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TAKEOVER DEFENSES, INNOVATION, AND VALUE
CREATION: EVIDENCE FROM ACQUISITION
DECISIONS

MARK HUMPHERY-JENNER*
Australian School of Business, University of New South Wales, Sydney, Australia

The desirability of antitakeover provisions (ATPs) is a contentious issue. ATPs might enable
managerial empire building by insulating managers from disciplinary takeovers. However, some
companies, such as “hard-to-value” (HTV) companies, might trade at a discount due to valuation
difficulties, thereby exposing HTV companies to opportunistic takeovers and creating agency
conflicts of managerial risk aversion. ATPs might ameliorate such managerial risk aversion
by inhibiting opportunistic takeovers. This paper analyzes acquisitions made by HTV firms,
focusing on whether the acquirer (not the target) is entrenched in order to examine the impact of
entrenchment managerial decision making. The results show that HTV firms that are entrenched
make acquisitions that generate more shareholder wealth and are more likely to increase
corporate innovation, suggesting that ATPs can be beneficial in some firms. Copyright  2013
John Wiley & Sons, Ltd.

INTRODUCTION

The desirability of antitakeover provisions (ATPs)
is a contentious issue. ATPs can lead to shareholder
wealth destruction by insulating managers from
disciplinary takeovers and enabling them to engage
in empire building. However, without ATPs, man-
agers of hard-to-value (HTV) firms, which might
trade at a discount due to valuation difficulties, are
exposed to “opportunistic takeovers” (which aim
to take advantage of low stock prices), potentially
causing managerial myopia and underinvestment
in innovative projects. Thus, in HTV firms, ATPs
might serve as credible commitments to encourage
managers to make value-creating investments, but
in easier-to-value firms, they might lead to ineffi-
cient governance.
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This paper tests whether ATPs can ameliorate
managerial myopia in HTV firms by examining
the impact of entrenchment on the investments
that HTV firms make. The study focuses on one
major investment: the acquisition of another firm.
Thus, the paper uses an event-study framework
to examine whether acquirers who are HTV and
have more ATPs make acquisitions that generate
more shareholder wealth and innovation. Focusing
on entrenchment in the acquiring firm enables
the tests to assess how entrenchment influences
managerial behavior. The hypothesis is that
entrenched HTV acquirers (compared with nonen-
trenched HTV acquirers or entrenched non-HTV
acquirers) feature the following characteristics: (1)
the market reacts more positively to entrenched
HTV firms’ acquisitions, (2) these acquisitions
lead to higher long-term post-takeover valuations,
(3) the acquisitions are more likely to induce
value-creating innovation, and (4) ATPs do not
induce HTV firms to overpay for acquisitions.

The results show that entrenched HTV firms
(compared with nonentrenched HTV firms) make
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acquisitions that generate more shareholder wealth
(as proxied by the acquirer’s abnormal returns and
long-run post-takeover Tobin’s Q) and are more
likely to increase innovation. These findings sug-
gest that ATPs can serve as a credible commitment
in some companies (i.e., HTV companies) but can
otherwise induce inefficient governance.

The paper contributes to the literature in several
ways. First, it contributes to the literature on
managerial incentives and innovation, showing
that ATPs can be one way to encourage innovation
and mitigate managerial myopia. Second, the paper
presents new evidence on the potential benefits
of antitakeover provisions in some companies.
The results support some related literature on the
relationship between governance, innovation, and
investment (Banerjee and Masulis, 2013; Becker-
Blease, 2011; Chemmanur and Tian, 2012; Duru
et al., 2013; O’Connor and Rafferty, 2012). The
finding that ATPs can be beneficial in some firms
suggests that a more nuanced analysis of the
relation between firm value and ATPs is necessary.

PRIOR LITERATURE, HYPOTHESES,
AND RELEVANCE TO MANAGEMENT

Theoretical background

Motivations for takeovers broadly include value
creation and managerial self-interest. Takeovers
that increase innovation are often value-creating
takeovers. While some acquisitions reduce R&D
and innovation (Desyllas and Hughes, 2010; Hitt
et al., 1991), the literature also shows that whether
acquisitions increase corporate innovation depends
on the nature of the acquirer and/or target (Ahuja
and Katila, 2001; Kapoor and Lim, 2007; Makri
et al., 2010). This paper focuses on one potential
driver of innovation in acquisitions: managerial
entrenchment facilitated through a preponderance
of ATPs.

Managerial entrenchment is typically associated
with self-interested takeovers that destroy share-
holder wealth (Harford et al., 2012; Humphery-
Jenner, 2012; Humphery-Jenner and Powell, 2011;
Masulis et al., 2007, 2009). Here, the entrench-
ment enables managers to resist the “market for
corporate control” (a key disciplinary mechanism
that exposes poorly performing managers to dis-
ciplinary takeovers). This enables managers to act
self-interestedly without fear of external discipline.

One such self-interested action is a self-interested
takeover (Haleblian et al., 2009). For example,
takeovers sometimes increase equity-based pay
(Harford and Li, 2007; Ozkan, 2012) and bonuses
(Grinstein and Hribar, 2004). Managers might
also aim to increase corporate size, which could
increase CEO power and managerial entrenchment
and, thus, reduce employment risk (Gomez-Mejia
et al., 1990; Haleblian and Finkelstein, 1993).

Managerial entrenchment could also be a driver
of innovation through acquisitions in some firms,
particularly in HTV firms. HTV firms have invest-
ments that are difficult to value and strategies that
can be difficult to quantify. This is because their
investments can be long term, rely on intellectual
capital, and/or depend on key personnel. How-
ever, the market is often “myopic” and penalizes
firms with these traits (Ali et al., 2012; Wool-
ridge, 1988), often emphasizing the possibility of
“disastrous” outcomes in long-dated investments
(Martin, 2012; Weitzman, 2009). While prop-
erly structured incentive contracts would insulate
managerial compensation market myopia (Thanas-
soulis, 2013; see, e.g., Makri et al., 2006), such
schemes cannot protect managers from preda-
tory or opportunistic takeovers, which aim to
purchase relatively underpriced targets. Thus, if
managers are not protected from these opportunis-
tic takeovers, managers of HTV companies might
be deterred from undertaking innovative invest-
ments (Stein, 1989). Takeover protection removes
this risk. Therefore, in HTV companies, takeover
protection (i.e., managerial entrenchment) might
actually encourage managers to pursue invest-
ments that induce value-creating innovation. The
process through which ATPs could encourage
long-term value creation is shown in Figure 1.

Empirical implications and hypotheses

First, the market should react more positively
to entrenched HTV acquirers’ acquisitions. That
is, the acquirer’s cumulative abnormal returns
(CARs) around the acquisition announcement will
be higher if a HTV acquirer is entrenched than
if it is not entrenched. This is premised on (1)
the expectation (from above) that entrenchment
enables HTV firms to make value-creating invest-
ments, and (2) the assumption that the market is
correctly able to value whether entrenched HTV
acquirers’ acquisitions create more value.

Copyright  2013 John Wiley & Sons, Ltd. Strat. Mgmt. J., 35: 668–690 (2014)
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Figure 1. Entrenchment and managerial incentives

Superficially, these premises appear contradic-
tory. However, the expectations are compatible:
Schijven and Hitt (2012) show that in the presence
of valuation difficulties the market will rely on
publicly available information about the acquirer
to appraise the value of its investments. One such
piece of information is whether the acquirer is
an entrenched HTV acquirer. So, while the mar-
ket could rationally down-value risky firms due to
the market’s evaluation of downside risks (Martin,
2012; Weitzman, 1998, 2009), the market could
then use the public information about entrench-
ment to offset this down valuation and infer infor-
mation about the quality of the acquisition. That
is, in HTV firms, the presence of entrenchment
might indicate a credible commitment to reduce
managerial risk aversion (which would arise due
to the possibility of an opportunistic takeover) and
to encourage value creation, thereby conveying a
positive signal to the market.

Hypothesis 1: The market reacts more positively
to entrenched HTV acquirers’ acquisitions than
it does to nonentrenched HTV acquirers’ acqui-
sitions .

The next hypothesis relates to entrenched
HTV acquirers’ acquisitions and long-run value.
Hypothesis 1 focuses on the market’s reaction
to the takeover. However, Oler et al. (2008) and
Schijven and Hitt (2012) suggest that short-term
measures might not entirely reflect the value
that a takeover creates. Given that entrenched
HTV firms’ acquisitions are expected to create
value and encourage innovation, entrenched
HTV acquirers’ acquisitions should increase
long-run firm value more than nonentrenched
HTV acquirers’ acquisitions.

Hypothesis 2: Entrenched HTV acquirers’
acquisitions improve long-term acquirer val-
uations more than do nonentrenched HTV
acquirers’ acquisitions .

The third hypothesis relates to entrenchment and
innovation in HTV firms. The above discussion
suggests that entrenched HTV acquirers will
be more willing to undertake investments that
are innovative than will nonentrenched HTV
acquirers.

Hypothesis 3: Entrenched HTV acquirers’
acquisitions are more likely to increase
innovation in a way that creates value.

An additional prediction relates to takeover
premiums. Managerial hubris can induce high
takeover premiums (Haleblian et al., 2009). How-
ever, if the target conveys high synergistic or
strategic value, then it may warrant, and demand,
a high takeover premium (Laamanen, 2007). Thus,
while every additional dollar spent on acquisition
premiums is a dollar lost to the acquirer’s share-
holders, it is less problematic if the premium is
used to buy a valuable target. Thus, if the pre-
mium is used to buy a value-creating target, then
the acquirer’s shareholders will react less nega-
tively to the acquisition premium (Schijven and
Hitt, 2012). Given the prediction that entrenched
HTV acquirers’ acquisitions yield higher synergis-
tic value, the market should react less negatively
to the premiums paid by entrenched HTV firms.

Hypothesis 4: The market reacts less negatively
to the premiums that entrenched HTV acquirers
pay (compared with premiums that other firms
pay).

SAMPLE AND VARIABLES

Sample selection

The goal is to analyze the acquisition decisions of
acquirers that are hard to value and/or entrenched.
The study uses an event-study framework in
which the event is the announcement of an

Copyright  2013 John Wiley & Sons, Ltd. Strat. Mgmt. J., 35: 668–690 (2014)
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acquisition. The sample of interest is the set
of acquirers that are hard to value (i.e., HTV
acquirers). The control sample is the set of non-
HTV acquirers. The treatment is whether an
acquirer is entrenched (i.e., has a preponderance
of ATPs). The dependent variables are proxies
for whether the takeover increased acquirer value
and/or innovation. The main independent variables
are proxies for whether the acquirer is HTV and/or
entrenched.

