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Abstract
Purpose – This paper aims to deal with the issue of shareholder activism of private equity investors in
public companies. The study identifies characteristics of target firms and investors related to the likelihood of
private equity activism. The research also examines whether shareholder activism strategy of private equity
investors is associated with the better performance in future and value creation of target firms.
Design/methodology/approach – The paper applies econometric modeling to hand-collected data on
private equity investments in listed companies, in the form of private investment in public equity and open-
market share purchases, from eight Continental Europe’s countries for the period 2005–2014.
Findings – The findings indicate that the probability of shareholder activism is higher if the target firm’s
industry corresponds to the private equity investor’s industry specialization, if the private equity firm is older,
if the target is larger and the average ownership share purchased by the investor is higher. Conversely, the
probability of shareholder activism is lower where a private equity firm invests in the target for the first time.
A target firm with an activist investor has poorer operational performance results one year following the
investment compared to a target firmwith a passive private equity investor.
Research limitations/implications – Results from the analysis of transactions in Continental Europe
countries with French and German legal origin may be not generalizable to other markets with the different
legal tradition and institutional environment.
Originality/value – This research provides new empirical evidence on private equity activism in listed
companies of Continental Europe. By distinguishing between active and passive investments, testing rarely
considered characteristics to provide valuable insights and analyzing the effect of activism on the target
firm’s performance, the study contributes variously to the still-limited body of literature on private equity
activism in public companies with a governance structure based on concentrated ownership. The findings
emphasize the relationship between shareholder activism and both target and investor’s characteristics from
perspective of mitigating agency problem and value creation in target firms. By simultaneously investigating
investments in public companies from several European markets, the study complements empirical evidence
mostly obtained from studies of a single national market.
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1. Introduction
Private equity (PE) plays an important role in the world economy, with assets under
management amounting to $4.1tn and 3,524 funds in place at the market as of January 2020
(Private equity trend report 2020, 2020), up from $2.5tn in 2015 (Liu and Yang, 2015) and
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only $1.0tn in 2008 (Phalippou et al., 2018). PE investments in European companies
amounted on average e88bn annually through the period 2000–2020, starting from e35bn in
2000 with a peak in 2019 (e104bn) and a 12% decrease in 2020 (Investing in Europe: Private
equity activity 2020, 2021). PE investors play a vital role in sustainable development,
driving progress in sustainable business practice affecting top-level decision-making in
companies (Private equity responsible investment survey 2019, 2019).

Traditionally, PE funds have been associated with venture capital financing, mezzanine
capital, growth capital with buying a minority interest and, most prominently, leveraged
buyouts as the core of PE business (Stowell, 2010). The last accounts for the largest share of
PE investments in the USA and Europe (Wilson et al., 2012). Nevertheless, PE firms also
benefit from investments in listed companies, accessing sectors otherwise restricted for
buyouts by such firms’ partnership agreements because of their high risk. Among other
benefits is higher liquidity of publicly traded firms compared to private entities, thus
allowing easier exit from the deal (Gerhard, 2008).

PE firms invest in listed companies in different ways. Acquiring a controlling ownership
stake in a public company allows obtaining full control over the target firm and subsequently
delisting the company from the stock market. Alternatively, a PE firm may opt to get a non-
controlling ownership share in a listed company by purchasing existing equities on the
market, participating in a secondary offering or buying shares through private investment in
public equity (PIPE) (Särve, 2013). PIPE gains popularity in a global context. Between 1995
and 2015, companies raised $396bn globally through PIPE transactions, a third of which was
attracted by US firms (Andriosopoulos and Panetsidou, 2021). In a period from 2001 to 2015,
there were 11,296 private placements of common stock by US listed firms that raised $243.9bn
through PIPE transactions (Lim et al., 2021). Out of 36,543 PIPE issues in a global setting in
1995–2015, as reported in Andriosopoulos and Panetsidou (2021), 18,849 issues occurred in the
USA, 8,925 in Americas – excluding the USA, 5,879 deals were conducted in Asia-Pacific
region, while Europe had 2,890 transactions with an average annual deal value of $35bn.
Recent years demonstrated rapid growth in the number and volume of deals with the USA
remaining the most active market. While there were 1,027 PIPE transactions with a total
volume of $48.3bn in the USA in 2019, the number of transactions raised to 1,635 with a total
dollar value of $101.5bn in 2020 (Market trends 2020/21: PIPEs, 2020).

Because a PIPE deal is often considered as financing of the last resort for many small
public companies (Sjostrom, 2007), it can be highly negotiable. The PE firm can attach
special conditions to this type of transactions, such as appointment of a director on the
board or other governance rights (Särve, 2013). PE investments are an especially important
and growing source of funds for companies in environments with limited access to funding
(Latini et al., 2014). Nevertheless, such investments remain vital also for many public
companies, being fast and relatively inexpensive way to receive funding compared to a
public equity offering.

Institutional investors, including PE firms, participate in managing their portfolio
companies with a varying degree of activism. Shareholder activism is a widely discussed
area of studies based primarily on agency theory (Goranova et al., 2017). It is used by
institutional investors as an instrument to mitigate agency problem (Clarkson et al., 2016;
Gillan and Starks, 2000, 2007; Goranova and Ryan, 2014; Guimaraes et al., 2019; Latini et al.,
2014; Petry, 2015; Rauch et al., 2012; Uche et al., 2016). Agency costs and the severity of
agency problem could be decreased through shareholders intervention in companies’
governance. The presence of activist investors in portfolio companies enforces disciplinary
pressure on the management of public firms to make shareholder value a priority (Brav
et al., 2008a). It is associated with positive wealth effects in target companies (Clifford, 2008).

SEF



According to a relatively recent line of corporate governance studies, PE firms are
considered among the institutions with the highest capabilities and incentives to become
activist shareholders, who can provide a governance model for better company performance
(Ligterink et al., 2017) and use a novel approach to management monitoring that
significantly differs from the tactics of other institutional investors (Ivashina and Kovner,
2011; Kaplan and Stromberg, 2009; Ligterink et al., 2017; Scellato and Ughetto, 2013; Weir
et al., 2007). Together with hedge funds, PE firms have been considered “the newest big
thing in corporate governance” since approximately 2000 (Macey, 2008). In their efforts to
better monitor and supervise management, PE activists provide resources, stronger strategic
guidelines and advising, and make changes in the composition of the board of directors and
the topmanagement.

