
          Institutional 
EYE  

 

20 October 2021                                 iiasadvisory.com                                                        1 

 

 

When investors come knocking 
In future as the boundaries between hedge funds, asset managers and 

private equity blur, expect to see mutual funds more involved with their 

investee companies. 

 
Picture courtesy Wall Street (1987)  
 

Yes Bank fired the first salvo this year, demanding Dish TV convene a shareholder 

meeting to reconstitute its board. Invesco followed, with a somewhat similar request. As 

these are seen as being more than voting against a director’s appointment or not 

approving changes to the articles of association, they are being labelled as ‘activist.’  

How should these instances be viewed? Importantly, when do investors take such 

extreme steps. There are a few observations, mainly from the US market, that might 

hold for India.  

While hostile takeovers hit the headlines, these are less prevalent than they appear. 

There are a few funds such as Elliott Management, led by billionaire Paul Singer, 

Nelson Peltz’s Trian Partners, and Bill Ackman’s Pershing Square, that still do terrify 

boards, but it appears that funds increasingly engage, rather than grab control.  

This is so for several reasons. First, few investors have the appetite to fight – most 

prefer to sell and invest in the next opportunity they see. Today the preference is to use  
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their shareholding and public pronouncements to exert pressure on managements and 

boards. 

Further, hedge funds that dominated this space are making way for mutual funds/asset 

managers and even private equity. Importantly, there is a convergence between how 

the three behave.  

For the last three decades, private equity has grown at a blistering pace. As the industry 

has matured and the gap between the returns has narrowed, public and private markets 

have begun to overlap. Private equity has invested more in the public markets (private 

investments in public equity - PIPEs) and brought with them tighter oversight over their 

public market investments and the same deal-making as in private markets. Meanwhile 

public markets seeing higher returns that the private markets were generating, 

borrowed from the private equity playbook and became more engaged with their 

portfolio companies with a few seeing themselves playing an active role.  

As fund managers have embraced stewardship, they see themselves as owners of 

business. Dodge & Cox a fund founded during the Great Depression said as much 

when it called itself “an active, long-term investors—not activists. Our approach is 

grounded in our commitment to advocating for what is in the best interest of our clients 

over the long term.”    

The change in investor attitude is becoming widespread. “If I were asked to rank the 

most important moments of this era and name the one event that figures to have the 

most lasting impact, I would save the top spot for Wellington and its decision to become 

a public shareholder activist,” says Don Bilson, head of event-driven research at 

Gordon Haskett. “Corporate America had better take note, because the folks who 

actually pick stocks have finally decided to flex their muscles.” This means funds will 

now come knocking, without being labelled activists. 

On which issues do funds step up their engagement, other than their routine 

monitoring? One is corporate governance reform. Then there is the firms’ payout policy 

and capital structure. Business strategy is often on the agenda - this may include 

operational efficiency, check excess diversification, play a role in a pending merger or 

acquisition, generally by asking for a better price or by trying to stop the pending 

acquisition. Increasingly, investors are demanding more on sustainability – from 

disclosures to actual change. The socially conscious investors are the most recent to 

enter the fray, focussing on issue like childhood obesity or screen time for children.  

The tactics include at one level a meeting and communicating with the board or 

management on a regular basis with the goal of enhancing shareholder value, to 

launching a takeover bid. In between these two are a host of options including seeking 

board representation without a proxy contest or confrontation, publicly criticizing the 

company and demanding change, to making a formal shareholder proposal to appoint 

directors.  
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Firms that are undervalued i.e., the relationship between the market price and the 

intrinsic value of the business no longer holds, are most vulnerable. This undervaluation 

could be relative to the book value or relative to the cash flow being generated (- and 

not being available to the business leading to lower payouts), and in some instances 

relative to the true ‘potential’ of the business. The best defense is to ensure 

performance such that the value of shares is well above where it rationally should be. 

While being undervalued is a risk, being a large-cap does not always offer protection. 

True, it is difficult for funds to build a substantial position, but there have been instances 

of funds with very small holdings demanding and succeeding in driving change. 

Recently, Engine No 1 placed three climate-focused independent directors on the board 

of ExxonMobil.  

Given that the average promoter holding for the NIFTY-500 is at 55%, most seem to 

have a moat built around them: investors are unlikely to shakedown someone who 

owns a majority stake in the company. The ownership changes that we have seen, 

have been forced through the IBC route, or anemic performance with low shareholding 

– Fortis, CG Power and possibly Eveready. The coming wave of ‘promoter-less 

companies’ will no doubt follow a different script.  

