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Like it or not, hedge-fund activism has become a 
characteristic of the corporate landscape. In 2015 
alone, activists made public demands of some  
637 companies worldwide.1 In 2016, they’d already 
made demands of 625 companies by the end of 
October.2 And these are just the campaigns that are 
made public: there are probably at least as many 
that are never covered by the press because of a 
quiet settlement between the activist and the target 
company’s board. 

What constitutes an activist and the definition  
of embedded funds does vary. But combined, there 
appear to be around 550 “active activists” around 

the globe,3 controlling more than $180 billion  
in embedded capital—up from $51 billion in 2011.4 
Most are centered in the United States, but new 
firms have also sprouted up in Australia, Canada, 
Europe, and Hong Kong. And to magnify their  
clout, they are increasingly attracting the interest  
of asset and pension-fund managers and col-
laborating in transformative campaigns.5 Working 
together, they could mobilize trillions of dollars  
to challenge the strategies and performance of 
publicly traded companies. 

Whether you see hedge-fund activists as a catalyst 
for beneficial changes in governance and strategy or 
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Collaboration between activists and traditional asset managers is changing the boardroom. Here’s how.

David R. Beatty

© Trevor Williams/Getty Images

J A N U A R Y  2 0 17



2

short-term opportunists detrimental to long-term 
value creation, this much is clear: the growing 
influence of activists on global capital markets will 
fundamentally transform how public-company 
boards interact with investors. This includes the 
role of the board in investor relations, the 
importance of outside voices, and more trans-
parent relationships between directors and 
company managers. 

Boards must now be directly involved in 
investor relations
All medium and large public companies have 
investor-relations (IR) departments that report 
regularly to the board about shareholding  
levels and shareholder concerns. But traditionally, 
few, if any, directors would actually visit a share-
holder to discern his or her view. Most boards 
would meet with their largest and most interested 
shareholders at the annual general meeting. But 
beyond that, reports from IR were more than likely 
deemed sufficient to understand the views of 
investors. Even now, some companies still have 
explicit policies that preclude directors from 
communicating with investors. 

Today, as a direct consequence of shareholder 
activism, boards and executives frequently  
review lists of the largest shareholders in order  
of percentage of holdings. They then decide  
on a consultation strategy that may well include  
a visit from an independent director without  
any management being present. Mary Jo White,  
the current chair of the US Securities and  
Exchange Commission, has even publicly stated 
that shareholder relations are now a board  
duty: “The board of directors is—or ought to be— 
a central player in shareholder engagement.”6

Public examples abound. Among companies,  
Andy Bryant, the independent chair of the board at 
Intel, meets with four of the company’s largest 
shareholders each quarter. Sometimes CEO Brian 

Krzanich or other senior managers are present,  
and sometimes other independent directors join in. 
Among asset managers, Larry Fink, CEO of 
BlackRock (with an estimated $5.1 trillion in assets 
under management), wrote an April 2015 letter to 
all S&P 500 CEOs, urging them to have “consistent 
and sustained engagement” with their share-
holders.7 And Bill McNabb, CEO of Vanguard Group 
(with an estimated $3.5 trillion in assets under 
management), has encouraged boards to promote 
communication with shareholders through,  
for example, a new “shareholder liason committee” 
or other structures.8 The board of Tempur  
Sealy International has now created a Stockholder 
Liaison Committee.9 A new industry of advisory 
organizations has already sprung up to  
help boards cope with these new shareholder- 
relations responsibilities. 

Corporate strategy must consider  
alternate perspectives
In most, if not all, corporations, senior managers 
lead an annual strategy meeting to examine  
where the company is headed with respect to its 
competitive context. Typically, these are two-  
or three-day occasions, held off-site, with the 
agendas carefully planned to maximize the 
likelihood of developing a coherent and insightful 
strategic plan.

In fact, according to a recent McKinsey  
survey,10 boards have significantly increased  
the time they spend on strategy. This is not 
surprising given the ever-increasing complexity  
of the global and digital world we live in.  
Corporate strategy is tougher to hone and of  
shorter duration than ever before. An  
increasing number of companies now insist  
that strategy be on the agenda of each and  
every board meeting, so that the directors can  
be assured that they are investing their time  
in the most important function: helping to figure 
out and navigate the way ahead. 
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When it comes to the traditional off-site, there is a 
real chance to go back to the basic roots of company 
competitiveness and to reexamine assumptions  
and past approaches. This is almost always led by 
the C-suite team, but it can include external 
speakers with specific company knowledge. If you, 
as a director thinking about the next strategic 
review, were reasonably certain that activists were 
closely examining your company, why not actively 
invite their insights? 

Given current norms and expectations, asking 
activists to report their view of alternate corporate 
strategies to the board may be awkward, or even 
threatening. But failure to understand alternate 
strategies to maximize corporate performance  
might well lead to an open proxy fight. To look at 
the matter in a less threatening way, instead  
of having to spend millions on a consulting review, 
you could get one for free from would-be  
activist investors.

