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Research summary: We show that private equity ownership (“PE backing”) of the acquirer
is a signal of deal quality in cross-border takeovers. As such, PE-backed acquirers experience
higher announcement returns in cross-border takeovers, but only if targets are in poor information
environments. We show that PE backing is a positive market signal because of PE firms’ experience
and networks that result from prior deals in target countries. We document that the market
correctly anticipates that operating performance of PE-backed acquirers increases as a result
of cross-border mergers and acquisitions (M&A).

Managerial summary: We study cross-border acquisitions by acquirers that are partially
owned by private equity firms (“PE backing”). Cross-border acquisitions are challenging
as acquirers often have little information about targets. We document that investors react
positively to cross-border deals of PE-backed acquirers—their stock prices increase upon deal
announcements. However, this is only the case if targets are in countries with poor information
environments. This is because PE backing allows acquirers to access PE firms’ deal experience
and networks. This makes it easier to identify and evaluate good targets, making it more (less)
likely that a deal eventually creates (destroys) value. Consistent with this, we find that earnings of
PE-backed acquirers increase after buying targets in poor information environments. Copyright
© 2016 John Wiley & Sons, Ltd.

INTRODUCTION

Cross-border mergers and acquisitions (M&A)
have become increasingly important, comprising,
in terms of deal value, about 40 percent of all M&A
(Bloomberg, 2015). Yet, cross-border deals are
exposed to severe problems of adverse selection, as
acquirers usually hold worse information than sell-
ers1. As a result, stock prices of foreign acquirers
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1 The reason is that cross-border acquirers need to navigate foreign
legal regimes, languages, accounting rules, or corporate cultures,
all with the hindrance of geographic distance.
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often respond negatively to acquisition announce-
ments, reflecting concerns among investors about a
transaction (e.g., Moeller and Schlingemann, 2005).

Theoretical work has shown that information
signals can reduce adverse selection problems
(Spence, 1974). In turn, empirical research has
studied the effectiveness of signals also in the M&A
market, focusing primarily on the beneficial role of
target signals (Wu, Reuer, and Ragozzino, 2013).
We extend this literature by documenting that
signals conveyed by acquirers can create beneficial
effects too. While target signals are helpful in
overcoming the risk of adverse selection, we show
that acquirer signals can be equally important by
signaling to current and future shareholders of the
acquirer that a deal is likely to create more, or
destroy less, value compared to other transactions.
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Our analysis focuses on the signaling role of
“PE backing,” which is a situation where a private
equity (PE) firm has an equity ownership stake in an
acquirer. We develop and test a set of hypotheses.
First, we hypothesize and document that PE back-
ing in cross-border M&A is a signal that suggests
deal quality. As such, the PE backing of acquir-
ers positively shapes the market’s perception of
a deal’s quality, and we find that deals with PE
backing are met with higher acquirer returns upon
announcement. However, we document that this
effect is only present if targets are in poor infor-
mation environments—this is plausible as signal-
ing is most important in such contexts. Second, we
hypothesize that PE backing can be a positive mar-
ket signal when a target is in a poor information
environment because of the PE firm’s experience
and networks that result from prior deals in the
target country. The reason is that access to a PE
firm’s deal experience and networks can enable an
acquirer to successfully identify and evaluate a for-
eign target. This increases the probability that a deal
creates value (e.g., from strategic or financial syner-
gies), but it can also reduce the likelihood that value
is destroyed (e.g., due to overpayment or failed post-
merger integration2). Therefore, we predict and find
that the benefit of the PE-backing signal in weak
information environments increases with the num-
ber of previous deals that a PE backer has performed
in the target country. Third, we show that the oper-
ating performance of PE-backed acquirers increases
after purchasing a target in a poor information envi-
ronment. This indicates that the positive market sig-
nal upon the announcement of a PE-backed deal
correctly reflects the anticipation of future value
creation.

HYPOTHESIS DEVELOPMENT AND
RELATED LITERATURE

Our theoretical foundation builds on the literature
in information economics. Mergers and acquisitions
are prone to problems of adverse selection (Akerlof,
1970) as asymmetric information prevents acquirers
from distinguishing between high- and low-quality
targets. Moreover, it is difficult for targets to credi-
bly convey their true values to acquirers. Problems

2 See Trautwein (1990) or Larsson and Finkelstein (1999) on the
strategic and financial rationales of M&A deals.

of information asymmetry are particularly severe in
international transactions. Compared with domes-
tic transactions, acquirers in cross-border deals need
to navigate unfamiliar legal regimes, languages,
accounting standards, or corporate cultures, while
being located at geographic distance (e.g., Kang and
Kim, 2008; Ragozzino and Reuer, 2011). There-
fore, foreign acquirers often face information dis-
advantages compared with domestic counterparts,
which leads to a liability of foreignness (Zaheer,
1995, 2002; Zaheer and Mosakowski, 19973). As a
result, international acquisitions often do not cre-
ate or even destroy value for acquirers’ sharehold-
ers. For example, prior research documents that
stock prices of U.S. acquirers that buy targets in
other countries often respond negatively to acqui-
sition announcements, reflecting concerns among
shareholders about a transaction (e.g., Moeller and
Schlingemann, 2005).

