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ABSTRACT
The purpose of this research is to test whether the price paid for corporate takeovers in Europe is related to the synergies expected or whether bidders are overpaying for the acquisitions. In order to do this, we analysed the relationship between the premium paid in 147 M&A (Mergers and Acquisitions) and the bidders’ abnormal returns around the date of the operation from 1995 to 2004. We found that there is a quadratic relationship between premiums and returns. The premium begins having a positive influence on bidders´ returns thus supporting the synergy hypothesis. However, when the premium is too high (between 31% and 37%) there is a negative effect, as stated in the overpayment hypothesis.
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1. INTRODUCTION

The success of a M&A is based not only on the future profits expected to be obtained but also on the capacity to complete the operation at a price that is not greater than the profits. In this regard, the premium (price offered above the market value of the target’s shares) has awakened considerable interest as an explanatory factor of the returns obtained by the stockholders of the acquiring companies and acquired companies in mergers or acquisitions (Grullon et al., 1997; Hayward & Hambrick, 1997; Moeller et al., 2005; Mueller & Sirower, 2003).

Existing literature has assumed that the premium has a positive influence on the abnormal returns obtained by the stockholders of the target organisation. However, there is no consensus regarding the relationship between premiums and bidders’ returns due to the existence of two alternative hypotheses. On one hand, it is quite possible that merger premiums may proxy for the synergies between a bidder and its target, therefore, a positive relationship between premium and return is expected (Antoniou et al., 2007; Bradley et al., 1983). On the other hand, high premiums may proxy for overpayments in mergers increasing the likelihood of a value destroying deal, which should lead to a negative relationship between the premium and return (Schwert, 2003; Sirower, 1997; Varaiya & Ferris, 1987).

 The lack of consensus regarding the existing relation between the premium and the acquiring companies' abnormal returns may be due to the fact that prior studies have considered the synergy and overpayment as alternative propositions. However, it is possible that this relationship depends on the magnitude of the premium in such a way that the premium would begin to have a positive influence on the abnormal returns of the acquiring institution, thus supporting the synergy hypothesis. However, if the premium were too high, the effect would be negative, as indicated in the overpayment hypothesis. If this were so, a quadratic relationship between the premium and the acquiring company's returns would be expected, and not a linear relationship as has been supposed by previous literature. 

In this sense, the work's main contribution essentially consists of proposing the fulfilment of both hypotheses simultaneously. In this case, the relationship between abnormal performance and the premium would depend on the magnitude of the latter, whereby we would not be facing a lineal relationship between both variables, but rather the functional form would be quadratic.

In order to do this, we used a sample of 147 non-financial European M&As between 1995 and 2004. Firstly, we conducted an event study of the abnormal performance of the acquiring companies to later conduct a regression analysis on them. This research will be particularly useful for market analysts, investors, regulators and the scientific community in general, given that the existence of this quadratic relationship allows us to determine when the premium is considered too high and is negatively accepted by the market, thus producing a negative effect on acquirers’ returns. 

The results obtained from the event study show negative and significant abnormal returns, although small, for acquiring companies. On the other hand, in the regression analysis, we found a quadratic relationship between premiums and acquirers´ returns. In fact, the results show a positive influence of the premium on returns until the premium is considered too high and the relationship becomes negative. Furthermore, in our sample, a premium which is between 31 and 37% begins to be considered too high by the market.

The research is structured as follows: Section 2 reviews existing literature regarding value creation in M&As and the influence the premium could have on it. Section 3 describes the sample on which the empirical analysis will be performed, and shows the main results obtained in the analysis. Finally, we outline the main conclusions.

2. MERGERS AND ACQUISITIONS, VALUE CREATION AND PREMIUM

The effect that M&As have on the market value of the organisations that participate in the operation has been an important research topic in merger and acquisition literature. In this regard, many research papers have studied the abnormal returns obtained by stockholders in response to the announcement of an operation (Bruner, 2004; Campa & Hernando, 2004; Datta et al., 1992; Rohades, 1994). Though the results of these papers vary in terms of the sector being analyzed, the period of time considered and the study's target countries, the majority of them show that the stockholders of the acquired companies are benefited from the announcement of an operation obtaining positive abnormal returns which, on average, are found to be between 20 and 30%. However, in the case of the acquiring companies, the results are mixed as there are studies which show certain earnings and others which observe negative and insignificant returns. In any event, the returns of acquiring companies' stockholders, be they positive or negative, tend to be small. Finally, when the acquiring and acquired companies are considered jointly, most of the studies show earnings, albeit of a reduced magnitude.

