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Abstract:  I analyze CEO incentives to negotiate shared control in the post-merger 
governance of the surviving firm.  In order to do this, I study abnormal returns in a sample 
of “mergers of equals” transactions in which the two firms are approximately equal in post-
merger board representation.  These transactions are friendly mergers generally 
characterized by pre-merger negotiations that result in both greater shared control (board 
and management) and more equal sharing of merger gains between the two firms.  On 
average, the value created measured by combined event returns is no different between 
mergers of equals and a matched sample of transactions.  However, target shareholders 
capture less of the gains measured by event returns in transactions with shared governance.  
Moreover, target shareholders’ share of the gains is systematically related to variables 
representing post-merger control rights and shared governance is more likely in transactions 
in which CEOs face greater incentives for control.  The evidence suggests that CEOs trade 
power for premium by negotiating shared control in the merged firm in exchange for lower 
shareholder premiums.  
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1. Introduction 

 
Over the past decade, there has been considerable growth in M&A activity in 

transactions described as “mergers of equals.”  Some recent and highly publicized examples 

of these types of mergers include:  Traveler’s Group and Citicorp, AOL and Time Warner, 

Viacom and CBS, Daimler-Benz and Chrysler, Dean Witter and Morgan Stanley, Bell and 

GTE.  Mergers of equals transactions are friendly mergers generally characterized by pre-

merger negotiations between two firms closer in size that result in approximately equal 

board representation in the merged firm.  In addition to price and post-merger corporate 

governance, these negotiations determine additional “social issues” including company 

name, location of headquarters, and plans for asset-restructuring.  The news media has 

raised the issue of potential agency costs in transactions with shared governance asking 

whether CEOs are trading “power for premium.” 1   

Merger outcomes are influenced by agency problems (Jensen and Meckling, 1976) 

and CEO preferences for private benefits of control (Grossman and Hart, 1986, Hart and 

Moore, 1990) or more recently “power” (Rajan and Zingales, 1998).  Much of the existing 

literature analyzes CEO incentives in the acquiring firm with a few empirical papers 

focusing on target CEOs incentives in tender offer transactions (e.g. Walkling and Long, 

1984, Cotter and Zenner, 1994).  By contrast, I focus on the more common type of 

transaction—the merger—in which target CEOs may have more influence over the merger 

agreement.2  In these deals, a target CEO through the negotiation of the sale of his firm may 

capture power in the post-merger organization and give up shareholder premium. I evaluate 

whether the facts support the power-premium tradeoff:  target CEOs negotiate private 

benefits from post-merger control rights in exchange for a lower premium for their 

shareholders.   

  Certainly, the potential for the power-premium tradeoff exists in all mergers.  In 

fact, previous research finds that it is not uncommon for target directors (and managers) to 

retain some control in the merged firm.  However, the degree of control is fairly limited,3 

and to my knowledge, very few studies find a direct link between measures of post-merger 

governance and the market’s response to the merger announcement.4  In this paper, I address 

two questions:  (i) Is there a relationship between post-merger governance and shareholder 
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gains measured by event returns in mergers?  (ii) Are governance structures and merger 

gains related to CEO characteristics that represent incentives to negotiate shared control?  I 

address these questions by analyzing a sample of forty “merger of equals” transactions in 

which post-merger governance (measured by board representation) is shared between firms. 

Two distinct characteristics make the merger of equals transaction an interesting one 

for the purpose of identifying a relationship between post-merger control rights and 

abnormal returns.  First, representation on the post-merger board—a quantifiable measure of 

shared governance—is split more equally between firms.  The ability to identify the power-

premium tradeoff is greater among these transactions since they represent the extreme in the 

sharing of post-merger control.  Second, the proposed board structure is outlined in the press 

release of the merger announcement and is thereby public information on the date of the 

announcement.  Both of these factors are not common in mergers more generally.  

The first finding in this paper is that the combined abnormal returns of merger of 

equals transactions are positive, but on average, are not significantly different than a 

matched sample of mergers.  The paper’s most interesting findings concern the sharing of 

both shareholder returns and control rights among stakeholders of both firms.  First, on 

average, target shareholders capture less of the gains measured by event returns in mergers 

of equals relative to a matched sample.5  Second, the target shareholder’s capture of the 

gains measured by abnormal returns is negatively related to variables representing control 

rights of the target CEO.  These findings are robust to using several criteria to distinguish 

between acquiring and target firms and to alternative classifications of merger of equals 

transactions.  Finally, shared governance is more common in transactions involving larger 

targets, poorer-performing targets, and targets operating in industries undergoing 

restructuring.  In addition, target firms in shared governance transactions are managed by 

younger CEOs and CEOs with lower stock ownership.  Considered in isolation, these 

findings do not constitute strong evidence for the power-premium tradeoff.  Yet, taken 

together as a whole, they suggest that CEOs in mergers with shared governance trade power 

for premium.  

This paper’s findings are generally consistent with a bargaining model in which 

target CEOs enhance private benefits at shareholder expense by negotiating post-merger 

control rights.  Target CEOs in mergers of equals are more likely to fill the post-merger 
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CEO position.  And, since contracts to protect CEOs are incomplete, they prefer to retain 

their directors because board representation gives control rights to directors that are 

sympathetic to their interests.  Strength in bargaining and incentives for control are both 

functions of firm size and CEO characteristics (e.g. age, external employment options, and 

stock ownership).  Target CEOs of larger firms are favored in merger negotiations for a 

variety of reasons, for example, due to acquirer CEO preferences for “empire-building” and 

higher pay associated with larger firms.  CEO characteristics determine private valuations of 

power vs. premium and thereby affect incentives to represent shareholders. For example, 

younger CEOs further from retirement who own less company stock value power more than 

premium.  Similarly, CEOs managing larger firms in consolidating industries face fewer 

external labor market options and have a greater incentive to negotiate shared control at 

shareholder expense.   

Differences in the distribution of gains among stakeholders in the subset of mergers 

of equals could be due to selection bias, i.e. certain types of firms choose to complete a 

transaction with equally shared control.  To address this, I use a matched sampling 

framework in which I construct a control group of forty transactions to evaluate the effect of 

“treatment” or shared control on abnormal returns.  I estimate a probit regression to identify 

the important determinants of shared control and use these as criteria to select the matched 

sample from approximately 1700 mergers.  This matched sample includes mergers that are 

similar to shared governance transactions across several observable firm and transaction 

characteristics, but differ in the degree of sharing of post-merger control rights.  

The remainder of this paper is organized as follows.  Section 2 discusses shared 

governance as an outcome of bargaining between firms in context of the related literature.  

Section 3 outlines the logic behind the focus on mergers of equals and describes the method 

of selecting a matched sample.  Section 4 describes the data.  Section 5 compares 

governance structures and abnormal returns between samples.  Section 6 discusses 

alternative explanations and the generality of the results.  Section 7 concludes.   

 
2. Post-Merger Shared Governance as an Outcome of Bargaining Between Firms 

 
The characteristics of M&A transactions-- hostile vs. friendly, tender offer vs. 

merger, cash vs. stock-financed, along with the creation and distribution of gains among 
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stakeholders--are endogenously determined outcomes.  Consistent with this, previous 

literature makes references to the relative bargaining positions of firms as determinants of 

the outcomes of merger transactions (e.g., Schwert, 2000).  In addition to those listed above, 

post-merger governance is another important characteristic and, in friendly transactions, is 

largely agreed upon prior to the merger announcement.   

