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governance features and the premiums paid for acquisition targets in European cross-

border M&A transactions. While using a sample of post financial (2008) crisis 

takeover cases (2009-2014), I test the hypothesis that corporate governance practices 

influence the premiums paid for shares of a takeover target. The governance variables 

used are shareholder protection, creditor protection, the relative influence of 

independent directors on corporate boards, and the board system. 

The premiums paid are observed at three different points in time that precede an event 

date, leading to an event study approach. This approach is comprised of three separate 

robust regression analyses that relate independent variables to the dependent variable 

at each observational point: one month, five days and one day before the 

announcement. Moreover, certain selected control variables are added to the sample to 
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The results recognize that acquirers are willing to pay substantial premiums for 
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proxy show systematic relevance in one of the statistical models. Given my sample I 

accept the hypotheses that premiums paid in European post-financial crisis (2008) 
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1 INTRODUCTION 

1.1 Problem background  

The importance of corporate governance practices for the financial markets and the 

studies from spill-over effects in cross-border merger activities have been, as of late, 

academic fields of great interest. Academic scholars find that foreign companies that 

become engaged in mergers and acquisitions (M&A) are more asserted on shaping 

corporate governance than the companies who only conduct M&A within their 

domestic borders (Bris and Cabolis, 2004). It is also noted by researchers that foreign 

companies tend to buy firms emphasizing good corporate governance practices (Rossi 

and Volpin, 2004; Ferreira and Matos, 2008). This is due to reforms carried out in 

legislative environments, mainly in respect to corporate governance terms. Bris and 

Cabolis describe the situation in the following citation:  

 

"Among other effects, the change in nationality implies a change in investor 

protection. More generally, the newly created firm will share features of corporate 

governance systems of the two merging firms." (Bris and Cabolis, 2004) 

 

The market for corporate mergers and acquisitions is one of the main sectors of 

financial institutions that have been severely impacted by the recent global financial 

crisis of 2008, in particular with substantial impact to the European Union (EU) (Berk 

and DeMarzo, 20131). It is founded that many companies have thoroughly reduced 

their M&A activity since 20082, both in the size in respect to transaction value and to 

the number of their M&A transactions. The markets now expect to see a slower 

recovery of M&A activity in respect to its relative volume and quantity of completed 

transactions. The following graph (figure 1) reveals in both aspects of monetary size and 

quantity how the statistics have been affected in the European, Middle East and Africa 

(EMEA) marketplace since 2004. The graph reveals that there exists an exceptional 

reduction in inbound (e.g. cross-border activity in this territory) M&A activity in 

respect to its overall market value noted since 2008 and onward.   

 

                                                        
1 The referencing in this thesis is conducted in Harvard style. I would like to thank Antti Kuha of Hannes 

Snellman Attorneys for his willingness to discuss the topic, Marko Niemenmaa of Aalto University for his 

valuable knowledge on databases and Professor Tom Berglund for his guidance throughout the work 

process. The dataset used can be requested via maximilian.kirch1@gmail.com. 
2 Mergers are known to come in waves, and the pre- financial crisis period is seen as a consolidation wave 

for different industries and one of rapid private equity activity (Berk and DeMarzo, 2013).  
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Figure 1 Inbound and outbound cross-border M&A activity and transaction value in the 

EMEA markets between 2004 and 2013 (Mergermarket, 2014)3 

 

 

This reduction in M&A activity has ignited researchers with great attention. Especially 

due to that it is of interest to study cross-border mergers in relation to the field of 

corporate governance. Companies that are active in cross-border M&A have many 

different challenges to address that do not only refer to the strategic and operational 

success of a company, but can also be burdened by country level governance practices4. 

It can be of common insight to conclude issues such as the low shareholder protection 

in a particular country or the unsatisfactory percentage of independent directors in a 

firm’s board of directors, to name just two. There is a wide array of attributes that could 

have an impact on the stock market’s reaction to M&A announcements.  

 

The initial question asked by many is if M&A transactions are a conduit by which 

corporate governance creates value for shareholders. Since it is proved by credible 

researchers that corporate governance features are important for the long-term success 

of a company, my study will take on this subject and attempt to add a dimensional 

acknowledgement to the existing literature. The research question is thus stated as: 

 

"How are the premiums paid in European cross-border takeovers influenced by 

corporate governance practices?” 

                                                        
3 Apparent is the decrease in outbound, so called cross-border, M&A value since 2008 and the reduction of 

the overall market value. In 2013, both the overall transaction value and the outbound transaction value 

were not yet back to 2007 levels.  
4 Certain corporate governance specifics are a matter of compliance; others leave room for individual 

organization. 
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1.2 Purpose and aim 

The purpose of my study is to explore how corporate governance practices, in 

combination with certain transaction aspects, are perceived and rewarded by acquiring 

companies using a sample of European takeover cases5. My study is emphasized on 

corporate governance in M&A cases and premiums paid in takeovers due to a spectrum 

of corporate governance policies among regional markets and economies (Shleifer and 

Vishny, 1997). Present and post-financial crisis M&A activities have tended to be less 

investigated based upon the premiums paid in takeovers, which is a motive for 

conducting my research in this field. 

 

Several researchers conclude that corporate governance policies conducted in some 

regional markets and economies tend to have a functional advantage to its competing 

markets to capture an increase of business activity (Aoki and Dore, 1994). It is noted 

that corporate governance is a central topic among a spectrum of participating bodies. 

These encompass corporate executive personnel, public legislators, law firms, stock 

exchanges, consulting firms, auditing firms and financial institutions (Aguilera and 

Jackson, 2003).  

 

My study on corporate governance effecting M&A activity will also investigate, using 

panel data and its analysis, whether or not investors can benefit in value added by 

corporate governance policies as a whole. Although this particulate subject matter has 

been discussed in the academic field my research will give more evidence on the 

interconnection of corporate governance and M&A activity. The audience of my thesis 

are the readers who are interested in the field of corporate governance along with 

academic and industry experts dealing with the topics at hand. 

1.3 Structure 

This thesis is divided into six components. Part two of the thesis gives an overview of 

the literature on the matter. Part three presents the hypotheses I challenge with my 

empirical research. Part four explains how my sample is obtained, outlines my sample 

composition and clarifies which techniques are used for the analysis of my sample. Part 

five introduces the results of my analysis and extracts conclusions, both relating to 

                                                        
5 Most previous related research has focused on the United States of America (U.S.) market. My approach 

should therefore add knowledge concerning the European dimension and the background of a 

heterogeneous c0rporate governance environment. 
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statistical information in general and the testing of the hypothesis. Part six, the final 

section, discusses the results to evaluate my hypothesis along with the conclusions of 

my examination. 

1.4 Scope and delimitations 

The scope of my study is to investigate two reciprocal fields: corporate governance and 

M&A. These two sectors can be broad based topics and thus I confine my studies to 

certain aspects that overlap these sectors. At the heart of my work is the emphasis on 

country- and firm-level governance. These are findings on how and in what kind of 

system a company is administered and also include a certain level of choice for 

individual arrangement. The legal statutes, codices and regulations that 

national/supranational law and non-binding guidelines impose on the public listed 

firm further define this field. In my analysis, differences are represented by individual 

variables and governance indices. I also provide an analysis of particular transaction 

features that will offer the reader evidence to support the creditability of this study.  

It should be evident to the reader that with too many independent variables it is 

difficult to make an insightful investigation. For example, when it comes to the terms of 

corporate governance, the indices used in my study will be investigated only in part. In 

recent studies, Martynova and Renneboog (2008; 2011) were able to obtain their own 

indices6. Unfortunately these are not publicly accessible. Nevertheless, the indices I am 

using should closely match the ones used in Martynova and Renneboog’s work, since 

they have been used in the past and are a credible source for corporate governance 

research7. 

To support the analysis I draw conclusions limited to the timeframe of the completed 

mergers and the geographical setting: since constitution on national and international 

levels is rapidly changing it can be problematic to make valid inferences for a longer 

time period than a few years (Cioffi, 2000)8. Additionally, to take mergers outside of 

                                                        
6 With the help from 150 lawyers from 32 European countries Martynova and Renneboog were able to 

follow the development of corporate governance practices since the 1990’s. In essence, they create three 

indices that help them to perform their analysis: one based on general shareholder rights, one focusing on 

minority shareholder protection and one addressing the creditor rights. 
7 The La Porta index on shareholder protection is one of the main indices used in related research.  
8 Legal systems are seen as being path dependent, depending on their legal origin. Also, some researchers 

argue that functional, formal and contractual convergences are main drivers of corporate governance 

changes (Gilson, 2001). Also the increasing importance of supranational (EU) law has to be taken into 

account. 
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the chosen geographical area into account would distort the results, since they are 

affected by different legal systems – as in stock markets and governance models. The 

European corporate governance landscape can be classified as heterogeneous and 

developed, which implicates a level of consistency among the sample. Most European 

countries demonstrate a certain level of shareholder protection, even if variances in the 

systems and regarding the scope of shareholder protection exist (Hopt and Leyens, 

2004). 

Only public listed companies that are non-financial firms are encompassed in the 

analysis, since they obey to a common set of rules and disclosure practices and are not 

affected by additional requirements9. In addition, smaller and medium-sized firms are 

not considered since they also obey to a different set of disclosure rules and are not as 

affected by public scrutiny as one would detect it in the case of a public listed company 

(Stanwick and Stanwick, 1998).  

                                                        
9 Such as the capital requirements imposed on financial companies by the EU (i.e. Basel II and Basel III). 
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2 THEORETICAL BACKGROUND 

2.1 Literature review 

In this chapter I present what is determined to be the most relevant subject literature of 

the field. This is crucial for gaining an understanding of how corporate governance is an 

influential factor in every M&A case.  

 

A first important parallel can be made to an existing study performed in collaboration 

by Bris and Cabolis (2004), who accentuate the influence of cross-border merger cases 

on the legal status of a merged company. Their results validate that the performance of 

a whole particular industry improves when a company with better shareholder 

protection acquires a company with lower shareholder protection active in that 

industry, besides the value created for the companies involved in the transaction itself. 

The other way it goes when acquirers exercise weak corporate governance practices: the 

spill over effect is seen in the industry of the acquirer. In the study of Albuquerque et al. 

(2013) the authors present similar support to this claim. According to them, foreign 

direct investment as such and M&A practice in particular promotes corporate 

governance spill overs in the domestic industry of the target.  This also holds true when 

assessing an overall valuation and productivity climate of the industry. Conclusively, 

Albuquerque et al. (2013) state that the market for corporate control in general can 

enhance corporate governance practices concerning all major markets. 

 

In a study on cross-border mergers involving US-companies, Starks and Wei (2008) 

discover that takeover premiums are lower for foreign acquirers with weak home 

country governance. This theory specifically embraces those purchases financed with 

stock, i.e. when the target takes a stake in the acquirers company and is therefore 

exposed to the target’s corporate governance practices. The likelihood for an all-cash 

bid alongside improves with the quality of the acquirer's governance. Starks and Wei 

(2008) find that corporate governance practices affect the firm values of businesses 

active in cross-border M&A, in general.  

 

A Rossi and Volpin (2004) study debates the overall volume of M&A activity between 

1990 and 2002, showing significant evidence for high M&A volumes in countries with 

well-functioning shareholder protection and more sophisticated accounting standards. 

However, and opposing Starks' and Wei's (2008) results, Rossi & Volpin (2004) argue 
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that the probability of an all-cash bid decreases with higher levels of shareholder 

protection in acquirer countries. Notable in their judgment is the statement that target 

companies have on average lower governance standards than acquirer companies. This 

supports the hypothesis that acquirers try to supply the respective target with better 

corporate governance practices. Interesting in regard toward my own approach is the 

contribution made by Netter, Poulsen and Stegemoller (2009). They do not only 

advocate the influence of the market for corporate control as an important factor for 

M&A practice, but also provide the weight of internal governance features, which is also 

supported in my analysis. 

 

Although previous studies all indicate the relationship between corporate governance 

and M&A, the efforts of Martynova and Renneboog (2008; 2011) represent the nearest 

position to my own approach. In their work in regard to the topic of "spillover of 

corporate governance standards in cross-border mergers and acquisitions" they 

introduce four hypotheses, the first being the “positive spill-over by law hypothesis”. 

This hypothesis accounts for cases where a company takes over a company by acquiring 

100% of the shares and therefore actively changes the target companies’ nationality. 

The second is the “spill-over by control hypothesis”. This is evidenced in accounts for 

partial takeovers in which the target corporate governance improvements happen 

voluntarily. The researchers find supporting evidence for both claims. Thirdly, there 

exists a “negative spill-over by law hypothesis”, which states that a company from a 

weaker corporate governance background imposes those weak mechanisms on the 

target corporation. Another major discovery is the so-called “bootstrapping effect”, 

which shows that poor corporate governance bidders bootstrap to the target by 

adopting their governance system via private contracting (Easterbrook and Fischel, 

1991). 

2.2 Premiums paid analysis 

The proxy adopted as the dependent variable is the pre-deal premium. This figure 

explains how the fixed price offered for a share compares to the distinctive price paid 

noted on public stock market trading. When a company selects to make a bid to the 

shareholders of a target and chooses to purchase a significant percentage of shares10, 

                                                        
10 This percentage differs among legislations, the U.S. Securities and Exchange Commission (SEC) has set a 

threshold of 5% of the registered shares. In Europe, the tender offer period can be individually set between 

three and ten weeks and can also be extended. Depending on the type of takeover (hostile, friendly) the 
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the offer needs to be publicly disclosed to make sure that all stockholders are receiving 

the same monetary offer per share (Weston et al., 2004). The information is also made 

officially available to all stock market participants. During the period of negotiations 

when current shareholders are pondering if they should accept the offer, share prices 

can already include anticipated transaction benefits and their respected detriments.  

 

A takeover case can be defined as a complex transaction process that can take place on 

several dimensions, as depicted in figure 2. The graphic also clarifies in which phases 

the process can be divided and its relationship to the premium figure. The dependent 

variable changes in phases two and three, termed as the offer period. The offer period is 

deemed by law, meaning that there is a minimum time window during which the offer 

has to be available. After that period expires the acquirer can always close the offer if 

the stockholders owning the targeted percentage of shares decide to decline the offer. 

