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Activist Investors Latest Target: Alphabet 

Our Conclusion 

A wave of layoffs has been hitting Silicon Valley in recent weeks, with Meta 
and Amazon the latest of the big tech names to join the trend. So far, 
Alphabet has managed to avoid cutting headcount, but a recent letter by 
activist investor TCI might be the catalyst for change, as TCI called on 
Alphabet to emulate headcount cuts introduced by its competitors and to 
normalize workforce salaries to the levels of its peers. In its letter, TCI also 
referenced conversations with former Google executives who suggest that 
the company could be operated much more effectively with significantly 
fewer employees.   

Key Points 

In late October, Altimeter Capital’s Brad Gerstner wrote an open letter to 
Meta management, calling for a headcount reduction by as much as 20%. 
Gerstner wrote in the letter: “In short, Meta needs to get fit and focused.” 
While Meta did not explicitly respond to the letter, only two weeks later the 
company announced its biggest layoff in history, cutting 11% of its workforce. 
A war for talent over the last decade amongst the ranks of big tech has 
resulted in high salaries and excessive hoarding of talent. It has been long 
speculated that one of the reasons for talent hoarding through high-paying 
salaries is to deter talented engineers from starting their own ventures, also 
known as the blockers strategy. Today we are seeing the downside of that 
strategy with much of that talent now back on the market as cost control is 
back in focus.  

Last week, Christopher Hohn from London-based TCI wrote a similar letter to 
Alphabet, urging it to reduce its excessive headcount while also calling out 
that staff at Google and YouTube are significantly overpaid. The letter 
pointed out that last year’s median compensation for an Alphabet employee 
was $296K according to filings with the SEC; 67% higher than the Microsoft 
median and 153% higher than the 20 largest technology companies in the 
U.S. according to data by S&P Global. Hohn’s letter also calls on Alphabet to 
scale back at least half of the annual losses incurred by its “Other Bets” 
business segment which takes on high-risk, speculative projects and has 
made $3B in revenues but generated $20B in operating losses over the last 
five years. 

Well paid, excess headcount is likely reducing returns on shareholder 
invested capital, with the marginal employee contributing minimally to top-
line growth and innovation. Time will tell just how lean big tech companies 
can get without impacting the pace of innovation, but former Google 
executives reportedly seem to believe that these companies can operate just 
as effectively with significantly fewer employees.  
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Headcount Growth Over The Years 
Alphabet (GOOG) has seen significant growth in headcount in recent years, going from 72K 
employees in F16 to 156.6K in F21, a total increase of 117%. While that may seem like a 
significant step up in headcount, it is worth noting that revenue has grown 187% over the 
same period. Given Alphabet’s scale, concerned shareholders are likely taking the view that 
headcount, and with it payroll expenses, should not be increasing at even close to the pace 
of revenue growth. Further, recent quarterly results at GOOG have been negatively impacted 
by a slowdown in advertising spending, and cutting headcount is a tried and true strategy to 
protect or improve operating margins.     

Exhibit 1: Alphabet - Revenue And Headcount Growth, F17-F21 

 

Source: Company reports and CIBC World Markets Inc. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Calling For Cuts – Bits & Bytes Weekly - November 24, 2022 
 

3 
 

 

News Impacting Our Coverage 
 
Converge Announces Strategic Review To Unlock Shareholder Value 

Converge announced the creation of a special committee to evaluate strategic alternatives in 
response to expressions of interest that it has received. We see private equity as the most 
likely buyer, given its ability to fund Converge’s M&A strategy at an attractive cost of capital. 
However, we see valuation as a potential sticking point. A valuation in line with hardware 
VAR peers would lead to a value of ~$7/share. However, this implies the completion of the 
integration of the +$1B in gross revenue acquired YTD (done at an average of multiple of 
5.2x) and comfort with Converge’s ability to navigate the uncertain demand environment. We 
retain our Neutral rating and $7.00 price target as we await more details on the strategic 
process. Link To Note 

A Deeper Look At Constellation’s Altera 

We believe that the acquisition of Allscripts Hospitals and Large Physician Practice 
(rebranded Altera) is on strategy. While we see the business as mature, it adds significant 
scale to Constellation’s U.S. Healthcare business, with Altera being the third-largest 
electronic medical records provider in the U.S. We see opportunities for Constellation to use 
its traditional playbook to stabilize the maintenance base of the business while optimizing 
operating expenses to improve margins and free cash flow. We expect Constellation to 
disclose Altera’s results separately for the next few quarters and will be watching the margin 
and FCF improvement closely. We reiterate our Outperformer rating and $2,300 price target. 
Link To Note 
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Exhibit 2: CIBC Software/Services – Coverage Performance, 11/24/2021 - 11/24/2022 

 

 

Source: FactSet and CIBC World Markets Inc. 
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Exhibit 3: Software Stocks – Return Performance (%), 11/24/2021 - 11/24/2022 

 

Source: FactSet and CIBC World Markets Inc. 
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Exhibit 4: Business Services Stocks – Return Performance (%), 11/24/2021 - 11/24/2022 

 

 

Source: FactSet and CIBC World Markets Inc. 

 

 

 

 

 

 

 

 

 

 

 

 

 



Calling For Cuts – Bits & Bytes Weekly - November 24, 2022 
 

7 
 

 

Exhibit 5: Software Stocks – Comp Table, 2021 - 2023E 

 

 

Source: FactSet and CIBC World Markets Inc. 
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Exhibit 6: Business Services Stocks – Comp Table, 2021 - 2023E 
 

 

Source: FactSet and CIBC World Markets Inc. 
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Exhibit 7: SaaS Stocks – Comp Table, 2021 - 2023E 

 

 

Source: Company reports, FactSet and CIBC World Markets Inc. 
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Ratings Distribution*: CIBC World Markets Inc. Coverage Universe 
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