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Factors for Takeover Premia: A European Study
1. Introduction
Economic theory has revealed many hypotheses for why mergers occur. Possible explanations include efficiency-related reasons involving economies of scale and other synergies; increasing market share and thus power by forming monopolies or oligopolies; managerial competition by replacing weak target management as discussed in Matsusaka (1993) and Jensen and Ruback (1983); agency costs such as the desire to ‘over-expand’; taking advantage of internal capital markets and minimizing risk through diversification as documented by Berger and Ofek (1995).
Mergers may bring about a considerable shift in resources within the economy, both within and across industries. On a firm level mergers are exceptional events, systematically permitting a firm to substantially increase in size. Consequently, one of the most observable features of mergers is the potential value creation (or destruction) attributable to target and bidder shareholders as a result of a transaction. The most statistically proven evidence on this topic originates from short-window event studies, where the abnormal stock price reaction on announcement is used as a measure for value creation or destruction. Research on this matter is abundant and the literature is very conclusive. As displayed by Jensen and Ruback (1983) and Andrade, Mitchell and Stafford (2001), evidence indicates that target shareholders profit, and bidder shareholders do not lose. This phenomenon can be explained as follows. The main reason for one company to take over another is the target’s underlying excess value potentially created by the acquirer. This excess value usually, however not exclusively, lies in synergistic and efficiency gains once the two companies have been incorporated. As shown by Singh and Montgomery (1987) and Shelton (1988), the stock market attributes more value to mergers between firms which have a certain degree of relatedness. Consequently the acquirer usually pays a ‘premium’ on top of the market value of the targeted firm. Nielsen and Melicher (1973) demonstrate that the prospect of operational efficiencies is a larger motive for payment of premia than financial synergies.
The majority of historical corporate transactions took place in the United States. More specifically a trend which can be described as ‘Mega mergers’ was most notably observed in the US. Only in the last two decades has Europe seen a sharp rise in M&A activity. Hence, M&A research was mainly concentrated on the United States, with Europe left relatively uncovered. Also, the study of takeover premia is far less documented in comparison to M&A activity.
This paper therefore analyzes takeover premia from a sample of corporate mergers and acquisitions in the period 1998-2007 for which the target’s dominant market is either Belgium or The Netherlands. The paper is structured as follows:

Section 2 discusses the relevant literature on this topic and outlines a theoretical framework describing which economic factors and events are most likely to affect takeover premia in our dataset. Section 3 defines the two main hypotheses related to movements in takeover premia which are to be tested in this paper. Next section 4 describes the econometric models and the independent variables used to explain premia. Subsequently section 5 defines the chosen test sample of mergers and documents on the sources from which we extracted our data. Section 6 discusses the outcome of the different econometric models and contrasts the findings to previous literature on this topic. Finally section 7 contains conclusions and discusses limitations which might have affected the accuracy and reliability of our research.
2. Factors influencing takeover premia
2.1. Macroeconomic variables

General economic circumstances may also have an impact on M&A activity. Research on this topic has revealed a strong connection between the business cycle and the number and aggregate value of mergers. As described by Beckenstein (1979) and Becketti (1986), one can observe a positive relationship between the level of the stock market and merger activity. However the relationship between interest rates and merger activity is less obvious as both researchers report conflicting results on this matter. 

Beckenstein (1979), one of the most thorough analyses on this topic, examines annual merger activity from 1949-1975, and devises a managerial theory to explain the positive link he observes between interest rates and the number of mergers. The theory states that a manager’s main goal is to seek growth for its firm, and that in times of high interest rates managers tend to realize this growth through acquisitions. A high interest rate increases the discount rate and therefore makes internal growth less attractive. As a consequence managers rather opt for external growth, resulting in higher premia as competition among acquirers increases. 

With regard to GNP as an explanatory variable for merger activity, Becketti (1986) and Beckenstein (1979) are both inconsistent with Golbe and White (1988) who analyse a sample of mergers in 1969-1979 and report a strong positive relationship between the size of the economy (GNP) and the number and aggregate value of mergers.

Nathan and O’Keefe (1989) analyze takeover premia for a sample of transactions in 1963-1985. Their findings show increasing premia over the given time period and a negative relationship between macroeconomic factors and the paid premium. They explain this outcome by formulating the undervaluation theory. This theory says that increased undervaluation of target firms due to financial market deficiencies in times of economic downturn result in higher takeover premia.

Simonyan (2005) also analyzes the movement in takeover premia for a sample US mergers and acquisitions between 1976–1997. The paper tests the effect of a set of macroeconomic variables on takeover premia and reports a significant positive relation between the interest rate and premia. In addition, the state of the economy (GDP) and money supply (M1) have a negative effect on premia. Furthermore, the results also show support for the undervaluation theory devised by Nathan and O’Keefe (1989). 
2.2. Legislation

The afore mentioned research is based on US M&A data covering several periods ranging from 1960-1980. As our data sample covers European takeovers between 1998 and 2007, we find it relevant to mention some of the major developments affecting merger activity in Europe over the past decade.

The most influential act of legislative reform in EU takeover regulation is the Thirteenth Directive introduced on April 21, 2004. All member states were subject to implementation of the law by the end of 2006. It imposed significant restrictions on the freedom of bidder and target companies and was designed to make it possible for shareholders to increase firm value by replacing management teams and to punish insiders with the prospect of a hostile takeover. Under the new law corporate acquirers have the obligation to launch a formal public tender offer at a fixed minimum price on all outstanding shares of the target company in order to obtain control. On the other hand managers and/or controlling shareholders of companies are curtailed in their actions taken to prevent or block a hostile takeover. In contrast to the EU, these restrictions hardly exist in the US which has a more market-based approach when it comes to regulation of various economic activities. 

McCahery (2003) attempts to explain the effects of the Thirteenth Directive on takeovers by examining the impact of corporate governance regulation on takeover premia. By regressing several corporate control factors on takeover premia, he found a positive relationship between the accounting standards of the target firm and the premium. High accounting standards, meaning high transparency of target firms, imply bidders are prepared to pay a relatively higher premium. When classifying targets and bidders according to shareholder rights, the results also indicate a positive relationship between targets’ shareholder rights and the premium offered by bidders. Previous research by La Porta et al. (1997, 1998, 2000) already illustrated the positive relation between the premium and the level of shareholder protection for the English, French, German and Scandinavian legal systems.
2.3. Merger waves

Another phenomenon which is likely to affect our dataset is the so-called ‘Merger wave’. This cyclical trend which occurred five times over the past century, was first documented by Golbe and White (1993), and can be defined as a period of high level deal activity followed by a period of relatively less deals. The first four waves occurred during the following years; 1897-1904, 1916-1929, 1965-1969 and 1984-1989. 

The first wave (1897-1904) emerged as a result of the end of the depression which started in 1883. The second wave was triggered by the post World War I economic boom, and was ended by the stock market crash of 1929. The following quote by George Stigler describes the fundamental difference between the first and the second wave: “The contrast between the first and second merger waves is merging for monopoly versus merging for oligopoly”, hereby aiming at the fact that the number of firms had increased significantly over the specific period. 

The third merger wave, also known as the conglomerate merger period (80% of all mergers were conglomerate mergers), saw historically high levels of merger activity. The election of the ‘free market’ minded President Richard M. Nixon, boosted the already thriving economy of that time, resulting in a large amount of hostile takeovers. The decline of the third wave came with the controversial Tax Reform Act of 1969, introducing a minimum corporate tax rate which was not indexed to inflation. 

The fourth wave was characterized by so-called ‘Megamergers’. This was also a time when arbitrage began to play an important role, as investors increasingly speculated on potential mergers taking place in the future. Mitchell and Mulherin (1996) describe this wave as being relatively bigger than previous waves, and document on the fact that nearly half of all major US companies received a takeover offer during this period. As opposed to the first three waves, the fourth was not terminated by a specific event and saw a smoother decline in merger activity.

The fifth and last merger wave recorded to date started in the early nineties and ended in 2001 after the September 11 terrorist attacks. It may therefore be relevant in explaining our findings as it covers the first four years of our dataset. In comparison to the four previous waves, the fifth wave was the only one to strongly integrate in continental Europe. During this period deal values in Europe were almost equal to those in the US. 

A possible explanation for the upheaval of M&A activity in Europe is the introduction of the Euro in 1999, subsequently eliminating all currency risks within the Euro zone.  In addition, fragmented and mainly nationally-orientated European companies resorted to takeovers as a way to survive in the new and more competitive market for corporate control. Another reason why only the fifth wave was meaningfully observable in Europe, is the fact that previously a significant amount of large families were blockholders in European companies, consequently hindering simple takeovers.

