
 1 

 

 

 

 

 

 

 

 

ERASMUS UNIVERSITY ROTTERDAM 

Erasmus School of Economics 

Master Thesis Economics and Business: Financial Economics 

 

Managerial entrenchment and acquirer returns 
A study on the impact of anti-takeover provisions on acquirer returns in an EU setting 

 

Author: 

W.F. van Everdingen | 545601 

 

Supervisor:        Co-reader: 

Prof. Dr. S. Gryglewicz        S. Mayer, PhD (c) 

 

March 23, 2021 

 

Abstract 

 

This thesis studies the impact of anti-takeover provisions on shareholder wealth by measuring acquirer 

returns around acquisition announcements. For this purpose, a unique dataset consisting of 789 EU 

acquisitions completed between 2009 and 2019 is used. The empirical findings suggest that there is no 

significant relationship between anti-takeover provisions and acquirer returns in the EU. Also, the 

results indicate that there is no significant difference in the relationship between anti-takeover 

provisions and acquirer returns, in both market-orientated (UK) and large-shareholder orientated 

(Continental EU) settings. Moreover, this study examines mechanisms that potentially drive the 

relationship between anti-takeover provisions and acquirer returns. The results show that differences in 

the method of payment and target organizational status do not explain differences in acquirer returns 

for firms with entrenched and non-entrenched management. Lastly, this study finds that governance 

mechanisms such as effective board monitoring, industry competition and CEO equity incentives are 

not able to mitigate misbehaviour by entrenched managers.   
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1. Introduction 

Over the last decade, and especially last year, there has been a substantial increase in the 

globalization of investors.1 Small retail investors are becoming increasingly a fundamental part 

of the capital markets, and with it, the cry for well-functioning governance mechanisms rises. 

The importance of corporate governance mechanisms has been widely recognized over the last 

decades, being regarded as a vital part of the power-sharing relationship between managers and 

shareholders, ensuring efficient decision making and resolving agency conflicts.  A popular 

area of study for scholars has been the impact of corporate governance mechanisms on 

shareholder and firm value. It is commonly accepted that high quality of corporate governance 

leads to higher firm value (Gompers et al., 2003; Cremers and Nair, 2005). However, it is still 

open for debate whether all mechanisms contribute to enhancing shareholder rights and firm 

value, or that there are also certain downsides tied to some of the dimensions.  

 

The functioning of the market for corporate control is a key aspect of this discussion. The 

market for corporate control serves as a disciplinary mechanism to limit value-destroying 

behaviour, by exposing self-interested managers to disciplinary acquisitions (Jensen and 

Ruback, 1983; Humphery-Jenner, 2012).2 However, the effectiveness of the market for 

corporate control depends on certain mechanisms installed by firms to prevent itself from being 

taken over, often referred to as anti-takeover provisions (ATPs).3  

 

Despite the extensive research done on ATPs over the years, the provisions have been a subject 

of controversy among practitioners and researchers. Proponents such as DeAngelo and Rice 

(1983) suggest that ATPs increase the bargaining power of managers in takeover processes, 

resulting in a higher premium paid to the firms’ shareholders. In more recent literature ATPs 

are linked to decreasing managerial risk aversion and therefore having a positive impact on 

firm value (Humphery-Jenner, 2014; Bhojraj, Sengupta, and Zhang, 2017; Malhotra et al., 

2020). Linked to this effect is the managerial myopia view. This view suggests that ATPs lower 

managers focus on short-term profits and increase their long-term view since they face less 

threat of takeovers (Ruback, 1987).  

 

 

1 Nowadays, Retail investors make up 20% of US equity trades, twice the size of last year. See: 

https://www.ft.com/content/ddc4630c-c27c-47e6-b13e-1e036d16b0f9  
2 This study defines “value-destroying behaviour and/or acquisitions” as actions that are detrimental to 

maximizing shareholder value.  
3 Ruback (1987) defines ATPs as: “all actions by managers to resist having their firms acquired”. 

https://www.ft.com/content/ddc4630c-c27c-47e6-b13e-1e036d16b0f9
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Contrarily, the majority of former studies argue that the costs of ATPs outweigh the benefits, 

and that ATPs are detrimental to shareholder wealth. One popular argument is that from an 

agency perspective, ATPs lead to insulation from the market for corporate control and 

subsequently to managerial entrenchment. Managerial entrenchment is described as the extent 

to which incumbent managers fail to be exposed to disciplining control and corporate 

governance mechanisms, such as board monitoring and the threat of takeover or dismissal 

(Berger et al., 2012). Hence, the ATPs are adopted by the managers for the wrong reasons, 

namely to gain personal benefits and keep their level of control within the firm. By constructing 

certain entrenchment indices, studies have found that managerial entrenchment caused by 

ATPs leads to lower shareholder wealth and lower long-run stock returns (Gompers et al., 2003; 

Bebchuk et al., 2009). This study is dedicated to a possible explanation for the proposed 

negative relationship between entrenched management and shareholder value, namely value-

destroying acquisitions.  

 

Acquisitions are a popular tool for managers to abuse their power, putting their search for utility 

maximization above that of maximizing shareholder value (Mueller, 1969). Therefore, it is 

interesting to determine whether managers who are facing less pressure from the market for 

corporate control, undertake also worse acquisitions, compared to their counterparts who do 

not have ATPs installed that can protect themselves in a potential hostile bid. By using the 

entrenchment index (E-index) introduced by Bebchuk et al. (2009), this study studies the 

impact of ATPs on shareholder wealth effects following acquisition announcements.  

 

During recent years, the body of literature dedicated to examining the relationship between 

ATPs and acquirer returns is limited. 4 Although the overall consensus is that ATPs harm bidder 

returns, there are still a number of areas untouched. This study will seek to address these gaps 

and pursue to fill these by means of further examining the relationship between the level of 

ATPs employed and the shareholder reaction to acquisition announcements by the acquiring 

firm. Therefore, the contribution of this research is based on the following research question: 

To what extent do managers who are facing less pressure from the market for corporate control 

undertake worse acquisitions? 

 

 

4 See Masulis et al. (2007), Humphery-Jenner and Powell (2011), Harford et al. (2012) and Humphery-Jenner 

(2014). 
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This study makes several contributions to previous findings. Firstly, it complements the 

research on the relationship between ATPs and bidder returns (Masulis et al., 2007; Humphery-

Jenner and Powell, 2011; Harford et al., 2012; Humphery-Jenner, 2014).5 Secondly and most 

importantly, the samples used for these previous studies consisted mostly of US firms.6 A major 

drawback of using a sample of deals covering just one country is the inability to study the effect 

of ATPs on bidder returns with different ownership structures, corporate laws, corporate 

governance rules, market conditions, and securities regulations. Therefore, this study will be a 

first in analyzing the relationship between bidder returns and ATPs in a European context, 

allowing for institutional differences. Thirdly, although the relatively small amount of relating 

literature points towards a negative relationship between ATPs and bidder returns, it remains 

still largely open for debate how these entrenched managers destroy value in their acquisitions. 

In forming a possible explanation for this, this study builds on a well-known work by Fuller et 

al. (2002) who discuss the issue of target selection by managers. Specifically, this study 

analyzes the types of acquisitions entrenched managers undertake, with respect to the method 

of payment used and the targets organizational status. Finally, scholars have proposed a wide 

variety of governance mechanisms that mitigate agency conflicts, such as an efficient board of 

directors and equity-based pay. This study will determine whether these governance 

mechanisms are also effective in mitigating the problem of value-destroying acquisitions by 

entrenched managers.  

 

This paper uses a hand-collected data set consisting of 789 deals completed between 

01/01/2009 and 01/01/2019 by EU acquirers, to form an answer to the research question and 

accompanying hypotheses. Answers are constructed using event study methodology and an 

OLS regression design. Specifically, the entrenchment index introduced by Bebchuk et al. 

(2009) is regressed on the acquirers 5-day cumulative abnormal return following acquisition 

announcements.   

 

This study presents the following findings. First, the results indicate that there exists no 

relationship between ATPs and acquirer returns in the EU. Second, there is no statistical 

difference between shareholders reaction towards acquisitions performed by an entrenched 

management in a market orientated or large shareholder orientated institutional setting. Third, 

the method of payment and target organizational status have no explanatory power for 

 

5 In existing literature, both “acquirer returns” and “bidder returns” are used synonymously. 
6 With the exception of Humphery-Jenner and Powell (2011), who studied the Australian market. 



 7 

differences in returns for entrenched and non-entrenched firms. Fourth, governance 

mechanisms such as board monitoring, industry competition and CEO equity incentives are not 

able to mitigate value-destroying behavior by entrenched managers.   

 

The remainder of this paper is structured as follows. Section 2 covers the relevant literature in 

terms of theories and empirical evidence, as well as the introduction of the different hypotheses. 

Section 3 outlines the data collection procedures and discusses the details of the research 

methodology. The empirical results will be presented and discussed in section 4. Finally, 

section 5 includes a summary of the results and concludes the paper, as well as discussing the 

respective limitations and recommendations of this research.  

2. Literature Review & Hypothesis Development 

Before the 1980s, there was not a lot of investor activism and the degree of takeover threats 

from hostile takeovers or proxy fights was minor. As a result, there was a relatively 

shareholder-friendly climate within firms. This equilibrium was disturbed when the junk bond 

market began to rise, which enabled hostile takeovers for even the largest public firms. 

Subsequently, managers began implementing ATPs to be able to fend off these hostile bids 

(Gompers et al., 2003). After the 1980s there was a sharp increase in the adoption of golden 

parachutes, staggered terms of board directors and provisions which limited the ability of 

shareholders to meet or act (Gompers et al., 2003). These tools for resistance lead to a 

substantial increase in expected costs for potential acquirers and significantly reduce the 

probability of a successful takeover. Firstly, because the process is severely delayed and 

therefore more time-consuming. Secondly, due to higher expenses such as legal fees. Both 

factors lower the incentive for interested acquirers to launch a bid. The effectiveness of ATPs 

is underlined in several empirical studies. Field and Karpoff (2002) present convincing 

evidence that the presence of an ATP leads to a lower likelihood of a subsequent acquisition. 

Furthermore, the implementation of a staggered board, a type of ATP, almost doubles the 

probability of a target remaining independent and halves the probability that a first bid is 

successful (Bebchuk et al., 2002).7   

 

7 A staggered board is a corporate governance structure that prevents the annual election of board members. 
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2.1 Managerial entrenchment 

ATPs are used to oppose hostile change-in-control bids but can also be used by incumbent 

managers to safeguard their position within the firm. A hostile takeover leads in almost all 

cases in the replacement of the management. Hence, the incumbent management has a clear 

incentive to oppose hostile takeovers, due to the loss of power and prestige from losing their 

positions. By adopting these ATPs, the management becomes insulated from disciplinary 

governance mechanisms. In other words, ATPs cause managerial entrenchment. This study 

mainly focuses on the use of ATPs as a tool for managerial entrenchment and its implications 

on the acquisition behaviour of managers. To understand this, the interaction between agency 

conflicts and the market for corporate control is discussed and what the impact of ATPs are on 

these mechanisms.  

2.1.1 Empire Building 

Jensen and Meckling (1976) were first to define the concept of an “agency relationship” as a 

contract under which a person (principal) authorizes a representative (agent) to act on their 

behalf. If there is a misalignment of interest between the two parties, which can be expected if 

both are utility maximizers, agency conflicts arise. Asymmetric information and the separation 

of control are the main causes of this phenomena. In the respective literature covering agency 

conflicts, acquisitions are an important topic of debate.  

 

There are several theories concerning motivations for acquisitions. The two most prominent 

are the efficiency theory and the empire-building theory. The efficiency theory claims that 

acquisitions are made in order to achieve synergies (Trautwein, 1990). Over the years, this 

theory has received serious critique. Event studies conducted show that there is, in general, a 

positive market reaction following mergers, but these gains can be mainly attributed to target 

shareholders (Jensen and Ruback, 1983, Ravenschaft and Scherer, 1989).8 Studies focused on 

firm performance data find even more negative results, showing that more than half of the US 

takeovers did not end up in creating the anticipated synergies (Porter, 1987). Hence, these 

studies all point in the direction that there are other forces that drive acquisition decisions, than 

just the prospect of synergies.   

 

 

8 Moeller et al. (2003) even find substantial negative abnormal returns on the acquisition announcement date for 

acquiring firms.  
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A lot of attention has recently focused on empire-building as a harmful action against 

shareholder wealth. Mueller (1969) introduces the empire-building theory as a key explanation 

for takeovers. This theory suggests that acquisitions are initiated by self-interested managers 

who put their own search for utility maximization above value creation for shareholders. 

Rhoades (1983) adds to this thought by comparing merger waves in the 1960s with mergers 

around the turn of the century, showing that gaining power is a larger force behind CEO’s 

actions than maximizing profit. Linked to the empire-building hypothesis, Black (1988) and 

Morck, Shleifer and Vishny (1988) discuss the overpayment hypothesis, claiming that 

managers tend to overpay for acquisitions, which in turn results in reduced shareholder value. 

They argue that the reason for this is twofold. First, managerial hubris described by Roll (1986) 

causes managers to overestimate their own ability to successfully run the combined firm and 

reap the expected synergies. Secondly, similarly to the empire-building theory, this hypothesis 

argues that managers generally overpay due to a misalignment between the interests of 

managers and shareholders. As a result, personal objectives instead of maximization of 

shareholder value leads to managers willing to pay higher amounts for targets than the targets 

are worth to the bidding firms’ shareholders.9  

 

There are several motives for managers to engage in empire-building through value-destroying 

acquisitions, leading to agency conflicts. Firstly, Amihud and Lev (1981) present evidence for 

the belief that managers undertake conglomerate mergers to lower their undiversifiable 

employment risk. These actions are damaging for shareholders since they prefer to use portfolio 

diversification in the capital markets to achieve their optimal level of risk.  

 

Secondly, the degree of financial compensation can be a big driver for management to engage 

in empire-building behaviour. Harford and Li (2007) argue that, except in the best-governed 

firms, the pay received by CEO’s post-merger is mostly insensitive to the actual performance 

of that specific merger and even increases post-merger. Under or overperformance of the 

merged firm does not alter this finding. Hence, there are no financial consequences for 

management if the deal turns out to be unprofitable. Grinstein and Hribar (2004) provide 

similar evidence, claiming that CEOs who have more managerial power receive higher M&A 

bonuses and that there exists a direct link between CEO compensation and CEO power.  

 

 

9 See You et al. (1986), Amihud and Lev (1981) and Walsh (1998). 
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Furthermore, Shleifer and Vishny (1988) describe another motive for managers to undertake 

value-destroying acquisitions. They suggest that managers have an incentive to acquire certain 

manager-specific assets that are complementary to their skills, although from a shareholder 

perspective these assets are undesirable. As a result, the manager is more entrenched, and it 

becomes more difficult for shareholders to replace him/her. Also, the added value they have 

created towards shareholders results in a better position to demand higher compensation or 

other perquisites. Haleblian and Finkelstein (1993) add to this that managers could be 

especially focused on increasing the size of the business through acquisitions, to improve their 

managerial position and gain CEO power.  

 

There are several factors that, when present within a firm, trigger empire-building behaviour 

by managers. Jensen (1986) suggests that unused borrowing power and large free cash flows 

increase unwanted behaviour.10 This stimulates managers to undertake acquisitions with 

negative net present values instead of distributing the excess cash flow to its shareholders. 

Another trigger is the absence of the requirement to disclose earnings. Hope and Thomas 

(2008) find, in line with the agency theory, that non disclosing firms experience a higher degree 

of foreign sales expansion in combination with lower profit margins and lower firm value.   

2.1.2 Market for corporate control 

Over the years, the role of corporate governance mechanisms to limit principal-agent problems, 

such as empire-building, has been an interesting topic of debate. Traditional literature discusses 

both internal mechanisms: managerial compensation, presence of large block holders, leverage 

and the board of directors, and external mechanisms: the market for managerial talent, the 

market for products and services, and the market for corporate control (Fama, 1980; Fama and 

Jensen, 1983; Jensen, 1986). Traditionally, the board of directors and the presence of large 

block holders are seen as the primary internal governance mechanisms, while the market for 

corporate control is regarded as the primary external mechanism (Cremers and Nair, 2005). 

This study discusses most of these mechanisms to some extent but puts its emphasis on the 

function and efficiency of the market for corporate control.  

 

The market for corporate control serves as a disciplinary mechanism to limit shareholder value-

destroying behaviour by exposing self-interested managers to disciplinary takeovers 

 

10 Lehner (1990) finds supporting evidence for this belief.  
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(Humphery-Jenner, 2012). From a theoretical standpoint, Marris (1963) and Manne (1965) 

were first to discuss the incentives for outside parties to acquire firms governed by managers 

that deviate from profit maximization behaviour. Both suggested that acquisitions are a useful 

check on managerial performance. In a later stage, Jensen and Ruback (1983) and Jensen 

(1986) specifically addressed the role of unprofitable acquisitions as bad behaviour by 

managers and highlighted the important role of the market for corporate control to combat these 

specific actions.  

 

Jensen and Ruback (1983) described the market for corporate control as: “an arena in which 

managerial teams compete for the rights to manage undervalued corporate resources”. This 

view is heavily intertwined with the agency theory. As discussed, the agency theory expects 

that managers engage in self-interested behaviour, such as favouring short-term investments, 

engage in exorbitant spending for personal benefit and focus solely on strengthening and 

securing their position within the firm (Jensen and Smith, 2000). As a result, the value of the 

firm in the market diminishes and therefore the value to its shareholders. The market for 

corporate control poses a solution to this opportunistic value-destroying behaviour, since the 

dysfunctional management can be replaced following a hostile change in control situation 

(Varian, 1988).    