While there is an extensive body of literature on institutional investors activism (Aslan
and Kumar, 2016; Bebchuk et al., 2015; Becht et al., 2017; Brav et al., 2018c; Clifford, 2008;
Cziraki et al., 2010; David et al., 2007; Filatotchev and Dotsenko, 2015; Gillan and Starks,
2000, 2007; Gordon and Pound, 1993; Smith, 1996; Uche et al., 2016), fewer studies are
devoted to activism of PE firms. The studies on the effect of PE investments on portfolio
companies’ performance mostly tried to focus on the effect of the buyout deals (Achleitner
et al., 2013; Bergström et al., 2007; Boucly et al., 2009; Castellaneta and Gottschalg, 2016;
Ligterink, 2017; Phalippou et al., 2018; Scellato and Ughetto, 2013, etc.). Fewer studies
investigate the effects of PE investments in public companies (Acharya et al., 2012;
Achleitner et al., 2008a, 2008b; Aldatmaz and Brown, 2020; Chen et al., 2014; Mietzner and
Schweizer, 2008; Stotz et al., 2010) and mostly analyze single national markets (Acharya
et al., 2012; Achleitner et al., 2008a; Chen et al., 2014).

Although the empirical evidence is heterogeneous in terms of the effect of public equity
activism on corporate governance, the common conclusion is that PE firms are likely to
increase the performance of target companies via decreasing agency costs, financial
engineering and introducing changes to the target firm’s strategy and operations (Aldatmaz
and Brown, 2020; Battistin et al., 2017; Halpern et al., 1999; Humphery-Jenner et al., 2017;
Mietzner and Schweizer, 2008; Opler and Titman, 1993; Rauch et al., 2012). PE funds
outperform public markets investors (Gompers et al., 2016) because of a greater success in
improving target firms’ performance and more favorable resource profile, than previous
owners of the target firms have (Battistin et al., 2017). This paper aims to shed more insights
in the relationship between the PE investor’s and target firm’s characteristics and the PE
activism in listed firms. The research focuses both on antecedents of PE activism in public
firms and wealth-creation effects of the activism strategy for target companies, the issue
that is not well studied in the contexts outside the USA.

The paper aims to contribute to the still-limited body of literature on PE investments in
listed companies building on the existing research on shareholder activism and PE activist
strategies in other types of deals. It is the first to investigate how the competencies
accumulated by PE firms in the industry of the target company could be related to the
activism strategy of PE investors.

Economies are different in their institutional environment, as well as geographic
characteristics, that raise interest in analysis of particular geographic subgroups, separately
considering PE investments in the USA, Europe or single European countries (Stotz et al.,
2010). Evidently, the use of shareholder activism is affected by regulation, the rights and
liabilities of investors in relation to portfolio companies (McNulty and Nordberg, 2016).
Many studies on PE investments in public firms investigated transactions in countries of the
Anglo-Saxon model with common law legal systems, highly developed capital markets and
dispersed ownership (Acharya et al., 2012; Chen et al., 2014). This study is based on a sample
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of 209 PE investments in the common equity of listed firms in eight Continental Europe’s
countries with the civil law tradition for the period from 2005 to 2014. Continental European
companies are characterized by peculiar governance structure based on concentrated
ownership (Geranio and Zanotti, 2012) that could affect the specifics and effects of investor
activism in this institutional context.

The research contributes to the related literature in the context of European markets with
concentrated ownership and weak shareholder protection. The findings demonstrate that
the probability of shareholder activism is higher if the target firm’s industry corresponds to
the PE investor’s industry specialization, if the PE firm is older, if the target firm is larger
and the average ownership share purchased by the investor is higher. The probability of
shareholder activism is lower where a PE firm invests in the target firm for the first time.
The findings also report that a target firm with an activist PE investor has poorer
operational performance results one year after the investment compared to a target firm
with a passive PE investor. The remainder of the paper is organized as follows. Section 2
provides theoretical background and hypotheses development. Section 3 describes the
methodology and data set. Empirical results are reported and discussed in the Section 4.
Section 5 presents concluding remarks.

2. Literature review and hypotheses development
2.1 Antecedents of private equity shareholder activism
Shareholder activism is aimed at changing particular company practices (Rehbein et al.,
2004) and from this perspective could be defined as “a proactive action aimed at changing
the behavior of the firm or the principles of management” (Black, 1998) or “any action that,
based on its rights, a shareholder can take in order to influence the management of a
company” (Hernandez-L�opez, 2003). It takes multiple forms, and not all of them are equally
effective in changing corporate activities (Rehbein et al., 2004). Existing empirical evidence
summarized by Kaplan and Stromberg (2009) demonstrates that the typical ways of value
creation in target firms include management monitoring, financial and operational
reengineering and engaging in corporate governance. The existence of investor activism
demonstrates that there is a lack of confidence in corporate governance mechanisms that
aim to protect all shareholders, such as corporate boards (Cocks and Ingley, 2010).

The first research question addressed in the study is related to the antecedents that can
influence the use of shareholder activism strategy. How features of the target firm and the
PE investor are related to the activist strategies of PE firm? As activist investors, PE firms
intervene in corporate governance of the target firm addressing the issue of disciplining
management, making the coordination between management and shareholders easier
(Ligterink et al., 2017).

Based on the assumption driven by the agency theory approach, that shareholder
activism is intended to mitigate agency problem and enhance monitoring and advise of
target companies to improve corporate governance and performance (Goranova et al., 2017),
it is relevant to assume that the opportunity for investors to undertake the activist strategy
is related to the specifics of corporate governance structure in a portfolio company.

The ownership concentration is an internal corporate governance mechanism that is able
to enhance monitoring. It could be considered among the antecedent leading to the use of
shareholder activism strategies by institutional investors (Judge et al., 2010). European
companies with a civil law tradition are characterized by concentrated ownership (Faccio
and Lang, 2002; La Porta et al., 1997, 1999, 2000). The number of shares available on the
stock exchange for Continental European companies is low and only meet the requirements
of exchanges, as well as the average size of public firms is smaller than that in the USA or
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UK (Geranio and Zanotti, 2012). Renneboog et al. (2007) report that the average voting share
of the largest shareholder in the USA and the UK is 23.5%, whereas Achleitner et al. (2013)
show that the dominating shareholder in Continental Europe owns, on average, 43.5% of
voting rights. Large shareholders are motivated to monitor managers’ decision-making to
mitigate opportunistic behavior and moral hazard (Shleifer and Vishny, 1986, 1997), and
from this perspective, concentrated ownership has potential alignment effects (Shleifer and
Vishny, 1997). The interests of small and large owners could be aligned because of long-term
commitments that substantial shareholders have at the firm being interested in a wealth
creation in the long run (Arthur et al., 2019). But the largest owners may expropriate
minority shareholders to maximize their ownwealth at the expense of other owners (Shleifer
and Vishny, 1997) and extract private benefits of control (Gugler and Yurtoglu, 2003). This
argument is consistent with the entrenchment effect of concentrated ownership (Arthur
et al., 2019; Fama and Jensen, 1983). The conflicts in public firms with concentrated
ownership arise mainly between large and minority shareholders, that is known as
phenomenon of “horizontal” agency problem (Rossi et al., 2018; Villalonga et al., 2015). In
both cases, the presence of a controlling shareholder or a group of controlling shareholders,
interested in their own monitoring, holding important positions in management and the
board of directors of the target firm, make it more difficult for the investor to exercise
activism effectively. As Ben Arfa et al. (2017) reported for hedge funds activism in French
listed companies, it is negatively related to the concentration of voting rights in a target
company. Therefore, it could be assumed that PE firms will likely use activism in target
firms with more dispersed ownership:

H1. The probability of PE shareholder activism is negatively related to the ownership
concentration in the target firm.