2.4. Industry shocks

Recent empirical research has also revealed the existence of industry clustering in M&A activity. Mitchell and Mulherin (1996) investigate industry clustering by target firms for a sample of takeovers in the 1980’s and Andrade and Stafford (1999) examine this phenomenon
for acquiring firms using a sample from 1970 to 1994. As discussed in the previous section, mergers occur in waves. However these waves are not identical and differ highly in terms of industries in which these mergers occur. Andrade, Mitchell and Stafford (2001) plainly display this by comparing the level of merger activity within each industry over time. When ranking industries by aggregate market values of acquiring firms for each decade, they find significant correlations between rankings. Industries undergoing increased merger activity in one decade, appear less likely to do so in other decades.
So far we may conclude that mergers come in waves, and each wave is characterized by one industry exhibiting more merger activity than others. Schliefer and Vishny (1988) and Jensen (1993) suggest, among others, that this result is caused by specific industry shocks. Industries react to shocks by reorganizing, or merging. The fact that these shocks are unexpected explains the industry clustering over time. Mitchell and Mulherin (1996) manage to link mergers to specific shocks such as deregulation, foreign competition, financial and technological innovation, and oil price shocks. According to Kaplan (2000) deregulation is one of the major factors for industry specific takeover activity. Many sectors have undergone substantial deregulation since the 1990’s, namely telecommunications and broadcasting (1996), banks (1994) and utilities (1992). Consequently this trend may be (partially) incorporated into our dataset, and could potentially affect the results of our analysis.
2.5. Antitakeover amendments and the junk bond market
Towards the end of the 20th century, and increasingly during the beginning of the 21st, potential target firms began implementing antitakeover amendments in order to avoid a hostile takeover. Many of these strategies were designed to make the targeted company less attractive by selling off its most profitable parts to other buyers. For example ABN AMRO in 2007 attempted to discourage potential bidders by selling off its high valued US business ‘LaSalle’ to Bank of America. Other methods, as described by Jarrell and Poulsen (2002), include poison pills which consist of creating special governance structures by issuing bonds and preference shares with exclusive voting rights, enabling holders to block major decisions. These deliberate measures taken by target firms eventually led to a decrease of potential targets, thereby increasing competition among acquirers on the market for corporate control.   
Simultaneously, the introduction of the junk bond market in the 1980’s most likely led to an increase of potential acquirers. High yield debt or ‘junk bonds’ have the same characteristics as regular investment grade bonds however they differ in the level of risk. Junk bonds carry relatively more risk and therefore earn a higher return called the risk premium. Weston, Sui and Johnson (2001) document on the fact that this new source of financing, it being cheaper than equity, ultimately leads to companies taking on more debt to finance large acquisitions. Taggart (1988) proves the principal advantage for acquirers is speed. In a hostile takeover situation, firms must be able to raise large amounts of funding in very little time. In 1998, a record $150 billion in high yield bonds were issued globally. Then again in 2003 global issues of high yield debt topped $146 billion, and in 2006 European companies alone issued €31 billion in junk bonds.   

3. Hypotheses 
This chapter outlines two hypotheses which will help us in clarifying the ins and outs of movements in takeover premia. 
3.1. Undervaluation theory

The undervaluation theory (Nathan and O’Keefe 1989) says that takeover premia are affected by fluctuations in the business cycle. They are inclined to be high during economic downturns and low during periods of economic growth. In times of recession stock prices are generally low however target firms seem to be able to extract their true value when being acquired. Bidders tend to recognize the true value of undervalued target firms and may offer an adequate price even in times of recession. Hence takeover premia appear to be relatively higher than in regular economic conditions. Accordingly during more prosperous economic times takeover premia should be relatively lower. To measure economic conditions we will apply two proxy variables. The first being the growth rate of the bidder’s domestic stock index for the quarter in which takeover was announced. The second being the bidder’s domestic GDP growth rate for the quarter in which the takeover was announced. 

3.2. Managerial theory

The managerial theory of takeover premia (Beckenstein 1979) argues that high interest rates make companies’ internal projects less profitable. Therefore firms resort to external growth by way of acquisition. This implies that during periods of high interest rates, rivalry among acquiring firms increases as competition increases on the market for corporate control. This rivalry could lead to relatively higher takeover premia. As a proxy for the interest rate we use the yield on the corresponding bidder country’s 10 year government bond. With regard to money supply, which might have an indirect effect on takeover premia (if the money supply increases, the interest rate will decrease), we will use the quarterly growth rate of M3 to quantify this variable. We argument M3 is a more appropriate measure than M1 as it is a more complete variable which includes more liquid assets such as large time deposits, institutional money market funds and short-term repurchase agreements. Similar to the other variables we will take the M3 growth rate of the concerning bidder country for the quarter in which the takeover was announced.
For the managerial theory to hold, the higher rivalry among acquirers must have a larger effect on premia than the higher cost of capital during periods of high interest rates. The desire to expand through consolidation must exceed the negative effects of costly funding. 
4. Empirical Methodology
4.1. Macroeconomic model
To analyze the movements in takeover premia and test the above-mentioned theories we estimate the following econometric model:
PREMIUMt = β0 + β1 INDEXt + β2 IRt + β3 M3t + β4 GDPt + β5 CUt + β6 Dfocust +   β7 MOPt + et                                                                                                                                                                        (1)
Where variables are defined as follows:
Premium (PREMIUM)
The takeover premium calculated as a ratio of the market consideration offered for the target (cash or stock) minus the target’s pre-offer share price. The pre-offer share price of the target is measured 60 days before the first public announcement of the takeover. In stock mergers the acquirer’s share price is also measured 60 days before the first public announcement of the takeover. 
Index (INDEX)
The growth rate of the domestic stock index of the bidder company for the quarter in which the takeover was announced.
Interest rate (IR)
The yield on a bidder country’s 10-year government bond, for the quarter in which the takeover was announced.
Money growth (M3)

The growth rate of a bidder country’s M3 measure of money supply for the quarter in which takeover was announced
.  

Gross domestic product (GDP)

The growth rate of a bidder country’s GDP (gross domestic product), for the quarter in which the takeover was announced.
Capacity utilization (CU)
The quarterly growth of the capacity utilization rate for the eurozone (16 countries).
Focus dummy (Dfocus)
Dummy for the degree of relatedness for bidder and target core business, taking a value of 0 if bidder and target are in the same sector and 1 otherwise.
Mode of payment (MOP)
The mode of payment is interpreted as a variable which takes a value between 0 and 1. If the merger is paid with a combination of cash and equity we apply a percentage between 0 and 1 to indicate the portion of equity as a percentage of total consideration. 
4.1.1. Further clarification of dependent and independent variables
Premium

In order to correct for information leakage and speculation preceding the public announcement date of the transaction, we define a specific controlling period over which we calculate a market corrected return or ‘run-up’ of the target’s share price. Therefore the run-up is defined as the return of the target firm’s stock price over a period of 60 days prior to the first bid announcement, corrected for the price run-up of the corresponding target domestic market over the same controlling period. As the target share price run-up is often an increase, it can be seen as an extra cost the bidder needs to account for. According to Schwert (1996) the formula for takeover premia can also be derived as follows: 
PREMIUM = RUN-UP + MARK-UP                                                                                      (2)
The mark-up is defined as the increase in the stock price of the target company starting on the date of announcement and ending on the date of completion. Mark-ups may vary considerably across takeovers as the number of bidders, but also the probability of the transaction actually succeeding affect stock price movements around the announcement date. Thus, a second formula estimates the mark up of a target company’s stock price:

RUN-UP = ∆ PROBABILITY * PREMIUM                                                                            (3)
Schwert (1996) concludes the following: If the mark-up is unchanged, each Dollar or Euro of run-up is a direct addition to the final deal price paid for the target firm; this is the mark-up pricing hypothesis. 
Given that our premia are calculated using the target’s stock price 60 days prior to the announcement date, we shall conduct a single samples t-test on the excess return (Excess return = Run-up stock – Run-up market) to provide evidence for the existence of information leakage and consequently justify our method for calculating premia. 
Ho: Excess return = 0

Ha: Excess return > 0

Table 1
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Our results are displayed in table 1 and show that the average run-up for the total sample of takeovers is 10.1%. The t-statistic is highly significant at the 1% level, indicating the average run-up is significantly different from 0. Accordingly we may reject Ho and arrogate the effect of information leakage is present and significant.  
Capacity utilization

Capacity utilization is an economic term which measures the occupation degree of a country’s total productive capacity. We use this metric (CU) as a controlling variable because high capacity utilization rates across the economy could mean that firms are prepared to pay higher premia for external growth through acquisitions.
Industry relatedness 