Some authors have undertaken a more in-depth analysis of the abnormal returns derived from M&A operations and have studied the factors that explain them through a regression analysis. Thus, it has often been stressed that the M&As leading to diversification, be it geographically or by activity, tend to have worse results than those which lead to concentration (Houston et al., 2001; Maquieira et al., 1998). Furthermore, the operations financed in cash show higher abnormal returns (Hansen; 1987; Sudarsanam & Mahate, 2003). Those operations in which the size of the acquiring company is much greater than the acquired company's also show greater returns (Agrawal et al, 1992; Beitel et al., 2004). Moreover, the returns of the acquiring companies are positively related to many other factors such as ownership structure or the consideration of the operation as hostile (Desai et al., 2005; Goergen & Renneboog, 2004; Gregory 1997; Healy et al., 1997; Schwert, 2000; Walters et al., 2007).
Along with these variables, the premium paid has also gained considerable relevance as an explanatory factor of the abnormal returns derived from the M&As (Antoniou et al., 2007; Hayward & Hambrick, 1997; Mueller & Sirower, 2003). In this work, we are going to focus our attention on this last variable since the earnings derived from a M&A do not depend solely on the expected results of the operation in terms of scale and scope economies, diversification, increase of market power or improvement of management, but also on the payment of an adequate amount for the acquired company (Flanagan & O’Shaughnessy, 2004; Porrini, 2006).

The premium refers to the price offered above the market value of the shares of the target in order to ensure the operation's success and gain control over the acquired organisation. According to Greenfield (1992), the stockholders of the target organisation will demand a minimum price that will ensure them high profits so that the offer can be accepted, under which they would reject the operation in the hope that another company will make a new offer with a higher premium. 

In the case of the acquired company, the greater the premium offered, the greater the stockholders' earnings. However, in the case of the acquiring company, there are as many works which show that the premium positively influences the abnormal returns as others, which, on the contrary, find a negative relationship. In both cases, the results obtained are based on one of the two existing alternative hypotheses: The synergy hypothesis which establishes a positive relationship between the premium and abnormal returns and the overpayment hypothesis which identifies a relationship in the other direction.

With regard to the synergy hypothesis, the amount the acquirer will be willing to pay for a merger or acquisition will be higher the greater the value they expect to obtain from the operation (Bradley, et al., 1983; Slusky & Caves, 1991). According to this hypothesis, the premium could be a sign of the value the acquirer assigns to the M&A, and of the probability of obtaining synergies. Therefore, a positive relationship between premiums and returns is expected. To this regard, Antoniou et al. (2007), based on a sample of 396 successful UK mergers in the industrial sector between 1985 and 2004, found that short term cumulative abnormal returns were positively correlated to the level of the premium paid by acquirers. They also found no evidence to suggest that acquirers paying high premiums underperform those paying relatively low premiums in the three years following mergers.

With regard to the overpayment hypothesis, it is possible that the acquiring company would pay a premium higher than the profits expected by the market, which should lead to a negative relationship between the premiums and returns. In this regard, Grullon et al. (1997),  Hayward & Hambrick (1997), Mueller & Sirower (2003) and Sirower (1997), observe a significant negative influence of the premium on the acquirers’ abnormal returns in American M&As. Thus, the payment of a high premium can mean a transfer of wealth to the stockholders of the company acquired which would, at least partially, explain why the majority of empirical studies have found that, after an acquisition, the stockholders of the acquiring organisation are negatively affected, while the stockholders of the target organisation obtain extraordinarily positive returns (Becher, 2000; Goergen & Renneboog, 2003; Houston & Ryngaert, 1997).

