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Can Green Investments Increase Your Green? Evidence from Social Hedge Fund Activists  

 

 

Abstract 

We study the effect of hedge fund activism on the corporate social responsibility of their targets. 

Classifying hedge funds into socially and non-socially responsible funds based on their goals and 

objectives beyond profit maximization, we find asymmetric effect of activist hedge fund 

campaigns. Socially responsible hedge-fund campaigns are associated with a large increase in the 

targets’ corporate social performance, compared with non-socially responsible hedge funds’ 

targets, and remains on par with the matched control firms. Our empirical results also suggest the 

market does not believe the hedge-fund activists can create shareholder value by focusing on SRI. 

However, we find evidence that social hedge fund activists are able to promote SRI and benefit 

other stakeholders of the target firms, while promoting shareholders’ interests. Finally, our paper 

also provides empirical evidence against greenwashing behavior among the hedge funds. 
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Investing in a company that doesn’t disclose its pollution is like investing in a 

company that doesn’t disclose its balance sheet…If governments won’t force 

disclosure, then investors can force it themselves. (Chris Hohn, manager of TCI 

fund)1  

 

1. Introduction 

A growing literature on hedge-fund activism shows an increase in the number and size of 

activism campaigns over the past two decades, with more than $65 billion in capital and an average 

of one campaign launched against a new target company every day in 2018 (Lazard (2018)). 

Hedge-fund activists are investors who hold large stakes in a number of target firms and are viewed 

as systematically biased toward the short-term stockholders. Presidential candidate Hillary 

Clinton, for example, described them as “hit-and-run activists whose goal is to force an immediate 

payout.”2 Extensive prior research supports the short-term theory and has consistently documented 

significant positive abnormal returns in the short window around activist interventions (e.g., Brav, 

Jiang, Partnoy, and Thomas (2008), Clifford (2008), Klein and Zur (2009)). Most such recent 

research has generally argued the short-term positive abnormal returns are evidence that activist 

hedge funds act in the narrow short-term interests of target firms’ shareholder. 

The literature argues activist hedge funds incentivize managers to act in the narrow short-

term interests of shareholders and eliminate what they consider wasteful activities, while ignoring 

the other stakeholders’ short- and long-term interests (e.g., Brav et al. (2008), Clifford (2008), 

Klein and Zur (2009)). Specifically related to corporate social responsibility (CSR), DesJardine 

and Durand (2020) show activist hedge funds have, on average, a negative impact on target firms’ 

CSR activities as the activists try to eliminate wasteful activities.  

                                                 
1 “Hedge fund TCI vows to punish directors over climate change,” Financial Times, December 1, 2019.   
2 “Clinton Aim Is to Thwart Quick Buck on Wall Street,” N.Y. Times, July 28, 2015.  
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However, recent empirical research on socially responsible investments (SRI) suggests that 

investors value social issues and sustainability (Cox, Brammer and Millington (2004), Cox and 

Wicks (2011), Hartzmark and Sussman (2019), Hasan et al. (2017), Huynh and Xia (2020), 

Krueger, Sautner and Starks (2020)), and that institutional investors can earn relatively high 

abnormal returns while avoiding sin stocks (Cahan, Chen and Chen (2017), Kumar and Page 

(2014), and Munoz, Vargas and Marco (2014)). Fernando, Sharfman and Uysal (2017) show an 

asymmetry in demand for CSR policies: while institutional investors value actions directed to 

prevent “bad” outcomes by reducing the exposure to environmental risk and shun stocks with high 

environmental risk exposure, they also shun firms that increase perceived “greenness” through 

investments that go beyond legal requirements. Khan, Serafeim and Yoon (2016) show that only 

material ESG issues affect shareholder returns, while immaterial ones do not. Popular press reports 

suggest many activist hedge funds pay considerable attention to social concerns and are the new 

“cheerleaders” for CSR.3 Our study investigates whether activist hedge funds are able to promote 

socially responsible investments while upholding shareholders’ interests. We also explore whether 

the hedge funds’ objectives are beyond profit maximization and risk management and are also due 

to pure responsibility to society. In addition, we examine whether the recent social environment 

and nonfinancial incentives (e.g., regulatory requirements, reputation, and peer pressure) force the 

hedge funds to adopt only greenwashing practices, where firms portray themselves as “green” 

while doing non-green businesses, and disseminate positive CSR communication by “talking the 

talk without walking the walk” or whether the hedge funds engage in real SRI activities.  

We begin our analysis by examining whether activist hedge funds are able to promote SRI. 

We use a sample of unique firms that were targeted by activist hedge funds between 1994 and 

                                                 
3 “Why Activists Are Cheerleaders for Corporate Social Responsibility,” Financial Times, December 26, 2017.   
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2014 and measure their corporate social behaviors using the MSCI ESG STATS database 

(formally known as Kinder, Lydenberg, and Domini Research & Analytics; KLD). We find hedge-

fund campaigns are associated with statistically and economically large decreases in the corporate-

social-performance measure in the five years following the initial investment (proxy by the initial 

Schedule 13D filing). After controlling for a host of firm characteristics, we estimate that the 

change in corporate social performance of firms targeted by activist hedge funds decreased by 

22.5% more than it would have absent hedge fund activism. This result is consistent with 

DesJardine and Durand’s (2020) findings and suggests hedge-fund campaigns could have adverse 

effects on different stakeholders. Moreover, these results provide empirical evidence that hedge-

fund activists regard the targets’ investment in CSR as a “wasteful” cost that prevents targets from 

maximizing stockholder value; hence, activist hedge funds aren’t able to promote SRI while also 

promoting stockholders’ interest. We also follow Khan, Serafeim and Yoon (2016) classification, 

and find significant decrease in both material and immaterial ESG measures of firms targeted by 

activist hedge funds. However, the inferences drawn from Desjardine and Durand (2020) and the 

above tests assume all hedge-fund activists have the same motivation and strategies of removing 

all wasteful investments including CSR. 

To go a step further in exploring the relationship between hedge-fund campaigns and 

targets’ CSR practices, we examine the role of funds that focus on environmental, social, and 

governance (ESG) investments. We use the hedge funds’ websites and Factiva news article to 

classify the hedge funds in our sample into socially and non-socially responsible funds. 

Specifically, we classify a hedge fund as a socially responsible fund if the website or news articles 

show it focuses on CSR issues. When re-examining the connection between the hedge fund and 

CSR using the new funds’ classification, we find socially responsible hedge-fund campaigns are 
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associated with a large increase in the targets’ corporate social performance, compared with non-

socially responsible hedge funds’ targets. We estimate that socially responsible hedge funds’ 

targets’ CSR levels, on average, increase by 70% after the hedge fund interventions compared with 

our non-socially responsible hedge funds. When comparing the socially responsible hedge funds’ 

targets to firms that were not targeted by any hedge fund activism, we estimate that socially 

responsible hedge funds’ targets’ CSR levels, on average, increase by 49% after the hedge fund 

interventions compared with our sample of firms absent hedge fund activism. Next, we examine 

the changes of material and immaterial ESG issues. We find that the socially responsible hedge 

funds’ targets improve both material and immaterial ESG issues when comparing to non-socially 

responsible hedge funds’ targets and to firms that were not targeted by any hedge fund activism.  

Our results provide empirical evidence that interventions by activist hedge funds that focus 

on the importance of CSR could also benefit other stakeholders and not only the stockholders. We 

also provide preliminary evidence that socially responsible hedge funds’ objectives are beyond 

profit maximization and risk management. These results also provide empirical evidence against 

greenwashing behavior among the hedge funds; socially responsible hedge-fund campaigns not 

only have positive communication about CSR performance, but also result in real improvement in 

the target’s socially responsible activity and an increase in the target’s CSR. 

Finally, we examine whether activist hedge funds are able to promote SRI while still 

promoting shareholders’ interest. Hence, we investigate whether CSR-related activism campaigns, 

which are more likely to manifest in the long run (e.g., Kanter (2011)), create short-term and/or 

long-term value to the shareholders. Specifically, we examine the average abnormal stock returns 

during the period surrounding the initial Schedule 13D filing, as well as during the one through 

three years following the initial Schedule 13D filing.  
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Looking at the average short-term abnormal stock returns around the SEC filing window, 

we do not find any statistical difference between the socially and non-socially responsible hedge 

fund’s targets. In contrast, we find significantly higher long-term abnormal stock returns and 

operating performance for the socially responsible funds’ targets compared with the non-socially 

responsible hedge funds' targets. Overall, these findings suggest that at the time of the initial 

Schedule 13D filing, the market does not believe the hedge-fund activists can create higher 

shareholder value by focusing on SRI. However, our results suggest socially responsible hedge-

fund activists are able to promote SRI and benefit other stakeholders of the target firms, while 

promoting long-term shareholders’ interests.  

This paper contributes to the literature on the effect of hedge-fund activism. The existing 

literature predominately focuses on the effect of hedge-fund activism on shareholder wealth and 

finds activism campaigns lead to an increase in the stockholders’ short-term profit. However, 

recent research argues hedge-fund campaigns could have adverse effects on different stakeholders, 

by providing evidence that activist hedge funds suppress targets’ CSR activities (DesJardine and 

Durand (2020)) and that shareholder wealth gains from hedge-fund campaigns are partly wealth 

transfers from employees (e.g., Agrawal and Lim (2019), Brav, Jiang, and Kim (2015)) and bond 

holders (e.g., Klein and Zur (2011)). We provide the first empirical evidence that by focusing on 

SRI, hedge funds can increase long-term stockholders’ wealth while benefiting other stakeholders 

of the target firms.  

We also contribute to the growing literature on the impact of SRI on financial markets. 

Much of this literature concludes that exclusionary screening of “sin stocks”—firms that make 

money from human vices such as alcohol, gambling, and weapons—hurts institutional investors 

because these stocks tend to offer superior financial performance (e.g., Adler and Kritzman (2008), 
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Hong and Kacperczyk (2009)). However, Eccles, Ioannou, and Serafeim (2014) show firms that 

voluntarily adopt sustainability policies attract more long-term-oriented investors and significantly 

outperform firms without sustainability policies. Recent research also provides evidence that social 

responsibility and stakeholder orientation reduces a firm’s cost of debt (Gao, Li, and Ma (2020), 

Hasan et al. (2017)). We contribute to the SRI literature by showing institutional investors, such 

as hedge funds, not only invest in high-sustainability firms but also encourage their targets to 

improve their ESC policies. Moreover, we document that hedge funds’ SRI can increase 

stockholders’ short- and long-term wealth. 

In addition, we contribute to the recent discussion about greenwashing, where firms portray 

themselves as “green” while doing non-green businesses, as a means of influencing the market’s 

perception of their stakeholders. To the best of our knowledge, this study is the first to examine 

whether institutional investors, and not firms, use greenwashing to manage public perception, and 

we provide empirical evidence against greenwashing behavior among hedge funds. 