This sample is a cross-sectional dataset
that comprises 3,935 acquisitions that were made
between 1990 and 2005 by companies listed in the
United States. The sample begins in 1990 because
governance data is only available after 1990. The
sample ends in 2005 to enable an assessment of
post-takeover performance. The data sources are
standard in the literature (see, e.g., Harford et al.,
2012; Masulis et al., 2007, 2009; Moeller et al.,
2004, 2005). Acquisitions are identified using
SDC Platinum. Acquisition data comes from SDC
Platinum. Stock price data is from the Center
for Research in Security Prices (CRSP) and is
used to construct CARs and control variables that
require acquirer-level stock prices. Acquirer-level
corporate data is from Compustat. Analyst fore-
casts are from the Institutional Brokers’ Estimate
System (IBES) and are used to construct the HTV
variables. Data on ATPs are from RiskMetrics
(formerly Investor Responsibility Research Cen-
ter, IRRC). IRRC only reports data for every
second or third year during the sample period.
For years with missing data, the models use data
from the most recent prior year. IRRC yields the
data necessary to construct the Gompers et al.
(2003) GIM index of 24 ATPs, and subsequently
an indicator for whether the acquirer has a
preponderance of ATPs, I(GIM ≥ 10). Consistent
with Masulis et al. (2007), the sample only com-
prises completed acquisitions where the acquirer
controls 100% of the target after the acquisition,
and for which the bidder and target have the
necessary data. The sample excludes companies
with dual class shares (consistent with Gompers
et al., 2003; Masulis et al., 2007) because (1)
such companies are demonstrably different from
nondual-class companies, and (2) it will make the
results more generalizable to countries that do not
allow dual-class share structures.

The following sections discuss the empirical
models, dependent variables, explanatory vari-
ables, and control variables. Table 1 defines

the HTV variables, entrenchment variables, and
dependent variables. Table 2 both defines and
explains the control variables; the discussion of the
control variables (and the relevant prior literature)
is left to Table 2 for brevity.

Empirical models and dependent variables

Short-run market returns

The first key issue (in Hypothesis 1) is whether the
market reacts positively to acquisitions by HTV
firms that have more ATPs. The dependent variable
is the 5-day cumulative abnormal return based
upon a market model estimated over the period 210
to 11 days before the acquisition (as per Harford
et al., 2012; Masulis et al., 2007). The multivariate
model is in Equation 1:

CARk = α + β(1)I (HTV)k + β(2)I (GIM ≥ 10)k

+ β(3) [I (HTV)× I (GIM ≥ 10)]k

+
N∑

i=1

ϕ(i )Control(i )k + εk (1)

Here, I(GIM ≥ 10) is an indicator that the firm’s
Gompers et al. (2003) GIM index is at least
10, representing a preponderance of ATPs and
entrenchment. I(HTV) is an indicator for whether
the firm is hard to value. Both the HTV and
entrenchment variables are justified below. The
model uses standard errors clustered by 3-digit SIC
industry and includes year dummies (consistent
with Petersen, 2009). This also helps to address
the documented industry effects in corporate
governance (Cremers et al., 2008; Johnson et al.,
2009). Hypothesis 1 suggests that there should
be a positive coefficient on the interaction term,
I(HTV) × I(GIM ≥ 10).

Long-term value creation

The second key issue (in Hypothesis 2) is whether
these acquisitions improve long-term value. The
dependent variable is the industry-adjusted Tobin’s
Q estimated j years after the announcement. The
industry-adjusted Tobin’s Q is the firm’s Tobin’s
Q less the average Tobin’s Q for all firms in its
SIC 4-digit industry and year. Equation 2 contains

Copyright  2013 John Wiley & Sons, Ltd. Strat. Mgmt. J., 35: 668–690 (2014)
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Table 1. Variable definitions

Variable Definition

Dependent variables
CAR The cumulative abnormal returns accruing to the bidder for the five days surrounding the announcement (from days -2 to +2).

Abnormal returns are the difference between actual returns and predicted returns. The predicted return is based on an OLS
estimation of the market model with parameters computed over the period 210–11 days before the announcement.

Ind Adj Tobin’s Q The bidder’s industry adjusted Tobin’s Q i years after the acquisition. The paper reports the results for i = 1. The bidder’s Tobin’s
Q is its market value of assets over its book value of assets. The market value of assets is the firm’s market capitalization plus
book assets less its book equity. In Compustat terms, this is (at − ceq + csho × price)/at). The firm’s industry adjusted Tobin’s Q
is its Tobin’s Q less the average Tobin’s Q in the firm’s SIC 4-digit industry.

I(CAR ≥ 0) × I(R&D(t + i) > R&D(t − 1)) The interaction of (1) an indicator that equals 1 if the CAR is positive, and (2) an indicator that equals 1 if the R&D expenditure
in year $t + i$ exceeds that in year t—i, where year t is the acquisition year.

I(CAR ≥ 0) × I(Target Tech) The interaction of (1) an indicator that equals 1 if the CAR is positive, and (2) an indicator that equals 1 if the target is in a
high-tech industry as defined in Loughran and Ritter (2004).

HTV variables
I(Software) A dummy variable that equals 1 if the acquirer is in the computer software industry and equals zero otherwise. These have the

4-digit SIC codes: 7371, 7372, 7373, 7374, 7375, 7378, 7379.
I(Medical) A dummy variable that equals 1 if the acquirer is in the medical industry and equals zero otherwise. Loughran and Ritter (2004)

define these as firms with 4-digit SIC codes of 3841 or 3845. However, the results also hold in an extended definition of medical
firms as being classified as optical (SIC code 3827), surgical (SIC code 3841), orthopedic (SIC code 3842), dental (SIC code
3843), electromedical (SIC code 3845), ophthalmic (SIC code 3851), or pharmaceutical (SIC code 2834).

I(High Dispersion) A dummy variable that equals 1 if the average of the standard deviation of analyst forecasts is in the top 25% of the IBES
population and equals zero otherwise. The calculation is as follows: For each forecast period, IBES reports the standard
deviation of the analyst forecasts. I computes the average of the standard deviations over the course of the year. I(High
Dispersion) equals 1 if the average of the standard deviations is in the top 25% of the IBES population.

I(High Variability) This is based upon the one-period-ahead analyst forecasts made over the 12 months before the acquisition announcement. Here,
each forecast period IBES reports the mean one-period-ahead analyst forecast. The variable I(High Variability) equals 1 if the
standard deviation of the mean analyst forecasts is in the top 25% of the IBES population.

I(High Forecast Error) A dummy variable that equals 1 if the firm’s average absolute forecast error is in the top 25% of the IBES population and equals
zero otherwise. For each forecast period, the absolute forecast error is the absolute value of the difference between the earnings
forecast and the actual earnings. An acquirer is a I(High Forecast Error) firm if the average absolute forecast error over the year
before the acquisition is in the top 25% of the IBES population.

Governance variables
GIM The index of 24 ATPs used in Gompers et al. (2003). A firm’s GIM score is the number of these 24 ATPs that the firm has.
I(GIM ≥ 10) An indicator that equals 1 if the firm has a GIM score of at least 10 and has a classified board, and equals 0 otherwise. The

reported models use this as the key governance variable.
BCF The index of six ATPs used in Bebchuk et al. (2009). A firm’s BCF score is the number of these six ATPs the firm has.
I(CBOARD) An indicator that equals 1 if the firm has a classified board.
I(PPILL) An indicator that equals 1 if the firm has a poison pill.

All continuous variables are winsorized at 1% unless otherwise indicated.
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Table 2. Control variables

Variable Prediction and literature Computation

General control variables
ln(Assets) Large firms’ acquisitions tend to create less

value, possibly reflecting the entrenching
effect of large corporate size (Moeller et al.,
2004, 2005; Shaver and Mezias, 2009).

The natural log of the acquirer’s total
assets (Compustat code: at).

P/RIV Overvalued equity gives managers a currency
with which to make self-interested
investments, so should reduce takeover
profitability (Jensen, 2005).

The firm’s stock price (P) to a measure
of its true value (Residual Income
Value, RIV). The computation of RIV
is as in Harford et al. (2012).

FCF/Assets High free cash flows give managers greater
discretion to make self-interested
investments, so should reduce takeover
returns (Jensen, 1986).

The firm’s free cash flow scaled by the
market value of assets. In Compustat
codes, the free cash flow is
(oibdp-xint—txt-capx)/
(at − ceq + csho × price), and the
market value of assets is
(at − ceq + csho × price), where price
is the firm’s share price 35 days
before the announcement.

Debt/Assets Higher levels of debt connote additional
monitoring, which should encourage
managers to create more value in
acquisitions (Arping and Sautner, 2010;
Maloney et al., 1993; Zwiebel, 1996).

The long-term debt (Compustat: dltt)
scaled by the market value of assets
(Compustat: at − ceq + csho × price,
where price is the firm’s share price
35 days before the announcement
sourced from CRSP).

Tobin’s Q A high Tobin’s Q might connote a past track
record of value creation (Gompers et al.,
2003), so might increase acquisition returns.

Tobin’s Q is the market value of assets
(at − ceq + csho × price, where price
is the firm’s share price 35 days before
the announcement) scaled by the book
value of assets (Compustat: at).

I(Serial
Acquirer)

The prediction is ambiguous. Serial acquirers
sometimes engage in acquisition programs
that destroy corporate value (Moeller et al.,
2005). However, there is some evidence that
acquirers learn from acquisition experience,
enabling them to improve acquisition
performance (Barkema and Schijven, 2008;
Vermeulen and Barkema, 2001).

An indicator that equals 1 if the acquirer
has previously engaged in three or
more acquisitions. This data is from
SDC Platinum.

Run-Up A strong stock price run-up should represent
anticipation of the market’s reaction to the
takeover, so should be positively related to
takeover performance.

The Run-Up variable is the firm’s
buy-and-hold abnormal return
(BHAR) earned over the period
210–11 days before the takeover. The
abnormal returns are based on an OLS
estimation of the market model
computed over 200 days before this
period.

Volume Run-Up Similar to the presence of a stock price run-up,
a volume run-up might indicate market
expectations of a takeover. However, a
volume run-up does not imply that the
market thinks the takeover will create value
(and indeed could be associated with strong
sell pressure). Subsequently a volume run-up
proxies more for the presence of liquidity,
thereby controlling for the market conditions
that might influence acquirer CARs.

The measure of abnormal volume on day
t is the turnover on day t less that
predicted by an OLS estimation of a
turnover-based market model
(computed over a prior 20-day
period). The Volume variable is the
cumulative abnormal volume over the
window from 10–30 days before the
announcement.

TV/Assets Large deals tend to involve greater integration
difficulties, so might reduce takeover returns.

The transaction value divided by the
bidder’s market value 11 days before
the announcement.

Copyright  2013 John Wiley & Sons, Ltd. Strat. Mgmt. J., 35: 668–690 (2014)
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Table 2. continued

Variable Prediction and literature Computation

I(Both Tech) Deals where the bidder and target are
both high-tech could induce higher
returns by increasing market power.

I(Both Tech) equals 1 if both the bidder and
target are in high-tech industries as
defined in Loughran and Ritter (2004).
They define high-tech firms as firms in
these industries: computer hardware (SIC
codes 3571, 3572, 3575, 3577, 3578);
communications equipment (3661, 3663,
3669); electronics (3671, 3672, 3674,
3675, 3677, 3678, 3679); navigation
equipment (3812); measuring and
controlling devices (3823, 3825, 3826,
3827, 3829); medical instruments (3841,
3845); telephone equipment (4812,
4813); communications services (4899);
and software (7371, 7372, 7373, 7374,
7375, 7378, 7379).

I(Diversifying) Diversifying deals likely perform worse
due to integration difficulties and the
possibility that the motivation is
managerial self-interest (Moeller and
Schlingemann, 2005).

An indicator that equals 1 if the bidder and
target are in different Fama-French 48
industries. The results are qualitatively
the same when defining diversifying
acquisitions as those in which the bidder
and target are in different 2-digit, 3-digit,
and 4-digit SIC codes.

I(Cross-border) Cross-border deals may perform worse
due to the difficulties of integrating
companies in different countries and
due to information asymmetries of
distance (Vaara and Tienari, 2010).

