
The great convergence
Increasingly, it is the activists rather than private equity funds that management teams 

fear. Now equally commonplace, the two strategies are becoming increasingly alike.

Private equity firms were once regarded as the barbarians at the gate, before ceding 

that title briefly to activist investors in the aftermath of the global financial crisis. But 

while they have increasingly come to see their relationships with management teams as 

assets to be treasured, deal flows are down and competition up. Activism is the major 

force on Wall Street, and growing almost everywhere else in the world. Even private 

equity appears to be preparing to take a toehold stake in the strategy. 



Competitive pressures

Activists and private equity are 

“remarkably similar,” says Geoff 

Sorbello of investment bank Houlihan 

Lokey. “They are both value-dislocation 

type investors, and companies that are 

seen as good activist targets are also 

often good candidates for go-private 

transactions.” 

Suggestions that activists are 

encroaching on private equity territory 

still surface from time-to-time. After 

all, leveraged buyouts in the US have 

fallen consistently from a high point 

of $267 billion in 2007, according to a 

Goldman Sachs report entitled “Where 

have all the LBOs gone?”. And go-

private transactions like Dell in 2013, 

or OM Group this summer, have been 

opposed by activists who believe 

more value can be squeezed out of 

private equity targets. “Of course many 

activists still like to see buyouts as part 

of their exit strategy,” says Sorbello, 

“but the likes of BlackRock and 

Vanguard don’t always appreciate that 

as the sole activist agenda, nor that the 

public markets are so inefficient that 

a company must be  taken private to 

extract its full value.”

 

Others have suggested that activism 

creates a new price floor for stocks, 

such is the speculation that laggards 

will attract a value-hunting investor. 

The number of companies publicly 

targeted by activists has risen from 143 

in 2010 to 273 in 2012 and 417 in 2014, 

according to Activist Insight data. Over 

the same period, the number of buyout 

funds closed remained relatively stable, 

from 125 in 2010, to 131 in 2012 and 

157 in 2014, according to Private Equity 

International, a data provider. Goldman 

Sachs labels private equity as a bull-

market strategy, and many say the 

same for activism. Yet while activism 

has been unleashed by changed 

attitudes to corporate governance 

and shareholder returns, post-crash 

regulation restricting leverage ratios 

have hampered private equity firms. In 

such an environment, are private equity 

firms destined to scrap with activists 

for their supper?

Convergence between activist and 

private equity funds is now inevitable, 

says Richard Brand, a lawyer at 

Cadwalader Wickersham & Taft who 

has advised both in the past. The two 

types of investor have similar goals and 

similar strategies, he notes, especially 

as activists become more focused 

on operational changes at target 

companies and private equity sponsors 

take toehold positions in acquisition 

targets, considered an aggressive 

step. Indeed, Activist Insight data 

show that cutting costs, evaluating 

M&A opportunities and shutting 

down underperforming business units 

have increasingly become part of the 

activist toolkit over the past five years, 

while some have also been prepared to 

make serious takeover bids (although 

the record is not encouraging, as our 

chart overleaf indicates).

Moreover, the old model of private 

equity, which prioritized close 

relationships with management 

teams, is yielding weaker results as 

the number of investors increases. 

The private equity landscape is 

already “unbelievably competitive,” 

Brand says. “Now that companies 

are increasingly performing auctions 

and including go-shop provisions 

in takeover deals, being the most 

management-friendly sponsor provides 

less of a competitive advantage.” 

Brothers in arms

There are doubters, however. The 

interaction between activists and 

private equity is not so much one of 

competition, says Ele Klein, Co-Head 

“CONVERGENCE BETWEEN ACTIVIST AND PRIVATE 
EQUITY FUNDS IS NOW INEVITABLE”

Operational activist campaigns PepsiCo

Darden Restaurants

E. I. du Pont de Nemours

Sears

Activists making takeover bids Carl Icahn

Starboard Value

Elliott Management

Mill Road Capital

Wexford Capital

Z Capital Partners

(Bold denotes completed)

Private equity making hostile bids Golden Gate Capital at Ann Taylor

Sycamore Partners at Talbots

White squire investments Blackstone at Rentech

Examples of convergence
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“

“MORE OFTEN THAN NOT, BOTH SIDES ARE FIGURING 
OUT THAT EACH SIDE CAN HELP FIND VALUE”

of Schulte Roth & Zabel’s Shareholder 

Activism practice and an experienced 

hand in PIPE deals (private investments 

in public equity—or private equity 

without the buyouts). “More often than 

not, both sides are figuring out that 

each side can help find value.” Activists 

are proactive at reaching out to private 

equity firms, he says, suggesting 

companies or spin-off opportunities 

that merit a closer look.