The overpayment hypothesis has been justified in existing literature using different arguments. In the first place, it has been proposed that the managers of the acquiring company tend to overpay because they overestimate the future profits to be derived from the operation (Roll, 1986). Secondly, the existence of several acquiring companies that compete for the target company makes the premium go up as successive offers are made and causes the company that finally gains control to pay an excessively high price (Ruback, 1982). Finally, the existence of agency problems could cause the managers to pay a high price for an operation because they seek their own personal gain without taking into account the profits to be derived from the operation (Shleifer & Vishny, 1997). In this case, a high premium would be a sign of the existence of agency problems, which would have a negative effect on the valuation the market makes of the operation.

A common characteristic of previous studies which have analyzed the existing relationship between the premium and abnormal returns is that they have considered the synergy and overpayment hypotheses as alternative propositions. However, it is possible for both hypotheses to be fulfilled simultaneously, which would cause that relationship to depend on the magnitude of the premium. Under these circumstances, the market would begin considering the premium as a sign of greater earnings expected from the operation, therefore the premium would start having a positive influence on the acquiring firm's abnormal returns as proposed by the synergy hypothesis. Nevertheless, if the market assumes that the premium is too high, the effect becomes negative, thereby following the postulates of the overpayment hypothesis. Thus, the two hypotheses would be fulfilled at the same time, leading to the prediction of a quadratic relationship between the premium and the acquiring company's abnormal returns, and not a linear relationship as has been assumed in previous literature. In this regard, the existence of a non-linear relationship as a result of the simultaneous fulfilment of both hypotheses could also explain why some works have found that the relationship between the premium and the acquiring company’s abnormal returns is not significant (Bharadwaj & Shivdasani, 2003; Moeller et al., 2005).

Thus, the aim of this work consists of analyzing whether the premium's influence over the acquiring company's abnormal returns depends on the magnitude of the premium and, therefore, whether there is a quadratic relationship between both variables. This relationship, as far as we know, has not been researched in previous studies. 

3. EMPIRICAL ANALYSIS
3.1.- Data

The empirical analysis was performed for a sample of M&As undertaken among non-financial companies from Western Europe during the 1995-2004 period. The sources of information used in this study are: Thomson OneBanker, which provides information on the characteristics of M&A operations; Datastream, which provides information on the companies' daily stock quotes and on profit and loss accounts and balance sheets of the companies.

In order to identify the operations, we used the Thomson OneBanker database, and the following criteria were applied: 1) Both the acquirer and the acquired company must be listed on an European Stock Exchange; 2) The acquirer must go from possessing less than 50% to more than 50% of the acquired company, with the objective that all operations analyzed imply a change of control, given that the theory justifies the existence of abnormal returns only in this case and not when there is only a financial objective pursued (Beitel et al., 2004); 3). As the work's objective consists of studying the premium, there must be information on the bid made; 4) Furthermore, we eliminated those operations in which there was insufficient data in the estimation period as well as in the event's window. By applying these criteria, a sample of 147 operations was obtained, from which 50 take place among companies in different countries and 67 among companies in different sectors.

Table 1 shows the distribution of operations according to the country of both the acquiring and acquired company, the industry each belongs to and the year they were carried out.

[Insert table 1]

3.2. Analysis of the Abnormal Returns

In order to analyse the market’s response given the announcement of a merger or acquisition operation, the standard methodology of the event study with daily returns has been used. The period of analysis for estimation is 250 days, beginning 270 days prior to the announcement of the operation and ending 21 days before, in an attempt to keep the model estimation from being influenced by the event itself that is to be analysed. 

Once the market model is estimated, abnormal returns are calculated within the event window, which is 41 days, between the 20 days before and after the announcement. A broad period has been set for the calculation of excess returns in order to take into account possible reactions in the price of the shares before and after the date of the event. In addition, abnormal returns have been cumulated using windows of variable duration in order to homogenise the profits of all of the companies considered and avoid bias which could cause an inexact delimitation of the event window.

To test the null hypothesis that accumulated abnormal returns are equal to zero, the statistic based on standardized excess returns (Dodd & Warner, 1983) has been used, which allows us to infer whether the event analysed has a significant impact on the market value of the companies that have announced a merger or acquisition operation. 