According to Sjöström (2008), activism is “the use of ownership position to actively influence
company policy and practice.” Presumably, the activists’ degree of influence on the target
firms’ corporate governance and performance depends on the ownership stake they obtain.
From a critical review of 73 empirical papers on shareholder activism, Denes et al. (2017)
found that activists with insignificant ownership in the target company have little or no
effect on company value, but substantial investment by activists impacts positively on the
investee performance and value. Relatedly, activist strategies depend on the activists’ level
of investment (Black, 1998). With significant ownership share, investors have more incentives
and abilities for better monitoring (Shleifer and Vishny, 1986). With the increasing level of
share ownership, financial institutions become active monitors, as their willingness to keep an
eye on firm’s activities is higher than that of other investors (Afza and Nazir, 2015). Possessing
a large ownership stake, the shareholder has an opportunity to become more informed
because of the rights this investor gains. Informed shareholder monitoring has a higher
potential to reduce agency costs (Brav et al., 2008a), that is especially important for public
firms. According to Clark and Hebb (2004), institutional investors largely use their share
ownership position to influence directly management decision on a broad range of issues.
Achleitner et al. (2008b) studied the differences between the activism strategies of hedge funds
and PE funds and found that PE funds acquire larger stakes in target companies and hold
them for longer periods compared to hedge funds. Based on the view of Shleifer and Vishny
(1986), PE investors acquiring block shares in a firm are considered to have high incentives for
monitoring and active participation in corporate governance and can be expected to apply
activist strategies. The arguments above suggest that the degree of shareholder activism
depends on the ownership stake that PE firm obtains in the target company:

Investor
activism
strategies



H2. The probability of shareholder activism is positively related to the PE ownership
stake obtained in the target firm.

PE firms use their knowledge and experience to implement changes in their target firms’
operations and strategy (Acharya et al., 2012; Kaplan and Stromberg, 2009). It could be
assumed that the PE firms more experienced in their industries have more competences and
abilities in both professional management of the portfolio companies and corporate
governance. Resources including intellectual capital allocated help efficiently govern the
target firm. It is reasonable to conclude that if PE firm plans to pursue shareholder activism
in public companies, its experience can play a significant role in improving corporate
performance. Therefore, the following hypothesis is stated:

H3. The probability of shareholder activism is positively related to the age of PE
investor.

Rigamonti et al. (2016) study the industry specialization role in PE exit strategies for US and
European LBO transactions. They argue that skills and expertise in a particular industry
help PE firms to establish networks and find potential acquirers in that industry, whereas
unspecialized PE firms might lack such expertise, networks and reputation. Specialization is
an important determinant of the competitive and informative advantage of the PE firm; it
helps to shape value-creation plans for the portfolio company (Rigamonti et al., 2016).

Investors get better knowledge of competitive environment of targets from the industry
of their specialization, including decreased information asymmetry, and could select
superior performers, provide monitoring and advice more effectively (Cressy et al., 2007).
The firm that has already made several investments in companies from particular industry
accumulates knowledge that helps to increase future benefits from its value-added activities
in active investees from this industry (Gedjadze et al., 2017). Where a target company has
lower operational performance results, PE acquirers usually appoint directors with
experience in the target firm’s industry (Chen et al., 2014). PE firms therefore can be
expected to demonstrate activism when they invest in firms in the industries of their
specialization:

H4. It is higher probability that private equity firms use shareholder activism in target
companies from the industry of investor’s specialization.

2.2 Private equity activism and target companies’ performance
Not only the antecedents of shareholder activism, but also the effects that activists make on
portfolio companies matter while considering the issue of active ownership (McNulty and
Nordberg, 2016). Academic studies demonstrate that activists in general target companies
experiencing problems with governance and performance (Benton and You, 2018), and
investor activism increases when firms’ operating and financial performance is poor
(Goranova et al., 2017). It is consistent with the agency theory approach – activists are
motivated to target companies with poor performance as shareholders are interested in
closer monitoring and better motivating managers to increase the company value (Denes
et al., 2017; Guimaraes et al., 2019). According to a number of studies, target firms are
performing poorly prior to PE firms’ investment (unlike the target firms of hedge funds),
with regard to return on sales, sales growth, growth in operating income and market-based
ratios (Denes et al., 2017). For the Australian market, Clarkson et al. (2016) found that targets
of PE investors have less effectual corporate governance in terms of board structure with
directors performing worse monitoring, ownership structure and the managerial power of
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entrenched executives, compared to target companies in conventional corporate acquisitions
transactions.

There is no consensus among researchers on the effectiveness of shareholder activism in
improving the performance of companies delivering poor results (Denes et al., 2017). The
second research question of this study – do target firms with an activist PE investor out-
perform target firms with passive PE investor in terms of market and operational
performance? Or do activists propose just a “repair model” rather than long-term solutions
for public firms (Private equity and shareholder activism, 2008, p. 96)?

This issue is related to the previously discussed role of shareholder activism in mitigating
agency problem and enhancing company value. If investor applies activist strategy in the
portfolio company, it could be assumed that the instruments of corporate governance changes
and improvements in management and operations lead to better performance of the investee.
Many studies agree on positive effects of PE investments on targets performance, because
investors benefit their portfolio companies with a variety of value-added activities, both direct
benefits as network access, and indirectly through creation of certification effects to third
parties – customers, financial intermediaries, etc. (Block et al., 2019). Firm performance is
higher when investor is active and monitors company’s operations and enforces managers to
take optimal decisions in stakeholders interests, while performance is lower when institutions
are passive investors, only put money in the company and do not participate in company’s
governance (Afza and Nazir, 2015).

Acharya et al. (2012) and Stotz et al. (2010) demonstrated that for PIPE and open market
purchases, the target firm’s stock performance improved during the PE holding period. Chen
et al. (2014) reported higher abnormal announcement returns and better post-acquisition
operating performance when targets were acquired by PE investors. Achleitner et al. (2008a)
and Mietzner and Schweizer (2008) found a positive abnormal return around the
announcement date of the PE investment in public firm. This effect could be attributed to
the wealth generated by the monitoring role of PE shareholders and the greater ability of PE
firms to improve the target firm’s corporate governance, given their longer investment
horizon and higher governance involvement. However, as Stotz et al. (2010) acknowledged,
the wealth effects could be attributed to other reasons rather than closer monitoring and
other actions from the side of PE investors, such as capital market imperfections. Rauch
et al. (2012) observed that the target firm’s stock performance was higher for active PE
investments than for passive ones. Therefore, it is reasonable to expect that PE activism is
positively related to the target firm’s stockmarket performance:

H5. The target company’s stock performance improves after the private equity investor
uses shareholder activism strategy.