Finally, we contribute to the recent literature about corporate purpose and role of a firm’s 

stockholders and stakeholders (e.g., Van Beurden and Gössling (2008), Freeman (2010), 

Henderson and Van Steen (2015), Thakor and Quinn (2013), Raghunandan and Rajgopal (2020)), 

investigating the association between corporate purpose and firm behavior. Recent research 

develops a unifying premise that if stakeholder sensitive management is beneficial to a firm, 

stockholders should be also better off and finds evidence that stakeholder focused management at 

least does not harm stockholders’ interests while also benefiting a larger constituency (Hilman and 

Keim (2001), Marom (2006)). We provide empirical evidence linking the hedge fund’s purpose 

and the target firm’s behavior, by showing that socially responsible funds’ targets modify their 
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behavior and improve their ESC policies. Our evidence suggests that SRI focused hedge funds can 

increase stockholders’ wealth while benefiting larger constituencies of the target firms. 

We structure the remainder of the paper as follows. Section 2 reviews the prior literature 

and motivates our hypotheses. Section 3 discusses our sample and describes the research 

methodology. Section 4 presents descriptive statistics and empirical results, and section 5 

concludes. 

 

2. Hypothesis Development  

Our first research question deals with hedge-fund activists and SRI. Whether hedge funds 

are able to promote SRI while promoting shareholders’ interests is unclear. Although prior 

research provides evidence that activist hedge funds act in the narrow short-term interests of target 

firms’ shareholder, the source of the shareholder wealth gain is still not clear.  

One view argues shareholder gains from activism are due to wealth transfers from other 

stakeholders and long-term shareholders (e.g., Agrawal and Lim (2019), Klein and Zur (2011)). 

Moreover, recent research also claims hedge-fund activists increase the shareholder wealth of 

targeted firms by incentivizing managers to act in the narrow short-term interests of shareholders 

and eliminate wasteful activities and long-term projects and investments. Specifically related to 

CSR, DesJardine and Durand (2020) show activist hedge funds have, on average, a negative impact 

on target firms’ CSR activities as the activists try to eliminate activities that they believe are 

wasteful. However, they implicitly assume all hedge-fund activists have the same motivation 

toward the target firms’ CSR investments, ignoring the diverse nature of hedge-fund activism. 

By contrast, the second view claims hedge funds improve targets’ long-term performance, 

by improving targets’ cost efficiency, which increases productivity, enhances targets’ product 
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differentiation by modifying business strategies (e.g., product quality and product positioning), 

and modifies capital structure (e.g., Bebchuk, Brav, and Jiang (2015), Brav et al. (2015), Smith 

(2013)). Looking at corporate social behavior, Krueger, Sautner, and Starks (2020) argue 

institutional investors, including hedge-fund, may care about and improve targets’ corporate social 

behavior, due to financial (e.g., expected returns) and nonfinancial incentives (e.g., regulatory 

requirements, reputation, social concerns, and peer pressure). Krueger et al.  (2020) findings 

explain why popular press reports suggest many activist hedge funds pay attention to social 

concerns and are the new “cheerleaders” for CSR. Given the competing arguments above, we 

present the following hypothesis in null form: 

H1: A hedge-fund activist’s campaign is not significantly associated with the 

target’s corporate social behavior.  

To further investigate the relationship between a hedge-fund activist’s campaign and the 

target’s corporate social behavior, we follow the recent literature and investigate the associations 

between corporate purpose and firm behavior (e.g., Henderson and Van den Steen (2015), Thakor 

and Quinn (2013)). Following Henderson and Van den Steen (2015), we classified the hedge funds 

into socially and non-socially responsible funds based on their goals or objectives beyond profit 

maximization.  

One view argues that only socially responsible hedge funds improve targets’ socially 

responsible behavior, whereas non-socially responsible funds focus only on the shareholder’s 

profit. Therefore, we expect to find a positive association between the hedge-fund activist’s 

campaign and the target’s corporate social behavior only for the socially responsible funds. On the 

other hand, some prior evidence suggests the recent social environment and nonfinancial 

incentives (e.g., regulatory requirements, reputation, and peer pressure) force some of the hedge 
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funds to adopt only greenwashing practices and disseminate positive CSR communication by 

“talking the talk without walking the walk.” Thus, we state our second hypothesis in null form:  

H2: A socially responsible hedge fund’s campaign is not significantly 

associated with the target’s corporate social behavior compared with the 

non-socially responsible hedge fund’s campaign.  

 

3. Data and sample selection 

3.1 Hedge-fund data  

Our activism sample consists of hand-collected data on hedge-fund activism campaigns 

between 1994 and 2014 based on the extended sample used in Brav et al (2008). We follow the 

procedure described in Brav et al. (2008) and Klein and Zur (2009), and identified the events 

mainly through Schedule 13D filings submitted to the Securities and Exchange Commission (SEC) 

(accessible via the EDGAR system). Any investors who obtain more than 5% of any publicly 

traded securities with the intention of influencing firms must disclose details of their ownerships 

to the SEC in Schedule 13D per the 1934 Securities Exchange Act. Schedule 13D filings are 

supplemented by news searches for activists who own between 2% and 5% of shares at mid- to 

large-cap companies (companies with more than $1 billion in market capitalization). 

We augment the 13D data by collecting hedge funds’ objectives and holding periods from 

FactSet’s corporate activism database, SharkWatch operated by Thomson Reuters. SharkWatch 

documents activist investor campaigns at publicly traded US firms and provides information on 

campaign characteristics such as tactics that activists use. The advantage of SharkWatch is that it 

compiles activism-campaign data from different sources such as press releases, company filings, 

financial news, and company websites. Additionally, we supplement the data for the hedge-fund 
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objectives and holding periods with Schedule 13D/A filings and 13D filings (from Item 4 “Purpose 

of Transaction”). 

3.2 CSR data 

We obtain corporate social performance data from MSCI ESG KLD STATS (KLD data). 

KLD data have been widely used in the literature to examine social responsibility issues and their 

relation to firms’ financial performance and reporting (e.g., Awaysheh, Heron, Perry, and Wilson 

(2020), DesJardine and Durand (2020), Kim, Park, and Wier (2012)). KLD data offer two 

advantages for the purpose of our study. First, it is one of the longest continuous CSR time series 

available that includes a large number of US companies.4 Other datasets that cover CSR issues 

(e.g., ASSET 4 by Thomson Reuters) have shorter time series and cover fewer US firms. Second, 

KLD provides information about performance on a specific issue in a standardized form rather 

than the presence or absence of disclosure, as in many data items in ASSET4 or Bloomberg.  

KLD data are collected by MSCI ESG Research from several independent sources: (i) 

company disclosures (10-K, sustainability report, proxy report, and annual general meeting 

results); (ii) macro data at the segment or geographic level from academic, government, and NGO 

datasets; and (iii) government databases, media, and other stakeholder sources. Additionally, firms 

are invited to review all data collected by MSCI ESG Research.  

The KLD historical data provide assessments of both strength and concerns in seven social 

areas: (1) Community, (2) Corporate Governance, (3) Diversity, (4) Employee Relations, (5) 

Product, (6) Environment, and (7) Human Rights. Strengths represent policies, procedures, and 

outcomes that enable a firm to have a positive impact on a particular social issue, whereas concerns 

reflect policies, procedures, and outcomes that tend to have a negative impact. Each social area is 

                                                 
4 MSCI ESG KLD STATS was initiated in 1991 and contains data on approximately 650 firms during 1991-2000, 

1,100 firms during 2001-2013, and 2,400 firms during 2003-2016.  
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assessed by performance indicators for multiple strengths and concerns. For example, for 

Environment, MSCI ESG Research collects data on opportunities in clean technologies, pollution 

and waste, toxic emissions, carbon emissions, water stress, and other environmental issues. To 

construct the CSR score we follow Desjardine and Durand (2020) and Flammer (2015) and sum 

up the number of CSR strengths. Following Kim et al. (2012), Davis, Guenther, Krull, and 

Williams (2016) we sum the strengths along the following dimensions: community, diversity, 

employee relations, environment, and product. 5 

3.3 Sample selection 

Table 1, Panel A, outlines our sample-selection process and presents the temporal 

distribution of hedge-fund activism events. We obtain financial and stock return data from 

COMPUSTAT and Center for Research in Security Prices (CRSP), respectively, and thus require 

target firms to have PERMNO and GVKEY available.6 Our initial sample consists of 2,630 hedge-

fund activism events during the period from 1994 to 2014 with available PERMNO and GVKEY 

for 2,017 unique target firms. Column (1) presents the annual number of hedge-fund activism 

events in the initial sample. During our sample period, the number of hedge-fund activism events 

first increased, reaching the peak in 2006–2008, and then declined in the post-financial-crisis years 

of 2009–2014. Specifically, the number of hedge-fund activism events in the initial sample was 8, 

31, and 79 in 1994, 1995, and 1996, respectively. At the peak of hedge-fund activism, it reached 

218, 259, and 216 in 2006, 2007, and 2008, respectively, and varied from 106 to 149 in 2009–

2014. 

                                                 
5 We exclude the corporate governance category because corporate governance is considered a distinct construct 

from CSR (Kim et al. (2012)). We include this category as a control variable in our main model.  
6 PERMNO and GVKEY are firms’ identifiers in CRSP and COMPUSTAT databases, respectively. 
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Following prior studies (e.g., Cheng, Huang, and Li (2015), Khurana, Li and Wang (2018)), 

we remove events if target firms were targeted previously, resulting in 2,017 events with the annual 

distribution presented in column (2). We also require target firms to have at least one corporate 

social performance for firms in the three years prior to hedge-fund intervention (i.e., t-3 to t-1) and 

at least one corporate social performance within the five-year window after the intervention (i.e., 

t+1 to t+5). This restriction reduces the sample to 410 hedge-fund activism events. We present the 

annual distribution of activism events with available CSR data in column (3). 

Lastly, we require that the target firms have available data for control variables in our 

regression analysis. The final sample consists of 374 hedge-fund activism events for 374 unique 

target firms. We identify 139 unique activist hedge funds in our final sample. Column (4) presents 

the annual number of hedge-fund activism events in our final sample. Because CSR data are 

relatively sparsely populated in the early years of our sample, no activism events that satisfy the 

sample-selection criteria are observed in 1994 and 1995, and only a few events per year (ranging 

from 1 to 6) are observed during 1996–2003. In the later period of 2004–2013, the number of 

hedge-fund activism events with available data varies from 20 to 58 per year and tracks the trend 

observed for a broader set of hedge-fund activism events reported in column (1)—an increase in 

2006–2008 and a decline in the post-financial-crisis years of 2009–2010.  

For each hedge fund, we use the following procedure to classify whether a fund is focused 

on CSR issues or environmental, social, and governance (ESG) investments. First, we use Factiva 

database, which is a business-news aggregator and a search engine powered by Dow Jones and 

Company, to search news articles about every activist hedge in our sample. News articles 

containing various key words that signify the hedge-fund activist focuses on or has interests in 
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CSR issues or ESG investments lead us to classify the hedge fund as  socially responsible.7 

Appendix B presents examples of the news articles. Second, we use the hedge funds’ websites. 

We classify a hedge fund as socially responsible if its website emphasizes CSR and ESG issues as 

one of its investment principles. For instance, Blue Harbour, one of the hedge funds in our sample, 

indicates on its website that it is committed to investing in the spirit of responsible business ethics 

and practices and “believes that Environmental, Social and Governance (ESG) issues can impact 

investment performance.”8 Out of 139 unique activist hedge funds, 13 funds are classified as 

“social” and 126 as “nonsocial.” Overall, among 374 activism-event firms, we identify 118 events 

in which firms were targeted by socially responsible funds and 256 events in which firms were 

targeted by non-socially responsible funds. Columns (5) and (6) show the annual number of 

activism events in which social and non-social activist hedge funds target a firm. The number of 

events with socially (non-socially) responsible fund ranges from 1 to 5 (1 to 3) in the earlier years 

of our sample (1996–2003) and from 6 to 20 (11 to 47) in the later years (2004–2013).  

