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Abstract: Hedge funds trade on non-public information which is not clearly
disclosed to the market at the time of schedule 13D or 13G filings. Using a
hand-collected dataset of US hedge funds interventions we provide new
evidence on the value of non-public information at the time the filer surpasses
the 5% threshold and the filing obligation is triggered. We find returns are
abnormally high prior to the disclosure and more importantly prior to the 5%
threshold date but only for schedule 13D events. Both 13D and 13G targeted
firms generate abnormal returns in the post filing period which are significantly
lower than the 13D returns prior to the filing date. The novelty of our approach
is that it distinguishes gains resulting from insider trading around the 5%
threshold event from those generated by information asymmetry around the
filing event.
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1 Introduction

Is chasing a 13D or 13G targeted stock immediately after the filing the best course of
action for investors? Financial markets have always been driven by differences in how
much people know. Better informed investors have an advantage, for example, as a result
of superior skill or by acquiring pertinent information before others, which they may be
able to exploit (see Hirshleifer et al., 1994). As Grossman and Stiglitz (1980) put it ‘those
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who expend resources to obtain information do receive compensation’. Such information
asymmetries do present opportunities to investors for earning abnormal returns. Hedge
fund activism introduces an asymmetry between insiders and outside investors and as
shown by prior literature hedge funds trade based on private information (Massoud et al.,
2011; Ivashina and Sun, 2011; Agarwal et al., 2013).

In this study we exploit Securities and Exchange Commission (SEC) disclosure
requirements to examine whether hedge funds hold valuable non-public information
resulting from their internal assessments of active and passive targets around disclosure
and pre-disclosure dates. Hence we go beyond established evidence on the value of
asymmetric information around the filing date by focusing on abnormal returns at the
earlier time when the fund actually intervenes in the market.! We carry out the analysis
using a hand-collected dataset of Schedule 13D (‘active’) and Schedule 13G (‘passive’)
filings made by the same group of hedge funds during the 2005-2013 period. Capturing
both active and passive block holdings by the same hedge fund is an important feature of
the research design since it helps identify more clearly the effects of activism on
short-term value creation (see Clifford, 2008).

We focus on hedge funds as shareholder activists since they are more ‘eclectic
investors’ (Klein and Zur, 2009), experienced and sophisticated (Lipton, 2013), managed
by highly incentivised managers (Clifford, 2008), and are subject to less SEC regulations
than other funds. More precisely, they are not required to register with the SEC or make
periodic reports like mutual funds or pension funds. Hedge funds follow high risk
investment strategies including the use of leverage, ‘short-selling’ or other speculative
investment practices. Furthermore, they set a minimum level of income or assets for
investors and charge high fees. These characteristics, their organisational form and
managerial incentives make hedge funds a considerable threat for target firms and
ultimately the market (Clifford, 2008).

The Schedule 13D filing date has attracted significant attention in prior studies since
investors have to disclose their ownership stake with the SEC revealing information
about the purpose of transaction and their identity. Schedule 13D filings are often seen by
investors as a signal that the targeted stock is undervalued and poised to appreciate. The
vast majority of the previous literature provides evidence of short-term value creation
(e.g., Becht et al., 2008, 2017; Brav et al., 2008; Clifford, 2008; Klein and Zur, 2009;
Greenwood and Schor, 2009; Boyson and Mooradian, 2011; Gow et al., 2014; Bebchuk
et al., 2013; Collin-Dufresne and Fos, 2015) and a run-up in the stock return before the
initial filing (Brav et al., 2008; Collin-Dufresne and Fos, 2015). For example, Brav et al.
(2008) find that price and abnormal trading volume increase about ten days prior to the
13D filing date while Collin-Dufresne and Fos (2015) report a 6% cumulative abnormal
return in the (¢ — 10, £ + 1) window around the filing date and about 3% in the (# — 1,
t+ 1) window.

Schedule 13G filings have received less attention in the literature. Yet acquiring 5%
or more of a stock, a 13G investor may be signalling that a stock is a good buy and it is
likely to appreciate in value. Giglia (2016) notes that investors could also ‘hide’ their
‘active’ purposes through a Schedule 13G filing for short-term gains. She points out the
inappropriate use of Schedule 13G filings by investors who have ‘active’ purposes,
silently increasing their stake at lower cost in order to avoid market and regulatory
scrutiny. However, if 13G filers follow this strategy, we should notice similar
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abnormalities to 13D filers in returns, volume and volatility during the stock building
phase, especially around the event date that the filing obligation is triggered.

Gantchev and Jotikasthira (2018) used activist hedge funds’ 13F filings to estimate
activist tocholds in potential targets, highlighting the possibility of widespread activism
threat propagation beyond the firms being targeted. However, a 13F holding does not
necessarily lead to an active or a passive intervention in the near future. Beyond that,
hedge funds are generally reluctant to reveal their private information on target firms
during the stock building period in order to avoid ‘free-riding’ from other market
participants. There is also a significant number of Schedule 13D filings where hedge
funds exit the target company without stating their plans or proposals or even changing
their beneficial ownership. And the target stock may have advanced significantly during
the days prior to the filing leaving unsuspected investors with plunging prices. Clifford
(2008) examines the effects of ‘active’ versus ‘passive’ activism by hedge funds and
finds that hedge funds with ‘active’ blocks earn larger excess stock returns and improve
performance more than a control group of the same hedge funds with ‘passive’ blocks.

In this paper we examine whether hedge funds hold valuable non-public information
for their active and passive targets. We analyse whether hedge funds’ non-public
information is reflected into the target firm’s abnormal returns, returns volatility and
volume prior to an event date and explore whether the filer’s intentions matter. What sets
apart this study from much of the previous literature is that we specifically assess the
importance of insider information at a specific event date prior to the filing date with the
SEC. The event date is the time the hedge fund surpasses the 5% threshold and a filing
event is triggered. Hence our approach provides a more powerful test of the value of a
hedge fund’s internal assessment of target firms. We carry out our empirical tests using
information on both 13D and 13G filings made by the same group of hedge funds. More
specifically, we test the following hypotheses for both 13D and 13G filings at the trigger
event and filing dates:

H1 The stock price abnormal return to hedge fund interventions is expected to be zero
on the trigger event (filing) date.

H2 The stock price abnormal volume to hedge fund interventions is expected to be zero
on the trigger event (filing) date.

H3 The stock price abnormal volatility to hedge fund interventions is expected to be zero
on the trigger event (filing) date.