An indicator that equals 1 if the bidder and
target are based in different countries.

I(Friendly Deal) Friendly deals may perform better if
friendliness streamlines the integration
process. However, it could also induce
poor performance if the friendliness
arises from paying an excess takeover
premium.

An indicator that equals 1 if SDC codes the
deal as neither hostile nor unsolicited.

I(Multi Bidders) The presence of multiple bidders can
force up takeover premiums and
induce a winner’s curse (Giliberto and
Varaiya, 1989).

An indicator that equals 1 if there was more
than one bidder.

Method of Payment
and Target Status
Interactions

Method of payment can influence
takeover returns. For example, paying
stock to an unlisted target can create a
monitoring blockholder, which might
improve monitoring (Chang, 1998;
Fuller et al., 2002).

The indicators Public, Private, Subsidiary
represent an acquisition of a listed target,
an unlisted target, a subsidiary. The terms
Cash and Stock equal 1 if the bidder paid
with some cash, or with only stock,
respectively. The models control for the
interactions of the variables.

Industry M&A Significant M&A activity in the target’s
industry might increase competition
for targets, driving up takeover
premiums (Haleblian et al., 2012;
McNamara et al., 2008). It might also
affect the acquirer’s opportunity set
(Gaur, Malhotra, and Zhu, 2013),
influencing acquisitions the bidder
might undertake (Berchicci et al.,
2012).

The total value of the takeover transactions
in the target’s industry in the past year.

Copyright  2013 John Wiley & Sons, Ltd. Strat. Mgmt. J., 35: 668–690 (2014)
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Table 2. continued

Variable Prediction and literature Computation

Other governance variables used in unreported robustness tests
I(5% Blockholder) Large blockholders have an incentive to monitor

companies. Thus, a large blockholder in the
acquirer should improve governance and
encourage managers to maximize shareholder
wealth (McCahery et al., 2012).

An indicator that equals 1 if Thomson
13F filings indicate that a
shareholder owns more than 5% of
the company. The 5% threshold
follows Hillman et al. (2011).

Discretionary
Accruals/
Nondiscretionary
Accruals

Large amounts of discretionary accruals can
indicate earnings management. Earnings
management connotes poor governance (Ahn
and Choi, 2009; Chi and Gupta, 2009;
Hochberg, 2012). Poor governance implies
worse takeover returns and possibly less
innovation.

Calculated using Compustat data
following the balance sheet method
in Hribar and Collins (2002).

CEO Percentage
Ownership

Higher levels of CEO equity ownership can help
to align CEO and shareholder incentives (Matta
and McGuire, 2008). This could encourage
value creation in acquisitions

The percentage of the firm’s stock that
the CEO owns, as reported in
ExecuComp.

CEO Equity Com-
pensation/Total
Compensation

Higher levels of equity-based compensation could
encourage managers to act in shareholders’
interests.

The proportion of equity-based pay to
total pay in ExecuComp (in
ExecuComp codes: rstkgrnt/tdc1).

ln(CEO Age) Older CEOs might become more entrenched,
possibly enabling them undertake self-interested
investments or engage in empire building.

The natural log of the CEO’s age, as
reported in ExecuComp.

ln(CEO Tenure) Long-serving CEOs can become “entrenched,”
possibly enabling CEOs to become
over-confident “star” CEOS, and enabling them
to reduce shareholder wealth (Sinha et al.,
2012)

The natural log of the time that the
CEO has served at CEO, as reported
in Execucomp.

I(CEO is Chair) Having a chairperson that is also the CEO might
connote poor corporate governance and reduce
value gains from acquisitions (Rechner and
Dalton, 1991). However, there is some evidence
that CEO-chair duality is sometimes useful if it
helps the CEO convey expertise, and there is
mixed evidence on whether CEO-chair duality
harms performance (see, e.g., Baliga et al.,
1996).

An indicator that equals 1 if the CEO
is also the chairperson of the board,
as indicated in IRRC’s directors
database.

Num Directors A larger board might harm performance due to the
difficulties of coordinating myriad interests
(Goodstein et al., 1994). However, there is
some evidence that larger boards could improve
governance through institutional learning,
monitoring, or diluting CEO power (Changanti
et al., 1985).

The number of directors on the
company’s board, as reported in
IRRC’s directors database.

Prop Exec
Directors

Having more executive directors on the boards
may emphasize agency conflicts and harm
performance/innovation (Masulis and Mobbs,
2011). However, there is some evidence of a
curvilinear effect (Wagner et al., 1998),
reflecting the role of insiders in information
provisioning (Coles and Hesterly, 2000).

The proportion of directors that are
executive’ directors (as opposed to
independent or “gray” directors) as
reported in IRRC’s directors
database.

Prop Bad
Attendance

Poor attendance at board meetings might reflect a
lack of attention/ monitoring and might harm
performance

The proportion of directors that
attended under 75% of the board
meetings, as indicated in IRRC’s
directors database.
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Table 2. continued

Variable Prediction and literature Computation

Prop Female
Directors

Adams and Funk (2012) argue that female
directors have different goals and preferences to
male directors. Greater diversity on a board can
improve governance and board attendance,
although appear not to improve performance
(Adams and Ferreira, 2009).

The proportion of the board that are
female as indicated in IRRC’s
directors database.

Prop Exec on
Audit
Committee

The audit committee should independently
monitor managers. More insiders on the
committee would worsen governance.

The proportion of the insiders on the
audit committee, as indicated in
IRRC’s directors database.

Prop Exec on
Governance
Committee

The governance committee should set governance
mechanisms to prevent agency conflicts.
Insiders on the governance committee would
undermine this process.

The proportion of insiders on the
governance committee, as indicated in
IRRC’s directors database.

I(Delaware
Incorporation)

Delaware has a reputation for allowing
manager-friendly governance arrangements,
possibly harming corporate governance and
reducing performance (Macey, 2002; McCahery
and Vermeulen, 2005).

An indicator that equals 1 if the
company is incorporated in Delaware.

the OLS regression model.

Ind Adj Tobin′s Q (t + j)k = α + β(1)I (HTV)k

+ β(2)I (GIM ≥ 10)k

+ β(3) [I (HTV)× I (GIM ≥ 10)]k

+
N∑

i=1

ϕ(i )Control(i )k + εk (2)

The model uses fewer controls than in the CARs
regressions because some deal-based variables
should not logically influence the acquirer’s long-
term value. The models use robust standard errors
clustered by 3-digit SIC code and include year
dummies. Hypothesis 2 suggests that there should
be a positive coefficient on the interaction term,
I(HTV) × I(GIM ≥ 10).

Value-creating innovation

The third issue (in Hypothesis 3) is whether
entrenchment encourages HTV acquirers to make
acquisitions that generate value-creating innova-
tion. The proxies for whether a takeover involves
value-creating innovation have two components:
(1) value creation (i.e., if the CAR > 0), and (2)
innovation (i.e., an increase in the acquirer’s R&D
and/or an acquisition of a high-tech target as
defined in Loughran and Ritter, 2004). This yields

two value-creating innovation variables: I(Target
Tech) × I(CAR > 0) captures whether an acquisi-
tion of a tech target creates value, and I(R&D(t + i)
> R&D(t − 1)) × I(CAR > 0) examines whether
an acquisition increases the acquirer’s R&D and
creates value. The regression specifications are
below:

(
I (Target Tech)k × I (CAR ≥ 0)k

)

= α + β(1)I (HTV)k + β(2)I (GIM ≥ 10)k

+ β(3) [I (HTV)× I (GIM ≥ 10)]k

+
N∑

i=1

ϕ(i )Control(i )k + εk (3)

(I (R&D (t + i) > R&D (t − 1))k × I (CAR ≥ 0)k)

= α + β(1)I (HTV)k + β(2)I (GIM ≥ 10)k

+ β(3) [I (HTV) × I (GIM ≥ 10)]k

+
N∑

i=1

ϕ(i )Control(i )k + εk (4)

The models are logit models, use robust stan-
dard errors clustered by 3-digit SIC code, and
include year dummies. Hypothesis 3 indicates
that there should be a positive coefficient on
I(HTV) × I(GIM ≥ 10).
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Takeover premiums

The prediction in Hypothesis 4 is that the market
should react positively to the takeover premiums
that HTV firms pay. The regression specification is

CARk = α + β(1)I (HTV)k

+ β(2)I (GIM ≥ 10)k

+ β(3) (Proxy Premium (D Days))

+ β(4)
[
I (HTV)k x I (GIM ≥ 10)k

]

β(5)
[
I (HTV)k × (Proxy Premium (D Days))k

]

+ β(6)[(Proxy Premium (D Days))k

× I (GIM ≥ 10)k ]

+ β(7)]I (HTV)k × I (GIM ≥ 10)k

× (Proxy Premium (D Days))k ]

+
N∑

i=1

ϕ(i )Control(i )k + εk (5)

Here, proxy premium (denoted Proxy Premium
(D days)) is the average premium paid for firms in
the target’s SIC 2-digit industry in that year, where
the takeover premium is variously the transaction
value divided by the target’s stock price D days
before the acquisition announcement, where D
days is variously 3, 11, or 21 days. The logic
behind the variable is below. The models use
robust standard errors clustered by 3-digit SIC
industry and include year dummies. Hypothesis 4
implies that there should be a positive coefficient
on the triple interaction term, I(HTV) × I(GIM
≥10) × Proxy Premium (D days).

Explanatory variables

Proxies for hard-to-value companies

The study uses a HTV indicator that equals 1 if the
firm satisfies one of five definitions of being hard
to value. The results are robust to examining each
variable individually. The HTV conditions are
(1) I(Software), a dummy that equals 1 if the firm
is in the software industry (as defined in Table 1);
(2) I(Medical), a dummy that equals 1 if the firm is
in the medical industry (as defined in Table 1); (3)
I(High Dispersion), a dummy that equals 1 if the
firm’s yearly average analyst forecast dispersion is

in the top 25% of the IBES population; (4) I(High
Variability), a dummy that equals 1 if the standard
deviation of analyst forecast errors is in the top
25% of the IBES population for that year; and
(5) I(High Forecast Error), a dummy that equals
1 if the firm’s analyst forecast error is in the
top 25% of the IBES population for that year,
implying some difficulty valuing the company. The
HTV indicator, I(HTV), equals 1 if the acquirer
satisfies any one of these five proxies. The results
are also robust to analyzing each of these proxies
individually (see the robustness section).

The rationale for the proxies is as follows.
Software companies and medical companies are
typically high-innovation companies, relying on
R&D and patents (Danzon et al., 2007; Desyllas
and Hughes, 2010; Makri et al., 2010). Thus, firms
in the software and/or medical industries would
be more likely to be innovative and hard to value
(as highlighted in Giaccotto et al., 2011). For the
analyst forecast variables, a high dispersion in
earnings forecasts, or a high error rate, implies
difficulties estimating and evaluating a firm’s
earnings.

The entrenchment variables

The entrenchment variable is I(GIM ≥ 10), a
dummy variable that equals 1 if the firm has
a Gompers et al. (2003) GIM index above 10
(following Harford et al., 2012). The GIM index
is constructed by counting the number of 24
key antitakeover provisions that a firm has.
The rationale for using a dummy variable is
severalfold: (1) it is easier to interpret double and
triple interactions that feature dummy variables;
and (2) Harford et al. (2012) suggest that managers
are sufficiently entrenched if there is a “critical
mass” of ATPs. That is, having a small number of
ATPs is ineffective; (3) following the second point,
there is nonlinearity in the impact of ATPs. This
supports the use of a nonlinear indicator variable;
(4) in the data, as illustrated in Figure 2, there
is a clear change in acquirer returns after a firm
has more than 10 ATPs, suggesting that ATPs start
to influence investment decision making when the
firm has a preponderance of them. Nonetheless, the
results are robust to other ATP measures.