We also distinguish between the different nature of mergers by controlling for the degree of relatedness between targets and acquirers. Berger and Ofek (1995) as well as Flanagan (1996) along with much of the other literature on this topic, underline the effect of a larger value loss to the bidder as a result of diversification. The primary explanation given for this phenomenon is the fact that managers overestimate the potential surplus value created from diversification. As the targeted company is unrelated in terms of core business and industry, the bidder tends to overvalue the associated risk reductions that come with the acquisition by a offering a higher premium, and thus overpaying for the acquired business. The controlling  variable (Dfocus) accounts for the industry relatedness by taking the value 0 if mergers are related and 1 otherwise.
Mode of payment

To differentiate between the two most common types of consideration in a transaction, namely cash and equity, we include a variable (MOP) which controls for the mode of payment. Different tax and accounting treaties for cash and stock mergers result in different takeover premia. Loughran and Vijh (1997) illustrate cash acquisitions tend to signal a high valuation for the target whereas equity transactions indicate possible overvaluation of the bidder. As argued by Fishman (1988, 1989) cash considerations may be used as way to scare off or pre-empt other potential buyers. By offering adequately high (cash) premia, bidders try to avoid a bidding war. This method as described by Fishman is called ‘Pre-emptive bidding’ and may be a factor for higher takeover premia in cash acquisitions.  
4.2. Firm specific model

Further testing the managerial and undervaluation theory we formulate the following multivariate model regressing takeover premia on various firm specific ratios for the entire sample period:

PREMIUMt = β0 + β1 P/St + β2 P/EBITDAt + β3 P/BEt + β4 CAPEX/BVt + β5 QRATIOt + β6 CUt + β7 Dfocust + β8 MOPt + et                                                                                                           (4)
Where P/S, P/EBITDA, and P/BE are price to sales, price to operating income before depreciation, and price to book value of equity ratios for target firms respectively. CAPEX/BV and QRATIO are ratios of acquiring firms’ capital expenditures to total assets and Tobin’s Q respectively. 
4.2.1. Further clarification of independent variables
Valuation metrics 
Valuation metrics for target firms are calculated as the following ratios; price to sales, price to operating income before depreciation (EBITDA), and price to book value of equity. Price is the share price of the target firm 60 days prior to the event date (announcement date) and sales, EBITDA, and book value of equity are taken for the fiscal year end preceding the announcement. 
Investment opportunities 
Investment capacity of bidders is measured as ratios of capital expenditures to total assets, and Tobin’s Q ratio calculated as the market value of assets to book value of assets. Q ratio is considered an appropriate measure of investment opportunities as it is broadly used in the literature. Jovanovic and Rousseau (2002) show that a firm’s investment rate is positively related to its Q ratio. Smith and Watts (1992) suggest that firms with a higher Q ratio are likely to have greater investment opportunities. Furthermore, Andrade et al. (2001) report that in two-thirds of all mergers since 1973, bidder Q ratios were higher than target Q ratios, thereby implying that high Q-firms tend to acquire low Q-firms.
5. Data and Sample Selection

5.1. Definition

A takeover is a transaction of which the purpose is to raise a participation in a target firm from less than 50% to more than 50% in order to become a majority shareholder and gain control over the company. This ultimately leads to a delisting of the target’s stock or to a merger with the acquiring firm. Our dataset contains takeovers between 1998 and 2007. The events in our sample are further grouped by type of merger i.e. cash mergers, stock mergers or a combination of cash and stock. 
5.2. Sample criteria

Our test sample was compiled using the following criteria:
· The target company had to be listed on one of the Dutch or Belgian stock indices being AEX, BEL20 (Main indices in Amsterdam and Brussels), but also secondary indices being AEX Midcap, AMS Smallcap, BEL Midcap, and BEL Smallcap.
· If the takeover was financed with equity, the acquirer’s stock had to be listed on an exchange or traded over the counter in order to accurately calculate the premium. 
· The event had to occur between 1998 and 2007. This period contains both a ‘bull’ and ‘bear’ market sentiment. We chose to exclude all takeovers occurring in 2008 due to the extraordinary circumstances caused by the global financial crisis which might bias our results.
5.3. Sample sources

Our sample of takeovers was originally extracted from Merger Market. Missing data such as the announcement date, offer price, type of consideration, bidder and target industry was filled in with the help of official press releases found on Factiva. Macroeconomic data such as stock index returns, interest rates, GDP growth, money supply, capital utilization but also individual stock price returns for target and bidder firms were extracted from Thomson DataStream. Company specific data such as sales, EBITDA (earnings before interest, taxes, depreciation and amortization), book value of equity, capital expenditures, book value of assets, and market capitalization was provided by Thomson One Banker. 
5.4. Sample descriptive statistics 
Initially starting off with a dataset containing 301 mergers which met the above-mentioned sample criteria, 103 takeovers were excluded either due to lack of information or because of complicating factors in order to calculate the premium. For example several transactions involve complex payment methods such as debt securities, which are hard to value, and others include multiple bidders which makes it difficult to value the offer in equity considerations. Hence our final sample consists of 198 mergers. Table 2 shows the number of transactions per year which were omitted from the final test sample.
Table 2


[image: image3.emf]Year Population of takeovers Sample of takeover Total takeovers not 

included in sample

1998 19 16 3

1999 25 18 7

2000 58 38 20

2001 29 20 9

2002 24 14 10

2003 20 16 4

2004 21 16 5

2005 28 20 8

2006 39 24 15

2007 38 16 22

Total 301 198 103


The year 2000 in our test sample contains the maximum number of events i.e. 38 whereas the year 2002 with 14 events contains the least number of takeovers. 
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Graph 1 shows the evolution of the premium over the examined time period. In contradiction to our expectation of rising takeover premia over time, we may conclude from the graph that average premia were stationary throughout our test period. The mean takeover premium for the whole sample is 36.73%. Table 3 provides descriptive statistics for the corresponding premia on a yearly basis. 

Table 3

	 
	Mean (%)
	StDev (%)
	Max (%)
	Min (%)

	1998
	31.84
	21.41
	55.75
	-16.90

	1999
	51.62
	45.71
	154.90
	-5.10

	2000
	49.25
	65.44
	101.64
	-45.36

	2001
	38.53
	48.78
	150.00
	-47.32

	2002
	49.53
	49.86
	98.87
	-12.88

	2003
	39.11
	36.02
	106.16
	-34.48

	2004
	25.18
	20.58
	64.56
	-2.94

	2005
	22.96
	20.91
	61.32
	-32.00

	2006
	26.37
	20.28
	84.31
	2.57

	2007
	26.13
	21.14
	75.13
	-4.40


Yearly takeover premia were highest in 1999 reaching an average of 51.62%. When sorting by type of consideration we find a mean premium for stock mergers of 42.33%, compared to 32.53% for cash mergers. For a combination of stock and cash the average premium amounts to 36.78%.
In our dataset we observe an increase in stock mergers. Cash takeovers were dominant throughout the sample; however equity transactions advanced over the years. This finding corresponds with Sheifler and Vishny (2003) who argue the following; “Acquisitions will be disproportionately for stock when aggregate or industry valuations are high and for cash when they are low”. In addition, their model predicts that in cash mergers, targets are undervalued in absolute terms, as opposed to targets in stock mergers which are overvalued relative to bidders. The fact that the beginning of our dataset contains more cash mergers relative to stock mergers, suggests, according to Shleifer and Vishny (2003), that target firms were less undervalued towards the end of our sample period.

These findings provide light support for the undervaluation theory which will be tested more extensively in section 6.2.
6. Empirical Tests and Results
6.1. Macroeconomic model
6.1.1. Variable descriptives

Table 4 shows the means and standard deviations of the variables used in the regression. Section 4.1 contains the regression specification described by equation (1), as well as the description of the independent variables. The growth rate in the domestic stock index of the bidder company, the money supply, the gross domestic product and interest rates are used as proxy for macroeconomic factors determining takeover premia. The remaining variables, being capacity utilization rate, the industry relatedness dummy, and the mode of payment are controlling variables.
Table 4
Means and standard deviation of the independent variables: the growth rate of the home stock index of the bidder company for the quarter in which takeover was announced (index), yield on a 10-year government bond of the bidder company’s home country (IR), growth rate of M3 measure of money supply for the quarter in which the takeover was announced (M3), growth rate of gross domestic product (GDP), Capacity utilization rate (CU), a dummy for the relatedness of the bidder and target core business (Dfocus), the mode of payment (MOP).
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Mean  3.51 4.58 2.07 0.61 82.54 0.28 0.82

StDev 10.70 0.75 2.06 0.80 1.42 0.45 0.36

Max 31.73 6.67 10.76 3.57 84.80 1.00 1.00

Min -31.96 2.76 -2.76 -8.17 80.50 0.00 0.00


6.1.2. Regression results

The regression in the first model of table 5, contains all explanatory variables, and indicates the level of interest rates has a significant positive effect on takeover premia. An increase of 1% in interest rates leads to an increase in premia by approximately 9%.This corresponds with previous research by Beckenstein (1979) as mentioned earlier in the literature review. Also Simonyan (2005) concluded that the interest rate on a 3-month US Treasury bill is positively correlated with the premium. The GDP growth appears to have a negative influence on the premium. However the relation is less obvious as it is only significant at the 10% level. The quarterly growth rate of the stock index and money supply are not significant.  
Models 2 through 5, regress the premium on each explanatory variable separately. The results of model 2 show that the stock market growth of the corresponding bidder domestic market  has a positive though not significant effect on premia. Alike model 1, the third model confirms the positive significant influence of the interest rate on takeover premia, though it  is less convincing as only significant at the 10% level.  