 

Over the years a number of studies have found empirical evidence for the market for corporate 

control. Lehn et al. (1990) performed a study whether takeover targets had a history of 

performing worse acquisitions compared to firms that were not targeted. In other words, can 

you distinguish takeover targets by the profitability of their previous acquisitions? In order to 

form an answer, the stock price returns following acquisitions of firms that in a later stage 

received hostile bids were examined. The findings suggest that firms who performed equity 

value reducing acquisitions the most have a higher likelihood of later being taken over.11 These 

findings are also presented in more recent studies by Offenberg (2009) and Humphery-Jenner 

and Powell (2017). Offenberg (2009) provides evidence that even large, dominant US firms 

who engage in “bad acquisitions”, are affected by the disciplining force of the market for 

corporate control. Humphery-Jenner and Powell (2017) find in their sample consisting of 

Australian firms, that the market for corporate control is a useful tool to assert managerial 

performance.  

 

11 This is in line with evidence presented by Morck et al. (1989). 
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2.1.3 ATPs 

The focal point of this study is the impact of ATPs on the market for corporate control. Theory 

argues that shareholders lose when there are public announcements concerning the adoption of 

ATPs (Jarrel and Poulsen, 1987). For instance, when a provision is implemented which requires 

that boards can only be changed with more than 50 per cent of the votes.12 One major reason 

for these negative announcement returns on the implementation of ATPs is the insulation 

caused among managers from disciplinary acquisitions, facilitating them to engage in empire 

building (Bates et al., 2008). As discussed, this is particularly harmful, since disciplinary 

takeovers are an important instrument of the market for corporate control in preventing the 

destruction of shareholder wealth (Humphery-Jenner, 2011).13 Several studies tested the 

relation between the degree of managerial entrenchment, measured by implemented ATPs and 

its effect on firm value and long-run stock performance.  

 

Firstly, Gompers et al. (2003) discuss the power-sharing relationship between managers and 

shareholders. Their study describes two extremes: (1) a democracy in which shareholders have 

a lot of power and can easily fire directors, (2) a dictatorship, in which the managers are in 

control and it is challenging if not impossible for shareholders to replace incumbent managers. 

Gompers et al. (2003) created a “governance index” to proxy for the degree of shareholder 

rights. The study comprises this governance index by combining 24 different corporate 

governance provisions, to categorize firms as shareholder-friendly or shareholder-unfriendly. 

The results show that an investment strategy that is focused on purchasing shares of relatively 

shareholder friendly firms and selling shares from relatively shareholder unfriendly firms, 

resulted in abnormal returns of 8.5 per cent per year. Furthermore, the results show that a more 

shareholder-friendly environment within a firm leads to higher firm value, sales and profits.14  

 

Secondly, Bebchuk et al. (2009) build on the study performed by Gompers et al. (2003), by 

determining which of the 24 governance indices used by Gompers et al. (2003) contribute to 

the reported negative correlation between the index and firm value. One can expect that some 

provisions have less relevance or that some are even positively correlated with firm value or 

stock returns. As a result, Bebchuk et al. (2009) propose a simplified “entrenchment index” 

 

12 This is a supermajority voting provision.  
13 This is in line with work from Field and Karpoff (2002) who finds that ATPs are negatively related to the 

acquisition  likelihood of firms.  
14 Firm value is measured by Tobin’s Q. 
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consisting of only six provisions.15 These six provisions are all negatively correlated with stock 

returns and firm valuation. Furthermore, this study provides evidence that these six provisions 

are fully responsible for the negative correlation between the previously mentioned governance 

index by Gompers et al. (2003) and firm value.  

 

All in all, considering the negative relationship between ATPs and shareholder value, the 

important function of the market for corporate control to reduce value-destroying behaviour, 

and the negative impact of ATPs on the market for corporate control, this study constructs the 

following hypothesis: 

 

Hypothesis 1: 

- Acquisitions performed by firms with an entrenched management are associated with 

lower acquirer announcement returns 

2.2 Institutional setting 

The internal and external corporate governance mechanisms mentioned in paragraph 2.2 are 

depending on the specific corporate governance setting present in a country. Both Franks and 

Mayer (1997) and Shleifer and Vishny (1997) discuss extensively the contrasts of the different 

institutional settings and the consequences of these differences. There are two main settings: 

the large shareholders oriented and the market orientated setting.  

 

Firstly, in Continental Europe the large shareholder orientated setting of corporate governance 

is present.16 In these countries, there is a high dependency on large incumbent shareholders to 

solve corporate governance conflicts. These large block holders have both the control rights 

and the incentive to intervene in a firm’s operations and avoid the free-rider problem (Shleifer 

and Vishny, 1997). This is beneficial for the smaller shareholders, since this limits empire-

building, and other potential disputes caused by a misalignment of interest between managers 

and shareholders. Some characteristics of the large shareholder orientated setting are: (1) 

banks, families and companies own a large portion of the shares, which results in concentrated 

ownership; (2) control is exercised by these block holders; (3) there is less threat of hostile 

 

15 Golden parachutes, supermajority requirements for mergers and charter amendments, poison pills, staggered 

boards and limits to shareholder bylaw amendments.  
16 “Continental Europe” describes all EU countries with the exception of the UK, such as Germany, France and 

Spain (Cuervo 2002). 
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takeovers, hence a less functioning market for corporate control (4) management is mostly 

controlled by internal directors and external directors linked to block holders (Cuervo, 2002). 

This setting has several limitations. First of all, large shareholders could pursue personal 

objectives at the expense of smaller shareholders. In this case, they abandon their controlling 

duties. Secondly, they could force managers and other shareholders to take excessive firm-

specific risk (Franks and Mayer, 1997). The notion that there is less dependence on the market 

for corporate control in countries with large block holders to keep management in check, is 

visible in several empirical studies. For example, Franks and Mayer (1994) find that there is a 

higher turnover of directors in firms with large block holders.17 Yafeh and Yosha (2003) add 

to this by showing that large block holders reduce discretionary spending such as advertising 

and entertainment expenses.  

 

In the US and the UK, these large shareholdings are relatively uncommon. For example, only 

16% of the UK firms have a shareholder with more than 25% of shares. In contrast, in Germany, 

almost 85% of the firms have a shareholder with at least 25% of the outstanding stock (Franks 

and Mayer, 1997). In the market orientated settings of the UK and the US, there is a higher 

need for governance mechanisms that are able to limit the potential agency problems caused 

by dispersed ownership. Shareholders depend on extensive board monitoring by outside 

directors, incentive-based pay and the market for corporate control (Franks and Mayer, 1997). 

Accordingly, it can be assumed that ATPs limiting effect on the market for corporate control 

is especially an issue in market-orientated regulatory settings such as in the UK.   

 

Another aspect that causes ATPs to have a more negative effect on shareholder-value in the 

UK compared to Continental Europe, is managerial myopia.  

2.2.1 Managerial myopia  

Ruback (1987) points out that ATPs are not only detrimental to shareholders. He argues that 

ATPs could lead to managers feeling more secure and therefore spending less time and 

resources on potential takeover threats. This leads us to the managerial myopia problem. The 

debate concerning the social desirability of acquisitions is still very present. Proponents believe 

that acquisitions allow firms to generate economies of scope or scale and other synergies. 

Furthermore, they form a threat to managers who are not performing value-maximizing 

 

17 Kang and Shivdasani (1995) find evidence in line with this belief. 
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behaviour, which disciplines managers. On the other hand, opponents believe that the threat of 

acquisitions could lead to managerial myopia. Managerial myopia can be described as a 

tendency by managers to prefer short-term profits instead of long-term objectives. One of the 

factors causing myopic behaviour is the constant pressure of an undervalued market price, 

increasing the possibility of a hostile takeover at a deflated price (Stein, 1988).   

 

Managerial myopia is seen as a major problem encountered by modern era firms. As Zingales 

(2000) points out, the last century mainly consisted of firms that were mostly capital intensive. 

These firms performed largely acquisitions which are immediately reflected in the market price 

of the firm. As a result, the market valuation of the firm was in most cases fairly accurate. 

Nowadays, building and maintaining a competitive advantage increasingly depends on specific 

R&D capabilities and human capital. Accordingly, significant and sustained investments in 

intangible assets are needed. As these investments in intangible assets lead to benefits that are 

visualized in the long-run stock price, the direct effect of these investments is that they depress 

current earnings. The future earnings potential of R&D earnings is significantly underestimated 

by the market as well as by security analysts in their forecasts. The market is not able to 

properly assess the return implications and future profitability of investments in intangible 

assets (Ali et al., 2012). A result of this depressed stock price is that a firm can be acquired 

below the fair market value. This is both undesirable by managers, who have a high likelihood 

of being replaced, and for the large shareholders who receive less value for their shares.   

 

Stein (1988) suggests that the degree of managerial myopia depends on the level of inside 

information possessed by corporate raiders, the overall attitudes and judgement of the 

shareholders and the level of job concern by the managers. A model is developed in which the 

combination of takeover threats and costly information encourages CEOs of undervalued firms 

to showcase myopic behaviour. The model also shows that managers have a better 

understanding of the firm's operations and prospects than the market, with this information 

asymmetry being larger for long-term projects. As a solution, Stein predicts that installing 

ATPs will lead to an increase in profitable long-term investments, such as R&D. Hence, 

managerial myopia tends to be lowered through higher managerial entrenchment. Takeover 

protection could work as a stimulating factor for managers to pursue investments that are value-

maximizing in the long run (Humphery-Jenner, 2014). This is in the best interest of large 

shareholders who benefit from management focusing on long-term investments.  
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2.2.2 ATPs 

Humphery-Jenner (2012) provides supporting evidence for this belief. This study examines the 

effect of ATPs on “hard-to-value” firms, who normally trade at a discount caused by valuation 

difficulties. As a result, these firms are exposed to more managerial risk aversion and agency 

conflicts. This study finds that ATPs have actually a beneficial effect in a setting involving 

“hard-to-value” firms and that these entities engage in more profitable takeovers and achieve a 

higher degree of corporate innovation.  

 

All in all, ATPs could have a beneficial effect for large shareholders. Firstly, due to preventing 

unwanted hostile bids against a depressed share price. Secondly, due to lowering the 

managerial myopia problem. Also, the insulating effect of ATPs on the market for corporate 

control is less harming to large shareholders, since they are able to combat agency conflicts 

through their monitoring power. Therefore, this study proposes the following hypothesis: 

 

Hypothesis 2: 

- Acquisitions performed by firms with an entrenched management are associated with 

lower acquirer announcement returns. This relationship is stronger for entrenched 

managers in market orientated settings (UK) than for entrenched managers in large 

shareholder orientated settings (Continental Europe)      

2.3 Target selection 

As discussed, the lion’s share of the literature argues that ATPs result in managers being more 

entrenched and therefore tend to make more acquisitions that are not in the best interest of 

shareholders. The reason for these acquisitions to be suboptimal for shareholders could be 

linked to the target selection of entrenched managers. The target selection consists of two parts: 

(1) method of payment, such as stock and/or cash, (2) and the ownership status of the target, 

private targets or public targets. In the following section, these two aspects are discussed 

separately after which they are discussed as interconnected parts.  

 

Firstly, Travlos (1987) and Travlos and Papaioannou (1991) find that cash offers result in 

significantly higher abnormal returns than equity deals. This finding could be explained by the 

signalling effect, introduced by Leland and Pyle (1977) and Myers and Majluf (1984), which 

suggests that a cash offer signals that the bidding firm is undervalued and a stock offer the 

opposite. As a result, cash offers result in a more positive market reaction than stock offers. 
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Servaes (1991) adds to this evidence by presenting findings that indicate that both bidders and 

targets win in all-cash takeovers, with a 10% increase in total returns.  

 

Secondly, since factors such as potential synergies, target and bidder stand-alone value and 

overpayment by the bidder are all revealed during the announcement of a takeover, it is 

challenging to determine the announcement returns for acquiring firms. Fuller et al. (2002), 

therefore studied bidders who acquired targets with varying payment methods and ownership 

status. They find that bidder shareholders lose when a public firm is acquired and gain when a 

private firm is acquired. This finding can be explained through the fact that assets in privately 

held markets reflect an illiquidity discount and hence are less expensive compared to listed 

counterparts. The buying firm will be able to capitalize on this illiquidity discount. Koeplin et 

al. (2000) provide empirical evidence that acquisitions of private domestic targets could lead 

to 20-30% discounts compared to similar public companies.  

 

Interestingly, Fuller et al. (2002) report on the interaction between the method of payment and 

ownership status. In line with Chang (1998), they find evidence that bidders experience an even 

higher return for acquiring private targets when the transaction is funded with equity, due to 

monitoring benefits and tax considerations.18 Moreover, Faccio and Masulis (2005) study the 

preferability of payment methods and ownership status in the UK. They find compelling 

evidence that managers of bidding firms desire cash financing for unlisted targets, supporting 

the notion of bidder aversion against shaping a new block holder. Hence, where managers tend 

to avoid acquisitions of private targets with stock, creating a new block holder is perceived to 

be beneficial by the bidding shareholders. The reason for this is that this newly established 

block holder will be able to actively monitor the activities of the management and reduce 

information asymmetries. Ownership is mostly widely dispersed at these public firms making 

it economically unfeasible for these smaller shareholders to incur a lot of monitoring costs. The 

reason for this is that the possible economic benefits resulting from the increased monitoring 

will only minorly accrue to them since they only own a small share of the firm. A larger block 

holder will have more incentive to actively monitor the firm. In addition, target owners 

receiving stock as compensation tend to accept lower prices for their assets, since they delay 

their tax liability till the position in the bidder is fully liquidated.  

 

18 Chang (1998) also finds that cash offers in acquisitions concerning privately held targets do not result in 

abnormal returns. 
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Most interestingly for this research, the above-discussed aversion of bidding managers against 

acquiring private firms with stock will be even more extreme for entrenched managers. On the 

other hand, for shareholders of a firm with an entrenched management it will be even more 

desirable to gain a monitoring block holder, weakening the position of the entrenched 

management. Therefore, this study proposes the following hypothesis:  

 

Hypothesis 3:  

- Acquisitions performed by firms with an entrenched management are associated with 

lower acquirer announcement returns. This relationship is weaker for acquisitions 

concerning private targets financed with stock 

2.4 Moderating effect of corporate governance mechanisms 

Up to this point, this paper discusses the theory and empirical evidence behind the notion that 

ATPs cause manager insulation from the market for corporate control, leading to value-

destroying acquisitions. Also, the reasons why these acquisitions are sub-optimal for 

shareholders are discussed. Next, this study will discuss several corporate governance 

mechanisms that play a role in potentially mitigating this suboptimal behaviour by managers.  

2.4.1 Board monitoring  

An important internal governance mechanism for resolving agency conflicts is the monitoring 

capability by the board of directors (Fama and Jensen, 1983). Through its power to set 

compensation, as well as hire and fire the incumbent management, the board of directors is 

well-suited to address and solve conflicts of interest between management and equity holders. 

Especially in countries where the external governance mechanisms such as the market for 

corporate control are lacking, the role of the board of directors is of vital importance (Campell 

and Vera, 2008). Over the years, suboptimal performance by firms has been generally attributed 

to the unwillingness and inability of the board of directors to fulfill its representative duty and 

governance role effectively (Walsh and Seward, 1990). To what extent the board of directors 

is successful in monitoring corporate insiders, depends on several factors. In this section an 

overview of these factors is given, which are considered to enhance the monitoring capabilities 

of the board of directors. For completeness, also literature disagreeing with the effectiveness 

of these factors are discussed.  
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Firstly, agency theorists such as Jensen and Meckling (1976) argue that outside directors result 

in fewer agency conflicts. Fama and Jensen (1983) suggest that outside directors have a clear 

incentive to ensure that the firm is running effectively because being a director of a well-run 

firm increases their prestige in the market. Overall research has shown that there is no clear 

correlation between board independence and firm performance (Hermalin and Weisbach, 

2003). However, higher board independence does lead to overall better decisions regarding 

acquisitions, CEO replacement and executive compensation. Byrd and Hickman (1992) 

provide empirical evidence which is in line with this belief by showing higher bidder returns 

for a sample of tender offers which have independent board members. Moreover, Rosenstein 

and Wyatt (1990) and Brickley et al. (1997) show positive wealth effects for bidder 

shareholders following outside director appointments. Furthermore, Weisbach (1988) shows 

that outside boards are more vigilant in firing poorly performing CEOs, compared to insider 

boards.19 On the other hand, Peng (2004) suggests that it is not necessarily the agency theory 

that is a driving force behind appointing outside directors, but that resource dependency plays 

a major role as well.20  

 

Secondly, the size of the board is a popular topic of debate. The literature on the effect of board 

size on firm performance is not unilateral. Haleblian and Finkelstein (1993) study different 

settings of industry turbulence and find that larger teams have a positive effect on firm 

performance, especially in a turbulent environment. Chaganti et al. (1985) found evidence in 

line with Haleblian and Finkelstein (1993), although very weak. Contrarily, Mak and Kusnadi 

(2004) argue that there is a negative relationship between firm value and board size which 

transcends different corporate governance systems.21 Furthermore, Guest (2009) focused his 

research on the relationship between firm profitability and board size in the UK, reporting a 

negative correlation between both variables.  