Two theoretical papers give insight into the nature of the bargaining between CEOs 

in merger negotiations.  First, Hermalin and Weisbach (1998) develop a model whereby 

board composition arises endogenously out of a bargaining game between the CEO and 

outside directors.  While their model describes how CEOs can influence the board 

composition within their firm, it is suggestive of the type of bargaining that may occur 

between firms in which target CEOs negotiate post-merger control rights.  In the second 

related paper, Harris (1994) models the determination of the identity of acquiring and target 

firms in single-bidder, synergistic takeovers as an outcome of a bargaining game.  Firms 

with CEOs that have higher costs associated with job loss are more likely to become the 

acquirer in order to retain their jobs, and in doing so, give up gains to target shareholders at 

the expense of acquirer shareholders.   

Determinants of the relative bargaining positions and incentives of CEOs in merger 

negotiations are many.  Firms in weaker bargaining positions may become the target of an 

acquisition (e.g. Stulz, 1988); however, conditional on being a target, outcomes such as 

post-merger governance vary by CEO bargaining strength and incentives to negotiate 

control.  “Empire building” acquirer CEOs prefer larger targets since CEO compensation is 

determined by firm size (Morck, Shleifer & Vishny, 1990; Murphy, 2000), or because they 

gain more power, prestige, and standing in the business community (Avery, Chevalier, and 

Schaefer, 1998). Or, CEO preferences for larger targets may be for defensive reasons, i.e. to 

reduce the probability that their firm will be identified as a potential target (Gorton, Kahl 

and Rosen, 1999).  These acquirer CEO preferences give a target CEO of a larger firm 

greater bargaining power.  Finally, bargaining positions of target CEOs are enhanced if they 

have control over firm resources that are valuable to the acquiring firm [e.g. CEOs with 

control over key managers or customers (Rajan and Zingales, 2000) or possibly control over 

regulatory authorities].   
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Bargaining power can lead to higher target premiums, but self-interested target 

CEOs may negotiate post-merger power or shared governance at the expense of 

shareholders.  The value of control rights to the CEO relative to premium is a function of 

CEO characteristics.  Younger CEOs earlier in their careers have greater incentives to 

negotiate shared control because they value continued employment.6  Also, target CEOs of 

poor-performing firms in consolidating industries face limited employment opportunities 

making them more likely to trade control rights for premium.  By contrast, target CEOs with 

greater stock ownership face incentives that are more closely aligned with shareholders.  

Empirical studies finding a link between abnormal returns and post-merger 

governance are few.  An exception is a recent paper by Hartzell, Ofek and Yermack (2001, 

hereafter HOY) in which the authors investigate incentives of target CEOs in a sample of 

friendly mergers during 1995-1997.  HOY find that increases in target CEO wealth are not 

extraordinarily high and target CEOs make tradeoffs between financial and career-related 

benefits.  While not the main focus of their paper, they find some evidence consistent with 

this paper’s findings:  target premiums are negatively associated (weakly) with target CEO 

private benefits.  HOY analyze fairly comprehensive data on target CEO benefits including 

golden parachutes and the target CEO’s role in the acquiring firm.  In this paper, I focus on 

mergers in which shared governance is extreme and post-merger board representation is 

integral to the merger announcement and, in doing so, find a significant negative association 

(both economically and statistically) between abnormal returns and governance.  I discuss 

the findings in HOY at length in Section 6 when addressing the generality of my results.    

Before turning to describing sample selection and data, let me summarize by stating 

the hypothesis and the empirical implications being tested.  The power-premium tradeoff is 

consistent with a bargaining model in which target CEOs with stronger bargaining positions 

and incentives negotiate shared control at the expense of their shareholders.  This tradeoff 

implies several testable relationships including: (i) lower target returns in transactions with 

greater sharing of post-merger control rights, (ii) higher likelihood of shared governance in 

transactions managed by target CEOs with stronger bargaining positions (e.g. CEOs 

managing larger firms relative to acquirer), and (iii) higher likelihood of shared governance 

in transactions managed by target CEOs with stronger incentives to negotiate shared control 

over premiums (e.g. younger CEOs, CEOs with limited employment options, and CEOs that 
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own less stock).  In contrast, the null hypothesis that shared governance creates value and is 

beneficial to both sets of shareholders implies higher combined returns in transactions with 

shared control and a positive relationship between both combined and target returns and 

post-merger control rights.   

 

3. Sample Selection:  Mergers of Equals vs. Matched Sample  

In order to investigate the relationship between the sharing of governance and the 

sharing of event returns between firms involved in a merger, the following are necessary:  

(i) a quantifiable measure of post-merger shared governance (ii) a measure that is 

announced in the press release and confirmed in subsequent SEC filings (i.e. a public and 

credible announcement) and (iii) a sample of mergers with sufficient variation in the 

measure of post-merger shared governance.    

One possible measure of shared governance is the share of management positions 

filled by target and acquirer executives in the merged firm.  Yet, this measure is 

problematic because the ‘real’ authority of a retained executive is difficult to determine 

(e.g. Vice Chairman is a title frequently associated with limited authority).  Also, post-

merger turnover rates of target CEOs generally are high (Martin & McConnell, 1991 and 

Agrawal & Walkling, 1994).  An alternative measure that is more easily quantified is the 

share of director seats on the merged board.  However, this measure has drawbacks as 

well:  average retention rates of target board members in mergers are low (refer to 

footnote 3), target CEOs prefer retention of their directors when they remain with the 

firm, and post-merger board structure is typically not known at the time of the 

announcement.       

 By contrast, these limitations are largely overcome in mergers of equals 

transactions (hereafter, MOEs).  One of the distinguishing characteristics of a MOE 

transaction is the emphasis on shared governance evidenced by the description in the 

merger announcement of post-merger board and management structures.   In fact, 

proponents of MOEs argue that value is created through retention of directors and 

management of the target firm, in addition to the standard value-enhancing mechanisms 

of synergistic mergers.7  They also claim that transactions in which governance is equally 

shared maximize target shareholder value.  Implicit in this argument is the premise that 
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the additional value from director and management retention should offset the lower 

premiums to target shareholders that are common in these “no-premium deals.”  Because 

of the emphasis on shared governance combined with claims of the value-enhancing 

effects from target management and director retention, these mergers provide an 

interesting sample to investigate the power-premium tradeoff.   

   Due to the limited number of MOE transactions, I use a matched sampling 

framework.  I construct a control group comprised of transactions that are similar across 

several firm and transaction characteristics, but differ in the treatment, i.e. whether the 

merger is a MOE transaction. 8  To identify the initial sample of MOEs, I use Securities Data 

Company’s (SDC) classification:  MOEs are transactions in which (i) the target and acquirer 

in a stock swap transaction have approximately the same market capitalization; (ii) both 

companies should have close to equal representation on the board of directors of the new 

company; (iii) the ownership of the new entity will be owned roughly 50/50 by the target 

and acquirer shareholders, and (iv) the merger is announced as a merger of equals.9 

    Matching criteria are selected based on both findings of prior research in finance 

and from probit regressions that identify the important determinants of MOEs.  Since this 

paper ultimately analyzes stock market reactions to merger announcements, I use both target 

industry and year of merger announcement as criteria to select the control group.  In order to 

identify the covariates that affect the decision to share post-merger governance and to 

address concerns about selection bias, I estimate a probit model using approximately 1700 

transactions that regresses the probability that the firm-pair announces a merger of equals 

transaction on a variety of firm and transaction characteristics: 

µττ +Χ+Φ= )()/__Pr( 10ntransactioEqualsofMerger   (1)   

 

The marginal coefficients from this regression (reported in Table A-I in Appendix 

A) suggest that the larger the relative size of the target to the acquirer (TRELSIZE) and the 

larger the value of the transaction (TRANS), the higher the probability of a MOE 

transaction.  The coefficients on both variables are positive and significant in all 

specifications.  Importantly, the magnitude of the effect of TRELSIZE in these regressions is 

generally about twice that of TRANS (measured by the product of one standard deviation of 
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each variable and the corresponding coefficient) suggesting that relative size is the most 

important determinant.   