Table 1, Panel B, shows the industry distribution of target firms based on Fama-French 12-

industry classification. Business Equipment, Shops, and Finance industries are the three most 

represented industries in our sample, with 81, 58, and 42 events, respectively. Consumer Non-

durable, Chemistry, and Consumer Durables are the three least represented industries with 8, 12, 

and 15 events, respectively. Firms in all 12 industries appear to be targets of both socially and non-

socially responsible funds. Both types of activist funds most frequently target firms in the Business 

Equipment industry (25 events for socially responsible funds and 56 events for non-socially 

responsible funds). However, during our sample period, firms in the Consumer Durables industry 

                                                 
7 We used CSR, corporate social responsibility, corporate social, environment, environmentally, governance, 

corporate governance, social, socially, socially responsible, socially responsible investment, and SRI. 
8 See https://www.bhgrp.com/esg-policy/. 

https://www.bhgrp.com/esg-policy/
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appear to be targeted more often by socially responsible funds than by non-socially responsible 

funds, whereas the reverse is true for firms in Healthcare and Manufacturing. We use a chi-squared 

test of independence for 12 industry groups to determine whether the difference in the overall 

industry composition of a target firm is significantly different between socially and non-socially 

responsible funds. The chi-squared of value 15.20 (p =0.17) leads us to accept the null hypothesis 

that both funds target similar industries.  

4. Empirical results 

4.1 Socially and non-socially responsible funds’ investments and goals 

We report the capital and time commitment of social and non-social activist hedge funds 

to their targets and report results in Table 2. In Panel A, we report the size of the social and non-

social activists’ stakes in their target firms at the date of initial filing of Schedule 13D, both in 

dollar value and as a percentage of outstanding shares of the target firm. We could not identify the 

initial investment for three hedge-fund activism events in our sample (2 for socially responsible 

funds and 1 for a non-socially responsible fund).9  The median initial dollar investment is $47.1 

million, which claims approximately a 6% initial stake in a target firm. Socially and non-socially 

responsible funds appear to have similar capital commitments. For example, at the 25th (50th) 

percentile, socially and non-socially responsible funds take 5.2% (5.58%) and 5.4% (6.3%), 

respectively. However, on the higher tail of distribution, non-socially responsible funds exhibit 

greater capital commitments in their target firms. At the 95th percentile, they take an initial stake 

of 19.70%, which is almost twice as much as for socially responsible funds (9.80%).  

                                                 
9 We could not identify the initial investment for three events because shares outstanding are not available in CRSP.   
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Panel B reports activist hedge funds’ holding period. For 72 events, we could not identify 

the end of the holding period.10 The median holding period is 493 days. Socially responsible funds 

exhibit longer investment commitments. For example, the median holding period for social funds 

is 739 days, which is almost twice as much as for non-socially responsible funds (368 days). The 

holding period at the 25th (75th) percentile is 359 (1,395) days for social funds and 21 (844) days 

for non-socially responsible funds. 

Panel C presents activist hedge funds’ objectives stated in the 13D filing and discussed in 

press releases and financial news. SharkWatch groups activists’ goals into 10 categories, which 

are described in Appendix C. The General Investment category is the most frequently stated goal 

(152 events, or 41% of total activism events). The relative frequency of the General Investment 

category is higher for socially responsible funds (49% of total activism campaigns launched by 

socially responsible funds) than for non-socially responsible funds (37%). Board Control and 

Board Representation is the second most popular goal. Non-socially responsible funds pursue this 

goal more often (30% of their activism campaigns) than do socially responsible funds (20%). 

Maximize Shareholder Value is the third most frequent goal, which socially and non-socially 

responsible funds engage in equally frequently, namely, 20% and 26% of their respective 

campaigns. The remaining eight categories are sparsely represented in our sample, with the 

frequency varying from 1% to 5%. To determine whether the difference between socially and non-

socially responsible hedge funds’ goals is different, we use the chi-squared test of independence 

for 11 categories. The chi-squared value of 20.44 (p=0.02) leads to the rejection of the null 

hypothesis that both funds pursue similar goals in their activism campaigns.  

4.2 Characteristics of Target Companies 

                                                 
10 We define the exit date as the filing date of the Schedule 13D/A that shows the ownership of the hedge-fund 

activist is below 5%, following Brav et al (2008). We found the exit date of 72 events is not available (e.g., the 

intervention is still in continuing). 
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Next, we investigate the type of firms targeted by social and non-social activist hedge 

funds. To address this question, we make two comparisons. First, we compare target firms’ 

characteristics in our sample with their peers control sample and report results in Table 3, Panel 

A. Second, we contrast characteristics of firms targeted by socially responsible funds with 

characteristics of non-social responsible funds’ targets and present results in Panel B.  

4.2.1 Comparison of target firms’ characteristics with their peers  

Column (1) of Table 3, Panel A, shows summary statistics of firms targeted by all activist 

hedge funds in the year of intervention. We use two different control samples to compare target 

firms with their peers. First, we match each firm targeted by hedge funds in year t with a non-

target firm from the same year and the two-digit SIC industry code that are the closest in size, 

measured as the natural log of total assets in year t-1.  We also require that control firms have at 

least one corporate social performance for firms in the three years prior to the event year (pseudo-

event year) and at least one corporate social performance within the five years afterward. 11 Firm 

characteristics of the matched industry-size control sample are reported in column (2), and the z-

statistic of differences in column 3. Second, we compare the characteristics of target firms with all 

peer firms in the industry as defined by Hoberg and Phillips (2010, 2016) dynamic text-based 

network industry classification (TNIC), which is constructed by applying textual analysis to the 

product descriptions disclosed in 10-K filings. TNIC is widely used to determine industry peers 

and better reflect the true industry composition than the traditional static SIC industry classification 

(Hoberg and Phillips (2016)). 12 We report firms’ characteristics from the control sample based on 

                                                 
11 This requirement reduces the sample from 374 to 360 because we only identified 360 control firms that meet the 

requirement.  
12 See the Hoberg Phillips Data Library for more details on the data: 

http://hobergphillips.tuck.dartmouth.edu/industryclass.htm. 

http://hobergphillips.tuck.dartmouth.edu/industryclass.htm
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TNIC in column (4) and present the z-statistic test of the differences between the target and control 

firms in column (5).  

Overall, the results of the comparison between all target firms and their peers are consistent 

with prior literature (e.g., Brav et al. (2008), and Klein and Zur (2009)). First, we examine the 

difference between general firm characteristics such as size, book-to-market ratio, Tobin’s Q, and 

age. Similar to Brav et al. (2008) and Klein and Zur (2009), we find activist hedge funds are more 

likely to target smaller firms because funds would need to invest a large amount to acquire a 

meaningful stake in a firm. For example, the mean total assets (market value) for target firms are 

$4,711 ($2,178) million, which is significantly smaller than the mean total assets (market value) 

of $14,176 ($5,980) million for TNIC peers. Additionally, target firms in our sample have 

significantly lower market-to-book (M/B) and Tobin’s Q ratios than their peers. For instance, the 

mean M/B ratio (Tobin’s Q) of target firms and peer firms is 1.54 (1.81) and 1.87 (2.30), 

respectively. This result supports prior findings and indicates activist hedge funds tend to invest in 

“value” firms (Brav et al. (2008)). Furthermore, target firms tend to be more mature than their 

industry peers. The mean age of 22.54 years for target firms is significantly greater than the mean 

age of 19.36 years for TNIC peer firms.  

Next, we investigate the difference between the performance of target and peer firms. We 

find target firms generally underperform relative to their peers. For example, the mean sales growth 

for target firms (0.07) is twice as low than that of TNIC peer firms (0.14). Target and control firms 

have similar profitability measured as return on assets (ROA).  

We also present data on discretionary spending, such as R&D and capital expenditures and 

dividend yields. Overall, target firms spend less on R&D than their peers and approximately the 

same amount on capital expenditures. For example, the mean R&D expenditure (scaled by lagged 
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total assets) for target firms is 0.04, which is significantly smaller than the mean R&D expenditures 

for TNIC peer firms (0.06). We find that, on average, target firms have similar dividend yields to 

their peers. For example, the mean dividend yield of target firms is 0.02 and is insignificantly 

different from that of TNIC peers (0.02).  

In terms of capital structure, target firms in our sample share similar characteristics with 

their peers. The mean leverage of target firms (0.36) is insignificantly different from the mean 

leverage of TNIC peers and industry-size match samples.  

Finally, we compare CSR characteristics of target firms with their peers.  We find that total 

CSR scores—the sum of strength—are not significantly difference between target firms and their 

peers. However, the community component of total CSR is lower for targets than for their peers. 

For example, CSR community is 0.09 for targets versus 0.15 for their TNIC peers. 

  

4.2.2 Comparison of firms targeted by socially and non-socially responsible funds 

In Panel B of Table 3, we investigate whether social and non-social activist hedge funds 

target different sets of firms by comparing properties of their targets. To assist the comparison, 

column (1) of Table 3, Panel B, repeats the means of all target firms in our sample shown in Panel 

A, whereas columns (2) and (3) report means of socially and non-socially responsible funds’ 

targets, respectively.   

In terms of general firm characteristics, social funds target larger and more mature firms. 

For example, the mean total assets (market value) of social funds’ targets are $6,524 ($2,713) 

million, which is significantly larger than the $3,875($1,931) million of nonsocial funds’ targets. 

The average age of socially responsible funds’ targets is 26.26 years, whereas that of non-socially 
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responsible funds’ targets is 20.82 years. Both funds’ targets have similar Tobin’s Q and market-

to-book ratios. 

Comparing performance characteristics, we find the targets of socially responsible funds 

are low-growth firms. For example, the mean sales growth of these funds’ targets (0.02) is lower 

than that of non-socially responsible funds (0.04). In terms of profitability, measured by ROA and 

operating cash flows, both funds’ targets are qualitatively similar. For instance, the mean ROA of 

socially responsible funds’ targets is 0.02 and insignificantly different from that of non-socially 

responsible funds’ targets (0.00).  

Firms targeted by socially responsible funds spend less, on average, on R&D and capital 

investments than firms targeted by non-socially responsible funds. For instance, the mean R&D 

expenditures scaled by total assets of socially responsible funds’ targets is 0.02, whereas that of 

non-socially responsible funds’ targets is 0.04. However, the dividend yield is larger for the former 

(0.04) than for the latter (0.02).  

In terms of capital structure, targets both fund types have similar leverage. The mean 

leverage of socially responsible funds’ targets (0.39) is insignificantly different from that of non-

socially responsible funds’ targets. However, targets of the former hold less highly liquid assets 

than targets of the latter. The mean cash holdings and cash plus short-term investment (scaled by 

total assets) of socially responsible funds’ targets are 0.15 and 0.25, respectively, versus 0.19 and 

0.32 of non-socially responsible funds’ targets.  