 

Thirdly, although firms are increasingly determined in installing more outside directors on their 

board, it is still relatively popular to have the CEO also serve as board chairman. There are two 

views regarding CEO duality. First, CEO duality causes for entrenchment among top 

executives, limiting the ability of the board of directors to effectively monitor. Rechner and 

Dalton (1991) study the effect on firm performance of CEO duality. They present convincing 

 

19 This study regards outside boards as boards with more than 60% of independent board members. 
20 The resource dependence theory proposes that outside directors are appointed in order to tap into unique 

resources these directors may bring (Pfeffer, 1972).  
21 This finding is in line with work by Yermack (1996).  
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evidence in which firms led by independent leadership consistently outperformed firms where 

there was CEO duality present. In line with this finding, Pi and Timme (1993) show that return 

on assets are higher and costs are lower for firms where there is non-duality. On the other hand, 

proponents of duality argue that consolidation of the two roles results in a unity of command, 

increasing decision making and sending reassuring signals to shareholders. Baliga et al. (1996) 

studied: (1) the announcement effects of CEO duality; (2) accounting measures of operating 

performance for firms that have made changes in their CEO duality status; (3) long-term 

performance of firms who have relied upon CEO duality. The results implicate a very different 

picture than the harsh criticism focused on CEO duality. Firstly, the results show: (1) that the 

market is mostly indifferent to changes in CEO duality status; (2) no convincing evidence that 

operating performance is affected by CEO duality changes; and (3) the impact of CEO duality 

on long-term performance is minor. Anderson and Anthony (1986), even argue that CEO-

duality results in superior firm performance since it causes clear-cut leadership which enhances 

strategy formulation and implementation.  

 

Lastly, the level of female representation within the board is discussed. Campbell and Vera 

(2008) study the effect of higher female participation on firm value in Spain. The results show 

that gender diversity has a positive impact on firm value, suggesting that increased female 

board membership does not lead to investors penalizing firms. Also, Carter et al. (2003) find a 

statistically positive relationship between firm value and the presence of women on the board. 

Chen et al. (2016) present similar results and suggest that female board representation leads to 

a more thorough evaluation of important strategic proposals.  

 

Following the discussed theories and empirical findings regarding board monitoring, this study 

proposes the following hypothesis: 

 

Hypothesis 4a:  

- Acquisitions performed by firms with an entrenched management are associated with 

lower acquirer announcement returns. This relationship is weaker for firms where there 

is a high degree of effective monitoring performed by the board of directors 

2.4.2 Industry competition  

The degree of industry competition within the market is seen as a strong governance 

mechanism to keep management in check. Shleifer and Vishny (1997) even argue that industry 
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competition is the most effective force toward establishing economic efficiency within 

corporations. High industry competition reduces managers ability to expropriate capital. The 

reason for this can be attributed to managers being motivated to channel their knowledge and 

firm-wide attention to streamlining and improving their business to stay competitive within 

their respective industry. If they fail to do so, they will be forced out of business, which results 

in likely losing their position and a bad reputation (Brown and Eishenhardt, 1998 and Tang, 

2006). Managers will be more focused on scanning for acquisitions that are attributing to 

current firm value in order to face the challenges of the external environment.  

 

In light of this, Giroud and Mueller (2010) find that the adoption of takeover defenses in non-

competitive industries leads to reduced operating performance while firm performance is 

unaffected when takeover defenses are adopted in competitive industries. Hence, industry 

competition seems to work as a substitute for poor corporate governance and force managers 

to maximize firm value. Perhaps most interestingly for this paper, Cremers et al. (2008) present 

evidence that industry competition acts as a substitute for the market of corporate control since 

the availability of information in competitive industries lowers the costs of monitoring. 

Therefore, this study proposes the following hypothesis:  

 

Hypothesis 4b: 

- Acquisitions performed by firms with an entrenched management are associated with 

lower acquirer announcement returns. This relationship is weaker for firms positioned 

in industries with higher competition  

2.4.3 Incentive pay and equity ownership 

Another governance mechanism that is of importance for mitigating managerial entrenchment 

problems are equity incentives for the incumbent CEO. As can be expected, CEOs have more 

control over important strategic decisions concerning the allocation of resources to allow for 

acquisitions, compared to other top executives (Wright et al., 2012). Hence, it is of importance 

to align the interest of the CEO with that of the interests of shareholders. In this respect, Datta 

et al. (2001) show that incentive-based pay based on equity compensation results in significant 

positive abnormal returns for bidders around acquisition announcements. In particular, they 

find that managers who receive equity-based compensation relatively pay lower premiums and 

acquire firms with higher growth opportunities.  
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Also, the degree of equity ownership of the CEO is of relevance to the acquisition decision-

making process. Lewellen et al. (1985) find a positive relationship between abnormal returns 

following acquisitions and the degree of equity ownership by the CEO. The more shares the 

CEO owns, the more he or she loses when the acquisition turns out to be share price declining. 

Considering these specific attributes of CEO equity incentives, the following hypothesis is 

introduced: 

 

Hypothesis 4c: 

- Acquisitions performed by firms with an entrenched management are associated with 

lower acquirer announcement returns. This relationship is weaker for firms where the 

incumbent CEO has a high degree of equity ownership 

3. Data and Methodology 

3.1 Sample construction 

This study uses several data sources to accumulate the necessary information. In this section, 

a breakdown will be provided of the different steps taken in this process. The gathering of the 

data consisted of three steps, being the collection of the deal data, the collection of the 

governance data and the collection of the financial data. An overview of the sample reduction 

is presented in table 3.1. 

Firstly, this study gathered information on deals from the Zephyr Database from Bureau van 

Dijk, which reports data on M&A, IPO, PE and VC deals and rumours. The sample consists of 

acquisitions made by listed European acquirers between 01/01/2009 and 01/01/2019, with a 

minimum deal value of 1 million. Also, in line with Masulis et al. (2007), all deal values that 

were less than 1% of the acquirers’ market value of equity 10 days prior to the announcement 

date were excluded. Furthermore, the sample excluded deals where the initial acquirer stake 

was above 50% and the final stake below 100% (Humphery-Jenner, 2014; Harford et al., 2012). 

Next, the sample was limited by excluding firms active in the financial sector, classified as 

industry SIC codes between 6011 and 6099, and adjusted for missing ISIN numbers and 

duplicates. This resulted in an initial sample of 2934 deals.  

The second step involved gathering information on the different ATPs employed by the 

acquirers. This study used the Eikon database to accomplish this. This is not in line with 

previous studies focused on ATPs, who mainly use the RiskMetrics database. However, this 
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specific database only includes corporate governance information of S&P 500 firms. The Eikon 

database presented ATP information on 3029 European firms. When comparing these two 

datasets, there were 825 deals with ATP information, conducted by 390 acquirers. Next, the 

financial information of the deals is accumulated on Compustat and Datastream (EIKON). Due 

to missing financial data, the sample was reduced to 789 deals. BoardEx was used to 

accumulate information on the board of directors and incumbent CEO. Unfortunately, there 

was a substantial amount of missing data due to this step. As a result, CEO and board 

characteristics will not be used as main control variables, but rather used in a separate 

regression. Lastly, Eikon was used to accumulate stock price information for the calculation of 

the cumulative abnormal returns. Appendix A presents an overview of the different variables 

and which data sources were used.  

 

Table 3.2 reports the sample distribution. For this specific analysis, the sample has been split 

into a democracy and dictator portfolio based on the E-Index introduced by Bebchuk et al. 

(2009).22 Acquirers that have a Dictator dummy value of one are categorized in the 

“Dictatorship portfolio” and the remaining firms are categorized in the “Democracy portfolio”. 

The sample distribution shows that the sample contains 320 firms with relative weak 

shareholder rights and strong management power. The sample split also indicates that there is 

 

22 Further explanation on the E-index is provided in the independent variable section. 

Table 3.1: Overview of search criteria and data segmentation 
   

This table shows the different steps taken in the data retrieval process.    

Request Description Observations 

Zephyr segmentation   

Status acquiror Listed 367.020 

Deal type Acquisition 192.041 

Geography EU 43.117 

Time period 01/01/2009-01/01/2019 16.129 

Deal value min 1 million 7.061 

Percentage of stake Initial stake <50%; Final stake 100% 5.280 

   

Own segmentation of Zephyr data   

Missing ISIN and duplicates  5.115 

Deal specifics  Completed, method of payment (Cash/Stock) 3.304 

Financial sector  Elimination of SIC codes 6011 and 6099  3.123 

Relative deal size >1%  2.934 

   

Matching with ATP data from EIKON  825 

Matching with financial information from Compustat 

and EIKON 
 789 

Total  789 
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a high dispersion between the number of deals per year. This could be an indicator that 

controlling for year fixed effects is required. 23 

 

 Table 3.2 also reports the mean and median market capitalization, relative deal size and 5-day 

announcement return.24 Interestingly, the market cap of firms categorized as dictator is more 

than double the size compared to democracy firms. This is in line with evidence presented by 

Masulis et al. (2007) who report a positive and significant relationship between the number of 

ATPs and acquirer size. However, it contradicts evidence presented by Bebchuk et al. (2009) 

who argue that larger firms have less need for ATPs since they face fewer takeover threats due 

to their size. Also, as expected, the 5-day CAR is lower for firms in the dictator portfolio, 

compared to firms in the democracy portfolio (Masulis et al., 2007; Harford et al., 2012). 

Moreover, the large difference between the mean and median values of market capitalization 

and relative deal size indicates the presence of some sizeable bidders and deals.  

 

23 Further discussion on fixed effects will follow in the empirical model’s section.  
24 The market capitalization is measured on the 10th trading day prior to the acquisition.  

Table 3.2: Sample distribution 
          

This table reports the sample distribution by announcement year and democracy or dictator groups. The number of acquisitions 

by publicly listed EU acquirers completed between 2009 and 2018 by mean acquirer market capitalization, relative deal size 

and 5-day CAR are shown. The sample is categorized in dictator firms with an E-Index (Bebchuk et al., 2009) > 1. Democracy 

firms have an E-Index  1. Median values are reported in parentheses. 

  
Dictator  Democracy 

Year 
Number  

of deals 

Market cap  

in EUR 

Relative  

deal size 
5-day CAR   

Number  

of deals 

Market cap  

in EUR 

Relative  

deal size 
5-day CAR 

2009 27 15387.74 0.0670 -0.0036  38 6278.22 0.1679 0.0172 
  (2413.28) (0.0179) (-0.0002)   (959.37) (0.0297) (0.0220) 

2010 50 10435.74 0.1477 0.0126  37 2089.15 0.1978 0.0157 
  (2441.42) (0.0202) (0.0110)   (953.6) (0.0434) (0.0146) 

2011 48 10048.82 0.1091 0.0111  31 4886.05 0.1110 0.0067 
  (3183.40) (0.0342) (0.0101)   (1078.37) (0.0537) (0.0127) 

2012 27 11835.78 0.1128 0.0078  49 6281.33 0.2165 0.0165 
  (2844.93) (0.0295) (0.0074)   (1281.26) (0.0433) (0.0030) 

2013 15 5277.06 0.1238 0.0009  38 7158.21 0.2149 0.0318 
  (2663.60) (0.0436) (0.0046)   (1838.89) (0.0359) (0.0299) 

2014 28 14648.71 0.0947 0.0099  53 10614.49 0.2333 0.0125 
  (5761.76) (0.0370) (0.0069)   (2620.31) (0.0406) (0.0094) 

2015 31 7948.27 0.2742 0.0198  56 8377.75 0.1518 0.0070 
  (3383.62) (0.0856) (0.0145)   (2794.26) (0.0477) (0.0057) 

2016 34 18578.07 0.1519 0.0214  59 3954.11 0.1517 0.0217 
  (7089.41) (0.0382) (0.0140)   (2277.31) (0.0341) (0.0291) 

2017 30 21715.98 0.1848 0.0053  57 5315.73 0.1961 0.0111 
  (6459.38) (0.0648) (0.0136)   (2082.43) (0.0480) (0.0081) 

2018 30 24486.91 0.1713 -0.0048  51 8829.11 0.1201 0.0060 
  (7145.34) (0.0587) (-0.0057)   (4090.18) (0.0331) (0.0041) 

Total 320 14039.44 0.1448 0.0091  469 6525.40 0.1768 0.0144 
  (4285.61) (0.0363) (0.0085)   (1910.31) (0.0417) (0.0133) 
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3.2 Dependent variables 

This study uses acquirers’ cumulative abnormal returns (CARs) around the acquisition 

announcement date as dependent variable. Abnormal returns can be described as the difference 

between expected returns and actual returns, or the return in excess of the return predicted by 

the market model. Cumulative abnormal returns are the sum of abnormal returns over a specific 

window. An event study design is used in order to calculate these abnormal returns. Fama et 

al. (1969) developed this particular methodology after which it has become a popular tool to 

document stock price behaviour following special events (Shleifer and Vishny, 1997).25 An 

important aspect of the event study methodology is the assumption of market efficiency, 

relying on the immediate incorporation of news in the stock price. Following MacKinley 

(1997) this study uses the market model to interpret the data.26 This specific model is an 

improved version of earlier models, which are based on historical average returns to determine 

the normal market returns. By removing returns caused by market volatility, the market model 

reduces the variances of abnormal returns. This study uses the main index of every country to 

approximate the market portfolio.  

 

The expected return is calculated using the following formula: 

 

𝑅𝑖,𝑡 =  𝑎𝑖 + 𝛽𝑖𝑅𝑚,𝑡 + 𝜀𝑖,𝑡                 [1] 

          

Where 𝑅 is the daily return of the stock 𝑖 on date 𝑡. 𝑅𝑚,𝑡 comprises the return on the market 

portfolio. Furthermore, alpha and beta denote the intercept and slope of the OLS regression and 

𝜀𝑖,𝑡 the zero-mean error term. The intercept and slope are estimated by regressing the estimation 

window returns of the stock against the corresponding market returns using an ordinary least 

squares regression. This study uses the 5-day cumulative abnormal returns (CARs) around the 

acquisition announcement date (from days -2 to +2), as the main dependent variable in 

determining what the initial market reaction is to firms with different levels of ATPs installed. 

In line with previous studies, the model uses an estimation period of 200 days, 210 days to 11 

days before the acquisition announcement. The gap between the end of the estimation period 

and the beginning of the event window is to avoid the inclusion of unwanted run-up effects due 

to the leakage of information (MacKinley, 1997). Both the 5-day window and the 200-day 

 

25 Examples of special events are regulatory changes, earnings reports or acquisition announcements. 
26 MacKinley (1997) argues that the market model and the constant return model are the most suitable models to 

use in order to interpret the data. 
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estimation period are in line with relating studies (Masulis et al., 2007; Humphery-Jenner, 

2014; Harford et al., 2012).  

 

The following formula is used to estimate the abnormal returns: 

 

𝐴𝑅𝑖,𝑡 =  𝑅𝑖,𝑡 − (𝛼𝑖 + 𝛽𝑖𝑅𝑚,𝑡)     [2] 

 

The abnormal returns 𝐴𝑅 of security 𝑖 on day 𝑡 is found by subtracting the return of the market 

portfolio from the return of the security. The CARs are then calculated by aggregating the 

abnormal returns of the event days: 

 

𝐶𝐴𝑅𝑖 = ∑ 𝐴𝑅𝑖,𝑡
+2
𝑡=−2       [3] 

3.3 Independent variables 

3.3.2 E-index | Dictator dummy 

This study uses two variables as main independent variables. Firstly, Bebchuck et al. (2009) 

introduced the E-index, which is an index based on six ATPs that are viewed as most important: 

Supermajority requirements, staggered boards, golden parachutes, poison pills, limits to 

shareholder charter amendments and limits to shareholder bylaw amendments. The index is 

constructed by adding one “point” to the score of a firm when one of these ATPs is in place. 

Unfortunately, the Eikon database combines the limits to charter amendments and limits to 

bylaw amendments as one variable. Therefore, the maximum score of the E-index this paper 

uses is five. To study the relationship between acquisitions and shareholder rights, this study 

follows prior literature in classifying acquirers into two different categories (Gompers et al., 

2003; Masulis et al., 2007; Harford et al., 2012). Acquirers that have above median levels of 

ATPs are categorized as “Dictators”. This entails firms that have relatively weak shareholder 

rights and relatively high management power. The median level of ATPs of this sample is 1. 

Accordingly, firms that have more than 1 ATP installed are categorized as dictators. A dummy 

(Dictator dummy) is incorporated which equals one if the acquirer is categorized into the 

“Dictator Portfolio”. Likewise, firms are categorized in the “Democracy” portfolio if they have 

1 or no ATPs installed, being firms that have relatively strong shareholder rights and relatively 

low management power.  
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3.3.3 BC-Index 

The second index is based on Bebchuk and Cohen (2005), which consists of a dummy variable 

if the acquirer has a staggered (classified) board incorporated when the takeover takes place. 

For simplicity reasons, this study will refer to this independent variable as the BC-Index. A 

staggered board is a corporate governance structure that prevents the annual election of board 

members. Instead, directors are categorized into distinct classes. Only one of the classes stands 

for election each year.27 Without this mechanism, all directors within the firm stand for election 

annually.  

 

This study follows Bebchuk and Cohen (2005) and Masulis et al. (2007) in incorporating this 

dummy as an independent variable. Bebchuk and Cohen (2005) find that the presence of a 

staggered board is systematically correlated with lower firm value and therefore argue that 

staggered boards can be regarded as a “key ATP”. Furthermore, Masulis et al. (2007) 

incorporate the presence of staggered boards as an independent variable in their extensive 

study. They find that staggered boards lead to substantially lower abnormal returns in 

acquisition announcements. Bebchuk et al. (2002) already discussed the effects of an 

“effective” staggered board in a sample covering 1996-2000. In this study, it became apparent 

what kind of major impact this specific ATP has on firms. It almost doubled the likelihood of 

target firms remaining independent and halved the likelihood that a first bidder succeeded in 

its attempt to acquire a firm with an ESB incorporated. In addition, there was an 8-10% 

decrease in target shareholder returns following a hostile bid. Critics regard classified boards 

as an extremely effective ATP that facilitates managerial entrenchment. Daines and Klausner 

(2001) argue that the function of the mechanism is purely focused on preventing change in 

control settings since staggered elections have as direct effect that it becomes impossible to 

change or remove a majority of incumbent board members without having to wait several years. 