The results obtained in the performance of the event study are included in table 2. In addition to the average cumulative abnormal return (ACAR) of each of the windows considered, the significance statistics are shown. 

[Insert table 2]

The results indicate the existence of abnormal negative returns on the days around the date of the announcement of the operation, generating the greatest losses of value, around -0.8%, in both the windows [-5;+5] and [-1;+1]. The analysis also shows that, for these companies, a significant reaction occurs in every window from ten days before to ten days after the date of the event. 

3.3. Analysis of the Influence of the Premium on the Acquirer’s Abnormal Returns

In addition to the event study, we performed a regression analysis in order to determine the existence of a quadratic relationship between the premium and bidders’ returns. The dependent variable is the CAR obtained in the window [-1;+1]. This window is the most relevant given that, in addition to registering the most immediate effect produced by the announcement of an operation, it has been frequently analysed by previous studies. This allows comparisons to be made with other studies. 

In order to test the existence of this non-linear relationship we estimate the following model: 

	CARi = ( + (1 PREMIUMi + (2 PREMIUM2i + (3 DIVERi +(4 DOMESTICi  

+(5 CASHi +(6 FRIENDLYi +(7 RSIZEi +(8 RROEi + ( ( j COUNTRY DUMMIESji 
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	(1)


Where CARi refers to the cumulative abnormal return of the acquiring company for the [-1;+1] window around the announcement of a M&A. The independent variables appear defined below:

PREMIUMi is the ratio of bid price over market price of the target organisation 21 days before the announcement (Antoniou et al., 2007; Bharadwaj & Shivdasani, 2003; Brewer et al., 2000). With the objective of testing the quadratic relationship between the premium and abnormal returns of the acquiring company, we introduced the PREMIUM2 variable in equation (1). If the overpayment hypothesis and the synergy hypothesis are simultaneously fulfilled, it can be expected that the premium begins having a positive influence, but when it reaches higher values, the influence becomes negative. This type of relationship would imply that the PREMIUM variable has a positive coefficient, and the PREMIUM2 variable has a negative coefficient.

DIVERi is a dummy variable which assumes the value of 1 if the acquirer and target main line of business is not in the same two-digit SIC code and zero otherwise (Flanagan & O’Shaughnessy, 2004). Several authors have found that M&As which lead to a diversification of activity tend to destroy value for the acquiring companies (Houston et al., 2001; Maquieira et al., 1998). The lack of gains obtained in the formation of financial conglomerates could be related to the issue of diversification discount. Some studies have documented that diversified conglomerates appear to trade at a discount relative to matched portfolios of pure-play firms (Campa & Kedia, 2002; Díaz et al, 2004; Whited, 2001). On the contrary, those operations which are concentrated in the same sector tend to be beneficial due to the fact that they offer a greater possibility of obtaining scale economies, replacing inefficient managers, reducing overinvestment or increasing market power (Berger & Ofek, 1995; DeLong, 2001; Morck et al, 1990). As such, a negative relation is to be expected between this variable and the bidders’ abnormal returns.

DOMESTICi is a dummy variable which takes the value of 1 if it is a national operation and 0 if it is an international one. Domestic M&As offer greater potential for obtaining synergies, whereas international M&As present regulatory or cultural barriers which reduce earnings (Campa & Hernando, 2004; Eckbo & Thorburn, 2000). Hence, a greater creation of value is to be expected in the operations carried out domestically than in those performed between companies that belong to different countries (Beitel et al., 2004; Grullon et al., 1997).

CASHi is the percentage of the operation financed with cash and whose value ranges from 0% (operation paid in stock) to 100% (Beitel et al., 2004). In principle, better results can be expected for the stockholders of the acquiring companies when the operation is financed with cash instead of with stock (Kohers & Kohers, 2000; Travlos, 1987). Although several explanations have been given for this effect, the most widely-used refers to informational asymmetries (Hansen, 1987), which is based on the premise that the managers have private information about their companies that they do not share with investors. As such, a positive relation is to be expected between this variable and the abnormal returns.