Model 4 indicates an insignificant negative relationship between the money supply growth and premia. Its insignificance may coincide with the fact that money supply has a direct effect on interest rates. Consequently it may be plausible for money supply to have an indirect or secondary effect on premia which is less distinct compared to interest rate as an explanatory variable. This theory is also applicable to previous research on this topic by Becketti (1986), and Simonyan (2005) who find a significant (though always less significant than interest rates) negative coefficient for the effect of the quarterly growth in money supply on premia. 

Model 5 shows a significant negative influence of GDP growth on takeover premia. GDP however is a good measure for general economic conditions. Therefore we might expect a positive relationship. In addition, Golbe and White (1988) report a strong positive relationship between GNP and the number and aggregate value of mergers.
Our results regarding interest rates and (to a lesser extent) money supply underline the validity of the managerial theory. On the other hand the unintuitive negative relation between GDP and premia is more compatible with the undervaluation theory when implying a positive relation between GDP and interest rates. That is, we assume positive GDP growth leads to an increase in interest rates. 

For what concerns the capacity utilization rate, model 1 trough 6 show a positive though not significant relationship between the takeover premia and the controlling variable. This result provides light support for the idea that high capacity utilization rates stimulate managers to pay higher premia to increase the scale of their operations. The insignificance of the coefficient in all models might be due to the fact that capacity utilization rates are steady and remain fairly high across the whole dataset. As indicated in table 4, the average capacity utilization rate is 82.54% with a standard deviation of only 1.42% for the entire sample.  
The coefficient of the dummy for the degree of relatedness is positive though not significant., which suggests premia in conglomerate (unrelated) transactions tended to be higher than those in non-conglomerate (related) transactions. We learn from previous papers that industry relatedness typically does have a significant effect on takeover premia and merger activity. On the one hand we would expect takeover premia to be systematically higher in non-conglomerate mergers. The potential for increased synergistic and efficiency gains due to the related lines of business implies the acquirer would be prepared to offer a higher premium for the target company. Alternatively managers seeking diversification may misjudge the true underlying value of the target firm due to the lack of knowledge or business sense in that unrelated industry, consequently paying too high a premium. However acquirers of related businesses have enough market expertise enabling them to more accurately value the target firm by paying a price which is closer to the true value. This alternative explanation is a more appropriate one to clarify the positive coefficient we find for the industry relatedness dummy. 
Finally the proxy variable for the mode of payment in model 1 through 5 is negative though not significant. This is somewhat conflicting with research by Travlos (1987) and Simonyan (2005) who report that transactions involving cash considerations tend to generate larger takeover premia than those paid with stock or with a combination of both cash and stock. The
fact our results conflict with the literature (even though it is not significant) is most likely caused by limitations in our data sample. Although cash mergers occur more often than equity mergers, our test sample contains disproportionately far more cash transactions than ones involving equity or a combination of the two. 
Our regression provides considerable support for the existence of the managerial theory, and little to no evidence for the presence of the undervaluation theory. Our results also indicate that takeover premia do not increase significantly over time due to important changes affecting the takeover market during the chosen period in our dataset.
Table 5 

The coefficients and t-statistics for the independent variables from regression of 198 takeover premia for the period 1998-2007 on the growth rate in the home stock index of the bidder company for the quarter in which takeover was announced (index), level of interest rate on the 10-year government bond of the country in which the bidder is situated (IR), growth rate in M3 measure of money supply for the quarter in which takeover was announced (M3), growth rate in gross domestic product (GDP), Capacity utilization rate (CU), a dummy for the relatedness of the bidder and target core business (Dfocus), the mode of payment (MOP). Takeover premia are calculated as a ratio of the market value of consideration offered per target share minus the targets previous share price (measured 60 trading days before offer announcement) to the targets previous share price.

***,**, and * indicate significance at the 1,5 and 10 percent levels, respectively.
	 
	Coefficient
	Coefficient
	Coefficient
	Coefficient
	Coefficient

	
	(t-statistic)
	(t-statistic)
	(t-statistic)
	(t-statistic)
	(t-statistic)

	 
	1
	2
	3
	4
	5

	
	
	
	
	
	

	Intercept
	293.773*
	189.588
	284.253
	209.158
	207.798

	
	(1.66)
	(1.00)
	(1.53)
	(1.14)
	(1.11)

	
	
	
	
	
	

	Index
	0.214
	0.337
	
	
	

	
	(0.59)
	(0.94)
	
	
	

	
	
	
	
	
	

	IR
	8.845**
	
	8.981*
	
	

	
	(2.16)
	
	(1.87)
	
	

	
	
	
	
	
	

	M3
	-1.003
	
	
	-1.317
	

	
	-(0.50)
	
	
	-(0.66)
	

	
	
	
	
	
	

	GDP
	-2.462*
	
	
	
	-1.546*

	
	(1.92)
	
	
	
	-(1.84)

	
	
	
	
	
	

	CU
	3.566
	1.809
	3.452
	2.005
	2.031

	
	(1.60)
	(0.79)
	(1.49)
	(0.90)
	     (0.90)

	
	
	
	
	
	

	Dfocus
	5.038
	4.104
	5.167
	5.992
	4.884

	
	(0.76)
	(0.62)
	(0.77)
	(0.90)
	(0.72)

	
	
	
	
	
	

	MOP
	-5.261
	-7.333
	-6.029
	-6.975
	-7.116

	
	-(0.60)
	-(0.85)
	-(0.70)
	-(0.76)
	-(0.83)

	
	
	
	
	
	

	N
	190
	196
	192
	194
	196

	Adjusted R²
	 0.0084
	-0.0040
	0.0073
	-0.0071
	-0.0108


6.2. Firm specific model 
The following section elaborates on the possible existence of the managerial and undervaluation theories, and attempts to quantify these hypotheses using the regression model described in equation (4). 
6.2.1. Sample sub-periods 
Table 6 presents descriptive statistics of firm specific variables of bidders and targets for two sub-periods from 1998 to 2000 and  2001 to 2003. These two time periods were determined as follows. The first period is characterized by substantial economic prosperity and soaring financial markets, and ends with the burst of the internet bubble leading to a world wide stock market decline. Following this event, the second period rings in a recession which is intensified by the September 11 terrorist attacks in 2001. This sub-period ends in 2003, where after we observe a worldwide recovery of financial markets until 2007. 
Table 6
Summery statistics of target companies’ valuation methods and bidder companies’ investment opportunities methods for two sub-periods being 1998 to 2000 and 2001 to 2003. Target company variables are computed as ratios of target companies’ share price 60 trading days prior to the announcement of the takeover to the sales, EBITDA and book to equity. Acquiring firm variables are computed as ratios of capital expenditures to assets, where capital expenditures are for the fiscal year prior to the announcement of the takeover. Q ratio is Tobin’s Q computed for the fiscal year prior to the announcement of the takeover as the market value of assets divided by the book value of assets.

***,**, and * indicate significance at the 1,5, and 10 percent levels, respectively. 
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Target firm variables

Price/Sales

54

1,504

0.813

48

0.899

0.445

-3.625***

Price/EBITDA

47

4.285

4.016

44

2.161

2.233

-2.899***

Price/Book equity

54

2.571

1.646

45

1.819

1.116

-2.951***

Acquiring firm variables

Capex/Assets

36

0.054

0.050

30

0.056

0.049

0.152

Q Ratio

36

1.847

1.563

30

1.270

1.134

-7.051***

Period of 1998 - 2000

Period of 2001 - 2003

Difference in 

Means t-

statistic


At first, looking at target firm valuation metrics we find significantly lower values in the second sub-period compared to the first sub-period. On average target firm have 69% lower valuations and the difference in means between the two sub-periods is significant at the 1% level for all three measures. These findings further validate the existence of the undervaluation theory.