On the other hand, the acquirer can opt to withdraw from the offer, even if all 

shareholders of the target company have initially accepted it. As soon as the offer is 

closed, the acquirer has to decide if the amounts of shares that can be acquired are 

sufficient. If so, the transaction is publically announced. The announcement date is 

subsequently not a fixed point in time that is pre-determined. In all, its precedence 

depends upon the acquirer’s willingness to ultimately buy the shares at the proposed 

price (Van Gerven, 2010). It is imperative to note that the public trading of stocks is not 

posed by suspension when an offer is made; the stock can still be bought and sold and 

the price will still change until trading is suspended. In order to see a development of 

the premiums paid variable in my analysis, this figure is followed over a monthly period 

in three steps - thirty days, five days11 and one day before the announcement.  

 

 

 

 

 

 

 

 

                                                                                                                                                                   
period varies. The Helsinki Takeover Code recommends that in hostile takeover bids, the offer period shall 

not be less than four weeks (Van Gerven, 2010). 
11 Or one week, since most stock exchanges are closed on weekends. 
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Figure 2 The acquisition process divided into four different dimensions and five different 
phases, including the offer period (phases 2 and 3) in which the premiums paid 
variable is subject to changes 

 

 

The terms of the premiums are given in percentages, which increases the probability of 

more accurate assumptions, since they are comparable and should give an idea of how 

investors perceive the prospects of a transaction. The higher the premium offered, the 

higher the acquirer values the acquisition of the target company. This premium can 

include payments for significant operational synergies, control premiums or other 

advantages the acquirer would gain by buying the target company. Also note that the 

premiums paid are not warranted by any future prospects for the business or 

operations conducted after the merger announcement (the premiums paid are a pre-

deal variable). This is beneficial to the setting of this study, since the analysis does not 

focus on post-transaction operations, but governance features existent before the 

transaction is conducted.  

 

To underline the general concept of connecting M&A, paid premiums analysis and 

corporate governance attributes, previous studies show that companies intending to 

buy a company are very willing to pay a premium for companies with good corporate 

governance standards. In its annual global investor opinion questionnaire, McKinsey & 

Company (2002) asked investors how much they would pay for good corporate 

governance practices: in North America and Western Europe, investors were reported 

to pay between 12% and 14% as a premium on the share price. In less developed 
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corporate governance systems, like the ones of Latin America or Africa, investors 

insisted upon 30% or more. In general it was reported that 60% of investors agreed that 

poor governance practices would prevent them from buying a company. This account 

from the mentioned study concludes the relative importance of corporate governance 

practices for different stock markets and market environments. 

 

Good governance practices are especially critical when transactions involve large 

capital investments. In these cases it is of crucial importance that the investor is 

informed that the corporate governance practices of the target are safe enough to 

protect the investment12. For the post-financial crisis period, the premiums paid for 

good corporate governance could alter, as will be analysed: Even if the governance 

standards have been rising steadily due to different local and international legal 

(Mallin, 2011) and quasi-legal initiatives13, it is common to accept that post-financial 

crisis transactions would be accompanied by a general reluctance to believe in a 

company. A turbulent post financial crisis wait-and-see approach could also reduce the 

willingness to pay on a higher premium. Overall, good corporate governance practices 

could enrich the overall picture of the target company and increase the willingness to 

pay a higher premium. In any case corporate governance potentially has an influence 

on the premiums offered, which will be evaluated in the upcoming chapters.  

2.3 Corporate governance indices 

2.3.1 Index on country-level shareholder protection 

The importance of shareholder protection lies in the provision of certain rights to the 

shareholders to oppose the management in case of mismanagement, which can take 

several forms like operational failure, tunnelling and / or empire building. Between 

different countries, jurisdictions and stock markets, shareholder protection can be 

diverse (Zingales, 1995). The mentioned technical indicators can be valued in a certain 

way by investors, since they have legal assurance to exert these rights. La Porta et al. 

(2002) find that firms located in countries with superior shareholder protection have a 

superior market value compared to firms located in countries with weak shareholder 

protection.  

                                                        
12 The case of Bumi PLC and the investment of Nathaniel Rothschild is a remarkable example of how 

different governance perceptions are an obstacle for the protection of investments (Loon, 2012).  
13 Here examples are the corporate governance codices based on the comply-or-explain principle. 
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The shareholder protection index used in the analysis is an updated version of the most 

respected country-level governance index available: the anti-director rights index 

(ADRI). La Porta et al. published the initial index (1998). Afterwards, it was reviewed 

and updated by multiple researchers, for example Spamann (Spamann, 2010). The 

index was updated because of new directives endorsed by various national legislations 

and to make comparisons14. The index contains six different components15 plus two 

additional variables16 to describe the level of shareholder protection in 46 different 

countries. With values ranging from “0” to “5”, different protection levels of German, 

French, Scandinavian, civil, and common law countries are described. 

2.3.2 Index on country-level creditor rights 

The second index used is the country-level creditor rights index (Djankov et al., 2007). 

The creditor rights index expresses how safe it is to lend funds to a company in a 

certain country, particularly when it comes to the question which lender is first in line 

to regain money in case of corporate bankruptcy.  

 

Creditor rights follow the same approach as the shareholder rights, but differ in one 

substantial way: whereas shareholders gain the rights to oppose the management, 

creditors obtain the rights to collect their loan from the company and the shareholders 

(Safavian and Sharma, 2007)17. Research shows that low legal creditor protection 

reduces loan amounts, maturity and spreads, essentially decreasing the ability of firms 

to obtain debt financing for their businesses (Bae and Goyal, 2009). Creditor rights 

correspondingly influence pay-out policies of listed companies, since creditor rights are 

a counterbalance to shareholder rights: increasing creditor rights produce a more 

restrictive pay-out policy (Brockman and Unlu, 2009).  

Creditor protection has a direct influence on corporate governance: Nini et al. (2012) 

find that creditors, well outside of corporate bankruptcies, play a role in shaping 

corporate governance. This affects especially firms that are violating credit agreements. 

The effects are sometimes severe: Nini et al. (2012) discover that violations are followed 

                                                        
14 In fact, the original version (La Porta et al., 1998) and Spamann’s updated version (2009) only correlate 

by 53%, which means that legislation concerning 47% of the values changed over a 12 year period. 
15 (1) proxy by mail allowed; (2) shares not deposited before meeting; (3) cumulative voting on 

proportional representation; (4) oppressed minorities mechanism; (5) pre-emptive rights to new issues; 

(6) percentage of share capital to call an extraordinary shareholder meeting. 
16 (1) one share / one vote; (2) mandatory dividend. 
17 Creditor rights do also change over time and are determined by legal provisions in the individual 

European member countries.  
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by a reduction in M&A activity and capital expenditure, leverage reduction, dividend 

pay-out reduction, and also chief executive officer (CEO) turnover. The channel 

through which creditors exert their rights can therefore be seen as more informal than 

the ones of shareholders18.  

2.4 Changing legal framework 

The current M&A market in Europe can be described as a developed market. During 

the last few years, the EU endorsed several directives that enhanced the possibilities of 

cross-border mergers between different countries within the EU area. These directives 

have established an important cornerstone of the legal framework on M&A policy, 

especially the EU directive on cross-border mergers of limited-liability companies 

(European Parliament, 2005). This directive applies both to private and public listed 

companies. The foundation of the different directives is based upon the removal of 

certain obstacles stemming from national laws and the creation of an open market for 

such transactions.  

 

Following the implementation of the directive, the EU presented a study on the cross-

border merger directive (The European Commission, 2013), which noted the success of 

the framework19. The European Commission subsequently opened a consultation 

timeframe for comments on cross-border mergers and divestments as a follow-up 

program (The European Commission, 2014). The overall tendency for the convergence 

of corporate governance systems is limited in Europe, even though countries attempt to 

promote their own governance systems (Wojcik, 2006). As Weimer and Pape state, a 

corporate governance system is more or less a country-specific framework entailing 

legal, institutional and cultural factors (Weimer and Pape, 1999).  

 

                                                        
18 One of the instruments shareholders use to exert their rights is their voting power at the annual general 

meeting. 
19 “According to our research and analysis, the main conclusion of the study is that the Directive has 

ushered in a new era for the EU, with the promotion of cross-border mergers increasing economic activity 

between Member States. The Directive is not only considered a cornerstone for the mobility of companies 

in the EU and EEA, but is also highly welcomed and praised by entrepreneurs, legal advisors, shareholders 

and other relevant stakeholders. After the Directive was enacted, the number of cross-border mergers in 

the EU has increased, counteracting a general trend of decreasing merger activity. Since December 15, 

2007 to the end of December 2012, the number of accomplished cross-border mergers increased by 173 

percent in total compared with the number of cross-border mergers in the first year under the Directive (or 

35 percent on an annual basis)” (The European Union, 2013). 
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On the other hand, Goergen et al. (2005) advocate that the new regulation on takeovers 

in the EU area is a factor that is leading to a convergence of the European governance 

systems  towards the U.S. governance system. In reference to their research, 

convergence is already ongoing. One attempt to increase the possibility to make certain 

choices on corporate governance and thus a sign of convergence in Europe is the 

possibility to switch to another form of corporation. An example is the Societas 

Europaea, which in comparison to national governance models gives the company a 

certain level of choice for designing corporate governance20.  

2.5 Contribution to the research field 

My contribution to the contemporary literature is to further investigate how corporate 

governance features of listed European companies influence stock market activity 

before an M&A transaction, especially when the timeframe used is the aftermath of an 

economic downturn. To fill a gap in the current research sphere, I will address a 

timeframe that has not been examined in other studies and work with a new dataset. 

This is of central importance, as there have been major developments in the financial 

markets. For an example, the economic landscape of the 1990's can be characterized by 

significant EU expansion, alterations in the national and EU competition policies 

(Coeurdacier et al., 2009), the privatisation of former state-owned companies, the first 

big wave of globalization and industrial consolidation. Nowadays, it appears there is a 

more developed market for takeovers and M&A in general (Berk and DeMarzo, 2013) 

which is accentuated by the continuing globalization effect. This effect has also brought 

more intense competition and increasingly regulated markets. 

 

Another reason for the choice of my sample and data is that past researchers have 

mainly focused on the merger markets of the U.S. (Martynova and Renneboog, 2011). 

However, the U.S. in terms of their corporate governance system is different, posing the 

need for more research on European markets. In opposition to the system used in the 

U.S., the European corporate governance landscape is diverse and characterized by 

unalike legal origins (La Porta et al., 2000), diverse development stages in the creation 

of effective financial markets (Ross, 1997) and different corporate board systems. This 

overall leaves a vacuum for the differences noted among countries and leads to possibly 

deviating results.  

                                                        
20 Werlauff (2004) provides a summary on the Societas Europaea. 
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3 HYPOTHESIS 

3.1 Hypothesis – corporate governance and premiums paid analysis 

The positive spill-over by law hypothesis is already adopted in the work of Martynova 

and Renneboog (2008; 2011) and relates to the experience that a full takeover results in 

the target adapting its governance structure to the one of the acquirer company. This 

hypothesis is the basic assumption for the development of my hypothesis. The 

hypothesis states that an acquirer company situated in a legal environment with better 

governance standards inflicts these standards on the target and therefore creates 

positive spill-over effects.  

For my sample, I largely focus on the target firm’s characteristics and its implications 

for the premiums paid. Moreover, I allow for transactions that are not full takeovers, 

but involve a change in control (> 50% of shares owned after the transaction). 

Transaction attributes of a given case are considered as control variables. In general, it 

has to be assumed that certain transaction characteristics are related to the premiums 

paid variable (Antoniou et al., 2008). An important variable included concerns the 

years in which the merger cases did take place since the sample consists of post-

financial crisis cases.  

The hypothesis stated aspires towards the importance of the set of corporate 

governance variables. If the null hypothesis H0 is not rejected, there is no relation 

between the premiums paid and the corporate governance variables used in the sample. 

If H0 is rejected, the corporate governance variables seem to have systematic impact on 

the premiums paid for takeover targets. 

H0: Corporate governance traits of targets and / or acquirers influence the premiums 

paid for shares of the target company. 

H1: Corporate governance traits of targets and / or acquirers do not influence the 

premiums paid for shares of the target company. 

(1) H0: µ1 = µ2 

(2) H1: µ1 ≠ µ2 
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4 DATA SOURCES, SAMPLE SELECTION AND 

METHODOLOGY 

4.1  Acquisition of data 

My research strategy consists of three steps: The acquisition of data, the adjustment of 

data (coding) and the final analysis. Since the acquisition and adjustment of data 

processes are important to obtain relevant results, they are explained, as follows. 

 

The initial dataset of M&A cases is retrieved from the database SDC Platinum and 

completed with a second dataset from FactSet. This leads to a systematic sample 

obtained. Missing variables are added with the financial database Thomson One21, 

resulting in a sample consisting of financial indicators, accounting data, deal premiums 

and additional transaction data. The initial sample consists of about 550 different 

cases.  

Next, it is decided which variables have to be added to make the dataset usable for the 

purpose of this research. Therefore the aforementioned data on corporate governance 

indices is included22. Possible errors in the dataset concerning non cross-border 

mergers are ruled out by in-depth evaluations of every single case23.  

In the subsequent step, the needed corporate governance data24 is added, including 

figures on board size, board composition, and governance systems. Missing data and 

debt level data is handpicked from credible sources25. Dummies are coded for nominal 

variables that are treated as dummies. Finally, absolute differences between observed 

acquirer and target figures, such as the Spamann and Djankov index differences, and 

the independent director percentage difference, are computed.  

                                                        
21 Since the databases are partly missing important information or did contain duplicates, it is important to 

merge the original data from the different databases. 
22 The data on shareholder protection and creditor protection is added with the Spamann index and the 

Djankov index, accompanied by individual research on the countries not covered by the index. 
23 This is performed by reading the case synopsis and individual research on the case. The case synopsis is 

a written text reviewing the transaction itself and is provided in the relevant databases. 
24 This data is obtained from the Spamann index, the OECD Survey on Corporate Governance (OECD, 

2004) and from individual research. 
25 These are annual reports and quarterly reports. 
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4.2 Adjustment of data 

The exclusion strategy (table 1) is an alternative approach derived from the Martynova 

and Renneboog (2008) sample selection and adapted to the characteristics of the 

sample at hand. The steps are mutually exclusive, meaning that the exclusion method 

can be performed in a random choice of steps. All steps have to be included to arrive at 

the final sample. The final sample of cross-border merger cases conducted between 

January 2009 and September 2014 contains 83 cases. 