Theoretical work shows that information signals
can reduce adverse selection problems (Spence,
1974), and the usefulness of signals has been stud-
ied in many settings (e.g., Bergh et al., 2014).
Given the high resource requirements and the extent
of information asymmetry, acquisitions have the
potential to benefit from signals (Ragozzino and
Reuer, 2007). This is particularly the case for inter-
national M&A deals given the liability of foreign-
ness and increased risk of adverse selection (Reuer
and Ragozzino, 2014). Prior research has studied
the effectiveness of signals in M&A, focusing pri-
marily on the role of target signals. Reuer, Tong,
and Wu (2012), for example, document that signals
that stem from targets’ affiliations with reputable
investment banks or venture capitalists (VC) lead to
higher acquisition premiums. Similarly, Ragozzino
and Reuer (2011) study targets that recently went
public to show that VC backing and reputation of
lead underwriters function as signals that facilitate
acquisitions from distant acquirers.

Little is known to date whether signals conveyed
by acquirers create similar effects. While target
signals are important to overcome adverse selec-
tion, acquirer signals may signal to current and
future investors in an acquirer that a transaction
creates more (or destroys less) value compared to
other transactions. Prior literature indicates that
this mechanism is plausible, as Arikan and Capron

3 An extensive literature discusses the implications of the liability
of foreignness across various settings (e.g., Baik et al., 2013; Bell
et al., 2012; Bhanji and Oxley, 2013; Mezias, 2002).
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1690 M. Humphery-Jenner, Z. Sautner, and J-A. Suchard

(2010) show, that acquisitions by newly public firms
that remain partially VC backed experience higher
returns upon announcement4. Building on this liter-
ature, we hypothesize that PE backing of acquirers
in cross-border M&A can be an important signal of
quality. As such, the announcement of an acquisi-
tion by a PE-backed firm should positively shape
the perception of a deal’s quality by the market5.

An important additional element for the role of
acquirer signals is the information context. Prior
research shows that the value of information signals
varies with external market conditions, and it has
been argued that the effects of signals are contingent
on the information environment (Wu et al., 2013)6.
Therefore, we expect that the PE-backing signal is
more important if that target is in a poor information
environment where adverse selection problems are
more severe. This leads to the following hypotheses:

Hypotheses (H1a): Cross-border acquisi-
tions by PE-backed acquirers experience
higher announcement returns than other
cross-border acquisitions.

Hypotheses (H1b): This effect is stronger if
targets are in poor information environments.

Private-equity backing and prior local M&A
deals

We hypothesize that PE backing in cross-border
deals is a positive signal because PE backers may
have performed prior deals in the target countries,
which can signal several benefits. First, prior deals

4 The analysis in Arikan and Capron (2010) differs from ours
as they focus on the subset of acquisitions by U.S. firms that
occurred within three years after an IPO. They also do not
study the interplay between information asymmetries and PE
backing in cross-border M&A, but rather how VC backing affects
announcement returns when VCs commit not to sell their shares
after the IPO (long lockup periods). Additionally, large parts of
their article focus on the role of IPO underwriters, rather than PE
firms. Though we focus on different samples and channels, our
articles are complementary as we both highlight that PE backing
can be beneficial in M&A. Also, as in our article, they find that
PE/VC backing in itself is insignificant in explaining CARs (but
it matters conditionally; in their article if lockups exist).
5 Stock markets have information from different sources on
whether acquirers are PE backed: (1) many PE firms list their
portfolio firms; (2) regulation in many countries requires firms to
report their major shareholders; and (3) institutional investors are
required in many countries to file their portfolio holdings.
6 Bruton et al. (2010) show that the impact of PE firms on IPO
performance is contingent on the environment.

in a target country may indicate that PE firms trans-
fer their experience, gained from previous transac-
tions, to the portfolio firms that they back. Access
to such experience can enable acquirers to success-
fully identify and acquire foreign targets. In sup-
port of this mechanism, Heil and Robertson (1991)
argue that experience better enables firms to inter-
pret signals and information, which, in our con-
text, can help acquirers to understand signals about
target quality. This is most valuable if informa-
tion signals are difficult to interpret as they come
from foreign targets, especially those located in
low-information environments. Relatedly, experi-
ence from prior deals in a target country may allow
PE firms to advise their portfolio firms about the
opportunities and risks associated with M&A deals
in that country. Prior literature supports this argu-
ment as it shows that acquisition managers learn
from their own transaction experience. This expe-
rience positively influences their takeover decisions
(Barkema and Vermeulen, 2001), takeover perfor-
mance (Aktas, de Bodt, and Roll, 2013), and the
mode through which firms expand internationally
(Barkema and Vermeulen, 1998). As transaction
experience from foreign deals is likely different
from that of domestic deals, for example, due to the
need to overcome the liability of foreignness, we
expect that access to M&A experience in the spe-
cific target country is particularly helpful.