Explanatory factors measuring acquiring firms’ investment opportunities are presented in the same table. As indicated by the Q ratio, we may conclude that bidders had greater investment capacity in the first sub-period. The difference in means for the first and second sub-periods is

highly significant at the 1% level. The Capital Expenditures to assets ratio tells us the opposite. This finding conflicts with the previous one however the difference in means between the two sub-periods is minimal and statistically non-significant for this variable. Therefore these results do not provide adequate support for the presence of the managerial theory of takeover premia. 
6.2.2. Regression results
The results of model 1 in table 7 indicate a significant negative relationship between the price to sales ratio and the premium. This regression appears to have more explanatory power than the regressions in table 5. We observe an adjusted R2 of 0.0225 compared to 0.0084 for the macroeconomic model. Model 2 shows a negative, though statistically non-significant relationship between the price to EBITDA ratio and the premium. Furthermore our findings indicate the price to book equity ratio has a small positive however insignificant effect on takeover premia. These results are similar to Simonyan (2005) who report a positive relation between price to sales and premia. In addition the paper finds weak evidence for a negative effect of the price to book equity ratio on premia. Our results provide mild support for the undervaluation theory as we may conclude that relatively higher undervalued target firms received larger takeover premia.   
Models 1 through 3 in table 7 include investment capacities of bidder firms measured as capital expenditures to total assets. Alternatively models 4 through 6 include the Q ratio of acquirers as a proxy for investment opportunities. Where Simonyan (2005) finds a positive and significant coefficient for this variable, our results indicate the capex to assets ratio has a negative, though insignificant effect on takeover premia. We may therefore suggest that firms with a higher actual level of investment offered relatively lower premia. The Q ratio has a positive, once again insignificant effect on premia, although model 4 indicates a weak significant relation at the 10% level. This coincides with the relevant literature stating that bidding firms with higher Q ratios systematically paid higher premia. Our results are in line with the managerial theory of takeover premia. However the evidence is weak and not convincing enough to prove its existence.

Table 7
Coefficients and t-statistics for the independent variables from regression of takeover premia for the period 1998-2007 on the valuation methods of target companies, investment opportunities of bidder companies, capacity utilization rate (CU), a dummy for the relatedness of the bidder and target main core business (Dfocus), the mode of payment (MOP). Valuation methods of target companies are computed as ratios of target companies’ share price 60 trading days prior to the announcement of the takeover to sales (P/S), operating income before depreciation (P/EBITDA), book value of equity (P/BE) in the fiscal year prior to the announcement of the takeover. Investment opportunities methods of bidder companies are computed for the fiscal year prior to the announcement of the takeover as a ratio of capital expenditures to book value of assets (Capex/BV) and Q-ratio computed as the market value of assets divided by the book value of assets, where market value of asset equals the book value of assets plus the market value of common equity less the book value of common equity (Q ratio).

***,**, and * indicate significance at the 1,5, and 10 percent levels, respectively.
	 
	Coefficient
	Coefficient
	Coefficient
	Coefficient
	Coefficient
	Coefficient

	
	(t-statistic)
	(t-statistic)
	(t-statistic)
	(t-statistic)
	(t-statistic)
	(t-statistic)

	
	1
	2
	3
	4
	5
	6

	
	
	
	
	
	
	

	Intercept
	410.672**
	426.348**
	390.783*
	382.653*
	394.265*
	365.212*

	
	(2.09)
	(2.11)
	(1.98)
	(1.96)
	(1.96)
	(1.88)

	
	
	
	
	
	
	

	P/S
	-0.015**
	
	
	-0.010**
	
	

	
	-(2.23)
	
	
	-(2.19)
	
	

	
	
	
	
	
	
	

	P/EBITDA
	
	-0.003
	
	
	-0.001
	

	
	
	-(0.88)
	
	
	-(0.11)
	

	
	
	
	
	
	
	

	P/BE
	
	
	0.043
	
	
	0.042

	
	
	
	(0.68)
	
	
	(0.67)

	
	
	
	
	
	
	

	Capex/BV
	-82.004
	-92.119
	-74.914
	
	
	

	
	-(1.55)
	-(1.62)
	-(1.34)
	
	
	

	
	
	
	
	
	
	

	Q ratio
	
	
	
	0.711*
	0.694
	0.737

	
	
	
	
	(1.71)
	(1.21)
	(1.28)

	
	
	
	
	
	
	

	CU
	4.333*
	4.514*
	4.122*
	4.103*
	4.248*
	3.919*

	
	(1.85)
	(1.87)
	(1.76)
	(1.75)
	(1.76)
	(1.68)

	
	
	
	
	
	
	

	Dfocus
	2.817
	4.337
	1.380
	1.778
	2.727
	0.568

	
	(0.32)
	(0.49)
	(0.16)
	(0.21)
	(0.31)
	(0.07)

	
	
	
	
	
	
	

	MOP
	-17.902
	-17.636
	-14.989
	-13.282
	-12.330
	-10.182

	
	-(1.40)
	-(1.22)
	-(1.04)
	-(1.02)
	-(0.84)
	-(0.70)

	
	
	
	
	
	
	

	N
	81
	75
	78
	81
	75
	78

	Adjusted R²
	0.0225
	-0.0029
	-0.0003
	0.0239
	-0.0239
	-0.0120


Table 8
Coefficients and t-statistics for the independent variables from regression of takeover premia for the period 1998-2007 on the valuation methods of target companies, investment opportunities methods of bidder companies, and macroeconomic factors being INDEX, IR, M3, and GDP. Valuation methods of target companies are computed as ratios of target companies’ share price 60 trading days prior to the announcement of the takeover to sales (P/S), operating income before depreciation (P/EBITDA), book value of equity (P/BE) in the fiscal year prior to the announcement of the takeover. Investment opportunities methods of bidder companies are computed for the fiscal year prior to the announcement of the takeover as a ratio of capital expenditures plus the R&D expenses to book value of assets (Capex/BV) and Q-ratio computed as the market value of assets divided by the book value of assets. 

	 
	Coefficient
	Coefficient
	Coefficient
	Coefficient
	Coefficient
	Coefficient

	 
	(t-statistic)
	(t-statistic)
	(t-statistic)
	(t-statistic)
	(t-statistic)
	(t-statistic)

	 
	1
	2
	3
	4
	5
	6

	
	
	
	
	
	
	

	Intercept
	286.484
	271.074
	275.077
	250.142
	236.982
	247.317

	
	(1.39)
	(1.30)
	(1.35)
	(1.28)
	(1.21)
	(1.28)

	
	
	
	
	
	
	

	P/S
	-0.048*
	
	
	-0.044*
	
	

	
	-(1.91)
	
	
	-(1.67)
	
	

	
	
	
	
	
	
	

	P/EBITDA
	
	-0.014
	
	
	-0.012
	

	
	
	-(1.53)
	
	
	-(1.22)
	

	
	
	
	
	
	
	

	P/BE
	
	
	0.037
	
	
	0.037

	
	
	
	(0.66)
	
	
	(0.67)

	
	
	
	
	
	
	

	Capex/BV
	-67.514
	-64.926
	-57.019
	
	
	

	
	-(1.06)
	-(0.97)
	-(0.83)
	
	
	

	
	
	
	
	
	
	

	Q ratio
	
	
	
	0.789
	0.754
	0.880

	
	
	
	
	(1.51)
	(1.35)
	(1.61)

	
	
	
	
	
	
	

	Index
	1.022*
	1.114
	0.866
	1.070*
	1.159*
	0.914

	
	(1.71)
	(1.65)
	(1.43)
	(1.87)
	(1.79)
	(1.58)

	
	
	
	
	
	
	

	IR
	-2.604
	-3.593
	-4.288
	-3.611
	-4.697
	-5.171

	
	-(0.34)
	-(0.44)
	-(0.55)
	-(0.46)
	-(0.57)
	-(0.66)

	
	
	
	
	
	
	

	M3
	0.198
	0.043
	0.324
	0.308
	0.112
	0.445

	
	(0.12)
	(0.02)
	(0.18)
	(0.19)
	(0.06)
	(0.25)

	
	
	
	
	
	
	

	GDP
	2.145
	1.848
	2.178
	2.484
	2.153
	2.508

	
	(0.73)
	(0.62)
	(0.74)
	(0.89)
	(0.75)
	(0.90)

	
	
	
	
	
	
	

	CU
	2.743
	2.506
	2.533
	2.349
	2.131
	2.246

	
	(1.07)
	(0.97)
	(1.00)
	(0.96)
	(0.88)
	(0.93)

	
	
	
	
	
	
	