 

First, only cross-border merger and acquisition cases that imply a change in control are 

encompassed, i.e. those leading to a situation where the acquirer has more than 50% of 

the voting power in the target after the transaction was completed. These are described 

as majority stake acquisitions, acquisitions/mergers, remaining stake acquisitions and 

acquisitions/mergers that are followed by a squeeze-out26. All cases need to be 

completed between January 2009 and September 201427. The cases are only included if 

the dataset for the variables is consistent from the beginning or can be completed. Both 

financial institutions and related-party transactions are excluded, same as transactions 

between companies from the same country.  

 

Table 1 Exclusion strategy for sample selection consisting of eight different, mutually 
exclusive steps that lead to the sample used in the analysis 

Exclusion Step Exclusion method 

1 
Only mergers and acquisitions (including acquisition plus remaining interest 
purchase), majority stake purchases of publicly traded companies, either in 
continental Europe or the UK, are included 

2 The cases are announced between January 2009 and September 2014 

3 Cases are included only if the dataset for the relevant variables is consistent  

4 The two parties conducting the merger / takeover are independent corporations 

5 
Financial institutions (funds, hedge funds, institutional investors, trusts, 
foundations) and banks are excluded from the sample 

6 
Only cases implying a change of control (e.g. the transaction leads to a > 50% 
ownership in the target company) are included 

7 Only completed transactions are included 

8 
The cases are cross-border transactions, which means that the acquirer / target 
are from different countries28 

 

                                                        
26 The acquisition of a large portion of stock often turns out to be a full takeover, since in different 

legislations the bidder has the duty to buy the remainder of the companies’ shares from remaining free 

float shareholders.  
27 The time horizon observed therefore accumulates to 69 months.  
28 Martynova and Renneboog (2008; 2011) already describe that there is a large difference in corporate 

governance variable influence between domestic and cross-border mergers. 
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The sample contains 28 different acquirer or target nations29. These are the countries of 

the EU area, but furthermore non-EU countries located in Eastern Europe. 

Additionally, Norway, Switzerland and Turkey are included. As provided in table 2, 

most of the targets and acquirers are either from the United Kingdom, France or 

Germany, the three largest economies in the EU area. Furthermore, relatively many 

target firms are from Norway and the Netherlands, and acquirers from Sweden and the 

Netherlands. In percentages, the three countries with the most absolute acquisitions 

are also responsible for almost half (46%) of the sample takeovers. For the target 

companies, this ratio is even larger (48%).  

 

Table 2 Target and acquirer companies per countries in absolute and relative terms. On the 
left the target companies, on the right the acquirer companies, all sorted by absolute sample 
influence 

 Absolute Relative   Absolute Relative 

 Targets   Acquirers 

UK 17 20 %  UK 15 18 % 

France 12 14 %  Germany 13 16 % 

Germany 10 12 %  France 12 14 % 

Norway 7 8 %  Sweden 10 12 % 

Netherlands 6 7 %  Netherlands 8 10 % 

Spain 4 5 %  Belgium 4 5 % 

Austria 3 4 %  Ireland 4 5 % 

Italy 3 4 %  Italy 4 5 % 

Poland 3 4 %  Switzerland 4 5 % 

Switzerland 3 4 %  Luxembourg 3 4 % 

Others 15 18 %  Others 6 7 % 

 83 100 %   83 100 % 

4.3 Multiple regression analysis models 

The quantitative methodology used is based on the event study approach. In this 

approach that is suitable for various kinds of events the impact of a certain occurrence 

is analysed. This could be an announcement of a profit warning, the announcement of 

accounting figures or the appointment of new board members. Here, the event is the 

transaction announcement. While event studies can be used in many ways that are also 

related to non-financial research, the approach is used in corporate governance 

research frequently (Masulis et al., 2007).  

 

                                                        
29 Including the British crown dependencies of the United Kingdom (Guernsey, Isle of Man, Jersey), which 

are treated as a part of the United Kingdom. 
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In order to observe changes over the time period of the three different premium 

variables (thirty days, five days and one day prior to the announcement), I perform 

three distinctive ordinary least squares (OLS) regressions. These are identical by design 

and regressed on different sets of variables (Woolridge, 2012). The OLS regression 

includes all three factor sets that have been presented in the hypothesis section. These 

are corporate governance variables, transaction characteristics and the time proxy. All 

regressions are performed with a 95% confidence interval. The conducted regression 

model is stated in the following equation: 

(3) 

𝑃𝑟𝑒𝑚𝑖𝑢𝑚𝐷𝑎𝑦𝑠 =  𝛽0 + 𝛽1(𝐼𝑁𝐷_𝐷𝐼𝑅10) + 𝛽2(𝑆𝐴𝑀𝐸_𝐵𝑂𝐴𝑅𝐷) +  𝛽3(𝑆𝑃𝐴𝑀𝐴𝑁𝑁_𝐷𝐼𝐹𝐹)

+  𝛽4(𝐷𝐽𝐴𝑁𝐾𝑂𝑉_𝐷𝐼𝐹𝐹) +  𝛽5(𝑆𝑊𝐴𝑃) +  𝛽6(𝑇𝑂𝐹𝐹𝐸𝑅) + 𝛽7(𝑇𝐴𝑆𝑆𝐸𝑇𝑆𝐿𝑂𝐺)
+ 𝛽8(𝐷𝐸𝐵𝑇𝐿𝐸𝑉𝐸𝐿) + 𝛽9(𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌) + 𝛽10(𝑇𝐼𝑀𝐸) +  𝜀     

 

In the following table 3, all different variables are presented. The factor signs used for 

the individual variables in the subsequently performed regression analysis are added, 

together with the type of the variable30. The type of the variable is chosen according to 

statistical practice and depends on the variable itself. The sample contains scale, 

nominal (dichotomous, i.e. proxy), and ordinal variables.  

 

Table 3 Variables used in the analysis, their coding name in the analysis and the statistical 
typology 

                                                        
30 This also represents as which type the variables were coded in SPSS for the analysis. 
31 Due to command line length limits in SPSS / STATA the variable names need to be shortened. 

Variable Variable name in regression 
model31 

Type 

𝛽1(Percentage_Ind_Director_Diff) IND_DIR10 Scale 
𝛽2(Same_Board_System_Proxy) SAME_BOARD Nominal (dichotomous) 
𝛽3(Spamann_Index_Difference) SPAMANN_DIFF Ordinal 
𝛽4(Djankov_Index_Difference) DJANKOV_DIFF Ordinal 

𝛽5(Stock_Swap_Proxy) SWAP Nominal (dichotomous) 
𝛽6(Tender_Offer_Proxy) TOFFER Nominal (dichotomous) 

𝛽7(Total_Assets_Target_Log) TASSETSLOG Scale 
𝛽8(Debt_Level_target) DEBTLEVEL Scale 

𝛽9(Same_Industry_Proxy) INDUSTRY Nominal (dichotomous) 
𝛽10(Time) TIME Scale 
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4.4 Variables 

4.4.1 Dependent variable 

Premiums paid: the dependent variable represents the premium that the acquirer is 

willing to pay for the target companies’ shares, either in cash or in the monetary value 

of stock. There are three premium figures: The one day premium (ODP), five days 

premium (FDP) and thirty days premium (TDP). The premium can consist of different 

expected synergies, for example economies of scale and scope, strategic advantages, but 

also premiums for good corporate governance practices or similar advantages that the 

buyer is willing to pay the target companies’ shareholders for.  

 

The advantage of using the premium paid figure is that it is very tangible. Moreover, as 

a pre-deal figure, it is not related to the operative success of the merged company. The 

premiums are available in the databases used and calculated as follows, whereas i 

denotes the target firm, j the acquirer firm and t the data for the current year, i.e. the 

year the takeover took place:  

(4) 
 

𝑃𝑟𝑒𝑚𝑖𝑢𝑚𝑠(𝑖,1 𝑑𝑎𝑦,5 𝑑𝑎𝑦𝑠,30 𝑑𝑎𝑦𝑠)  = (
𝑂𝑓𝑓𝑒𝑟 𝑝𝑟𝑖𝑐𝑒 − 𝐶𝑙𝑜𝑠𝑖𝑛𝑔 𝑠𝑡𝑜𝑐𝑘 𝑝𝑟𝑖𝑐𝑒 1 𝑑𝑎𝑦

 (5 𝑑𝑎𝑦𝑠, 30 𝑑𝑎𝑦𝑠)𝑝𝑟𝑖𝑜𝑟 𝑡𝑜 𝑎𝑛𝑛𝑜𝑢𝑛𝑐𝑒𝑚𝑒𝑛𝑡
)  𝑥 100 

4.4.2 Corporate governance variables - independent 

Difference of independent director percentage between the target/acquirer board: 

this variable is calculated by subtracting the percentage of independent directors on the 

acquirer board from the percentage of independent directors on the target board. Thus, 

the percentage can take a negative value. The percentage is multiplied by 10 to rule out 

the interpretation problems of percentage usage in the subsequent regression models32. 

 

(5) 

 𝛽1(𝐼𝑁𝐷_𝐷𝐼𝑅10𝑖,𝑗,𝑡  )

= (𝑃𝑒𝑟𝑐𝑒𝑛𝑡𝑎𝑔𝑒_𝐼𝑛𝑑_𝐷𝑖𝑟𝑒𝑐𝑡𝑜𝑟_𝑇𝑎𝑟𝑔𝑒𝑡𝑖,𝑡   

− 𝑃𝑒𝑟𝑐𝑒𝑛𝑡𝑎𝑔𝑒_𝐼𝑛𝑑_𝐷𝑖𝑟𝑒𝑐𝑡𝑜𝑟_𝐴𝑐𝑞𝑢𝑖𝑟𝑒𝑟𝑗,𝑡)  ∗ 10 

 
 

                                                        
32 In regression terms an increase of 1, i.e. 100% would reduce the premium by a certain amount. This 

result cannot be feasible, since the range of a difference in percentages can only be between “-1” and “1”. In 

the extreme case where a target company has no independent directors (only independent directors) and 

the acquirer has only independent directors (no independent directors) the value is “-1” (“1”).  
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Via this I observe if there is a larger proportion of independent directors on the target 

or acquirer board. When including data on boards in cases of transactions with 

mother/daughter company involvement, the board data of the parent company is used. 

As a large portion of independent shareholders can function as a gatekeeper (Kirkbride 

and Letza, 2005), the premiums paid are assumed to be lower with more independent 

directors on the target board compared to the acquirer board.  

 

There is another theory proven by previous research, that independent directors 

increase the performance of a firm (Krivogorsky, 2006). However, the acquisition 

process imposes a limit to this thinking: as soon as the target company is taken over, 

the acquirer company takes control of the company and is likely to replace not only top 

management members, but also restructures the board (Kini et al., 1995). Board 

members are trying to defend themselves against this practice, which then might lead 

to costs stemming from the takeover quarrels.  

 
Same board system proxy: the board system, which is important in today’s corporate 

governance landscape, is a source of corporate governance research for a good reason: 

articles of associations, company acts and other legal requirements and documents that 

have developed from the same legal background lead to lower transaction costs when a 

takeover takes place. On the other hand, when a firm with a one-tier system, for 

example from the United Kingdom, takes over a firm with a German legal background 

incorporating the two-tier system, the company taken over has to adapt to at least some 

of the legal necessities that are required for companies listed in the acquirer’s country. 

In this case, the transaction costs are larger (Weston et al., 2004; Williamson, 1979).  

 

The proxy variable adopted (0,1) takes the value “1” if the board systems of the two 

companies involved are the same and “0” if they differ from each other. Most of the 

companies in the sample do have a one-tier board or two-tier board, whereas fewer 

companies comply with the Nordic system or have the choice for a certain system. In 

the one-tier model the board of directors consists of both executive and non-executive 

directors. The two-tier model incorporates two boards, a managing board and a 

supervisory board. In the Nordic model the executive board and the board of directors 

are separated, but the board of directors includes the CEO of the company. 
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Additionally, the choice models are legal frameworks which allow for a level of freedom 

to choose a board model33. 

(6) 
 

𝛽2(𝑆𝐴𝑀𝐸_𝐵𝑂𝐴𝑅𝐷𝑖,𝑗,𝑡) = (𝑇𝑎𝑟𝑔𝑒𝑡_𝑏𝑜𝑎𝑟𝑑_𝑠𝑦𝑠𝑡𝑒𝑚𝑖,𝑡  

= 𝐴𝑐𝑞𝑢𝑖𝑟𝑒𝑟_𝑏𝑜𝑎𝑟𝑑_𝑠𝑦𝑠𝑡𝑒𝑚𝑗,𝑡; "1");  (𝑇𝑎𝑟𝑔𝑒𝑡_𝑏𝑜𝑎𝑟𝑑_𝑠𝑦𝑠𝑡𝑒𝑚𝑖,𝑡   

≠  𝐴𝑐𝑞𝑢𝑖𝑟𝑒𝑟_𝑏𝑜𝑎𝑟𝑑_𝑠𝑦𝑠𝑡𝑒𝑚𝑗,𝑡; "0")   

 
Spamann index difference: the Spamann index difference compares the shareholder 

protection values of the target and acquirer company in absolute numbers. The larger 

the variable, the larger the difference between the two companies in terms of 

shareholder protection. Here, there are two possible assumptions: either the acquirer is 

willing to pay a higher premium when the difference is high, since it leaves room for the 

improvement of shareholder protection, or is not since the differences are too large. On 

the other hand, a shareholder protection that is very much equal could be a benefit 

because lower adoption costs are experienced. Especially the assumptions by 

Martynova and Renneboog (2008) play a role when making implications referring to 

this variable. 

(7) 
 

(6)𝛽3(𝑆𝑃𝐴𝑀𝐴𝑁𝑁_𝐷𝐼𝐹𝐹𝑖,𝑗,𝑡) = 𝐴𝑏𝑠 (𝑆𝑝𝑎𝑚𝑎𝑛𝑛_𝐼𝑛𝑑𝑒𝑥_𝑇𝑎𝑟𝑔𝑒𝑡𝑖,𝑡   − 𝑆𝑝𝑎𝑚𝑎𝑛𝑛_𝐼𝑛𝑑𝑒𝑥_𝐴𝑐𝑞𝑢𝑖𝑟𝑒𝑟𝑗,𝑡) 

 

 
Djankov index difference: this index (Djankov et al., 2007) is developed in the same 

tradition as the Spamann index, but targets another mechanism of corporate 

governance; the creditor protection. Companies are obtaining credit from both 

corporate institutions and private creditors. Without being involved in the ownership of 

the firm, the creditor has an interest in the company, also in case of a corporate 

bankruptcy, since the ownership rights of the firm and the firm’s assets are at the 

disposition of debtholders (Nini et al., 2012). The legal rights (and subsequent the 

supremacy) and indirect influence of the creditor are therefore important and 

measured by the index for different jurisdictions across the globe. The projected 

influence is that a high dispersion between target and acquirer creditor rights index 

values increases the premiums paid figure, since it leaves room for improvements34. 