Moreover, critics argue that staggered boards are purely used to arrange deals with friendly 

acquirers which are detrimental to their own shareholders and survive unsolicited takeover 

attempts (Bates et al. 2008). In addition, classified boards result in a lower sensitivity between 

firm performance and both CEO turnover and CEO pay (Faleye, 2007). 

 

27 Board members are elected to terms equivalent in length to the number of different classes. 
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3.4 Mechanism variables 

So far, the main dependent and independent variables have been discussed. To address 

hypothesis 2-6, this study adds multiple additional variables to the regression model. Since the 

expected findings of the variables are extensively discussed in the literature section, for the 

purpose of brevity just the variable description of the variables will be given and relating 

literature with respect to variable computation.  

3.4.1 Institutional setting 

UK dummy: To address hypothesis 2, a dummy variable is incorporated. This dummy will 

equal one if the acquirer is listed in the UK.  

3.4.2 Target selection 

Private x Stock: Relating to hypothesis 3, to capture the effect of the method of payment and 

the target ownership status, this study incorporates a dummy variable that equals one if the 

target is private and the acquisition is funded with equity.  

3.4.3 Board characteristics  

This study uses the following board characteristics to study the potential mitigating effect on 

CEO misbehaviour. These variables will be used for hypothesis 4a.   

 

Gender diversity: The variable denotes the percentage of female board representation 

(Humphery-Jenner 2014; Malhotra et al., 2020). 

 

Board size: This study follows Masulis et al. (2007) and Haleblian and Finkelstein (1993) and 

defines Board size as the number of board directors.  

 

Board independence: This study uses a dummy variable which equals one if over 50% of the 

directors on the bidder’s board are independent (Peng, 2004; Malhotra et al., 2020) 

 

CEO duality: A dummy variable is incorporated which equals one if the CEO is also the 

chairman of the board (Malhotra et al., 2007; Humphery-Jenner, 2014) 
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3.4.4 Industry competition  

Herfindahl index: To answer hypothesis 4b, this study measures the degree of market 

competition using the Herfindahl-Hirschman index. This variable will be a dummy variable, 

which equals one if the acquirer is in the bottom quartile of all industries sorted by the 

Herfindahl index. The Herfindahl index was calculated using the following formula: 

𝐻𝐻𝐼 = 𝑠1
2 + 𝑠2

2+𝑠3
2+. . . . 𝑠𝑛

2 

In this formula, 𝑠 denotes the market share percentage of firm 𝑛.  

3.4.5 CEO equity incentives  

To address hypothesis 4c, this study incorporates three variables in order to determine whether 

equity incentives for CEO are a useful governance mechanism to combat value-destroying 

behaviour by entrenched managers.  

 

CEO equity ownership: In line with prior studies (Malhotra et al., 2020; Masulis et al., 2007; 

Humphery-Jenner, 2014; Harford et al., 2012) this study calculates the CEO percentage 

ownership of the acquirer, including stock and option holdings.  

 

CEO equity compensation: Following Datta et al. (2001), CEO equity-based pay is defined as 

the proportion of equity-based compensation to total compensation.28 

3.5 Main control variables 

In order to study the exclusive relationship between ATPs and bidder returns, the following 

acquirer- and deal characteristics are taken into account. In appendix A an overview of the data 

sources of the variables is displayed, as well as the description of the variables.  

3.5.1 Acquirer characteristics 

Most of the acquirer characteristics used in this study are in line with previous studies covering 

the effect of ATPs on shareholder value.29 The acquirer characteristics this study takes into 

account, are all computed with fiscal data measured at the year-end prior to the takeover 

announcement (Masulis et al., 2007).  

 

 

28 Stock grants are included. 
29 See Masulis et al. (2007), Mark Humphery-Jenner (2014), Harford et al. (2012), Humphery-Jenner and Powell 

(2011) and Malhotra et al. (2020). 
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Firm size: This study documents on the size-effect in acquirer returns. Prior literature by 

Moeller et al. (2004) shows that size has a negative effect on acquirer returns in strong-

governance countries. Their study argues that this is a result of managerial entrenchment caused 

by being insulated from the market for corporate control. Specifically, a larger size will serve 

as an ATP by itself since it will take more resources to be acquired.30 A more recent study by 

Humphery-Jenner and Powell (2014), builds on this view but argues that country-governance 

is an important factor in the size effect, showing evidence that in weak-governance countries 

large acquirers make value increasing acquisitions. Since this study will contain different 

institutional governance settings, it will be interesting to see what the effect of size will be on 

the announcement period CAR. For empirical purpose, the size of the acquirer is defined as 

follows: 

𝑆𝑖𝑧𝑒 = 𝐿𝑛(𝐵𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑎𝑠𝑠𝑒𝑡𝑠) 

 

Free cash flow: Jensen’s (1986) free cash flow hypothesis argues that managerial hubris and 

overpayment cause CARs to be generally lower for firms that generate high free cash flows.31 

As a result, conflicts of interest between shareholders and management could arise over payout 

policies, by managers spending excess cash on value-destroying acquisitions instead of 

dividends. These findings are in line with the work of Harford (1999), who shows robust 

evidence that cash-rich firms undertake value-decreasing acquisitions. For empirical purpose, 

the free cash flow of the acquirer is defined as follows: 

 

𝐹𝐶𝐹 =  
𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑖𝑛𝑐𝑜𝑚𝑒 𝑏𝑒𝑓𝑜𝑟𝑒 𝑑𝑒𝑝𝑟. −𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑒𝑥𝑝𝑒𝑛𝑠𝑒 − 𝐼𝑛𝑐𝑜𝑚𝑒 𝑡𝑎𝑥𝑒𝑠 − 𝐶𝐴𝑃𝐸𝑋

𝐵𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑎𝑠𝑠𝑒𝑡𝑠
 

 

Leverage: Literature covering the effect of the acquirers’ leverage ratio on announcement 

period acquirer returns has been abundant. Maloney et al. (1993), present convincing evidence 

that there is a positive relation between the acquirers’ level of debt and the announcement 

returns of the acquirer. There are two reasons discussed that explain this evidence. Firstly, in 

line with the majority of the literature, it is argued that leverage disciplines managers, since 

they are more closely monitored by debtholders (Jensen and Meckling, 1976; Grier and 

Zychowicz, 1994). Another belief is that a higher leverage ratio causes for a lower free cash 

 

30 This is not in line with the work by Offenberg (2009) who finds that large US acquirers are still affected by the 

market for corporate control, arguing that size cannot be viewed as an effective protection mechanism. 
31 Jensen (1986) defines free cash flow as the excess cash flow after all the projects with a positive net present 

value, discounted at the cost of capital, have been funded.  
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flow, due to higher interest payments, and therefore limits empire building (Stulz, 1990). For 

empirical purpose, the leverage ratio is defined as:  

 

𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 𝑟𝑎𝑡𝑖𝑜 =  
𝐵𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑑𝑒𝑏𝑡

𝐵𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑎𝑠𝑠𝑒𝑡𝑠
  32 

 

Tobin’s Q: The effect of Tobin’s q on acquisitions is twofold. Firstly, Moeller et al. (2004) 

argue that Tobin’s Q potentially reflects bidder overvaluation, therefore reducing acquisition 

profitability. On the other hand, Tobin’s Q could indicate growth prospects and therefore 

increase takeover returns (Servaes, 1991; Lang et al., 1989). For empirical purpose, Tobin’s Q 

is defined as:  

𝑇𝑜𝑏𝑖𝑛′𝑠 𝑄 =  
𝑀𝑎𝑟𝑘𝑒𝑡 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑎𝑠𝑠𝑒𝑡𝑠

𝐵𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑎𝑠𝑠𝑒𝑡𝑠
     33 

3.5.2 Deal characteristics 

Relative deal size: The size of the deal has an impact on the integration process of the target.  

Alexandridis et al. (2013) and Travlos (1987) find that acquisitions of larger targets destroy 

more value for acquiring shareholders. The reason for this is the additional complexity caused 

by integrating the larger target, making the assumed economic profits harder to attain. 

Furthermore, a larger deal brings more skepticism about the complexity and strategic potential 

of the deal. On the other hand, Asquith et al. (1983) find a positive effect of relative size on 

acquirer announcement returns. For empirical purpose, relative size is defined as: 

 

𝑅𝑒𝑙𝑎𝑡𝑖𝑣𝑒 𝑠𝑖𝑧𝑒 =
𝑇𝑟𝑎𝑛𝑠𝑎𝑐𝑡𝑖𝑜𝑛 𝑣𝑎𝑙𝑢𝑒 

𝑀𝑎𝑟𝑘𝑒𝑡 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑒𝑞𝑢𝑖𝑡𝑦 (𝑎𝑐𝑞𝑢𝑖𝑟𝑒𝑟)
 

 

Stock deal and Private target: As discussed in the literature section, the method of payment 

and target organizational status are interesting aspects to take into account. Therefore, a dummy 

variable (Stock deal) is incorporated that equals one if the method of payment is stock. To 

account for the target organizational status, a dummy variable (Private target) is used that 

equals one if the target has a private ownership status.  

 

32 Using the book value of assets is in line with Humphrey and Powell (2011), Harford et al. (2012), Malhotra et 

al. (2020) and Humphery-Jenner and Powell (2014). It is however not in line with Masulis et al. (2007) and 

Humphrey-Jenner (2014), who use the market value of assets.   
33 Where the market value of assets is defined as: book value of assets – book value of equity + market value of 

equity (measured at the 10th day prior to the acquisition announcement).  



 32 

High tech: This study defines high tech industries according to Loughran and Ritter (2004) and 

categorizes them using a dummy (High tech).34 This dummy variable equals one if both the 

target and acquirer are active in a high-tech industry. High tech firms are expected to face more 

difficulty integrating firms that are relatively similar in size. There is a tendency of 

overestimating the synergies and underestimating the secondary costs. Reasons for the 

difficulty of integrating are the importance of intellectual property and the relevance of human 

capital which are heavily affected by employee turnover following acquisitions. These 

difficulties are expected to be larger when the relative size of the target increases. To address 

this, the interaction dummy High tech x Relative deal size is incorporated in the regressions 

(Masulis et al., 2007).  

 

Cross-industry: In conglomerate acquisitions, there is a higher likelihood of increased 

asymmetric information issues due to greater uncertainty about future earnings and bidder 

equity value, which leads to lower bidder announcement returns. This risk is less in an intra-

industry merger, where the bidder is well-informed with industry prospects and risks (Faccio 

and Masulis, 2005). Morck Shleifer and Vishny (1990) find similar results and add to this that 

conglomerate acquisitions could be beneficial for self-interested CEOs due to several reasons. 

First, undiversified managers tend to diversify the different holdings of the firm to lower their 

personal risk. Secondly, a poor performing CEO has an incentive to look for business where 

he might be better at, although this is not in the best interests of the shareholders. This study 

uses a dummy variable (Cross-industry) to control for conglomerate acquisitions. This dummy 

equals one if the acquirer and target do not have the same SIC code.  

 

Cross-border: Moeller et al. (2005) conducted a study into the effects of cross-border 

acquisitions on announcement stock returns. They find evidence for the belief that acquisitions 

involving cross-border targets result in significantly lower acquirer stock returns of 

approximately 1% compared to acquisitions in the same country. Hence, this paper will use a 

dummy variable Cross-border, which equals one if the acquirer and target do not share the 

same country code. Moeller et al. (2005) find also evidence that these lower announcement 

returns for cross-border deals are more pronounced when the transaction is also cross-industry. 

 

34 Loughran and Ritter (2004) define high-tech industries as the following: communications equipment, 

electronics, navigation equipment, measuring and controlling devices, medical instruments, telephone equipment 

and software. 
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Therefore, this study will use an interaction variable (Cross-border x Cross-industry) when the 

acquisition is both cross-industry and cross-border.  

3.5 Empirical methods 

3.5.1. Model checks  

In this section, the empirical methods relating to the different hypothesis are discussed. To start 

off, several modifications have been made to the data in order to ensure the suitability of the 

data for running the regressions (Shaffer, 1991). Firstly, there should be no multicollinearity 

present within the sample. This paper uses the Variance Inflation Factor (VIF) to determine 

whether this assumption holds. The VIF values are for each variable below 3.0. Since VIF 

values should always be below 10.0, there are no issues with multicollinearity. Secondly, to 

determine whether there are issues of heteroscedasticity, the Breusch-Pagan test is run. The 

results suggest that there are indeed issues of heteroscedasticity present and therefore the 

standard errors are difficult to trust due to the intervals being either too wide or too narrow. 

Lastly, the Breusch Godfrey test was used to detect serial correlation, which presented no issues 

(Breusch and Godfrey, 1986). In order to address the issues detected by the Breusch-Pagan 

test, standard errors were adjusted for heteroskedasticity and acquirer clustering.  

 

Also, to determine whether industry fixed effects were necessary, a Wald test was performed 

(Gregory and Veall, 1985). This test evaluates whether the industry dummies are jointly equal 

to zero. The test indicated that the null hypothesis cannot be rejected and therefore no problems 

of industry fixed effects are present. Contrarily, when testing for country and year fixed effects 

the Wald test indicated that adjusting for these fixed effects was necessary. As an additional 

check, the regression was first run without the incorporation of year and country fixed effects, 

allowing to determine the improvement of the R-squared. These findings will be addressed in 

the results section. 

5.3.2 Empirical model 

Regression formula 4 is used for hypothesis 1 and acts as a starting point for the different 

regressions. To control for variation over time and within different countries, a fixed-effects 

model is applied: 

 

𝐶𝐴𝑅𝑖 =  𝛼0 + 𝛽1𝐴𝑇𝑃 + 𝛽2𝐴𝑐𝑞𝑢𝑖𝑟𝑒𝑟 + 𝛽3𝐷𝑒𝑎𝑙 + 𝐶𝑜𝑢𝑛𝑡𝑟𝑦 𝐹𝐸 + 𝑌𝑒𝑎𝑟 𝐹𝐸 + 𝜀𝑖                     [4] 
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Where 𝐶𝐴𝑅𝑖 denotes the 5-day CAR of acquirer 𝑖. 𝐴𝑇𝑃 represents one of the two governance 

indices used as independent variable, either the Dictator dummy or the BC-Index. 

𝐴𝑐𝑞𝑢𝑖𝑟𝑒𝑟 and 𝐷𝑒𝑎𝑙 denote the different acquirer and deal characteristics.  

 

For hypothesis 2 to 6, regression formula 5 is used. 𝑀𝑒𝑐ℎ𝑎𝑛𝑖𝑠𝑚 depicts the different 

mechanism added, respectively a dummy for the UK to address institutional differences, board 

characteristics, industry competition and CEO equity incentives. 𝑀𝑒𝑐ℎ𝑎𝑛𝑖𝑠𝑚 𝑥 𝐴𝑇𝑃 is added 

in order to determine whether the coefficients are significantly different between democracy 

firms and dictator firms.  

 

𝐶𝐴𝑅𝑖 =  𝛼0 + 𝛽1𝐴𝑇𝑃 + 𝛽2𝑀𝑒𝑐ℎ𝑎𝑛𝑖𝑠𝑚 + 𝛽3𝐴𝑇𝑃 𝑥 𝑀𝑒𝑐ℎ𝑎𝑛𝑖𝑠𝑚 + 𝛽4𝐴𝑐𝑞𝑢𝑖𝑟𝑒𝑟 +

𝛽5𝐷𝑒𝑎𝑙 + 𝐶𝑜𝑢𝑛𝑡𝑟𝑦 𝐹𝐸 + 𝑌𝑒𝑎𝑟 𝐹𝐸 + 𝜀𝑖                        [5] 

4. Results 

4.1 Descriptive statistics 

For some variables used in this study, there are issues with skewness and kurtosis (i.e. Tobin’s 

Q and Relative deal size). To account for these outliers, all the variables, except for the dummy 

variables, are winsorized. Since the issues were relatively minor and it is undesirable to lose 

too much variance, the data was winsorized at a 1% level. This causes for all the values below 

the 1st and above the 99th percentile, respectively, to be assigned the value of the data of those 

specific percentiles (1st and 99th).  

 

In table 4.1 the data after winsorizing is displayed, which will be used for the multivariate 

regressions. Also, the number of observations per variable is listed. As indicated, the data 

regarding different board characteristics and CEO equity incentives contains missing variables. 

However, this is not an issue since these variables will be used in separate regressions to 

examine their impact on the different governance indices, avoiding potential risks of sample-

selection bias. Appendix B presents a split of the sample in dictator and democracy firms based 

on the E-index (Dictator dummy). As shown, in line with this paper’s hypothesis dictator firms 

prefer acquisitions involving public targets compared to democracy firms.  
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4.2 Correlation matrix and univariate analysis 

To verify the association between the different indices and the control variables, this study uses 

the Pearson correlation matrix in order to determine the bivariate correlation. The Pearson 

correlation matrix is regarded as one of the most popular methods to get a first indication of 

the correlations between two variables, while all other variables are excluded. Besides, the 

matrix gives insight into possible issues with multicollinearity. Since there is a significant 

difference between the number of observations of some of the variables, this study uses pair-

wise correlation instead of case-wise correlation.  