We exclude from our sample events where the filing date matches or is very close (one
day) from the event date in order to avoid possible abnormalities caused by the filing
revelation. We calculate abnormal returns using standard event study methodology.
Furthermore, we calculate abnormal return volatility (AVAR) and abnormal volume for
Schedule 13D filings, Schedule 13G filings and for control samples of similar
non-targeted firms based on industry (three-digit SIC), exchange, and size. The results
show the existence of statistically significant and positive abnormal returns, AVAR and
volume at the (10, 0), (-5, 0) and (-1, 0) windows prior to the event date, and for the
(—45, 0) window prior to the filing date, albeit abnormal returns are significant only for
Schedule 13D filings. Our findings suggest that hedge funds have non-public information
on their ‘active’ targets during the stock building window prior to the official disclosure
with the SEC. Abnormal returns are positive and statistically significant after the filing
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date for both 13D and 13G target firms. However, these returns are significantly lower
compared to the 13D returns prior to the filing date.

Our findings are consistent with recently proposed changes by the SEC? for
amendments to the rules governing beneficial ownership reporting under Exchange Act
Sections 13(d) and 13(g). There is no clear indication in our data whether investors
intervened in a firm actively through 13D filings, since they exited without stating
specific plans or proposals. Although as a beneficial owner, activists might have had
conversations with the management, in our case this kind of information was never made
publicly available through official filings. On the other hand, while the 13G filings were
intended for ‘passive investors’, in our setting they appear very much alike the ‘active’
13D filings in terms of publicly available information. With no sightings of ‘active’ plans
or proposals in the 13D filings, our findings of much higher abnormal returns during the
period leading to the Schedule 13D filing date raise concerns about the effects of
information asymmetries on market efficiency.?

The rest of the paper is organised as follows. Section 2 describes the institutional
background and construction of the data sample. Section 3 describes the methodology,
and Section 4 reports the results. Section 5 concludes.

2 Institutional background and data description

Under Rule 13d-1(a) of the 1934 Securities Exchange Act, investors who hold more than
5% of any class of securities of a publicly traded company and intend to influence the
control of a target company must file a Schedule 13D form, which must be submitted to
the SEC within 10 days. However, under Rule 13d-1(c), SEC provides the ‘passive
investor’ exemption under which investors who

a  have no intention to intervene in the company’s internals
b are not qualified institutional investors

¢ hold less than 20% of a company’s common stock, may file a short-form statement
on Schedule 13G.#

We construct a hand-collected data set of US hedge funds activist interventions over the
period 2005-2013, which records both the Schedule 13D and Schedule 13G filing dates.
We use the Historical SEC Edgar Archives from the Edgar Database of the SEC
(https://www.sec.gov/cgi-bin/srch-edgar) and collect the Schedule 13D filings first. We
then limit the filers to hedge funds only and collect the Schedule 13G filings made by
these hedge funds.

Previous literature uses a variety of processes to identify hedge funds. In this paper,
we form our sample of hedge funds following Brunnermeier and Nagel (2004) and
Griffin and Xu (2009). The procedure we follow, while more laborious, is an important
part of the research design since it helps us identify ‘pure’ hedge funds in the sense of
Brunnermeier and Nagel (2004) and Griffin and Xu (2009). We search the Investment
Adviser Public Disclosure website (https://www.adviserinfo.sec.gov/IAPD/default.aspx)
for each of the ‘Reporting Persons’> of the Schedule 13D filings and include in our
sample only firms that were registered as investment advisers with the SEC and thus,
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filed an ADV form.® The ADV form must have been filed by investment advisers who
manage more than $25 million in assets.”

We then search the ‘Item 5° section of the ADV form. In this section investment
advisers are required to disclose information about their business, employees, clients, fee
schedule, disciplinary events involving the advisers and their employees, and conflicts of
interest. We focus on the ‘clients’ subsection, where the advisers disclose information
about the approximate number of their clients along with the amount of total regulatory
assets under management.®

The next step is to examine the ‘compensation arrangements’ subsection where filers
report their compensation types, i.e.

a  percentage of assets under management

b hourly charges

¢ subscription fees (for a newsletter or periodical)
d fixed fees (other than subscription fees)

e commissions

f  performance-based fees

g other.

We include in our sample only those firms that at least 50% of their clients were either
‘pooled investment vehicles (other than investment companies and business development
companies)’ or ‘high net worth individuals’ or a combination of the above and charged
performance-based fees.

We kept in our sample Schedule 13G filings under Rule 13d-1(c) but we excluded
financial firms® owing to differences in the information flow. Clifford (2008) includes in
his sample Schedule 13D filings with specific plans and proposals which offers investors
additional information about the firm. We differentiate from Clifford (2008) by limiting
our sample to the subsample of Schedule 13D filings which did not state specific plans or
proposals because the information on the target firm is twofold: reflecting the new
ownership and the hedge fund’s plans, simultaneously. Under this limitation, in both
filing type’s hedge funds hold more than 5% on the target firm and only the investors’
future plans on the target firm differ. Under this caveat, Schedule 13D filers have three
possible tactics to follow after the initial filing:

a  hold or increase/decrease their shares without stating specific plans or proposals

b file an amendment stating specific plans or proposals

c exit

On the other hand, Schedule 13G filers may:

a  hold or increase/decrease their shares

b switch to ‘active’ filing a Schedule 13D with or without specific plans and proposals
c exit.

So, in both cases hedge funds have a complete discretion on when and whether to follow
a more aggressive agenda by simply filing an amendment (13D/A) or switch filing (13G
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to 13D). Furthermore, our dataset does not contain ‘wolf pack’ Schedule 13D filings and
Schedule13G filings converted to Schedule 13D filings. We also exclude Schedule 13D
filings where ownership of more than 20% was stated. We identified 151 ‘pure-play’
hedge funds (Ben-David et al., 2013), which filed a total of 640 Schedule 13D filings and
1011 Schedule 13G filings.

We match targeted firms with a control sample of similar firms based on year,
exchange, industry (three-digit SIC) and size (market value). In particular, we use the
coarsened exact matching restricting control firms to the same stock exchange,
three-digit SIC and size. Then, we identify the nearest neighbour of each targeted firm.
We exclude from our sample events that did not have a match. If the nearest neighbour
had missing values, we moved to the next one.

Finally, we perform two robustness tests. First, we allow for possible seasonality
effects using the same calendar windows for the target firms one year earlier. Second, we
match 13D filings with a control sample of 13G filings using different matching criteria.
In particular, we follow Brav et al. (2018) and create a matching sample based on year,
industry (two-digit SIC), (log) market value, market-to-book ratio, return on assets
(ROA) measured at # — 1, and the change in the target firm’s ROA measured between
years ¢ —3 and 7 —1.

The stock returns were downloaded from the CRSP database and the exchange,
industry and fundamentals are from Compustat.