In terms of CSR performance, targets of socially and non-socially responsible funds are 

similar. The total CSR score and its components of socially responsible funds’ targets are 

insignificantly different from those of non-socially responsible funds’ targets.  
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4.3 Hedge-fund activism and CSR of target firms 

In this section, we investigate our main research question: How does CSR of target firms 

change in response to hedge-fund activism. The main empirical challenge for hedge-fund activism 

research is that hedge funds’ targeting decisions are endogenous with respect to some firm 

characteristics of the targets (e.g., Khurana et al. (2018)). In other words, certain firm 

characteristics related to a high probability of being a target firm might explain the change in CSR. 

To address possible selection bias induced by ex-ante firm characteristics, we perform a change 

regression analysis on the sample of target firms and control firms.13 We use two control samples 

that are described in section 4.2.1: (i) year-industry-size matched sample and (ii) TNIC peer-firms 

control sample.  

To test the effect of hedge-fund activism on socially responsible investments, we use the 

following regression model:  

 ∆𝐶𝑆𝑅 = 𝐵0 + 𝐵1𝑇𝑎𝑟𝑔𝑒𝑡 + 𝐵𝑛 (𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠) + 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 𝐹𝑖𝑥𝑒𝑑 𝐸𝑓𝑓𝑒𝑐𝑡𝑠

+ 𝑌𝑒𝑎𝑟 𝐹𝑖𝑥𝑒𝑑 𝐸𝑓𝑓𝑒𝑐𝑡𝑠 +  𝑒𝑡 . 

(1) 

 

We estimated regression (1) on the pooled sample of firms targeted by hedge-fund activists 

and control firms as described above. The event year for a target firm becomes the “pseudo-event” 

year for the matched control firms. For our main empirical model, we use the sample of 

observations three years before and five years after the event, where the event year 0 is defined as 

the year of initial schedule 13D filing. We require target and control firms to have at least one year 

                                                 
13 We perform a difference-in-differences analysis as well. The results remain unchanged.  
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of required data for both pre- (event year -3 to event year -1) and post- (event year +1 to event year 

+5) intervention year.14 

The dependent variable is the change in the net CSR score. We calculate the change in the CSR 

score as the difference in the score before and after the intervention. We define the CSR score after 

the intervention as the last available CSR score in the [t+1, t+5] range and the CSR score before 

the intervention as the earliest available CSR score in the [t-3, t-1] range.15 

Our main variable of interest, Target, which is an indicator variable that equals 1 for a target 

firm of hedge-fund activism and 0 for control firms, measures the difference in changes in the CSR 

score between the target and control firms after the hedge-fund intervention. A positive coefficient 

on Target would indicate target firms’ CSR score increases more than that of control firms after 

activist-hedge-fund intervention.  

We include various control variables to capture a firm’s characteristics related to its CSR 

performance. Following prior studies, we include a firm’s size, measured as the natural logarithm 

of total assets, in the set of control variables, because the literature shows a firm’s size is related 

to CSR performance (McWilliams and Siegel (2000), Prior, Surroca, and Tribó (2008)). Cai, Jo, 

and Pan (2012) find a firm’s valuation, proxied by Tobin’s Q, is correlated with its CSR 

engagements. Lys, Naughton, and Wang (2015) document that a firm’s ROA and leverage are 

related to its CSR expenditures. Thus, we include Tobin’s Q, ROA, and Leverage in the set of 

control variables. McWilliams and Siegel (2000) find a firm’s R&D intensity is correlated with its 

CSR activity. Kim et al. (2012) argue a firm’s age controls for potential effects across different 

stages of business cycle on CSR. Therefore, we include R&D and Age as control variables. Because 

                                                 
14 We remove the observations of event 0 because the year of the initial schedule 13D filing might be a transition 

year.    
15 For instance, if firm A has available observations of 𝐶𝑆𝑅𝑡−2, 𝐶𝑆𝑅𝑡−1, 𝐶𝑆𝑅𝑡+1, 𝐶𝑆𝑅𝑡+2, and 𝐶𝑆𝑅𝑡+5, we calculate 

the change in CSR as 𝐶𝑆𝑅𝑡+5 - 𝐶𝑆𝑅𝑡−2. 
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a firm’s corporate governance is related to the scope of its CSR activities (Johnson and Greening 

(1999), Lys et al. (2015)), we control for corporate governance, CGOV, measured as the number 

of strengths minus the number of concerns for KLD ratings in the corporate-governance category. 

Additionally, we control for a firm’s CSR score before the intervention, CSR before, because a 

firm’s prior CSR may affect the rate of change of its future CSR performance. Appendix A 

provides detailed explanations of the variables. All control variables except the firms’ CSR score 

before the intervention are measured after the hedge-fund intervention (post-intervention period). 

Lastly, we include year and industry fixed effects using SIC two-digit codes in the analysis. We 

cluster standard errors by firm when we assess the statistical significance of the coefficient 

estimates.  

Table 4 reports results of regression (1). Columns (1) to (3) report results estimated on the 

sample of fund targets and non-targeted control firms matched by year, industry, and size. Column 

(1)’s model does not include control variables. The coefficient on Target is negative (-0.157) and 

statistically significant (t = -1.83). This finding suggests target firms’ CSR decreases after hedge-

fund intervention relative to non-targeted control firms, consistent with the finding of Desjardine 

and Durand (2020). In column (2), we include control variables and the estimated regression (1) 

without industry-year fixed effects, whereas in column (3), we include industry-year fixed effects. 

The results in columns (2) and (3) are qualitatively similar, and therefore, we focus on column (3) 

in our discussion. The coefficient estimate on Target remains negative (-0.232) and statistically 

significant (t = -2.76), indicating that even after controlling for ex-ante factors, which are known 

to be related to a firm’s CSR, target firms experience a greater decline in CSR after hedge-fund 

intervention than do non-targeted control firms. The effect of hedge fund intervention is not only 

statistically, but also economically significant: the change in CRS of firms targeted by hedge fund 
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activists is 22.5% lower than that of control sample. Coefficient estimates on control variables are 

largely consistent with prior literature findings. Specifically, in column (3) the coefficient on Size 

is positive (0.250) and statistically significant (t=5.87). A firm’s valuation, proxied by Tobin’s Q, 

is positively correlated with changes in CSR as suggested by positive and significant coefficient 

estimate (0.056, t=1.99). The coefficient on R&D is statistically significant (1.843, t = 2.06) only 

in column (2)’s specification (without industry-year fixed effects).  

For robustness, we estimate regression (1) on the sample of targeted and control firms where 

control firms are all peer firms from the same TNIC industry, determined by textual analysis in 

Hoberg and Phillips (2010, 2016). Similar to the industry-size matched control sample, the 

coefficient estimate on Target is negative (-0.112) and statistically significant (t= -1.71), indicating 

that during the three years after intervention, the change in CSR of firms targeted by activist hedge 

funds is lower than that of their industry peers. The estimates on control variables are also 

qualitatively similar to those reported in column (3). Specifically, coefficients on Size and Tobin’s 

Q remain positive: 0.406 (t = 41.99) and 0.062 (t=9.60), respectively. Consistent with prior 

literature, a positive coefficient on ROA (0.218, t = 2.19) indicates a firm’s profitability is 

positively correlated with changes in its CSR performance. The coefficient estimate on R&D is 

positive and statistically significant (0.784, t = 4.47). In column (4)’s specification, we also 

confirm that a firm’s age is positively related to its CSR performance as indicated by the significant 

coefficient on Age (0.003, t = 3.74). The coefficient estimate on a firm’s CSR level before hedge-

fund intervention is negative in all specifications (-0.622, -0.648, and -0.682 for columns (2), (3), 

and (4), respectively). Because the dependent variable is the change in a firm’s pre- and post-CSR 

score, we see a firm’s CSR performance changes slowly from one period to another.  
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In additional untabulated analysis, we run the regression for a subsample of firms based on 

Khan et al. (2016) classification into material and immaterial CSR issues. The results for the 

pooled sample of firms targeted by hedge-fund activists and control firms show a significant 

negative association between Target and both material and immaterial ESG issues, while the 

results for the TNIC matched sample show only significant association with the material ESG 

issues. This finding provides additional empirical support that hedge fund activists regard targets’ 

CSR as a signal of wasteful use of resources to be minimized, and that the hedge funds are willing 

to scarify material CSR issues to maximize stockholder value.  

4.4 CSR performance of target firms after socially and non-socially responsible fund 

intervention 

In this section, we differentiate between the impact of socially and non-socially responsible 

funds on CSR performance of their target firms by estimating the following regression model:  

 ∆𝐶𝑆𝑅 = 𝐵0 + 𝐵1𝑇𝑎𝑟𝑔𝑒𝑡 + 𝐵2𝑆𝑜𝑐𝑖𝑎𝑙𝑓𝑢𝑛𝑑𝑋𝑇𝑎𝑟𝑔𝑒𝑡 + 𝐵𝑛 (𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠)

+ 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 𝐹𝑖𝑥𝑒𝑑 𝐸𝑓𝑓𝑒𝑐𝑡𝑠 + 𝑌𝑒𝑎𝑟 𝐹𝑖𝑥𝑒𝑑 𝐸𝑓𝑓𝑒𝑐𝑡𝑠 +  𝑒𝑡 . 

(2) 

 

The dependent variable and explanatory variables are the same as in regression (1) with 

one exception. However, we modify main explanatory variables of regression (1) to differentiate 

between the impact of social and non-social activist funds on CSR of their targets. The a first 

specification, we augment regression (1) by an indicator variable SocialFundXTarget, which 

equals 1 if a firm is a target of a social activist hedge fund, and 0 otherwise. In this specification, 

the coefficient estimate on Target captures the effect of non-socially responsible funds’ 

interventions on the change in CSR of their targets compared with the non-targeted control firms, 

whereas the estimate on SocialFundXTarget reflects an additional effect of social-activist hedge 
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funds’ intervention on their targets relative to that of non-social activist funds on their respective 

targets. The sum of coefficient estimates on Target and SocialfundXTarget shows the ∆𝐶𝑆𝑅 of 

firms targeted by social activist hedge funds changes relative to the ∆𝐶𝑆𝑅 of the non-targeted 

control sample. In a second specification, we replaced the variables of interest with SocialFund 

and NonSocialFund indicator variables, which equals 1 if a firm is a target of a social activist 

hedge fund (target of non-social activist fund), and 0 otherwise. In this specification, the coefficient 

estimate on SocialFund captures the effect of socially responsible funds’ interventions on the 

change in CSR of their targets compared with the non-targeted control firms, whereas the estimate 

on NonSocialFund reflects the effect of non-social-activist hedge funds’ intervention on their 

targets relative to non-targeted control firms.  

The results of regression (2) estimates are reported in Table 5, Panel A. Columns (1) and 

(2) report results estimated on the sample of fund targets and non-targeted control firms matched 

by year, industry, and size. In column (1), a negative coefficient on Target (-0.404, t = - 3.85) 

indicates the change in CSR of firms targeted by non-socially responsible hedge funds is lower 

than that of matched non-targeted firms. The coefficient estimate on SocialFundXTarget is positive 

and statistically significant (0.509, t = 3.95), suggesting the change in CSR for firms targeted by 

socially responsible hedge funds is higher than that of firms targeted by non-socially responsible 

funds. When looking at the economic significant of our results, we estimate that socially 

responsible hedge funds’ targets’ CSR levels, on average, increase by 70% after the hedge fund 

interventions compared with our non-socially responsible hedge funds.  