 

The Pearson correlation matrix is presented in table 4.3. At first glance, it becomes apparent 

that both the Dictator dummy and the BC-Index are not statistically significantly correlated 

with the dependent variable. All the acquirer control variables do show a statistically significant 

correlation with the 5-day CAR. Issues regarding multicollinearity seem non-existing. As can 

be expected, there is a relatively high correlation between Dictator dummy and BC-Index 

(0.549). However, this will not pose a problem since these variables will not be used in the 

Table 4.1: Summary statistics 
     

         

This table reports the summay statistics of the variables used in this study. Due to limited data availability there are for some 

variables less observations. Appendix B shows a split of the summary statistics into dictator and democracy firms.  

Variable N Mean Median SD Min Max Skewness Kurtosis 

Dependent variable 
        

Car 5 789 0.012 0.010 0.051 -0.155 0.163 -0.048 4.631 
         

Independent variable 
        

Dictator dummy 796 0.402 0 0.491 0 1 0.400 1.160 

BC-Index 795 0.337 0 0.473 0 1 0.689 1.475 
         

Control variables 
        

UK dummy 796 0.496 0 0.500 0 1 0.015 1.000 

Firm size 791 8.030 7.824 1.671 4.009 13.670 0.451 2.975 

Free cash flow 787 0.067 0.063 0.057 -0.116 0.277 0.298 5.383 

Leverage 787 0.195 0.183 0.143 0 0.638 0.767 3.461 

Tobin’s Q 786 1.799 1.498 1.127 0.738 9.003 3.707 21.853 

Relative deal size 789 0.164 0.039 0.332 0.001 2.018 3.596 17.265 

Private target 796 0.339 0 0.474 0 1 0.679 1.461 

Stock deal 796 0.848 1 0.359 0 1 -1.938 4.758 

High Tech  796 0.092 0 0.289 0 1 2.829 9.005 

Cross-industry 796 0.690 1 0.463 0 1 -0.820 1.673 

Cross-border 796 0.671 1 0.470 0 1 -0.727 1.529 

Gender diversity 494 0.173 0.173 0.125 0.050 1 -0.394 2.604 

Board size 494 10.259 9 4.020 4 29 1.635 6.985 

Board independence 796 0.770 1 0.421 0 1 -1.284 2.648 

CEO duality 796 0.163 0 0.370 0 1 1.822 4.318 

Herfindahl index 692 0.250 0 0.433 0 1 1.155 2.333 

CEO equity compensation 532 0.409 0.464 0.264 0 1 -0.337 2.054 

CEO equity ownership 642 0.011 0.002 0.033 0 0.221 4.947 28.800 
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same regression. Furthermore, as discussed previously, the Variance Inflation Factor (VIF) test 

indicated that the VIF levels are well below destressing levels of multicollinearity, with a mean 

of 2.87 (untabulated). 

 

Table 4.2 reports a further analysis of the announcement abnormal returns. Panel A presents 

the mean and medians of the sample split between EU and Continental EU acquirers, target 

organizational status and method of payment. The sample is roughly equally split between UK 

and Continental EU acquirers with no significant difference in bidder returns. Also, panel A 

shows that there are significantly more acquisitions concerning private targets (669) than public 

targets (120). This is in line with prior evidence presented by Draper and Paudyal (2006). 

Moreover, there is a significant difference between bidder returns regarding organizational 

target status, with the mean (-0.0074) and median (-0.0043) of public targets showing negative 

returns compared to the positive mean and median of private targets. This cannot be seen as a 

surprise, considering the overwhelming evidence by scholars claiming that public targets result 

in lower abnormal returns, compared to private targets (i.e., Koeplin et al., 2000; Fuller et al., 

2002). Lastly, Panel A shows the differences between the method of payment (stock or cash 

deal). In line with earlier evidence presented by Servaes (1991), cash deals result in slightly 

higher bidder returns compared to stock deals.  

 

Panel B summarizes the results of the univariate analysis of the 5-day mean and median CAR, 

to gain a better understanding of the relation between bidder returns and entrenched and non-

entrenched CEO’s. Again, the sample is split into democracy and dictator portfolios. Previously 

the sample was split according to the E-index (Dictator dummy), now the sample is also split 

according to the BC-Index. To test whether the differences between the medians of the 

portfolios are different from zero, a Wilcoxon (Mann-Whitney) is used. For the differences in 

means, a two-sample t-test was used. The findings indicate that the difference between the 

median of the dictator portfolio and democracy portfolio are statistically significant at a 10% 

significance level. For the BC-Index there is no statistically significant difference between the 

portfolios. Although the first results are mainly in line with this paper’s hypothesis, it must be 

stressed that they do not allow for reliable inferences, since both the correlation matrix and the 

univariate analysis do not account for other determinants of bidder returns. 
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Table 4.2: Univariate analysis       
           
This table reports further analysis of the bidder returns. Panel A provides a further breakdown of the sample in terms of 

geography, organizational status and method of payment. Panel B reports the univariate analysis of the 5-day mean and median 

CAR. Median values are reported in parentheses. Significance levels: *** (p<0.01), ** (p<0.05), * (p<0.1). 

Bidder returns 

    
Full sample UK Continental EU  Private target Public target  Cash deal Stock deal 

5-day CAR 0.0122 0.0131 0.0114  0.0158 -0.0074  0.0134 0.0098 

  (0.0099) (0.0122) (0.0080)  (0.0131) (-0.0043)  (0.0122) (0.0076) 

Number of 
observations 789 391 398   669 120   523 266 
 

      Dictator Democracy Difference (1)-(2) 

t/z statistics for 

 tests of differences 

E Index Mean 0.0091 0.0144 -0.0053 1.41 

(Dictator if  

E- index > 1) 

Median (0.0085) (0.0133) (-0.0048) 1.70* 

Number of observations 320 469   

       

BC-Index Mean 0.0085 0.0141 -0.0056 1.47 

Dictator if staggered  

board present 

Median (0.0097) (0.0104) (-0,0007) 1.01 

Number of observations 520 268     
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Table 4.3: Pearson correlation matrix                  

                      

The Pearson correlation matrix presents the pair-wise correlation for all dependent, independent and control variables that are included in the OLS regressions. Significance levels: *** (p<0.01), ** (p<0.05), * 

(p<0.1). 

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) (17) (18) (19) (20) (21) 

(1) Car 5 1.000                     

(2) 
Dictator 
dummy 

-0.050 1.000                    

(3) BC-Index -0.052 0.549*** 1.000                   

(4) UK dummy 0.017 0.001 -0.129*** 1.000                  

(5) Firm size -0.189*** 0.253*** 0.252*** -0.344*** 1.000                 

(6) Free cash flow 0.117*** 0.015 -0.094*** 0.212*** -0.273*** 1.000                

(7) Leverage -0.103*** -0.063* -0.004 0.011 0.184*** -0.155*** 1.000               

(8) Tobin’s Q 0.089** 0.001 -0.123*** 0.055 -0.272*** 0.567*** -0.089** 1.000              

(9) 
Relative Deal 
size 

0.070** -0.047 -0.055 -0.088** -0.093*** -0.092*** 0.010 -0.099*** 1.000             

(10) Private target 0.162*** -0.124*** -0.127*** 0.133*** -0.215*** 0.092*** 0.036 0.022 -0.307*** 1.000            

(11) Stock deal -0.033 -0.138*** -0.043 -0.286*** 0.113*** -0.137*** 0.150*** -0.060* 0.257*** -0.118*** 1.000           

(12) High tech -0.048 -0.021 -0.042 -0.106*** 0.017 0.068* -0.024 0.037 -0.024 -0.023 0.002 1.000          

(13) Cross-industry 0.048 0.079** 0.000 -0.051 0.031 0.001 -0.141*** -0.056 -0.075** 0.049 -0.070** 0.025 1.000         

(14) Cross-border -0.040 0.127*** 0.057 -0.150*** 0.144*** 0.111*** -0.088** 0.154*** -0.063* -0.036 -0.040 0.028 0.004 1.000        

(15) 
Gender 
diversity 

0.154*** -0.009 0.008 0.342*** -0.448*** 0.100** -0.115** -0.021 0.049 0.160*** -0.136*** -0.101** 0.017 -0.182*** 1.000       

(16) Board size -0.101** 0.176*** 0.192*** -0.683*** 0.689*** -0.172*** 0.014 -0.184*** -0.017 -0.215*** 0.119*** 0.018 0.062 0.173*** -0.317*** 1.000      

(17) 
Board  
independence 

-0.043 -0.118*** -0.128*** 0.011 0.036 -0.018 0.037 0.026 -0.019 -0.057* 0.038 0.049 0.014 0.132*** -0.108** -0.062 1.000     

(18) CEO Duality -0.048 0.116*** 0.282*** -0.309*** 0.249*** -0.096*** -0.061* -0.065* 0.018 -0.125*** 0.136*** 0.013 -0.012 0.064* -0.241*** 0.272*** -0.001 1.000    

(19) 
Herfindahl 

index 
0.026 -0.012 -0.039 -0.008 0.060 0.003 0.119*** -0.056 0.095** -0.055 -0.030 -0.028 -0.032 0.004 0.070 0.096** 0.014 -0.036 1.000   

(20) 
CEO Equity 
compensation 

-0.044 0.189*** 0.108** 0.159*** 0.136*** 0.084* 0.088** 0.124*** -0.101** -0.032 -0.087** -0.182*** -0.039 0.101** -0.111** -0.037 0.017 -0.046 -0.097** 1.000  

(21) 
CEO equity  
ownership 

-0.011 -0.105*** -0.087** 0.203*** -0.114*** -0.030 -0.041 -0.015 -0.018 0.017 -0.040 -0.026 0.032 -0.120*** 0.126*** -0.186*** -0.036 -0.057 -0.003 -0.099** 1.000 
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4.4 Cross-sectional regression analyses 

This section presents the results of the different multiple OLS regressions. Each of the 

hypothesis will be discussed after which a conclusion will be drawn. In the tables presenting 

the regression results, the standard errors are shown in parentheses beneath the variables. 

Furthermore, standard errors are adjusted for acquirer clustering and heteroskedasticity. To 

determine the impact of the inclusion of year and country fixed effects, an additional regression 

is run without these fixed effects which is shown in table 4.4, model (1) and model (2). The R-

squared increases in model (3) and (4) from 8.84% to 12.05% and 12.07%. This indicates an 

improved model of fit.  

4.4.1 Effect of ATPs on bidder returns 

Hypothesis 1 states that acquisitions performed by firms with entrenched managers result in 

lower acquirer announcement returns, since these managers are less disciplined by the market 

for corporate control. To test this prediction, a regression analysis is conducted. Table 4.4 

depicts the base regression analysis of the different ATP measures and acquirer- and deal 

characteristics against the bidder 5-day announcement return. Model (3) uses the Dictator 

dummy as independent variable, whereas model (4) integrates the BC-Index. The results in 

model (3) show a negative but insignificant relationship between the anti-takeover provisions, 

depicted by the Dictator dummy and bidder returns. The negative coefficient result points in 

the direction of hypothesis 1 and the preliminary results from the Pearson correlation matrix, 

namely that there exists a negative relationship between ATPs and bidder returns. Moreover, 

this negative effect points in the direction of earlier evidence presented by scholars (Masulis et 

al., 2007; Bebchuk et al., 2009; Harford et al., 2012). Model (4) also shows a statistically 

insignificant relation between the BC-Index and bidder returns. Interestingly, contrary to the 

negative coefficient of the Dictator dummy, BC-Index shows a positive coefficient. The 

insignificant positive relationship sides with recent work by scholars who argue that ATPs 

result in reduced risk aversion and increases focus on long-term goals which lead to increased 

firm value and firm performance (Humphery-Jenner, 2014; Bhojraj, Sengupta, and Zhang, 

2017; Malhotra et al., 2020).  
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Next, both the acquirer- and deal characteristics are discussed.35 Regarding the acquirer control 

variables, Firm size has a negative and statistically significant effect in both models at a 5% 

level. This finding sides with Moeller et al. (2004) and Humphery-Jenner and Powell (2014) 

who find similar evidence that more sizeable acquirers destroy more value. Secondly, acquirer 

Leverage shows also a statistically significant negative relation with bidder returns at a 10% 

level. This result is not in line with previous literature, which argues that leverage forces 

managers to improve firm performance and therefore has a positive impact on announcement 

returns (Maloney et al., 1993; Masulis et al., 2007; Harford et al., 2012). Moreover, Free cash 

flow and Tobin’s Q show both a positive insignificant coefficient. The positive coefficient for 

free cash flow is not in line with previous empirical evidence who find a negative relationship 

between free cash flow and bidder returns (Lang et al., 1991; Harford, 1999). Lastly, Tobin’s 

Q shows a small positive relationship. This effect corresponds with work by Servaes (1991) 

and Lang et al. (1989) who argue that this is a result of future growth prospects.  

 

Furthermore, several of the deal control variables show a significant relationship with bidder 

announcement returns. As expected, there is a positive and significant relationship between 

Private target ownership status and bidder returns. More in-depth discussion of this results will 

follow in the paragraph covering the results of hypothesis 3. Regarding the High-tech dummy, 

the coefficient shows a statistically significant negative relationship (-0.0203*) at a 10% level. 

This depicts that when both the acquirer and target are active in a high-tech industry the CAR 

is 2,03% lower, compared to bidder returns following acquisitions involving firms not active 

in this specific industry. This evidence is in line with Masulis et al. (2007) who argue that it is 

more difficult for high tech firms to incorporate their businesses into each other, compared to 

non-high tech firms. Interestingly, combining the high tech dummy with relative size (High 

tech x Relative deal size) of the target results in a positive coefficient which is statistically 

significant at a 1% level. Moreover, contrary to findings by Morck, Shleifer and Vishny (1990) 

and Faccio and Masulis (2005), this study finds a positive and significant relationship between 

Cross-industry acquisitions and bidder returns at a 5% significance level. Contrarily, it is in 

accordance with evidence presented by Masulis et al. (2007). When interacting the cross-

industry dummy with the cross-country dummy (Cross-industry x Cross-border), the 

coefficient shows a negative and significant relationship with bidder returns. The coefficient (-

0.0184*) indicates that when the acquisition involves an acquirer and a target from different 

 

35 Since there are minor differences in acquirer- and deal characteristics between model (3) and (4), just the 

coefficients of model (3) are discussed.  
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industries and different countries, the CAR will be 1.84% lower. This result confirms the 

evidence presented by Moeller et al. (2005). Relative deal size, Stock deal and Cross-border 

acquisitions do not lead to statistically significant effects. Relative deal size shows a positive 

coefficient which points in the direction of evidence suggested by Asquith et al. (1983). Also, 

the Cross-border dummy shows a positive relationship with bidder returns. This is in line with 

work by Doukas and Travlos (1988).  

 

All in all, the statistical insignificance of both the Dictator dummy and the BC-Index means 

this study is not able to provide statistically significant results in order to confirm or dispute 

the results by Masulis et al. (2007), Bebchuk and Cohen (2005) and Bebchuk et al. (2009).  

 

Table 4.4: Hypothesis 1  Effect of ATPs on bidder returns 
     

         
This table reports the OLS regression estimates for the relationship between ATPs and bidder returns. In this regression, the 

5-day CAR is the dependent variable. This model uses two different governance indices as independent variables. Dictator 

dummy takes a value of 1 if E-index (Bebchuk et al., 2009)  1. BC-Index takes a value of 1 if a staggered board is present. 

Model (1) and (2) show the regression without incorporating year and country fixed effects. Model (3) and (4) do incorporate 

these effects. Robust standard erros are depicted in parentheses. Significance levels *** (p<0.01), ** (p<0.05), * (p<0.1).  