Going forward, we will see funds more entangled in their investee companies. While the 

reasons are likely to be the same as in other markets, how they engage will be 

determined by the regulatory framework – which remain fuzzy. Only after aspects of the 

IBC regulation were taken to court was there the needed clarity regarding its   

interpretation. Similarly, Zee Entertainment-Invesco-Dish TV-Yes Bank type litigating 

will bring clarity on the respective rights and responsibilities, or what constitutes control, 

even as corporate India prepares to hold-up under scrutiny. 

 

  

 
A modified version of this blog by Amit Tandon, titled ‘When investors come 
knocking’ appeared in Business Standard on 20 October 2021. You can access it 
by clicking this link: https://www.business-standard.com/article/opinion/when-
investors-come-knocking-121101901609_1.html 
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Disclaimer 
IiAS shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the 
information contained in this report. This document is provided for assistance only and is not intended to be and must not be taken 
as the basis for any voting or investment decision and/or legal opinion/advice. The user assumes the entire risk of any use made of 
this information. Each recipient of this document should make such investigation as it deems necessary to arrive at an independent 
evaluation of the individual resolutions referred to in this document (including the merits and risks involved). The discussions or 
views expressed may not be suitable for all investors. The information given in this document is as of the date of this report and 
there can be no assurance that future results or events will be consistent with this information. This information is subject to change 
without any prior notice. IiAS reserves the right to make modifications and alterations to this statement as may be required from 
time to time. However, IiAS is under no obligation to update or keep the information current. Nevertheless, IiAS is committed to 
providing independent and transparent recommendation to its client and would be happy to provide any information in response to 
specific client queries. Neither IiAS nor any of its affiliates, group companies, directors, employees, agents or representatives shall 
be liable for any damages whether direct, indirect, special or consequential including lost revenue or lost profits that may arise from 
or in connection with the use of the information. The disclosures of interest statements incorporated in this document are provided 
solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. 
 

Confidentiality 
This information is strictly confidential and is being furnished to you solely for your information. This information should not be 
reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in 
part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or 
resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would 
be contrary to law, regulation or which would subject IiAS to any registration or licensing requirements within such jurisdiction. The 
distribution of this document in certain jurisdictions may be restricted by law, and persons in whose possession this document 
comes, should inform themselves about and observe, any such restrictions. The information provided in these reports remains, 
unless otherwise stated, the copyright of IiAS. All layout, design, original artwork, concepts and other Intellectual Properties, 
remains the property and copyright of IiAS and may not be used in any form or for any purpose whatsoever by any party without the 
express written permission of the copyright holders. 

 
Other Disclosures 
IiAS is a SEBI registered research entity (proxy advisor registration number: INH000000024) dedicated to providing participants in 
the Indian market with independent opinions, research and data on corporate governance issues as well as voting 
recommendations on shareholder resolutions of about 750 listed Indian companies (https://www.iiasadvisory.com/iias-coverage-
list). Our products and services include voting advisory reports, standardized services under the Indian Corporate Governance 
Scorecard, and databases (www.iiasadrian.com and www.iiascompayre.com). There are no significant or material orders passed 
against the company by any of the Regulators or Courts/Tribunals.  
 
This document is a reproduction of an article that appeared in media. These views may or may not reflect the opinion of IiAS.  
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About IiAS 
Institutional Investor Advisory Services India Limited (IiAS) is an advisory firm, dedicated to providing participants in 
the Indian market with independent opinions, research and data on corporate governance and ESG issues as well as 
voting recommendations on shareholder resolutions for more than 850 companies that account for over 95% of the 
Indian market capitalization. 

 

IiAS provides bespoke research and assists institutions in their engagement with company managements and their 
boards. It runs two cloud-based platforms, SMART to help investors with reporting on their stewardship activities and 
ADRIAN, a repository of resolutions and institutional voting patterns. 
 
IiAS together with the International Finance Corporation (IFC) and BSE Limited, supported by the Government of 

Japan, developed a Corporate Governance Scorecard for India. The company specific granular scores based on an 

evaluation of their governance practices, together with benchmarks, can be accessed by investors and companies. 

IiAS has extended this framework to ESG – Environment, Social and Governance. IiAS has worked with some of 

India’s largest hedge funds, alternate investment funds and PE Funds to guide them in their ESG assessments and 

integrate ESG into their investment decisions.  

 

IiAS’ shareholders include Aditya Birla Sunlife AMC Limited, Axis Bank Limited, Fitch Group Inc., HDFC Investments 

Limited, ICICI Prudential Life Insurance Company Limited, Kotak Mahindra Bank Limited, RBL Bank Limited, Tata 

Investment Corporation Limited, UTI Asset Management Company Limited, and Yes Bank. 

 

IiAS is a SEBI registered entity (proxy advisor registration number: INH000000024). 

 

 

 

https://www.iiasadvisory.com/