The empirical evidence varies on PE active investor’s impact on the target’s operational and
accounting performance. Battistin et al. (2017) found a positive impact of PE investments on
the target firm’s sales and profitability in the case of minority interest investments, but did
not provide an evidence of a significant change in sales and EBITDA (earnings before
interest, taxes, depreciation and amortization) if a PE investor acquired a majority stake
(50% and more) in a target company. Clifford (2008) reported that companies targeted by
blockholder activists experienced improvements in operational efficiency as a result of
activist investments compared to firms targeted by passive investors. It is because of
removal of assets that are not efficient. Badunenko et al. (2010) found that the presence of a
PE firm among shareholders leads the target firm’s return on assets (ROA) to decrease in the
first year after the transaction, but to increase in the long term. Mietzner and Schweizer
(2008) consider it puzzling that, while PE firms’ targets demonstrate positive long-term
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performance, their short-term operational results appear to fall. It could be explained by the
fact that in contrast to other institutional investors, PE firms are perceived to impose low
short-term pressure on their target firms’ accounting indicators, thus tending to increase
capital investments, rather than significantly divest assets (Brunzell et al., 2015). Badunenko
et al. (2010) also found that if a PE investor held its ownership in the target firm for less than
one year, the investee performed worse than a company without PE shareholders. This can
occur when the target company increases its investments, resulting in larger depreciation
charges or research and development expenses, and a corresponding decrease in ROA. The
growth in total assets following the investments additionally decreases ROA. Based on the
previous literature findings and assumptions presented above, the final hypothesis is stated
as follows:

H6. The target company’s short-term operational performance results decrease after the
PE investor uses shareholder activism strategy.

3. Methodology
3.1 Models and variables description
To address the first research question,H1–H4were tested using a probit regression:

P Activei ¼ 1jX;Y ; Zf g ¼ U b 0 þ b 1Xi þ b 2Yi þ b 3Zið Þ; i ¼ 1 . . . n (1)

where the dependent variable Activei is a binary variable which equals 1 if the PE investor
demonstrates shareholder activism and equals 0 otherwise; Xi is a vector of variables
representing the characteristics of the transaction and the PE investor performing the
transaction (of dimension (m� 1)); Yi is a vector of variables representing characteristics of
the target company (of dimension (k� 1)); Zi is a vector of variables representing the target
firm’s ownership concentration (of dimension (p� 1)). In equation (1), U denotes the
cumulative distribution function of the standard normal distribution, b 0 is an unknown
parameter and b 1, b 2, b 3 are vectors of unknown parameters of dimensions (1�m), (1�k)
and (1�p), respectively.

The second research question was examined, testing H5 and H6 with the following
linear multivariate regression model:

Performancei ¼ b 0 þ b 1Activei þ b 2Vi þ b 3Crisisi þ ui (2)

where the dependent variable Performancei is measured as Tobin’s q and ROA at the end of
the next full fiscal year after the transaction, Vi is a vector of variables representing the
target company’s characteristics of dimension (q� 1) and ui is a random variable. In
equation (2), b 0, b 1, b 3 are unknown scalars and b 2 is a vector of unknown coefficients of
dimension (1�q).

Table 1 presents the variables description.
For the purpose of this research, a dummy variable Activei distinguishing between an

activism strategy and a passive investment approach of the PE firm was proposed.
Directors or top managers replacement and/or an acquisition of a controlling block of shares
are recognized as instruments of influence on the target firm’s decisions to increase a value
of the firm and are a typical practice of PE governance intervention (Acharya et al., 2012;
Chen et al., 2014; Stotz et al., 2010). It helps to use shareholder activism strategy and
influence the decision-making in the investee.

SEF



The PE firm’s investment is defined as “active” if investor acquires a controlling ownership
stake (50% plus one voting share) in the target company or takes at least one of the
following steps after the transaction: replaces CEO and/or CFO in the target company or
appoints one or more of its affiliated directors to the portfolio company’s board (Rauch et al.,
2012). Some studies consider lower ownership stake as an evidence of activist strategy (Afza
and Nazir, 2015). It seems relevant to use higher portion of shares possessed by investor as
an antecedent of the activist strategy in Continental European companies with a highly
concentrated ownership. Although holding a controlling stake is not necessary to launch an
activist campaign in a target company (Katelouzou, 2013), acquisition of the large ownership
share could decrease opportunism of other owners (Fama and Jensen, 1983) and is

Table 1.
Description of

variables

Variables Description

Active Binary variable equal to 1 if the private equity firm uses activism strategy
and equal to 0 otherwise

Characteristics of the private equity firm and the transaction
Age PE Natural logarithm of the company’s age, calculated as the difference between

the incorporation year and the observation year
Ownership share
purchased

Percentage of the target firm’s common shares purchased by the private
equity firm through the transaction

PE ownership
before transaction

Percentage of the target firm’s common shares owned by the private equity
firm at the end of the quarter preceding the transaction

Simultaneous
investors

Number of private equity firms announced as investors in the same target
firm on the same date

First entry Binary variable equal to 1 if the private equity firm had no ownership share
before the transaction, and equal to 0 otherwise

Industry match Binary variable equal to 1 if the target firm’s industry corresponds to the
industries of specialization of the private equity firm, and equal to 0 otherwise

Contr_50
PE-affiliated
directors
appointed

Binary variable equal to 1 if the private equity firm acquires a controlling
ownership stake in the target company
Binary variable equal to 1 if a director affiliated to the private equity firm was
appointed to the target firm’s board of directors within six months of the date
of the transaction, and equal to 0 otherwise

PE-affiliated CEO
appointed
PE-affiliated CFO
appointed

Binary variable equal to 1 if a CEO affiliated to the private equity firm was
appointed within six months of the date of the transaction, and equal to 0
otherwise
Binary variable equal to 1 if a CFO affiliated to the private equity firm was
appointed within six months of the date of the transaction, and equal to 0
otherwise

Target firm’s characteristics
Size Natural logarithm of the total assets, as at the end of the fiscal year
Tobin’s q Market value/book value of assets, as at the end of the fiscal year
ROA EBIT/average total assets, for the fiscal year
Leverage Net debt (short-term debtþ long-term debt� cash)/total assets, as at the end

of the fiscal year
Largest
ownership share

Percentage of the target firm’s common shares owned by the largest
shareholder, as at the end of the quarter preceding the transaction

Second-largest
ownership share

Percentage of the target firm’s common shares owned by the second largest
shareholder, as at the end of the quarter preceding the transaction

Crisis Binary variable equal to 1 if the transaction was completed in 2008, 2009 or
2010, and equal to 0 otherwise

France Binary variable equal to 1 if the country of the transaction is France, and
equal to 0 otherwise
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considered per se as an evidence of the active position of investor. Having obtained full
control in a target company, PE firms may initiate substantial operational and strategic
changes.