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

Independent variables 
    

  
   

Dictator dummy -0.0010 
 

               
 

-0.0004 
 

               
 

 
(0.0038) 

 
               

 
(0.0039) 

 
               

 

BC-Index 
  

0.0013 
   

0.0020   
 

   
(0.0036) 

   
(0.0045) 

 

Acquirer characteristics 
        

Firm size -0.0027 * -0.0028 * -0.0033 ** -0.0034   **  
(0.0016) 

 
(0.0015) 

 
(0.0015) 

 
(0.0015) 

 

Free cash flow 0.0446 
 

0.0444 
 

0.0796 
   

 
(0.0478) 

 
(0.0476) 

 
(0.0506) 

 
(0.0505) 

 

Leverage -0.0325 ** -0.0320 ** -0.0289 * -0.0289   *  
(0.0147) 

 
(0.0147) 

 
(0.0149) 

 
(0.0150) 

 

Tobin's Q 0.0019 
 

0.0019 
 

-0.0007 
 

-0.0007   
 

 
(0.0019) 

 
(0.0019) 

 
(0.0022) 

 
(0.0022) 

 

Deal characteristics 
        

Relative deal size 0.0155 
 

0.0157 
 

0.0151 
 

0.0150   
 

 
(0.0107) 

 
(0.0108) 

 
(0.0104) 

 
(0.0105) 

 

Stock deal -0.0011 
 

-0.0008 
 

-0.0030 
 

-0.0028   
 

 
(0.0042) 

 
(0.0042) 

 
(0.0045) 

 
(0.0046) 

 

Private target 0.0229 *** 0.0232 *** 0.0220 *** 0.0222   ***  
(0.0071) 

 
(0.0072) 

 
(0.0070) 

 
(0.0070) 

 

High tech -0.0191 ** -0.0188 * -0.0203 * -0.0202   *  
(0.0102) 

 
(0.0102) 

 
(0.0106) 

 
(0.0106) 

 

High tech x Relative deal size 0.0837 ** 0.0829 ** 0.0972 *** 0.0972   ***  
(0.0326) 

 
(0.0329) 

 
(0.0335) 

 
(0.0336) 

 

Cross-industry 0.0166 ** 0.0164 ** 0.0163 ** 0.0162   **  
(0.0068) 

 
(0.0069) 

 
(0.0072) 

 
(0.0072) 

 

Cross-border 0.0094 
 

0.0091 
 

0.0084 
 

0.0083   
 

 
(0.0063) 

 
(0.0064) 

 
(0.0067) 

 
(0.0067) 

 

Cross-industry x Cross-border -0.0185 ** -0.0182 ** -0.0184 ** -0.0183   **  
(0.0080) 

 
(0.0081) 

 
(0.0084) 

 
(0.0084) 

 

         

Constant 0.0044 
 

0.0046 
 

0.0059 
 

0.0042   
 

 
(0.0189) 

 
(0.0189) 

 
(0.0205) 

 
(0.0211) 

 

         

Year fixed effects No 
 

No 
 

Yes 
 

Yes 
 

Country fixed effects No 
 

No 
 

Yes 
 

Yes 
 

Observations 774 
 

773 
 

774 
 

773 
 

R-Squared 0.0844   0.0884   0.1205   0.1207   
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4.4.2  Institutional setting 

To test hypothesis 2, which states that entrenched managers in market-orientated settings (UK) 

are more likely to undertake value-destroying acquisitions than entrenched managers in large-

shareholder orientated settings (Continental EU), a second OLS regression is conducted. To 

determine the impact of a different institutional setting, a dummy variable (UK dummy) is 

incorporated in the regression formula. The dummy variable equals one if the acquirer is listed 

in the UK. In table 4.5 the regression estimates are presented. In model (1) and (3) the UK 

dummy is incorporated without the interaction term. The UK dummy shows a statistically 

insignificant negative relationship with bidder returns for both the Dictator dummy and the BC-

Index. Next, in model (2) and (4) the interaction terms Dictator x UK and BC-Index x UK are 

shown. The interaction term Dictator x UK shows a more negative effect of entrenched 

managers on bidder returns. Although the result is not statistically significant, it points into the 

direction of entrenched managers in the UK conducting acquisitions that result in lower 

acquirer announcement returns compared to managers in Continental EU. Contrarily, the 

interaction term with the BC-Index shows a positive insignificant effect. Hence, the evidence 

is not convincing and does not allow us to draw any firm conclusions. Moreover, compared to 

the first regression without the UK dummy, there are no major changes in the coefficients of 

the acquirer- and deal characteristics.  

 

In conclusion, this study is unable to find statistical evidence for the belief that entrenched 

management in market-orientated settings are more likely to undertake value-destroying 

acquisitions than entrenched management in large shareholder orientated settings. The 

coefficient of entrenched managers on bidder returns did become more negative when the 

manager is active in a market-orientated setting. Accordingly, this effect points somewhat in 

the direction of the belief that managers in large-orientated settings having more confidence in 

their own managers because they have better monitoring power and regard ATPs as managerial 

myopic reducing tools.  
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Table 4.5: Hypothesis 2  Institutional setting    
         
This table reports the OLS regression estimates for the impact of ATPs on bidder returns in different institutional settings. 

Accordingly, a UK dummy is incorporated, which equals one if the acquirer is listed in the UK. In this regression, the 5-day 

CAR is the dependent variable. This model uses two different governance indices as independent variables. Dictator dummy 

takes a value of 1 if E-index (Bebchuk et al., 2009)  1.  BC-Index takes a value of 1 if a staggered board is present. Models 

(2) and (4) test specifically whether the coefficient estimates for institutional settings are different for democracy or dictator 

firms. Robust standard erros are depicted in parentheses. Significance levels *** (p<0.01), ** (p<0.05), * (p<0.1).  

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

Independent variables         

Dictator dummy -0.0006  0.0025      
 (0.0038)  (0.0052)      

BC-Index     0.0016  0.0006  

     (0.0038)  (0.0051)  

Regulatory framework         

UK dummy -0.0060  -0.0040  -0.0065  -0.0073  
 (0.0045)  (0.0057)  (0.0044)  (0.0057)  

Dictator x UK    -0.0064      
   (0.0075)      

BC-Index x UK        0.0024  

       (0.0086)  

Acquirer characteristics        

Firm size -0.0033 ** -0.0033 ** -0.0034 ** -0.0034 ** 
 (0.0015)  (0.0016)  (0.0015)  (0.0015)  

Free cash flow 0.0796  0.0792  0.0792  0.0801  

 (0.0506)  (0.0504)  (0.0505)  (0.0510)  

Leverage -0.0289 * -0.0292 * -0.0289 * -0.0290 * 
 (0.0149)  (0.0149)  (0.0150)  (0.0151)  

Tobin's Q -0.0007  -0.0008  -0.0007  -0.0007  

 (0.0022)  (0.0022)  (0.0022)  (0.0022)  

Deal characteristics         

Relative deal size 0.0151  0.0151  0.0150  0.0151  

 (0.0104)  (0.0104)  (0.0105)  (0.0105)  

Stock deal -0.0030  -0.0027  -0.0028  -0.0028  

 (0.0045)  (0.0045)  (0.0046)  (0.0046)  

Private target 0.0220 *** 0.0222 *** 0.0222 *** 0.0222 *** 
 (0.0070)  (0.0070)  (0.0070)  (0.0070)  

High tech -0.0203 * -0.0205 * -0.0202 * -0.0202 * 
 (0.0106)  (0.0107)  (0.0106)  (0.0106)  

High tech x Relative deal size 0.0972 *** 0.0953 *** 0.0972 *** 0.0971 *** 
 (0.0335)  (0.0341)  (0.0336)  (0.0338)  

Cross-industry 0.0163 ** 0.0165 ** 0.0162 ** 0.0164 ** 
 (0.0072)  (0.0072)  (0.0072)  (0.0072)  

Cross-border 0.0084  0.0088  0.0083  0.0083  

 (0.0067)  (0.0067)  (0.0067)  (0.0067)  

Crossindustry x Cross-border -0.0184 ** -0.0188 ** -0.0183 ** -0.0184 ** 
 (0.0084)  (0.0084)  (0.0084)  (0.0084)  

Constant 0.0082  0.0082  0.0083  0.0083  

 (0.0116)  (0.0105)  (0.0113)  (0.0111)  

         
Year fixed effects Yes  Yes  Yes  Yes  

Country fixed effects Yes  Yes  Yes  Yes  

Observations 774  774  773  773  

R-Squared 0.1205   0.1214   0.1207   0.1208   

4.4.3 Target selection 

This section discusses the possible relationship between target selection by entrenched 

managers and its impact on bidder announcement returns. Hypothesis 3 argues that part of the 

value-destruction through acquisitions is caused because entrenched managers have a 

preference for a certain method of payment and organizational status of targets. These 

preferences are detrimental to the interests of shareholders.  

 

First, in table 4.4 depicting the base regression, the dummy Private target shows a strong 

positive relationship (0.0220***) with bidder returns, statistically significant at a 1% level. 
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Acquisitions concerning private targets result in 2,20% higher abnormal returns compared to 

public targets. This result corresponds with the evidence presented in previous studies (Koeplin 

et al., 2000; Fuller et al., 2002; Harford et al., 2012). In contrast, the dummy indicating the 

method of payment is stock (Stock deal), shows a negative insignificant relationship with 

bidder returns. The negative coefficient points in the direction of the signaling theory proposed 

by Myers and Majluf (1984) and later empirically backed by Travlos (1987) and Servaes 

(1991).  

 

Subsequently, when shifting one’s attention to table 4.6, interaction variables are added to gain 

a better understanding of the target selection process. Model (1) and (3) capture organizational 

status and method of payment. This dummy equals one if the acquisition involves a private 

target and the method of payment is stock. As shown, the Private x Stock dummy shows a 

positive significant relationship with both independent variables at a 10% level. This is in line 

with findings by Chang (1998), Fuller et al. (2002) and Faccio and Masulis (2005) and can be 

attributed to the aversion of bidding managers against acquiring private firms with stock due 

to the subsequent creation of a monitoring block holder. In contrast, shareholders benefit from 

this new monitoring block holder, explaining the positive bidder returns. Model (2) and (4) 

include interactions with the Dictator dummy and BC-Index to test whether coefficient values 

differ across democracy and dictator acquirers. The results show an insignificant relationship 

between the independent variables and Private x Stock. The positive coefficient does point in 

the direction of shareholders perceiving it beneficial if an entrenched manager acquirers a 

private target with stock.  

 

To conclude, this study finds empirical evidence in line with the belief that shareholders react 

positively to acquisitions of private targets financed with stock. However, this study is not able 

to provide evidence for the notion that this effect is stronger for firms with an entrenched 

management.  
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Table 4.6: Hypothesis 3  Target selection 
             

This table reports the OLS regression estimates for the impact of the target selection process of acquirers on bidder returns. 

Accordingly, this regression incorporates interaction variables depicting target organizational status (Private) and method of 

payment (Stock). In this regression, the 5-day CAR is the dependent variable. This model uses two different governance 

indices as independent variables. Dictator dummy takes a value of 1 if E-index (Bebchuk et al., 2009) > 1.  BC-Index takes a 

value of 1 if a staggered board is present. Models (2) and (4) test specifically whether there the interaction variables are 

significantly different between dictator and democracy firms. Robust standard erros are depicted in parentheses. Significance 

levels *** (p<0.01), ** (p<0.05), * (p<0.1). 

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

Independent variables         
Dictator dummy -0.0001  -0.0019                    
 (0.0039)  (0.0042)                    

BC-Index     0.0023  0.0025    

     (0.0045)  (0.0050)  

Target selection         

Private x Stock 0.0231 * 0.0206  0.0233 * 0.0235   * 
 (0.0129)  (0.0135)  (0.0129)  (0.0134)  

Dictator  x Private x Stock   0.0081  
 

                 

   (0.0079)                    

BC-Index x Private x Stock       -0.0008    

       (0.0082)  
         
Firm size -0.0035 ** -0.0034 ** -0.0036 ** -0.0036   ** 
 (0.0015)  (0.0015)  (0.0015)  (0.0015)  

Free cash flow 0.0789  0.0796  0.0787  0.0787    
 (0.0512)  (0.0511)  (0.0511)  (0.0512)  

Leverage -0.0283 * -0.0283 * -0.0282 * -0.0282   * 
 (0.0149)  (0.0148)  (0.0150)  (0.0150)  

Tobin’s Q -0.0006  -0.0005  -0.0006  -0.0006    

 (0.0022)  (0.0022)  (0.0022)  (0.0022)  

Relative deal size 0.0171 * 0.0169  0.0172 * 0.0172   * 
 (0.0102)  (0.0103)  (0.0104)  (0.0104)  

Stock deal -0.0218 * -0.0219 * -0.0218 * -0.0218   * 
 (0.0117)  (0.0117)  (0.0117)  (0.0117)  

Private target 0.0119  0.0116  0.0121  0.0121    
 (0.0094)  (0.0094)  (0.0094)  (0.0094)  

High tech -0.0197 * -0.0199 * -0.0196 * -0.0196   * 
 (0.0106)  (0.0106)  (0.0106)  (0.0105)  

High tech x Relative deal size 0.0974 *** 0.0963 *** 0.0975 *** 0.0973   *** 
 (0.0326)  (0.0331)  (0.0327)  (0.0328)  

Cross-industry 0.0164 ** 0.0167 ** 0.0164 ** 0.0163   ** 
 (0.0071)  (0.0071)  (0.0071)  (0.0071)  

Cross-border 0.0086  0.0091  0.0084  0.0084    

 (0.0066)  (0.0065)  (0.0066)  (0.0066)  

Cross-industry x Cross-border -0.0192 ** -0.0195 ** -0.0190 ** -0.0190   ** 
 (0.0082)  (0.0083)  (0.0083)  (0.0083)  

Constant 0.0140  0.0165  0.0120  0.0123    

 (0.0214)  (0.0216)  (0.0216)  (0.0215)  
         
Year fixed effects Yes  Yes  Yes  Yes  

Country fixed effects Yes  Yes  Yes  Yes  

Observations 774  774  773  773  

R-Squared 0.1263   0.1273   0.1266   0.1266   

 

4.4.4 Mitigating effects of governance mechanisms 

Hypothesis 4a states that an effective board of directors should have a mitigating effect on the 

value-destroying behaviour of entrenched managers, several board characteristics are added to 

the regression formula. As the findings are presented in table 4.7, one should note that the 

number of observations is lower, due to the limited data availability of board characteristics. 

Model (1) and (3) again show the regressions without interaction with the Dictator dummy and 

BC-Index. As shown, there is a significant positive effect (0.0106*) of CEO duality on bidder 

returns. The coefficient indicates that announcement returns are 1.06% higher when the CEO 
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is also the chairman of the board, compared to firms where the roles are separated. This 

evidence sides with the study of Anderson and Anthony (1986) and is contrary to the evidence 

provided for by Rechner and Dalton (1991) and Pi and Timme (1993). The other board 

characteristics all lack significance. Firstly, Board size has a small positive effect on bidder 

returns. This points in the direction of Haleblian and Finkelstein (1993), who argue that board 

size increases firm performance. Secondly, the percentage of independent directors (Board 

independence) shows a positive relationship with bidder returns. This positive insignificant 

effect is arguably in line with Brickley et al. (1997) and Weisbach (1988) who argue that 

independent directors are better able to keep management in check. Lastly, the degree of gender 

diversity (Gender diversity) shows a positive relationship with announcement returns. This 

corresponds with the evidence presented for by Campbell and Vera (2008). Model (2) and (4) 

incorporates the interaction variables with the Dictator dummy and the BC-Index. 

Unfortunately, all interaction coefficients are not significantly different from zero. Therefore, 

there are no statistically significant differences between the coefficients for dictator and 

democracy firms.  

 

Hypothesis 4b states that a high degree of internal market competition serves as a mitigating 

factor for managers insulation from the market for corporate control as a result of ATPs. To 

test this, a Herfindahl index variable is incorporated in the regression formula. It is interesting 

to first turn our attention to the correlation matrix in table 4.3. There are two opposing views 

regarding the correlation between ATPs and industry competition. First, Gompers et al. (2003) 

and Bebchuck and Cohen (2005) argue that strong competition leads to fewer ATPs, since the 

firm needs to be governed efficiently to be competitive in the market. Hence, having an 

entrenched management will harm the firm’s chances of survival. Contrary to this view, Hart 

(1983) suggest that higher competition within the market increases the amount of information 

available to shareholders. This results in the shareholders being less dependent on the market 

for corporate control to keep management in check, therefore they can allow more ATPs to be 

present. Interestingly, although the coefficients are not significant, this study finds a negative 

relationship between the Herfindahl index and Dictator dummy and the BC-Index, in line with 

the views of Gompers et al. (2003) and Bebchuk and Cohen (2005). 

 

Furthermore, table 4.8 presents the regression analysis, incorporating the degree of industry 

competition concerning hypothesis 4b. The Herfindahl index does not show significant results 

in models (1) and (3). The coefficient is positive and therefore points in the direction of scholars 
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arguing that managers are motivated to fully maximize the value and potential of their firm 

since they would lose their jobs if the firm is forced out of business (Brown and Eisenhardt, 

1998; Tang, 2006). Moreover, the interaction variable in model (2) does not show a significant 

result different from zero. However, model (4) shows a negative and significant coefficient for 

the interaction variable BC-Index x Herfindahl index (-0.0157*). Economically, this coefficient 

indicates that announcement returns are 1.57% lower for dictator firms active in a high 

competition industry, compared to democracy firms. This finding is not in line with 

expectations and is somewhat challenging to explain. One possible explanation could be that 

managers on the one hand are safeguarded from disciplining takeovers, but also feel constant 

pressure to keep up with industry trends. This could result in entrenched managers undertaking 

value-destroying acquisitions under time pressure that they would not consider without 

takeover protection. To conclude, this study rejects hypothesis 4b, regarding the relationship 

between the impact of ATPs on bidder returns and the degree of industry competition. Instead 

of a positive relationship, a negative relationship between bidder returns and entrenched 

managers that are active in high competition industries is found.  

 

Hypothesis 4c states that equity incentives for the CEO will lower the negative reaction of 

ATPs on bidder returns. The coefficient estimates of the multivariate regression addressing this 

hypothesis are presented in table 4.9. To test this, several CEO equity-incentive characteristics 

are incorporated in the regression formula. Firstly, model (1) and (3) display coefficient 

estimates of CEO equity ownership and CEO equity compensation. CEO equity ownership 

shows a negative insignificant relationship with bidder returns. This finding corresponds with 

views by scholars who suggest that more equity ownership: (1) amplifies the ability of the CEO 

to influence the acquisition behaviour of the firm, damaging the interests of shareholders and 

(2) they are less concerned about employment risk due to the high degree of ownership. In the 

latter, high CEO equity-ownership could actually work as a managerial entrenching factor, 

instead of a mitigating factor (Malhotra et al., 2020). Secondly, the coefficient of CEO equity 

compensation displays also a negative insignificant relationship with bidder returns. This is in 

line with results found by Qiu (2006) and Masulis et al. (2007), who similarly report equity 

compensation coefficients with no explanatory power towards bidder returns. The interaction 

variables in models (2) and (4) indicate that there is no significant difference between the 

impact of CEO equity incentives and dictator and democracy firms. 
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Table 4.7: Hypothesis 4a  Board monitoring      
This table reports the OLS regression estimates for the relationship between board characteristics and bidder returns. 