3 Methodology

We examine the market’s reaction to hedge fund activist interventions using an event-
study methodology. We assume that capital markets are efficient and examine the impact
of new information on the stock’s return. We compare Schedule 13D with Schedule 13G
filings in the (45, 0) window where ¢ = 0 is the filing date. We define the date where the
hedge fund surpasses the 5% threshold as the event date. Investors have a ten-calendar
day!'® period to disclose their new holdings with the SEC either with a Schedule 13D or
with a Schedule 13G filing.

t—60 Event date Filing date (t=0)

< Max 10 days >

We identify as new information the possible private information through a non-publicly
available channel (event date) and the publicly available information from the SEC (filing
date). Consistent with the hypothesis that hedge fund manager protect proprietary
information (Aragon et al., 2013), we assume that hedge funds do not leak their
beneficial ownership prior to the event date. We explore whether there exist statistically
significant abnormal returns, return volatility and volume for the targeted firm between
‘active’ and ‘passive’ interventions in terms of filing type (Schedule 13D vs. Schedule
13G). Due to their nature, Schedule 13D filings contain more information about the
transactions. In order to avoid bias in discriminating between 13D and 13G abnormal
returns, we limit the sample of Schedule 13D filings to those where filers do not disclose
any plans or proposals about the target firm. These filings are comparable with the
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Schedule 13G filings where the assumption of ‘not influencing the firm’ stands due to the
filing’s nature. In this sense, we are able to test any differences that may exist in the
reaction of the market to the 13D and 13G disclosures on a level playing field. The filing
event period covers 45 pre-filing trading days'! and the filing date (-45, 0). We get 45
trading days prior to the filing date since 13D filers are obliged to report in detail their
transactions in the item 5c¢ section. However, this information is not available for 13G
filings. We exclude from our sample events where the filing date matches or is within one
day from the event date to avoid possible abnormalities caused by the filing revelation.

Abnormal returns are assessed in terms of realised returns and the returns that would
normally be expected by the market. We follow Brown and Warner (1980), who define
an abnormal return AR; as the difference between the actual return of stock 7 at the event
day ¢ and the expected stock return at the event day ¢ predicted by an estimated asset
pricing model:

ARy = R; _E(Rt ) (1)

where Rj is the actual return of stock i at event day #,i =1, 2, ..., N, with N denoting the
total number of stocks, while E(R;) denotes the expected stock return at time ¢. The
expected returns represent the returns that would have been observed during the event
window in the absence of the event. We set the estimation window at a fixed length of
206 actual trading days, comprising 252 to 46 trading days prior to the filing date (where
¢t =0 is the filing date).

We calculate expected returns using the market model, the Carhart four-factor model,
and the Fama-French five-factor (FF5) model. The market model is represented by the
following linear regression model estimated by least squares:

Rit =0 +ﬂlRmt + Uit (2)

where R, is the return on the market, defined as the value-weighted return of all CRSP
firms incorporated in the USA and listed on the NYSE, AMEX, or NASDAQ that have a
CRSP share code of 10 or 11 at the beginning of month ¢, share information and price
data also at the beginning of month ¢.

The Carhart and FF5 models are extensions of the Fama-French three-factor (FF3)
model. The Carhart model adds momentum (MOM) to the three Fama-French factors:
market (R.: — Rp), size (SMB) and value (HML). The FF5 model adds robust minus weak
(RMW) profitability and conservative minus aggressive (CMA) investment to FF3. The
Carhart and FF5 models are given, respectively, by:

Ry =Ry =0+ i (Ru — Ry )+ BoSMB, + fsHML, + BLMOM, +u,, (3a)
Ry =Ry =0+ B (Ru — Ry )+ PoSMB, + By HML, + B RMW, + BsCMA, +u;,  (3b)

where Ry is the one-month T-bill rate.

We calculate standardised abnormal returns (SAR;;) following Patell (1976) and Dodd
and Warner (1983) by normalising each firm’s abnormal return by the square-root of its
estimated forecast variance:

SAR;, = ARy, / Sz, 4)
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where
12

Sar, =57 [+2+ (R ~R)

LS (R -R))

Here s? is the estimated residual variance from the market, Carhart or FF5 model for

(&)

stock 7, and R is the average market return over the L; days used for the regression. The
standardised cumulative abnormal returns over the event period are obtained by the
summation of the standardised abnormal returns over the event window divided by the
square root of the number of days in the window. The resulting standardised cumulative
excess return (SCAR) is assumed to have a standard normal distribution with zero mean
and unit variance. To test the significance of the average standardised cumulative excess
return (SCAAR) in a sample of N stocks we use a standard normal statistic:

Z = SCAARIN ~ N(0,1) 6))

In order to calculate short-term AVAR, we follow Landsman and Maydew (2002),
DeFond et al. (2007), Landsman et al. (2012) and Devos et al. (2015) who define AVAR

(AVAR;) as the stock return variance (AR,%) over the event window, scaled by the stock

return variance (s2) over the estimation window. This is calculated as:
AVAR, = ARZ s (6)

The stock return variance over the event window is the mean squared abnormal return of
each firm over the examined event windows divided by the variance of each firm’s
residuals calculated over the (252, —46) estimation period. When AVAR is greater than
1, the firm’s stock has greater than normal volatility.

We estimate mean-adjusted abnormal trading volume changes associated with activist
interventions following Ajinkya and Jain (1989), Cready and Ramanan (1991) and
Campbell and Wasley (1996) who define mean-adjusted abnormal trading volume as the
share turnover rate minus the normal turnover rate measured over the estimation window,
—252 trading days to —46 days relative to the filing date:

AV =V =V,
where V5 is the number of shares of firm i traded on day ¢ divided by number of shares
outstanding on the event window and ¥, is the mean trading volume over the estimation

period.

4 Empirical results

Table 1 reports descriptive statistics of firm specific and filer specific information. Hedge
funds tend to target companies that are generally ‘value’ firms, with low market value
relative to book value. Table 1 show that more activist 13D filers target on average firms
with lower market to book ratios than 13G filings. At the event date, 13D target firms
have on average larger market values of than 13G firms. Schedule 13D target firms have
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higher ROA with a median value of 3.94% compared to 2.85% for 13G firms. Also, at
the event date, 13D and 13F filers own 6.58% and 7.47%, respectively, of the shares
outstanding. The filing delay, which is the gap between the event and the filing date, for
the full sample (clean events) is 8.50 (6.91) days for Schedule 13D filings and 13.82
(7.48) for Schedule 13G filings.

Table 1 Descriptive statistics

SC 13D (640 events)
Mean Std. dev. p.25 p.50 p.75

Firm characteristics

MV (in millions) 1,244.65 2,044.25 15428 432.64 1,423.93

ROA -5.80 70.20 -3.72 3.94 8.29

Market-to-book ratio 0.39 0.58 0.08 0.16 0.44
Event characteristics

Initial stake (in percent) 6.58 2.09 5.25 5.71 7.11

Filing delay — full sample (days) 8.5 4.74 6 9 10

Filing delay — clean events (days) 6.91 3.21 4 8 10

SC 13G (1011 events)
Mean Std. dev. p.25 p.50 p.75

Firm characteristics

MYV (in millions) 972.34 1,506.97 13530 400.08 1,121.69

ROA -8.89 41.45 -11.70 2.85 8.26

Market-to-book ratio 0.79 0.98 0.24 0.42 0.89
Event characteristics

Initial stake (in percent) 7.47 231 5.98 6.58 8.12

Filing delay — full sample (days) 13.82 19.78 7 10 11

Filing delay — clean events (days) 7.48 2.74 6 8 10

4.1 Filing date

Tables 2—4 report the cumulative average abnormal returns (CAARs), standardised
cumulative average abnormal returns (SCAARs), AVAR and cumulative mean-adjusted
abnormal volume (CAAYV) for the 45-trading day window prior and after the filing date,
and the 91-trading day window surrounding the filing date. We compare the Schedule
13D with Schedule 13G events (Table 2), Schedule 13D events with a control sample of
firms (Table 3), and Schedule 13G events with a control sample of firms (Table 4). The
control sample is based on year, exchange, industry (three-digit SIC) and size. First, we
examine the full sample. Then we exclude events where the ten-calendar day window is
violated, and create a subsample of ‘clean’ events. We also exclude from our sample the
events where the filing date coincides with the event date.