Second, prior deals in a target country may
lead to local networks (Hochberg, Ljungqvist, and
Lu, 2010), and PE backers can provide acquirers
with access to them.7 Network access is important
for foreign acquirers as they often lack knowl-
edge about market opportunities, organizations,
and cultures in target countries, and their honed
practices may be less applicable (Barkema, Bell,
and Pennings, 1996; Kostova, 1999). This is one
aspect of the liability of foreignness that can
occur in partner selection and negotiations (Bell,
Filatotchev, and Rasheed, 2012; Hymer, 1976;
Zaheer, 1995) and can lead to poor investment
decisions. Access to local networks might mitigate
the consequences of this liability (Li et al., 2012;
Zaheer and Mosakowski, 1997) as connections
facilitate knowledge-sharing (Uzzi and Gillespie,

7 PE firms often have offices around the world and invest their
funds internationally. The three largest PE firms have offices
in 11 (Apollo), 15 (Blackstone), and 21 (Carlyle) countries,
respectively. Outside the United States, PE firms usually have one
office per country (with China being the exception).

Copyright © 2016 John Wiley & Sons, Ltd. Strat. Mgmt. J., 38: 1688–1700 (2017)
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Cross-Border M&A and Private Equity 1691

2002), thereby assisting a foreign firm to navigate
complex regulatory rules, identify and select appro-
priate business partners, and convey a signal of
reputational quality (Bell et al., 2012). Moreover,
there is evidence that social capital, resulting from
networks, can help firms to select business partners
and undertake investments (Batjargal and Liu,
2004; Tang, 1998).

Third, local experience and access to networks
can have further benefits abroad. Evidence suggests
that active owners such as a PE firms can assist
firms in accessing courts or in meeting regulatory
hurdles. For example, wealthy organizations have
better access to justice in China (He and Su, 2013)
and India (Robinson, 2013), and foreign PE firms
with local experience have been shown to perform
better in weak enforcement environments (Taussig
and Delios, 2015).

Experience and networks from prior deals are
again most likely to be important in relatively
poor information environments. Consistent with
this argument, prior work shows that in poor infor-
mation environments, business connections can be
especially important in facilitating trust between
business partners and enabling knowledge transfers
(Özer, Zheng, and Ren, 2014). As the liability of
foreignness is exacerbated in poor information envi-
ronments, networks and experience are likely most
useful there8.

Being backed by a PE firm with prior trans-
actions in the target country may therefore sig-
nal to the market that information problems can
be overcome. In particular, it can reassure share-
holders that an acquirer can build on experience
and a network to identify and evaluate targets
that are more likely to generate value from strate-
gic or financial synergies (e.g., lower costs or
higher revenues) and less likely to destroy value.
Thus, it is plausible that a PE backer’s number of
prior transactions in a target country is a valuable
signal to shareholders, indicating that value cre-
ation through M&A is more (and value destruction
less) likely. As explained above, this effect should
again be stronger if information problems are more
severe.

8 PE firms have incentives to actively offer their experience and
networks to portfolio firms as they are remunerated by their final
investors based on the returns they have generated. Moreover, PE
firms usually do not hold equity stakes open-endedly, implying
that higher acquirer stock prices enable them to exit a firm sooner
and with a higher profit.

Hypotheses (H2a): PE backing in cross-
border M&A is associated with a higher
announcement return if the PE backer has
performed a larger number of prior M&A
deals in the target country.

Hypotheses (H2b): This effect is stronger if
targets are in poor information environments.

Private-equity backing and access to financial
advisors

A related positive signal could be the ability of PE
backers to engage financial advisors with extensive
experience. PE firms frequently buy and sell com-
panies, and have experience with, and access to, a
wide range of financial advisors as a result. This
indirect access might help acquirers to navigate
the informational issues involved in cross-border
M&A. Reflecting that access to advisors indeed
comes with benefits, prior research documents that
the involvement of financial advisors, especially
top-tier investment banks with international M&A
experience and a global presence, is perceived
positively by the market. Kale, Kini, and Ryan
(2003) and Golubov, Petmezas, and Travlos (2012),
for example, show that announcement returns are
higher if acquirers are advised by more-reputable
banks. Moreover, the association of newly public
acquirers with prominent banks is also linked with
higher market reactions (Arikan and Capron, 2010).
Additionally, prior evidence shows that connec-
tions with law firms or banks positively influence
the takeover success (Kale et al., 2003; Krishnan
and Masulis, 2014). This leads to the following
hypothesis:

Hypotheses (H3): PE backing in cross-border
M&A is associated with a higher announce-
ment return if the PE backer has access to
more experienced financial advisors.