Given these findings, I employ the following algorithm to select the matched 

transactions from the sample of 1404 stock-financed mergers.  First, I identify mergers with 

targets that operate in the same 2-digit SIC code as MOE targets.  The number of potential 

matches ranges considerably across industries from 4 deals in SIC 54 to 413 deals in SIC 60.  

Second, I select the transaction that is closest in relative size of the target’s market 

capitalization to that of the acquirer.  Third, I confirm that the year of the announcement 

date of this transaction is within one year on either side of the MOE year of announcement.  

If not, I select the next closest transaction in relative size and then check the year.  As the 

final and least important screen, I evaluate whether the transaction value is of approximately 

comparable magnitude (method described in the appendix).  If not, I return to the next 

closest transaction in relative size and repeat the steps.10  In two cases, the pre- and post-

merger SEC filings were not available for the first selected match.  Subsequent matches 

among remaining candidates were chosen using the algorithm described above.  These two 

cases and the criteria for matching are discussed in more detail in Appendix A-I.   

  

4. Data  

4.1  Sample 

The analysis in this paper is based on transactions identified from the mergers and 

acquisitions database of SDC.  I begin with all U.S. mergers with announcement dates 

between January 1, 1991 and December 31, 1999.  The sample comprises acquisitions in 

which the following criteria are met:  (i) both firms are publicly traded and listed on the 

Center for Research in Securities Prices (CRSP) database (ii) the merger is not classified as 

a share repurchase, a self-tender, or a sale of minority interest; and (iii) the type of merger is 

classified as either a stock swap or a tender offer transaction.  These criteria yield a sample 

of 1730 deals with 1457 classified as stock swaps (or mergers) and 273 classified as tender 

offers.  I identify the 53 transactions that SDC classifies as mergers of equals.   

For this sample of 53 mergers, I attempt to gather data on board and management 

characteristics from two SEC filings filed in connection with the transaction (Form DEF 

14A and S-4) and several SEC filings before and after the merger becomes effective (Proxy 
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statements and 10Ks).  In addition, I confirm and in one case revise the announcement dates 

from the Wall Street Journal and other journals accessed through Dow Jones Interactive.  

Also, I confirm that both the board structure (described in the press release and SEC filing) 

and the market capitalization (from CRSP) meet SDC criteria.  This screening reduced the 

MOE sample to 40 transactions that are listed in Table 1.  Next, I use the matching 

algorithm described earlier and collect the same data for the matched sample of 40 mergers.  

The final sample for analysis includes information on 80 transactions (80 acquirers and 80 

targets) with some variables missing.    

 

 

4.2 Identification of Acquirer and Target Firm  

The underlying notion of a MOE transaction suggests that firms are equal and that 

neither firm is the acquirer or target.  However, in practice the term “mergers of equals” is 

considered a misnomer and, while the distinction between acquirer and target is less clear in 

comparison to a standard merger or acquisition, there is a distinction between the two 

firms.11  Importantly, while the misclassification of target and acquirer would not affect the 

combined event returns, it would bias the measures of the average gains captured by the 

acquiring and target firms within the sample.  If the acquiring firm were misclassified as a 

target and vice-versa, this would bias the average gains to acquirer and target shareholders 

toward equality.   

The analyses in this paper use three sets of criteria to distinguish between acquirer 

and target firms.  The results reported in the paper use SDC’s designation of acquirer and 

target.  As a second, possibly more objective measure that is consistent with the findings of 

previous research in finance and economics, I designate the acquirer as the firm with the 

lower abnormal return at the date of announcement.  Finally, I consider post-merger control 

rights and designate the acquirer as the firm that fills the position of CEO in the merged firm 

upon completion of the deal. The latter two criteria yield qualitatively similar results 

(unreported) to those based on the SDC classification.     

  

4.3   Mergers of Equals— Descriptive Statistics  
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While the number of MOE transactions is small, they account for a significant and 

growing proportion of the value of M&A transactions over the past ten years.  Table 2 

reveals the distribution of transaction characteristics by type of transaction for the larger 

sample over the period 1991-1999.  MOE transactions, as designated by SDC, account for 

approximately 2% of the number of transactions, but approximately 10% of the value of the 

transactions.  This is in contrast to mergers that account for 86% of the number and 77% of 

the value of transactions; and to tender offers that account for 12% of the number and 13% 

of the value of transactions.  Moreover, MOEs’ average share of the value of transactions is 

greater in the second half of the period (5.1% vs. 13.8%), while mergers and tender offers 

average shares are lower in the second half of the period (79.3% vs. 77.3% and 15.6% vs. 

8.9%, respectively).   

Economic shocks help explain the degree of takeover activity by industry sector 

(Mitchell & Mulherin, 1996).  Table 3 reveals the distribution of transaction type by 

industry of the target firm.  Interestingly, MOEs are more likely to involve targets operating 

in industries undergoing significant restructuring and consolidation due to deregulation--

banking, utilities and health services (consistent with Andrade, Mitchell and Stafford, 2001, 

Holmstrom and Kaplan, 2000).  The banking sector’s share of the number of MOE 

transactions categorized by target industry (23.0%) is comparable to the sector’s share of all 

M&A transactions (19.3%) where the sector includes commercial banks and bank holding 

companies.  However, the banking sector’s share of the value of MOE transactions (42.7%) 

far exceeds the sector’s share of all M&A transactions (15.7%).  Also, both the utility and 

health sectors’ shares of the number of MOE transactions exceed the sectors’ share of all 

M&A transactions.  

Table 4 compares several measures of the three samples of transactions—mergers of 

equals, matched sample, and unmatched mergers.  First, the comparison between MOEs and 

unmatched mergers shows that the average relative size of the target firm to the acquirer 

(defined as target market capitalization divided by the sum of acquirer and target market 

capitalization) is significantly larger in MOEs (0.442) in comparison to unmatched mergers 

(0.194).  Average acquirer value (or size) is not significantly different between samples, but 

MOE target firms are larger on average than targets in mergers (approximately ten times).  

Average transaction value of MOEs (which is highly correlated with target capitalization; 
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correlation coefficient=0.95) is about 8 times that of mergers.  Target firms in MOEs are 

more likely to be incorporated in states protected by takeover laws that increase the 

bargaining position of target CEOs (83% for MOEs vs. 65% for merger transactions).12  The 

frequency of horizontal mergers (i.e. the two firms operate in the same 2-digit SIC code) is 

no different between samples.  Most notably, the ex ante target premium (reported by SDC) 

in MOEs is about one-fourth that of merger transactions (11.0% vs. 41.1%).13     

The simple explanation for this difference in target premiums between MOEs and 

mergers more generally is one of selection:  that is, firms with certain characteristics are 

more likely to share control in mergers and it these characteristics that explain the difference 

in average premiums.  To address this concern, I use a matched sampling framework with 

the goal of selecting a control group of transactions that are similar to the treatment group 

(i.e. MOEs) in important firm and transaction characteristics, but are not classified by SDC 

as MOEs.  Next, let us compare sample statistics between the MOE and matched samples.  

There is no significant difference in the means of six of the eight variables in Table 4.  The 

marginally significant difference (at the 10% significance level) in average target market 

capitalization is due to the greater weight placed on relative size as a matching criterion in 

comparison to that placed on transaction value (or target size) as discussed earlier.14  After 

controlling for these characteristics, MOE transactions exhibit significantly lower average 

target premiums than the matched sample (11.0% vs. 30.4%).  We now turn to investigating 

whether the sharing of control explains this difference.    