 

 

                                                        
33 Different board models do have more traits that separate them from each other, but to categorize them, 

this simplification is made. 
34 If a company with lower creditor protection is taken over, the process is obvious. As Martynova and 

Renneboog (2003) find, acquirer companies can also bootstrap to another legal environment, which would 

grant the opportunity to gain from creditor protection rights in the target companies’ country. 
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(8) 

𝛽4(𝐷𝐽𝐴𝑁𝐾𝑂𝑉_𝐷𝐼𝐹𝐹𝑖,𝑗,𝑡) = 𝐴𝑏𝑠 (𝐷𝑗𝑎𝑛𝑘𝑜𝑣_𝐼𝑛𝑑𝑒𝑥_𝑇𝑎𝑟𝑔𝑒𝑡𝑖,𝑡   − 𝐷𝑗𝑎𝑛𝑘𝑜𝑣_𝐼𝑛𝑑𝑒𝑥_𝐴𝑐𝑞𝑢𝑖𝑟𝑒𝑟𝑗,𝑡) 

4.4.3 Transaction characteristics - control 

Stock swap proxy:  when taking the presence of stock swaps into account there is a 

common saying related to M&A practices in general: “cash is king”. The logic behind 

this remark is that a company that tenders its own shares as a payment for the target 

companies’ shares is not willing to pay the whole transaction price in currency, which 

could stem from uncertainty about the value of the transaction or deficient liquidity on 

the acquirer side35. It is theorized that a stock swap is related with lower premiums 

paid, since the acquirer does not fully commit to the target company (Weston et al., 

2004). 

 

The proxy variable indicates if a transaction is partly financed with the stock of the 

acquirer. The variable (0,1) indicates a “1” if the assumption holds and “0” if a 

transaction was financed with cash only. A negative correlation between stock swaps 

and the dependent variable can be expected, since the value of a stock payment is also 

subject to the success of the newly created business and increases risk36. Travlos finds 

that stockholders of acquiring firms proposing a stock swap experience significant 

losses in share vale upon the announcement date, whereas all-cash bids hint significant 

regular rates of return (1987). Faccio and Masulis examine the payment methods used 

in European M&A cases between 1997 and 2000. Especially for large acquisitions of 

between 20% and 60% of the outstanding stock, cash is the preferred payment method 

due to corporate control incentives.  

(9) 
 

𝛽5(𝑆𝑊𝐴𝑃𝑖,𝑗,𝑡) = (𝐶𝑎𝑠ℎ_𝑐𝑜𝑛𝑠𝑖𝑑𝑒𝑟𝑎𝑡𝑖𝑜𝑛 ≠ 100; "1");  (𝐶𝑎𝑠ℎ_𝑐𝑜𝑛𝑠𝑖𝑑𝑒𝑟𝑎𝑡𝑖𝑜𝑛 =  100;  "0")   

 

Tender offer proxy: a tender offer is a mechanism to protect a company from a sudden 

and unexpected acquisition of a large portion of its shares. If a company wants to 

acquire a significant stake in another company37 there needs to be a public 

announcement signalling the willingness to buy the shares from the current 

                                                        
35 Stock payments are more likely for bidders with financial constraints (Faccio and Masulis, 2005). 
36 An all-cash bid gives the target shareholders the opportunity to invest that cash however they want, 

whereas the stock of the acquirer firm forces them to take on the risk factors of the new firm. Also the fact 

that the stock payment does not necessarily grant significant voting power in the newly created firm creates 

obstacles.  
37 The percentage threshold differs from jurisdiction to jurisdiction, see footnote 10. 
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shareholders for a certain price that includes a premium added to the current market 

price. A tender offer can be made without the consent of the target company's board 

though, i.e. no prior negotiation is needed. This could be seen as a hostile move, since 

the collaborative way would be to address the target company’s board of directors and 

negotiate a recommendation to the shareholders made by the target's board members 

(Weston et al., 2004)38. On the other hand, it is an important signal to the market:  a 

shareholder owning shares in the target company will evaluate the reason for the 

tender offer and evaluate why the acquirer is willing to pay the premium for the shares. 

The subsequent proxy variable (0,1) takes the value “0” if the transaction was not 

preceded by a tender offer and “1” if a tender offer was published.  

 

(10) 
 

𝛽6(𝑇𝑂𝐹𝐹𝐸𝑅𝑗,𝑡) = (𝑆𝑡𝑜𝑐𝑘_𝑆𝑤𝑎𝑝 = "𝑌𝑒𝑠"; "1");  (𝑆𝑡𝑜𝑐𝑘_𝑆𝑤𝑎𝑝 = "𝑁𝑜"; "0")   

 
Total assets target log: this variable represents the size of the target firm and is 

presented as a logarithmic variable, since the absolute value of the sample firms is 

dispersed and contains outliers. The directional influence of the variable is projected to 

be negative. Large firms are argued to have a higher number of analysts following them 

(Bhushan, 2002) and are more exposed to public scrutiny. Besides, large firms have 

been found to destroy more value in the aftermath of an acquisition than small firms, 

since the post-acquisition phase and the subsequent integration of the target firm fails 

to release the assumed benefits (Moeller et al., 2004). This phenomenon is often linked 

to the long time it takes to properly integrate a large company. Also cultural differences 

can create an obstacle for M&A success (Stahl and Voigt, 2008). 

 

(11) 
 

𝛽7(𝑇𝐴𝑆𝑆𝐸𝑇𝑆𝐿𝑂𝐺𝑖,𝑡) = 𝐿𝑜𝑔 (𝑇𝑜𝑡𝑎𝑙_𝐴𝑠𝑠𝑒𝑡𝑠_𝑇𝑎𝑟𝑔𝑒𝑡𝑖,𝑡) 

 
Debt level target: debt is widely used in companies to finance the business conduct of a 

firm. A benefit of using debt is the tax shield, which allows a company to deduct 

interest paid on debt from the tax payments. Importantly, the tax shield only benefits 

companies that are paying any taxes. This does not mean that a high debt-to-equity 

ratio is better than a lower one, since a high ratio can also mean that a firm is 

                                                        
38 On the other hand, a higher premium offered can be suitable to convince the target shareholders to give 

up their shares if there is no support for the transaction by the board.  
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financially distressed and might face bankruptcy39. The tax shield is only beneficial 

until a certain threshold is met (Berk and DeMarzo, 2013).  

 

The used variable is a percentage showing how the current and non-current liabilities 

of the target firm are related to the equity of the firm. In some cases (four overall), the 

equity can be negative, which means that this variable cannot be properly calculated40. 

In all the other cases, a high debt-to-equity ratio can signal financial distress. A high 

target debt level is assumed to be negatively correlated with the premiums paid (Diaz 

and Azofra, 2009). 

(12) 

𝛽8(𝐷𝐸𝐵𝑇𝐿𝐸𝑉𝐸𝐿𝑖,𝑡)

= (𝑆ℎ𝑜𝑟𝑡_𝑇𝑒𝑟𝑚_𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠_𝑇𝑎𝑟𝑔𝑒𝑡𝑖,𝑡   

+ 𝐿𝑜𝑛𝑔_𝑇𝑒𝑟𝑚_ 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠_𝑇𝑎𝑟𝑔𝑒𝑡𝑖,𝑡) / (𝑇𝑜𝑡𝑎𝑙_𝐸𝑞𝑢𝑖𝑡𝑦_𝑇𝑎𝑟𝑔𝑒𝑡𝑖,𝑡) 

 
Same Industry Proxy: to control for expected synergies created in takeover cases where 

the target and acquirer companies are active in the same field, a dummy variable is 

coded. The belief that industry similarity leads to higher premiums is supported by the 

results of Martynova and Renneboog, who find significantly higher cumulative 

abnormal returns for cases in which the industry focus is the same (Martynova and 

Renneboog, 2008). The proxy variable (0,1) is “1” if both companies are active in the 

same industry and “0” if their business activity is unrelated.  

 
(13) 

 

𝛽9(𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌𝑖,𝑗,𝑡) = (𝑇𝑎𝑟𝑔𝑒𝑡_𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑖,𝑡  = 𝐴𝑐𝑞𝑢𝑖𝑟𝑒𝑟_𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑗,𝑡; "1");  (𝑇𝑎𝑟𝑔𝑒𝑡_𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑖,𝑡   

≠  𝐴𝑐𝑞𝑢𝑖𝑟𝑒𝑟_𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑗,𝑡; "0")   

4.4.4 Time proxy - control 

Time: the time proxy variable takes values between “1” and “6” for the years between 

2009 and 2014. The later (in years) the transaction was announced after the financial 

crisis, the higher the value. Here the concept is that, after the impact of the financial 

crisis has been smoothed out, acquirers are willing to pay higher premiums for target 

companies. This theory is related to the inability of companies to be active and pay 

substantial premiums for companies in times of economic instability. 

                                                        
39 In their theorem, Modigliani and Miller (1958) state that, in perfect markets, the value of a firm does not 

depend on the capital structure of the firm.  Nevertheless, in non-perfect markets, bankruptcy costs exist, 

leading to the hypothesis that highly leveraged firms should be lower priced than similar firms with 

stronger balance sheets (Berk and DeMarzo, 2013). 
40 These are replaced with an “8” to signal their imminent financial distress because of negative equity. 

This value is higher than any other values in the sample.  
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(14) 
 

𝛽10(𝑇𝐼𝑀𝐸𝑡) = (Time_Series_Proxy = “2009” (“1”); Time_Series_Proxy = “2010” (“2”); 
Time_Series_Proxy = “2011” (“3”), Time_Series_Proxy = “2012” (“4”), Time_Series_Proxy = 

“2013” (“5”), Time_Series_Proxy = “ 2014” (“6”)) 

 

The influence of independent variables on the dependent variable is summarized in 

table 4 and derived from the theoretical implications made before. The predicted 

directional influence of 𝛽1, 𝛽5 , 𝛽6, 𝛽7, 𝛽8 is negative and the influence of 𝛽2, 𝛽3, 𝛽4, 𝛽9, 𝛽10 

positive.  This prediction will be challenged by the final results of the analysis. 

 

Table 4 Expected variable influence on the dependent variable, derived from the 
theoretical background section. Including their coding name in the analysis 

4.5 Multicollinearity test – bivariate analysis (Pearson correlation) 

The Pearson correlation (r), also known as the Pearson product-moment correlation 

coefficient, measures how two variables of a dataset are interconnected. While different 

formulas are used for population and sample correlations, the exclusion strategy used 

makes the sample correlation valid. The correlation is computed to discover how the 

independent variables are influencing each other and gives evidence on how 

accountable the significance and impact for different independent variables is. The 

correlation takes values between “0” and “1”, with “1” indicating a perfect correlation. 

To compute the correlation, the test takes n values of a certain variable for a first 

dataset {x1,...,xn} and compares these with the n values of a variable from a second 

dataset {y1,...,yn}. If both sample populations have the same number of observations for 

x and y, which holds true for the sample used, the Pearson correlations can be 

Variable Variable name in regression 

model 

Direction 

𝛽1(Percentage_Ind_Director_Diff) IND_DIR10 Negative 

𝛽2(Same_Board_System_Proxy) SAME_BOARD Positive 

𝛽3(Spamann_Index_Difference) SPAMANN_DIFF Positive 

𝛽4(Djankov_Index_Difference) DJANKOV_DIFF Positive 

𝛽5(Stock_Swap_Proxy) SWAP Negative 

𝛽6(Tender_Offer_Proxy) TOFFER Negative 

𝛽𝟕(Total_Assets_Target_Log) TASSETSLOG Negative 

𝛽𝟖(Debt_Level_target) DEBTLEVEL Negative 

𝛽𝟗(Same_Industry_Proxy) INDUSTRY Positive 

𝛽1𝟎(Time) TIME Positive 
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calculated with the following equation. The null hypothesis states that two variables are 

not interconnected, while a significant correlation between two variables rejects the 

null hypothesis (Bryman and Bell, 2011). 

(15) 

𝑟 =  
𝑛(∑ 𝑥𝑦) − (∑ 𝑥)(∑ 𝑦)

[𝑛 ∑ 𝑥2 − (∑ 𝑥)2] [𝑛 ∑ 𝑦2 − (∑ 𝑦)2]
 

 (16) H0: µ1 = µ2 

(17) H1: µ1 ≠ µ2 

4.6 Ramsey RESET test 

The misspecification test developed by Ramsey (1969) is a tool to detect mistakes in the 

functional form of a proposed test. The original regression formula is expanded with 

the fitted values that reflect the difference between the actual values and the predicted 

values. The assessment is designed to measure whether the linear relationships that are 

assumed between the dependent and non-dependent variables are sufficient to explain 

the impact of independent variables on the dependent variable (Wooldridge, 2012). The 

non-linear relations are computed by different polynomials that are then added to 

construct an expanded regression equation. The following formula includes 

𝛾(fitted_values)², a quadratic polynomial of the fitted values, in the regression model. If 

the linear regression model is suitable to explain the relationships, the fitted value will 

be zero. If the fitted values significantly alter from zero, which is tested with an F-test, 

the model is misspecified. 