Takeover premium

The takeover premium is the transaction value
divided by the target’s share price 3, 11, or 21 days
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Figure 2. Average acquirer CARs by GIM index value.
The cumulative abnormal returns accruing to the bidder
for the five days surrounding the announcement (from
days −2 to +2). Abnormal returns are the difference
between actual returns and predicted returns. The pre-
dicted return is based on an OLS estimation of the market
model with parameters computed over the period 210
to 11 days before the announcement. The GIM index is
an equally weighted index of 24 antitakeover provisions,
with a higher score indicating greater entrenchment. The

variables are defined in Tables 1 and 2

before the acquisition. To address the fact that both
(1) takeover premiums are unobserved in acquisi-
tions of unlisted targets, and (2) premiums can be
endogenous with CARs, the models use a Proxy
Premium, defined as the average takeover premium
paid for companies in the target’s industry in the
year of the acquisition (following Officer, 2007).
The use of industry average premiums is consis-
tent with the fact that investment bankers tend to
set takeover premiums for a transaction by looking
at the premiums paid for other comparable trans-
actions in the industry (see, e.g., Rosenbaum and
Pearl, 2009). It is also consistent with the pres-
ence of industry and time clustering in bidding
strategies (Eckbo, 2009; Huizinga et al., 2008).

Control variables

The control variables are standard in the litera-
ture (see, e.g., Harford et al., 2012; Humphery-
Jenner, 2012; Humphery-Jenner and Powell, 2011;
Masulis et al., 2007; Moeller et al., 2004, 2005).
The control variables are in two classes: (1) gen-
eral control variables that are used in the baseline
regressions, and (2) other governance variables
used in robustness tests. Separate models (in the
robustness section) analyze the other governance
variables because requiring them almost halves the

sample size, which would expose the results to
sample-selection biases.

Summary statistics

Table 3 contains the sample description by year.
Software companies make 408 of these acquisi-
tions and medical companies make 164 acqui-
sitions in the sample. The sample reveals some
takeover clustering. Spikes in activity occur around
1998 and 1999 (coinciding with the tech boom)
and in 2004 (coinciding with an increased avail-
ability of capital with which to make takeovers).
These spikes in activity are consistent with those
documented in prior studies (Maksimovic et al.,
forthcoming; Powell and Yawson, 2005, 2007).

Table 4 contains summary statistics. Column
1 contains statistics for the full sample of 3,935
firms. The statistics are largely in line with those
reported in prior literature (Masulis et al., 2007;
Moeller et al., 2004). Columns 2–6 contain sum-
mary statistics for subsamples of HTV firms. There
is significant variation in the variables across the
HTV subsamples. Table 5 contains the bivariate
correlations. They suggest some significant cor-
relation between the control variables, which the
models in the robustness section address.

RESULTS

The hypotheses suggest that ATPs are beneficial
if entrenched HTV acquirers’ acquisitions (1)
are associated with positive market reactions, (2)
create more long-term value, (3) lead to innovation
that creates corporate value, and (4) do not induce
overpayment for acquisitions. The results are in
Table 6.

The results indicate that the market responds
more positively to acquisitions made by entren-
ched HTV firms. Column 1 contains OLS models
that examine short-run acquisition CARs (as per
Equation 1). The coefficients on I(GIM ≥ 10)
and I(HTV) indicates that CARs are lower
for both entrenched acquirers and for HTV
acquirers. However, the positive coefficient on
I(GIM ≥ 10) × I(HTV) indicates that entrenched
HTV acquirers destroy less value than do
entrenched non-HTV acquirers or nonentrenched
HTV acquirers. Figure 3 illustrates this result.
In Figure 3, CARs are rebased such that the
columns represent deviation from the CAR that a
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Table 3. Sample composition by year

Year Total Software Nonsoftware Medical Nonmedical High dispersion High variability High error
[1] [2] [3] [4] [5] [6] [7] [8]

1990 119 11 108 2 117 0.090 0.157 0.338
1991 109 5 104 2 107 0.281 0.319 0.736
1992 121 12 109 3 118 0.064 0.101 0.159
1993 201 14 187 10 191 0.077 0.150 0.188
1994 225 11 214 10 215 0.063 0.099 0.161
1995 225 26 199 8 217 0.083 0.144 0.180
1996 232 17 215 11 221 0.069 0.121 0.156
1997 236 13 223 4 232 0.066 0.123 0.925
1998 382 40 342 15 367 0.079 0.212 0.331
1999 322 18 304 16 306 0.084 0.227 0.243
2000 279 31 248 8 271 0.125 0.330 0.430
2001 252 22 230 11 241 0.071 0.324 0.281
2002 319 55 264 12 307 0.058 0.197 0.338
2003 289 52 237 14 275 0.063 0.207 0.179
2004 336 40 296 18 318 0.058 0.169 0.173
2005 288 41 247 20 268 0.059 0.162 0.172
Overall 3,935 408 3,527 164 3,771 0.087 0.190 0.312

Column 1 = total number of acquisitions; Column 2 (Column 3) = number of acquisitions by a software (nonsoftware) company;
Column 4 (Column 5) = number of acquisitions by a medical (nonmedical) company); Column 6 = average of the standard deviation
in analyst forecasts; Column 7 = standard deviation of the mean analyst forecast; Column 8 = average forecast error

nonentrenched non-HTV firm would earn (thus, a
negative column indicates that the acquisition cre-
ates less value, not that it destroys value per se).
The result is also economically significant. The net
effect for entrenched HTV acquirers is β(I(HTV))

+ β(I(GIM ≥ 10)) + β(I(HTV) × I(GIM ≥ 10)). The effect
for nonentrenched HTV acquirers is β(I(HTV)).
Therefore, the difference between entrenched
HTV acquirers and nonentrenched HTV acquirers
is β(I(GIM ≥ 10)) + β(I(HTV) × I(GIM ≥ 10)). Thus,
entrenched HTV acquirers earn CARs that are
0.640 points higher than those of entrenched
non-HTV acquirers.

The models suggest that entrenchment improves
long-run performance in HTV firms. Columns 2
and 3 examine long-run postacquisition Tobin’s
Q values (as per Equation 2), and indicate that
entrenched HTV acquirers have higher postacqui-
sition Tobin’s Qs than do nonentrenched HTV
acquirers and entrenched non-HTV acquirers. This
result is consistent with Hypothesis 2, suggest-
ing that entrenchment has long-run value impli-
cations for HTV firms, and indicates that the
short-run results do not merely reflect a market
overreaction.

The results indicated that entrenchment
increases the likelihood of value-creating inno-
vation in HTV firms, supporting Hypothesis 3.
Columns 4–6 examine value-creating innovation

in acquisitions (as per Equation 3). They show that
the acquisitions of entrenched HTV acquirers are
more likely to result in value-creating innovation
than are those of nonentrenched HTV acquirers
and entrenched non-HTV acquirers. This result is
consistent with entrenchment reducing managerial
myopia and encouraging innovation and value
creation.

The regression results suggest that the market
responds more positively to the takeover premi-
ums paid by entrenched HTV firms, supporting
Hypothesis 4. Columns 7–9 examine the market’s
reaction to takeover premiums (as per Equation
4). The important result is the coefficient on
I(HTV) × I(GIM ≥ 10) × Proxy Premium (D
days), which is positive and significant. This sug-
gests that the market reacts less negatively to the
takeover premiums that entrenched HTV acquirers
make. The result implies that the premiums paid
by entrenched HTV acquirers reflect a payment
for synergies rather than an overpayment.

Together, these results indicate that entrenched
HTV acquirers’ acquisitions are more likely to
be synergistic, to create corporate value, and to
generate value-creating innovation. These results
lend support for Hypotheses 1–4. The next section
discusses additional ways to mitigate econometric
concerns.
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Table 4. Summary statistics

All firms Software Medical High dispersion High variability High error

Panel A: Dependent and related variables
CAR 0.301 0.035 −0.017 0.122 −0.006 0.500
Ind Adj Tobin’s Q(t + 3) 0.155 0.190 0.300 −0.043 −0.100 −0.099
Ind Adj Tobin’s Q(t + 2) 0.173 0.334 0.284 −0.032 −0.060 −0.115
Ind Adj Tobin’s Q(t + 1) 0.192 0.406 0.339 −0.060 −0.043 −0.067
I(Tgt Tech) 0.258 0.806 0.421 0.216 0.309 0.277
I(R&D(t + 2) > R&D(t − 1)) 0.915 0.902 0.872 0.814 0.840 0.848
I(R&D(t + 1) > R&D(t − 1)) 0.910 0.868 0.848 0.827 0.840 0.857
Proxy Premium (3 days) 1.139 1.526 1.178 1.139 1.267 1.202
Proxy Premium (11 days) 1.196 1.586 1.273 1.191 1.329 1.256
Proxy Premium (21 days) 1.228 1.662 1.303 1.214 1.354 1.293

Panel B: Governance variables
GIM 9.418 8.137 9.220 9.288 9.164 8.946
BCF 2.270 1.730 2.018 2.161 2.146 1.929
I(CBOARD) 0.629 0.458 0.640 0.583 0.588 0.473
I(GIM ≥ 10) 0.484 0.270 0.439 0.487 0.455 0.473
I(BCF ≥ 3) 0.450 0.260 0.360 0.386 0.391 0.295

Panel C: Control variables
Assets (USDm) 12,154 2,121 4,643 18,025 14,777 25,662
Ind Adj Tobin’s Q(t − 1) 0.426 1.001 0.886 0.143 0.345 0.235
Tobin’s Q(t − 1) 1.972 3.115 3.353 1.580 1.934 1.618
P/RIV 2.137 3.652 3.198 1.699 1.759 0.591
FCF/Assets 0.017 0.020 0.032 −0.001 0.004 −0.009
Debt/Assets 0.166 0.057 0.110 0.205 0.183 0.221
Run-up −0.071 −0.098 −0.086 −0.073 −0.128 −0.073
Ind M&A 0.022 0.038 0.036 0.020 0.023 0.017
TV/Assets 0.133 0.090 0.113 0.170 0.148 0.195
I(Diversifying) 0.369 0.328 0.372 0.363 0.407 0.438
I(Cash Payment) 0.552 0.525 0.579 0.565 0.572 0.580
I(Stock Payment) 0.448 0.475 0.421 0.435 0.428 0.420
I(Private Target) 0.364 0.500 0.305 0.277 0.367 0.268
I(Public Target) 0.317 0.297 0.378 0.343 0.290 0.348
I(Subsidiary Target) 0.314 0.201 0.317 0.371 0.337 0.384
I(Multi Bidders) 0.020 0.017 0.037 0.030 0.027 0.036
Volume Run-up 0.072 −0.105 0.163 0.057 0.120 0.120
I(Cross-border) 0.007 0.005 0.006 0.013 0.006 0.009
I(Friendly Deal) 0.989 0.988 0.976 0.983 0.987 0.991
I(Serial Acquirer) 0.200 0.201 0.116 0.124 0.160 0.071
HHI 0.154 0.106 0.091 0.144 0.152 0.120

All figures are sample means. Column 1 examines all firms in the sample. Columns 2–6 examine subsamples of firms that are HTV.
The HTV definition is in the column title.