Table 2 presents CAARs, SCAARs, AVAR and CAAV for the 91-trading day
window surrounding the filing date as well as for 45-trading days prior and after the
filing date for Schedule 13D and Schedule 13G events. The main difference of these
filings is that Schedule 13G filers have no intention of influencing control over the stock
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issuer. However, prior to the initial filing, market participants are not aware of the
forthcoming disclosure filing and/or filing type, so we expect Schedule 13D and
Schedule 13G events to perform similarly.

In Panel A we present the results for the full sample. In Panel B we exclude events
where the 10-calendar day disclosure period is violated to avoid biasing the computed
returns and volume statistics. CAARs, SCAARs, AVAR and CAAV are positive and
statistically significant for Schedule 13D filing during the pre-and post-filing periods. In
particular, the CAAR for Schedule 13D filings using the market model, as shown in
column (1), is 12.4% for the (45, 0) pre-filing window and is statistically significant at
the 1% level and much higher than the 4.3% cumulative abnormal return in the
post-filing (0, +45) period. Schedule 13G filings have slightly positive CAARs of 1.2%
and 3.2% in the pre and post filing periods, respectively, albeit only the latter CAAR is
statistically significant. Interestingly, Schedule 13D abnormal returns are much higher
than Schedule 13G returns for all the examined measures with the difference (Schedule
13D minus Schedule 13G) being positive and statistically significant at the 1% level
during the pre-filing period, and for the 91-trading day window surrounding the filing
date. Notably, the proportion of the positive Schedule 13D abnormal returns is 66.71%
(67.15%) for the full sample (‘clean’ events) which in both cases are higher when
compared with the Schedule 13G filings. We obtain similar results using the Carhart and
Fama-French five-factor models as shown in columns (2)—(3), respectively, and when we
restrict our sample to ‘clean’ events. AVAR and volume for 13D filings are larger
compared to 13G filings but the differences are significant only in the pre-filing window.

Figure 1 CAARs surrounding the initial filing — full sample (see online version for colours)

Cumulative Average Abnormal Returns
20

is /v\/_,_,__,/~/

—

-45 -40 -35 -30 -25 -20 -15 -10 -5 O 5 10 15 20 25 30 35 40 45

|

e | 3D em— 3G

Note: The y axis measures the CAARs in percent for schedule 13D and Schedule 13G
filings calculated using the market model for the period (—45, 45) where ¢ = 0 is the
filing date.
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Abnormal returns, return volatility and volume of Schedule 13D filings, Schedule

13G filings and their difference
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Abnormal returns, return volatility and volume of Schedule 13D filings, Schedule

13G filings and their difference (continued)
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Abnormal returns, return volatility and volume of Schedule 13D filings, a control

sample and their difference

Table 3
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Abnormal returns, return volatility and volume of Schedule 13D filings, a control

sample and their difference (continued)

Table 3

"K[9AT}OOdSAI “JOAD] %] PUB %G ‘%0 [ Y3 J& douBdIUSIS
[EOLISIIRIS DBIIPUI 44 ‘s * "PIIBIOIA ST POLId 2INSO[OSIP ABP-US) O AIOYM SJUSAD ) SUIPN[OX SJUSAS UBS[O, Y} 0] SI[NsAI Yy syuasaxd g [oueq “ojduwes [[ny oy

10 s)[nsal oy} syuasaid v [aued ‘S)USAD 9ANESAU pue 2A1ISOd JO IOqUINU S AB[NOLI dM ‘OSBD OB U] "dZIS pue D[S JTIP-21y) ‘OFUBYOXS YJ0)S AWes ) 0) SULIY
[011U09 SUNOLISAI SUIYOIRW J0BX POUISIE0d ) Suisn Aq paunioy st ajdwes [oxnuod Y (€) [9pout G4 oY) pue () [opow 1eyIe) oy} () [opow JoxIew oy) Suisn

ojep Sulyy oy} I9)JE puk 210§oq SAEP G “0OUIANIP J1oy) pue ‘ddures jonuod e ‘sJuI[ly ¢ SMNPIYSS 10] AVVD PUR YVAYV SUVVIS UVVD siussaid ajqe) oy, :S910N

(454 (454 (454 (454 (454 (454 '$q0 JO IaquinN
#xxL6C 0 S10°0 #xxxC[E0 (St+ ‘57)
6200 0€0°0 *x%050°0 (St+‘0)
wxlLT0 100~ %0920 (0°sv-) AVVD
#xxLL00 *x%086°0 *xxL88°0 wxx91F°] #xx08E°] wxx P[] #xx£0E°C #xx0EE°C wxx[L]'C (St+ ‘5t)
x5 V900~ #xx0L00— #x[80°0— xxx0LF°] xxxEPP] #xx[SE] %900 wxx[L]7] wxx[20°] (St+°0)
#xx0CCC wxxP LI #*x%000'[ #xx096°] x5 EEE7T *xxx VLT %% (86 #xxL05°€ 4 0 “sv-) AVAV
*xxC0F 0 *x%x087°0 *xxL97°0 €00~ SE0°0— 00— %0980 %9570 *xxSEP 0 (St+ “st)
#0010 *#xx801°0 #xx001 0 800°0— 11070~ 9100~ ##%£60°0 *xx820°0 #x%060°0 (St+°0)
x5V [F0 x5 P0F 0 #xx(8E°0 0200~ 0200~ croo— ##%P6E0 x4 P8E0 *x%096°0 0 ‘st-) AVVOS
T80T LETSTT 6¥T€0T LST:56T LST:66T 8ST:¥6T FoN :s0d
*#xx091°0 *x%x091°0 #xx0L1°0 9100~ 910°0— L10°0— ##xEC1°0 %6610 #6610 (Sh+ “S¥-)
9€T91T 0€T:TTT 0€TTTT CIcore CIcore LOT:SHT FoN:sod
#xxEF0°0 *#xxE70°0 *xxLP0°0 60070~ 800°0— 010°0— #xx7€0°0 *x%00600 *xx960°0 (St+‘0)
8CCYTT wToIe £ET61T 8ST:¥6T LST:66T €61:66C 30N :s0d
#xxEE10 *#xxCEL0 #xx061°0 900°0— 9000~ S00°0— *#x%xLC1 0 #xx9C1°0 #xx5C1°0 0 ‘st) AVVO
(€ (@ (1) (€ (@ (1) (€ (@ (0 owp Suljtd = 1
aoua1affiq DEI a1npaiyos aci anpaysg