	Dfocus
	5.003
	2.705
	1.728
	3.678
	1.225
	0.772

	
	(0.52)
	(0.25)
	(0.17)
	(0.39)
	(0.12)
	(0.08)

	
	
	
	
	
	
	

	MOP
	-19.895
	-18.537
	-17.162
	-15.988
	-14.544
	-13.211

	
	-(1.62)
	-(1.39)
	-(1.19)
	-(1.27)
	-(1.10)
	-(0.90)

	
	
	
	
	
	
	

	N
	78
	73
	75
	78
	73
	75

	Adjusted R²
	0.0189
	0.0293
	0.0198
	0.0328
	0.0228
	0.0184


Table 8 presents regression results for a model similar to that of table 7 excepted that the macroeconomic variables being IR, Index, GDP, and M3 are also considered controlling variables in addition to CU, Dfocus, and MOP. For all six models, none of the coefficients appear to be statistically significant at the 5% level. Only P/Sales turns out to have a negative effect at the 10% level in models 1 and 4. Also the variable Index appears to have significant positive effect at the 10% in models 1, 4, and 5. Surprisingly the adjusted R2 is higher compared to table 7 for models 2 to 5. Regression models 1 to 6 fail to provide substantial evidence in order to validate the managerial and undervaluation theory.  
7. Conclusion
Studying takeover premia for Dutch and Belgian targets over the period 1998-2007, we found that takeover premia remained stationary over time. Even though our dataset was affected by both a bear and bull market, the height of the premium shows no year on year specific movement related to these events. On the other hand the aggregate number of deals per year does show significant fluctuations with a clear peak in 1999 and 2000 followed by an obvious decline as from 2001 onwards. 
The results from our multivariate tests provide modest support for the the managerial theory of takeover premia which states that during periods of high interest rates managers have fewer Net Present Value (NPV) projects due to high internal costs of capital. Consequently they will seek alternatives on the takeover market to build out their operations through external acquisitions. 
Our results provide little to no evidence for the existence of the undervaluation theory, which states that target companies are inclined to be strongly undervalued during recessions and therefore extract higher premia from acquirers. Undervaluation of targets would be exaggerated during economic downturns however acquirers would still manage to recognize their true underlying value causing them to pay relatively higher premia during economic downturns.
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This paper analyzes the movement of takeover premia over the past decade (1998-2007) using a sample of mergers for which the target company’s dominant market is either Belgium or The Netherlands. We simultaneously test the existence of two hypotheses, namely the undervaluation and managerial theories, by regressing takeover premia on macroeconomic indicators in the first place. In a second model, this paper relates takeover premia to company specific variables in order to further outline the presence of these two theories. Our empirical results indicate takeover premia remained stationary over time and  they show no specific trend across our chosen time period. Furthermore we find takeover premia are to a certain extent affected by macroeconomic conditions; in particular the level of interest rates. This provides mild support for the managerial theory. Also our findings show a relation between premia and company specific valuation metrics providing weak evidence for the existence of the undervaluation theory. 



















































































� After 2005 M3 was no longer published by the US central bank therefore we use M2 for all transactions involving US bidders.
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				P/S		-0.048						-0.044

						-(1.91)						-(1.67)

				P/EBITDA				-0.014						-0.012

								-(1.53)						-(1.22)

				P/BE						0.037						0.037

										(0.66)						(0.67)

				Capex/BV		-67.514		-64.926		-57.019

						-(1.06)		-(0.97)		-(0.83)

				Q ratio								0.789		0.754		0.880

												(1.51)		(1.35)		(1.61)

				Index		1.022		1.114		0.866		1.070		1.159		0.914

						(1.71)		(1.65)		(1.43)		(1.87)		(1.79)		(1.58)

				IR		-2.604		-3.593		-4.288		-3.611		-4.697		-5.171

						-(0.34)		-(0.44)		-(0.55)		-(0.46)		-(0.57)		-(0.66)

				M3		0.198		0.043		0.324		0.308		0.112		0.445

						(0.12)		(0.02)		(0.18)		(0.19)		(0.06)		(0.25)

				GDP		2.145		1.848		2.178		2.484		2.153		2.508

						(0.73)		(0.62)		(0.74)		(0.89)		(0.75)		(0.90)

				CU		-2.743		-2.506		-2.533		-2.349		-2.131		-2.246

						-(1.07)		-(0.97)		-(1.00)		-(0.96)		-(0.88)		-(0.93)

				Dfocus		5.003		2.705		1.728		3.678		1.225		0.772

						(0.52)		(0.25)		(0.17)		(0.39)		(0.12)		(0.08)

				Dmop		-19.895		-18.537		-17.162		-15.988		-14.544		-13.211

						-(1.62)		-(1.39)		-(1.19)		-(1.27)		-(1.10)		-(0.90)

				N		78		73		75		78		73		75

				Adjusted R²		0.0400		0.0293		0.0198		0.0328		0.0228		0.0184





Descriptives

		

						Index		IR		M3		GDP		CU		Dfocus		MOP

				Mean		3.51		4.58		2.07		0.61		82.54		0.28		0.82

				StDev		10.70		0.75		2.06		0.80		1.42		0.45		0.36

				Max		31.73		6.67		10.76		3.57		84.80		1.00		1.00

				Min		-31.96		2.76		-2.76		-8.17		80.50		0.00		0.00






_1312891514.xls
RegMacro

		

						Coefficient		Coefficient		Coefficient		Coefficient		Coefficient

						(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)

						1		2		3		4		5

				Intercept		293.773*		189.588		284.253		209.158		207.798

						(1.66)		(1.00)		(1.53)		(1.14)		(1.11)

				Index		0.214		0.337

						(0.59)		(0.94)

				IR		8.845*				8.981*

						(1.85)				(1.87)

				M3		-1.003						-1.317

						-(0.50)						-(0.66)

				GDP		2.462								1.546

						(0.80)								(0.60)

				CU		-3.566		-1.809		-3.452		-2.005		-2.031

						-(1.60)		-(0.79)		-(1.49)		-(0.90)		-(0.90)

				Dfocus		5.038		4.104		5.167		5.992		4.884

						(0.76)		(0.62)		(0.77)		(0.90)		(0.72)

				Dmop		-5.261		-7.333		-6.029		-6.975		-7.116

						-(0.60)		-(0.85)		-(0.70)		-(0.76)		-(0.83)

				N		190		196		192		194		196

				Adjusted R²		-0.0014		-0.0040		0.0073		-0.0071		-0.0108





Regfirm

		

						Coefficient		Coefficient		Coefficient		Coefficient		Coefficient		Coefficient

						(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)

						1		2		3		4		5		6

				Intercept		410.672**		426.348**		390.783*		382.653*		394.265*		365.212*

						(2.09)		(2.11)		(1.98)		(1.96)		(1.96)		(1.88)

				P/S		-0.015						-0.010

						-(1.92)						-(1.40)

				P/EBITDA				-0.003						-0.001

								-(0.88)						-(0.11)

				P/BE						0.043						0.042

										(0.68)						(0.67)

				Capex/BV		-82.004		-92.119		-74.914

						-(1.43)		-(1.62)		-(1.28)

				Q ratio								0.711		0.694		0.737

												(1.28)		(1.21)		(1.28)

				CU		-4.333		-4.514		-4.122		-4.103		-4.248		-3.919

						-(1.85)		-(1.87)		-(1.76)		-(1.75)		-(1.76)		-(1.68)

				Dfocus		2.817		4.337		1.380		1.778		2.727		0.568

						(0.32)		(0.49)		(0.16)		(0.21)		(0.31)		(0.07)

				Dmop		-17.902		-17.636		-14.989		-13.282		-12.330		-10.182

						-(1.40)		-(1.22)		-(1.04)		-(1.02)		-(0.84)		-(0.70)

				N		81		75		78		81		75		78

				Adjusted R²		0.0025		-0.0029		-0.0003		-0.0129		-0.0239		-0.0120





Regall

		

						Coefficient		Coefficient		Coefficient		Coefficient		Coefficient		Coefficient

						(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)

						1		2		3		4		5		6

				Intercept		286.484		271.074		275.077		250.142		236.982		247.317

						(1.39)		(1.30)		(1.35)		(1.28)		(1.21)		(1.28)

				P/S		-0.048						-0.044

						-(1.91)						-(1.67)

				P/EBITDA				-0.014						-0.012

								-(1.53)						-(1.22)

				P/BE						0.037						0.037

										(0.66)						(0.67)

				Capex/BV		-67.514		-64.926		-57.019

						-(1.06)		-(0.97)		-(0.83)

				Q ratio								0.789		0.754		0.880

												(1.51)		(1.35)		(1.61)