      

5. Shared Governance and Abnormal Returns   

5.1  Shared Governance—Post-Merger Management Positions and Board Structure 

One of the distinguishing characteristics of MOE transactions is the emphasis on 

retention of management and directors of both firms.  Table 5 compares management and 

board characteristics that represent post-merger governance for the two samples.  Panel A in 

Table 5 illustrates the frequency at which the acquirer and target CEOs fill the CEO and 

Chairman of the Board positions in the merged firm.15  The target CEO fills the CEO post-

merger position as sole CEO in 29.4% of the MOEs vs. 10.5% of the matched sample 

(different at 5% significance level).  If we include Co-CEO cases, MOE target CEOs are 

about four times more likely to fill the CEO position in comparison to the matched sample 
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(41.2 % vs. 10.5% and significant at 1% level). 16  While there is no difference between 

samples in filling the position as sole Chair (20.6% vs. 21.1%), MOE target CEOs are 

significantly more likely to fill co-Chair positions (11.8% vs. 0). It is clear from the table 

that target CEOs play a more important post-merger role in the MOE sample in comparison 

to the matched sample suggesting that target CEOs in MOEs care about post-merger 

governance.17 

Next, let us more broadly evaluate the post-merger role of target and acquirer CEOs 

by analyzing whether these individuals are retained as either executives or directors in the 

post-merger firm (bottom half of Table 5A).  In the year after the merger, MOE target CEOs 

remained with the firm in an executive position in 64.7% of the transactions in comparison 

to 34.2% for the matched sample (significant at 1% level).  The difference between samples 

remains statistically significant two-years after the merger.  However, a word of caution is in 

order:  retention rates of target CEOs might be understated because proxy statements only 

report the firm’s five highest paid executives.  This problem might be more pronounced in 

the matched sample due to the smaller size of target firms and the fact that CEO pay is 

positively correlated with firm size.  Even if we assume no bias in target CEO retention data, 

inferring the importance of the post-merger role of target CEOs from titles alone is 

problematic.  A target CEO may remain as an executive, but have little authority or 

influence over decisions.   

By contrast, since directors have voting rights, retention of a target CEO as a director 

is a more consistent proxy of influence.  Also, since firms are required to report all directors 

in proxy statements, the potential bias referred to above is absent in the comparison of 

director positions.  Consistent with the stated benefits of MOE transactions, target CEOs 

remain as directors in the first year after the merger in 91.2% of the MOE transactions and 

only 63.2% in the matched sample (significant at 1% level).  But, two years after the merger, 

there is no significant difference between samples in retention rates of target CEOs as 

directors. 

The above sample statistics represent ex post retention and are based on what is 

implemented after the merger is completed.  Since abnormal returns are measured at the 

announcement date, I use two ex ante measures of governance that represent expectations of 

post-merger control and are announced prior to merger completion.18  One method by which 
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CEOs negotiate additional (or protect existing) private benefits is through pre-merger 

employment contracts that specify succession plans.  These employment contracts as 

defined in the SEC filings can take a variety of forms.  For example, the contract may 

specify that the acquirer CEO fill and remain in the CEO position in the merged firm until 

retirement; or it may specify that the acquirer CEO fill the CEO position in the short run, but 

then will be replaced by the target CEO at some future date.  TCEOSUCC is an indicator 

variable equal to one if the SEC filing specifies a succession plan that includes either the 

target CEO and/or Chairman and zero otherwise.19  The frequency of this type of succession 

plan is greater in the MOE sample (15.0%) than the matched sample (5.0%) (bottom of 

Table 5A).  Of the eight transactions in both samples that specify succession agreements 

protecting target senior management, six were honored.20  

Another measure of shared control is the share of the post-merger board seats filled 

by target directors.  This measure assumes that target CEOs prefer board seats to be filled by 

target directors. 21 One explanation for this preference is that when contracts cannot be 

written to protect the target CEO, board representation gives some control rights to directors 

who are sympathetic to the target CEO’s interests.  It follows that target CEOs are more 

likely to be concerned about board composition in the event that they are retained either as 

an executive or a director.  Consistent with this, the correlation coefficient between target 

board share and whether the target CEO fills the CEO position is 0.41 in the whole sample.  

In Table 5B, target board share of directors is higher on average (at 1% significance level) 

for the MOE sample (49.8%) than the matched sample (28.1%).  Plus the variable’s 

distribution for MOEs is very flat with the 25th, 50th and 75th percentiles all equal to 50.0%.  

By contrast, and in meeting the goal of the matched sample design, the matched sample has 

significantly greater variation in target board share.22     

To allow for a more flexible link between abnormal returns and board structure in 

the regression analysis that follows, I create three indicator variables that represent 

categories of target board share:  less than 25%; greater than or equal to 25%, but less than 

50% (TBOARD_MED); and greater than or equal to 50% (TBOARD_HI).  It is interesting 

to note that nine of the forty matched deals have shared governance defined as target board 

share greater than or equal to 50%.23  These transactions meet all but one criterion in SDC’s 

definition of a MOE transaction.  They differ from the MOE sample in that these deals are 
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not announced as a merger of equals.  Certainly, as the Daimler-Chrysler example 

illustrates, the announcement could be cheap talk and economically irrelevant, thus implying 

that these nine deals should be classified as MOEs.  In the section that follows, I evaluate the 

robustness of the target return results to SDC’s definition by constructing two additional 

classifications of MOEs that distinguish between both the MOE announcement and equal 

sharing of post-merger board seats.  Before we discuss these sensitivities, let us turn to 

defining abnormal returns.  

 

5.2  Abnormal Returns  

I calculate abnormal returns using the market model and standard cumulative 

abnormal return methodology.  Market model statistics are obtained for the acquirer and 

target using the CRSP equally-weighted market index and an estimation window 

consisting of all available trading data from 300 trading days before the first announcement 

associated with the acquisition to 60 trading days before the first announcement.  The 

general methodology for calculating abnormal returns is outlined in Bradley, Desai, and 

Kim (1988).  The estimation equation to calculate the abnormal return to firm i on day t is:  

mtiiitit RRAR ⋅−−= βα    with  t= -300 to -60   (2) 

The market return, mtR , is calculated using the equally-weighted CRSP index.  The 

cumulative abnormal returns to firm i are calculated by summing the abnormal returns over 

the event window which spans from both 1 and 10 days before the announcement of the 

merger to the first announcement date (2-day and 11-day abnormal returns, respectively).  

Combined cumulative abnormal returns are generated by forming a portfolio consisting of 

the target and the acquirer, using their market values 10 days before the first announcement 

to form portfolio weights. To improve the specification of the tests, the p-values are 

determined using the z-statistic that is based on the standardized cross-sectional method for 

market model abnormal returns (Boehmer, Musumeci and Poulson, 1991).  

The average value created by MOEs measured by combined event returns is not 

significantly different than that of the matched sample of transactions.  In Panel A of Table 

6, 2-day combined abnormal returns of MOEs are greater than returns in the matched sample 

(1.97 in column 3 vs. 0.80 in column 6); however, the difference is not significant (p-value 

=0.391 in column 9).  More interestingly, target shareholders capture less of the gains in 
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MOEs, while acquirer shareholders capture more (weakly).  Target 2-day returns in MOEs 

are 5.55% lower on average in comparison to the matched sample (3.89 in column 2 vs. 9.44 

in column 5; p-value=0.010 in column 8) and this difference is robust using longer event 

windows [both 11 and (unreported) 31-day abnormal returns].  Acquirer 2-day returns are 

significantly higher in MOEs (0.61 in column 1 vs. –4.36 in column 4; p-value=0.001 in 

column 7); however, the difference is no longer significant using longer event windows.24   

One might ask how the deals with equal board representation in the matched sample 

affect these results.  Shouldn’t these transactions be classified as MOEs?  It is true that nine 

of the forty matched deals have shared governance in terms of board seats, and relatedly, 

eight of the forty MOEs have less than equally shared governance.  Yet, inclusion of these 

transactions in the mean comparison test should bias the results against finding a significant 

difference between the samples.  The nine matches with shared governance should 

understate average target returns for the matched sample, while the eight MOEs with less 

than shared governance should overstate average target returns for the MOE sample.  Using 

two additional classifications of MOE transactions, I find evidence of this bias.    