S)U2A2 [ UD2]), — 21 Uil :g [oUDJ




E. Karpouzis et al.

292

Abnormal returns, return volatility and volume of Schedule 13G filings, a control

sample and their difference

Table 4

"K12A1109dS21 JOAS] 9% PUE %G ‘%0 U I8 29ueoyIuSIS [BO1ISIEIS
QJRIIPUL 4y s s ‘5 PIRIOIA SI pOLIdd 2INSO[OSIP ABP-US) O AIDYM SIUSAD ) SUIPN[OXS SJUSAD UBD[O, ) 0] $I[Nsa1 ay) syuasaxd g [oued -ojdwes [[ny oy
10 S)[nsa1 oy} sjuasald v [oued "S)USAI dANESU pue 2A1ISOd JO IQUINU dY) AJB[NI[ED dM ‘OSBO (OB U "dZIS Pue D[S JSIP-0o1y) ‘OFUBOXd YO0)S SWES U} 0} SULIY
[o1u09 SunoLNSaI Sulyojel J0eXd PAUssILod oy Sursn £q pauniog st ojdures [o1nu0d YL, *(€) [OPOW G4, Y} Pue (7) [opow MeyIe)) day ‘(1) [opou JodIew Y} Suisn

ojep SuI[ly oy} Joye puk 210Joq SAEP G ‘00ULIIIIp JIoy) pue ‘djdures [onuod € ‘Sl DE] ANPIYS 10} AVVD PUE YVAYV SYVVIS VYD spuasaid a[qe) oy, :S9joN

506 506 506 S06 506 506 '$q0 JO JoquInN
#5981 0 0+0°0 #5970 (St+ “S¥-)
*CF00 xx1£0°0 #x:0L0°0 (St+0)
sl P10 0100 kxS0 (0 ‘s¥-) AVVD
#x607°0 #x90%°0 #x09€°0 —ya —ri A - #5968 [ xxx8S8°] wxxCELT (St+ “Sp-)
9€1°0 8¥1°0 LET'O 1k lSST —y i Y wxx 691 #%4999°[ #xk ESCT (Sv+°0)
#%CL9°0 #%759°0 #5%x 5250 xS sk (8T sk SCET #5x$80°C #xx980°C #5008 [ (0 “sv) AVAV
8700 ¥50°0 €700 SH0°0 SY0°0 6£0°0 #%£60°0 #5%660°0 #x080°0 (Sp+ “st-)
#x#90°0 +%890°0 #%850°0 *9£0°0 *#€0°0 6200 #0010 #5010 #x4L80°0 (St+0)
0100~ 6000~ 0100~ 0100 Z10°0 1100 0000 £00°0 1000 0 ‘st-) AVVOS
LEV'89¥ LEV'89Y 8¥1LSY 9TH 18% 611:88% €I¥:T6v BoN :s0d
L10°0 1€0°0 0€0°0 0200 120°0 6100 #8700 #2500 #x£050°0 (SP+ “S¥-)
6TY LY 9TH:6LY 149 08€:5TS P8E1TS €6€:TIS 30N :s0d
+%920°0 #%£20°0 +§20°0 ¥10°0 T10°0 110°0 +x5070°0 #5600 +445€0°0 (Sv+°0)
€SHITSY SSH0S 0SH:SSH 09b:Sht SSH0SY (9437 BoN :sod
S00°0 600°0 L00°0 L00°0 6000 6000 T10°0 9100 9100 (0 °st-) AVVO
(¢ (@ () (€ (@ () (€ @ () ap Suijig =1
oua.ffiq DEI 2npayog asi a1npayog
Sjuaaa 1y — 2Jvp MEE,% P [euvd




Hedge fund activism and short-term value creation prior to the initial filing 293

Abnormal returns, return volatility and volume of Schedule 13G filings, a control

sample and their difference
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Figure 1 presents the CAARs for the full sample of Schedule 13D and Schedule 13G
filings calculated using the market model for the (—45, 45) window, where ¢ = 0 is the
filing date. Schedule 13D targets show much higher CAARs than those of Schedule 13G
targeted firms with most of the difference accounted for in the (—45, 0) window.

Figure 2 presents the daily mean-adjusted abnormal volume for the full sample of
Schedule 13D and Schedule 13G filings. The daily mean-adjusted abnormal volume is
positive and higher from the beginning of the examined window for Schedule 13D events
when compared with Schedule 13G events, reaching its highest level 8 days prior the
filing date for both filing types.

Figure 2 Daily mean-adjusted abnormal volume surrounding the initial filing — full sample
(see online version for colours)

Daily mean-adjusted abnormal volume

0.5 E :
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-45 -40 -35 -30 -25 -20 -15 -10 -5 O 5 10 15 20 25 30 35 40 45

)

| 3D — 3G

Notes: The y axis measures the daily mean-adjusted abnormal volume for Schedule 13D

and Schedule 13G filings for the period (—45, 45) where ¢ = 0 is the filing date.
We further examine hedge fund interventions comparing them with a control sample of
non-targeted firms. We compare both Schedule 13D and Schedule 13G filing day events
with a control sample of non-targeted firms based on year, exchange, industry (three-digit
SIC) and size (market value). The results are presented in Tables 3 and 4 for 13D and
13G filings, respectively.

Table 3 confirms evidence of robust short-term value creation during the pre-and the
post-filing periods for the Schedule 13D events while the control sample of non-targeted
firms does not present significant positive abnormal returns results during the same
period. Abnormal returns differences between the two samples are highly positive and
significant. Also, AVAR and volume for 13D filings are larger compared to the control
group.

Table 4 presents the results for the Schedule 13G events and for the control sample of
non-targeted firms. We find no evidence of short-term value creation for both samples
prior to the filing date and for the control sample after the filing date. AVAR and volume
for 13G filings are larger compared to the control group but the differences are significant
only in the (45, 0) window.

Figures 3 and 5 present the CAARs for the full sample of Schedule 13D and Schedule
13G firms, respectively, along with the control sample of non-targeted firms using the
market model for the (—45, 45) window, where ¢ = 0 is the filing date. Schedule 13D
targets experience positive CAARs while those for non-targeted firms remain close to
zero for the whole (—45, 45) window. Schedule 13G filings have positive CAARs starting
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five days prior to the filing date which remain higher than those of the control sample in
the post-filing period.