In column (2), we find that SocialFund indicator variable is significantly positive (0.105, 

t=1.82) while the NonSocialFund indicator variable is significantly negative (-0.404, t—3.85). 

Economically, we estimate that the social funds’ targets’ CSR level, on average, increase by 10% 
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while the non-social funds’ target CSR level decrease by 39% compared to firms that were not 

target by any hedge fund.   

In columns (3) and (4), we report regression results when peer firms are matched based on 

TNIC classification. These results confirm the robustness of our findings. The coefficient estimate 

on Target is negative (-0.194, t = -2.54), suggesting the change in CSR of firms targeted by non-

socially responsible hedge funds is lower than the change in CSR of non-targeted firms matched 

based on TNIC industry classification. The coefficient estimate on SocialFundXTarget is positive 

(0.391, t = 2.94), indicating the change in CSR for firms targeted by socially responsible hedge 

funds is higher than that of firms targeted by non-socially responsible funds. The coefficients in 

Column (4) are significantly positive on the SocialFund indicator, and significantly negative on 

NonSocialFund indicator.   

The estimates on control variables are qualitatively similar to Table 4. For example, a 

positive coefficient on Size (0.243, t=5.73) in column (1) suggests a firm’s size is positively 

associated with the change in its CSR. The coefficient estimates on Tobin’s Q and R&D are also 

positive and statistically significant at 0.058 and 1.771, respectively, signifying a firm’s valuation 

and R&D intensity is positively related to the changes in its CSR.  

Next, we examine the changes in material and immaterial ESG issues for a subsample of 

target firms. Using both matched and TNIC control samples, we find that the socially responsible 

hedge funds’ targets improve both material and immaterial ESG issues when comparing to non-

socially responsible hedge funds’ targets and to firms that were not targeted by any hedge fund 

activism. This results provide preliminary evidence that socially responsible hedge funds 

encourage firms to improve not only material but also immaterial ESG, suggesting that the funds 
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decisions are not motivated only by maximizing shareholder returns but also by benefiting other 

stakeholders.  

To summarize, the results in this section suggest the overall negative effect of activist 

hedge funds’ interventions observed in section 4.3 is attributable to non-socially responsible funds. 

The change in CSR is lower for firms targeted by non-socially responsible funds than that for 

control firms. However, social activist hedge funds do not have a negative impact on the CSR of 

their targets. We extend the literature with this new finding that socially responsible funds do not 

consider CSR as waste of resources. In addition, we contribute to the recent discussion about 

greenwashing, where firms portray themselves as “green” while doing non-green businesses, as a 

means of influencing the market’s perception of their stakeholders. Our results suggest that activist 

hedge funds not only declare they adherence to social issues but also stimulated CSR improvement 

of their targets. To the best of our knowledge, this study is the first to examine whether institutional 

investors, and not firms, use greenwashing to manage public perception, and we provide empirical 

evidence against greenwashing behavior among hedge funds. 

4.5 Market reaction to hedge-fund activism of socially and non-socially responsible funds 

In this section, we study whether hedge-fund activism campaigns create value for 

shareholders and whether the value creation is different for social and nonsocial funds. First, we 

investigate investors’ initial perception of the potential long-term value creation of activism 

campaigns, by examining a short-term abnormal stock return around Schedule 13D filing. Next, 

we study the long-term value creation of non-socially and socially responsible funds’ campaigns 

by looking at abnormal stock returns of target firms’ over one, two, and three years after initial 

intervention.  

4.5.1 Initial market reaction to socially and non-socially responsible funds’ campaigns 
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In Table 6, we present the average cumulative abnormal stock returns for the period starting 

20 days before and ending 20 days after the initial Schedule 13D filing for socially and non-socially 

responsible funds. The abnormal returns are calculated by adjusting targets’ returns by the value-

weighted CRSP market portfolio return. We chose the (-20,+20) window for our analysis because 

prior literature shows a substantial run-up in targets’ returns during the 40 days window 

surrounding the campaign announcements (Brav et al. (2008)). We find no difference in initial 

market reaction to activism campaigns of socially and non-socially responsible funds. The average 

cumulative abnormal return (CAR) around announcement of socially responsible fund campaigns 

is 0.01, whereas returns around announcement of non-socially responsible fund campaign is 0.02.  

Further, we study whether investors’ perception of value creation differs across various 

goals announced by socially and non-socially responsible funds. Again, we find investors’ initial 

reaction is insignificantly different between these funds’ campaigns with one notable exception. If 

a stated campaign goal is “Maximize shareholders’ value,” the average CAR for firms targeted by 

socially responsible funds (8.3%) are greater than for firms targeted by non-socially responsible 

funds (0.6%, t-stat = 1.75).  

4.5.2 Long-term returns of target firms after socially and non-socially responsible funds’ 

interventions 

In Table 7, we report long-term CAR of target firms for the one-, two-, and three-year 

periods starting from one month before initial Schedule 13D filing through the one, two, and three 

years afterward (deHaan, Larcker, and McClure (2019)). The abnormal return is calculated by 

adjusting target firms’ stock returns by CRSP value-weighted market portfolio returns.  

Panel A reports univariate results. We find long-term CAR of firms targeted by socially 

responsible funds is consistently larger than for firms targeted by non-socially responsible funds. 
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For example, one-, two-, and three-year CAR of socially responsible funds’ targets reported in 

column (3) are 0.03, 0.10, and 0.24, respectively, and significantly larger than the CAR of non-

socially responsible fund targets (0.02, 0.03, and 0.16) that are reported in column (4).   

Panel B reports coefficient estimates from the regression analysis. The dependent variables 

are one-, two-, and three-year CAR, and the explanatory variable is SocialFund. We include year 

and two-digits SIC industry dummies and cluster standard errors by firm.  The coefficient estimate 

on SocialFund is positive and significant (0.23, t = 2.16) when the dependent variable is three-year 

CAR, confirming the results of univariate analysis in Panel A. However, for one- and two-year 

CAR, the coefficient on SocialFund is insignificantly different from zero.  

4.5.3 Long-term operating performance of target firms after socially and non-socially responsible 

funds’ interventions 

In Table 8, we report long-term operating performance of target firms for one-, two-, and 

three-year periods. We measure operating performance of target firms as industry-adjusted ROA, 

calculated by subtracting the industry’s median ROA from the target’s ROA.  

Panel A presents univariate analysis. Consistent with the long-term returns results, we find 

that firms targeted by socially responsible funds exhibit better operating performance. The mean 

one-, two-, and three-year industry-adjusted ROAs of firms targeted by social funds reported in 

column (3) are 0.01, 0.01, and 0.01, respectively, and larger than the ROAs of firms targeted by 

non-socially responsible funds (-0.02, -0.01, and -0.01) that are reported in column (4). The 

regression analysis is reported in Panel B. We regress one-, two-, three-year industry-adjusted 

ROA on SocialFund and include year and two-digit SIC industry dummies. The reported t-

statistics are clustered by firm standard errors. The regression results are largely consistent with 

the univariate analysis. We find the coefficient estimate on SocialFund is positive when the 
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dependent variable is one-year industry-adjusted ROA (0.02, t = 1.68) and is insignificantly 

different from zero for two-year and three-year ROA.  

To summarize, the analysis of initial market reaction to hedge-fund interventions and future 

long-term performance of targets reveals investors do not differentiate between socially and non-

socially responsible funds’ intervention. The initial market reaction is similar for these two types 

of hedge funds. However, firms targeted by socially responsible funds show long-term future 

improvement not only in CSR, but also in stock return and profitability. These findings extend the 

literature by showing investment in CSR is not a wasteful activity and businesses can perform well 

by doing good.   

5. Conclusion 

In this paper, we attempt to examine whether activist hedge funds are able to promote SRI 

while upholding shareholders’ interests. Prior literature documents mixed results as to whether 

hedge-fund campaigns can have adverse effects on different stakeholders. We first investigate our 

research question over a comprehensive sample of unique firms that were targeted by activist 

hedge funds, and find hedge-fund campaigns are associated with statistically and economically 

large decreases in corporate social performance in the five years following the initial investment. 

Next, we classified the hedge funds into socially and non-socially responsible funds based 

on their goals or objectives beyond profit maximization. We find socially responsible hedge-fund 

campaigns are associated with a large increase in the targets’ corporate social performance, 

compared with non-socially responsible hedge funds’ targets.  

Our study provides several contributions to the literature. It highlights the importance of 

examining the fund’s purpose when investigating the association between the hedge fund and the 

target’s behavior. We show that hedge funds that focus on other stakeholders’ wealth are 
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associated with a large increase in the targets’ corporate social performance, compared with hedge 

funds that focus on profit maximization. Our empirical results also suggest the market does not 

believe the hedge-fund activists can create shareholder value by focusing on SRI; however, over 

the long run, we do find evidence that social hedge fund activists are able to promote SRI and 

benefit other stakeholders of the target firms, while promoting shareholders’ interests. Finally, our 

paper also provides empirical evidence against greenwashing behavior among the hedge funds.  
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Table 1 
Descriptive Statistics 

This table summarizes the sample-selection procedure and reports descriptive statistics for the final sample of hedge-

fund activism events. Panel A reports the temporal distribution of hedge-fund activism events in connection with our 

sample-selection process. Column (1) presents annual number of hedge-fund activism events with available PERMNO 

and GVKEY for a target firm. Column (2) reports annual number of activism events after excluding firms previously 

targeted by activist investors. Column (3) shows the number of events with at least one ESG data point during the 

three-year prior hedge-fund intervention year and five-year period after the intervention. Column (4) reports the 

temporal distribution of our final sample of hedge-fund activism events with available control variables. Columns (5) 

and (6) provide a breakdown of socially and non-socially responsible hedge fund interventions, respectively. Panel B 

reports the industry distribution of hedge-fund activism events.  