 

(18) 
 

𝑃𝑟𝑒𝑚𝑖𝑢𝑚𝐷𝑎𝑦𝑠 =  𝛽0 +  𝛽1(𝐼𝑁𝐷_𝐷𝐼𝑅10) +  𝛽2(𝑆𝐴𝑀𝐸_𝐵𝑂𝐴𝑅𝐷) +  𝛽3(𝑆𝑃𝐴𝑀𝐴𝑁𝑁_𝐷𝐼𝐹𝐹)

+ 𝛽4(𝐷𝐽𝐴𝑁𝐾𝑂𝑉_𝐷𝐼𝐹𝐹) +  𝛽5(𝑆𝑊𝐴𝑃) +  𝛽6(𝑇𝑂𝐹𝐹𝐸𝑅) + 𝛽7(𝑇𝐴𝑆𝑆𝐸𝑇𝑆𝐿𝑂𝐺)
+ 𝛽8(𝐷𝐸𝐵𝑇𝐿𝐸𝑉𝐸𝐿) + 𝛽9(𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌) + 𝛽10(𝑇𝐼𝑀𝐸) +  𝛾(fitted_values)² +  𝜀     

4.7 Breusch-Pagan test for heteroscedasticity 

This test is designed to test for heteroscedasticity in linear regression models 

(Woolridge, 2012). Homoscedasticity, which is the set null hypothesis of the test, is a 

sign for constant variance of the error terms. Traditional OLS regressions assume that 

variances do not vary, meaning that with the sample under observation this has to be 

questioned. Mathematically, the test takes the squared residuals of the original analysis 
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and regresses them on the independent variables41. As soon as the Breusch-Pagan test 

is performed it is decided if the initial regression model has to be adjusted due to a 

heteroscedastic error. If so, robust regression provides a model to alter the assumptions 

initially made with a traditional OLS regression (Woolridge, 2012). Mathematically, the 

squared residuals �̂�2 are obtained from the original regression model: Afterwards, they 

are regressed on the independent variables. 

(19) 

�̂�2 = 𝛾0 + 𝛾1 𝑥 + 𝛾2 𝑥 + 𝛾3 𝑥 + 𝛾4 𝑥 +  𝛾5 𝑥 + 𝛾6 𝑥 + 𝛾7 𝑥 + 𝛾8 𝑥 + 𝛾9 𝑥 +  𝛾10 𝑥+ 𝜀     

An F-Test is used to examine whether the independent variables are significant in 

explaining the squared residuals. If so, the null hypothesis of homoscedasticity can be 

rejected. Concerning the initial model, a confirmation of H1 would make alterations of 

the initial model required. Here, different options exist to include heteroscedastistic-

robust standard errors, that especially make sure that the t-statistics and standard 

errors are in line with the attributes of the data sample. These models are referred to as 

robust regression models (Woolridge, 2012). 

4.8 Robust regression 

Robust regression is used to even out outliers and traits of heteroscedasticity of 

unknown form (Wooldridge, 2012). The way how this differs from the initial method is 

that the robust model obtains heteroscedasticity-robust standard errors. Subsequently 

the test computes a heteroscedasticity-robust t-statistic that diverges from the 

traditional t-statistic of the OLS model (Wooldridge, 2012). The Huber-White standard 

errors are computed with the following formula to provide the heteroscedasticity-

robust standard errors (Kleiber and Zeileis, 2008).  After that the newly obtained 

heteroscedastic standard errors are adopted to calculate the new t-statistics of the 

independent and control variables. 

(20) 

(𝑉𝐴�̂�(𝛽𝑗)̂ = 
∑ �̂�𝑖𝑗

2 𝑢𝑖
2𝑛

𝑖=1

𝑆𝑆𝑅𝑗
2  

 (21) 

𝑡 =
𝑒𝑠𝑡𝑖𝑚𝑎𝑡𝑒𝑠 − ℎ𝑦𝑝𝑜𝑡ℎ𝑒𝑠𝑖𝑧𝑒𝑑 𝑣𝑎𝑙𝑢𝑒

ℎ𝑒𝑡𝑒𝑟𝑜𝑠𝑐𝑒𝑑𝑎𝑠𝑡𝑖𝑐𝑎𝑙𝑙𝑦 𝑟𝑜𝑏𝑢𝑠𝑡 𝑠𝑡𝑎𝑛𝑑𝑎𝑟𝑑 𝑒𝑟𝑟𝑜𝑟𝑠
 

                                                        
41 The test is an F-test with Chi-Square as the test statistic. 
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5 EMPIRICAL FINDINGS 

5.1 Descriptive statistics 

5.1.1 Sample composition by dependent variable 

The dependent variable is heterogeneously distributed, with large deviations among the 

cases. With transaction premiums ranging from around -90% to approximately 160%, 

acquirers are choosing the premiums offered carefully, but also do have a willingness to 

pay for good prospects and a low willingness to pay for poor prospects. The average 

premiums paid vary between about 32% and 26%, whereas the mean value decreases 

while moving towards the announcement date. Table 5 illustrates the descriptive 

statistics for the premiums paid variable. 

Table 5 Descriptive statistics: premium paid overview for all three regression models 
(ODP, FDP, TDP) 

 

Apparent is the sharp increase in average stock prices in the last week before the 

announcement. This can be seen as a sign for increasing stock prices over the four week 

period. Both variance and standard deviations are large compared to the mean values, 

signalling a wide variety of premiums the acquirer is willing to pay, depending on the 

target. The standard deviations over the researched time horizon are otherwise stable 

across the sample. For the whole sample, this development indicates that stock prices 

have been increasing when moving closer to the event date42. The following figure 3 

depicts how the moving stock price of the security, until trading is suspended, is related 

to the premium figures. Over time, larger premium figures signal a decrease in stock 

price, whereas smaller premiums express an increase in price. 

                                                        
42 Only one case was lacking the figure for the TDP, showing an overall good availability of data in the 

databases. The missing value for the TDP can be a result of an offer period shorter than thirty days. 

 N Range Min. Max. 

 

Mean  

(μ) 

Std. 

Deviation  

std(X) 

Variance 

(σ2)  

One_Day 

Premium  
83 238,4 -88,45 149,96 26,28 36,15 1307,32 

Five_Days 

Premium  
83 238,9 -88,40 150,52 30,28 38,45 1478,41 

Thirty_Days 

Premium  
82 250,0 -88,66 161,36 32,26 39,81 1585,49 
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Figure 3 The inverse relationship between the stock price development and premiums 
paid43 for the given time period before the event date (transaction announcement) 

 

It is of interest to take a look at whether the premiums themselves have changed over 

the six-year timeframe (figure 4). Apparently the later the transactions were conducted, 

the higher the premiums tend to be (the trend line in the graphic also confirms this 

development). This is consistent with the theory that acquirers are willing to pay higher 

premiums after the effects of a financial crisis vanish. For the transactions conducted in 

2009, acquirers paid a premium of approximately 15% on average, whereas in 2014, the 

average premiums were over 37%, on average. 

Figure 4 Development of the average paid premiums over time for the years between 2009 
and 2014 (sample period) including a linear trend line 

 

A figure adding a small piece to the analysis is the average difference between the 

lowest premium paid value per case and the highest premium paid value per case. This 

variable explains how much the individual premiums vary over the thirty days period 

and therefore reflects how volatile the stock prices are during the offer period44. For the 

                                                        
43 The price value in the graph is fictional and does only hold as an example.  
44 In fact, it is just an estimate, because there are only three observations over the thirty days timespan. 

More probably, this figure is even larger when one discovers daily premium paid figures for the sample 

cases. 
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case sample at hand this variable is 13,94%, displaying that the volatility of the target 

stocks is not to be underrated. A certain risk for the target shareholders is derived from 

this.  

5.1.2 Sample composition by corporate governance characteristics 

The governance characteristics of the target and acquirer companies are the main focus 

of my work. For my research, four different governance variables are used: one 

concerning the relative influence of independent directors on boards, a second the 

overall board system, a third the shareholder protection (Spamann index) and a fourth 

the creditor rights (Djankov index). The descriptive statistics for the variables used in 

the regression model are presented in table 6. These statistics are broken down in the 

following passages to provide more specific insights. 

Table 6 Descriptive statistics: the four corporate governance variables included in the 
analysis 

 

The percentage of independent directors (𝛽1) does not vary greatly between the 

involved companies. For the target group I observe an average of around 32% 

independent directors; for the acquirer, this figure is 36% (table 7, right column). The 

average for the percentage difference of independent directors is negative, meaning 

that the percentage of independent directors on acquirer boards is slightly (about 4%) 

higher than on the target boards. In two most extreme cases, the variable takes the 

values -0.63 and 0.56, showing a large discrepancy in certain cases. The highest 

                                                        
45 For both the Spamann and the Djankov index, the values for Slovenia, Poland, Russia, Estonia, 

Lithuania, Luxembourg and the British crown dependencies were missing. These are added by individual 

research from different sources on their inherent level of shareholder / creditor protection. Moreover, their 

legal system and geographical attributes are taken into account to form a reliable estimate for the 

mentioned variables.  

 N Range Min
. 

Max
. 
 

Mean  
(μ) 

Std. 
Deviation  

std(X) 

Variance 
(σ2)  

𝛽1 (Percentage_Ind 
Directors_Diff)  

 
83 1,18 -,63 ,56 -,042 ,272 ,074 

𝛽2 (Same_Board 
System_Proxy)  

 
83 1,00 ,00 1,00 ,301 ,461 ,213 

𝛽3 (Spamann45 
Index_Difference) 

 
83 3,00 ,00 3,00 ,698 ,792 ,628 

𝛽4 (Djankov 
Index_Difference) 

83 4,00 ,00 4,00 1,542 1,192 1,422 
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percentage of independent directors for both target and acquirer companies is around 

75%, showing that in some cases the influence of independent directors can be large.  

The second variable concerns the board system (𝛽2). In 30,12% of the cases the target 

and acquirer companies have the same type of board system. The acquirers have, on 

average, larger boards than the targets (table 7). Whereas the average board size of the 

acquirers is around 21 directors, the average board size for targets is 11 directors46. 

Furthermore, acquirers tend to have more independent directors on their boards, 

compared to target companies (7,42 vs. 3,70).  

Table 7 Information on board composition and size for the overall sample of target and 
acquirer companies. Information is provided in absolute average numbers for the size of 
the board and the number of independent directors (left and middle column). The 
percentage of independent directors is provided in the right column  

 
Board Size 

Target Mean 
(absolute) 

 
Board Size 
Acquirer 

Mean 
(absolute) 

 
Number Ind. 

Directors 
Target Mean 

(absolute) 

 
Number Ind. 

Directors 
Acquirer 

Mean 
(absolute) 

 
Percentage 

Ind. Directors 
Target Mean 

(relative) 

 
Percentage 

Ind. Directors 
Acquirer 

Mean 
(relative) 

 
 

11,30 
 

21,41 
 

3,70 
 

7,42 
 

32 % 
 

  36 % 

 

The Spamann and Djankov index differences between acquirer and target companies 

are measured in absolute numbers (table 8). While the shareholder protection (𝛽3) is 

ranked on a scale from zero to six, the creditor rights index (𝛽4) is ranked from zero to 

four. The mean differences in shareholder protection are below one and thus small 

(o,698). For the creditor index, the mean is 1,530, which is a sign that the creditor 

rights differences are larger than the shareholder rights differences for each individual 

takeover case.  

Table 8 Spamann and Djankov index averages per target and acquirer company, including 
the average dispersion between target and acquirer per takeover case  

 
Spamann 

Index Target 
Average 

 
Spamann 

Index 
Acquirer 
Average 

 
Difference 

Average per 
takeover case 

  
Djankov 
Creditor 

Index Target 
Average 

 
Djankov 
Creditor 

Index 
Acquirer 
Average 

 
Difference 

Average per 
takeover case 

 
4,289 

 
4,240 

 
0,698 

  
2,277 

 
2,144 

 
1,530 

 

                                                        
46 This supports the common notion that larger companies are more likely to take over small companies, 

since larger companies have larger boards (Boone et al., 2007). 
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Figure 5 presents the scatterplots for the three independent non-dummy variables and 

information about the standard deviations, variance and potential outliers. The red line 

signals the mean value of the sample population for the distributions shown. In case of 

𝛽1 the plots are homogenously distributed between the values of -0,4 and 0,4. This is 

also in line with the relatively low standard deviation X (0,272). Outliers become 

apparent in cases < -0,4 and > 0,447. For 𝛽3 the difference between the targets and 

acquirers are non-existent (0) or small (1) in most of the cases. As in 𝛽1, outliers exist 

for larger differences. For 𝛽4 the results are different, meaning that especially the 

variance (σ2 = 1,422) is larger. Whereas the observations for the shareholder protection 

index 𝛽3 are closer to the mean, the results for the creditor protection index 𝛽4 are more 

widespread with fewer outliers. 

Figure 5 Scatterplots for the three independent non-dummy variables. On the x-axis the 
observation number is listed (n=83). On the x-axis the values for the individual 
observations are scaled.  

 

5.1.3 Sample composition by transaction characteristics  

To control for non-governance characteristics, different variables are implemented in 

the statistical model. These are a stock swap proxy, a tender offer proxy, the size of the 

target company, which is represented by the logarithm of the total assets, the debt level 

of the target and the industry-relatedness of the acquirer and target.  

                                                        
47 This is the case when the acquirer has a way higher (lower) percentage of independent directors than the 

target.   
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The sample at hand displays a stock swap (𝛽5) percentage of around 30%, noting that 3 

out of 10 target companies are partly or to a full extent paid for in stock. Since the 

percentage of how much of the full transaction price is paid in stock most likely plays a 

role in the perception of the market, the actual percentage will be used in the regression 

analysis. For the sample at hand, 55,4% of the transactions have been preceded by a 

tender offer (𝛽6).The size of the target firm, measured in its total assets (𝛽7), varies 

widely among the sample. The mean is 5,679, i.e. almost exactly in the middle of the 

range. On average, the target companies are having 1.5 times more debt than the value 

of their equity is (𝛽8). Extreme cases have liability-to-equity ratios of over 10. Around 

44,5% of the transactions take place in the same industry environment (𝛽9) (table 9).  

Table 9  Descriptive statistics: the five transaction variables included in the analysis 

 

Figure 6 presents the scatterplots including standard deviations and variances for the 

two non-dummy control variables. 𝛽7, which represents the size of the firm, is 

homogenously distributed between around 5 and 1048. X (1,997) and σ2 (3,991) are a 

sign that the deviation from the sample mean (μ = 5,679) is small.  The scatterplot for 

the debt level of the target (𝛽7) shows a homogenous picture of debt levels between 0 

and 2. Due to extreme outliers, standard deviation X (2,513) and variance σ2 (6,319) are 

relatively large. 

 

                                                        
48 In the original total assets figure of the target (without logarithms) the picture is very much the same, 

but includes four extreme outliers. Whereas the total assets for all other targets range from between 10 

million to 100 million EUR, the four outliers are having values from between 100 million and 1 billion 

EUR. 