Figures 4 and 6 present the daily mean-adjusted abnormal volume for the full sample
of Schedule 13D and Schedule 13G firms, respectively, along with a control sample of
non-targeted firms. The daily mean-adjusted abnormal volume is positive and higher
from the beginning of the examined window for Schedule 13D and Schedule 13G events
when compared with the control sample of non-targeted firms until about ten days after
the filing date.

Figure 3 CAARs surrounding the initial filing — full sample (see online version for colours)

Cumulative Average Abnormal Returns
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e | 3] e Control sample

Notes: The y axis measures the CAARs in percent for Schedule 13D and a control sample
of non-targeted firms calculated using the market model for the period (—45, 45)
where ¢ = 0 is the filing date.

Figure 4 Daily mean-adjusted abnormal volume surrounding the initial filing — full sample
(see online version for colours)

Daily mean-adjusted abnormal volume
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Note: The y axis measures the daily mean-adjusted abnormal volume for Schedule 13D
and a control sample of non-targeted firms for the period (—45, 45) where £ =0 is
the filing date.
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Figure 5 CAARs surrounding the initial filing — full sample (see online version for colours)
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Note: The y axis measures the CAARs in percent for Schedule 13G and a control sample
of non-targeted firms calculated using the market model for the period (—45, 45)
where 7 = 0 is the filing date.

Figure 6 Daily mean-adjusted abnormal volume surrounding the initial filing — full sample
(see online version for colours)

Daily mean-adjusted abnormal volume
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-0.5
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Control sample

Note: The y axis measures the daily mean-adjusted abnormal volume for Schedule 13G
and a control sample of non-targeted firms for the period (—45, 45) where £ =0 is
the filing date.

4.2 Main event

Our results, from the previous section, indicate the existence of strong positive abnormal
returns, return volatility and volume during the pre-filing period of which abnormal
returns are significant only for Schedule 13D events. We surmise these findings are
indicative of the presence of insider trading in the market given the nature of the ‘activist’
13D intervention. However, there is no evidence of significant differences in abnormal
returns or abnormal volatility and volume between 13D and 13G targets in the post filing
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period. All the measures are positive and significant in this period albeit significantly
lower than the corresponding measures in the pre filing period for 13D targeted firms.
These findings are indicative of the presence of asymmetric information in the post filing
period, notably information associated with target firm insiders who are likely to have
better information than other investors in the market about how the firm will be affected
by the fund’s involvement. As we find no statistical difference between 13D and 13G
targeted firms in this period, we conjecture the information asymmetry reflects market
beliefs that 13D or 13G targets are undervalued firms. For example, Brav et al. (2008)
note that hedge funds typically target “value’ firms, with low market value relative to
book value. Of course, whether such firms are truly undervalued time will tell. Yet prices
cannot perfectly reflect the information which is available either because is too costly to
access (Grossman and Stiglitz, 1980) or because market participants find it too difficult to
interpret the information disclosed in the initial filings.

In answering the question, we posited at the start of the paper, the evidence so far
suggests that most gains appear to have been made before disclosure. While abnormal
returns continue to be positive on average after disclosure, caution needs to be exercised
as the immediate post filing returns may be noisy indicators as to where the stock of the
targeted firm is heading over the ensuing days or weeks. We turn next to investigate this
issue further. Specifically, we examine whether most of the gains in the targeted stock
occur before the date where the filer surpasses the 5% threshold and the obligation to
disclose the new holdings with the SEC is triggered, the main event date for our
purposes. Before the event date, hedge funds still build their stake and since our dataset
does not include ‘wolf packs’, the information about the new ownership is not available
to other market participants. After the event date the hedge fund must file a Schedule 13D
or 13G within 10 days. We restrict our dataset to events where the event date lags at least
one day from the filing date meaning that the new information could be publicly available
at least one day after the event date.

Table 5 presents the daily abnormal returns around the event date starting ten days
before and ending ten days after the event date for the Schedule 13D and Schedule 13G
filings for both the full sample (Panel A) and the ‘clean’ event sample (Panel B). The
results show the existence of positive abnormal returns for Schedule 13D filings starting
from day-5 for the market model, the Carhart and FF5 models. In contrast, the Schedule
13G filings present positive and statistically significant results about three and seven days
after the main event date, namely after the filer made the decision to acquire more than
5% of the stock.

We employ the same methodology as in the previous section to calculate CAARs,
SCAARs, AVAR and CAAYV using as ¢ = 0 as the event date. Table 6 presents the results
for the Schedule 13D and Schedule 13G filings using three different windows (—10, 0),
(-5, 0) and (-1, 0). The results show that Schedule 13D filings perform better in terms of
abnormal returns for all examined windows when compared to Schedule 13G filings
made by the same hedge funds prior the event date. Moreover, abnormal volume is
positive and statistically significant for both filing types with Schedule 13D filings
having higher abnormal volume than Schedule 13G filings. Differences between the two
groups of targeted firms are positive and statistically significant for every examined
measure and window.
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Daily abnormal returns around the event date

Table 5

*K[0AT}09dSAI TOAD] % | PUB %G ‘%0 U} J& 90UBOIJIUTIS [BO1SIILIS OJEIIPUI 4y s sy ‘5 "POIE[OIA SI POLIOd QINSO[OSIP ABP-UD) Y} SIOYM SJUIAD Y}
SuIpnjoXa SJULAd UL[D, A} 10J S)nsal sjuasaid ¢ [oued ojdures [[ny oy J0§ synsax oy sjussaid v [oued () [9pOW G 9y} Pue (7) [opow MeyIe)) oy ‘(1) [opour
jo5IeW Ay} Sursn sSUI HET AMNPAYIS PuUe (T T A[NPAYIS J0J d)ep JUIAD A} JoPe Pue 210Joq SAEp U} (YVV) SUWINJAI 3003s [euriouqe d5erone sjuosard ojqe) oy :Saj0N