				Index		1.022		1.114		0.866		1.070		1.159		0.914

						(1.71)		(1.65)		(1.43)		(1.87)		(1.79)		(1.58)

				IR		-2.604		-3.593		-4.288		-3.611		-4.697		-5.171

						-(0.34)		-(0.44)		-(0.55)		-(0.46)		-(0.57)		-(0.66)

				M3		0.198		0.043		0.324		0.308		0.112		0.445

						(0.12)		(0.02)		(0.18)		(0.19)		(0.06)		(0.25)

				GDP		2.145		1.848		2.178		2.484		2.153		2.508

						(0.73)		(0.62)		(0.74)		(0.89)		(0.75)		(0.90)

				CU		-2.743		-2.506		-2.533		-2.349		-2.131		-2.246

						-(1.07)		-(0.97)		-(1.00)		-(0.96)		-(0.88)		-(0.93)

				Dfocus		5.003		2.705		1.728		3.678		1.225		0.772

						(0.52)		(0.25)		(0.17)		(0.39)		(0.12)		(0.08)

				Dmop		-19.895		-18.537		-17.162		-15.988		-14.544		-13.211

						-(1.62)		-(1.39)		-(1.19)		-(1.27)		-(1.10)		-(0.90)

				N		78		73		75		78		73		75

				Adjusted R²		0.0400		0.0293		0.0198		0.0328		0.0228		0.0184





Descriptives

		

						Index		IR		M3		GDP		CU		Dfocus		Dmop

				Mean		3.51		4.58		2.07		0.61		82.54		0.28		0.82						N		Mean		Median		StDev				Year		Population of takeovers		Sample of takeover		Total takeovers not included in sample

				StDev		10.6960		0.7492		2.0580		0.8034		1.4244		0.4490		0.3618				Target firms												1998		19		16		3

																						Price/Sales		158		10.196		0.799		70.086				1999		25		18		7

																						Price/EBITDA		149		22.305		4.934		213.175				2000		58		38		20

						Index		IR		M3		GDP		CU		Dfocus		Dmop				P/Book value of equity		153		5.516		1.642		59.219				2001		29		20		9

				Index		1.00		0.06		0.04		0.20		-0.05		0.14		0.04																2002		24		14		10

				IR		0.06		1.00		-0.10		-0.17		0.38		-0.03		-0.06				Acquiring firms												2003		20		16		4

				M3		0.04		-0.10		1.00		0.00		-0.08		0.00		0.02				Capital Expenditures/Assets		96		0.052		0.046		0.059				2004		21		16		5

				GDP		0.20		-0.17		0.00		1.00		0.12		0.06		-0.10				Q ratio		96		1.996		1.354		3.305				2005		28		20		8

				CU		-0.05		0.38		-0.08		0.12		1.00		0.08		-0.07																2006		39		24		15

				Dfocus		0.14		-0.03		0.00		0.06		0.08		1.00		0.19																2007		38		16		22

				Dmop		0.04		-0.06		0.02		-0.10		-0.07		0.19		1.00

																																		Total		301		198		103





T-test

		

				N		Mean		t-statistic						Period of 1998 - 2000								Period of 2001 - 2004								Difference in Means t-statistic

				198		0.6859		20.367						N		Mean		Median				N		Mean		Median

												Target firm variables

												Price/Sales		54		1.504		0.813				48		0.899		0.445				-3.625

												Price/EBITDA		47		4.285		4.016				44		2.161		2.233				-2.989

												Price/Book value of equity		54		2.571		1.646				45		1.819		1.116				-2.951

												Acquiring firm variables

												Capital expenditures/Assets

												Q Ratio






_1308557837.xls
RegMacro

		

						Coefficient		Coefficient		Coefficient		Coefficient		Coefficient

						(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)

						1		2		3		4		5

				Intercept		293.773*		189.588		284.253		209.158		207.798

						(1.66)		(1.00)		(1.53)		(1.14)		(1.11)

				Index		0.214		0.337

						(0.59)		(0.94)

				IR		8.845*				8.981*

						(1.85)				(1.87)

				M3		-1.003						-1.317

						-(0.50)						-(0.66)

				GDP		2.462								1.546

						(0.80)								(0.60)

				CU		-3.566		-1.809		-3.452		-2.005		-2.031

						-(1.60)		-(0.79)		-(1.49)		-(0.90)		-(0.90)

				Dfocus		5.038		4.104		5.167		5.992		4.884

						(0.76)		(0.62)		(0.77)		(0.90)		(0.72)

				Dmop		-5.261		-7.333		-6.029		-6.975		-7.116

						-(0.60)		-(0.85)		-(0.70)		-(0.76)		-(0.83)

				N		190		196		192		194		196

				Adjusted R²		-0.0014		-0.0040		0.0073		-0.0071		-0.0108





Regfirm

		

						Coefficient		Coefficient		Coefficient		Coefficient		Coefficient		Coefficient

						(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)

						1		2		3		4		5		6

				Intercept		410.672**		426.348**		390.783*		382.653*		394.265*		365.212*

						(2.09)		(2.11)		(1.98)		(1.96)		(1.96)		(1.88)

				P/S		-0.015						-0.010

						-(1.92)						-(1.40)

				P/EBITDA				-0.003						-0.001

								-(0.88)						-(0.11)

				P/BE						0.043						0.042

										(0.68)						(0.67)

				Capex/BV		-82.004		-92.119		-74.914

						-(1.43)		-(1.62)		-(1.28)

				Q ratio								0.711		0.694		0.737

												(1.28)		(1.21)		(1.28)

				CU		-4.333		-4.514		-4.122		-4.103		-4.248		-3.919

						-(1.85)		-(1.87)		-(1.76)		-(1.75)		-(1.76)		-(1.68)

				Dfocus		2.817		4.337		1.380		1.778		2.727		0.568

						(0.32)		(0.49)		(0.16)		(0.21)		(0.31)		(0.07)

				Dmop		-17.902		-17.636		-14.989		-13.282		-12.330		-10.182

						-(1.40)		-(1.22)		-(1.04)		-(1.02)		-(0.84)		-(0.70)

				N		81		75		78		81		75		78

				Adjusted R²		0.0025		-0.0029		-0.0003		-0.0129		-0.0239		-0.0120





Regall

		

						Coefficient		Coefficient		Coefficient		Coefficient		Coefficient		Coefficient

						(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)

						1		2		3		4		5		6

				Intercept		286.484		271.074		275.077		250.142		236.982		247.317

						(1.39)		(1.30)		(1.35)		(1.28)		(1.21)		(1.28)

				P/S		-0.048						-0.044

						-(1.91)						-(1.67)

				P/EBITDA				-0.014						-0.012

								-(1.53)						-(1.22)

				P/BE						0.037						0.037

										(0.66)						(0.67)

				Capex/BV		-67.514		-64.926		-57.019

						-(1.06)		-(0.97)		-(0.83)

				Q ratio								0.789		0.754		0.880

												(1.51)		(1.35)		(1.61)

				Index		1.022		1.114		0.866		1.070		1.159		0.914

						(1.71)		(1.65)		(1.43)		(1.87)		(1.79)		(1.58)

				IR		-2.604		-3.593		-4.288		-3.611		-4.697		-5.171

						-(0.34)		-(0.44)		-(0.55)		-(0.46)		-(0.57)		-(0.66)

				M3		0.198		0.043		0.324		0.308		0.112		0.445

						(0.12)		(0.02)		(0.18)		(0.19)		(0.06)		(0.25)

				GDP		2.145		1.848		2.178		2.484		2.153		2.508

						(0.73)		(0.62)		(0.74)		(0.89)		(0.75)		(0.90)

				CU		-2.743		-2.506		-2.533		-2.349		-2.131		-2.246

						-(1.07)		-(0.97)		-(1.00)		-(0.96)		-(0.88)		-(0.93)

				Dfocus		5.003		2.705		1.728		3.678		1.225		0.772

						(0.52)		(0.25)		(0.17)		(0.39)		(0.12)		(0.08)

				Dmop		-19.895		-18.537		-17.162		-15.988		-14.544		-13.211

						-(1.62)		-(1.39)		-(1.19)		-(1.27)		-(1.10)		-(0.90)

				N		78		73		75		78		73		75

				Adjusted R²		0.0400		0.0293		0.0198		0.0328		0.0228		0.0184





Descriptives

		

						Index		IR		M3		GDP		CU		Dfocus		Dmop

				Mean		3.51		4.58		2.07		0.61		82.54		0.28		0.82						N		Mean		Median		StDev				Year		Population of takeovers		Sample of takeover		Total takeovers not included in sample

				StDev		10.6960		0.7492		2.0580		0.8034		1.4244		0.4490		0.3618				Target firms												1998		19		16		3