Private-equity backing and post-M&A
operating performance

Our hypothesis development has focused on
whether PE backing can be a signal to the market
that a transaction is more likely to create (or less
likely to destroy) value. However, prior research
shows that short-term stock market reactions are
not necessarily an unbiased measure of acquisition

Copyright © 2016 John Wiley & Sons, Ltd. Strat. Mgmt. J., 38: 1688–1700 (2017)
DOI: 10.1002/smj
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1692 M. Humphery-Jenner, Z. Sautner, and J-A. Suchard

performance (Zollo and Meier, 2008). The reason is
that market reactions may be driven by behavioral
dynamics associated with the stock market. For
example, the market reaction may be affected by
the sentiment of boundedly rational investors (e.g.,
overoptimism about value creation), or investors
forming their views mostly based on the manage-
ment’s perception of a deal (Schijven and Hitt,
2012). This raises the question of whether the mar-
ket correctly anticipates that operating performance
of PE-backed acquirers increases after a transac-
tion, especially in deals where target information
asymmetry is large. This leads to the last hypothesis.

Hypotheses (H4a): Cross-border acquisitions
that involve acquirers that are PE backed
are associated with increases in operating
performance.

Hypotheses (H4b): This effect is stronger if
targets are in poor information environments.

DATA

The sample

Our sample includes cross-border M&A deals
between 1996 and 2008 that are in SDC Platinum.
We require that a deal is completed, for 100 percent
ownership, the acquirer is publicly listed (to
analyze announcement returns), and that the deal
value is at least USD 1 m. Moreover, we require
that we have data on deal, acquirer, and country
characteristics. This leaves us with a sample of
4,452 deals with acquirers from 37 countries.
Targets are private or publicly listed firms. Variable
definitions are in Appendix IA.1 in File S1, and
summary statistics in Appendix IA.2 in File S1.

Measures

Dependent variables: acquirer returns
and operating performance

To examine the role of PE backing as a signal,
we analyze the stock market’s reactions to the
acquirer’s takeover announcements. For each
transaction, we calculate the acquirer’s cumulative
abnormal return (“CAR”), estimated from five days
before to five days after the announcement.
Using this methodology, we capture the market’s

confidence about whether a deal creates value
(Capron and Shen, 2007; Masulis, Wang, and Xie,
2007; Moeller, Schlingemann, and Stulz, 2004). To
examine whether the market correctly anticipates
that acquirer performance increases as a result of
a deal, we create two measures of the acquirer’s
change in earnings (“Δ Operating performance”).
The first measure captures changes in earnings
before interest and tax (EBIT) from the year of the
acquisition to the year after, while the second one
captures the EBIT change until three years after
the deal. A limitation of this measure is that the
increase in EBIT of a PE-backed acquirer may also
come from sources other than the acquired firm.

Main explanatory variables

Private-equity backing. We construct an indicator
variable “Acquirer PE backing,” which equals one
if a PE firm has an actual equity ownership stake
in the acquirer. As our sample contains publicly
listed acquirers, PE equity ownership is only partial
and never 100 percent9. Appendix IA.4D in File S1
shows that our results are robust to controlling for
the ownership stake of PE firms in acquirers (for the
sample for which we have the data).

Target information environment. We measure
the target’s information environment with two
time-variant variables. “Target bad WB info” is
based on data from the World Bank (WB) Gov-
ernance Indicators and ranges between 0 (good
information environment) and 1 (bad environment).
The index measures six components that are related
to a deal’s information environment, namely, voice
and accountability, corruption, government effec-
tiveness, political stability, regulatory strength/
capacity, and rule of law. “Target bad ICRG info”
is based on the International Country Risk Guide
(ICRG) Composite Sovereign Risk index and
ranges between 0 (good information environ-
ment) and 1 (bad environment). The ICRG index
measures financial, economic, and political risk.

We use these measures as we want to capture
factors that directly and indirectly contribute to
a target’s information environment. Lindstedt
and Naurin (2010) find that transparency alone

9 We do not study debt investments by PE firms in acquirers or
situations where a PE arranged debt financing without an actual
equity stake.