 N Range Min. Max. Mean  
(μ) 

Std. 
Deviation  

std(X) 

Variance 
(σ2)  

𝛽5 (Stock_Swap 
Proxy) 

 

83 1,00 ,00 1,00 ,301 ,461 ,213 

𝛽6 (Tender_Offer 
Proxy) 

 

83 1,00 ,00 1,00 ,554 ,500 ,250 

𝛽7 (Total_Assets 
Target_Log) 

 

83 9,38 1,90 11,29 5,679 1,997 3,991 

𝛽8 (Debt_Level 
Target) 

 

79 15,81 ,00 15,81 1,513 2,513 6,319 

𝛽9 (Same_Industry 
Proxy) 

83 1,00 ,00 1,00 ,445 ,500 ,250 
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Figure 6 Scatterplots for the two control non-dummy variables. On the x-axis the 
observation number is listed (n=83). On the x-axis the values for the individual 
observations are scaled 

 

5.1.4 Sample composition by time proxy  

In table 10 I present statistics for the merger cases conducted between 2009 and 2014 

to give an overview of how the absolute amount of transactions per year changed over 

time. At first glance the transaction frequencies in the post-financial crisis setting do 

not vary heavily49: there is a very stable economic M&A environment, with between 

15,7% and 20,5% of the overall sample cases for every year. The highest frequency 

figure is stated for the year 200950. For the year 2014, there are nine sample cases until 

September, which would prospectively add up to 12 cases for 2014. 

 

Table 10 Case observations and frequencies per year for the time horizon observed 

 Frequency Percent Cumulative Percent 

2009 17 20,5 20,5 

2010 15 18,1 38,6 

2011 13 15,7 54,2 

2012 14 16,9 71,1 

2013 15 18,1 89,2 

2014 (until September) 9 10,8 100,0 

Total 83 100,0  

                                                        
49 One could assume that the overall transaction value increases significantly after the crisis due to a 

recovering economy and the willingness of companies to invest in external growth, but there is no evidence 

for this hypothesis. High frequencies of especially large mergers / takeovers between two public listed 

firms, as I do analyse them, do not seem common in post-financial crisis eras. Firms might, before heavily 

investing into larger acquisitions, trying to find smaller takeover targets in the aftermath of financial 

distress even if the economy is recovering. 
50 On the other hand and as presented in figure 4, the premium figure on average increases over time, 

which shows that the premiums needed to be paid for companies were fairly low at some point. Acquirers 

with ample balance sheets might have taken advantage of that situation to buy target shares for a relatively 

low price. 



 

 

40 

5.2 Significant correlations 

The relation of the variables, measured by the Pearson correlation, revelas how two 

variables are interrelated (corr(X,Y)). Appendix 1 presents the Pearson correlations for 

all variables. Most of them show low levels of collinearity, which will likely not affect 

the results. In my study I will focus on those variables that do show a significant 

correlation. These are depicted in table 11. 

Table 11 The four significant Pearson correlations between independent and / or control 
variables, including their correlation prefix and their significance (95% level) 

Correlation  Correlated variables Correlation Significance 
(Pearson) 

 
1) 

 
SAME_BOARD/ DJANKOV_DIFF 

 
-0.478 

 
,000 

2) TOFFER / SWAP -0,309 ,004 

3) TASSETSLOG / SWAP +0,357 ,001 

4) TASSETSLOG / DEBTLEVEL +0,438 ,000 

 

In regard to the SAME_BOARD/DJANKOV_DIFF correlation, the case of correlation 1 

reveals the argument that two companies with an identical board system can also share 

identical legal traits and thus provide similar rules on creditor protection. The prefix of 

the correlation figure assumes that the same board system leads to a reduction in 

creditor right differences. This does not necessarily have an impact on the results, but 

offers more meaning to the inter-relationship of different variables. 

The TOFFER/SWAP correlation points to a relation between the existence of a tender 

offer and the probability of a stock swap. Here, a tender offer is positively related with 

an all-cash bid.  This shows that acquirers that are willing to pay cash for stock are 

more often publishing a tender offer prior to the acquisition. All of the market 

participants receive the offer, which can be seen in different light to an acquisition of a 

controlling block from a single negotiating party.  

A tender offer could also be a proxy for a hostile bid. When this situation arises, the 

acquirer would want to be assured that the free float shareholders would accept the 

offer for the stock. For free float shareholders a stock swap is often less desirable, since 

they do not own the stock to be active investors which are in steady contact with the 

companies executives. The goal of free float shareholders is to collect dividends or 

benefit from any increase in share prices.  
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Similarly, this correlation shows that the possibility of a stock swap increases if there is 

no tender offer, i.e. when the acquisition is channelled through the board of the target 

company. In such a situation, the target board members negotiate with the 

blockholders if a sale of the stocks makes sense for the proposed price and if taking part 

in the newly created company’s prospects is economically beneficial.  

The correlation between TASSETSLOG/SWAP implies a significant relationship 

between the size of a firm, measured as the logarithm of total assets under the target 

firm’s control, and a stock swap. Apparently the probability for a transaction paid at 

least partly in stock increases with the target firm’s size. It is possible to surmise that 

the acquisitions from very large firms come with high costs, and it is possible that the 

retained earnings of the firm might not be sufficient to pay the full acquisition price. 

For example, in alternative financing, the debt financing or equity can be considered as 

payment methods.  

In the fourth correlation between TASSETSLOG/DEBTLEVEL the variables are 

positively correlated, meaning that a larger firm is on average exposed to higher debt 

levels. Larger firms could be able to bear higher debt levels because they are a) “too big 

to fail” or b) on their asset position strong enough to make up for higher debt levels 

without entering a situation of any financial constraint. Larger firms do have a superior 

benefit in regards toward tax shields, and are less likely to go bankrupt in case of higher 

debt levels (Berk and DeMarzo, 2013). 

5.3 Ramsey RESET test 

The Ramsey RESET test for the initial OLS regression is performed with statistical 

software and for all three regression models mentioned above (Wooldridge, 2012). For 

all models, the test confirms a valid indication. A misspecification of the model is 

evident (figure 7). The ODP model is significant on the 5% level, with an F-Score of 

3.29, the FDP model with an F-Score of 4.61 on the 1% level and the TDP with an F-

Score of 4.79 on the 1% level. The test also drops 𝛽3 automatically due to collinearity in 

the model while using squared values of the actual variables. Both a test using the 

squares of the fitted values and a test using squares of the real values show a significant 

relevancy in the tested items51.  

                                                        
51 The Ramsey RESET test for the FDP and TDP models is provided in appendix 2. 
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To check which of the independent variables is responsible for the significance of the 

test, they are removed from the model and the test is repeated. As soon as 𝛽1 is 

removed from the model, the outputs show insignificant results. On the other hand, 

leaving the selected variable in the model and removing other variables from the model 

indicates overall significance of the test. 

Figure 7 Ramsey RESET test with fitted values / powers of independent variables for the 
ODP model, including all variables (1) and without IND_ DIR10 (2). Significant 
test result including IND_DIR10 in (1); no significant test result excluding 
IND_DIR10 (2) 

(1) Ramsey RESET test using powers of the fitted values of ODP 
Ho: model has no omitted variables 
F(3, 65)  = 3.29 
Prob > F = 0.026 

  Ramsey RESET test using powers of the independent variables 
Ho: model has no omitted variables 
F(17, 51) = 2.34 
Prob > F = 0.010 

(2) Ramsey RESET test using powers of the fitted values of ODP 
Ho: model has no omitted variables 
F(3, 66)  = 0.78 
Prob > F = 0.511 

  Ramsey RESET test using powers of the independent variables 
Ho: model has no omitted variables 
F(17, 51) = 1.37 
Prob > F = 0.198 

The misspecification leads to a re-evaluation of the model. To alter the model, the 

squared values of 𝛽1 are added to the initial regression (IND_DIR10SQ) and the 

regression is repeated (a re-run) to show any alteration towards the results52. The 

results of the re-run regression model indicate that the squared values of 𝛽1are still 

significant on a 10% level for the ODP model. The test is also performed for the FDP 

and TDP model, indicating significance on the 10% level for the FDP model and no 

significance for the TDP model53. This leads to the conclusion that an addition of the 

squared variable to the equation will not change the outcomes of the analysis. This will 

be evident in the final robust regression. 

                                                        
52 The Ramsey RESET test does not only focus on the misspecification of one variable, but also on the 

misspecification for the entire model.  
53 The re-run tests for the ODP, FDP and TDP model in the fitted value setting is provided in appendix 4. 
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5.4 Breusch-Pagan test for heteroscedasticity 

To test for heteroscedasticity, a Breusch-Pagan test is performed (Wooldridge, 2012). 

The initial reason for running the test is to investigate an informal observation in both 

the histogram of the standardized regression residuals and the scatterplot of the 

standardized residuals / standardized predicted values (figure 8). In the case of 

homoscedasticity, the histogram would show a balanced distribution of bars below the 

indicated graph and the scatterplot an even distribution of plots. In the case of figure 8, 

the histogram shows stronger association of a normal distribution but also a lesser 

amount of elements for the standardized residuals between 0 and -0.5. For the 

scatterplot, the observations are not evenly distributed, giving a first graphical 

indication towards a heteroscedastic problem. Following these first observations the 

Breusch-Pagan test is used to omit or accept the presence of heteroscedasticity in the 

model.  

Figure 8 Histogram: regression standardized residual vs. dependent variable frequency for 
the sample variables. Mostly evenly distributed bars, except for the standardized 
residuals between -0.5 and 0. Scatterplot: regression standardized residual vs. 
standardized predicted values for the sample variables. Unevenly distributed 
plots with outliers 

 

The test results themselves are significant on a 5% level, displaying that the null 

hypothesis of homoscedasticity is rejected and a heteroscedasticity is evident (figure 9). 

I conclude that the traditional OLS model is not suitable for the analysis of the sample. 

Therefore, the traditional assumptions made in an OLS regression are ruled out and a 

robust regression methodology is used for the final analysis. 

 

 

 



 

 

44 

Figure 9 Test result for the Breusch-Pagan test including all independent variables. 
Significant test result on a 5% level 

Breusch-Pagan / Cook-Weisberg test for heteroskedasticity 
Ho: Constant variance 

 
Variables: IND_DIR10 SAME_BOARD SPAMMAN_DIFF DJANKOV_DIFF SWAP 
TOFFER TASSETSLOG DEBTLEVEL INDUSTRY TIME 

 
chi2(10) = 18.37 
Prob > chi2 = 0.049 

5.5 Robust regression results 

At this point only the regression model for the ODP is presented. Since the previous 

tests signals evidence of heteroscedasticity and misspecification, the initial model is 

adapted to the findings using a robustness check, since it relaxes the assumptions made 

in the traditional model. This counts especially in regards to the treatment of outliers 

and heteroscedasticity. For the ODP model the governance characteristics are 

significant, even after checking for robustness. Also the time proxy 𝛽10indicates a high 

level of significance. All three models are similarly built and the changes over time 

observed will be analysed in later on. The first table noted in appendix 5 shows the 

output for the ODP model, implying an R-Square of 0.3339. The adapted final 

regression results for the FDP and ODP model are found on the same page.  

5.5.1 Corporate governance characteristics 

All corporate governance characteristics are significant in the ODP model. However, 

the shareholder protection and the creditor protection index are not as significant in 

the TDP model. When looking at the timely development of statistical significances, the 

influence of 𝛽1 decreases when moving towards the announcement date. For the other 

variables (𝛽2, 𝛽3, 𝛽4) the significance increases when moving towards the 

announcement date.  

The indicated relationship between all corporate governance variables (except 𝛽1 ) and 

the dependent variable is positive. 𝛽1 indicates that the higher the percentage of 

independent directors who sit on the corporate board of the target (compared to the 

acquirer board), the lower the premium. Alongside, acquirer and target companies who 

share similar board structures produce higher premiums than companies that contain 

differing corporate board structures. After all, an acquirer is willing to pay a larger 

premium for target company shares if the difference in both shareholder and creditor 
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protection is of larger concern. The findings concerning the corporate governance 

characteristics are summarized below in table 12. 

Table 12 One day premium regression significances and coefficients for the independent 
governance characteristics summarized over time  

  
Thirty 
days 

premium 

 
Five days 
premium 

 
One day 
premium 

 
Thirty 
days 

premium 

 
Five days 
premium 

 
One day 
premium 

 Significance Coefficient 

(𝛽1) IND_DIR10 0.006 0.009 0.010 -5.480 -4.585 -4.407 

(𝛽2) SAME_BOARD 0.014 0.008 0.003 24.784 26.739 24.468 

(𝛽3) SPAMANN_DIFF 0.110 0.060 0.080 9.834 11.318 8.582 

(𝛽4)DJANKOV DIFF 0.136 0.066 0.079 6.639 7.652 6.741 

5.5.2 Transaction characteristics 

For the transaction characteristics there are no significances to observe (table 13). The 

influences of 𝛽5, 𝛽6 and 𝛽9 can almost safely be rejected, whereas there are question 

marks concerning 𝛽7 and 𝛽8. In the case of the firm size (𝛽7) there seems to be a 

development that the variable becomes more important when moving towards the 

announcement date. Its negative influence is shown to increase over time. Here, the 

larger the firm the lower the premiums. For 𝛽8, the debt level of the target, the 

significance and coefficient diminishes over time. 

Table 13 One day premium regression significances and coefficients for the transaction 
characteristics summarized over time  

 Thirty 

days 

premium 

Five days 

premium 

One day 

premium 

Thirty 

days 

premium 

Five days 

premium 

One day 

premium 

 Significance Coefficient 

(𝛽5) SWAP 0.882 0.972 0.882 -1.704 -0.372 -1.325 

(𝛽6) TOFFER 0.806 0.506 0.351 -2.426 -6.021 -7.659 

(𝛽7) TASSETSLOG 0.206 0.137 0.105 -2.800 -3.510 -3.477 

(𝛽8) DEBTLEVEL 0.110 0.145 0.285 -3.416 -3.047 -2.223 

(𝛽9) INDUSTRY 0.331 0.238 0.366 8.238 9.454 6.384 

5.5.3 Time proxy 

The time proxy is significant on different levels (10% and 5%) and maintains its positive 

coefficient over time (table 14). This underlines the idea of higher premiums in post-

financial crisis periods. The highest significance is evident in the ODP model - 

signalling the relative importance of a stable economy right before the event date.  
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Table 14 One day premium regression significances and coefficients for the time variable 
summarized over time  

  
Thirty days 

premium 

 
Five days 
premium 

 
One day 
premium 

 
Thirty 
days 

premium 

 
Five days 
premium 

 
One day 
premium 

 Significance Coefficient 

(𝛽10) TIME 0.053 0.095 0.031 4.810 3.856 4.864 

5.5.4 Initial hypothesis testing 

When testing the hypothesis in connection to the results of the analysis it is evident that 

H0 can almost safely be rejected and H1 accepted. All corporate governance variables 

are important to note throughout the analysis. I support the premise that corporate 

governance can play a role in terms of the evaluation of premiums paid for large 

portions of stock in a takeover case. The R-square itself leaves ample space for 

speculation, especially when there is the potential for business growth or the inclusion 

of performance figures. 