Other robustness tests

In addition to the aforementioned robustness
checks in relation to variable definitions, cluster-
ing, and fixed effects, the results are robust in the
following ways.

The results are robust to the definition of
acquirer CARs in several ways. First, the results
hold when using the event windows (-1,1), (-2,2),
(-5,5), (-60,0), (-60,2), (-60,5), (0,60), (-2,60), and
(-5,60). Second, the results are robust to whether
the takeover changes the acquirer’s systemic risk.

The way to address this is by calculating the
weighted average beta of the bidder and the target
(with weights based on the market values 11
days before the announcement), and then using
this weighted average beta to compute CARs.
Third, the results are robust to calculating CARs
by using the Scholes and Williams (1977) and
Dimson (1979) adjustments for nonsynchronous
trading and thin trading and to using GARCH or
EGARCH models. For the long-term performance
models, the results are robust to examining Tobin’s
Q (rather than industry-adjusted Tobin’s Q), to
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Table 5. Bivariate correlations

Variable
Number Variable 1 2 3 4 5 6 7 8 9 10 11 12

1 CAR 1.00
2 Ind Adj Tobin’s

Q(t + 3)
0.02 1.00

3 Ind Adj Tobin’s
Q(t + 2)

−0.01 0.78 1.00

4 Ind Adj Tobin’s
Q(t + 1)

0.02 0.66 0.77 1.00

5 I(Tgt Tech) −0.02 0.08 0.10 0.13 1.00
6 I(R&D(t + 2) >

R&D(t − 1)])
0.04 0.03 0.05 0.09 −0.12 1.00

7 I(R&D(t + 1) >
R&D(t − 1)])

0.03 0.04 0.04 0.07 −0.13 0.71 1.00

8 Proxy Premium (3
days)

0.02 0.05 0.04 0.06 0.27 −0.08 −0.09 1.00

9 Proxy Premium (11
days)

0.02 0.05 0.04 0.06 0.27 −0.09 −0.09 1.00 1.00

10 Proxy Premium (21
days)

0.02 0.05 0.04 0.06 0.28 −0.09 −0.09 0.99 1.00 1.00

11 GIM −0.05 −0.09 −0.08 −0.11 −0.18 −0.01 0.00 −0.07 −0.07 −0.07 1.00
12 BCF −0.05 −0.14 −0.12 −0.13 −0.16 0.01 0.00 −0.07 −0.07 −0.07 0.71 1.00
13 I(CBOARD) −0.04 −0.09 −0.09 −0.08 −0.12 0.00 −0.01 −0.08 −0.08 −0.07 0.50 0.64
14 I(GIM ≥ 10) −0.05 −0.05 −0.06 −0.08 −0.16 −0.01 0.00 −0.07 −0.07 −0.07 0.82 0.59
15 I(BCF ≥ 3) −0.04 −0.08 −0.08 −0.08 −0.14 0.01 −0.01 −0.06 −0.06 −0.05 0.61 0.84
16 ln(Assets) −0.11 −0.04 −0.07 −0.06 −0.25 0.07 0.09 −0.12 −0.11 −0.12 0.21 0.11
17 Ind Adj Tobin’s

Q(t − 1)
−0.01 0.45 0.50 0.61 0.23 0.04 0.02 0.15 0.15 0.15 −0.16 −0.17

18 Tobin’s Q(t − 1) −0.02 0.41 0.46 0.55 0.34 0.02 −0.01 0.21 0.21 0.22 −0.20 −0.20
19 P/RIV −0.09 0.09 0.09 0.14 0.08 0.00 0.01 0.02 0.02 0.02 −0.05 −0.04
20 FCF/Assets 0.03 0.05 0.07 0.08 −0.01 0.12 0.11 −0.05 −0.05 −0.04 0.09 0.04
21 Debt/Assets 0.05 −0.23 −0.25 −0.27 −0.33 0.03 0.06 −0.06 −0.06 −0.06 0.13 0.12
22 Run-up −0.01 0.02 0.02 0.01 −0.07 0.07 0.07 −0.06 −0.06 −0.06 0.07 0.06
23 Ind M&A 0.00 0.10 0.11 0.11 0.38 −0.07 −0.09 0.13 0.14 0.16 −0.06 −0.08
24 TV/Assets 0.00 −0.08 −0.11 −0.12 −0.09 0.00 0.03 0.05 0.05 0.05 0.03 0.02
25 I(Diversifying) 0.03 0.03 0.02 0.02 0.08 −0.09 −0.10 0.05 0.06 0.06 0.05 0.02
26 I(Cash Payment) 0.11 −0.05 −0.05 −0.06 −0.03 −0.04 −0.06 0.05 0.05 0.05 0.06 0.05
27 I(Stock Payment) −0.11 0.05 0.05 0.06 0.03 0.04 0.06 −0.05 −0.05 −0.05 −0.06 −0.05
28 I(Private Target) 0.06 0.03 0.02 0.01 0.10 −0.01 −0.02 0.04 0.03 0.03 −0.11 −0.05
29 I(Public Target) −0.18 0.04 0.04 0.04 −0.02 0.04 0.06 −0.08 −0.07 −0.07 0.06 0.03
30 I(Subsidiary Target) 0.12 −0.07 −0.06 −0.05 −0.08 −0.03 −0.04 0.05 0.05 0.05 0.06 0.02
31 I(Multi Bidders) −0.03 0.02 0.00 −0.01 −0.02 −0.01 0.01 0.01 0.01 0.01 0.02 0.01
32 Volume Run-up 0.03 0.04 0.03 0.04 −0.04 0.01 −0.01 0.01 0.01 0.01 −0.01 −0.01
33 I(Cross-border) 0.04 −0.01 −0.02 −0.03 −0.01 −0.03 −0.02 0.01 0.01 0.01 −0.06 −0.05
34 I(Friendly Deal) −0.02 −0.01 −0.01 0.00 0.02 0.00 0.02 0.01 0.00 0.01 −0.01 0.01
35 I(Serial Acquirer) −0.02 −0.01 0.02 0.02 0.00 0.07 0.05 −0.08 −0.09 −0.09 0.11 0.07
36 HHI 0.05 0.02 0.02 0.01 −0.15 −0.04 −0.04 0.05 0.05 0.05 0.05 0.00

13 14 15 16 17 18 19 20 21 22 23 24

13 I(CBOARD) 1.00
14 I(GIM ≥ 10) 0.40 1.00
15 I(BCF ≥ 3) 0.57 0.55 1.00
16 ln(Assets) 0.10 0.19 0.10 1.00
17 Ind Adj Tobin’s

Q(t − 1)
−0.09 −0.12 −0.12 −0.10 1.00

18 Tobin’s Q(t − 1) −0.12 −0.16 −0.15 −0.19 0.93 1.00
19 P/RIV −0.02 −0.05 −0.03 0.00 0.23 0.24 1.00
20 FCF/Assets 0.02 0.07 0.03 0.03 0.04 0.04 0.00 1.00
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Table 5. Continued

Variable
Number Variable 13 14 15 16 17 18 19 20 21 22 23 24

21 Debt/Assets 0.09 0.10 0.11 0.18 −0.33 −0.40 −0.10 −0.19 1.00
22 Run-up 0.06 0.05 0.03 0.11 −0.09 −0.10 0.04 0.04 0.03 1.00
23 Ind M&A −0.06 −0.07 −0.05 −0.21 0.18 0.27 0.07 0.04 −0.15 −0.08 1.00
24 TV/Assets 0.00 0.02 0.02 −0.06 −0.11 −0.12 −0.05 −0.05 0.28 0.01 −0.07 1.00
25 I(Diversifying) −0.01 0.06 0.04 −0.13 0.03 0.04 0.00 0.09 −0.01 0.00 0.11 −0.07
26 I(Cash Payment) 0.03 0.05 0.03 −0.14 −0.13 −0.11 −0.05 0.06 0.10 −0.02 0.01 −0.11
27 I(Stock Payment) −0.03 −0.05 −0.03 0.14 0.13 0.11 0.05 −0.06 −0.10 0.02 −0.01 0.11
28 I(Private Target) −0.01 −0.10 −0.05 −0.28 0.05 0.08 0.02 0.01 −0.11 −0.05 0.07 −0.17
29 I(Public Target) 0.01 0.05 0.04 0.34 0.04 0.02 0.03 0.05 −0.06 0.05 −0.04 0.17
30 I(Subsidiary Target) 0.00 0.05 0.02 −0.05 −0.10 −0.11 −0.05 −0.06 0.18 0.00 −0.03 0.00
31 I(Multi Bidders) 0.00 0.02 0.02 0.03 0.00 0.00 0.00 0.01 0.02 −0.04 0.02 0.11
32 Volume Run−up −0.05 0.01 −0.01 0.01 0.05 0.05 0.01 0.04 0.03 −0.01 0.00 −0.02
33 I(Cross−border) −0.05 −0.06 −0.02 0.03 −0.03 −0.03 −0.01 0.00 0.02 −0.01 0.01 −0.01
34 I(Friendly Deal) 0.00 −0.01 0.01 −0.04 −0.02 −0.01 0.00 −0.03 0.00 0.01 −0.03 −0.06
35 I(Serial Acquirer) 0.07 0.06 0.09 0.19 0.00 −0.02 0.01 0.04 0.01 0.00 −0.01 −0.10
36 HHI 0.02 0.03 −0.01 −0.10 −0.04 −0.06 −0.05 0.13 0.11 0.00 0.01 0.04

25 26 27 28 29 30 31 32 33 34 35

25 I(Diversifying) 1.00
26 I(Cash Payment) 0.10 1.00
27 I(Stock Payment) −0.10 −1.00 1.00
28 I(Private Target) 0.05 −0.05 0.05 1.00
29 I(Public Target) −0.11 −0.35 0.35 −0.52 1.00
30 I(Subsidiary Target) 0.06 0.40 −0.40 −0.51 −0.46 1.00
31 I(Multi Bidders) −0.03 0.01 −0.01 −0.09 0.14 −0.04 1.00
32 Volume Run-up 0.00 −0.01 0.01 0.03 −0.04 0.01 0.00 1.00
33 I(Cross-border) −0.01 0.03 −0.03 −0.02 −0.01 0.04 −0.01 −0.01 1.00
34 I(Friendly Deal) 0.00 0.03 −0.03 0.03 −0.08 0.05 −0.21 0.00 0.01 1.00
35 I(Serial Acquirer) −0.01 −0.07 0.07 −0.05 0.06 −0.01 −0.01 −0.01 −0.03 −0.01 1.00
36 HHI 0.13 0.15 −0.15 0.03 −0.12 0.09 0.02 0.02 0.00 −0.01 −0.07

This table contains the bivariate correlations between the variables. The variable definitions are in Tables 1 and 2.

industry adjusting by using 2-digit or 4-digit SIC
industry, or the industry median Tobin’s Q (rather
than the mean Tobin’s Q).