The first alternative classification defines MOEs as deals that are announced as 

MOEs and have 50% or greater target share of board seats (N=32).  In this restriction of the 

samples, the matched sample includes only transactions with less than equal target share of 

board seats (N=31).  Average abnormal returns for these restricted samples are reported in 

panel B of Table 6.  The difference in target abnormal returns between these two samples is 

8.89  (Table 6B column 8) which is greater than that based on the SDC classification of 5.55 

(Table 6A column 8).  In order to remain consistent with the matched sampling framework, I 

further restrict this sample to the twenty-five MOE transactions with corresponding matched 

deals having less than equal target share of board seats.  The difference in mean target 

returns becomes even larger at 9.79 (13.40 (matched) - 3.61 (MOE); unreported). 

As a second alternative classification, since the MOE announcement may be 

economically irrelevant, I ignore SDC’s designation and instead classify the eighty 

transactions by the post-merger board structure regardless of the announcement (Panel C of 

Table 6).  Based on this new classification, MOEs are simply transactions with equal (or 

greater) board representation of target directors (TBOARD_HI=1; N=41), while non-MOEs 

are transactions in which targets have less than equal board representation (TBOARD_HI=0; 
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N=39).  The difference in average target returns is 8.43 (Table 6C column 8), which is 

comparable to the difference using the first alternative classification (8.89 in Table 6B 

column 8).  Since the samples based on this second classification are not matched, we now 

turn to estimating regressions of target returns that include additional controls (i.e. target 

industry, year of announcement, relative size, and transaction value).   

 
5.3  Regressions 
 

The hypothesis being tested is whether target CEOs are compromising the interests 

of their own shareholders in exchange for private benefits of control.   In order to test this, I 

estimate OLS regressions of the following form for both target and combined returns: 

εββα +Υ⋅+Χ⋅+= 21CAR                      (3) 

  

where the dependent variable, CAR, is the cumulative abnormal return during the 2-day 

window; X includes variables measuring shared governance, and Y includes firm and 

transaction variables as additional controls.  The null hypothesis is that CEOs negotiate 

shared control in order to maximize shareholder returns implying positive coefficients on the 

shared control variables ( 1β ) in both target and combined returns specifications.  By 

contrast, the alternative hypothesis is that target CEOs trade power for premium implying a 

negative coefficient on the governance variables in the target abnormal returns regression. 

Self-dealing by target CEOs reduces target shareholder gains.  Whether the value of the 

merger measured by combined abnormal returns is affected by shared control depends on 

whether it is efficient for the target to have power.25       

Table 7 shows the results of regressions of both 2-day target CARs (Table 7A) and 

combined CARs (Table 7B) on governance variables and controls.  The coefficient on the 

MOE dummy variable in column 1 of Panel A (-0.068) is slightly larger than the earlier 

finding of an approximate 5.6% difference in mean target returns between the MOE and 

matched samples (Table 6A).  The difference is due to the inclusion of both year and target 

industry indicators in this regression.  The regression in column 2 includes controls for all 

matching criteria (relative size (TRELSIZE), and target size (TSIZE) in addition to year and 

industry indicators) and thus addresses any concern about the precision of the matching 

algorithm.  Most notably, the coefficient on target size is not significant in this regression:  



 

 
 

  Wulf
                                  18

the difference in the average size of the target firms between MOE and matched samples 

does not appear to be driving the mean difference in target returns.   

In columns 3 and 4, instead of using SDC’s MOE classification, I ignore 

announcement effects and define shared governance solely by board structure. Again, the 

significant coefficient on the shared governance indicator in both regressions 

(TBOARD_HI) suggests that transactions with shared boards have target abnormal returns 

that are more than 9% lower on average (compared to the difference in means of 8.4% 

reported in Table 6C column 8).   These findings suggest that sharing of control, and not the 

announcement, is the important factor in explaining the difference in returns.  To allow for a 

more flexible link between board structure and returns, I include three categories of shared 

governance in the specification in columns 5 and 6.  The coefficient on the indicator for 

target board share greater than 25% and less than 50% (TBOARD_MED) is both small and 

insignificant suggesting that the equal sharing of board seats is what is relevant in explaining 

the return differences.  Finally, in columns 7 and 8, I include target board share of the post-

merger board (TBOARD SHARE) and find that the effect is negative and significant.  In 

this specification, a one standard deviation increase in TBOARD SHARE is associated with 

a 3.6% decrease in target abnormal returns.26      

As one last test of the sensitivity of the Table 7A results, I estimate median 

regressions of target abnormal returns on governance variables while controlling for year 

and target industry effects.  The results are qualitatively similar with the magnitude of the 

coefficients on the governance variables dropping somewhat.  For example, the coefficient 

on MOEDUM drops to -0.032 and that on TBOARD SHARE drops to -0.11, while that on 

TBOARD_HI remains high at -0.099.  

Next, in turning to the determinants of the value created by the merger, Table 7B 

shows that post-merger governance has little relationship with combined abnormal returns.  

In regressions of 2-day combined abnormal returns on MOE and board share variables, there 

are no statistically significant coefficients.     

The results presented generally support the alternative hypothesis that target CEOs 

compromise the interests of their own shareholders in exchange for private benefits from 

post-merger control.  Merger agreements that appoint an equal share of target directors to 

the post-merger board are associated with lower target shareholder returns (i.e. 01 <β ).  Of 
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additional interest, and at odds with the claim that management and director retention in 

MOEs creates additional value, combined abnormal returns are no different between the 

samples.27 

 

5.4       Bargaining Position and Incentives of Target CEOs     

In addition to the relative size of the target firm, bargaining position and incentives 

of target CEOs are affected by variables that are CEO specific:  age and ability, the extent of 

outside employment opportunities, and stock ownership.  Table 8 compares both firm and 

management characteristics that proxy for the strength of target CEO incentives to retain 

control at the expense of shareholders.  To summarize the important findings, target CEOs 

in MOE transactions are younger, own less stock, and operate poorer-performing firms 

relative to target CEOs in the matched sample.  These findings suggest that target CEOs in 

MOEs have a greater incentive to negotiate shared control in the merged firm at the expense 

of shareholders and the results strengthen the evidence supporting the power-premium 

tradeoff. 

Younger CEOs derive greater benefits from shared control and job retention relative 

to older CEOs who are closer to retirement.  This is particularly true in consolidating 

industries in which the number of CEO positions is declining with the number of firms.  In 

Table 8, while average acquirer CEO age (represented by AGE) is not significantly different 

between the two samples (53.7 vs. 53.3), target CEOs are younger (weakly) in MOEs (53.6 

vs. 56.3; p-value=0.100).  Based on a comparison within samples, acquirer CEOs in MOEs 

are the same age as target CEOs (53.7 vs. 53.6), while acquirer CEOs are younger than 

target CEOs in the matched sample (53.3. vs. 56.3; p-value=0.034).   

  Share ownership by the CEO (and by directors and executive officers) mitigates 

incentives for CEOs to increase private benefits of control at the expense of shareholders.  