Copyright © 2016 John Wiley & Sons, Ltd. Strat. Mgmt. J., 38: 1688–1700 (2017)
DOI: 10.1002/smj
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Cross-Border M&A and Private Equity 1693

is insufficient to reduce information asymme-
try because transparency, in the presence of
corruption and poor enforcement, can result in
firms engaging in incorrect reporting. That is, if
there is no enforcement of information accuracy,
then the information environment will remain
low quality. Our measures help to capture this
by proxying for both information disclosure
and the regulatory aspects required to render it
effective. Similarly, Vishwanath and Kaufmann
(1999) argue that strong governance is necessary
to ensure the preservation of transparency and
information provision. Moreover, Riahi-Belkaoui
(2009) finds that accounting information trans-
parency is the result of legal, religious, political,
social, economic, and accounting antecedents, and
Bushman and Smith (2003) argue that differences in
political environments can account for differences
in information provision across countries. Our
measures try to capture these antecedents of quality
information environments in addition to more
direct measures of information (e.g., free media).
For example, by including measures reflecting
the riskiness of the country, government effective-
ness, and corruption, we aim to capture whether
information provision will be enforced (and thus,
is reliable). The ICRG index, for example, has
also been used by Furman and Stiglitz (1998) and
Gelos and Wei (2005) to capture the information
environment.

Experience and networks variables. We
construct different variables to analyze the
role of PE firms’ experience and networks.
“# PE backer deals target country” is the number
of prior deals conducted by an acquirer’s PE
backer in the target country. “# deals fin. advi-
sors” (“# deals most exp. fin. advisors”) is the
average number of M&A deals that the acquirer’s
advisors (most experienced advisor) took part in
over the past three years10. We create two further
variables to capture the advisors’ cross-border
deals only.

10 We restrict the financial advisors variable to three years as the
experience of an advisory firm (i.e., investment bank) more than
three years ago is less relevant for a current deal. The reason is that
bankers at investment banks often change firms and Chemmanur,
Ertugrul, and Krishnan (2014) show that it is the experience of
the individual investment banker (rather than that of the bank)
that matters for acquisition outcomes. To the contrary, in PE firms,
funds often last for 10 years, and key personnel, especially general
partners, tend to change jobs less frequently. We therefore do not
restrict the PE backer variable.

Control variables

We follow related literature to control for other
variables that could affect announcement returns
and performance. We control for the acquirer’s
size, free cash flow, leverage, cash holdings, and
capital expenditures. We further account for the
acquirer’s acquisition experience, which we proxy
using the number of prior deals and cross-border
deals. Importantly, we also control for the number
of past deals by the acquirer in the target coun-
try, as networks that result from such deals and the
established local presence may be substitutes for
PE firms’ networks. We further account for whether
an acquirer has international operations, target size
(transaction value), whether a deal is diversifying
(to capture industry relatedness), whether multiple
bidders exist, whether a deal proceeds by way of a
tender offer, whether a deal is friendly, the method
of payment, and whether the target is private or
publicly listed. Finally, we include a set of char-
acteristics of the acquirer’s country. These include
the LaPorta et al. (1997, 1998) “LLSV” governance
index. We check robustness to the amendments
made in Spamann (2010). All regressions contain
year and acquirer country dummies. Our results are
robust when we include a proxy of past target per-
formance (Appendix IA.4D in File S1).

EMPIRICAL ANALYSIS

Determinants of announcement returns
in cross-border M&A

We hypothesize that PE backing is associated
with a positive stock price reaction in announce-
ments of cross-border deals, and that this effect
is stronger if targets are in poor information envi-
ronments. Table 1 provides OLS (ordinary least
squares) regressions to investigate the average effect
of the PE-backing signal and the moderating effect
of the information environment. We test for the lat-
ter by interacting the PE indicator with our two mea-
sures of the information environment.

The regression estimates in Models 1 and 3
show that PE backing, on average, has a slightly
positive, yet statistically insignificant, effect on
announcement returns. Therefore, we can reject
H1a and conclude that we have no evidence that,
at least on average, acquisitions backed by PE firms
perform better. However, we find that that the effect
of PE backing becomes statistically significant once

Copyright © 2016 John Wiley & Sons, Ltd. Strat. Mgmt. J., 38: 1688–1700 (2017)
DOI: 10.1002/smj
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1694 M. Humphery-Jenner, Z. Sautner, and J-A. Suchard

Table 1. Announcement returns in cross-border M&A deals: PE backing as a signal

CAR (in %)

Dependent variable Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

Acquirer PE backing 1.068 −4.038* −9.642** 1.058 −4.203* −9.840***
(0.397) (0.099) (0.011) (0.384) (0.089) (0.008)

Target bad WB info 0.839 1.142
(0.747) (0.664)

Acquirer PE backing× target bad WB info 38.220** 38.760**
(0.033) (0.025)

Target bad ICRG info −0.732 0.656
(0.799) (0.830)

Acquirer PE backing× target bad ICRG info 52.673*** 53.625***
(0.005) (0.003)

ln (assets) −1.098*** −1.121*** −1.099***
(0.000) (0.000) (0.000)

EBITDA/assets 0.151*** 0.150*** 0.152***
(0.000) (0.000) (0.000)

Debt/assets 0.730 0.952 0.761
(0.430) (0.287) (0.408)

Cash/assets −1.293 −1.419 −1.366
(0.191) (0.135) (0.166)