Board relationships with management must 
become more transparent
Relationships between a company’s directors and 
its CEO and C-suite executives depend upon many 
things, especially the trust between the chair  
(or lead director) and the CEO. These relationships 
have always evolved over time, as companies 
progressed or failed to progress and as CEOs grew 
into their positions. But the basic operating norm  
in the past would be to let the managers get on with 
running the business and fundamentally trust  
in their strategy for doing so. 

Today, the presence of activists in the market have 
further transformed these relationships. Questions 
about performance and strategy have never been 
absent from board meetings, but with the level of 
activist interest, they are now always front and 
center. Directors—who are fundamentally dependent 
on management for information and data—must 
constantly be aware that activists and institutional 
investors are also closely examining their 
performance. And boards that don’t understand 
alternative points of view on corporate strategy  
or bring them to the top management team for con-
sideration can never be fully confident that  
the management’s view of the world is the right one. 
The outcome can be bitter. Failure to find out  
who is interested in your company and who might 
have a different twist on the strategy can quickly 
lead to damaging hostilities that could be lethal to 
the company, its employees, and its customers. 

One meaningful step toward greater transparency 
internally would be to appoint CFOs to companies’ 
boards of directors. As directors, they could be 
charged with discerning where activist investors 
are proposing different approaches—and  
with purposefully representing any alternate asset-
deployment strategies. Since CFOs don’t “own” 
capital investments the way operating executives 
and the CEO might, they can afford to be 
dispassionate third-party evaluators of investment 
flows and alternate investment strategies. This  
is a long-standing practice in the United Kingdom, 
recognizing the CFO’s knowledge of a company’s 
assets, the returns on those assets, and often  

Questions about performance and strategy have never  
been absent from board meetings, but with the level of activist 
interest, they are now always front and center.



4

a profound viewpoint on the likelihood of a 
performance improvement. 

Activist funds allied with asset and pension-fund 
managers have transformed the landscape of 
shareholder involvement. By embracing the three 
principles outlined above, directors will be  
better prepared for what’s ahead. 

David Beatty is an adjunct professor and Conway chair 
of the Clarkson Centre for Business Ethics and Board 
Effectiveness at the Rotman School of Management and 
a senior adviser to McKinsey. Over his career, he has 
served on more than 39 boards of directors and been 
chair of nine publicly traded companies. He was the 
founding managing director of the Canadian Coalition for 
Good Governance (2003 to 2008). A version of this article  
will also appear in the Winter 2017 edition of Rotman 
Management, published by the University of Toronto’s 
Rotman School of Management.
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Leaders don’t have to think of activist investors as the 
enemy. In this exclusive look at McKinsey’s internal 
video series, global managing director Dominic Barton 
and principal Tim Koller discuss what activism means 
for CEOs.

The appearance of an activist investor on a company’s share registry is often viewed warily 
by executives. Yet one of the biggest lessons from the rise of activist investing is that it often 
prompts positive action—both strategically and with regard to generating long-term value. In 
this interview, McKinsey’s global managing director, Dominic Barton, talks with principal Tim 
Koller about what CEOs can learn from activist investors and whether their growing presence 
may help rather than hurt. This discussion is from the video series “What happens next”—
usually available only to McKinsey consultants—in which Barton has in-depth conversations 
with colleagues and outside experts on topics relevant to our clients. An edited transcript of his 
conversation with Koller follows.  

CEOs, corporate finance, and the rise of activism

Dominic Barton: What should CEOs be concerned about with respect to the rise of activist 
investors? 

Tim Koller: The question that people typically ask is, “Are activists good or bad for the 
long term?” And some of the academic evidence suggests that activists are in fact good for 
long-term shareholders. I think that’s the wrong question, though. There are activists who 
are long-term oriented. They may hold onto an investment for five to seven years, work with 
management. And then there are investors who are perhaps a little bit more short-term 
oriented and are figuring out a way to make a quick buck. So it’s not necessarily helpful to lump 
them all together.

Dominic Barton: There are good activists and bad activists.

What CEOs can learn from 
activist investors 
December 2015



Tim Koller: Exactly. And we’ve talked to CEOs who have activists on their board, and in some 
cases they say that they’re great board members—they add a lot of value, they’re well prepared, 
they ask good questions, they do research. And they have a longer horizon perspective, so it’s 
not just about cutting costs, for example.

So some activists are very good for companies. Often, in cases when management has 
been a bit sleepy, or when they have not aggressively been looking at their portfolio of 
businesses and asking questions like, “Am I still the best owner of these businesses? Should 
this business be shrinking? Should I be cutting cost there? Should I be growing somewhere 
else?,” management gets into a rhythm where everything is incremental from year to year. And 
activists will come in and shake that up—not necessarily in a bad way.  