$90°0 °0T0 101°0 6L1°0 890°0 *£61°0 9Te0 w0 18C°0 yS1°0 880°0 *#rC 0 01
S9T0 yiro YS1°0 LY1°0 010 €LT0 0100 #xEE0°0 €100 #x[EF°0 6100  %x96£0 6
80070 xxx76C 0 €000  #xx6CE°0 S10°0 #«x0LC°0 8100 #xx[E€°0 ¥10°0 #xx8PE0 S00°0  #xx#8E°0 8
990°0 *19C°0 6500 x£9C°0 £v0°0 %0620 100°0 *xxx 8070 1000 #*x60770 0000 xxxLPP°0 L
¥2s°0 LLOO— SIv'0 L6070~ 8¥¥'0 16070~ LOE0 0s1°0 S0T0 S81°0 9L0°0 *0rC0 9
9€8°0 ¥20°0 1180 820°0 L86°0 000~ 100°0 #xxS1F°0 000 #xx907°0 Y00°0  #xx8.6°0 S
¥60°0 #0610 810 SS1°0 0€1°0 SLT'0 LE00 #x 500 810°0 #x9LC°0 LO0'0  #xx£0£°0 4
6¢1°0 881°0 €51°0 8LT°0 $80°0 *CIC0 9100 wxxx [LC0 ¥10°0 #«xCLC0 LO0'0  %x%98C°0 €
SL90 9¢0°0 605°0 680°0 $€9°0 ¥90°0 0°0 #xL5C°0 8L0°0 *LCC0 €€0°0  xx£LC0 [4
L6T0 6v1°0 0€C°0 Lo o Lo 100°0 xxx 7080 0000 #xx2CS0 0000 #xx5CS0 I
¥SL0 080°0 ILLO SLOO 198°0 S¥0°0 000°0 xxxC6E] 0000 #xx6LET 0000 sxx#CET 0
LTS0 891°0— SSv°0 8610~ $9¢°0 6€C0~ 0¥0°0 %0070 8¥0°0 *ECH0 0L0°0 9860 -
8¥°0 6v1°0 860 1440 129°0 S01°0 [q0X(] *xC89°0 1100 *%$89°0 6000  %xx90L°0 «
LL6'0 S00°0 €960 600°0 126°0 81070~ €10°0 *x80£°0 020°0 %8960 9100 %x98£°0 €
L19°0 101°0 6¥5°0 o 1¥9°0 $60°0 0200 *xC09°0 LT0°0 *xC99°0 €000 xx#L9°0 =
€750 L8070 6€5°0 ¥80°0 1590 190°0 €00°0 *xxx899°0 2000  #xx589°0 2000 #xx00L70 S
€L6°0 90070~ 666°0 000°0 T80 0¥0°0— ¥89°0 ¥60°0 890 $60°0 608°0 §S0°0 9-
668°0 81070~ 968°0 8100 S6L°0 9¢0°0 911’0 00€°0 980°0 *LCE0 S01°0 yIe0 L=
956°0 80070~ 1€6°0 cloo 6160 ¥10°0 ¥¥9°0 ¥80°0 989°0 ¥L0°0 9¢s0 SI1°0 8~
£€60°0 *L61°0— 160°0 *961°0— L60°0 0610~ 08%°0 011°0— 9€¢°0 ¥60°0— TeL’o S0°0— 6~
0¥y 8S1°0— ¥8€°0 LLT'0— $6€°0 CLT0- ¥91°0 £€€°0 10T°0 90¢°0 w0 6¥¢°0 01—
anppa-d % YV ompa-d 95 YV anppa-d % VY anjpa-d % YV anpa-d o5 YV ompa-d 95 YV 2I0p JuaAl =}
© @ (0 (€ @ (1
DEI 21Mpays§ agl ampaydss

SIUDAD []D — 2IDP JUDAL 1 [2UDF




Hedge fund activism and short-term value creation prior to the initial filing 299

Abnormal returns, return volatility and volume of Schedule 13D filings, Schedule
13G filings and their difference

Table 6
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Abnormal returns, return volatility and volume of Schedule 13D filings, Schedule

13G filings and their difference (continued)

Table 6
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Daily abnormal returns around the event date

Table 7
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Daily abnormal returns around the event date (continued)
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Abnormal returns, return volatility and volume of Schedule 13D filings, a control

sample and their difference

Table 8
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Abnormal returns, return volatility and volume of Schedule 13D filings, a control

sample and their difference (continued)

Table 8
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Table 7 reports daily abnormal returns around the event (¢ = 0) date starting ten days
before and ending ten days after the event date for the Schedule 13D and a control sample
of non-targeted firms for both the full sample (Panel A) and the ‘clean’ events sample
(Panel B). Similar to Table 5, the results in Table 7 show the existence of positive
abnormal returns for Schedule 13D filings starting from day-7 for the market model and
the Carhart model while the control group of firms does not present significant abnormal
returns.

Table 8 provides a comparison of cumulative results between the Schedule 13D
filings and the control group of non-targeted firms. CAARs, SCAARs and CAAVs for
the control sample are close to zero and statistically insignificant. Notably, the
differences between the Schedule 13D filings and the control group of firms are highly
positive and statistically significant confirming short-term value creation prior to the
event date.

We then compare the Schedule 13G filings with a control group of non-targeted
firms. The daily abnormal returns are presented in Table 9 where the results are mixed for
the full sample and the ‘clean’ sample of Schedule 13G targeted firms with some
evidence of positive abnormal returns close to the filing date mainly for 13G firms.

In Table 10, we provide a comparison between the Schedule 13G filings and the
control group of non-targeted firms cumulative results. We find that Schedule 13G filings
and target firms have slightly negative CAARs and SCAARs which are statistically
significant in the (—10, 0) window. AVAR and volume are significantly greater for 13G
firms.

A question that arises is whether the abnormal returns and high level of turnover that
we observe prior to the main (trigger) event date are indeed created by hedge fund
activists’ exploiting private information rather than recognising these firms are already
special and hence attract considerable investor interest.!”> To address this question, we
follow Wong (2020) by asking the same question, namely, whether ‘many investors
would independently and spontaneously decide to accumulate shares in the target firms
on the same day.” To do so we calculate the total trading volume for the 60-day window
around the trigger event date for both the 640 Schedule 13D and 1,011 Schedule 13G
filings. The total turnover is calculated for each campaign day and is presented as a
percentage of normal trading volume as follows:

VOl,',t
AVg (VOli,,,lzo...VOIi’,,éo )

Turnover =

®)

where the normal trading volume is calculated using the average trading volume from
day-120 to day-60 prior the event date. If the ratio equals one, we conclude there is no
abnormal turnover on that date. As shown in Figures 7 and 8, the turnover on the event
date is about 673% and 525% for Schedule 13D and Schedule 13G filings, respectively.
As Wong (2020) notes “since the trigger date is not publicly observable until the 13D [or
13G] is filed, the high level of turnover cannot be a public reaction to the activist’s
campaign”. Note that the endogeneity concern in Wong’s (2020) study is that ‘pack
members are merely joining campaigns that are more likely to be successful, rather than
causing such success’. Our dataset does not contain ‘wolf pack’ Schedule 13D filings
albeit we cannot exclude the possibility that wolf packs may be formed informally.
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Daily abnormal returns around the event date

Table 9
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Daily abnormal returns around the event date (continued)

Table 9
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Abnormal returns, return volatility and volume of Schedule 13G filings, a control

sample and their difference

Table 10
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Abnormal returns, return volatility and volume of Schedule 13G filings, a control

sample and their difference (continued)

Table 10
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Prior year abnormal returns, return volatility and volume of Schedule 13D and

Schedule 13G filings

Table 11
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Prior year abnormal returns, return volatility and volume of Schedule 13D and

Schedule 13G filings (continued)

Table 11
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Abnormal returns, return volatility and volume of Schedule 13D filings, a control

sample of Schedule 13G filings and their difference

Table 12
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Abnormal returns, return volatility and volume of Schedule 13D filings, a control

sample of Schedule 13G filings and their difference (continued)