 

Overall the whole model gives supportive credibility. Concerning the transaction 

characteristics that are used as control variables, there is only one variable (the debt 

level) showing credibility in two of the three regression models. The stock swap proxy, 

the tender offer proxy, the size of the target firm (even if this variable is on the verge of 

being significant on the 10% level) and the industry proxy offer no credibility to any 

claim of support. The results also accept the influence of a stable economic 

environment. 
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6 DISCUSSION AND CONCLUSIONS 

In this section, the results will be discussed in regards to the implications made from 

the theoretical and the methodology section. Furthermore, certain limitations in my 

results will hopefully introduce further inquiry and research toward the subject matter. 

I will present a final conclusion to the subject of corporate governance practices in 

relation to M&A activity.  

6.1 Discussion 

6.1.1 Overall regression results 

The overall robust regression confirms the belief that corporate governance is a driver 

for paid premiums and rejects the null hypothesis that governance features do not 

determine premiums paid in takeover cases. All three models (ODP, FDP, TDP) 

support the influence of the time proxy 𝛽10. Although the results may not provide all of 

the factors associated to the premiums paid, there is evidence that corporate 

governance is influential to a greater degree. In oppose to the power of corporate 

governance, the attributes of the transaction seem to play a more subservient role. In 

the statistical analysis it is found that the transaction variables are not significant 

premium drivers, although the size of the firm and the debt level seem to be somewhat 

related to the premiums paid. This assumption is especially noted when looking at the 

development of its significance over time. 

Compared to the survey by McKinsey & Company (2002), in which the investors were 

willing to pay 12% - 14% for good corporate governance in European markets, my 

analysis lends support to the premiums surveyed by this group. With average overall 

premiums paid between 26% and 32%, as evidenced in the three models, and R-

Squared values of around 33 %, premiums between 8,5% and 10,5% can be explained 

by the independent variables used. Although the conducted analysis has a different 

time horizon and methodological setting than the McKinsey survey, the model 

subsequently explains parts of the premiums that investors are willing to pay for 

corporate governance in an M&A transaction. 
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6.1.2 Corporate governance characteristics 

I will begin this inquiry by using the statistical results and comparing them to the 

theoretical assumptions made. 𝛽1 is found to be significant in the analysis, with a 

negative coefficient. This confirms the “gatekeeper-theory” developed by Kirkbride and 

Letza (2005). It is possible that the reason why the coefficient is not positive is that the 

independent directors on a firms’ board do not necessarily have the power needed to 

influence the performance of a firm when a transaction is negotiated (Krivogorsky, 

2006). Especially after a transaction was conducted, most board members are often 

replaced with new directors. Therefore, I accept the directional implication made in 

table 454.  

There are two possible explanations for this observation: either 𝛽1 follows the general 

way of decreasing premiums due to increasing stock prices when moving towards the 

announcement date, or the independent directors on the target board become “less 

important”. One could think of a situation in which the independent directors of the 

target board are trying to save their positions and oppose the transaction, but are 

overruled by their shareholders over time. In that case, the influence of the 

independent directors in the target board would diminish, as evident in the statistical 

model. Another possible assumption is that 𝛽1 does not follow a linear shape. As the 

Ramsey RESET test stated, the misspecification in the model was due to 𝛽1, leading to 

some question marks concerning this variable. 

For the corporate board system proxy, a positive relation was predicted and is 

confirmed by the analysis. The idea that lower transaction and/or adoption costs are 

experienced when the acquirer and the target have the same board system is a result 

that was predicted. In both economic theory and practical evidence, it is apparent that 

this assumption holds: an acquirer with a certain board system most likely pays lower 

premiums for a target with a different board system. This also reinforces the notion 

that corporate governance systems are different and that convergence is indeed limited 

in European markets, as stated by Wojcik (2006). Even if the European Union tries to 

implement supranational legislation, there is still the apparent belief in the stock 

markets that different board and legal systems are imposing certain costs in post-

takeover integration processes. 

                                                        
54 Note that the implied coefficient decreases when moving towards the final transaction date. 
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Differences in shareholder protection do significantly drive paid premiums upward, 

resulting in the theory that the acquirer pays for improvement space. Even if the 

sample did not divide full and partial takeovers (rather it only took cases into account 

where the acquirer gains control of the target), it is revealed that the spill-over by law 

hypothesis and the spill-over by control hypothesis can also be accepted for this 

sample, together with the bootstrapping effect. The negative spill-over by law 

hypothesis can neither be rejected nor accepted, since the analysis did take the absolute 

deviation of target and acquirer shareholder protection into account. The theory 

implying that too large differences in shareholder protection reduce premiums cannot 

be accepted. Due to rather developed markets this scenario may be prevalent in the 

European sample, but it may not apply in newer developing markets. 

The creditor rights index results follows an identical view and enforces the same idea as 

the shareholder protection results. In a rather homogenous legal environment, 

acquirers pay for divergence, so they can extract benefits by reinforcing the creditor 

protection after the transaction has been conducted. The variable is not significant for 

the thirty days model but becomes important when moving closer to announcement 

date. It is possible to view the point that some transactions are not only paid in stock or 

cash, but are debt-financed. This capital is at risk in firms that are highly leveraged, 

especially in non-perfect markets.  

6.1.3 Transactions characteristics 

The theory concerning the stock swaps is that a stock swap decreases the premiums 

paid because it involves the target shareholders in the newly created businesses 

success. This can be a sign of less commitment to the target firm by the acquirer side. It 

is also pointed out that stock payments are typical for firms with financial constraints 

(Faccio and Masulis, 2005).  

Nevertheless, all of these assumptions do not seem to have any influence on the 

premiums that are paid for the firm. One explanation is that the financial constraint of 

the acquirer is already priced in the acquirers stock and does not necessarily influence 

the target stock until the transaction is announced. Another reason can be that markets 

are efficient, meaning that target shareholders that are paid in stock can rapidly sell the 

stock of the acquirer company and create cash by themselves. 
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The tender offer proxy is not significant in any of the models. It is interesting to view 

how the significance develops: for the TDP, the variable is not significant with a value 

of 0.806; for the ODP, it is not significant with a value of 0.351, demonstrating that the 

significance sharply increases when moving towards the announcement. This 

development offers an explanation about the nature of a tender offer: a tender offer is 

made as soon as a company decides to buy a significant amount of stocks. One possible 

explanation for this is that a company commences in purchasing shares in the open 

market, and as soon as the threshold is met publishes the tender offer. The offering 

window could also be open just for a limited amount of time. This could be seen 

especially when the acquirer only has to deal with few blockholders of the targeted 

company. Nevertheless, the variable is still insignificant, revealing that the tender offer 

is not necessarily given as something undesirable, even though the coefficients are 

negative. It appears that the notice of the tender offer’s announcement is based entirely 

upon a legal necessity.  

The size of the firm has a negative, though insignificant impact upon the dependent 

variable. As indicated by literature (Moeller et al., 2004), larger firms do, on average, 

tend to create boundaries in regard to the success of a merger which is implied by the 

prefix. Even when noticing that the variable gains influence over time, the size of the 

target firm does not seem to create obstacles to the success of the takeover.  

The debt level of the target firm is negative, though insignificant. Here, a possible 

explanation is that the debt level (and therefore both the probability of bankruptcy and 

the benefits of debt) is already priced in the stock price of the target. The significance of 

the variable decreases over time, implying that the further the process moves on, the 

less concerned the stock market is with the debt of the company.  

The industry-relatedness of the acquirer and target companies is not relevant for the 

determination of the premium paid. In general this result is stable over the time period 

as analysed in the study. Although the results entail a positive coefficient, this relaxes 

the assumption that related companies, e.g. those active horizontal mergers, are 

creating larger benefits for all parties. This opposes the results of Martynova and 

Renneboog (2003), who find evidence that industry-relatedness does matter. However, 

Martynova and Renneboog use cumulative abnormal returns in their study which also 

observe stock price developments after the transaction has been announced.  
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6.1.4 Time proxy 

The influence of the time proxy can be confirmed and is evident in all three models. 

This confirms the hypothesis that companies are willing to pay higher premiums in 

economically stable times and are less willing to pay higher premiums in economically 

unstable times. Combined with the descriptive observation of figure 4 and comparing 

them with the means of premiums paid in the three models, it could even be that 

companies “underpay” in economically unstable and overpay in economically stable 

times. This theory leaves room for further investigation and research. 

6.2 Limitations 

Limitations to my results are indeed needed: First of all, the dependent variable is not 

exclusively reliable in its overall meaning. There might be a situation in which the 

premium contains an overreaction of the market and is subject to a bias. A second issue 

could be that the value of certain corporate governance practices is already included in 

the share price. This cannot be observed, since share prices and premiums are 

separated. 

Furthermore, there might be an issue of asymmetric information. Even if the general 

theoretic view is that all information available is priced, the way how corporate 

governance is altered in the aftermath of a transaction is partly speculative, mainly due 

to a certain level of choice when designing a governance structure. The corporate board 

of a target company could for example negotiate the inclusion of some of the targets 

boards’ directors into the newly created company’s board. This information is however 

not public before the transaction is announced. 

In the changing world of financial interpretation the post-financial crisis stock markets 

may furthermore adapt to newer indices or factors that will change the existing ways of 

determining the final premium paid. Certain economic features in a post-financial 

crisis period change the investor’s perception of what is currently important for a firm. 

Growth prospects, for example, could be valued less, shifting the focus of the 

investment analysis to harder factors, such as profitability. This could change in the 

future, stressing that my analysis should be respected as valid for the observed time 

period only. From an economic standpoint, it is questionable if the premiums paid for 

governance are a measurement that would provide a benefit for all parties involved and 

promote corporate governance practices for the long-term. Although the hypothesis can 
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be properly presented, there is no assurance that a M&A transaction overcomes certain 

harmful corporate governance practices.  

Another limitation concerns the overall availability of transaction data, since the total 

number of transactions can be limited in certain market regions in the world. When 

compared to the US (and in the UK) where markets are shareholder-oriented, which in 

turn can promote M&A activity, the European M&A landscape is rather limited in 

volume. In continental Europe, there are far fewer transactions conducted than in the 

US and / or the UK, which limits the pool of sample cases. Also, a transaction is always 

unique and differs from the average traits of a large transaction pool that can only be 

statistically described with generalizations. Thus there exists a constraint that is 

marked by the direct transfer of my results to a sample set in another market 

environment, which should be avoided. For my sample, the results obtained are 

considered valid, but as a peer reference for all takeover cases they are not suitable. 

The corporate governance indices used are, to my knowledge, the most updated 

versions of the indices. Nevertheless these are updated in 2009, meaning that changes 

in shareholder protection which incurred after 2009 are not represented in the given 

model. For my conclusive findings, non-distinguishable results could mean that there is 

some convergence in corporate governance standards, at least in the minds of 

investors. 

6.3 Further research opportunities 

There are extensive opportunities to further investigate the influence of corporate 

governance characteristics on the premiums paid by acquirers. Different time horizons, 

geographical choices and legal systems other than the ones chosen in this analysis 

might produce different results that diverge from the ones made here and therefore 

provide extensive research opportunities. One could also further investigate the 

governance choice models that are legally implemented in some of the European 

countries and investigate their special influence on the premiums paid. Another idea is 

to further investigate the role of the independent directors in a statistical context. This 

analysis produced partly ambiguous results concerning this variable, leaving room for 

further investigation. Also, to include daily premiums (or moving averages) and 

premiums for a different time horizon into the analysis would give more scope to the 

topics at hand.  
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It would also be beneficial for conclusive research in corporate governance to obtain 

new post-financial crisis shareholder protection indices. As known, different legal 

enactments have been implemented after 2009, most obviously the Dodd-Frank Wall 

Street Reform as well as several EU regulations55 (Ferran et al., 2012). The impact of 

these regulations on shareholder and creditor protection in different countries would 

add a puzzle piece to the usefulness of corporate governance indices. Another point 

with considerable influence into this study would be to include the missing corporate 

governance variables leading to the final premium figure on the announcement date. 

This model took ten examined variables, whereas four of these are accounted as 

corporate governance variables. To find all corporate governance variables explaining 

the premiums would be an extensive goal for further research56.  

On a final note, another interesting opportunity for further research is provided by the 

relation of the size of a firm, the debt level and the probability of a stock swap. For M&A 

research, it would be important to discover if larger firms, that are also financially 

constrained, are continue using stock swaps as a payment method. This would shed 

more light on the intrinsic value of debt in the case of large companies and the “too big 

to fail” theory. 

6.4 Final conclusion 

According to my analysis, corporate governance can be seen as a driver for stock 

premiums when investigating the data presented in my study. The influence of 

corporate governance is not solely responsible for the determination of the premium 

paid, but can be a contributing factor. My work should therefore be able to shift the 

notion towards the idea that investors will pay for current governance features or for 

the possible improvements they can make. Finally, corporate governance practices can 

influence the acquirers’ willingness to pay for acquisition targets in takeovers.  