The greater the share ownership, the more costly it is for target CEOs to negotiate shared 

governance in exchange for premiums.  Table 8 shows that while average acquirer CEO 

share ownership at the date of the merger announcement (represented by CEOOWN) is not 

significantly different between the two samples, target CEOs in MOEs hold a significantly 

lower share of stock (0.4% vs. 2.8%; p-value=0.011).  Based on a comparison within 
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samples, acquirer CEO ownership is not significantly different than target CEO ownership 

in either sample.    

Pre-merger firm performance affects bargaining positions and incentives in merger 

negotiations.  Poor firm performance may be indicative of a target CEO with less ability 

and, in turn, fewer outside employment opportunities.  Less able target CEOs have stronger 

incentives to negotiate shared control precisely because their alternative career opportunities 

are limited.  The fourth and fifth variables in Table 8 compare industry-adjusted, pre-merger 

operating performance.  On average within both samples, acquirers are performing above 

their industry medians measured by both return on assets one year prior to the merger 

announcement and asset growth three years prior to the announcement (all positive 

numbers).  Target firms in MOEs are less profitable compared to their industry average 

(ROA is 0.50% below the average), but are growing at a faster relative rate (asset growth is 

10.3% above the average).  In contrast, targets in the matched sample are more profitable 

compared to their industry average (ROA is 1.29% above the average), but are growing at a 

slower relative rate (asset growth is 3.0% below the average).  Acquirers growth rate is 

significantly greater than target firms in both samples (p-values= 0.006 and 0.052, for MOEs 

and matched samples, respectively).  Possibly of most interest, target firms in MOEs are 

significantly less profitable than target firms in the matched sample (-0.50 vs. 1.29; p-

value=0.093).  Finally, target firms’ investment opportunities (measured by industry-

adjusted Tobin’s Q) are less attractive on average than those for acquirers in MOE 

transactions (.012 vs. .539; p-value=0.032); however, the data are available for only a subset 

of the sample.   

While the comparison of pre-merger performance generally suggests that target firms 

in MOE transactions are poor-performers relative to both the corresponding acquirers within 

transactions and to target firms in the matched sample, the evidence is not overwhelmingly 

strong.  Acquirers are growing faster and have more attractive investment opportunities 

relative to targets in MOE transactions; and target firms in MOEs are less profitable than 

those in the matched sample.  These findings help explain why target firms of MOE 

transactions are not acquiring firms.  Moreover, if firm performance is informative about 

CEO ability, target CEOs of MOEs may have more limited outside opportunities and higher 

costs of job loss and a stronger incentive to negotiate shared governance.  
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6.  Alternative Explanations and Generality of Results 

6.1   Alternative Explanations  

One possible alternative explanation that may explain the results is that target 

CEOs in MOEs may be unable to command a higher ex ante premium because of poor 

operating performance relative to industry peers.  First, if firm performance is indicative of 

CEO ability, it is unclear why poorer-performing target CEOs are retained by acquiring 

firms at all.  Second, while poor performance may explain lower target premiums, it is not 

clear why the market’s response to the announcement of the merger (i.e. target CARs) 

should be lower.  It’s possible that some type of information asymmetry may lead to lower 

target CARs.  For example, both the acquirer and target CEOs may share private 

information about poor future performance that determines the target premium.  In this case, 

lower target CARs may be the market’s reaction to this information as it is revealed through 

the terms of the merger and not a response to value-diverting actions by target CEOs.  

However, even if this is true, it is not clear why the target’s representation on the board 

should be negatively related to target CARs.   

Another alternative, but related explanation is target CEOs choose shared 

governance for defensive reasons.  For example, in a consolidating industry, target CEOs 

pursue MOEs as a pre-emptive merger in order to retain some control.  This alternative may 

be preferable to target CEOs in comparison to being acquired by an unsuitable acquirer and 

subsequently fired.  A possible alternative to this agency argument is target CEOs pursue 

pre-emptive MOEs in the best interests of their shareholders because of their beliefs about 

limited opportunities for the firm.  Again, if this is true, it is not clear why governance 

variables should be negatively related to target CARs.  

The main empirical finding--target returns are lower in MOEs in comparison to a 

matched sample of mergers--might simply be a result of misclassifying acquirer and target 

firms in transactions in which firms are “equal.”  Misclassification would bias the average 

target and acquirer CARs in the MOE sample toward equality (or zero).  Several additional 

findings suggest that neither misclassification nor variations masked by sample averages 

explain this main result.  First, possibly of most importance and as mentioned earlier, both 

the mean comparison tests of abnormal returns and the cross-sectional results are 
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qualitatively robust using two additional criteria to distinguish between acquirers and targets 

(i.e. acquirer as the firm with the lower CAR or the firm that fills the CEO position in the 

post-merger firm).   

Second, let us be agnostic about the identity of the acquiring and target firm and 

calculate a measure of the “distance” between the two parties’ abnormal returns i.e. the 

absolute value of the difference between CARs of the two firms within transactions, i.e. 

|CAR (firm 1) – CAR (firm 2)|.  As reported in the first three columns of Table 9, the 

average (and standard deviation) of this distance measure are significantly lower in the MOE 

sample at a 1% level of significance (mean (s.d.) of 5.9 (6.6) for MOEs vs. 14.6 (11.5) for 

the matched sample using 2-day CARs].  Since the two firms are not precisely equal in size, 

I control for size differences by regressing the distance measure on a dummy variable equal 

to one if the transaction is a MOE (MOEDUM) and various size measures (i.e. target firm 

size (TSIZE) and the relative size of the target firm to the acquiring firm (TRELSIZE)).  The 

regression results suggest that sample differences, adjusted for absolute and relative size, are 

robust.  Specifically, the last 3 columns in Table 9 report the coefficients (p-values) on the 

MOEDUM dummy variable that range in value from –9.11 to –7.94 suggesting that the size-

adjusted distances between CARs within transactions are significantly lower on average in 

MOE transactions compared to the matched sample.    

Finally, since the test statistics in Table 9 may not be optimally specified, I simply 

plot a histogram illustrating the distributions of the distance measure for each sample 

(Figure 1 below Table 9).   Clearly, the distribution of the distance for the MOE sample is 

skewed toward zero in comparison to the matched sample.  The results of a Kolmogorov-

Smirnov test rejects equivalence of the distributions at the 1% significance level based on 2-

day CARs.   So far, the analyses rely on comparisons between averages of the two samples.  

In a direct comparison between MOEs and the corresponding matched transaction, the 

distance measure is lower in 29 cases out of 39 (the average difference is 8.9% and the p-

value of the Wilcoxon signed-ranks test is 0.0001).   

Other possible explanations for the differences in MOEs include: (i) greater 

information leakage, (ii) lower frequency of competing bids, (iii) lower frequency of cash 

used in financing, or (iv) differing degrees of acquisition activity by firms prior to 

announcement in MOE transactions.  I will address each in turn.  First, since it seems 
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possible that the extent of negotiations in MOEs is greater than in the matched sample, more 

information about the intentions of acquirers and targets may leak prior to the announcement 

date.  Returns in the MOE sample will be spread out over time.  Several facts address this 

concern.  The frequency of transactions that originally began as a rumor based on SDC’s 

classification is no different between samples (two transactions in each sample) and the 

results are robust to the exclusion of these transactions.  Furthermore, a comparison based 

on longer CAR windows [(-5,0) and (-10,0)] confirms that the differences between target 

and acquirer returns are of comparable magnitude to CARs based on 2-day windows and not 

significantly different from one another.   