Accordingly, this regression incorporates a number of board characteristics. In this regression, the 5-day CAR is the dependent 

variable. This model uses two different governance indices as independent variables. Dictator dummy takes a value of 1 if E-

index (Bebchuk et al., 2009)  1. BC-Index takes a value of 1 if a staggered board is present. Models (2) and (4) test specifically 

whether the impact of board characteristics on bidder returns is significantly different between dictator and democracy firms. 

Robust standard erros are depicted in parentheses. Significance levels *** (p<0.01), ** (p<0.05), * (p<0.1).  

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

Independent variables        
 

Dictator dummy -0.0020  0.0190                     (0.0049)  (0.0383)                    
BC-Index     0.0020  0.0177    
     (0.0057)  (0.0377)  
Board characteristics        

 
Board size 0.0001  0.0001  0.0000  -0.0002     (0.0009)  (0.0010)  (0.0009)  (0.0011)  
Board independence 0.0001  -0.0030  0.0006  -0.0020    
 (0.0056)  (0.0086)  (0.0057)  (0.0085)  
CEO duality 0.0106 * 0.0060  0.0099  0.0081     (0.0086)  (0.0116)  (0.0088)  (0.0142)  
Gender diversity 0.0250  0.0364  0.0262  0.0405    
 (0.0301)  (0.0375)  (0.0300)  (0.0387)  
Dictator x Board size   -0.0009                     

  (0.0013)                    
Dictator x Board independence   0.0062                       (0.0106)                    
Dictator x CEO duality  0.0088                    
   (0.0124)                    
Dictator x Gender diversity   -0.0219                     

  (0.0342)                    
BC-Index x Board size      0.0008    
       (0.0011)   
BC-Index x Board independence       0.0032     

      (0.0118)    
BC-Index x CEO duality      0.0023    
       (0.0162)    
BC-Index x Gender diversity       -0.0308     

      (0.0373)    
Acquirer characteristics        
Firm size -0.0028  -0.0026  -0.0031  -0.0030    
 (0.0024)  (0.0025)  (0.0024)  (0.0024)  
Free cash flow 0.0910  0.0937  0.0893  0.0881     (0.0676)  (0.0686)  (0.0672)  (0.0686)  
Leverage -0.0341  -0.0329  -0.0333  -0.0303     (0.0228)  (0.0235)  (0.0228)  (0.0233)  
Tobin’s Q 0.0019  0.0017  0.0019  0.0021    
 (0.0036)  (0.0035)  (0.0036)  (0.0037)  
Deal characteristics        

 
Relative deal size 0.0161  0.0152  0.0166  0.0166     (0.0141)  (0.0141)  (0.0142)  (0.0141)  
High tech -0.0305 * -0.0307 * -0.0300 * -0.0294   * 
 (0.0173)  (0.0173)  (0.0171)  (0.0173)  
High tech x Relative deal size 0.1329 *** 0.1364 *** 0.1322 *** 0.1272   *** 
 (0.0343)  (0.0354)  (0.0344)  (0.0373)  

Stock deal 0.0079  0.0082  0.0082  0.0088    

 (0.0061)  (0.0060)  (0.0062)  (0.0062)  

Private target 0.0224 *** 0.0227 *** 0.0231 *** 0.0237   *** 
 (0.0084)  (0.0084)  (0.0086)  (0.0087)  
Cross-industry 0.0133  0.0132  0.0131  0.0128     (0.0093)  (0.0095)  (0.0093)  (0.0093)  
Cross-border -0.0005  -0.0002  -0.0008  -0.0012    
 (0.0079)  (0.0080)  (0.0080)  (0.0080)  
Cross-industry x Cross-border -0.0075  -0.0075  -0.0073  -0.0062     (0.0104)  (0.0105)  (0.0105)  (0.0106)  
Constant -0.0035  -0.0115  -0.0090  -0.0217    
 (0.0459)  (0.0519)  (0.0485)  (0.0550)  
         
Year fixed effects Yes  Yes  Yes  Yes  
Country fixed effects Yes  Yes  Yes  Yes  
Observations 484  484  484  484  
R-Squared 0.1450   0.1478   0.1449   0.1473   
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Table 4.8: Hypothesis 4b  Industry competition      
This table reports the OLS regression estimates for the relationship between industry competition and bidder returns. 

Accordingly, this regression incorporates a variable depicting the degree of industry competition based on the Herfindahl 

index. In this regression, the 5-day CAR is the dependent variable. This model uses two different governance indices as 

independent variables. Dictator dummy takes a value of 1 if E-index (Bebchuk et al., 2009)  1. BC-Index takes a value of 1 

if a staggered board is present. Models (2) and (4) test specifically whether the impact of industry competition on bidder 

returns is significantly different between dictator and democracy firms. Robust standard erros are depicted in parentheses. 

Significance levels *** (p<0.01), ** (p<0.05), * (p<0.1).  

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

Independent variables         
Dictator dummy -0.0024  -0.0007                     (0.0039)  (0.0046)                    
BC-Index     0.0012  0.0047         (0.0048)  (0.0053)  
Industry competition         
Herfindahl index 0.0051  0.0082  0.0054  0.0104   * 
 (0.0044)  (0.0066)  (0.0045)  (0.0059)  
Dictator x Herfindahl   -0.0074                     

  (0.0092)                    
BC-Index x Herfindahl       -0.0157   * 
       (0.0089)  
Acquirer characteristics         
Firm size -0.0025  -0.0024  -0.0028  -0.0028   * 
 (0.0016)  (0.0016)  (0.0016)  (0.0016)  
Free cash flow 0.0857  0.0850  0.0848  0.0829     (0.0534)  (0.0531)  (0.0533)  (0.0531)  
Leverage -0.0352 ** -0.0354 ** -0.0352 ** -0.0344   ** 
 (0.0160)  (0.0160)  (0.0163)  (0.0160)  
Tobin’s Q -0.0017  -0.0016  -0.0018  -0.0017    
 (0.0025)  (0.0024)  (0.0025)  (0.0025)  
Deal characteristics  

 
 

 
 

 
 

 
Relative deal size 0.0103  0.0097  0.0100  0.0098    
 (0.0123)  (0.0123)  (0.0125)  (0.0124)  
High tech -0.0221 ** -0.0218 ** -0.0218 ** -0.0224   ** 
 (0.0105)  (0.0104)  (0.0105)  (0.0104)  
High tech x Relative deal size 0.1047 *** 0.1037 *** 0.1039 *** 0.1031   *** 
 (0.0338)  (0.0335)  (0.0345)  (0.0342)  
Stock deal -0.0021  -0.0022  -0.0016  -0.0013    
 (0.0050)  (0.0050)  (0.0050)  (0.0050)  
Private target 0.0227 *** 0.0224 *** 0.0231 *** 0.0222   *** 
 (0.0073)  (0.0073)  (0.0074)  (0.0074)  
Cross-industry 0.0136 * 0.0138 * 0.0135 * 0.0136   * 
 (0.0071)  (0.0070)  (0.0071)  (0.0070)  
Cross-border 0.0108  0.0110  0.0106  0.0106     (0.0069)  (0.0069)  (0.0070)  (0.0070)  
Cross-industry x Cross-border -0.0203 ** -0.0207 ** -0.0202 ** -0.0206   ** 
 (0.0088)  (0.0088)  (0.0088)  (0.0088)  
Constant -0.0029  -0.0062  -0.0023  0.0054    
 (0.0223)  (0.0225)  (0.0227)  (0.0226)  
Year fixed effects Yes  Yes  Yes  Yes  
Country fixed effects Yes  Yes  Yes  Yes  
Observations 676  676  675  675  
R-Squared 0.1266   0.1275   0.1263   0.1300   
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Table 4.9: Hypothesis 4c  CEO equity incentives                 
This table reports the OLS regression estimates for the relationship between CEO equity incentives and bidder returns. 

Accordingly, this regression incorporates a number of variables depicting the degree CEO equity incentives. In this regression, 

the 5-day CAR is the dependent variable. This model uses two different governance indices as independent variables. Dictator 

dummy takes a value of 1 if E-index (Bebchuk et al., 2009)  1. BC-Index takes a value of 1 if a staggered board is present. 

Models (2) and (4) test specifically whether the impact of CEO equity incentives on bidder returns is significantly different 

between dictator and democracy firms. Robust standard erros are depicted in parentheses. Significance levels *** (p<0.01), 

** (p<0.05), * (p<0.1).  

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

Independent variables         
Dictator dummy -0.0015  0.0029       (0.0051)  (0.0144)      
BC-Index     0.0071  0.0191       (0.0061)  (0.0167)  
CEO equity incentives         
CEO equity ownership -0.1363  -0.1605  -0.1246  -0.2003   (0.1208)  (0.1602)  (0.1190)  (0.1654)  
CEO equity compensation -0.0042  0.0119  -0.0051  0.0016   (0.0115)  (0.0134)  (0.0115)  (0.0164)  
Dictator x Equity ownership   0.1148      
 

  (0.2123)      
Dictator x Equity compensation   -0.0489       

  (0.0234)      
BC-Index x Equity ownership       0.2201  
       (0.2096)  
BC-Index x Equity compensation       -0.0187   

      (0.0232)  
Acquier characterstics        

 
Firm size -0.0042  -0.0038  -0.0043  -0.0044  
 (0.0021) ** (0.0020) ** (0.0021) ** (0.0020) ** 

Free cash flow 0.1183  0.1391 * 0.1204  0.1252 * 
 (0.0728)  (0.0711)  (0.0730)  (0.0727)  
Leverage -0.0412 ** -0.0386 * -0.0407 * -0.0408 * 
 (0.0205)  (0.0203)  (0.0206)  (0.0209)  
Tobin’s Q -0.0016  -0.0024  -0.0015  -0.0020  
 (0.0037)  (0.0037)  (0.0038)  (0.0038)  
Deal characteristics        

 
Relative deal size 0.0288 ** 0.0263 ** 0.0291 ** 0.0294 ** 
 (0.0131)  (0.0132)  (0.0131)  (0.0129)  
High tech -0.0308 * -0.0291 * -0.0300 * -0.0295 * 
 (0.0174)  (0.0170)  (0.0170)  (0.0167)  
High tech x Relative deal size 0.1218 *** 0.1178 *** 0.1201 *** 0.1173 *** 
 (0.0354)  (0.0363)  (0.0361)  (0.0363)  
Stock deal 0.0059  0.0080  0.0064  0.0063  
 (0.0060)  (0.0059)  (0.0060)  (0.0060)  
Private target 0.0298 *** 0.0292 *** 0.0307 *** 0.0307 *** 
 (0.0093)  (0.0094)  (0.0093)  (0.0095)  
Cross-industry 0.0102  0.0104  0.0106  0.0107  
 (0.0106)  (0.0106)  (0.0105)  (0.0105)  
Cross-border -0.0022  -0.0015  -0.0024  -0.0017  
 (0.0091)  (0.0092)  (0.0092)  (0.0093)  
Cross-industry x Cross-border -0.0073  -0.0076  -0.0070  -0.0076   (0.0118)  (0.0117)  (0.0117)  (0.0119)  
Constant 0.0272  0.0334  0.0161  0.0155  
 (0.0248)  (0.0269)  (0.0268)  (0.0280)           
Year fixed effects Yes  Yes  Yes  Yes  
Country fixed effects Yes  Yes  Yes  Yes  
Observations 466  466  466  466  

R-Squared 0.1604   0.1731   0.1626   0.1693   
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4.5 Robustness checks 

The following section incorporates several robustness tests to verify the consistency and 

reliability of the previously discussed findings. First, the event windows of the CARs are 

extended to an 11-day and 21-day window. Secondly, a continuous variable of ATPs is used 

instead of the Dictator dummy and BC-Index. Lastly, a potential endogeneity issue is addressed.  

4.5.1 Different CAR windows 

The first robustness test entails extending the CAR windows of the main dependent variable. 

As discussed, the 5-day CAR is computed using an estimation window from day 210 to the 

11th day prior to the announcement. Therefore, to avoid issues concerning the inclusion of run-

up effects or other forms of information leakage, this study conducts a second event study. The 

new 11-and 21-day event windows are computed using an estimation window ranging from 

250 to 51 days prior to the announcement date. Appendix C presents the results of this 

robustness test. Model (1) and (2) depict the 11-day CAR. It becomes apparent that the findings 

are very similar compared to the initial findings involving the 5-day CAR, except for some 

changes in statistical significance levels. Considering the 21-day CAR, model (3) and (4) show 

again no major discrepancies with the 5-day CAR. However, the coefficients High tech and 

High tech x Relative deal size become statistically insignificant. All in all, it appears that the 

main findings of this study are robust to extending the event window of the main dependent 

variable (5-day CAR).  

4.5.2 ATP as a continuous variable 

As discussed in the methodology section, the Dictator dummy is linked to the median level of 

the E-index. Following Masulis et al. (2007), this study incorporates the E-index as a 

continuous variable. Now, the E-index will be included as a continuous variable, depicting the 

number of ATPs incorporated, ranging from 1 to 5. The results are presented in appendix D. 

As shown, the findings are highly similar to the main findings presented in this study. 

Interestingly, the only notable difference involves, again, the high-tech dummy, which loses 

its statistical significance.  
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4.5.3 CEO quality 

A potential endogeneity concern that should be addressed is an omitted variable bias. This 

problem is described as a common factor, which is driving both the independent variable and 

the dependent variable and therefore explaining the correlation. In this case, the quality of the 

CEO is of interest, because “bad” managers could be adopting ATPs to entrench themselves 

and at the same time make unprofitable acquisitions because they lack a certain skill set. This 

study follows Malhotra et al. (2020), in controlling for CEO quality proxied by industry median 

adjusted return-on-assets (ROA), at the year prior to the announcement of the deal: 

 

𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 − 𝑎𝑑𝑗𝑢𝑠𝑡𝑒𝑑 𝑅𝑂𝐴𝑡−1 = 𝑅𝑂𝐴𝑡−1 − 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 𝑚𝑒𝑑𝑖𝑎𝑛 𝑅𝑂𝐴𝑡−1 

 

For completeness, Appendix E presents the results of the regression which controls for CEO 

quality. As shown in model (1) and (3), the coefficients of CEO quality do not show any 

statistical significance with bidder returns. This gives the impression that CEO quality is not 

affecting the degree of profitability of acquisitions. This is not in line with results found by 

Morck et al. (1990), who present evidence that CEO quality is positively correlated with bidder 

returns. Also, there is no change in the independent variables, both the Dictator dummy and 

BC-Index remain insignificant. Furthermore, model (2) and (4) show that there is no statistical 

difference between dictator and democracy firms when CEO quality is controlled for. All in 

all, the results indicate that CEO quality has no impact on the relationship between ATPs and 

bidder returns. 

5. Conclusion 

5.1 Discussion 

Various scholars have documented on the negative effects of ATPs on shareholder wealth 

(Gompers et al., 2003; Bebchuk and Cohen, 2005 and Bebchuk et al., 2009). However, no clear 

consensus is reached on how exactly ATPs negatively affect shareholder wealth. One possible 

solution could be value-destroying acquisitions, performed by entrenched managers (Masulis 

et al., 2007). Sparked by the lack of prior literature, the objective of this study has been four-

fold. First, this paper intends to determine whether the findings presented by Masulis et al. 

(2007) in a US setting, also apply in a European context. Second, unlike the prior US studies, 

using a database consisting of European firms allows this paper to study different institutional 

settings. Specifically, it grants this paper the opportunity to compare shareholders reaction 
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towards entrenched managers undertaking acquisitions in a market-orientated framework (UK) 

and a large-shareholder orientated framework (Continental EU). Third, this study proposes 

drivers for the presumed negative market reaction towards acquisitions initiated by entrenched 

managers. Respectively, whether the acquisition strategy of entrenched managers, such as 

method of payment and target organizational status, is detrimental for shareholder interests. 

Fourth, several governance mechanisms are brought forward that could potentially mitigate the 

effect of ATPs on bidder returns. This study considers board monitoring, industry competition 

and CEO equity incentives as managerial entrenchment reducing factors. This study determines 

the degree of managerial entrenchment by using the E-index (Bebchuk et al., 2009) and whether 

a staggered board is present (Bebchuk and Cohen, 2005). Furthermore, bidder returns are 

measured using 5-day cumulative abnormal returns.  

 

First, this study provides no supporting evidence for the belief that acquisitions performed by 

entrenched management are associated with lower abnormal returns. This main finding is 

robust to extending the event window of the cumulative abnormal returns and replacing the 

main independent variable from a dummy to a continuous variable. This is not in line with prior 

literature who conducted similar studies in a US setting (Masulis et al., 2007; Harford et al., 

2012).  

 

Second, this research finds no significant evidence for the notion that bidder returns will be 

lower for acquisitions conducted by entrenched managers in a market-orientated institutional 

setting, compared to a large-shareholder orientated setting. These results are not in support of 

the belief that large shareholders could potentially benefit from ATPs since it lowers risk 

aversion and managerial myopia (Stein, 1988).   

 

Third, this study confirms the evidence presented by Fuller et al. (2002) that acquisitions 

involving private targets financed with stock result in higher abnormal returns. However, there 

are no significant differences found between dictator and democracy firms regarding specific 

target selection. Therefore, this study is not able to confirm that target selection infers the 

presumed negative bidder reaction towards acquisitions by entrenched managers.  

 

Fourth, regarding the potential mitigating effect of certain governance mechanisms on the 

insulation from the market for corporate control by ATPs, the results can be summarized in the 

following way. Firstly, in line with Anderson and Anthony (1986), this study finds a positive 
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and significant correlation between CEO duality and bidder returns. This can be explained by 

more effective leadership when the roles are not separated. Although CEO duality is found to 

have a positive and significant effect on bidder returns, there is no significant difference 

between bidder returns of dictator and democracy firms when both roles (CEO and chairman) 

are separated or mixed. Secondly, the results indicate that industry competition does not have 

a significant effect on bidder returns. However, the interaction variable BC-Index x Herfindahl 

does show a negative and significant coefficient. This result is contrary to expectations and not 

in line with previous literature. Thirdly, this study finds that CEO-equity incentives do not have 

a statistically significant impact on bidder returns and do not show differences between dictator 

and democracy firms.  