 

Panel A: Annual distribution of hedge-fund activism events 

 (1) (2) (3) (4) (5) (6) 

Year 

# of events 

with valid 

PERMNO 

and GVKEY 

for a target 

firm 

# of events 

after 

removing 

previously 

targeted firms 

# of events 

with at least 

one CSR 

record in pre- 

and post-

intervention 

periods 

# of events 

with control 

variables 

# of events 

with socially 

responsible 

fund activism 

# of event 

with non-

socially 

responsible 

fund activism 

1994 8 8 2 0 0 0 

1995 31 31 0 0 0 0 

1996 79 76 1 1 1 0 

1997 162 149 0 0 0 0 

1998 123 112 3 2 1 1 

1999 86 78 4 3 2 1 

2000 88 77 6 4 3 1 

2001 73 63 1 1 1 0 

2002 100 87 3 3 0 3 

2003 96 83 9 6 5 1 

2004 112 85 21 20 6 14 

2005 181 130 43 38 10 28 

2006 218 160 41 40 5 35 

2007 259 188 68 58 11 47 

2008 216 158 59 56 20 36 

2009 106 69 24 22 11 11 

2010 134 88 29 27 11 16 

2011 126 89 40 38 14 24 

2012 140 97 27 27 7 20 

2013 143 99 29 28 10 18 

2014 149 90 0 0 0 0 

Total 2630 2017 410 374 118 256 
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Panel B: Industry distribution 

Industry Total hedge-fund 

activism events 

Socially responsible 

fund activism events 

Non-socially 

responsible fund 

activism events 

Chi-

square p- 

value 

 N % of sample N % of sample N % of sample  

1 (Consumer 

Nondurables) 
8 0.02 4 0.03 4 0.02 0.26 

2 (Consumer Durables) 15 0.04 8 0.07 7 0.03 0.07* 

3 (Manufacturing) 36 0.10 12 0.10 24 0.09 0.82 

4 (Energy) 21 0.06 3 0.03 18 0.07 0.09* 

5 (Chemistry) 12 0.03 3 0.03 9 0.04 0.63 

6 (Business Equipment) 81 0.22 25 0.21 56 0.22 0.89 

7 (Telecom) 10 0.03 5 0.04 5 0.02 0.21 

8 (Utilities) 10 0.03 2 0.02 8 0.03 0.43 

9 (Shops) 58 0.16 17 0.14 41 0.16 0.71 

10 (Healthcare) 31 0.08 5 0.04 26 0.10 0.06* 

11 (Finance) 42 0.11 17 0.14 25 0.10 0.21 

12 (Other) 50 0.13 17 0.14 33 0.13 0.71 

Total 374  118  256  0.17 

 

  



Evidence from Social Hedge Funds 

 

Table 2 

Hedge Funds' Capital Commitments, Investment Horizons, and Objectives 

This table provides hedge funds’ capital commitments, investment horizons, and objectives. Panel A shows the size 

of the hedge funds’ invested capital at their initial Schedule 13D filings in dollars ($ million) and as a percentage of 

the outstanding shares of the target companies. We report the 5th, 25th, 50th (median), 75th, and 95th percentiles of 

the sample. Panel B shows the length of holding period (in number of days) at the 5th, 25th, 50th (median), 75th, and 

95th percentiles of the sample. Panel C summarizes the activists' initial stated reasons for targeting the firms, as 

collected from SharkWatch and 13D's "Purpose of Transaction" section. 

Panel A: Capital commitment 

 All events Social Nonsocial 

Percentile Capital ($ 

mil) 

% of initial 

ownership 

Capital ($ 

mil) 

% of initial 

ownership 

Capital ($ 

mil) 

% of initial 

ownership 

5% 7.73 5% 6.8 5% 7.9 5% 

25% 20.3 5.30% 20.5 5.20% 20.1 5.40% 

50% 47.1 6% 60 5.58% 45.2 6.30% 

75% 146 8.20% 165 6.34% 143 9.56% 

95% 559 16.90% 559 9.80% 763 19.70% 

Unidentified(1) 3 3 2 2 1 1 

 

Panel B: Length of a holding period 

Percentile All events Social Nonsocial 

5% 46 66 18 

25% 191 359 21 

50% 493 739 368 

75% 1002 1395 844 

95% 2386 3847 2386 

Unidentified(1) 72 17 55 

 

Panel C: Hedge-fund objectives 

Goals Total hedge-fund 

activism events 

Socially 

responsible fund 

activism events 

Non-socially 

responsible fund 

activism events 

Chi-

square 

p-value 

 N % of sample N % of sample N % of sample  

Board Control & Board Representation 101 0.27 24 0.20 77 0.30 0.02** 

Enhance Corporate Governance 6 0.02 2 0.02 4 0.02 0.09* 

General Investment 152 0.41 58 0.49 94 0.37 0.93 

Maximize Shareholder Value 90 0.24 23 0.20 67 0.26 0.08* 

Vote Against a Management Proposal 1 0.00 1 0.01 0 0.00 0.22 

Vote For a Management 

Proposal/Support 4 0.01 3 0.03 1 0.00 0.14 

Vote for a Stockholder Proposal 7 0.02 5 0.04 2 0.01 0.06* 

Vote/Activism against a Merger 9 0.02 2 0.02 7 0.03 0.02** 

Hostile/Unsolicited Acquisition 3 0.01 0 0.00 3 0.01 0.55 

Support Dissident Group in Proxy Fight 1 0.00 0 0.00 1 0.00 0.24 

Total 374 100% 118 100% 256 100% 0.50 
(1)We classify capital commitment and length of a holding period as “Unidentified” if shares outstanding or exit date, 

respectively, are not available.    
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Table 3 

Characteristics of target firms 

This table presents univariate analysis for the sample used in the analysis. Panel A describes characteristic of target 

and control firms. Column (1) shows the firm characteristics of all target firms, and column (2) shows control firms 

matched by year, industry, and size. Column (3) reports the t-statistics of the difference in mean values between 

column (1) and column (2). Column (4) presents the firm characteristics of control firms (Hoberg-Phillips), and 

column (5) shows the t-statistics of the difference in mean values between column (1) and column (4). Panel B 

compares characteristics of firms targeted by social and non-social activist hedge funds. Column (1) shows the firm 

characteristics of all target firms, column (2) shows target firms targeted by socially responsible funds, and column 

(3) reports target firms targeted by nonsocial funds.  Column (4) presents the t-statistics of the difference in mean 

values between column (2) and column (3). All the variables are measured at the year of intervention (at time t). ***, 

**, and * indicate significance at the 1%, 5% and 10% levels, respectively. All the variables are measured at the year 

of intervention (at time t) and defined in Appendix A. ***, **, and * indicate significance at the 1%, 5% and 10% 

levels, respectively.  

 (1) (2) (3) (4) (5) 

 All target 

firms 

Control firms are 

match by year, 

industry and size 

difference 

between 

columns (1) 

and (2) 

Control 

firms (TNIC 

peers) 

t-statistics 

difference 

between 

columns (1) 

and (4) 

General characteristics 

Ln(TA) 7.15 7.33 (-1.67*) 7.68 (-5.43***) 

AT 4,711.04 5,682.75 (-0.74) 14,175.75 (-3.93***) 

MV 2,178.02 4,428.14 (-4.52***) 5,980.23 (-4.49***) 

Ln(MV) 6.75 7.31 (-5.60***) 7.23 (-5.88***) 

MTB 1.54 1.97 (-5.54***) 1.87 (-4.39***) 

Tobin Q 1.81 2.48 (-5.50***) 2.30 (-4.28***) 

Age 22.54 31.29 (-7.51***) 19.36 (4.14***) 

Performance 

Sales growth 0.07 0.10 (-1.56) 0.14 (-3.35***) 

ROA 0.01 0.00 (1.37) 0.00 (0.20) 

CFO   0.07 0.06 (1.80*) 0.05 (2.12**) 

Stock return 0.00 -0.01 (0.30) 0.00 (0.05) 

Liquidity 

Cash/Total assets 0.18 0.14 (3.06***) 0.20 (-1.80*) 

(Cash+Short-term investment)/Total 

assets 

0.30 0.24 (2.91***) 0.33 (-1.36) 

Leverage 0.36 0.30 (2.62***) 0.36 (-0.02) 
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Panel A: Characteristics of target and control firms 

Panel B: Characteristics of firms targeted by social and non-social activist hedge funds 

 (1) (2) (3) (4) 

 All target firms Firms targeted 

by socially 

responsible 

funds 

Firms targeted 

by non-social 

responsible 

funds 

t-statistics of 

difference 

between 

columns (2) and 

(3) 

General characteristics 

Ln(TA) 

AT 

       7.15 

       4711.04                       

           7.42 

           6524.13                       

      7.02     

       3875.31               

      (2.45**) 

      (1.33) 

Ln(MV) 

MV 

       6.75 

       2178.02                       

            6.96  

            2713.09    

       6.65 

      1931.38 

      (2.00**) 

      (1.66*) 

MTB        1.54             1.50       1.56       (-0.67) 

Tobin Q        1.81                                        1.78       1.83                                     (-0.38) 

Age        22.54             26.26       20.82       (3.03***) 

Performance 

Sales Growth        0.07             0.02                              0.09        (-1.98*) 

ROA        0.01             0.02       0.00         (1.09) 

CFO        0.07             0.07       0.07         (0.37) 

Discretionary Spending 

R&D expenditures 0.04 0.02 (3.07***) 0.06 (-3.37***) 

Capital expenditures 0.05 0.05 (-0.03) 0.05 (1.53) 

Dividend yield 0.02 0.01 (1.27) 0.02 (1.32) 

Corporate social responsibility and corporate governance 

CSR  1.03 1.20 (-1.18) 1.15 (-1.13) 

CSR community      0.09 0.13 (-0.93) 0.15 (-2.42**) 

CSR diversity 0.54 0.57 (-0.41) 0.54 (-0.09) 

CSR employee 0.22 0.25 (-0.98) 0.24 (-0.76) 

CSR product  0.06 0.08 (-0.88) 0.07 (-0.71) 

CSR environment 0.12 0.17 (-0.81) 0.13 (-0.54) 

CGOV                                                           -0.23 -0.19 (-0.76) -0.15 (-2.43**) 

Number of observations 374 360  11,946  
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Stock return         0.00             0.02       0.00         (0.37) 

Liquidity 

Cash/Total Assets        0.18             0.15      0.19        (-2.06**) 

(Cash+Short Term investment)/Total 

assets 

       0.30             0.25      0.32        (-2.03**) 

Leverage        0.36              0.39                                                            0.35        (0.46) 

Discretionary Spending 

R&D expenditures        0.04              0.03       0.04                      (-2.43**) 

Capital expenditures        0.05              0.05       0.06        (-1.51) 

Dividend yield        0.02              0.04       0.02        (1.58) 

Corporate social responsibility 

CSR          1.03             1.09       1.00                      (0.48) 

CSR community         0.09             0.09                      0.09         (0.01) 

CSR diversity         0.54             0.51                      0.55         (-0.38) 

CSR employee         0.22             0.25                       0.20         (0.91) 

CSR product          0.06             0.05       0.05         (0.16) 

CSR environment         0.12             0.17                  0.10         (1.56) 

CGOV        -0.23                                             -0.26                    -0.21                             (-0.82) 

Number of observations         374                                          118                                         256  
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Table 4 

Corporate social responsibility pre- and post- hedge fund intervention 

This table documents the change in CSR performance around activist hedge fund intervention. We use the following 

regression specification:  

∆𝐶𝑆𝑅 = 𝐵0 + 𝐵1𝑇𝑎𝑟𝑔𝑒𝑡 + 𝐵𝑛 (𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠) + 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 𝐹𝑖𝑥𝑒𝑑 𝐸𝑓𝑓𝑒𝑐𝑡𝑠 + 𝑌𝑒𝑎𝑟 𝐹𝑖𝑥𝑒𝑑 𝐸𝑓𝑓𝑒𝑐𝑡𝑠 + 𝑒𝑡  

Columns (1), (2), and (3) report results estimated on the sample of fund targets and non-targeted control firms matched 

by year, industry and size. Industry is defined by two-digit SIC code; size is measured as natural logarithm of total 

assets in the year prior to the hedge-fund intervention. Column (4) presents regression results estimated on the sample 

of fund targets and all non-targeted control firms from the dynamic text-based network industry classification (TNIC) 

by Hoberg and Phillips (2010, 2016). The dependent variable is the change in net CSR score, measured as the total 

strengths in five social rating categories: community, diversity, employee relations, environment, and product. We 

calculate the change in the CSR score as the difference between the CSR score after the intervention and the CSR 

score before the hedge-fund intervention. We define the CSR score after the intervention as the latest CSR score 

available in the [t+1, t+5] range and the CSR score before the intervention as the earliest available CSR score in the 