Second, since competing bids lead to higher target premiums, differences in the 

frequency of competing bids may explain the differences in the distribution of gains between 

the samples.  In fact, the matched sample has a higher frequency of competing bids after the 

merger announcement (1 of 40 MOE transactions vs. 7 of 40 matched transactions as 

documented by SDC).  But, both the mean comparison and cross-sectional results are 

generally robust when excluding these transactions.28  Third, while the consideration offered 

in all transactions is primarily comprised of stock, several transactions include some cash (2 

of 40 MOE vs. 5 of 40 matched transactions as documented by SDC).  Average target 

returns are higher in transactions in which part of the consideration offered is in cash, but the 

difference is not statistically significant; again, both the mean comparison and cross-

sectional results are generally robust when excluding transactions that involve cash.   

Finally, the firms involved in MOEs may be implementing acquisition programs that 

weaken individual merger announcements due to previously anticipated returns (Schipper 

and Thompson, 1983; Malatesta and Thompson, 1985) or elevated stock prices due to 

acquisition activity.  While previously announced acquisition programs would dampen 

acquirer abnormal returns, they are less likely to affect target abnormal returns.  However, 

extensive merger activity in a target’s industry might weaken target abnormal returns due to 

anticipation of an acquisition.  In this study, this concern is somewhat alleviated since both 

target industry and event year are among the criteria used in selecting the matched sample.  

Moreover, the cross-sectional regressions in Table 7 include both year and industry dummy 

variables.   
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Another concern is that lower target returns in MOEs might simply be a function of 

the limited number of potential acquirers for large target firms.  If this were the case, one 

would expect no difference in transactions involving smaller target firms that arguably have 

a greater number of potential bidders.  However, the difference in average target returns in 

MOEs in comparison to the matched sample is significant and of roughly the same 

magnitude in the subset of transactions in which target firm size is below the sample 

median.  Furthermore, this explanation of fewer potential bidders doesn’t explain why target 

event returns are negatively related to governance variables and that the governance 

variables are significant even controlling for target size.   

 

6.2  Generality of Results 

The results in this paper hold for the sample of mergers with close to equal sharing 

of post-merger governance measured by board representation.  More generally, the paper 

gives insight into the division of gains among stakeholders in the broader class of friendly 

mergers.  Specifically, the results are generally consistent with a model in which bargaining 

positions and incentives of target CEOs endogenously determine both the degree of shared 

governance and the distribution of gains among shareholders.  Acquirer CEOs are sellers of 

power since they give up control to target CEOs in exchange for lower target premiums.29  

By contrast, target CEOs of large firms are buyers of power.  They have greater incentives 

for shared governance and use their stronger bargaining positions to negotiate post-merger 

control rights at the expense of shareholders because of higher private gains from power 

over premium.  Outside employment options represented by CEO age, firm performance, 

and industry opportunities, in combination with CEO share ownership, determine relative 

gains and, in turn, affect merger outcomes.   

A reasonable question is: to what extent do these results generalize to the broader 

class of mergers?  Do we expect a tradeoff between power and premium in all mergers?  

HOY (2001) find some supporting evidence in a broader sample of 252 mergers occurring 

between 1995-1997.  They show a (weak) negative relationship between target stock price 

run-up and positions with the buyer plus certain CEO benefits such as financial bonuses 

awarded at the time of the merger.  In transactions in which target CEOs receive private 

benefits, target returns are lower by similar (but smaller) magnitudes in comparison to this 
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paper (albeit, the measures differ between papers).  HOY find that 20-day returns are lower 

by 3.8% (mean of 22.7%) in transactions in which target CEOs own less than the median 

amount of equity.  In this paper, 2-day target CARs for the MOE sample are 5.6 % lower 

than the matched sample (mean of 9.4%).30   

One might wonder why the difference in target returns between MOEs and the 

matched sample in this paper is so large.  Previous research finds large premiums associated 

with private benefits of control. For example, Zingales (1995) finds that both the probability 

that a vote is pivotal in a control contest and the size of private benefits from controlling the 

company explain up to 30% of the variation of the value of voting rights across companies 

and through time.  Barclay, Holderness and Sheehan (2002) find that block trades are priced 

at 30% higher than private placements, and since block purchasers are more likely to 

become involved in firm management, the authors attribute the price difference to the value 

of private benefits from controlling the firm.   

Probably the most compelling explanation for the large difference in target returns 

in this paper is that MOEs are designed as transactions in which control is shared equally 

between two firms.  Since neither party pays a control premium, these deals are considered 

“no premium deals.”  Yet, as discussed earlier, there are several reasons to believe that the 

firms involved in MOEs are not equal (see Section 4.2 and footnote 11).  In practice, the two 

firms are identified as acquirer and target.  Plus, while the retention rates of target CEOs and 

directors may be higher at merger completion, it is not clear that this difference is sustained 

over a longer period.31  Finally, if the firms were truly equals, then the premium should be 

zero, which is not the case:  premiums are greater than zero, but less than comparable 

transactions in which control is not equally shared.    

It is difficult to quantify the sharing of control between two firms involved in a 

merger.  Potential measures include who fills the CEO position or who makes up the senior 

management ranks of the post-merger firm.  However, as discussed, these measures are 

heterogeneous, difficult to measure systematically, and frequently are not available at 

merger announcement.  By contrast, representation on the board is easily quantified.32  A 

reasonable question is whether the difference in target returns between samples is the effect 

of an extra board seat.  An appropriate interpretation of the strong relationship between 
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board structure and target returns is that the share of board seats is the single best measure of 

shared control and is highly correlated with low premium deals. 

It is difficult to determine whether the negative effect of shared governance on 

target returns as defined in this paper would be robust in a random sample of mergers.  

Certainly, based on the evidence, one may choose to conclude that the power-premium 

tradeoff is a phenomenon specific to transactions in which post-merger governance is 

equally shared.  This conclusion is interesting in its own right--particularly since MOE 

transactions account for a significant and growing share of the value of transactions over the 

past decade--in fact, a larger average share than tender offers in the latter half of the decade.  

However, based on this paper’s findings combined with those of HOY (2001), I believe a 

plausible interpretation is that the power-premium tradeoff is a more general phenomenon in 

the stock-financed mergers of the 1990s.  Moreover, the evidence suggests that both the 

extent of the tradeoff and the ability to detect it vary considerably across transactions.  

Perhaps the results in this paper should be interpreted as an upper bound on the costs of 

target CEOs trading power for premium in the broader class of mergers.   

 

7.   Conclusions 

M & A transactions and their characteristics are jointly determined outcomes of the 

negotiations between acquiring and target firms.  In this paper, I investigate whether target 

CEOs, through the negotiation of the sale of their firm, trade power in the post-merger 

organization in exchange for shareholder premium.  I evaluate target CEO incentives and 

abilities to negotiate shared governance in a sample of mergers of equals (MOE) 

transactions occurring during the 1990s.  While MOE transactions create no more value 

measured by combined event returns in comparison to a matched sample, target shareholder 

abnormal returns are 5.6% lower on average.  Furthermore, target returns are negatively 

correlated with target representation on the post-merger board—one measure of shared 

control.  Finally, there is some evidence that shared governance is more likely when target 

CEOs value power more than premium: target CEOs in MOEs face higher costs of job loss 

and own a lower percentage of firm stock.   

Considered in isolation, the findings in this paper do not constitute strong evidence 

for the power-premium tradeoff.  However, taken together as a whole, they suggest that 
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target CEOs trade power for premium in merger of equals transactions.  It is worth 

mentioning that an alternative explanation is that target CEOs favor other stakeholder 

interests in negotiations (e.g. employees and local communities) and not necessarily their 

own.  Regardless of whether there are net social gains from such mergers, the fact remains 

that the exchange of target shareholder premiums for post-merger shared governance is not 

beneficial to target shareholders.  This alternative explanation of other stakeholders’ 

interests is a question for future research.    
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Appendices 

Appendix A-I:  Identification and Construction of the Matched Sample 

I start with a sample of 1730 transactions from SDC to estimate a probit model 

(equation (1) in the text) that regresses the probability that the firm-pair announces a 

mergers of equals (MOE) transaction (conditional on a transaction being announced) on a 

variety of transaction and firm characteristics that distinguish transaction types (merger, 

tender offer and MOEs).  The estimated marginal coefficients are presented in Table A-I 

below. 