 

All in all, although this study does not find statistical evidence for the different hypothesis, 

some interesting implications can be drawn. Also, over the last decade, the body of literature 

advocating for the positive effects of ATPs has been increasingly compelling. ATP benefits 

such as reduced risk aversion and prioritization of long-term goals are argued to increase long-

term firm performance and overall firm value (Humphery-Jenner, 2014; Bhojraj, Sengupta, and 

Zhang, 2017; Malhotra et al., 2020). As this study is not able to provide evidence for the 

presumed negative relationship between ATPs and bidder returns, it is necessary to take an 

overall more pronounced look at the potential benefits of ATPs.  

5.2 Limitations 

Before considering this study’s directions for future research, some awareness towards the 

limitations of this study has to be made. This study researches the effect of ATPs on acquirer 

announcement returns. In that, it is only adding to a small body of literature on the specific 

relationship between bidder returns and the level of managerial entrenchment. Although the 

study has been constructed and conducted with the utmost care, there are still a number of 

limitations present.  

 

First and foremost, this study addresses serious limitations concerning limited data availability 

regarding the anti-takeover provisions. Gompers et al. (2003) presented in their well-known 

work a governance index to study the direct relationship between the level of shareholder rights 

(ATPs) and its impact on firm value and long-run stock returns. They introduced a governance 

index which comprised of 24 provisions. Later, Bebchuk et al. (2009) narrowed this down to 

the six most important provisions, which are used in this study. Currently, no database contains 
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the 24 provisions used by Gompers et al. (2003) for EU firms. Moreover, the Eikon database 

combines the bylaw amendments and limits to charter amendments as one variable, decreasing 

the observable variance of the ATPs.  

 

Secondly, some of the deal and acquirer control variables could be endogenously determined. 

Examples of this could be: (1) Tobin’s Q which could proxy for firm performance, (2) Free 

cash flow because it is correlated with firm performance and (3) Leverage which could be used 

to restrain management. There is a potential risk that these variables could bias the coefficients 

of the Dictator dummy and BC-Index. Another limitation relates to the size of the acquirers. As 

shown in the correlation matrix (table 4.3), the size of the firm is positively significantly 

correlated to both independent variables. Taken into account that the sample is dominated by 

large firms, this could potentially reduce the cross-sectional variation of the Dictator dummy 

and BC-Index.  

 

Lastly, the relationship between ATPs and acquirer announcement returns is not a direct or 

causal relationship, since the provisions themselves do not affect bidder returns. There are most 

likely other underlying unobservable variables that have an effect on this relationship. 

Consequently, it remains arguably what actually drives the bidder returns. For instance, ATPs 

could be regarded as a proxy for agency problems. However, the drivers of these relationships 

are not covered by this study.  

5.3 Recommendations for future research 

This paper is able to identify multiple recommendations for scholars potentially being 

interested in extending the current body of literature regarding the impact of ATPs on bidder 

returns.  

 

First, further research could be aimed at using a more detailed framework of ATPs, such as the 

one constructed by Gompers et al. (2003). As currently there is a serious problem of limited 

ATP-data availability in Europe, this would have to be done by hand-collection through 

prospectuses. Furthermore, in order to solve the problem of endogeneity, future researchers 

could use industry-median values as a robustness check for values such as tobin’s Q, free cash 

flow and leverage.  

Also, although this study is not able to provide significant differences between the market-

orientated framework (UK) and the large-shareholder orientated framework (Continental EU) 
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regarding the relationship between ATPs and bidder returns, it would be interesting to compare 

a US sample with an EU sample. First, since Masulis et al. (2007) found a significant negative 

relationship for US firms, it would be interesting to determine what happens when for both 

samples (EU) and (US) the same methodology and (control) variables are used. Furthermore, 

it would be interesting to highlight the market-orientated settings in both the UK and US and 

determine what the underlying factors are that result in Masulis et al. (2007) finding a 

significant negative relationship between bidder returns and ATPs in the US.   
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Appendix 

Appendix A: Data sources and variable description 
   

This table reports the definition of the different variables. All acquirer-specific control variables are measured at the year-

end prior to the announcement year. Furthermore, the sources of the data are displayed.  

Variable Definition Source 

Dependent variable   

Car 5 5-day Cumulative abnormal return Eikon 
   
Independent variable   

Dictator dummy Dummy variable: 1 if above median ATP level Eikon 

BC-Index Dummy variable: 1 if staggered board present Eikon 
   
Acquirer characteristics   

Firm size  ln (book value of assets) Compustat 

Free cash flow 
(Operating income before depr. - interest expense - income taxes - Capex)/Book value of 

assets 
Compustat 

Leverage Book value of debt/Book value of assets Compustat 

Tobin’s Q Market value of assets/Book value of assets Compustat 
   
Deal Characteristics   

Relative deal size Transaction value/market value of equity (acquirer) Zephyr & Eikon 

High tech Dummy variable: 1 if active in high tech industry Compustat 

Stock deal Dummy variable: 1 if method of payment is stock Zephyr 

Private target Dummy variable: 1 if the target is private Zephyr 

Cross-industry Dummy variable: 1 if the acquirer and target have different SIC codes Zephyr 
Cross-border Dummy variable: 1 if the acquirer and target have different country code Zephyr 
   
Regulatory framework   

UK dummy  Dummy variable: 1 if acquirer is listed in UK Zephyr 
   
Target selection   

Private x Stock Interaction variable of Private dummy and Stock dummy -    
Board characteristics   

Board size Number of directors on the board BoardEx 

Board independence Dummy variable: 1 if over 50% of the members are outside directors Eikon 

CEO duality Dummy variable: 1 if the CEO is also the chairman of the board Eikon 
Gender diversity Percentage of women on the board directors BoardEx 
   
Industry competition   

Herfindahl index 
Dummy variable: 1 if positioned in the bottom quartile of all industries sorted by Herfindahl 
index 

Compustat 

   
CEO equity incentives   

CEO equity ownership Percentage ownership of the CEO of the firm BoardEx 
CEO equity compensation Proportion of equity-based compensation of total compensation BoardEx 
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Appendix B: Summary statistics | Split Dictator/Democracy      
         
This table reports the summay statistics of the variables used in this study. The sample is categorized in dictator firms with 

an E-Index (Bebchuk et al., 2009) > sample median of 1. Democracy firms have an E-Index  1.  
Dictator dummy = 0 

Variable N Mean Median SD Min Max Skewness Kurtosis 

Car 5 469 0.014 0.013 0.055 -0.155 0.163 -0.129 4.316 
BC-Index 475 0.124 0 0.330 0 1 2.279 6.193 

UK dummy 476 0.496 0 0.501 0 1 0.017 1.000 

Firm size 471 7.682 7.417 1.577 4.009 12.458 0.449 2.901 

Free cash flow 469 0.066 0.062 0.059 -0.116 0.277 0.312 4.926 

Leverage 469 0.202 0.196 0.152 0 0.638 0.681 3.122 
Tobin’s Q 468 1.799 1.500 1.108 0.738 9.003 3.392 19.447 

Relative deal size 469 0.177 0.042 0.359 0.001 2.018 3.384 15.039 

Private target 476 0.393 0 0.489 0 1 0.439 1.193 

Stock deal 476 0.884 1 0.320 0 1 -2.405 6.785 

High tech  476 0.097 0 0.296 0 1 2.730 8.455 
Cross-industry 476 0.660 1 0.474 0 1 -0.674 1.454 

Cross-border 476 0.622 1 0.485 0 1 -0.503 1.253 

Gender diversity 268 0.164 0.174 0.123 0.084 1 -0.287 2.474 

Board size 268 9.608 9 4.214 4 29 2.160 8.877 

Board independence 476 0.811 1 0.392 0 1 -1.588 3.522 
CEO duality 476 0.128 0 0.335 0 1 2.225 5.950 

Herfindahl index 405 0.254 0 0.436 0 1 1.128 2.273 

CEO equity compensation 291 0.363 0.417 0.269 0 0.929 -0.132 1.797 

CEO equity ownership 363 0.014 0.002 0.038 0 0.221 4.046 20.009 
 

        
         
Dictator dummy = 1                 

Variable N Mean Median SD Min Max Skewness Kurtosis 

Car 5 320 0.009 0.008 0.046 -0.155 0.163 0.070 5.194 

BC-Index 320 0.653 1 0.477 0 1 -0.643 1.414 

UK dummy 320 0.497 0 0.501 0 1 0.013 1.000 

Firm size 320 8.543 8.272 1.676 4.194 13.670 0.437 2.951 
Free cash flow 318 0.068 0.064 0.053 -0.116 0.277 0.279 6.248 

Leverage 318 0.184 0.175 0.129 0 0.638 0.869 4.054 

Tobin’s Q 318 1.800 1.497 1.157 0.738 9.003 4.110 24.735 

Relative deal size 320 0.145 0.036 0.287 0.001 2.018 3.915 21.547 

Private target 320 0.259 0 0.439 0 1 1.098 2.206 
Stock deal 320 0.794 1 0.405 0 1 -1.452 3.108 

High tech 320 0.084 0 0.278 0 1 2.991 9.944 

Cross-industry 320 0.734 1 0.442 0 1 -1.061 2.126 

Cross-border 320 0.744 1 0.437 0 1 -1.117 2.247 

Gender diversity 226 0.154 0.146 0.128 0.067 1 -0.506 2.720 
Board size 226 11.031 11 3.639 4 27 1.071 5.266 

Board independence 320 0.709 1 0.455 0 1 -0.922 1.851 

CEO duality 320 0.216 0 0.412 0 1 1.383 2.913 

Herfindahl index 287 0.244 0 0.430 0 1 1.193 2.423 

CEO equity compensation 241 0.464 0.514 0.247 0 1 -0.584 2.645 
CEO equity ownership 279 0.007 0.002 0.024 0 0.221 7.556 63.019 
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Appendix C: Robustness test | Extension of CAR event window          
This table reports the OLS regression estimates for the robustness test, extending the 5-day CAR event window to (-5,5) and 

(-10,10). This model uses two different governance indices as independent variables. Dictator dummy takes a value of 1 if E-

index (Bebchuk et al., 2009)  1. BC-Index takes a value of 1 if a staggered board is present. In models (1) and (2) the 

dependent variable is the 11 day-CAR. In model (3) and (4) the dependent variable is the 21 day-CAR.Robust standard erros 

are depicted in parentheses. Significance levels *** (p<0.01), ** (p<0.05), * (p<0.1).  

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

Independent variables         
Dictator dummy -0.0007    0.0014                  

 (0.0053)    (0.0063)                  
BC-Index   0.0058    0.0101    

   (0.0065)    (0.0078)   
Acquirer characteristics         
Firm size -0.0036 * -0.0039 ** -0.0045 * -0.0047   ** 

 (0.0020)  (0.0019)  (0.0023)  (0.0022)    
Free cash flow 0.0381  0.0374  0.1052  0.1042    

 (0.0573)  (0.0572)  (0.0730)  (0.0729)  
Leverage -0.0329 * -0.0326 * -0.0448 ** -0.0457   ** 

 (0.0172)  (0.0173)  (0.0208)  (0.0207)  
Tobin's Q -0.0005  -0.0006  -0.0031  -0.0031    
 (0.0028)  (0.0028)  (0.0039)  (0.0038)    
Deal characteristics         
Relative deal size 0.0098  0.0100  0.0160  0.0159    

 (0.0126)  (0.0126)  (0.0139)  0(.0139)  
Stock deal -0.0054  -0.0048  -0.0017  -0.0011    
 (0.0058)  (0.0059)  (0.0071)  (0.0072)    
Private target 0.0211 *** 0.0216 *** 0.0165 * 0.0171   * 

 (0.0079)  (0.0079)  (0.0092)  (0.0092)  
High tech -0.0198 * -0.0196 * -0.0086  -0.0085    

 (0.0114)  (0.0114)  (0.0129)  (0.0130)   
High tech x Relative deal size 0.1150 ** 0.1151 ** 0.0943  0.0961    

 (0.0489)  (0.0487)  (0.0650)  (0.0639)   
Cross-industry 0.0240 ** 0.0239 ** 0.0218 * 0.0221   * 

 (0.0095)  (0.0096)  (0.0112)  (0.0113)    
Cross-border 0.0170 * 0.0166 * 0.0168  0.0165    

 (0.0093)  (0.0094)  (0.0114)  (0.0115)    
Cross-industry x Cross-border -0.0304 *** -0.0298 **** -0.0334 ** -0.0329   ** 

 (0.0113)  (0.0113)  (0.0136)  (0.0136)    
Constant 0.0366  0.0315  -0.0240  -0.0351    
 (0.0247)  (0.0238)  (0.0292)  (0.0278)    
         
Year fixed effects Yes  Yes  Yes  Yes  
Country fixed effects Yes  Yes  Yes  Yes  
Observations 774  773  774  773  
R-Squared 0.0924   0.0932   0.0878   0.7754   
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Appendix D: Robustness test | ATP as a continuous variable    
This table reports the OLS regression estimates for the robustness test, integrating a continous variable as main independent 

variable. The main dependent variable is the 5-day CAR. The independent variable is the E-index (Bebchuk et al., 2009). 

Robust standard erros are depicted in parentheses. Significance levels *** (p<0.01), ** (p<0.05), * (p<0.1).  

Variable              (1) 

Independent variable   
E-Index 0.0007  

 (0.0022)  
Acquirer characteristics   
Firm size -0.0035 ** 

 (0.0015)  
Free cash flow 0.0789  

 (0.0507)  
Leverage -0.0285 * 

 (0.0149)  
Tobin's Q -0.0008  

 (0.0022)  
Deal characteristics   
Relative deal size 0.0151  

 (0.0104)  
Stock deal -0.0027  

 (0.0045)  
Private target 0.0221 *** 

 (0.0070)  
High tech -0.0201  

 (0.0105)  
High tech x Relative deal size 0.0964 *** 

 (0.0336)  
Cross-industry 0.0162 ** 

 (0.0072)  
Cross-border 0.0083  

 (0.0067)  
Cross-industry x Cross-border -0.0183 ** 

 (0.0084)  
Constant 0.0068  

 0.0203  
   
Year fixed effects Yes  
Country fixed effects Yes  
Observations 774  
R-Squared 0.1206   
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Appendix E: Robustness test | CEO quality 
         

This table reports the OLS regression estimates for the alternative explanation robustness test, taking CEO quality into account. 

Accordingly, this regression incorporates a industry-adjusted ROAvariable. In this regression, the 5-day CAR is the dependent 

variable. This model uses two different governance indices as independent variables. Dictator dummy takes a value of 1 if E-

index (Bebchuk et al., 2009) > 1. BC-Index takes a value of 1 if a staggered board is present. Models (2) and (4) test specifically 

whether the impact of CEO quality on bidder returns is significantly different between dictator and democracy firms. Robust 

standard erros are depicted in parentheses. Significance levels *** (p<0.01), ** (p<0.05), * (p<0.1).  

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

Independent variables         
Dictator dummy -0.0021  0.0024                    

 0.0051  0.0078                    
BC-Index     0.0073  0.0021    

     0.0070  0.0083    
CEO quality 0.0324  0.0583  0.0277  -0.0057    
 0.0508  0.0570  0.0525  0.0695    
Dictator x CEO quality   -0.1003                    

   0.1070                    
BC-Index x CEO quality       0.1171    

       0.1241    
Acquirer characteristics         
Firm size -0.0012  -0.0011  -0.0016  -0.0015    

 0.0020  0.0020  0.0020  0.0020    
Free cash flow 0.0638  0.0687  0.0698  0.0726    

 0.0667  0.0650  0.0690  0.0724    
Leverage -0.0290  -0.0261  -0.0283  -0.0306    

 0.0192  0.0194  0.0196  0.0198    
Tobin's Q 0.0015  0.0015  0.0013  0.0015    

 0.0030  0.0029  0.0031  0.0030    
         
Deal characteristics         
Relative deal size 0.0166  0.0162  0.0166  0.0169    

 0.0145  0.0146  0.0150  0.0147    
Stock deal 0.0033  0.0032  0.0041  0.0038    
 0.0063  0.0063  0.0064  0.0065    
Private target 0.0193 ** 0.0194 ** 0.0199 ** 0.0199   ** 

 0.0086  0.0084  0.0087  0.0088    
High tech -0.0256 * -0.0263 * -0.0257 * -0.0250   * 

 0.0138  0.0139  0.0137  0.0136    
High tech x Relative deal size 0.0835 ** 0.0828 ** 0.0833 ** 0.0826   ** 

 0.0383  0.0387  0.0384  0.0391    
Cross-industry 0.0138  0.0142  0.0142  0.0142    

 0.0099  0.0099  0.0099  0.0100    
Cross-border 0.0047  0.0056  0.0042  0.0038    
 0.0094  0.0096  0.0094  0.0095    
Cross-industry x Cross-border -0.0130  -0.0136  -0.0127  -0.0124    

 0.0115  0.0116  0.0116  0.0117    
Constant 0.0215  0.0171  0.0138  0.0145    

 0.0264  0.0267  0.0271  0.0271    
         
Year fixed effects Yes  Yes  Yes  Yes  
Country fixed effects Yes  Yes  Yes  Yes  
Observations 397  397  396  396  

R-squared 0.1424   0.1454   0.1450   0.1484   
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