The results are robust to the definition of HTV
firms. The results are robust to examining each
HTV variable separately, rather than aggregated
together. Second, the results are robust to the pos-
sibility that entrenchment mainly protects HTV
firms’ managers when their corporation is under-
valued (rather than when the firm is overvalued).
Specifically, they are robust to examining dummy
variables that equal 1 if the firm is both HTV
and if the firm’s P/RIV (a measure of overvalu-
ation/undervaluation as described in Table 2) is in
the bottom 25% of the sample. Third, one concern
is that some companies in the software industry
are relatively large and might not be difficult to
value. Nonetheless, the results are robust to using

a dummy variable that equals 1 if the firm is in
the software industry and if the firm’s log assets
are in the bottom 50% of the sample. Fourth, one
issue is that negative forecast error is more impor-
tant than positive forecast error, so focusing on
the absolute forecast error (as the main results
do) might be misleading. Nonetheless, the results
are robust to replacing the absolute forecast error
variables with variables based on negative fore-
cast error (i.e., analysts underpredicting the firm’s
earnings).

The results are robust to the ATP variable used.
The results hold in models that use I(CBOARD)
and I(PPILL), dummies that equal 1 if the firm has
a classified board or has poison pills, respectively.
The results also hold in models that use the
Gompers et al. (2003) index or the Bebchuk et al.
(2009) index.
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Table 6. Multivariate regressions

Dependent
variable CAR

Ind Adj
Tobin’s Q

(t + 1)
Ind Adj Tobin’s

Q (t + 2)
I(CAR ≥ 0) ×

I(Tgt Tech)

I(CAR ≥ 0)
× I(R&D(t + 1)
> R&D(t − 1))

I(CAR ≥ 0)
× I(R&D(t + 2)
> R&D(t − 1)) CAR CAR CAR

[1] [2] [3] [4] [5] [6] [7] [8] [9]

I(GIM ≥ 10) −1.160*** −0.193*** −0.151** −0.686*** −0.383*** −0.414*** −0.723** −0.686** −0.692**
[0.001] [0.007] [0.016] [0.000] [0.000] [0.000] [0.015] [0.017] [0.016]

I(HTV) −0.946*** −0.288*** −0.266*** −0.079 −0.415*** −0.114*** −0.418 −0.365 −0.47
[0.001] [0.001] [0.001] [0.621] [0.000] [0.000] [0.244] [0.300] [0.181]

I(GIM ≥ 10) × I(HTV) 1.586*** 0.329*** 0.326** 0.601*** 0.540*** 0.129*** 0.594 0.5 0.545
[0.000] [0.005] [0.016] [0.009] [0.000] [0.000] [0.284] [0.373] [0.322]

Proxy Premium (3 days) 0.362**
[0.041]

I(HTV) × Proxy Premium (3 days) −0.474∗
[0.057]

I(GIM ≥ 10) × Proxy Premium (3 days) −0.354*
[0.077]

I(HTV) × I(GIM ≥ 10) × Proxy Premium
(3 days)

0.796**
[0.033]

Proxy Premium (11 days) 0.370**
[0.024]

I(HTV) × Proxy Premium (11 days) −0.494**
[0.037]

I(GIM ≥ 10) × Proxy Premium (11 days) −0.373**
[0.047]

I(HTV) × I(GIM ≥ 10) × Proxy Premium (11 days) 0.836**
[0.019]

Proxy Premium (21 days) 0.331**
[0.042]

I(HTV) × Proxy Premium (21 days) −0.400*
[0.075]

I(GIM ≥ 10) × Proxy Premium (21 days) −0.377**
[0.043]

I(HTV) × I(GIM ≥ 10) × Proxy Premium (21 days) 0.804**
[0.017]
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Table 6. Continued

Dependent
variable CAR

Ind Adj
Tobin’s Q

(t + 1)
Ind Adj Tobin’s

Q (t + 2)
I(CAR ≥ 0) ×

I(Tgt Tech)

I(CAR ≥ 0)
× I(R&D(t + 1)
> R&D(t − 1))

I(CAR ≥ 0)
× I(R&D(t + 2)
> R&D(t − 1)) CAR CAR CAR

[1] [2] [3] [4] [5] [6] [7] [8] [9]

ln(Assets) −0.371*** −0.017 −0.021 −0.077 −0.107*** −0.006 −0.279*** −0.279*** −0.277***
[0.000] [0.305] [0.177] [0.261] [0.000] [0.253] [0.001] [0.001] [0.001]

Tobin’s Q 0.284** 0.187*** 0.131*** 3.391*** 0.231** 0.229* 0.227*
[0.026] [0.002] [0.000] [0.002] [0.049] [0.050] [0.053]

Ind Adj Tobin’s Q 0.197*** 0.147***
[0.003] [0.009]

P/RIV −0.082*** 0.006 −0.001 −0.023*** −0.007 0.926*** −0.065*** −0.065*** −0.065***
[0.000] [0.279] [0.734] [0.008] [0.213] [0.002] [0.000] [0.000] [0.000]

FCF/Assets 5.769 0.767* 0.481 −0.997 3.499*** 0.140* 3.432 3.43 3.426
[0.163] [0.063] [0.395] [0.638] [0.002] [0.073] [0.191] [0.191] [0.194]

Debt/Assets 2.984*** −1.154*** −1.224*** −2.866*** 1.020*** −0.484 2.763*** 2.764*** 2.723***
[0.009] [0.000] [0.000] [0.000] [0.001] [0.745] [0.002] [0.002] [0.003]

Run-up 0.026 0.033 0.142* −0.168 −0.107 −0.106 −0.11
[0.944] [0.694] [0.088] [0.403] [0.638] [0.640] [0.628]

Ind M&A 3.126 26.892*** −0.969 −0.124** 4.779 4.763 5.116
[0.551] [0.000] [0.561] [0.035] [0.290] [0.291] [0.260]

TV/Assets 0.574 −0.202*** −0.104* −0.943** −0.125 0.086 −0.343 −0.347 −0.384
[0.516] [0.003] [0.083] [0.012] [0.519] [0.463] [0.623] [0.619] [0.588]

I(Both Tech) 0.495 −0.026 −0.024 0.620** 0.621** 0.601**
[0.117] [0.560] [0.612] [0.024] [0.024] [0.032]

I(Both Tech) × TV/Assets −7.021*** −0.142 −0.284 −4.689*** −4.686*** −4.592***
[0.000] [0.467] [0.119] [0.000] [0.000] [0.001]

I(Diversifying) 0 −0.007 0.034 0.088 −0.135** −0.522*** 0.075 0.075 0.075
[0.999] [0.873] [0.465] [0.654] [0.024] [0.000] [0.701] [0.703] [0.702]

I(Public Target) × I(Cash Payment) 0.283 0.161 0.043 0.117 0.574* 0.574* 0.578*
[0.477] [0.324] [0.709] [0.166] [0.070] [0.070] [0.070]

I(Public Target) × I(Stock Payment) −2.011*** −0.708*** −0.505*** 0.068 −1.541*** −1.542*** −1.550***
[0.000] [0.000] [0.000] [0.555] [0.000] [0.000] [0.000]

I(Private Target) × I(Cash Payment) 0.373 −0.247 0.087 0.301*** 0.579** 0.580** 0.591**
[0.202] [0.159] [0.343] [0.000] [0.023] [0.022] [0.021]

I(Private Target) × I(Stock Payment) 0.242 0.312 0.026 −0.37 0.389 0.388 0.382
[0.637] [0.179] [0.809] [0.128] [0.385] [0.386] [0.392]
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Table 6. Continued

Dependent
variable CAR

Ind Adj
Tobin’s Q

(t + 1)
Ind Adj Tobin’s

Q (t + 2)
I(CAR ≥ 0) ×

I(Tgt Tech)

I(CAR ≥ 0)
× I(R&D(t + 1)
> R&D(t − 1))

I(CAR ≥ 0)
× I(R&D(t + 2)
> R&D(t − 1)) CAR CAR CAR

[1] [2] [3] [4] [5] [6] [7] [8] [9]

I(Subsidiary Target) × I(Cash Payment) 1.069*** −0.007 0.252*** 0.031 1.217*** 1.215*** 1.195***
[0.002] [0.971] [0.003] [0.307] [0.000] [0.000] [0.000]

I(Multi Bidders) −1.603** −0.657 −0.338 0.373 −1.282** −1.285** −1.272**
[0.012] [0.119] [0.167] [0.455] [0.028] [0.028] [0.030]

Volume Run-up 0.161 0.029 0.021 −0.558** 0.146 0.146 0.145
[0.148] [0.576] [0.493] [0.045] [0.145] [0.145] [0.145]

I(Cross-border) 2.840** −0.183 −0.078 −0.448 0.576 0.136 2.484** 2.467** 2.492**
[0.029] [0.151] [0.454] [0.544] [0.166] [0.141] [0.013] [0.014] [0.013]

I(Friendly Deal) −2.493*** 0.599 −0.374 −0.406*** −2.470*** −2.471*** −2.465***
[0.003] [0.289] [0.228] [0.000] [0.001] [0.001] [0.001]

I(Serial Acquirer) 0.184 0.053 0.043 0.383*** 0.111 0.559*** 0.148 0.151 0.153
[0.462] [0.358] [0.384] [0.006] [0.205] [0.000] [0.556] [0.550] [0.548]

Constant 5.181*** 0.520** 0.523*** −3.061*** 1.001** 1.240*** 3.846*** 3.818*** 3.857***
[0.000] [0.012] [0.000] [0.002] [0.018] [0.002] [0.000] [0.001] [0.000]

Observations 3,935 3,709 3,452 3,935 3,935 3,935 3,169 3,169 3,177
R-squared 6.80% 22.50% 18.80% 8.00% 8.00% 7.90%
Pseudo R-squared 27.10% 3.85% 3.91%

Columns 1, 2, 3, 7, 8, and 9 use OLS models. Columns 4, 5, and 6 use logit models. All models include year dummies and cluster standard errors by 3-digit industry. Brackets contain p-values, and superscripts
***, **, and * denote significance at 1, 5, and 10%, respectively.
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Figure 3. Predicted CARs from the regressions in
Column 1 of Table 6 by whether the firm is HTV
and/or has a GIM index of at least 10. Note that the
figure rebases CARs such that nonentrenched non-HTV
firms are represented as having a zero CAR (cf. the
intercept in Column 1 of Table 6, which shows that
such firms earn a CAR of 5.181). Thus, the figures in
this graph show the extent to which entrenched and/or
HTV firms’ acquisitions create less value than do those

of nonentrenched non-HTV firms

The results are robust to the potential presence
of serial acquirers. It is possible that a small
number of innovative firms engage in serial
acquisitions in order to generate value-creating
growth. This could enable them to “learn” from the
acquisition experience (Aktas et al., 2011, 2013;
Haleblian et al., 2006; Haleblian and Finkelstein,
1999; Heimeriks et al., 2012; Laamanen and Keil,
2008; Lin et al., 2009; McDonald et al., 2008;
Muehlfeld et al., 2012; Vermeulen and Barkema,
2001) and, thus, to experience a more positive
performance in subsequent acquisitions. The main
models address this through the serial-acquirer
indicator. The results are robust to excluding firms
that make more than one acquisition during the
sample period, and to retaining only the first
acquisition that any firm makes.

The results are robust to collinearity issues.
Several variables are based on the subvariable
assets . This can make the variables difficult to
interpret and might bias the results (Wiseman,
2009). Despite this concern, the variance inflation
factor does not exceed 2 for any variable in
the models. Nonetheless, the relation between the
HTV variable, ATPs, and the dependent variables
holds in models that replace the bidder and deal
control variables with principal components that
reflect the bidder and deal characteristics, or that
replace the continuous variables that are based on
the assets subvariables with indicators that equal 1
if that variable is in the top 25% of the sample.