Board representation is one of the most important public demands by activists, although
it may serve as a mean to achieve other goals advanced by activist investors (Black, 2019).
An institutional investor that has its nominee on board of directors is considered as active
investor because it monitors firm’s activity and prevents managers from exploitation of
external shareholders (Afza and Nazir, 2015). Activist strategy should be aimed at
improving the control/monitoring mechanisms, and the board of directors is among the first
mostly important (Cocks and Ingley, 2010).

PE investors impact the composition of the board by changing the role of existing board
members and nominating new directors (Battistin et al., 2017). The activism intends to
evaluate whether boards of directors actions pursue corporate interests or serve third parties
in conflict with the efficiency of the company (Alvaro et al., 2019). Gertner and Kaplan (1996)
show that PE investors obtain more board seats and call board meetings more frequently
than other institutional investors. Chen et al. (2014) found that PE acquirers tend to appoint
their representatives to the board of directors, and these directors actively participate in
governance-related board committees concerning compensation, nominating executives and
other issues. Striving for closer monitoring by changing board composition, PE investors
nominate their members on the board, who provide private information on company’s
operations. With this information, the activist PE could impact the target company to
pursue policy that increases its value (Stotz et al., 2010).

CEO replacement happens less frequently than appointment of the affiliated board
members by an active investor. Bargeron et al. (2017) report that, in 68% of PE deals with
acquisitions, target firm CEOs are retained by the acquirer because of potential benefits of
the CEO retention for shareholder returns. Offering a “valuable CEO hypothesis” (Bargeron
et al., 2017, p. 1), the authors demonstrate that the premium paid to the target company
owners by PE acquirers is 10%–18% higher than the pre-acquisition value of the target
company because the PE investors expect that the retained target CEO will be better able to
increase the post-acquisition firm value. However, Acharya et al. (2012) found that, from the
date of a PE buyout, the investors replaced one-third of CEOs within 100 days and two-
thirds within four years.

In France, one of the most active European countries in terms of activist campaigns
initiated by investors, the primary focus of investors activism in recent years was the
replacement of CEO or board chairman, as well as getting board representation (O’Donnell,
2019). Shareholder activism in Switzerland is focused primarily on board representation and
executive compensation, and activists use board representation as a tactic more than
anywhere else in Europe considering it as a driver of strategic agenda (Black, 2019).

According to Brav et al. (2018b), after the activist targets a firm, the proxy voting on the
election of new directors takes place with an average (median) time lag of 189 (128) days.
Therefore, these measures are considered to be related to this particular deal if made by the
PE investor within six months from the transaction date. Additionally, as the company
could be targeted by the same investor more than once, with a time difference of several
months between the deals, the six-month period is considered appropriate to capture the
effect of a particular investment.

Vector Xi of Model (1) includes several variables characterizing each PE deal’s and PE
investor’s attributes: PE firm’s age at the time of the transaction; ownership share purchased
in the transaction; a binary variable characterizing whether the PE firm invested in the
target firm for the first time; and the number of investors simultaneously purchasing
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equity in the target firm. A variable not studied in the previous research on this topic,
characterizing the industry specialization of a PE investor (Industry match), is added to the
model.

Variables included in vector Yi of Model (1) characterize the target company. Its
operational performance is measured by ROA (Achleitner et al., 2008a; Badunenko et al.,
2010; Caselli et al., 2013). The relationship between the severity of agency problem in the
target company and the choice of activism is also tested using other target firm’s
characteristics and financial performance indicators: target firm’s size as a proxy for the
level of information asymmetry (Frankel and Li, 2004); target firm’s age as a proxy for
corporate governance quality (Adams and Mehran, 2012); and leverage, calculated as net
debt divided by the book value of equity, to characterize agency costs (Mietzner and
Schweizer, 2008).

Vector Zi in Model (1) includes target firm’s ownership concentration characteristics
assumed to be related to the investor’s choice of activist or passive investment approach.
Following the approach of Achleitner et al. (2008a), variables measuring the percentage of
outstanding firm’s shares owned by the largest and second-largest shareholder are included
in the regression.

The dependent variable in Model (2) representing the target firm’s future performance is
measured as Tobin’s q and ROA one complete fiscal year after the PE investment. Tobin’s q
is considered a proxy measure for the company’s growth opportunities and the stock
market-anticipated performance (Lang et al., 1989), and ROA is a widely accepted measure
of operational performance (Achleitner et al., 2008a; Badunenko et al., 2010).

While Lang et al. (1989) associate a higher Tobin’s q with bigger growth prospects for the
company, Clarke and Shastri (2000) note that larger growth opportunities also imply more
asymmetric information, as fast growth firms carry higher risks that the expected future
profits will not be earned. Because of information asymmetry, Tobin’s q could be lower.
Active PE investments can decrease information asymmetry and increase the target
company’s expected market value, as measured by Tobin’s q. Based on studies of Adams
and Mehran (2012), Cronqvist and Nilsson (2003) and Petry (2015), company size, ROA and
leverage are included in a baseline model for Tobin’s q.

The baseline model for ROA as dependent variable (Model 2) includes lagged ROA,
company size and leverage as most commonly used control variables (Achleitner et al.,
2008a, Badunenko et al., 2010; Brophy, 2004)

3.2 Sample selection
The sample includes PE investments in the form of PIPE and open market equity purchase
for the period from 2005 to 2014. In these transactions, the PE firm normally buys a minority
ownership stake and the target firm does not go private in the result of the transaction as do
firms in buyout deals. Because the investee remains a public company, the information
about the target firm before and after the transaction is available. The geographic area
includes eight countries from Continental Europe. These countries could differ along
particular dimensions but are characterized by high level of financial development, similar
ownership patterns, corporate governance structures and practices. Sample countries of
French civil law (France, Italy, Belgium, The Netherlands, Spain) and German civil law
(Germany, Switzerland and Austria), according to La Porta et al. (1997, 2000) classification,
are distinguished by poor investor protection and concentrated ownership. UK, a country
with a common law, and Nordic countries, representatives of Scandinavian civil law
tradition (La Porta et al., 1997), are characterized by financial market legislation and overall
business environments significantly different from those in other European countries
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(Doing Business, 2014). Financial markets of Central and Eastern European (CEE) countries,
post-socialist economies, although being a part of Continental Europe, have undergone
through transition only since 1990s. Although those are growing emerging markets, there
are severe corporate governance problems in companies in CEE countries and a shortage of
firms that are worth to invest in Middleton et al. (2007). These markets are not developed
enough, because of the short history of market economy, and they did not accumulate
enough experience in PE investments that in these countries do not play a significant role.
These countries represent transition economies, where institutional voids exist: undeveloped
capital market and unpredictable regulation (Peng et al., 2008; Li and Qian, 2013). These
countries are poorer and have inferior opportunities for external funding (La Porta et al.,
1997). Because in this paper, we are focused on the investments in publicly traded firms,
transactions in these economies were not included in the sample.

Time period from 2005 to 2014 is of special interest as the 2000s witnessed changes to
activists’ strategies, which became more focused on value improvements (Denes et al., 2017).
Details of all announced PIPE and open market equity purchases by PE firms in Europe
were obtained from the Thomson One database. In the study period, 827 such transactions
were announced in Europe. The number of deals in the eight selected countries of French
legal origin and German legal origin in the study period was 508. These deals involved 342
target companies.