FRIENDLYi is a dummy variable which takes the value of 1 if the merger was considered friendly by the board of the target firm, and zero otherwise. The announcement of a hostile acquisition leads to higher returns for the acquirer than the announcement of a friendly M&A due to the fact that in hostile operations, there is a greater substitution of executives within the acquired companies which, as a result, improves management (Campa & Hernando, 2004; Gregory, 1997; Loughran & Vijh, 1997;). Therefore, a negative relation is to be expected between this variable and the bidders´ abnormal returns.

RELSIZEi is measured by the ratio of market value of the target over market value of the acquirer, both 21 days prior to the announcement of the operation. The reduction of costs of the new organisation is easier in the acquisition of smaller organisations. In particular, previous research tends to measure this using a variable that considers the "relative size between the target company and the acquiring company" (Agrawal et al, 1992; De Long, 2001). The greater the difference in size, the greater the probability that the acquiring company will improve the efficiency and profitability of the target through scale and scope economies offering new services and technologies. In addition, a greater size of the target organisation makes the union of different cultures in a merger more difficult and expensive. Hence, a negative relation between this variable and the abnormal returns is to be expected.

RELROE is the relative return on equity between the target company and the acquiring company (Beitel et al., 2004; Louis, 2004). It is expected that an operation will be more successful if the acquiring company are more profitable than the acquired company, given that the former can transfer their greater management abilities to the target organisation and improve its efficiency. In particular, this variable is measured by the ratio of ROE of the target over ROE of the acquirer, and a negative influence is to be expected on abnormal returns.

Along with the previous variables, we have introduced others which allow us to take into account the acquirer’s country, the sector the company belongs to and the year in which the operation took place. Hence, to consider the country, we have used dummy variables. Alternatively, as a result of the reduced number of operations in some of them, they have been grouped into 4 categories according to the classification offered by La Porta et al (1998) (English-origin, French-origin, German-origin and Scandinavian-origin). With regard to distribution by sector, we have grouped the companies in 4 categories (industry, technology, services and commerce) and have introduced dummy variables. The classification has been conducted in accordance with the SIC code in order to ensure sufficient operations for each sector. Finally, we controlled for the year the operations occurred by using time dummy variables.

Table 3 shows a summary of the variables used in the regression analysis and Table 4 shows the correlation between them.

[Insert tables 3 and 4]

Table 5 shows the results obtained from our analysis. It is observed that the PREMIUM variable has a significant positive coefficient, and the PREMIUM2 variable presents a significant negative coefficient. This confirms the quadratic relationship between the premium and, therefore, this relationship will depend on the magnitude of the premium. The premium begins to have a positive influence on the abnormal returns of the acquiring company, supporting the synergy hypothesis. However, when the premium is too high, the effect becomes negative, as put forth in the overpayment hypothesis. Therefore, both hypotheses are corroborated simultaneously, giving rise to a non-linear relationship.

[Insert table 5]

The quadratic relationship obtained presents only one point of inflection, which can be obtained by carrying out the derivative of the CAR (equation 1) regarding the premium. Equalling the partial derivative to zero, the point of inflection would be –((1/2(2). By using the coefficients from table 5, that point would be between 1.317 and 1.368 depending on the version of the model being considered. Given that our estimations show that (2 is negative, these points represent the maximum. It follows that in the sample of firms analysed, when the amount paid in an operation did not exceed the value of the target company by more than 31-37%, the premium was a sign of future synergy and would have a positive effect on the returns of the bidders. Contrarily, if that threshold is surpassed, the market begins to assume that the acquirer is overpaying for the operations, and the acquirer’s shareholders will be penalized. 

Regarding the control variables, it is worth pointing out that, the CASH variable, which measures the percentage of the operation financed with cash, positively and significantly influences the abnormal returns for the stockholders of the acquirer company. Therefore, as other authors have found, (e.g. Campa & Hernando, 2004; Travlos, 1987) payment in cash provides greater returns to the acquiring company's stockholders as it could reflect the non-overvaluation of these companies. On the other hand, the FRENCH variable, which considers the characteristics of the operations performed within the French system, also offers significant results, whereas the rest of the systems are insignificant in the model.