The study uses several models to ameliorate
endogeneity concerns. One concern is that the
anticipation of lower CARs might drive a firm
to adopt ATPs, rather than the presence of ATPs
driving the firm to make a value-increasing/value-
decreasing acquisition. The results are untabulated
but are consistent with those in Table 6. First,
the results are robust to restricting the sample to
comprise only firms that are listed before 1990.
For the firms listed before 1990, it became more
difficult for existing firms to implement ATPs after
1990, thereby preventing them from strategically
increasing ATPs (see, e.g., Masulis et al., 2007).

Second, the results are robust to instrumenting
I(GIM ≥ 10) with the average level of ATPs in the
firm’s home state. The rationale for this instru-
ment is that (1) managers may take advantage of
all the takeover protection they can get in their
home state (so the instrument satisfies the rele-
vance condition), but (2) the state’s mean level of
ATPs should not be correlated with corporate per-
formance (so the instrument satisfies the exclusion
condition).

Third, the results are robust to replacing
I(GIM ≥ 10) with a Residual ATP index that is the
residual from a first-stage regression that predicts
the level of ATPs (following Murphy and Topel,
2002; Pagan, 1984). The Residual ATP represents
that proportion of the ATP index that is not due to
other firm and governance characteristics. These
characteristics are: a dummy that equals 1 if the
firm was sued under a shareholder class action in
the last 12 months, the proportion of inside direc-
tors, a CEO-chairman duality indicator, the log of
the CEO’s age, the log of the CEO’s tenure, the
proportion of incentive pay to total pay, the level of
insider ownership, a high-tech dummy, the natural
log of assets, the firm’s Tobin’s Q , the industry-
adjusted operating performance over assets, and
the Herfindahl-Hirschman Index (HHI).

The results are robust to potential endogeneity
between the control variables and the dependent
variables. Specifically, the results are qualitatively
the same in models that replace the controls with
industry averages.

The results are also robust to controlling for
other CEO and board characteristics, which the
“Other governance variables” panel of Table 1
details. These variables do not feature in the main
models because requiring these variables roughly
halves the sample size, inducing risks of sample-
selection bias.
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The results are robust to the clustering standard
errors by 2-digit, 3-digit, or 4-digit SIC industry or
by acquirer. They are also robust to the inclusion
of year dummies and/or 2-digit, 3-digit, or 4-digit
SIC industry dummies.

CONCLUSION

This paper examines whether ATPs can ameliorate
agency conflicts of managerial risk aversion,
thereby enabling managers to focus on long-term
strategic objectives. This paper tests the impact of
managerial entrenchment on the takeover decisions
of HTV firms. The results show that if an acquirer
is both (1) high-tech or is hard to value and
(2) entrenched, then its acquisitions receive a
more positive market response and are more likely
to involve value-creating innovation. Overall, the
results tend to suggest that entrenchment can be
beneficial in high-tech and innovative firms.

These results contribute to several bodies of
literature. First, they contribute to the governance
literature by clarifying the relation between ATPs
and firm value. Second, they contribute to the
managerial incentive literature by showing one
way to reduce agency conflicts of managerial
risk aversion. This suggests that regulators might
consider allowing ATPs in some types of firms
where there is a strong argument that ATPs could
create corporate value. Future research could focus
on other types of firms that might benefit from the
presence of ATPs. Further, additional work could
examine the appropriate regulatory mechanism
through which regulators can encourage value-
creating uses of ATPs while deterring value-
reducing uses of ATPs.

ACKNOWLEDGEMENTS

This paper significantly benefited from the com-
ments of the editor (William Mitchell) and two
anonymous reviewers. I thank participants at the
Conference on Empirical Legal studies (2010),
Australasian Finance and Banking Conference
(2010), Australian Banking & Financial Technol-
ogy Innovation Summit (2012), Financial Man-
agement Association Asian Meetings (2011), the
Finance and Corporate Governance Conference
(2011), and the Financial Management Association
Annual Meeting (2012). I also thank the seminar

participants at the University of Alberta, Univer-
sity of Amsterdam, Bocconi University, CEIBS,
University of Hong Kong, KAIST, University of
New South Wales, Singapore Management Uni-
versity, Sungkyungkwan University, University of
Queensland, and University of Warwick. The arti-
cle also benefited from comments from Renee
Adams, Scott Bauguess, Dick Beason, Gennaro
Bernile, Wolfgang Buehler, Mark Carnegie, Pierre
Chaigneau, Douglas Cumming, Paul Edelman,
Robert Faff, Carlo Favero, David Feldman, Jana
Fidrmuc, Kingsley Fong, Andrea Gamba, Erasmo
Giambona, Jeffrey Gordon, Dennis Gromb, Jarrad
Harford, Grace Hu, Mark Huson, Russel Jame,
Jonathan Karpoff, Minjung Koo, Min Kim, Dan
Li, Kate Litvak, Ron Masulis, Joseph McCahery,
Vikas Mehrotra, Shawn Mobbs, Anthony Neu-
berger, Sian Owen, Alexei Ovtchinnikov, Enrico
Perotti, Florian Peters, Peter Pham, Ronan Powell,
Raunaq Pungaliya, Jonathan Reeves, Oliver Rui,
Zacharias Sautner, Jianfeng Shen, Ah Boon Sim,
Linus Siming, Jo-Ann Suchard, Peter Swan, Gloria
Tian, Robert Tumarkin, Masa Watanabe, and Kit
Pong Wong, Andrew Yi, Youngsuk Yook.

REFERENCES

Adams RB, Ferreira D. 2009. Women in the boardroom
and their impact on governance and performance.
Journal of Financial Economics 94(2): 291–309.

Adams RB, Funk P. 2012. Beyond the glass ceiling: does
gender matter? Management Science 58(2): 219–235.

Ahn S, Choi W. 2009. The role of bank monitoring
in corporate governance: evidence from borrowers’
earnings management behavior. Journal of Banking
and Finance 33(2): 425–434.

Ahuja G, Katila R. 2001. Technological acquisitions
and the innovation performance of acquiring firms:
a longitudinal study. Strategic Management Journal
22(3): 197–220.

Aktas N, De Bodt E, Roll R. 2011. Serial acquirer
bidding: an empirical test of the learning hypothesis.
Journal of Corporate Finance 17(1): 18–32.

Aktas N, De Bodt E, Roll R. 2013. Learning from repet-
itive acquisitions: evidence from the time between
deals. Journal of Financial Economics 108(1):
99–117.

Ali A, Ciftci M, Cready WM. 2012. Market underes-
timation of the implications of R&D increases for
future earnings: the US evidence. Journal of Business
Finance and Accounting 39(3–4): 289–314.

Arping S, Sautner Z. 2010. Corporate governance and
leverage: evidence from a natural experiment. Finance
Research Letters 7(2): 127–134.

Copyright  2013 John Wiley & Sons, Ltd. Strat. Mgmt. J., 35: 668–690 (2014)
DOI: 10.1002/smj



688 M. Humphery-Jenner

Baliga BR, Moyer RC, Rao RS. 1996. CEO duality
and firm performance: what’s the fuss? Strategic
Management Journal 17(1): 41–53.

Banerjee S, Masulis RW. 2013. Ownership, investment
and governance: the costs and benefits of dual
class shares. FIRN Research Paper, Working paper
352/2013, European Corporate Governance Institute,
Brussels, Belgium.

Barkema HG, Schijven M. 2008. How do firms learn to
make acquisitions? A review of past research and an
agenda for the future. Journal of Management 34(3):
594–634.

Bebchuk L, Cohen A, Ferrell A. 2009. What matters
in corporate governance? Review of Financial Studies
22(2): 783–827.

Becker-Blease JR. 2011. Governance and innovation.
Journal of Corporate Finance 17: 947–958.

Berchicci L, Dowell G, King AA. 2012. Environmental
capabilities and corporate strategy: exploring acquisi-
tions among us manufacturing firms. Strategic Man-
agement Journal 33(9): 1053–1071.

Chang S. 1998. Takeovers of privately held targets,
method of payment, and bidder returns. Journal of
Finance 53(2): 773–784.

Changanti RS, Mahajan V, Sharma S. 1985. Corporate
board size, composition, and corporate failures in
the retailing industry. Journal of Management Studies
22(4): 400–417.

Chemmanur T, Tian X. 2012. Do anti-takeover provisions
spur corporate innovation? Working paper, Boston
College, Chestnut Hill, MA. Available at: DOI:
10.2139/ssrn.1572219 (accessed 2 February 2012).

Chi J, Gupta M. 2009. Overvaluation and earnings
management. Journal of Banking and Finance 33(9):
1652–1663.

Coles JW, Hesterly WS. 2000. Independence of the
chairman and board composition: firm choices and
shareholder value. Journal of Management 26(2):
195–214.

Cremers KJM, Nair VB, Peyer U. 2008. Takeover
defenses and competition: the role of stakeholders.
Journal of Empirical Legal Studies 5(4): 791–818.

Danzon PM, Epstein A, Nicholson S. 2007. Mergers and
acquisitions in the pharmaceutical and biotech indus-
tries. Managerial and Decision Economics 28(4–5):
307–328.

Desyllas P, Hughes A. 2010. Do high technology
acquirers become more innovative? Research Policy
39(8): 1105–1121.

Dimson E. 1979. Risk measurement when shares are
subject to infrequent trading. Journal of Financial
Economics 7(2): 197–226.

Duru A, Wang D, Zhao Y. 2013. Staggered boards,
corporate opacity and firm value. Journal of Banking
and Finance 37(2): 341–360.

Eckbo BE. 2009. Bidding strategies and takeover premi-
ums: a review. Journal of Corporate Finance 15(1):
149–178.

Fuller K, Netter J, Stegemoller M. 2002. What do returns
to acquiring firms tell us? Evidence from firms that
make many acquisitions. Journal of Finance 57(4):
1763–1794.

Gaur AS, Malhotra S, Zhu P. 2013. Acquisition
announcements and stock market valuations of acquir-
ing firms’ rivals: a test of the growth probability
hypothesis in china. Strategic Management Journal
34(2): 215–232.

Giaccotto C, Golec J, Vernon J. 2011. New estimates of
the cost of capital for pharmaceutical firms. Journal
of Corporate Finance 17(3): 526–540.

Giliberto SM, Varaiya NP. 1989. The winner’s curse
and bidder competition in acquisitions: evidence
from failed bank auctions. Journal of Finance 44(1):
59–75.

Gomez-Mejia LR, Balkin DB, Welbourne TM. 1990.
Influence of venture capitalists on high tech man-
agement. Journal of High Technology Management
Research 1(1): 103–118.

Gompers P, Ishii J, Metrick A. 2003. Corporate gover-
nance and equity prices. Quarterly Journal of Eco-
nomics 118(1): 107–155.

Goodstein J, Gautam K, Boeker W. 1994. The effects of
board size and diversity on strategic change. Strategic
Management Journal 15(3): 241–250.

Grinstein Y, Hribar P. 2004. CEO compensation and
incentives: evidence from M&A bonuses. Journal of
Financial Economics 73(1): 119–143.

Haleblian J, Devers CE, McNamara G, Carpenter MA,
Davison RB. 2009. Taking stock of what we know
about mergers and acquisitions: a review and research
agenda. Journal of Management 35(3): 469–502.

Haleblian J, Finkelstein S. 1993. Top management team
size, CEO dominance, and firm performance—The
moderating roles of environmental turbulence and
discretion. Academy of Management Journal 36(4):
844–863.