For each of the 508 transactions, the data necessary for the analysis were collected from
several sources. The disclosure thresholds for equity acquisitions in a company differ across
the selected countries, from 2% to 5% of purchased ownership share (see Appendix).
Transaction details, including the investor’s name and purchased ownership stake, were
obtained from the Thomson One and Zephyr databases. The target firms’ operational and
financial performance details were extracted from Bloomberg and Datastream. The
characteristics of PE investors and the structure of the target firms’ ownership and
corporate governance were collected from the Thomson Eikon database. Finally, data
missing from these databases were collected from the PE firms’ and target companies’
official websites.

A number of announced transactions on the initial list were excluded from the sample:
transactions not completed after the announcement; purchases of an ownership share below
the minimum threshold that requires reporting to the regulatory authorities, meaning no
details of the transaction necessary for the study were disclosed; target companies delisted
before the end of the next full financial year after the transaction, therefore no information
about the target company’s performance in that year is available; and transactions with no
information about significant details of the deal required for this study (the target’s
ownership structure, financials or governance system) available in the databases or on the
Web.

The final sample consists of 209 observations; 115 are transactions characterized by the
activist approach of the PE investor and 94 by passive investment approach. The
transactions in the sample involved 127 target companies. Information about the final
sample is summarized in Table 2.

Table 2 demonstrates that most of the deals in the analyzed period occurred in France
and Germany, that together with Switzerland, are the most attractive European markets for
PE activism after the UK (J.P. Morgan, 2014). This is because of their clear regulatory
environment and developed business practices. Interestingly, the largest number of
transactions in the sample occurred in 2007–2009; among them, 2008 and 2009 fall on the
period of the global financial crisis that can be attributed to the lower availability of bank
financing and the need to search for alternative sources of funding. It can also be seen from
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the sample distribution by industry that PE firms mostly invested in technology and
pharmaceutical companies. The industries with the smallest portion of active transactions
were hardware and software production, green energy production and biotechnology, while
medicine and pharmaceutical firms attract the most of active investors.

3.3 Descriptive statistics
Table 3 presents the descriptive statistics of variables. When PE firms invest in public
companies, they buy, on average, 11.70% of the target firm’s common shares. In Continental
Europe, taking control of a company at the public market is not common (Rossi and Volpin,
2004). Traditionally more than 50% of Capital is possessed by the current controlling
shareholder (Geranio and Zanotti, 2012). In nearly 62% of the transactions in the sample, PE
firms invested in the target firm for the first time; in the other 38%, they already held shares

Table 2.
Sample description:

distribution of
transactions

No. of
transactions

% of
transactions

No. of active
transactions

% of active
transactions

Country
France 97 46.4 52 53.6
Germany 48 23.0 26 54.2
Spain 20 9.6 12 60.0
Switzerland 15 7.2 9 60.0
The Netherlands 10 4.8 6 60.0
Italy 8 3.8 5 62.5
Belgium 6 2.9 2 33.3
Austria 5 2.4 3 60.0
Total 209 115
Year

2005 19 9 47.4
2006 14 4 28.6
2007 26 11 42.3
2008 36 26 72.2
2009 30 19 63.3
2010 19 7 36.8
2011 16 10 62.5
2012 13 8 61.5
2013 19 10 52.6
2014 17 11 64.7
Total 209 115
Industry

Medicine and pharmaceuticals 44 33 75.0
Computer hardware and software production 28 6 21.4
Machinery production 21 15 71.4
Retail 19 14 73.7
Biotechnology 18 4 22.2
Consulting 15 8 53.3
Other heavy industry 15 9 60.0
Real estate 15 12 80.0
Communications 14 10 71.4
Financial services 14 3 21.4
Green energy 6 1 16.7
Total 209 115
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in the investee before the transaction. Nevertheless, it should be noted that it is not always
possible to identify the first purchased portion of shares because of the minimum threshold
reported to regulatory authorities (Schouten and Siems, 2010).

PE firms invest individually and in groups: on average, 1.56 PE investors simultaneously
participated in each transaction. The descriptive statistics show that 71% of PE firms invested
in targets from the industries of investor’s specialization, as declared on PE official websites or
indicated by Bloomberg or Thomson Reuters. In about 52% of the transactions (108
observations), investors appointed their affiliated directors onto the target firm’s board of
directors, while they changed the CEO or CFO after only four and one transactions, respectively.

Table 4 summarizes the mean comparison results for the subsamples of active and
passive investments.

Based on the means comparison test (Table 4), there are no statistically significant
differences in target firms’ performance measures between the subsamples of the portfolio
companies with active PE investment and firms with passive investor’s approach.

Table 4.
Test of the difference
between two means

Variable
Active investments,

sample mean
Passive investments,

sample mean t-Value

Total assets 4,012.39 3,439.14 0.400
Tobin’s q 1.79 2.02 �1.149
ROA �0.08 �0.06 �0.345
Leverage 1.51 0.66 2.505**
Largest ownership share (%) 28.68 28.30 0.137
Ownership share purchased (%) 15.88 7.68 6.429**
PE ownership share before transaction (%) 10.23 1.80 4.974**
N = 209

Note: **Indicate significance at the 5% level

Table 3.
Descriptive statistics

Variable
Sample
Mean

Sample
Std. dev. Min Max

Target firms’ characteristics
Total assets (e1,000) 3`,756.09 10,265.49 3.06 46,611.00
Age target 2.85 0.84 0.00 5.52
Tobin’s q 1.93 1.34 0.82 10.38
ROA �0.08 0.27 �1.09 0.24
Leverage 1.13 4.06 �1.45 19.21
Largest ownership share (%) 28.41 18.70 6.01 79.00
Second largest ownership share (%) 10.55 6.45 0.84 29.68
Characteristics of private equity firm and transaction
Ownership share purchased (%) 11.70 11.67 0.50 56.67
PE ownership before transaction (%) 6.78 13.77 0.00 89.32
Simultaneous investors (number) 1.56 1.06 1.00 5.00
Percentage of observations with the following characteristics
First entry 61.65%
Industry match 70.73%
PE-affiliated directors appointed 51.67%
PE-affiliated CEO appointed 1.91%
PE-affiliated CFO appointed 0.48%
N = 209
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The exception is the financial leverage: target companies with active PE investors have
significantly higher leverage than target companies in passive transactions. It could be an
evidence of the higher agency costs and more acute agency problem in companies targeted
by active PE investors. However, Achleitner et al. (2008a) demonstrate that, in Germany, PE
firms invest actively in companies with low leverage. In active transactions, PE firms
purchase significantly higher ownership stakes and, on average, possess higher ownership
before the transaction, compared to passive investors. It is consistent with a view that the
likelihood of active participation in companies’ governance is higher if investors obtain
larger ownership share in firms (Shleifer and Vishny, 1986).