How can CEOs think like activists?

Dominic Barton: What are the two or three things that a board or CEO should be thinking 
about to be able to make sure that they’re activist proof from a negative side?

Tim Koller: There’s not much you can do to be activist proof. But what we think companies 
could do is to look at themselves as an activist would and to say, “If I was an outside activist 
investor analyzing your company, what would I do differently? Do I think that would create a lot 
of value?”

How would you answer that question? So why aren’t you doing that? If an activist would say, 
“I’m going to do X, Y, and Z,” it’s usually not too hard to figure that out. Why am I not doing that, 
and am I comfortable not responding to what even a hypothetical activist would do? Am I the 
best owner of the businesses? Am I growing the businesses adequately? Am I cutting costs 
where they need to be cut? Am I returning cash to shareholders when I don’t need it? So it’s 
much more a matter of doing it yourself.

What valuation really means

Dominic Barton: The sixth edition of the Valuation1 book is out. What’s new in corporate 
finance?  What prompted you and your coauthors to write the sixth edition?

Tim Koller:  I’m also happy to say that it’s not just the sixth edition but the 25th anniversary of 
the book, which is pretty exciting.

Dominic Barton: Congratulations.

Tim Koller:  Thank you. So let me step back for a second. The fundamental principles of value 
creation and the fundamental principles of economics and how companies create value—
those are universal. Those haven’t changed. So a lot of the core ideas are still the same ones 
that we talked about 25 years ago. Hopefully, we’ve gotten better at talking about it, but we 
always try to emphasize those things.

2

1 Marc Goedhart, Tim 
Koller, and David Wessels, 
Valuation: Measuring and 
Managing the Value of 
Companies, sixth edition, 
Hoboken, NJ: John Wiley & 
Sons, August 2015. 



Dominic Barton: And which are those?

Tim Koller: The emphasis is on understanding what creates value. Companies create 
value by earning an adequate return on capital and growing their business. Getting the right 
combinations of growth and return on capital is what ultimately is going to drive the cash flows 
of a company and drive value.

The other point that we’re trying to make now that probably has less emphasis on the 
past is that oftentimes when you look inside of a company, there are big differences in the 
performance and the potential of different business units. Not just at the level of, say, four or 
five divisions, but several layers down. And we think companies also need to be much more 
granular about how they’re managing those businesses so that they can truly invest in those 
where there’s growth opportunities and not invest or cut back on other businesses. So in a 
lot of ways, what’s happened is not that the principles changed but the context changed. The 
economic environment, the competition changes. 

Dominic Barton: In what ways? It’s more intense competition?

Tim Koller: Yeah, and we find it depends a lot on the sector, on the industry. Clearly, things 
move very quickly in the tech sector, for example. In other sectors, it may be other forces that 
are driving it. There may be sectors that are simply declining because consumers don’t need 
as much of those products.

Department stores have been declining as more focused stores and big-box stores have come 
up. And so it varies a lot from sector to sector. As a result, you’ll see the returns on capital and 
the growth rates across sectors very enormously. What companies need to do is figure out 
what’s right for them.

And that’s what we try to emphasize. It’s not that there’s a “one size fits all” answer. It’s what’s 
right for you given your return on capital, given your competitive environment, given the growth 
opportunities? That’s what’s important.

Dominic Barton is McKinsey’s global managing director; Tim Koller is a principal in 
McKinsey’s New York office. 
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Shareholder activists are having a profound impact on the 
behavior of companies. McKinsey director Larry Kanarek says 
executives must work with—rather than against—activists to 
improve performance.

Shareholder activists—who grab stakes in companies and agitate for significant change—can 

be a force for creating long-term value, says McKinsey director Larry Kanarek. In this video interview, 

he argues that activists often have valid reasons for pressing companies for change and urges 

executives to react more collaboratively when confronted. Working with activists, rather than  

gainst them, says Kanarek, actually can create value for all parties. An edited transcript of his 

remarks follows.

A profound effect

Are activists having a profound effect across American boardrooms? I think the answer is 

absolutely yes. I think what’s given rise to activists is there’s an awful lot of capital out there. And 

there’s an awful lot of effort underway to see if that capital can earn above-average rates of return. 

And people are turning to lots of different types of investors in pursuit of above-average returns. 

There’s private-equity companies, for example, and there are hedge funds. Activists are one other 

method by which you can put your capital to work, attempting to outperform the market. 

That’s what activists have actually done. With relatively few situations, they have gotten 

management in boardrooms, at least across America, on edge, talking about them, worrying about 

them. And by the way, I’m not so sure that’s a bad thing, because it means they’re asking 

themselves hard questions about whether they’re doing the kinds of things that drive shareholder 

value, which is what activists are all about anyhow.

Dealing with activist investors: 
A conversation with
Larry Kanarek
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