From a descriptive point of view, table 6 shows the premium in terms of different characteristics of the operations analyzed, thereby distinguishing the acquisitions in which the premium is less than 31% to those in which the premium exceeds 37%. A premium of less than 31% was paid in almost 50% of the 147 operations analyzed, whilst in 12% of them a premium between 31 and 37% was observed. However, in a considerable percentage of M&As (39%), the premium exceeds the value considered in our model as overpayment (37%). Furthermore, we can observe how the price paid seems to have been adjusted more to the synergies expected in those operations produced between companies of the same sector, whereas in cross-border operations and in hostile acquisitions, no significant differences were observed. In this regard, the premium paid was less than 31% in 58% of the operations produced between companies of the same sector, whereas the premium exceeded 37% in only 35% of the acquisitions, giving rise to overpayment. Furthermore, in 45% of the operations which gave rise to diversification, the same overpayment situation was observed, as opposed to 39% of the operations in which the premium was less than 31%.

4. CONCLUSIONS

The main contribution of this research is the answer to the questions: is the price paid for corporate takeovers in Europe adequate to the synergies expected? or, are bidders overpaying for the acquisitions? This study allows us to answer yes to both questions given that both the synergy hypothesis and the overpayment hypothesis are simultaneously fulfilled. 

In order to reach these conclusions, as a first step, we have analysed the reaction produced in the market to the announcement of a merger or acquisition operation using an event study, to afterward perform a regression of the cumulative abnormal returns obtained, in order to determine the importance of the premium therein.

The results obtained from the event study show the existence of abnormal negative returns in the acquiring organisations. In the regression analysis, we identified a quadratic relationship between premiums and returns. The coefficient associated to the variable PREMIUM is positive and significant, and the coefficient associated to PREMIUM2 is negative and significant. As a result, the premium begins having a positive influence on the abnormal returns of the acquiring institution, thus supporting the synergy hypothesis. However, when the premium is too high, the effect becomes negative, as formulated in the overpayment hypothesis. Therefore, as we have proposed, both hypotheses are fulfilled simultaneously and, therefore, the magnitude of the premium conditions its relationship with the abnormal returns, thus giving rise to a quadratic relationship. Moreover, when the amount paid in an operation does not exceed the value of the target organisation by over 31-37%, the premium becomes a sign of the future synergy and will have a positive effect on bidders´ returns.

In that regard, our research reveals the importance of both the premium and the correct valuation by the acquiring company of the profits expected from the operation in merger and acquisition processes. In particular, in all of these processes it should be precisely specified where and how profits are expected to be obtained in order to avoid an overestimation of the profits. Furthermore, it would apparently be necessary to reinforce the corporate control mechanisms of the companies due to the important role played by the managers in the valuation of profits. In this way, information asymmetries and agency problems would be reduced in mergers and acquisitions. Therefore, this would avoid the payment of a high price being exclusively due to the search of private benefits by managers. 

Finally, the results obtained in the study show the need to continue more in-depth studies of the role the premium plays in the results of mergers and acquisitions. In this research we have focused on the short term returns of the bidders, however it would be interesting to analyse the behaviour of those bidders which have overpaid in the long term.
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	Table 1: Sample composition


	Panel A. Acquirer and target classified by country (*)
	Panel B. Acquirer and target classified by sector

	Country
	Acquirers
	Targets
	Sector
	Acquirers
	Targets

	Austria
	0
	2
	Industry
	63
	68

	Belgium
	2
	2
	Technology
	19
	21

	Denmark
	6
	1
	Service
	36
	34

	Finland
	3
	3
	Commerce
	29
	24

	France
	18
	19
	Total
	147
	147

	Germany
	12
	8
	Panel C. Mergers and acquisitions classified by year

	Greece
	1
	1
	Year
	Number of operations

	Ireland-Rep
	3
	1
	1995
	3

	Italy
	3
	1
	1996
	6

	Netherlands
	5
	6
	1997
	7

	Norway
	0
	1
	1998
	12

	Spain
	15
	12
	1999
	37

	Sweden
	8
	7
	2000
	33

	Switzerland
	6
	2
	2001
	22

	United Kingdom
	65
	81
	2002
	12

	Total
	147
	147
	2003
	11

	
	
	
	2004
	4

	
	
	
	Total
	147

	(*) The analysis is only displayed for the acquiring companies. However, we presented the distribution by country for both bidder and target with the objective of describing the considered operations more completely.