Haleblian J, Finkelstein S. 1999. The influence of organi-
zational acquisition experience on acquisition perfor-
mance: a behavioral learning perspective. Administra-
tive Science Quarterly 44: 29–56.

Haleblian J, Kim J-Y, Rajagopalan N. 2006. The influ-
ence of acquisition experience and performance on
acquisition behavior: evidence from the U.S. com-
mercial banking industry. Academy of Management
Journal 49(2): 357–370.

Haleblian J, McNamara G, Kolev K, Dykes BJ. 2012.
Exploring firm characteristics that differentiate lead-
ers from followers in industry merger waves: a com-
petitive dynamics perspective. Strategic Management
Journal 33(9): 1037–1052.

Harford J, Humphery-Jenner ML, Powell RG. 2012.
The sources of value destruction in acquisitions by
entrenched managers. Journal of Financial Economics
106(2): 247–261.

Harford J, Li K. 2007. Decoupling CEO wealth and firm
performance: the case of acquiring CEOs. Journal of
Finance 62(2): 917–949.

Heimeriks KH, Schijven M, Gates S. 2012. Manifesta-
tions of higher-order routines: the underlying mecha-
nisms of deliberate learning in the context of postac-
quisition integration. Academy of Management Journal
55(3): 703–726.

Hillman AJ, Shropshire C, Certo ST, Dalton DR, Dalton
C. 2011. What i like about you: a multilevel study

Copyright  2013 John Wiley & Sons, Ltd. Strat. Mgmt. J., 35: 668–690 (2014)
DOI: 10.1002/smj



Takeover Defenses, Innovation, and Value Creation 689

of shareholder discontent with director monitoring.
Organization Science 22(3): 675–687.

Hitt MA, Hoskisson RE, Ireland RD, Harrison JS. 1991.
Effects of acquisitions on R&D inputs and outputs.
Academy of Management Journal 34(3): 693–706.

Hochberg YV. 2012. Venture capital and corporate
governance in the newly public firm. Review of
Finance 16(2): 429–480.

Hribar P, Collins DW. 2002. Errors in estimating
accruals: implications for empirical research. Journal
of Accounting Research 40(1): 105–134.

Huizinga H, Voget J, Wagner W. 2008. International tax-
ation and takeover premiums in cross-border M&As.
Working paper 08/26, Oxford University Center for
Business Taxation, Oxford, UK.

Humphery-Jenner ML. 2012. The impact of the EU
takeover directive on takeover performance and
empire building. Journal of Corporate Finance 18(2):
254–272.

Humphery-Jenner ML, Powell RG. 2011. Firm size,
takeover profitability and the effectiveness of the
market for corporate control: does the absence of
anti-takeover provisions make a difference? Journal
of Corporate Finance 17(3): 418–437.

Jensen MC. 1986. Agency costs of free cash flow,
corporate finance, and takeovers. American Economic
Review 76(2): 323–329.

Jensen MC. 2005. Agency costs of overvalued equity.
Financial Management 34(1): 5–19.

Johnson SA, Moorman TC, Sorescu S. 2009. A reex-
amination of corporate governance and equity prices.
Review of Financial Studies 22(11): 4753–4786.

Kapoor R, Lim K. 2007. The impact of acquisitions on
the productivity of inventors at semiconductor firms:
a synthesis of knowledge-based and incentive-based
perspectives. Academy of Management Journal 50(5):
1133–1155.

Laamanen T. 2007. On the role of acquisition premium
in acquisition research. Strategic Management Journal
28(13): 1359–1369.

Laamanen T, Keil T. 2008. Performance of serial
acquirers: toward an acquisition program perspective.
Strategic Management Journal 29(6): 663–672.

Lin Z, Peng MW, Yang H, Sun SL. 2009. How do
networks and learning drive M&AS? An institutional
comparison between china and the united states.
Strategic Management Journal 30(10): 1113–1132.

Loughran T, Ritter J. 2004. Why has IPO underpricing
changed over time? Financial Management 33(3):
5–37.

Macey J. 2002. Displacing delaware: can the feds do
a better job than the states in regulating takeovers.
Business Lawyer 57(3): 1025–1046.

Makri M, Hitt MA, Lane PJ. 2010. Complementary
technologies, knowledge relatedness, and invention
outcomes in high technology mergers and acquisitions.
Strategic Management Journal 31(6): 602–628.

Makri M, Lane PJ, Gomez-Mejia LR. 2006. CEO incen-
tives, innovation, and performance in technology-
intensive firms: a reconciliation of outcome and
behavior-based incentive schemes. Strategic Manage-
ment Journal 27(11): 1057–1080.

Maksimovic V, Phillips GM, Yang L. Forthcoming.
Private and public merger waves. Journal of Finance,
DOI: 10.1111/jofi.12055.

Maloney MT, McCormick RE, Mitchell ML. 1993.
Managerial decision making and capital structure.
Journal of Business 66(2): 189–217.

Martin I. 2012. On the valuation of long-dated assets.
Journal of Political Economy 120(2): 346–358.

Masulis RW, Mobbs S. 2011. Are all inside directors the
same? Evidence from the external directorship market.
Journal of Finance 66(3): 823–872.

Masulis RW, Wang C, Xie F. 2007. Corporate governance
and acquirer returns. Journal of Finance 62(4):
1851–1889.

Masulis RW, Wang C, Xie F. 2009. Agency problems
at dual-class companies. Journal of Finance 64(4):
1697–1727.

Matta E, McGuire J. 2008. Too risky to hold? The effect
of downside risk, accumulated equity wealth, and firm
performance on CEO equity reduction. Organization
Science 19(4): 567–580.

McCahery J, Sautner Z, Starks L. 2012. Behind the
scenes: the corporate governance preferences of insti-
tutional investors. Tilburg Law School Research Paper
No. 010–2010.

McCahery JA, Vermeulen EPM. 2005. Does the European
company prevent the “Delaware effect”? European
Law Journal 11(6): 785–801.

McDonald ML, Westphal JD, Graebner ME. 2008. What
do they know? The effects of outside director acqui-
sition experience on firm acquisition performance.
Strategic Management Journal 29(11): 1155–1177.

McNamara GM, Haleblian J, Dykes BJ. 2008. The perfor-
mance implications of participating in an acquisition
wave: early mover advantages, bandwagon effects,
and the moderating influence of industry character-
istics and acqurer tactics. Academy of Management
Journal 51(1): 113–130.

Moeller SB, Schlingemann FP. 2005. Global diversifica-
tion and bidder gains: a comparison between cross-
border and domestic acquisitions. Journal of Banking
and Finance 29(3): 533–564.

Moeller SB, Schlingemann FP, Stulz RM. 2004. Firm size
and the gains from acquisitions. Journal of Financial
Economics 73(2): 201–228.

Moeller SB, Schlingemann FP, Stulz RM. 2005. Wealth
destruction on a massive scale? A study of acquiring-
firm returns in the recent merger wave. Journal of
Finance 60(2): 757–782.

Muehlfeld K, Rao Sahib P, Van Witteloostuijn A. 2012.
A contextual theory of organizational learning from
failures and successes: a study of acquisition com-
pletion in the global newspaper industry, 1981–2008.
Strategic Management Journal 33(8): 938–964.

Murphy KM, Topel RH. 2002. Estimation and inference
in two-step econometric models. Journal of Business
and Economic Statistics 20(1): 88–97.

O’Connor M, Rafferty M. 2012. Corporate governance
and innovation. Journal of Financial and Quantitative
Analysis 47(2): 397–413.

Copyright  2013 John Wiley & Sons, Ltd. Strat. Mgmt. J., 35: 668–690 (2014)
DOI: 10.1002/smj



690 M. Humphery-Jenner

Officer MS. 2007. The price of corporate liquidity:
acquisition discounts for unlisted target. Journal of
Financial Economics 83(3): 571–598.

Oler DK, Harrison JS, Allen MR. 2008. The danger of
misinterpreting short-window event study findings in
strategic management research: an empirical illustra-
tion using horizontal acquisitions. Strategic Organiza-
tion 6(2): 151–184.

Ozkan N. 2012. Do CEOs gain more in foreign acquisi-
tions than domestic acquisitions? Journal of Banking
and Finance 36(4): 1122–1138.

Pagan A. 1984. Econometric issues in the analysis of
regressions with generated regressors. International
Economic Review 25(1): 221–247.

Petersen MA. 2009. Estimating standard errors in finance
panel data sets: comparing approaches. Review of
Financial Studies 22(1): 435–480.

Powell RG, Yawson A. 2005. Industry aspects of
takeovers and divestitures: evidence from the UK.
Journal of Banking & Finance 29(12): 3015–3040.

Powell RG, Yawson A. 2007. Are corporate restructuring
events driven by common factors? Implications for
takeover prediction. Journal of Business Finance &
Accounting 34(7–8): 1169–1192.

Rechner PL, Dalton DR. 1991. CEO duality and organiza-
tional performance: a longitudinal analysis. Strategic
Management Journal 12(2): 155–160.

Rosenbaum J, Pearl J. 2009. Investment Banking: Valua-
tion, Levergaged Buyouts and Mergers & Acquisitions .
Wiley: Hoboken, NJ.

Schijven M, Hitt MA. 2012. The vicarious wisdom of
crowds: toward a behavioral perspective on investor
reactions to acquisition announcements. Strategic
Management Journal 33(11): 1247–1268.

Scholes M, Williams J. 1977. Estimating betas from
nonsynchronous data. Journal of Financial Economics
5(3): 309–327.

Shaver JM, Mezias JM. 2009. Diseconomies of managing
in acquisitions: evidence from civil lawsuits. Organi-
zation Science 20(1): 206–222.

Sinha PN, Inkson K, Barker JR. 2012. Committed to a
failing strategy: celebrity CEO, intermediaries, media
and stakeholders in a co-created drama. Organization
Studies 33(2): 223–245.

Stein JC. 1989. Efficient capital markets, inefficient firms:
a model of myopic corporate behavior. Quarterly
Journal of Economics 104(4): 655–669.

Thanassoulis JE. 2013. Industry structure, executive
pay, and short-termism. Management Science 59(2):
402–419.

Vaara E, Tienari J. 2010. On the narrative construction of
multinational corporations: an antenarrative analysis
of legitimation and resistance in a cross-border merger.
Organization Science 22(2): 370–390.

Vermeulen F, Barkema H. 2001. Learning through
acquisitions. Academy of Management Journal 44(3):
457–476.

Wagner JA, Stimpert JL, Fubara EI. 1998. Board compo-
sition and organizational performance: two studies of
insider/outsider effects. Journal of Management Stud-
ies 35(5): 655–677.

Weitzman ML. 1998. Why the far-distant future should
be discounted at its lowest possible rate. Journal
of Environmental Economics and Management 36(3):
201–208.

Weitzman ML. 2009. On modeling and interpreting the
economics of catastrophic climate change. The Review
of Economics and Statistics 91(1): 1–19.

Wiseman RM. 2009. On the use and misuse of
ratios in strategic management research. Research
Methodology in Strategy and Management 5(1):
75–110.

Woolridge JR. 1988. Competitive decline and corpo-
rate restructuring: is a myopic stock market to
blame? Journal of Applied Corporate Finance 1(1):
26–35.

Zwiebel J. 1996. Dynamic capital structure under man-
agerial entrenchment. American Economic Review
86(5): 1197–1215.

Copyright  2013 John Wiley & Sons, Ltd. Strat. Mgmt. J., 35: 668–690 (2014)
DOI: 10.1002/smj