Capex/sales −1.011 −1.592 −1.170
(0.625) (0.410) (0.563)

# Prior deals −0.005 −0.015 −0.006
(0.903) (0.703) (0.889)

# Prior cross-border deals 0.039 −0.003 0.050
(0.766) (0.979) (0.702)

# Prior deals in target country −0.021 0.018 −0.041
(0.891) (0.896) (0.790)

Overseas assets −0.140 −0.169 −0.176
(0.626) (0.537) (0.541)

ln (transaction value) 0.857*** 0.917*** 0.858***
(0.000) (0.000) (0.000)

Diversifying 0.187 0.251 0.191
(0.517) (0.359) (0.506)

Multiple bidders 0.064 −0.053 0.056
(0.950) (0.959) (0.957)

Tender offer 0.853 0.763 0.854
(0.239) (0.294) (0.240)

Friendly deal −0.412 −0.623 −0.527
(0.674) (0.532) (0.594)

Cash payment 0.144 0.104 0.129
(0.610) (0.698) (0.647)

Stock payment −0.618 −0.661 −0.612
(0.315) (0.275) (0.319)

Public target −2.548*** −2.556*** −2.564***
(0.000) (0.000) (0.000)

Private target −0.687** −0.683** −0.681**
(0.023) (0.017) (0.024)

Market cap/GDP 26.355 −2.679 23.014
(0.762) (0.975) (0.792)

FDI/GDP −470.207 −336.468 −482.558
(0.195) (0.339) (0.185)

Unemployment −0.034 −0.011 −0.012
(0.812) (0.935) (0.933)

Copyright © 2016 John Wiley & Sons, Ltd. Strat. Mgmt. J., 38: 1688–1700 (2017)
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Cross-Border M&A and Private Equity 1695

Table 1. Continued

CAR (in %)

Dependent variable Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

Trade imbalance 8.778 9.471 8.933
(0.160) (0.118) (0.153)

LLSV index 0.932 0.658 0.948
(0.466) (0.605) (0.459)

Bad WB info −3.419 −6.534 −3.321
(0.735) (0.510) (0.742)

Bad ICRG info 5.387 3.334 4.816
(0.540) (0.692) (0.583)

Year fixed effects Yes Yes Yes Yes Yes Yes
Acquirer country fixed effects Yes Yes Yes Yes Yes Yes
Observations 4,056 4,363 4,056 4,023 4,326 4,023
Adjusted R-squared 0.013 0.016 0.015 0.039 0.043 0.041

***p< 0.01; **p< 0.05; *p< 0.1 (two-tailed)
Sample includes cross-border M&A deals. Regressions estimated using OLS. The regressions in Model 1 (Model 4) are estimated on
the same sample as the regressions in Model 3 (Model 6). Constants were included but are not reported. Standard errors (p-values in
brackets) are robust and clustered by acquirer.
WB, World Bank; ICRG, International Country Risk Guide; EBITDA, Earnings Before Interest, Tax, Depreciation, and Amortization;
CAPEX, Capital Expenditure; FDI, Foreign Direct Investment.

we condition on the information environment in the
remaining models of Table 1. Specifically, we find
that the interaction between PE backing and our
proxies of the information environment are positive
and statistically significant (p< 0.01). This implies
that announcement returns are larger if the acquirer
is PE backed and the target in a poor information
environment, lending support for H1b11.

Using the regression estimates from Model 6,
we find that a one-standard-deviation increase in
the ICRG index (equal to 0.049; reflecting a wors-
ening in the information environment) is associ-
ated with a small increase in announcement returns

11 In Appendix IA.3 in File S1, we separate the sample based
on whether a target is a private or publicly listed firm. We
do this as prior research suggests that acquisitions of private
targets are generally associated with higher stock price reactions
than acquisitions of publicly listed targets (Capron and Shen,
2007; Laamanen, Brauer, and Junna, 2014), and PE-backed
acquirers may have a preference for private firms. We find that
the magnitude of the PE-signaling effect is similar for private and
public targets if they are in poor information environments. In fact,
the interaction terms between the PE-backing and information
variables are not statistically different across private and public
firms. However, we note that these interactions are statistically
insignificant for public targets. One likely reason is that the sample
of public firms is much smaller, creating standard errors that
are larger, compared to those for private firms. Additionally, the
PE-backing signal should be most important when targets are
difficult to evaluate (and private targets are more difficult for the
market to evaluate, and obtain information on, than are public
targets).

of 0.03 percent if the acquirer is not PE backed.
However, the corresponding effect for the same
change in the index is 2.63 percent larger if the
acquirer is PE backed. In other words, we find that a
decrease in the information environment is associ-
ated with an increase in announcement returns, but
only if acquirers are backed by PE firms12.