4. Empirical results
The models’ estimation was performed in Stata 12. The accounting data has been
winsorized at the 5% and 95% level to avoid the bias of results by the outliers. All
regressions’ parameters were estimated using robust standard errors. The variance inflation
factor test demonstrated no evidence of multicollinearity problem in the data.

4.1 Model (1)
Table 5 presents the marginal effects of Model (1).

The model is statistically significant. Four variables describing PE firm’s characteristics
are statistically significant.

The relationship between the ownership concentration measured by the variables
Largest shareholder ownership share and Second largest shareholder ownership share and
the likelihood of the shareholder activism is not statistically significant. From the agency
problem perspective, it could be assumed that the use of activist strategy could enhance
monitoring and decrease agency costs in companies with dispersed ownership. The PE
investor is expected to use activist approach in such target firms because it is easier to
implement changes in firms with many shareholders-free riders and no large blockholders
that can vote against the activist’s proposals. Nevertheless, the study results did not support
this proposition, as stated in H1, as no relationship between the ownership concentration in
a target firm and the probability of shareholder activism was found. This result can be

Table 5.
Model (1) regression

results

Dependent variable: Active Expected sign (1.1) (1.2)

Age PE H3:þ 0.073* 0.0799*
Industry match H4:þ 0.207** 0.2067**
Ownership share purchased H2:þ 8.352*** 3.115***
First entry �1.009*** �0.3477***
Simultaneous investors �0.053 �0.529
Leverage 0.010 0.024
Size 0.034* 0.0238*
Largest shareholder ownership share H1:� 0.067 0.0237
Second-largest shareholder ownership share H1:� 0.014 0.0941
France �0.011
LR x 2 58.950 48.79
p-Value 0.000 0.000
Pseudo R2 0.254 0.263
N 209 209

Notes: This table presents the marginal effects; for binary variables, analogs of marginal effects are
presented; *, ** and *** indicate significance at the 10, 5 and 1% levels, respectively
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explained by the specific nature of PE investments in listed firms: in such deals, PE
investors seem to be able to negotiate with existing shareholders and intervene in corporate
governance of companies even given a concentrated ownership.

It can be concluded that there is a statistically significant relationship between the
probability that PE investor will demonstrate shareholder activism and the ownership share
purchased in the transaction (Ownership share purchased). The empirical evidence confirms
H2. The ownership share purchased by the PE firm is rising together with the increase of
probability of shareholder activism. This result is consistent with the general view of the
agency theory and results of previous studies. With block share acquisitions, investors have
strong incentives to monitor and advise portfolio companies managers (Chen et al., 2014).
Although activists can create trouble for management even if they only hold a small block of
shares, with higher ownership stake obtained by the investor, there are more opportunities
to become activist shareholder and use strategies to enhance value creation. Higher
ownership allows the shareholder to facilitate corporate governance changes, appoint top
management and board members. It allows responsible ownership to be implemented as a
response to a lack of investors’ satisfaction by corporate decisions and performance (Cocks
and Ingley, 2010).

Based on the estimation results, there is a statistically significant relationship between
the PE investor’s age (Age PE) and the probability of PE activism. Thus, H3 is confirmed.
The older the PE firm, the higher the probability it will use shareholder activism. This
result, obtained for listed companies, differs from the findings of Rauch et al. (2012) that the
PE firm’s age negatively relates to the likelihood of activism in venture capital transactions,
and that there is no relationship between the two in PE buyout deals. For investments in
public firms, a mature investor’s expertise could be especially important because of such
companies’ complex organizational and governance systems.

There is also statistically significant difference in the probability of demonstrating
activism by PE firms investing in a target firm in the industry of investor’s specialization
(Industry match) and PE firms investing in other industries. The study results support H4.
The probability of using shareholder activism strategy is higher if the PE investor has
expertise in the target company’s industry. The investor with industry-specific knowledge
can contribute the value to the management of the target firm. This finding supports the
view of Armour and Cheffins (2011) that PE firms are a distinctive category of investors,
bringing not only funds but also knowledge and experience to their portfolio companies.

There are differences found between the transactions with PE firm investing for the first
time in a particular target firm (First entry) and transactions in which a PE firm has
previously invested in this company. The probability that the PE firm will use shareholder
activism is lower if the transaction is its first investment in the target company. This result
suggests it is difficult for PE investors to buy, through their first investment in a public
company, a sufficiently large block of shares to obtain the power needed for activism. This
may be because of the need to buy from multiple shareholders in an open market purchase,
or limitations on the proportion of shares a target company can issue in a single PIPE. To
pursue its investment activity as an activist shareholder, the PE investor acquires additional
ownership to enable it to appoint affiliated directors and introduce other changes to the
company’s operations and governance.

It was further identified that the larger the target company, in terms of total assets, the
higher the probability that the PE firm will use shareholder activism. This can be attributed
to the fact that PE investors expose a larger amount of funds to risk when investing in a
bigger company, compared to purchasing the same ownership share in a smaller company;
therefore, they are more likely to exercise closer control over their investment. Supporting
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findings of Smith (1996) and Rehbein et al. (2004) argue that larger companies are more
visible, and if these companies move in the direction proposed by the activist investor, than
they could serve as a role model for smaller size companies. This could make a positive
effect for investor in a long run.

4.2 Model (2)
All models are statistically significant. The results of the regression analysis are presented
in Table 6.

The variableActive is statistically significant in the model with dependent variable ROA
[Model (2.4)], but not in the model with Tobin’s q [Model (2.2)]. Thus, there is no statistically
significant difference in Tobin’s q between the group of target firms with PE firm pursuing
shareholder activism and the group of target firms with a passive PE investor. Therefore,
the results do not lend support forH5.

Control variables Size and Lagged ROA included in Models (2.1) and (2.2) appeared to be
statistically significant. The sign of the coefficient of the control variable Size corresponds to
the results obtained in previous studies (Adams and Mehran, 2012; Cronqvist and Nilsson,
2003). However, ROA appeared to have a negative coefficient, contrary to the direct
relationship with Tobin’s q found in most studies.

Unlike in many prior studies, ROA was found to have an inverse relationship with
Tobin’s q. These findings can be explained by the diverse industries of the target companies
in the sample, and the fact that nearly one-third of the transactions occurred during the
crisis period, when market-based performance of public companies was affected mainly by
external factors rather than by corporate governance andmanagement of the firm.

In Model (2.4), the coefficient of Active is significant and has a negative sign. Therefore,
the target firms’ operational performance measured by ROA, on average, will be lower if the
target firm has the PE investor demonstrating activism in comparison to the target firm
with a passive PE investor. Thus, the research findings supportH6.