[t-3, t-1] range. Target is an indicator variable that equals 1 for a firm that is the target of hedge-fund activism and 0 

for control firms. The set of control variables includes a firm’s Size, Tobin Q, ROA, Leverage, R&D, Age, Cgov are 

measured after the hedge-fund intervention (post-intervention period). The detailed definition of the variables is 

provided in Appendix A. T-statistics reported in parentheses are based on robust standard errors clustered by firm. *, 

**, and *** denote statistical significance at the 0.10, 0.05, and 0.01 levels, respectively. 

 (1) (2) (3) (4) 

VARIABLES Control firms 

are year-

industry-size 

matched 

Control firms 

are year-

industry-size 

matched 

Control firms  

are year-

industry-size 

matched 

Control firms 

are all TNIC 

peers 

Target -0.157* -0.191** -0.232*** -0.112* 

 (-1.83) (-2.12 ) (-2.76) (-1.71) 

Size  0.148*** 0.250*** 0.406*** 

  (4.10) (5.87) (41.99) 

Tobin’s Q  0.043* 0.056** 0.062*** 

  (1.66) (1.99) (9.60) 

ROA  0.282 0.114 0.218** 

  (0.58) (0.23) (2.19) 

Leverage  -0.097 -0.120 -0.157*** 

  (-0.66) (-0.77) (-3.86) 

R&D  1.843** 1.610 0.784*** 

  (2.06) (1.61) (4.47) 

Age  0.001 -0.003 0.003*** 

  (0.33) (-0.94) (3.74) 

Cgov  -0.631*** -0.234* -0.407*** 

  (-5.21) (-1.67) (-11.32) 

CSR before  -0.622*** -0.648*** -0.682*** 

  (-21.23) (-22.29) (-24.02) 

Constant -0.106 -0.727*** -1.481*** -5.159 *** 

 (-0.21) (-2.73) (-3.02) (-8.51) 

Year FE 

Year & Industry Fixed Effect 

Yes No Yes Yes 

Industry FE Yes No Yes Yes 

     

Observations 720 720 720 12,249 

Adjusted R-squared 0.164 0.433 0.547 0.484 
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Table 5 

Change in CSR performance of target firms after socially and non-socially responsible fund intervention 

This table documents the change in CSR performance around social and non-social activist hedge-fund intervention. We use 

the following regression specification:  

∆𝐶𝑆𝑅 = 𝐵0 + 𝐵1𝑇𝑎𝑟𝑔𝑒𝑡 + 𝐵2𝑆𝑜𝑐𝑖𝑎𝑙𝑓𝑢𝑛𝑑𝑇𝑎𝑟𝑔𝑒𝑡 + 𝐵𝑛 (𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠) + 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 𝐹𝑖𝑥𝑒𝑑 𝐸𝑓𝑓𝑒𝑐𝑡𝑠
+ 𝑌𝑒𝑎𝑟 𝐹𝑖𝑥𝑒𝑑 𝐸𝑓𝑓𝑒𝑐𝑡𝑠 +  𝑒𝑡 . 

Panel A reports the results of the regression estimated on the pooled sample of firms targeted by hedge-fund activists and 

control firms. In columns (1), (2), and (3), the control sample is matched by year, industry, and size firms. Industry is defined 

by two-digit SIC codes; size is measured as the natural logarithm of total assets in the year prior to the hedge-fund 

intervention. In column (4), the matched sample is all non-targeted firms from the same dynamic text-based network industry 

classification (TNIC) of Hoberg and Phillips (2010, 2016) as target firms. The dependent variable is the change in net CSR 

score, measured as the total strengths minus total concerns in five social rating categories: community, diversity, employee 

relations, environment, and product. We calculate the change in CSR score as the difference between the CSR score after 

the intervention and the CSR score before the hedge-fund intervention. We define the CSR score after the intervention as 

the latest CSR score available in the [t+1, t+5] range and the CSR score before the intervention as the earliest available CSR 

score in the [t-3, t-1] range. Target is an indicator variable that equals 1 for a firm that is the target of hedge-fund activism, 

and 0 for control firms. The set of control variables includes a firm’s Size, Tobin’s Q, ROA, Leverage, R&D, Age, Cgov are 

measured after the hedge-fund intervention (post-intervention period). The detailed definition of the variables is provided in 

Appendix A. Panel B reports estimation results on the sample of targeted firms. T-statistics reported in parentheses are based 

on robust standard errors clustered by firm. *, **, and *** denote statistical significance at the 0.10, 0.05, and 0.01 levels, 

respectively. 

Panel A: Regression estimates on the pooled samples of target and non-targeted control firms  

 (1) (2) (3) (4) 

VARIABLES Control firms are 

year-industry-size 

matched 

Control firms are 

year-industry-size 

matched 

Control firms are 

all TNIC peers 

Control firms are 

all TNIC peers 

Target -0.404***  -0.194** 

(-2.54) 

 

 (-3.85)  (-2.54)  

SocialFund X Target 0.509***  0.391***  

 (3.95)  (2.94)  

SocialFund  0.105* 

 

 0.196* 

(1 

( 
  (1.82)  (1.76) 

NonSocialFund  -0.404***  -0.194** 

  (-3.85)  (-2.54) 

Size 0.243*** 0.243*** 

(* 

0.406*** 0.406*** 

 (5.73) (5.73) (41.96) (41.96) 

Tobin’s Q 0.058** 0.058** 0.062*** 0.062*** 

 (2.09) (2.09) (9.62) (9.62) 

ROA 0.233 0.233 0.221** 0.221** 

 (0.46) (0.46) (2.23) (2.23) 

Leverage -0.169 -0.169 -0.159*** -0.159*** 

 (-1.08) (-1.08) (-3.91) (-3.91) 

R&D 1.771* 1.770* 0.758*** 0.785*** 

 (1.78) (1.77) (4.47) (4.47) 

Age -0.003 -0.003 0.003*** 0.003*** 

 (-0.85) (-0.85) (3.75) (3.75) 

Cgov -0.255* -0.255* -0.406*** -0.406*** 

 (-1.83) (-1.83) (-11.30) (-11.30) 

CSR before -0.637*** -0.637*** -0.681*** -0.681*** 

 (-21.90) (-21.90) (-39.95) (-39.95) 

Constant -1.543*** -1.543*** -5.153*** -5.153*** 

 (-3.16) (-3.16) (-8.50) (-8.50) 
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Year FE 

Year & Industry Fixed Effect 

Yes Yes Yes Yes 

Industry FE Yes Yes Yes Yes 

     

Observations 720 720 12,249 12,249 

Adjusted R-squared 0.0177 0.4549 0.484 0.5080 

 

 

Panel B: Regression estimates on the sample of target firms 

 

VARIABLES (1) (2) (3) 

SocialFundXTarget 0.725*** 0.476*** 0.470*** 

 (4.12) (4.22) (3.82) 

Size  0.110** 0.184*** 

  (2.59) (3.44) 

Tobin Q  0.082** 0.141*** 

  (2.18) (3.45) 

ROA  -0.581 -0.785 

  (-0.98) (-1.26) 

Leverage  -0.199 -0.441** 

  (-1.17) (-2.31) 

R&D  -0.344 -0.759 

  (-0.36) (-0.69) 

Age  0.007** 0.004 

  (2.25) (1.14) 

Cgov  -0.613*** -0.108 

  (-4.28) (0.57) 

CSR_Before  -0.699*** -0.730*** 

  (-18.43) (-18.61) 

Constant -0.792 -0.862*** -1.640*** 

 (-1.33) (-2.89) (-3.03) 

Year FE 

Year & Industry Fixed Effect Industry FE 
 

Yes No Yes 

 Industry FE Yes No Yes 

    

    

Observations 360 360 360 

Adjusted R-squared 0.2501 0.5500 0.6736 
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Table 6 

Abnormal stock returns around activist hedge funds’ Schedule 13d filing 

 

This table presents the average cumulative abnormal returns during the period starting 20 days before and ending 20 

days after the initial Schedule 13D filing. The abnormal return is computed by adjusting target firms’ returns for the 

CRSP value-weighted market portfolio returns. Column (1) shows the average cumulative abnormal returns for all 

activist-hedge-fund campaigns in our sample, whereas columns (2) and (3) report the average cumulative abnormal 

returns for socially and non-socially responsible funds. Column (4) presents the t-statistics of the difference between 

columns (2) and (3). The classification hedge activist hedge funds are provided in Appendix C. *denotes statistical 

significance at the 0.10 level.  

 

 (1) (2) (3) (4) 

 All target firms Firms targeted by 

social fund 

Firms targeted by 

nonsocial funds 

t-statistics of 

difference between 

columns (2) and (3) 

All goals 0.01 

N=365 

0.01 

N=114 

0.02 

N=251 

-0.40 

     

Board Control & 

Board Representation 0.03 0.04 0.02 
0.46 

 N=101 N=24 N=77 
 

Enhance Corporate 

Governance 0.02 -0.08 0.07 
-1.68 

 N=6 N=2 N=4 
 

General Investment -0.01 -0.04 0.01 
-1.40 

 N=152 N=58 N=94 
 

Maximize 

Shareholder Value 0.03 0.08 0.01 
1.75* 

 N=90 N=23 N=67 
 

Vote For a 

Stockholder Proposal -0.04 -0.05 0.01 
-0.46 

 N=7 N=5 N=2 
 

Vote/Activism Against 

a Merger 0.03 0.00 0.04 
-0.16 

 N=9 N=2 N=7 
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Table 7 

Long-term abnormal returns 

This table reports long-term abnormal returns of target firms after initiation of hedge-fund activism campaigns. Panel 

A displays the average cumulative abnormal returns for all target firms (column (1)), industry-year matched control 

firms (column (2)), firms targeted by socially responsible funds (column (3)), and firms targeted by non-socially 

responsible funds (column (4)). In column (5), we report t-statistics of the difference in returns between columns (3) 

and (4). Cumulative abnormal returns are computed from one month before initial Schedule 13D filing through the 

one, two, and three years afterward following deHaan et al. (2019). Standard deviation is reported in parentheses.  *, 

**, and *** denote statistical significance at the 0.10, 0.05, and 0.01 levels, respectively. 

Panel A: Univariate analysis 

 

 (1) (2) (3) (4) (5) 

 All target firms Matched by 

industry-year 

control firms 

Firms targeted 

by socially 

responsible 

funds 

Firms targeted 

by non-socially 

responsible 

funds 

t-statistics of 

difference 

between columns 

(3) and (4) 

1-year CAR  0.02 

(0.51) 

0.01 

(0.25) 

0.03 

(0.46) 

0.02 

(0.53) 

0.18 

      

2-year CAR  0.05 

(0.74) 

0.03 

(0.41) 

0.10 

(0.82) 

0.03 

(0.70) 

0.73 

      

3-year CAR  0.18 

(0.98) 

0.15 

(0.51) 

0.24 

(1.00) 

0.16 

(0.97) 

0.69 

 

Panel B: Regression analysis 

 

 (1) (2) (3) 

VARIABLES 1-year CAR 2-year CAR 3-year CAR 

SocialFund -0.06 0.06 0.23** 

 (-0.92) (0.80) (2.16) 

Constant 0.60*** 1.19*** 1.88*** 

 (4.38) (6.48) (9.27) 

Year Fixed Effect Yes Yes Yes 

Industry Fixed Effect Yes Yes Yes 

Observations 370 359 346 

Adjusted R-squared 0.2507 0.3084 0.3980 
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Table 8 

Long-term operating performance of target firms after hedge-fund campaigns 

This table reports industry-adjusted ROA of target firms after initiation of hedge-fund activism campaigns. Panel A 

displays the average industry-adjusted ROA for all target firms (column (1)), industry-year matched control firms 

(column (2)), firms targeted by socially responsible funds (column (3)), and firms targeted by non-socially responsible 

funds (column (4)). In column (5), we report t-statistics of the mean difference between columns (3) and (4). Industry-

adjusted ROA is calculated by taking the difference between ROA and the industry’s median ROA. All continuous 

variables are winsorized at the 1% and 99% level of the respective distributions. Industry is defined as two-digit SIC. 