Table 12
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Abnormal returns, return volatility and volume of Schedule 13D filings, a control

sample of Schedule 13G filings and their difference
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Abnormal returns, return volatility and volume of Schedule 13D filings, a control

sample of Schedule 13G filings and their difference (continued)

Table 13
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Figure 7 Total turnover around the main event date: the y axis measures the daily share turnover
for the (=30, +30) window around the event date for the full sample of Schedule 13D
events (see online version for colours)
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Figure 8 Total turnover around the main event date: the y axis measures the daily share turnover
for the (30, +30) window around the event date for the full sample of Schedule 13G
events (see online version for colours)
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4.3 Robustness analysis — seasonality effects

In this section, we examine whether our findings may be driven by seasonality. In
particular, we examine whether average measures during the 45-trading day disclosure
period differ from average measures during the same calendar window in the year prior to
the filing date. We therefore use the same methodology and calculate abnormal returns,
return volatility and volume for the same time period of the previous year. There are 618
Schedule 13D filings and 930 Schedule 13G filings that have non-missing values for the
hypothesised estimation and event period of the previous year. Results are presented in
Table 11 and show that both Schedule 13D (Panel A) and 13G filings (Panel B) have
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negative abnormal return and volume for the same calendar window in the year prior to
the filing date. Schedule 13D filings have a negative (—1.5%) and statistically significant
CAAR at the 10% level during the previous year 45-trading day window.

4.4 Robustness analysis — coarsened exact matching for Schedule 13G filings

We turn next to perform another robustness test. We hold the Schedule 13D filings as the
main sample and create a control sample of Schedule 13G filings with similar
characteristics using the same criteria as in Brav et al. (2018) to do the matching. In
particular, the control sample of Schedule 13G filings is formed by using the coarsened
exact matching method and matching each event firm to a Schedule 13D event from the
same year and the same industry (two-digit SIC) with the nearest neighbour, where the
coarsened exact matching is estimated using (log) firm size, market-to-book ratio, return
on assets (ROA) measured at 7 — 1, and the change in the target firm ROA measured
between years ¢ — 3 and ¢ — 1. The Market, Carhart and FF5 models are used to calculate
abnormal returns. We perform the robustness test for both the filing and the event date.
Results are presented in Tables 12 and 13 and our findings are similar to our main
findings. In particular, CAARs, SCAARs, AVARs and CAAVs are much higher and
statistically significant for both the full sample and ‘clean’ subsample of Schedule 13D
filings when compared to Schedule 13G filings, for all the examined models.

5 Conclusions

In this paper, we exploit a hand-collected dataset of hedge fund interventions to test
short-term value creation. The novelty of our approach is that it separates gains arising
from insider trading vis-a-vis those generated more broadly by information asymmetry.
We examine both Schedule 13D and Schedule 13G filings made by the same hedge
funds. We find robust, strong and consistent evidence of positive short-term value
creation prior to the filing date and more precisely prior to the event date that the fund
surpasses the 5% threshold but only for Schedule 13D filings. In particular, Schedule
13D filings present positive and statistically significant CAARSs, SCAARs and CAAV at
the (45, 0) window from the filing date and the (10, 0), (-5, 0) and (-1, 0) windows
from the event date while AVAR is much greater than one for all the examined windows.
Schedule 13D and Schedule 13G filings generate positive abnormal returns in the post
filing period which are not statistically different. The latter finding is not surprising since
our research design evaluates both 13D and 13G filings on a level playing field. On the
other hand, there is no evidence of short-term value creation prior to the filing date for
Schedule 13G firms. We find no evidence of abnormal returns for a control sample of
similar albeit non-targeted firms across all evaluation windows. Further robustness tests
indicate that our findings are not driven by seasonal effects.

The paper’s main implication is that hedge funds hold valuable information for their
‘active’ targets prior to the initial filing even when no plans or proposals are stated which
is reflected into the firm’s abnormal returns, return volatility and volume. Both 13D and
13G targeted firms present abnormal returns in the post filing period which are
significantly lower than the 13D returns prior to the filing date. The implication of this
finding is that investors need to exercise caution in moving quickly into a stock
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immediately after a 13D filing since most gains appear to have been made before
disclosure. Contrary to some evidence in the literature, our findings suggest that there are
no significant short-term gains for Schedule 13G filings during the stock building period.
Our findings are also consistent with recently proposed changes by the SEC to reduce
information asymmetries, and accelerate the filing deadlines for Schedules 13D
beneficial ownership reports.
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Notes

1 We do not suggest that activist hedge funds engage in unlawful insider trading since, tender
offers aside, trading on the basis of material; non-public information alone does not violate US
law. All we are saying is that activist firms have the potential to exploit material, non-public
information around the time they buy a significant block of stock of the target company, and
as such their activities may be deemed ‘insider trading’.
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See https://www.sec.gov/news/press-release/2022-22. As stated by SEC Chair Gary Gensler
“These amendments would update our reporting requirements for modern markets, reduce
information asymmetries, and address the timeliness of Schedule 13D and 13G filings.
Investors currently can withhold market moving information from other shareholders for 10
days after crossing the 5% threshold before filing a Schedule 13D, which creates an
information asymmetry between these investors and other shareholders. The filing of Schedule
13D can have a material impact on a company’s share price, so it is important that
shareholders get that information sooner. The proposed amendments also would clarify when
and how certain derivatives acquired with control intent count towards the 5% threshold,
clarify group formation, and create related exemptions”.

To the extent that hedge funds are perceived as informed traders who have strong incentives to
gather costly information about the target’s fundamental value, their intervention may be
viewed as enhancing rather than destructing market efficiency, in the sense that prices are
more likely to reflect fundamental value rather than short term earnings (see Edmans, 2009).

General rules and regulations, Securities Exchange Act of 1934, § 240.13d-102.

The ‘reporting persons’ are stated in the ‘item 2’ section (‘identity and background’) of the
Schedule 13D filing.

Form ADV is the uniform form used by investment advisers to register with both the SEC and
state securities authorities.

Some advisers that are exempt from registration file reports as an exempt reporting adviser.
Information provided to ADV forms must be updated periodically.

The available types of clients are:
individuals (other than high net worth individuals)
high net worth individuals
banking or thrift institutions

a

b

c

d investment companies

e Dbusiness development companies
f

pooled investment vehicles (other than investment companies and business development
companies)

g pension and profit sharing plans (but not the plan participants or government pension
plans)

h charitable organisations
i state or municipal government entities (including government pension plans)

j  Other investment advisers

k insurance companies

1 sovereign wealth funds and foreign official institutions

m corporations or other businesses not listed above
other.

SIC code 6,000 to 6,999.

The Williams Act suggests that the filing must be made ‘within ten days’ after surpassing the
5% threshold. However, it is not stated whether it refers to calendar or trading days. In our
analysis, we use the straightforward reading of the Act defining the term ‘day’ as a one
calendar day.

60 calendar days.
We would like to thank an anonymous referee for making this suggestion.