Although a large number of studies agree on a positive role that shareholder activists
play for the company (Battistin et al., 2017; Clifford, 2008; Humphery-Jenner et al., 2017;
Ligterink et al., 2017 Mietzner and Schweizer,2008; Rauch et al., 2012; Renneboog et al., 2007;
etc.), existing research provides mixed evidence for the effect of PE investments on market
and operational performance results. There is an evidence that in case of acquisition, a large
ownership stake dominating investors could destroy company value transferring assets

Table 6.
Model (2) regression

results

Tobin’s q ROA

Variable Expected sign (2.1) (2.2) Expected sign (2.3) (2.4)
Active H5:þ 0.039 (0.196) H6:� �0.107** (0.056)
Leverage �0.003(0.009) �0.002 (0.0092) �0.001(0.0005) �0.0001 (0.0004)
Size �0.127**(0.029) �0.132**(0.026) 0.010 (0.009) 0.015 (0.010)
Lagged ROA �1.721***(0.737) �1.702***(0.718) 0.394***(0.093) 0.364***(0.089)
Crisis 0.239 (0.236) 0.245 (0.246) �0.026 (0.045) �0.009 (0.047)
Constant 2.801***(0.403) 2.796*** (0.397) �0.013542 �0.014235
Adjusted R-squared 0.187 0.187 0.107 0.13
F-stat. 13.68 11.15 6.46 6.52
p-Value 0 0 0 0
N 209 209 209 209

Notes: The standard errors are reported in parentheses; *, ** and *** indicate significance at 10, 5 and 1%
levels, respectively
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from the firm, diverting corporate resources, especially in countries with weak legal
shareholders protection (Dahya et al., 2008) or to be not active in governance being
interested in short-term benefits versus long-term growth (Fich and Slezak, 2008).
Badunenko et al. (2010) found an inverse relationship of the PE ownership share and the
target company’s ROA. Activists could influence managerial decisions acting in their own
interests, not necessarily interests of all shareholders (Cocks and Ingley, 2010). The absence
of a significant positive effect on target performance could be also attributed to the conflict
of interests on behalf of activist investors as governance monitors (Clifford, 2008).

In all the models, the variable Crisis appeared to be not statistically significant. Therefore, the
financial crisis could not be considered as a determinant of the target companies’ performance.

5. Conclusions
This study wasmotivated by the increasing role of PE firms in creating shareholder value in
target companies and widely recognized role of shareholder activism as a corporate
governance mechanism (Filatotchev and Dotsenko, 2015; Benton and You, 2018).

PE firms are, nowadays, becoming active investors; even it is noted by experts in the
field that the borders between shareholder activist strategies and traditional PE strategies
are starting to become blurred (Crawford et al., 2020). Because of their nature and
competences, PE investors can develop strategies to improve portfolio companies’ corporate
governance and performance.

Despite some disagreements, the academic literature generally assumes investor activism
targets the agency problem and, by decreasing agency costs or motivating managers to take
on value-enhancing projects, leads to improving company’s performance and increasing its
shareholder value. Activists prompt a company to facilitate a dialogue between shareholders
and management, helping to avoid a free-rider problem and lack of management discipline
(Private equity and shareholder activism, 2008). Therefore, activism in virtue is a response to
agency problem (Gillan and Starks, 2007) with activists serving as external governance
monitors (Benton and You, 2018).

The motives and strategies of PE activism in public companies is a relevant and
underdeveloped area of study. Among the most important questions that researchers rise in
relation to activism strategies of institutional investors are the following: which firms do
activist target and how does activism impact firm performance? (Brav et al., 2008a).

This article examines the relationship between the probability of the shareholder
activism in PE investments in Continental European listed companies and the characteristics
of PE investor and target firms. Based on the empirical results, it is reasonable to conclude
that the activism approach is highly driven by the PE investor’s experience, in terms of years
of operation and expertise in the target firm’s industry. PE firms specifically choose targets in
which their expertise will most effectively improve performance. This is an interesting finding
as this relationship was not analyzed in previous studies on PE activism. With accumulated
competences and experience in a specific industry, the PE firm implements the instruments
that allow creating value for their investment targets. The probability that the PE firm will
use shareholder activism is higher if it acquired a larger ownership share in the target firm,
obtainingmore opportunities to have an impact on performance of a portfolio company.

PE firm more likely becomes an active shareholder if it invests in a bigger company.
Conversely, the probability will be lower if the PE firm invested in the target company for
the first time, compared to cases in which a firm has previously invested in a target
company. Contrary to the hypothesis on the relationship between ownership concentration
in public firms and probability of the activism by PE investors, we did not find any link
between those. It could be because of the fact that European companies targeted by PE firms
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have a high ownership concentration, and investors in these firms are able to negotiate with
large owners, who play important role in the corporate governance of the company.

The study did not identify that the target company’s stock performance improves after
the PE investor uses shareholder activism strategy, but the findings suggest that short-term
operational performance results are poorer as consequences of shareholder activism by PE
firms. PE investors tend to focus on the target’s long-term performance; therefore, they will
likely increase capital investments, rather than divest assets to demonstrate quick
improvement in operational performance (Brunzell et al., 2015).

This research makes a contribution to existing studies from several perspectives. It
produces new empirical evidence on PE activism in Continental Europe. By distinguishing
between active and passive investments; testing rarely considered characteristics to provide
valuable insights into the relationships between investors and target’s characteristics and
investor activism; and analyzing the effect of activism on the target firm’s performance, the
study contributes variously to the still-limited body of literature on PE activism in public
companies in Europe and complements empirical evidence mostly obtained from US studies
or other research of a single national market.

Some limitations of the study are acknowledged. Results from the analysis of the
transactions in Continental Europe countries with a French and German legal origin may be
not generalizable to other markets, which are institutionally different, including the specifics
of corporate governance legislation, investor protection and ownership structure. Prevalence
of deals conducted in France and Germany also leads to constraints in the application of our
results to other regions. In addition, only one type of activists’ corporate governance
interventions is considered in the paper – appointment of the PE firm-affiliated directors on
the board or change of the CEO and/or CFO. Other activist-induced corporate governance
changes [change in the board diversity and size, decrease in the free-cash-flow available for
managers and other measures suggested by Jensen (1986)] are not considered in the analysis.

The study has practical implications for PE fund managers, other investors and target
companies. First, activist and passive investment approach differently influences target firms’
operational performance, which should be considered by other investors and target firms.
Second, there is no evidence that the market perception of the target firm’s value will change
as a result of the PE shareholder’s activism. Therefore, solely intervening in corporate
governance via the replacement of the top managers or directors may not be enough to be
reflected in the stockmarket investors’ attitude toward company’s future growth in value.

Further research is needed to investigate how the relationship between PE activism and
target firm’s performance is affected by the type of financing and other transaction details
with the participation of PE firms, as well as other characteristics of PE investors and their
targets. PE deals can be very complicated, given the specifics of the organization and structure
of PE firms. Which specific mechanism do PE firms use to advise portfolio companies and
help to change target company’s performance in different types of deals? The relationship
between shareholder activism strategy, investors and targets characteristics and performance
needs further thought from both agency theory perspective and resource-based view. Future
research is needed to identify long-term effects of PE investments and specific channels
throughwhich activists drive value creation in portfolio companies.
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