Indeed, activists don’t necessarily 

see private equity as the enemy. One 

who spoke to Activist Insight for this 

story but preferred not to be named 

said private equity was “just another 

avenue for value creation”, while to 

Klein private equity managers “are not 

just ideas guys. They know how to 

fix operations—they have experience 

running companies, day-in, day-out.”

According to Activist Insight data, 

activists have exited 79 positions 

through a private equity buyout since 

2010 (almost 18% of the total M&A 

exits recorded by Activist Insight), 

while more will likely have taken place 

after the activist sold its shares. In 

2014, JANA Partners successfully put 

pressure on pet accessories retailer 

PetSmart to sell itself to a private equity 

company, leading to the largest buyout 

of the year, while more fortuitously, 

supermarket chain Safeway was 

also taken private that year. Perhaps 

surprisingly, evidence of private equity 

tracking activism is relatively weak 

with an impressive 43 firms taking part 

in the transactions detailed above. 

Nonetheless, some have mentioned 

the closeness with which Thoma Bravo 

appears to follow Elliott Management’s 

technology targets. The company has 

taken five activist-targeted issuers 

private in the past six years, including 

Elliott’s targets Compuware and 

Riverbed Technology.

More pertinently, Klein says private 

equity firms are considering becoming 

activist on an occasional basis, and 

that Schulte’s activism practice is 

attracting more and more enquiries 

from non-traditional activists—a view 

echoed by other law firms working 

for activists. Private equity firms are 

“well-placed for more fundamental 

turnarounds” than those typically 

argued for by activists, he says, given 

their operational experience.

Kai Liekefett, a Partner at the Houston-

based law firm Vinson & Elkins, 

agrees with Klein’s observations. 

Private equity firms also share ideas 

with activists, he notes, given that 

some have restrictions in their fund 

documents that restrict their ability to 

wage proxy fights or make hostile bids. 

A few private equity funds are thinking 

about forming separate vehicles that 

can pursue more activist campaigns, 

he says, but those could require a 

subtly different investor base.

Getting to the joust

What private equity funds might do 

more of is investing in companies 
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Activism is 
occurring more 
frequently but 
apart from 

ourselves, there aren’t 
many firms doing it 
regularly”
“

Companies pushed to sell up by 
activists, year-on-year

“PRIVATE EQUITY STILL RETAINS A NUMBER OF 
ADVANTAGES OVER ACTIVIST FUNDS”

facing a proxy contest, safeguarding 

management and allowing the private 

equity fund to enjoy a large portion of 

the return from pushing through similar 

measures. A version of this occurred 

at wood fiber producer Rentech in 

2014, when Blackstone took a 16.5% 

stake and two board seats (and activist 

investor Engaged Capital got one). 

Liekefett calls this a “white squire” 

approach, playing on the white knight 

moniker given to buyout shops, and 

expects to see more of it. That said, 

he admits the economics won’t always 

work. “To place a large block of shares 

at an attractive valuation can be 

difficult,” he says. “The stock price can 

be inflated by a proxy contest, and a 

placement will run into legal troubles if it 

is not at or around market value.”

Despite the negatives, private equity still 

retains a number of advantages over 

activist funds. Worldwide, they raised an 

average of $330 billion a year between 

2010 and 2014, according to research 

firm Private Equity International—

considerably higher than the roughly 

$308 billion presently invested in activist 

positions. Private equity funds tend to 

be more patient with their investments, 

and are also generally more willing to 

sign non-disclosure agreements and 

be viewed positively by management 

teams, according to people familiar 

with such situations, whereas activists 

like to keep themselves free of trading 

restrictions in case they need to liquidate 

their position in a hurry.  
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