                                                        
55 Already during the financial crisis period the European Commission issued green papers that were 

designed to open up the discussion about certain topics that were influential in the financial crisis. On the 

2nd of June, 2010, the green paper with the title “Corporate governance in financial institutions and 

remuneration policies” (The European Commission, 2010) was published. It was followed by a green paper 

on “Audit Policy: Lessons from the crisis” (The European Commission, 2010-2) on the 13th of October 

2010.    
56 To statistically take all variables into account that wholly explain the willingness of acquirers to pay for 

certain governance attributes is impossible. Nevertheless, it would be beneficial to both academics and 

businesses if research could discover all the drivers that influence the acquirer’s willingness to pay in terms 

of corporate governance.  
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APPENDIX 1 PEARSON CORRELATIONS FOR ALL INDEPENDENT VARIABLES, 2-TAILED TEST RESULTS, 
SIGNIFICANT CORRELATIONS FOR (1) SAME_BOARD / DJANKOV_DIFF; (2) TOFFER / SWAP; (3) TASSETSLOG / 
SWAP; (4) TASSETSLOG / DEBTLEVEL 
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APPENDIX 2 RAMSEY RESET TESTS USING FITTED VALUES FOR THE 
FDP (UPPER TEST) AND TDP MODEL (LOWER TEST), BOTH DEPICTING 
SIGNIFICANT TEST RESULTS AND AS SUCH REJECTING THE NULL 
HYPOTHESIS OF NON MISSPECIFICATION 

 

Ramsey RESET test using powers of the fitted values of FDP 
Ho: model has no omitted variables 
F(3, 65)  = 4.61 
Prob > F = 0.005 

  Ramsey RESET test using powers of the fitted values of TDP 
Ho: model has no omitted variables 
F(3, 64) = 4.79 
Prob > F = 0.004  
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APPENDIX 3 REGRESSION ANALYSIS RE-RUN AFTER 
MISSPECIFICATION ERROR WITH SQUARED VALUES OF 𝜷𝟏 ADDED FOR 
THE FDP (UPPER) AND TDP (LOWER) MODEL  

 
 

 
 

 

                                                                              

       _cons    -2.299987     17.542    -0.13   0.896    -37.31396    32.71399

        TIME     5.147653    2.13616     2.41   0.019     .8838598    9.411447

    INDUSTRY     9.183768   7.646602     1.20   0.234    -6.078913    24.44645

   DEBTLEVEL    -1.973898   1.667614    -1.18   0.241    -5.302471    1.354674

  TASSETSLOG    -3.216543   2.108662    -1.53   0.132    -7.425449    .9923634

      TOFFER    -8.308131   7.765037    -1.07   0.288    -23.80721    7.190947

        SWAP    -4.125046   8.924669    -0.46   0.645    -21.93876    13.68867

DJANKOV_DIFF     7.161536   3.387406     2.11   0.038     .4002456    13.92283

SPAMANN_DIFF     11.34645   5.458402     2.08   0.041     .4514326    22.24146

  SAME_BOARD     27.14299   9.153625     2.97   0.004     8.872284    45.41371

 IND_DIR10SQ     .7868097    .445307     1.77   0.082    -.1020268    1.675646

   IND_DIR10    -4.115448   1.331681    -3.09   0.003    -6.773494   -1.457402

                                                                              

         ODP        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

       Total    102094.378    78  1308.90229           Root MSE      =  31.142

                                                       Adj R-squared =  0.2590

    Residual    64979.8178    67  969.848027           R-squared     =  0.3635

       Model    37114.5606    11  3374.05096           Prob > F      =  0.0007

                                                       F( 11,    67) =    3.48

      Source         SS       df       MS              Number of obs =      79

                                                                              

       _cons    -.0763057   18.65914    -0.00   0.997    -37.32011    37.16749

        TIME      4.14344   2.272199     1.82   0.073    -.3918883    8.678769

    INDUSTRY     12.29909   8.133567     1.51   0.135     -3.93558    28.53376

   DEBTLEVEL    -2.793964   1.773815    -1.58   0.120    -6.334513    .7465847

  TASSETSLOG    -3.245935   2.242949    -1.45   0.153    -7.722881    1.231011

      TOFFER    -6.680869   8.259544    -0.81   0.421    -23.16699     9.80525

        SWAP    -3.217752   9.493027    -0.34   0.736    -22.16591    15.73041

DJANKOV_DIFF     8.078824   3.603129     2.24   0.028     .8869479     15.2707

SPAMANN_DIFF     14.12711   5.806014     2.43   0.018     2.538262    25.71597

  SAME_BOARD     29.45745   9.736563     3.03   0.004     10.02318    48.89171

 IND_DIR10SQ     .7996981   .4736659     1.69   0.096     -.145743    1.745139

   IND_DIR10    -4.289156   1.416487    -3.03   0.003    -7.116476   -1.461835

                                                                              

         FDP        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

       Total    116350.286    78  1491.67033           Root MSE      =  33.126

                                                       Adj R-squared =  0.2644

    Residual      73519.69    67  1097.30881           R-squared     =  0.3681

       Model    42830.5955    11   3893.6905           Prob > F      =  0.0006

                                                       F( 11,    67) =    3.55

      Source         SS       df       MS              Number of obs =      79

                                                                              

       _cons    -3.155146   19.96807    -0.16   0.875    -43.02269     36.7124

        TIME     5.098138   2.395142     2.13   0.037     .3160819    9.880194

    INDUSTRY     11.05173   8.656384     1.28   0.206    -6.231302    28.33476

   DEBTLEVEL    -3.162529   1.868755    -1.69   0.095    -6.893618    .5685601

  TASSETSLOG    -2.536169   2.358762    -1.08   0.286    -7.245589    2.173252

      TOFFER    -3.064929   8.827467    -0.35   0.730    -20.68954    14.55968

        SWAP    -4.523533   10.01259    -0.45   0.653    -24.51431    15.46725

DJANKOV_DIFF     7.121648   3.804749     1.87   0.066    -.4747777    14.71807

SPAMANN_DIFF     12.63368    6.12767     2.06   0.043     .3993916    24.86797

  SAME_BOARD     27.49741   10.27781     2.68   0.009     6.977093    48.01772

 IND_DIR10SQ     .7949715   .4975575     1.60   0.115     -.198434    1.788377

   IND_DIR10    -5.183724   1.498549    -3.46   0.001    -8.175672   -2.191775

                                                                              

         TDP        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

       Total    124875.957    77  1621.76567           Root MSE      =  34.796

                                                       Adj R-squared =  0.2534

    Residual    79909.1908    66  1210.74531           R-squared     =  0.3601

       Model    44966.7657    11  4087.88779           Prob > F      =  0.0010

                                                       F( 11,    66) =    3.38

      Source         SS       df       MS              Number of obs =      78

> EL INDUSTRY TIME
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APPENDIX 4 RESULTS FOR THE ODP (UPPER), FDP (MIDDLE), AND 
TDP (LOWER) MODEL PROPOSED IN SECTION 5.2.  

 
 

 

 

                                                                              

       _cons     9.526218   16.46593     0.58   0.565    -23.33103    42.38347

        TIME     4.864595   2.163124     2.25   0.028     .5481471    9.181042

    INDUSTRY     6.384156   7.596455     0.84   0.404    -8.774335    21.54265

   DEBTLEVEL    -2.223292   1.687356    -1.32   0.192    -5.590359    1.143776

  TASSETSLOG    -3.476856   2.136076    -1.63   0.108    -7.739329     .785617

      TOFFER    -7.659069    7.87643    -0.97   0.334    -23.37624    8.058102

        SWAP    -1.325554   8.918881    -0.15   0.882     -19.1229     16.4718

DJANKOV_DIFF      6.74135   3.431364     1.96   0.054    -.1058298    13.58853

SPAMANN_DIFF     8.581632   5.310262     1.62   0.111    -2.014832     19.1781

  SAME_BOARD      24.4681   9.167335     2.67   0.010     6.174966    42.76123

   IND_DIR10    -4.406678     1.3419    -3.28   0.002    -7.084398   -1.728958

                                                                              

         ODP        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

       Total    102094.378    78  1308.90229           Root MSE      =  31.625

                                                       Adj R-squared =  0.2359

    Residual    68007.5959    68   1000.1117           R-squared     =  0.3339

       Model    34086.7825    10  3408.67825           Prob > F      =  0.0012

                                                       F( 10,    68) =    3.41

      Source         SS       df       MS              Number of obs =      79

                                                                              

       _cons     11.94362    17.4806     0.68   0.497    -22.93838    46.82562

        TIME     3.855745   2.296422     1.68   0.098    -.7266939    8.438184

    INDUSTRY     9.453617    8.06457     1.17   0.245    -6.638982    25.54622

   DEBTLEVEL    -3.047443   1.791336    -1.70   0.093    -6.621998    .5271121

  TASSETSLOG    -3.510512   2.267707    -1.55   0.126    -8.035651    1.014626

      TOFFER    -6.021175   8.361797    -0.72   0.474    -22.70688    10.66453

        SWAP     -.372402   9.468487    -0.04   0.969    -19.26647    18.52167

DJANKOV_DIFF     7.651755   3.642814     2.10   0.039     .3826331    14.92088

SPAMANN_DIFF     11.31701   5.637495     2.01   0.049     .0675628    22.56646

  SAME_BOARD     26.73873   9.732251     2.75   0.008     7.318328    46.15914

   IND_DIR10    -4.585156   1.424592    -3.22   0.002    -7.427884   -1.742427

                                                                              

         FDP        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

       Total    116350.286    78  1491.67033           Root MSE      =  33.573

                                                       Adj R-squared =  0.2444

    Residual    76647.4739    68  1127.16873           R-squared     =  0.3412

       Model    39702.8116    10  3970.28116           Prob > F      =  0.0009

                                                       F( 10,    68) =    3.52

      Source         SS       df       MS              Number of obs =      79

                                                                              

       _cons      8.83282   18.71803     0.47   0.639    -28.52852    46.19416

        TIME     4.810078   2.415865     1.99   0.051    -.0120084    9.632164

    INDUSTRY     8.237636   8.572959     0.96   0.340    -8.874062    25.34933

   DEBTLEVEL    -3.415986   1.883463    -1.81   0.074    -7.175394    .3434218

  TASSETSLOG    -2.800347    2.38007    -1.18   0.244    -7.550986    1.950292

      TOFFER    -2.426051   8.920009    -0.27   0.786    -20.23046    15.37836

        SWAP    -1.704502   9.969465    -0.17   0.865    -21.60364    18.19463

DJANKOV_DIFF     6.693085    3.83901     1.74   0.086    -.9696115    14.35578

SPAMANN_DIFF     9.834133   5.939467     1.66   0.102    -2.021093    21.68936

  SAME_BOARD     24.78434   10.25336     2.42   0.018     4.318548    45.25013

   IND_DIR10    -5.479811   1.504179    -3.64   0.001    -8.482165   -2.477457

                                                                              

         TDP        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

       Total    124875.957    77  1621.76567           Root MSE      =  35.197

                                                       Adj R-squared =  0.2361

    Residual    82999.9804    67  1238.80568           R-squared     =  0.3353

       Model    41875.9761    10  4187.59761           Prob > F      =  0.0013

                                                       F( 10,    67) =    3.38

      Source         SS       df       MS              Number of obs =      78
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APPENDIX 5 RESULTS FOR THE FINAL ODP, FDP AND TDP MODEL 
INCLUDING ROBUST STANDARD ERRORS. THE MODEL WAS REVISED 
AFTER TESTING FOR MISSPECIFICATION ERRORS 

 

                                                                              

       _cons     9.526218   13.26014     0.72   0.475    -16.93398    35.98642

        TIME     4.864595   2.204544     2.21   0.031     .4654963    9.263693

    INDUSTRY     6.384156   7.014038     0.91   0.366     -7.61214    20.38045

   DEBTLEVEL    -2.223292    2.06483    -1.08   0.285    -6.343595    1.897012

  TASSETSLOG    -3.476856   2.115123    -1.64   0.105    -7.697518    .7438061

      TOFFER    -7.659069   8.154775    -0.94   0.351    -23.93167    8.613532

        SWAP    -1.325554   8.892812    -0.15   0.882    -19.07088    16.41978

DJANKOV_DIFF      6.74135   3.775438     1.79   0.079    -.7924194    14.27512

SPAMANN_DIFF     8.581632   4.824132     1.78   0.080    -1.044774    18.20804

  SAME_BOARD      24.4681   8.000192     3.06   0.003     8.503963    40.43223

   IND_DIR10    -4.406678   1.663161    -2.65   0.010    -7.725465   -1.087891

                                                                              

         ODP        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                             Robust

                                                                              

                                                       Root MSE      =  31.625

                                                       R-squared     =  0.3339

                                                       Prob > F      =  0.0001

                                                       F( 10,    68) =    4.30

Linear regression                                      Number of obs =      79

                                                                              

       _cons     11.94362   15.67719     0.76   0.449    -19.33973    43.22697

        TIME     3.855745   2.279972     1.69   0.095    -.6938688    8.405359

    INDUSTRY     9.453617   7.941076     1.19   0.238    -6.392554    25.29979

   DEBTLEVEL    -3.047443   2.068561    -1.47   0.145    -7.175193    1.080306

  TASSETSLOG    -3.510512   2.331895    -1.51   0.137    -8.163737    1.142712

      TOFFER    -6.021175   9.000471    -0.67   0.506    -23.98134    11.93899

        SWAP     -.372402    10.4472    -0.04   0.972    -21.21947    20.47467

DJANKOV_DIFF     7.651755   4.096931     1.87   0.066    -.5235436    15.82705

SPAMANN_DIFF     11.31701   5.925347     1.91   0.060    -.5068367    23.14086

  SAME_BOARD     26.73873   9.833043     2.72   0.008     7.117202    46.36026

   IND_DIR10    -4.585156   1.702052    -2.69   0.009    -7.981547   -1.188764

                                                                              

         FDP        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                             Robust

                                                                              

                                                       Root MSE      =  33.573

                                                       R-squared     =  0.3412

                                                       Prob > F      =  0.0036

                                                       F( 10,    68) =    2.98

Linear regression                                      Number of obs =      79

                                                                              

       _cons      8.83282   14.48016     0.61   0.544    -20.06971    37.73535

        TIME     4.810078   2.437895     1.97   0.053    -.0559808    9.676137

    INDUSTRY     8.237636   8.411622     0.98   0.331    -8.552033     25.0273

   DEBTLEVEL    -3.415986   2.107423    -1.62   0.110     -7.62242    .7904479

  TASSETSLOG    -2.800347   2.195043    -1.28   0.206    -7.181671    1.580976

      TOFFER    -2.426051   9.865159    -0.25   0.806    -22.11699    17.26489

        SWAP    -1.704502   11.39795    -0.15   0.882     -24.4549    21.04589

DJANKOV_DIFF     6.693085    4.43253     1.51   0.136    -2.154281    15.54045

SPAMANN_DIFF     9.834133   6.067041     1.62   0.110    -2.275731      21.944

  SAME_BOARD     24.78434   9.871728     2.51   0.014     5.080285    44.48839

   IND_DIR10    -5.479811   1.921352    -2.85   0.006    -9.314846   -1.644776

                                                                              

         TDP        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                             Robust

                                                                              

                                                       Root MSE      =  35.197

                                                       R-squared     =  0.3353

                                                       Prob > F      =  0.0024

                                                       F( 10,    67) =    3.14

Linear regression                                      Number of obs =      78


