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Measuring and Analyzing the Effects of Hedge Fund Activism on Their Target Companies

Hedge funds have become a powerful force in the financial markets over the last ten years and now have
the potential to be able to create changes in the markets that they trade in. The way in which hedge funds
would most likely be able to create these changes is through hedge fund activism, a style of trading in which
a hedge fund buys a large part of a company with the intent to make changes in it. This study follows the
share values of companies targeted by hedge fund activism for a three year period and examines the long
term effects of hedge fund activism on the performance of the companies. Daily stock prices for each of the
target companies was collected, logged in excel and plotted in regression analyses against the performance
of the S&P 500 and the appropriate sector specific SPDRs.

This study found that hedge fund activism has no long term impact on the share values of the target
company. These results contradict what one would expect when examining previously conducted research
which found that hedge fund activism has positive short term impacts on the share prices of the target
companies. It can be concluded from these results that there is no way that hedge funds are able to have
any sort of significant impact on the markets that they trade in. Hopefully this research will have some
influence on the way that hedge funds are regulated in the future, as the fact that they cannot through their
own independent trading help or hurt the financial markets.
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