																						Price/Sales		158		10.196		0.799		70.086				1999		25		18		7

																						Price/EBITDA		149		22.305		4.934		213.175				2000		58		38		20

						Index		IR		M3		GDP		CU		Dfocus		Dmop				P/Book value of equity		153		5.516		1.642		59.219				2001		29		20		9

				Index		1.00		0.06		0.04		0.20		-0.05		0.14		0.04																2002		24		20		4

				IR		0.06		1.00		-0.10		-0.17		0.38		-0.03		-0.06				Acquiring firms												2003		20		16		4

				M3		0.04		-0.10		1.00		0.00		-0.08		0.00		0.02				Capital Expenditures/Assets		96		0.052		0.046		0.059				2004		21		16		5

				GDP		0.20		-0.17		0.00		1.00		0.12		0.06		-0.10				Q ratio		96		1.996		1.354		3.305				2005		28		20		8

				CU		-0.05		0.38		-0.08		0.12		1.00		0.08		-0.07																2006		39		24		15

				Dfocus		0.14		-0.03		0.00		0.06		0.08		1.00		0.19																2007		38		10		28

				Dmop		0.04		-0.06		0.02		-0.10		-0.07		0.19		1.00

																																		Total		301		198		103





T-test

		

				N		Mean		t-statistic						Period of 1998 - 2000								Period of 2001 - 2004								Difference in Means t-statistic

				198		0.101		3.867						N		Mean		Median				N		Mean		Median

												Target firm variables

												Price/Sales

												Price/EBITDA

												Price/Book value of equity

												Acquiring firm variables

												Capital expenditures/Assets

												Q Ratio






_1308429087.xls
RegMacro

		

						Coefficient		Coefficient		Coefficient		Coefficient		Coefficient

						(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)

						1		2		3		4		5

				Intercept		293.773*		189.588		284.253		209.158		207.798

						(1.66)		(1.00)		(1.53)		(1.14)		(1.11)

				Index		0.214		0.337

						(0.59)		(0.94)

				IR		8.845*				8.981*

						(1.85)				(1.87)

				M3		-1.003						-1.317

						-(0.50)						-(0.66)

				GDP		2.462								1.546

						(0.80)								(0.60)

				CU		-3.566		-1.809		-3.452		-2.005		-2.031

						-(1.60)		-(0.79)		-(1.49)		-(0.90)		-(0.90)

				Dfocus		5.038		4.104		5.167		5.992		4.884

						(0.76)		(0.62)		(0.77)		(0.90)		(0.72)

				Dmop		-5.261		-7.333		-6.029		-6.975		-7.116

						-(0.60)		-(0.85)		-(0.70)		-(0.76)		-(0.83)

				N		190		196		192		194		196

				Adjusted R²		-0.0014		-0.0040		0.0073		-0.0071		-0.0108





Regfirm

		

						Coefficient		Coefficient		Coefficient		Coefficient		Coefficient		Coefficient

						(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)

						1		2		3		4		5		6

				Intercept		410.672**		426.348**		390.783*		382.653*		394.265*		365.212*

						(2.09)		(2.11)		(1.98)		(1.96)		(1.96)		(1.88)

				P/S		-0.015						-0.010

						-(1.92)						-(1.40)

				P/EBITDA				-0.003						-0.001

								-(0.88)						-(0.11)

				P/BE						0.043						0.042

										(0.68)						(0.67)

				Capex/BV		-82.004		-92.119		-74.914

						-(1.43)		-(1.62)		-(1.28)

				Q ratio								0.711		0.694		0.737

												(1.28)		(1.21)		(1.28)

				CU		-4.333		-4.514		-4.122		-4.103		-4.248		-3.919

						-(1.85)		-(1.87)		-(1.76)		-(1.75)		-(1.76)		-(1.68)

				Dfocus		2.817		4.337		1.380		1.778		2.727		0.568

						(0.32)		(0.49)		(0.16)		(0.21)		(0.31)		(0.07)

				Dmop		-17.902		-17.636		-14.989		-13.282		-12.330		-10.182

						-(1.40)		-(1.22)		-(1.04)		-(1.02)		-(0.84)		-(0.70)

				N		81		75		78		81		75		78

				Adjusted R²		0.0025		-0.0029		-0.0003		-0.0129		-0.0239		-0.0120





Regall

		

						Coefficient		Coefficient		Coefficient		Coefficient		Coefficient		Coefficient

						(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)		(t-statistic)

						1		2		3		4		5		6

				Intercept		286.484		271.074		275.077		250.142		236.982		247.317

						(1.39)		(1.30)		(1.35)		(1.28)		(1.21)		(1.28)

				P/S		-0.048						-0.044

						-(1.91)						-(1.67)

				P/EBITDA				-0.014						-0.012

								-(1.53)						-(1.22)

				P/BE						0.037						0.037

										(0.66)						(0.67)

				Capex/BV		-67.514		-64.926		-57.019

						-(1.06)		-(0.97)		-(0.83)

				Q ratio								0.789		0.754		0.880

												(1.51)		(1.35)		(1.61)

				Index		1.022		1.114		0.866		1.070		1.159		0.914

						(1.71)		(1.65)		(1.43)		(1.87)		(1.79)		(1.58)

				IR		-2.604		-3.593		-4.288		-3.611		-4.697		-5.171

						-(0.34)		-(0.44)		-(0.55)		-(0.46)		-(0.57)		-(0.66)

				M3		0.198		0.043		0.324		0.308		0.112		0.445

						(0.12)		(0.02)		(0.18)		(0.19)		(0.06)		(0.25)

				GDP		2.145		1.848		2.178		2.484		2.153		2.508

						(0.73)		(0.62)		(0.74)		(0.89)		(0.75)		(0.90)

				CU		-2.743		-2.506		-2.533		-2.349		-2.131		-2.246

						-(1.07)		-(0.97)		-(1.00)		-(0.96)		-(0.88)		-(0.93)

				Dfocus		5.003		2.705		1.728		3.678		1.225		0.772

						(0.52)		(0.25)		(0.17)		(0.39)		(0.12)		(0.08)

				Dmop		-19.895		-18.537		-17.162		-15.988		-14.544		-13.211

						-(1.62)		-(1.39)		-(1.19)		-(1.27)		-(1.10)		-(0.90)

				N		78		73		75		78		73		75

				Adjusted R²		0.0400		0.0293		0.0198		0.0328		0.0228		0.0184





Descriptives

		

						Index		IR		M3		GDP		CU		Dfocus		Dmop

				Mean		3.51		4.58		2.07		0.61		82.54		0.28		0.82						N		Mean		Median		StDev				Year		Population of takeovers		Sample of takeover		Total takeovers not included in sample

				StDev		10.6960		0.7492		2.0580		0.8034		1.4244		0.4490		0.3618				Target firms												1998		19		16		3

																						Price/Sales		158		10.196		0.799		70.086				1999		25		18		7

																						Price/EBITDA		149		22.305		4.934		213.175				2000		58		38		20

						Index		IR		M3		GDP		CU		Dfocus		Dmop				P/Book value of equity		153		5.516		1.642		59.219				2001		29		20		9

				Index		1.00		0.06		0.04		0.20		-0.05		0.14		0.04																2002		24		20		4

				IR		0.06		1.00		-0.10		-0.17		0.38		-0.03		-0.06				Acquiring firms												2003		20		16		4

				M3		0.04		-0.10		1.00		0.00		-0.08		0.00		0.02				Capital Expenditures/Assets		96		0.052		0.046		0.059				2004		21		16		5

				GDP		0.20		-0.17		0.00		1.00		0.12		0.06		-0.10				Q ratio		96		1.996		1.354		3.305				2005		28		20		8

				CU		-0.05		0.38		-0.08		0.12		1.00		0.08		-0.07																2006		39		24		15

				Dfocus		0.14		-0.03		0.00		0.06		0.08		1.00		0.19																2007		38		10		28

				Dmop		0.04		-0.06		0.02		-0.10		-0.07		0.19		1.00

																																		Total		301		198		103





T-test

		

				N		Mean		t-statistic						Period of 1998 - 2000								Period of 2001 - 2003								Difference in Means t-statistic

				198		0.6859		20.367						N		Mean		Median				N		Mean		Median

												Target firm variables

												Price/Sales		54		1.504		0.813				48		0.899		0.445				-3,625

												Price/EBITDA		47		4,285		4,016				44		2,161		2,233				-2,899

												Price/Book equity		54		2,571		1,646				45		1,819		1,116				-2,951

												Acquiring firm variables

												Capex/Assets		36		0.054		0.050				30		0.056		0.049				0.152

												Q Ratio		36		1,847		1,563				30		1,270		1,134				-7,051