	Table 2: Abnormal returns (event study)



	
	ACAR
	Dodd and Warner’s test
	p-value

	[-20; 0]
	0.00766
	-0.18
	0.425

	[-10; 0]
	-0.00619
	-1.42
	0.078*

	[-5; 0]
	-0.00634
	-1.40
	0.081*

	[-1; 0]
	-0.00753
	-2.67
	0.003***

	[0]
	-0.00494
	-2.70
	0.003***

	[-1; +1]
	-0.00809
	-2.60
	0.004***

	[-5; +5]
	-0.00873
	-2.18
	0.014**

	[-10; +10]
	-0.00572
	-1.77
	0.038**

	[-20; +20]
	0.00882
	-0.66
	0.255

	***significance at the 0.01 level, **significance at the 0.05 level, *significance at the 0.1 level.


	Table 3: Statistics of the variables



	Variable
	Definition
	Mean
	Standard 
error
	Expected 
relationship 

	PREMIUMi
	Ratio of bid price over market price of the target organisation 21 days before the announcement.
	1.3401
	0.2656
	+ ; -

	DIVERi
	Dummy = 1 if acquirer and target main line of business is not in the same two-digit SIC code and zero otherwise.
	0.4557
	0.4997
	-

	DOMESTICi
	Dummy = 1 if the M&A is domestic and 0 if it is cross border.
	0.6598
	0.4753
	+

	CASHi
	Percentage of the operation financed with cash and whose value ranges from 0% (operation paid in stock) to 100%.
	0.7072
	0.4279
	+

	FRIENDLYi
	Dummy = 1 if the merger was considered friendly by the board of the target firm and zero otherwise.
	0.6326
	0.4837
	-

	RELSIZEi
	Market value of the target / Market value of the acquirer (both 21 days before the announcement of the M&A).
	0.2446
	0.2992
	-

	RELROEi
	Target ROE / Acquirer ROE
	0.6822
	7.7614
	-

	Table 4: Correlations



	
	PREMIUMi
	DIVERi 
	DOMESTICi 
	CASHi 
	FRIENDLYi 
	RELSIZEi 
	RELROEi 

	PREMIUMi
	1.0000
	
	
	
	
	
	

	DIVERi
	0.1315
	1.0000
	
	
	
	
	

	DOMESTICi
	-0.0627
	-0.0637
	1.0000
	
	
	
	

	CASHi
	0.1770
	0.0780
	-0.1974
	1.0000
	
	
	

	FRIENDLYi
	0.0227
	-0.1527
	0.0784
	-0.2948
	1.0000
	
	

	RELSIZEi
	-0.2884
	-0.1240
	0.0727
	-0.3876
	0.0029
	1.0000
	

	RELROEi
	-0.1174
	-0.0655
	0.0773
	-0.0987
	0.0082
	0.0862
	1.0000


	Table 5: Cross-sectional regression analysis. [-1;+1]



	VARIABLE
	(1)
	(2)
	(3)
	(4)

	PREMIUMi
	0.3011
	*
	0.3216
	*
	0.3406
	*
	0.3477
	*

	
	(1.74)
	
	(1.79)
	
	(1.95)
	
	(1.92)
	

	PREMIUM2i
	-0.1143
	*
	-0.1210
	**
	-0.1249
	**
	-0.1270
	**

	
	(-1.94)
	
	(-1.99)
	
	(-2.10)
	
	(-2.07)
	

	DIVERi
	0.0079
	
	0.0078
	
	0.0130
	
	0.0131
	

	
	(0.68)
	
	(0.67)
	
	(1.06)
	
	(1.05)
	

	DOMESTICi
	0.0143
	
	0.0139
	
	0.0133
	
	0.0134
	

	
	(1.00)
	
	(0.97)
	
	(0.89)
	
	(0.88)
	

	CASHi
	0.0448
	***
	0.0451
	***
	0.0464
	***
	0.0472
	***

	
	(3.10)
	
	(2.82)
	
