance metrics into broader categories, FTI can quickly uncover where 
vulnerabilities are found, allowing for a more targeted response. 
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 — FTI’s Activism and M&A Solutions team determined these criteria through research of historical activist campaigns in order 
to locate themes and characteristics frequently targeted by activist investors. The following is a selection of themes that 
are included for each category:

Governance Total Shareholder 
Return

Balance Sheet Operating  
Performance

 — Proxy voting standard

 — Board composition

 — Proxy access

 — Capital gains

 — Dividend and share 
repurchase policy

 — Relative valuation

 — Capital allocation

 — Leverage ratios

 — Liquidity

 — Revenue and  
earnings growth

 — Profitability margins

 — Merger integration

 — The Activism and M&A Solutions team closely follows the latest trends and developments in the world of shareholder 
activism. Due to the constantly evolving activism landscape, FTI consistently reviews the criteria and their respective 
weightings to ensure the utmost accuracy and efficacy of Activism Screener.

The views expressed herein are those of the author(s) and not necessarily the views of FTI Consulting, Inc., its management, its 
subsidiaries, its affiliates, or its other professionals. 

FTI Consulting, Inc., including its subsidiaries and affiliates, is a consulting firm and is not a certified public accounting firm or  
a law firm.

http://www.fticonsulting.com
mailto:walker.spier@fticonsulting.com
mailto:wyatt.friedman@fticonsulting.com
mailto:will.maccallum@fticonsulting.com
mailto:carl.jenkins@fticonsulting.com
mailto:david.farkas@fticonsulting.com
mailto:kurt.moeller@fticonsulting.com
mailto:jason.frankl@fticonsulting.com
mailto:brian.kushner@fticonsulting.com
mailto:glenn.tyranski@fticonsulting.com