Standard deviation is reported in parentheses. *, **, and *** denote statistical significance at the 0.10, 0.05, and 0.01 

levels, respectively. 

Panel A: Univariate analysis 

 (1) (2) (3) (4) (5) 

 All target firms Matched by 

industry-year 

control firms 

Firms targeted 

by socially 

responsible 

funds 

Firms targeted 

by non-socially 

responsible 

funds 

t-statistics of 

difference 

between columns 

(3) and (4) 

1-year industry- 

adjusted ROA  

-0.01 

(0.10) 

0.00 

(0.09) 

 

0.01 

(0.09) 

 

-0.02 

(0.11) 

2.99** 

      

2-year industry- 

adjusted ROA  

0.00 

(0.10) 

-0.01 

(0.10) 

0.01 

(0.07) 

-0.01 

(0.11) 

2.37** 

      

3-year industry- 

adjusted ROA  

0.00 

(0.12) 

0.00 

(0.09) 

0.01 

(0.10) 

-0.01 

(0.13) 

1.07 

 

Panel B: Regression analysis 

 

 (1) (2) (3) 

VARIABLES Ind_ROA (t+1) Ind_ROA (t+2) Ind_ROA (t+3) 

SocialFund 0.02* 0.02 0.01 

 (1.68) (1.60) (0.40) 

Constant 0.03 0.05** 0.06** 

 (1.20) 

) 

(2.50) (2.38) 

Year Fixed Effect Yes Yes Yes 

Industry Fixed Effect Yes Yes Yes 

Observations 372 356 331 

Adjusted R-squared -0.014 0.032 -0.010 
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Appendix A. Variable Description 

Variable Definition 

Target Equal to 1 for target firms, and 0 for non-target firms 

SocialFund Equal to 1 if firm is targeted by socially responsible fund, and 0 otherwise 

SocialFundXTarget The product of Target and SocialFund variables.  

NonSocialFund Equal to 1 if firm is targeted by non-socially responsible fund, and 0 otherwise.  

CSR 

Score of KLD ratings in five social rating categories, measured as the number of 

strengths of a target firm 

AT Firm total assets of a target firm 

Size or Ln (TA) Natural log of total assets of a target firm 

MV Firms' market capitalization of a target firm 

Ln MV Natural log of firms’ market capitalization of a target firm 

MTB 

Book-to-market ratio measured as ((Firms' market capitalization + (Firm total assets 

- Common equity))/ Firm total assets) 

Tobin’s Q 

Tobin’ Q measured as (Debt in Current Liabilities+ Long-term Debt+(Firms' market 

capitalization)/(Debt in Current Liabilities+ Long-term Debt+Common equity)). 

Sales growth 

The growth rate of sales over the previous year, computed as the difference between 

current sales and previous-period sales divided by the previous-period sales 

ROA 

Return on Assets (ROA), computed as net income before extraordinary items 

divided by lagged total assets 

CFO 

Cash Flows from Operations (CFO), computed as operating cash flow divided by 

lagged total assets 

Stock return Annual stock return 

Cash/Total assets Cash divided by lagged total assets 

(Cash+Short-term investment)/Total 

assets Cash and short-term investments divided by lagged total assets 

Leverage 

Measured as (Debt in Current Liabilities+ Long-term Debt)/(Debt in Current 

Liabilities+ Long-term Debt+Common equity)) 

R&D R&D expenditures scaled by lagged total assets 

Capital expenditure Capital expenditures scaled by lagged total assets 

Dividend yield 

Total dividends (Common + Preferred) scaled by (market value of common stock + 

book value of preferred stock). 

Age The number of years since the first year the firms appear in COMPUSTAT database 

CGOV 

Net score of KLD ratings in corporate governance category, measured as the number 

of strengths minus the number of concerns 

CSR before CSR score before the hedge fund intervention 

CSR community Score of KLD ratings in community categories, measured as the number of strengths  
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CSR diversity Score of KLD ratings in diversity categories, measured as the number of strengths  

CSR employee Score of KLD ratings in employee categories, measured as the number of strengths  

CSR product Score of KLD ratings in product categories, measured as the number of strengths  

CSR environment 

Score of KLD ratings in environment categories, measured as the number of 

strengths  
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Appendix B. Examples of the news articles for determination of social hedge funds 

In this Appendix we provide examples of the news articles and web publications that led us to 

determining social orientation of activist hedge funds.   

Example 1: Activist investor Jana hired staff for new socially responsible fund. 

Reuters (2018.04.17) 

 

NEW YORK (Reuters) - Jana Partners LLC, the activist investment firm now taking steps into 

socially responsible investing, has hired a portfolio manager and analyst to help oversee its effort 

of pushing companies to become better corporate citizens. 

Dan Hanson, who for a time managed socially responsible funds at BlackRock Inc, the world’s 

biggest asset manager, and Pulkit Agarwal, who worked at the International Finance Corporation 

in India before moving to the United States, were hired recently by the New York-based hedge 

fund, people familiar with the moves said. They will be working on Jana’s new portfolio for 

which the firm is currently raising money. 

Hanson will be a co-portfolio manager and share the responsibilities of overseeing the new fund 

with Charles Penner, a long-time partner at Jana. Agarwal will support them in helping generate 

ideas for the new fund, which is expected to be called Jana Impact Capital. 

Jana, which oversees roughly $4 billion, in January teamed up with the California State Teachers 

Retirement System, or Calstrs, which controls roughly $2 billion of Apple Inc shares, to urge the 

iPhone maker to develop new tools to help parent limit children’s time on mobile devices. 

For Jana, it was its forceful foray into pushing for social issues after it has long been successful 

in prodding corporations to improve their governance. The new fund will look to target other 

companies on issues like climate change or wage inequality and will likely target as many as 10 

companies, people familiar with Jana’s plans said. 

Example 2: Why activists are cheerleaders for corporate social responsibility?  

Financial Times (2017.12.26) 

 

Profits, not ethics, are behind big-name investors’ interest in ESG issues. 

Think of shareholder activists and the word “ethical” might not be the first that springs to mind. 

Yet among hedge funds, it is the activists who are paying most heed to environmental, social and 

governance concerns that were once the domain of Scandinavian pension funds and university 

endowments. 

Funds including Trian Partners, Blue Harbour, Red Mountain Capital and ValueAct are all 

focusing on ESG as they seek to boost performance and as their own investors clamour for 

managers to show their commitment to ESG issues. 

“It is hugely important for us, and we put it on the same scale as other things we look at — a 

company’s cash flow, its market share, its management,” said Cliff Robbins, the founder of Blue 

Harbour, an activist that focuses on small- to mid-cap companies. “Anything we can do to reduce 

risk is smart.” 

While Mr Robbins said that Blue Harbour was unlikely to invest in a company whose ESG 

profile was particularly poor — such as predatory lending or coal mining, for example — 

activists are not typically making a value judgment on which companies are ethical or unethical. 

Instead, they are turning to ESG issues to mitigate risk and improve company performance. 

Activist funds frequently hold positions for longer than typical equities hedge funds, and have 

concentrated portfolios to allow them to take significant stakes in the companies where they are 

pushing for performance-enhancing changes. 
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They say that improvements in board diversity, employee retention, environmental policies, 

supply chain ethics and data security and privacy — all common ESG concerns — can drive 

earnings and limit the risks of costly litigation or run-ins with regulators. 

Brian Schorr, chief legal counsel at Trian, Nelson Peltz’s activist fund, said the company did 

thorough due diligence checks on DuPont’s environmental policies before taking a stake in the 

chemical giant. 

“It was important to understand potential environmental risks and opportunities before we made 

the investment,” Mr Schorr said. “We have a very concentrated portfolio and we wanted to be 

sure that if we invested, we had assessed what their existing litigation and environmental 

exposure was.” 

Example 3: From the web search 

https://www.gabelli.com/gamco/asset_esg_strat (accessed at 2019.06.17) 

 

 
  

https://www.gabelli.com/gamco/asset_esg_strat
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Appendix C. Goals Description 

1) Board Control & Board Representation: Dissident is seeking control of the board or seeking 

more than half of the total seats on the board or any campaign for board seats 

2) Enhance Corporate Governance: Any time the activist is protesting against takeover defenses 

(classified board, poison pill, unequal voting, etc.), board and management compensation, or 

other governance related issues, we will mark this campaign type.  

3) General investment: Used when dissident mentioned the company is undervalued. 

4) Maximize Shareholder Value: We use maximize shareholder value for situations where the 

shareholder is seeking a sale of the company, asking the company to return shareholder value 

(dividends, share repurchases), to alter its capital structure. 

5) Vote Against a Management Proposal: Dissident opposes management's formal proposals 

(vote on a compensation plan, proposal to restrict shareholder rights, adoption of golden 

parachutes, liquidation plans). 

6) Vote For a Management Proposal/Support: Usually in a well publicized proxy fight, the 

company's shareholder base will line up either behind the dissident or the incumbent 

management ahead of the vote. This may be used when the shareholder backs management 

versus another dissident shareholder. No criticism of management is involved. A lot of 

shareholder letters are phrased like this, "we generally support management, but we think X 

should be done." These are not support management campaigns. 

7) Vote For a Stockholder Proposal: Dissident has submitted a formal proposal for a 

shareholder vote (proxy fight, exempt solicitation or other campaign). This campaign type 

may be used when a third party supports a shareholder proposal outside of a proxy fight, as 

well, as the third party is voting for a stockholder proposal, albeit someone else's. 

8) Vote/Activism Against a Merger: Dissident opposes a merger involving the company. This is 

more commonly used for deals where the subject company (where dissident is shareholder) is 

the target, but sometimes the activist is agitating against the acquiring company. 

9) Hostile/Unsolicited Acquisition : Factset tracks all hostile deals as defined by MergerMetrics 

as of 1/1/2003 (prior to this hostile deals were tracked only if proxy fight or as part of SW50 

history) including non-13D and non-proxy fight deals. The typical example where 

Hostile/Unsolicited Acquisition would be the primary campaign type is a standard corporate 

hostile offer for another company where there's no proxy fight (i.e. the dissident launches a 

tender offer, but takes no action to replace the board). 

10) Support Dissident Group in Proxy Fight: Used when the activist publicly announces it will 

back another shareholder's campaign (for board seats or other agenda) at a formal vote. 

 

 

 
 

 