	(3.12)
	
	(2.89)
	

	FRIENDLYi
	-0.0025
	
	-0.0020
	
	-0.0040
	
	-0.0037
	

	
	(-0.17)
	
	(-0.13)
	
	(-0.26)
	
	(-0.23)
	

	RELSIZEi
	
	
	-0.0014
	
	
	
	0.0025
	

	
	
	
	(-0.06)
	
	
	
	(0.11)
	

	RELROEi
	
	
	0.0004
	
	
	
	0.00009
	

	
	
	
	(0.56)
	
	
	
	(0.12)
	

	COMMERCEi
	0.0224
	
	0.0242
	
	0.0140
	
	0.0142
	

	
	(1.41)
	
	(1.48)
	
	(0.83)
	
	(0.82)
	

	SERVICESi
	-0.0120
	
	-0.0118
	
	-0.0095
	
	-0.0094
	

	
	(-0.83)
	
	(-0.81)
	
	(-0.64)
	
	(-0.63)
	

	TECHNOLi
	-0.0011
	
	-0.0008
	
	-0.0057
	
	-0.0051
	

	
	(-0.06)
	
	(-0.04)
	
	(-0.29)
	
	(-0.26)
	

	FRENCHi
	0.0458
	***
	0.0478
	***
	
	
	
	

	
	(3.00)
	
	(3.00)
	
	
	
	
	

	GERMANYi
	0.0265
	
	0.0280
	
	
	
	
	

	
	(1.25)
	
	(1.29)
	
	
	
	
	

	SCANDIi
	0.0341
	
	0.0348
	
	
	
	
	

	
	(1.61)
	
	(1.63)
	
	
	
	
	

	CONSTANT
	-0.3057
	**
	-0.3219
	**
	-0.2353
	
	-0.2430
	

	
	(-2.29)
	
	(-2.26)
	
	(-1.62)
	
	(-1.58)
	

	COUNTRY DUMMIES
	NO
	
	NO
	
	YES
	
	YES
	

	TIME DUMMIES
	YES
	
	YES
	
	YES
	
	YES
	

	B-P
	0.00
	
	0.02
	
	0.20
	
	0.19
	

	F
	1.80
	**
	1.63
	**
	1.61
	**
	1.49
	*

	R2
	0.2319
	
	0.2339
	
	0.2942
	
	0.2943
	

	R2adj.
	0.1029
	
	0.0906
	
	0.1116
	
	0.0962
	

	In brackets t value. B-P is the Breusch-Pagan test, and it is distributed as a chi-square with one degree of freedom. F is F-Statistic (degrees of freedom in brackets). ***significance at the 0.01 level, **significance at the 0.05 level, *significance at the 0.1 level. Obs. is the number of observations.


	Table 6: Distribution of premiums



	Premium
	<31%
	31%-37%
	>37%

	
	N. M&A
	%
	N. M&A
	%
	N. M&A
	%
	Total

	Total Sample
	72
	49%
	17
	12%
	58
	
	147

	Means of payment
	
	
	
	
	
	
	

	Cash 100%
	
	45%
	10
	11%
	42
	44%
	95

	Stock 100%
	20
	63%
	4
	13%
	8
	25%
	32

	Diversification
	
	
	
	
	
	
	

	Diversification
	26
	39%
	11
	16%
	30
	45%
	67

	No diversification
	46
	58%
	6
	8%
	28
	35%
	80

	Geographical distribution
	
	
	
	
	
	
	

	Domestic
	46
	47%
	12
	12%
	39
	40%
	97

	Cross-border
	26
	52%
	5
	10%
	19
	38%
	50

	Attitude
	
	
	
	
	
	
	

	Hostile
	29
	54%
	4
	7%
	21
	39%
	54

	Friendly
	43
	46%
	13
	14%
	37
	40%
	93

	Sector
	
	
	
	
	
	
	

	Industrial
	30
	48%
	9
	14%
	24
	38%
	63

	Services
	18
	50%
	5
	14%
	13
	36%
	36

	Commerce
	13
	45%
	3
	10%
	13
	45%
	29

	Technological
	11
	58%
	0
	0%
	8
	42%
	19
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