The role of prior local transactions by private
equity firms

We hypothesize that the backing of acquirers by
PE firms is a positive signal because of their role
in overcoming information problems. We predict
that this effect is due to PE firms’ experience and
networks in the target country, and we expect this
effect to be stronger if the information environment
is worse.

Table 2 provides OLS regressions to explore
these predictions, exploiting our measure on the
number of prior deals performed by a PE backer in
the target country. As before, we use this variable
individually and interact it with our proxies for the
information environment. Model 1 shows that the
individual effect of the prior-local-deals variable is

12 Appendix IA.4A to Internet Appendix IA.4C in File S1 suggest
that it is unlikely that our results are driven by the endogeneity of
PE backing.

Copyright © 2016 John Wiley & Sons, Ltd. Strat. Mgmt. J., 38: 1688–1700 (2017)
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1696 M. Humphery-Jenner, Z. Sautner, and J-A. Suchard

Table 2. Announcement returns in M&A deals: prior deals by PE firms in the target country

CAR (in %)

Dependent variable Model 1 Model 2 Model 3

# PE backer deals target country 0.009 −0.027*** −0.034***
(0.271) (0.009) (0.003)

Target bad WB info 2.094
(0.423)

# PE backer deals target country× target bad WB info 0.308***
(0.001)

Target bad ICRG info 2.139
(0.483)

# PE backer deals target country× target bad ICRG info 0.209***
(0.000)

Control variables as in Table 1 Yes Yes Yes
Year fixed effects Yes Yes Yes
Acquirer country fixed effects Yes Yes Yes
Observations 4,023 4,326 4,023
Adjusted R-squared 0.039 0.041 0.039

***p< 0.01; **p< 0.05; *p< 0.1 (two-tailed)
Sample includes cross-border M&A deals. Regressions estimated using OLS. The regression in sample in Model 1 is estimated on the
same sample as the regression in Model 3. Constants were included but are not reported. Standard errors (p-values in brackets) are robust
and clustered by acquirer.

very small and statistically insignificant (p= 0.271).
This implies that prior deals, as such, are not viewed
as a positive signal by the market and we can reject
H2a. However, this effect changes in Models 2
and 3 if we take the information environment into
account. Specifically, we find that the interaction
terms between the prior-local-deals variable and the
information proxies are all positive and statistically
significant (p< 0.01). This implies that a larger
number of prior deals in the target country is viewed
as a positive signal if the target is in a poor informa-
tion environment, providing support for H2b.

In economic terms, the estimated effects are
again meaningful. Using Model 3 and evaluating the
effects for mean values of the prior-deals variable
(0.391), we find that that a one-standard-deviation
increase in the ICRG index is associated with
CARs that are 0.4 percent higher (p< 0.01). This
is not a huge effect, but it nevertheless equals about
32 percent of the median CAR in the sample (which
is 1.24%).

To investigate the connections channel further,
we next study whether PE backing also signals an
acquirer’s access to experienced financial advisors.
To estimate this effect, we regress in Table 3 the
announcement returns on an interaction term of the
PE-backing variable and our measures of financial
advisor experience. By including these interaction
terms, we test for the interplay of PE backing and
the involvement of experienced financial advisors.

The regression results show that returns in
PE-backed deals increase with the experience of
the engaged advisors. The estimates in Model 4
of Table 3, for example, suggest that if the cross-
border experience of the most experienced advisor
increases by five deals, this is associated with
a market reaction that is 0.56 percentage points
higher (p= 0.005). This confirms H3.

Postdeal operating performance and private
equity firms

The results in Table 1 show that PE backing sig-
nals to the market that a transaction likely creates
value if the target is in a poor information environ-
ment, as reflected by the positive CARs. We now
test whether this short-term stock market reaction
correctly captures that an acquirer’s operating per-
formance eventually increases as a result of a trans-
action. We therefore run in Table 4 regressions sim-
ilar to those in Table 1, but replace the announce-
ment return with our two measures of the change
in operating performance (EBIT). We exclude from
this analysis tech, pharma, and financial deals, as
operating performance improvements due to acqui-
sitions materialize less quickly in these sectors.

The regressions in Table 4 show results that
generally mirror those in Table 1. In other words,
PE backing in itself is statistically insignificant but
acquirer operating performance increases if the

Copyright © 2016 John Wiley & Sons, Ltd. Strat. Mgmt. J., 38: 1688–1700 (2017)
DOI: 10.1002/smj
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Cross-Border M&A and Private Equity 1697

Table 3. Announcement returns in cross-border M&A deals: PE firms and financial advisors

CAR (in %)

Dependent variable Model 1 Model 2 Model 3 Model 4

Acquirer PE backing −0.061 −0.070 −0.065 −0.093
(0.959) (0.954) (0.957) (0.939)

# Deals fin. advisors −0.002
(0.535)

Acquirer PE backing× # deals fin. advisors 0.033**
(0.014)

# Cross-border deals fin. advisors −0.011
(0.173)

Acquirer PE backing× # Cross-border deals fin. advisors 0.098***
(0.006)

# Deals most exp. fin. advisor −0.001
(0.736)

Acquirer PE backing× # deals most exp. fin. advisor 0.036**
(0.016)

# Cross-border deals most exp. fin. advisor −0.012
(0.198)

Acquirer PE backing× # Cross-border deals most exp. fin. advisor 0.112***
(0.005)

Control variables as in Table 1 Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes
Acquirer country fixed effects Yes Yes Yes Yes
Observations 4,414 4,414 4,414 4,414
Adjusted R-squared 0.041 0.042 0.041 0.042

***p< 0.01; **p< 0.05; *p< 0.1 (two-tailed)
Sample includes cross-border M&A deals. Regressions estimated using OLS. Constants were included but are not reported. Standard
errors (p-values in brackets) are robust and clustered by acquirer.
exp., experienced; fin., financial.

acquirer is backed by a PE firm and the target from
a poor information environment. However, we
note that the interaction effects are not statistically
significant across all models. One reason for
why these tests are somewhat weaker could be
the inherent difficulty in event studies to capture
information about any enduring value creation.
Overall, the results in Table 4 hence reject H4a but
support H4b. In relation to our analysis in Table 1,
the findings in Table 4 indicate that there is real
value creation associated with the content of the
PE-backing signal.

CONCLUSIONS

This study shows that it is a signal of deal qual-
ity if acquirers in cross-border M&A have PE firms
as shareholders. As such, the market reacts posi-
tively to acquisitions by PE-backed acquirers, but
only if the target is in a poor information envi-
ronment where signaling is particularly important.
We find that PE firms’ experience and networks,

resulting from prior deals in the target country,
explain why investors react favorably to such deals.
Finally, we show that the market correctly antic-
ipates that operating performance increases after
deals with PE-backed acquirers and targets in weak
information environments.

Our article contributes most directly to the lit-
erature on signaling in M&A. As emphasized by
Wu et al. (2013: 180), most prior work studied the
“benefits of signals conveyed by target firms, yet
little is known about the efficiency implications of
acquirers’ signals.” We extend this literature by doc-
umenting that acquirers’ signals that stem from PE
backing can create effects similar to those of tar-
get signals. Specifically, we document that acquirer
signals can be important in assuring external cap-
ital providers that a proposed transaction is value
enhancing. We further contribute to the literature
on corporate effects in M&A by highlighting a “PE
effect” (e.g., Castellaneta and Gottschalg, 2016), as
well as the factors that moderate this effect. This
extends work by Ferreira, Massa, and Matos (2010)
who show that other institutional investors can have

Copyright © 2016 John Wiley & Sons, Ltd. Strat. Mgmt. J., 38: 1688–1700 (2017)
DOI: 10.1002/smj
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1698 M. Humphery-Jenner, Z. Sautner, and J-A. Suchard

Table 4. Operating performance after cross-border M&A deals: role of PE backing

Δ Operating performance
(t, t+ 1) (in %)

Δ Operating
performance (t, t+ 3) (in %)

Dependent variable Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

Acquirer PE backing 0.298 −0.595 −1.161 0.818** 0.380 −1.280
(0.260) (0.238) (0.146) (0.037) (0.616) (0.251)

Target bad WB info −1.117 −1.291
(0.399) (0.668)

Acquirer PE backing× target bad WB info 6.221** 3.553
(0.029) (0.451)

Target bad ICRG info −0.817 −5.475
(0.572) (0.125)

Acquirer PE backing× target bad ICRG info 7.151** 10.325**
(0.036) (0.048)

Control variables as in Table 1 Yes Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes Yes
Acquirer country fixed effects Yes Yes Yes Yes Yes Yes
Observations 2,138 2,296 2,138 2,138 2,296 2,138
Adjusted R-squared 0.067 0.063 0.067 0.024 0.025 0.025

***p< 0.01; **p< 0.05; *p< 0.1 (two-tailed)
Sample includes cross-border M&A deals. We exclude deals in the tech, pharma, and financial sectors where performance changes
materialize less quickly. Regressions estimated using OLS. The regressions in Model 1 (Model 4) are estimated on the same sample as
the regressions in Model 3 (Model 6). Constants were included but are not reported. Standard errors (p-values in brackets) are robust and
clustered by acquirer.

similar effects in overcoming information problems
in cross-border M&A.

Our findings provide several possible directions
for future research. It would be interesting to
investigate the specific organizational mechanisms
through which PE firms advise portfolio firms in
M&A deals. For example, it could be worth ana-
lyzing whether PE firms use formal representation
on the board of directors or employ more informal
channels outside the board to help firms. It could
also be interesting to study how the PE-backing sig-
nal in M&A compares with market signals by other
owner types.
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