The characteristics represent both the potential benefits from shared governance 

and the relative bargaining positions and incentives of target CEOs.  They include:   

 

(i) TRELSIZE defined as the relative size of the target to the acquirer (measured 
by the ratio of the target firm’s market capitalization 10 days prior to the event divided by 
the sum of the target and acquiring firm’s market capitalization).  This is a measure of the 
attractiveness of the target firm to acquirer CEOs with preferences for “empire-building” 
and a measure of the degree of relative bargaining power of the target CEO.   

 
(ii) HORIZ represents whether the merger is horizontal and is measured by a 

dummy variable which equals one if the target and the acquirer 2-digit SIC codes are 
equal and zero otherwise.  This is a measure of the relevance and value of the target’s 
human capital and the importance of cooperation by the target CEO in the event of anti-
trust concerns. 

   
(iii) BCDUM represents whether the target is incorporated in a state protected by 

takeover laws that effectively protect target managers and is measured by a dummy 
variable equal to one if business combination laws that protect target management are in 
effect and zero otherwise.  

  
(iv) FINDUM represents whether the target operates in the financial services 

industry and is measured by a dummy variable which equals one if SDC designates the 
target’s industry as financial services and zero otherwise.  This is a measure of whether 
regulatory considerations and industry consolidation in financial services affect both the 
benefits of shared governance and bargaining positions and incentives.   

 
(v) TRANS is the log of the transaction value as reported by SDC.  This is one 

measure of target size and it’s attractiveness to acquiring CEOs (the correlation 
coefficient between target market value and the transaction value is 0.95 in this sample).  

 
(vi) Prior performance of the two firms affects relative bargaining positions. The 

specification includes (industry-adjusted) financial performance measures using 
Compustat for both acquirer and target firms in the year prior to the merger, including:  
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ROA (operating income/assets), revenue growth, leverage (total debt/assets), and Tobin’s 
Q.33   

 
 The algorithm for selecting matched transactions is described in Section 3 of the 

paper.  Matches were selected based on the following criteria in order of importance: 

stock-financing, target 2-digit SIC, transaction closest in relative target/acquirer size, 

transaction announcement within one year of MOE year of announcement, and, of least 

importance, transaction value comparable in magnitude to value of MOE transaction (i.e. 

both the MOE and the match transaction are valued in tens of billions of dollars, billions 

of dollars, or hundreds of millions of dollars, etc). 34 The results of the matching process 

are as follows:  All forty matches were stock-financed transactions and had targets that 

operated in the same 2-digit SIC industry as the target in the MOE transaction.  Thirty-

one of the matches had relative target/acquirer size (TRELSIZE) within -0.05 to +0.15 of 

the MOE transactions (mean of 0.442 for MOE sample).  Thirty of the announcement 

dates for the matches were within two years prior or one year after the year of the MOE 

announcement date.  Finally, twenty-seven of the matches had transaction values 

comparable in magnitude (as defined above) to the MOE transactions.35   

The SEC filings for two initially selected matches for the Dean Witter/ Morgan 

Stanley and the Monsanto/ Pharmacia & Upjohn mergers of equals were unavailable.  I 

returned to the remaining candidates and selected the matches based on the matching 

algorithm (i.e. among the remaining transactions in the target’s industry, I selected the 

next closest transaction in relative size of target to acquirer, etc.).  The mean comparison 

tests and regression results are robust to the exclusion of these two transactions.   
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Table A-I:  Determinants of Merger of Equals (MOE) Transactions 
(Probit Specification—Marginal Coefficients) 

Dependent Variable is Dummy equal to 1 if the transaction is a MOE transaction 
 (1) (2) (3) (4) (5) (6) 
TRELSIZE 0.068 0.100 0.083 0.096 0.059 0.053 
 (0.016)*** (0.030)*** (0.031)*** (0.039)*** (0.033)*** (0.039)*** 
HORIZ 0.005 0.007 0.007 0.008 0.009 0.009 
 (0.003) (0.005) (0.004)* (0.005) (0.006)* (0.007)** 
BCDUM 0.003 0.008 0.006 0.004 0.005 0.002 
 (0.004) (0.005) (0.004) (0.005) (0.005) (0.004) 
FINDUM 0.011 0.010 0.008 0.010 0.002 0.026 
 (0.005)*** (0.007)* (0.006) (0.008)* (0.014) (0.050) 
TRANS 0.004 0.004 0.003 0.004 0.004 0.004 
 (0.001)*** (0.002)*** (0.002)*** (0.002)*** (0.003)*** (0.003)*** 
AROA(%)  0.025 0.014 0.025 -0.011 -0.026 
  (0.042) (0.033) (0.042) (0.039) (0.037) 
TROA(%)  -0.060 -0.035 -0.058 -0.015 -0.021 
  (0.051) (0.040) (0.052) (0.042) (0.040) 
AREVGR(%)   0.001 0.003 0.000 0.001 
   (0.001) (0.003) (0.001) (0.002) 
TREVGR(%)   0.004 0.005 0.004 0.003 
   (0.002)* (0.003)* (0.003)* (0.003)** 
ALEVERAGE(%)    0.022  0.017 
    (0.019)  (0.016) 
TLEVERAGE(%)    0.022  0.021 
    (0.016)  (0.017)* 
ATOBINSQ     0.002 0.005 
     (0.002) (0.004)** 
TTOBINSQ     -0.002 -0.001 
     (0.003) (0.003) 
       
Observations 1696 893 837 662 503 399 
Pseudo R-sqd 0.28 0.32 0.34 0.35 0.33 0.37 

 
 

 

 

 

 

 

 

 

Notes: estimated coefficients represent marginal effects and standard errors are in parentheses.  TRELSIZE is 
the relative size of the target to the acquirer (measured by the ratio of the target firm’s market capitalization 
10 days prior to the event divided by the sum of the target and acquiring firm’s market capitalization); HORIZ 
is whether the merger is horizontal or not (measured by a dummy variable which equals one if the target and 
the acquirer 2-digit SIC codes are equal and zero otherwise); BCDUM is whether the target is incorporated in 
a state that is protected by takeover laws (measured by a dummy variable equal to one if business combination 
laws that protect target management are in effect and zero otherwise); FINDUM is whether the target operates 
in the financial services industry (measured by a dummy variable which equals one if SDC designates the 
target’s industry as financial services and zero otherwise); and TRANS is the value of the transaction 
(measured by the log of transaction value defined by SDC).  In addition, the specification includes (industry-
adjusted) financial performance measures using Compustat for both acquirer and target firms in the year prior 
to the merger, including:  ROA (operating income/assets); REVGR (revenue growth), LEVERAGE (total 
debt/assets); and (TOBINSQ) Tobin’s Q.  These measures are deviated from industry medians in which the 
industry is defined as the Compustat SIC code with a minimum of 10 firms.  As is standard in using these 
data, the sample size is reduced significantly as financial variables are added to the regressions adding yet 
another selection problem.  Financial variable definitions are defined in Appendix A-II. ***, **, and * 
indicate significance at the 1%, 5% and 10% level, respectively.    
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Appendix A-II:  Financial Performance Variables 

 

1. Return on Assets (%)—operating income divided by assets in the year prior to 

the merger (t-1) deviated from the industry median multiplied by 100; 

[Compustat: DATA 13/DATA 6]  

2. 3 Year Average ROA (%) –same as (1), but averaged for the three years prior to 

the merger.   

3. Revenue Growth (%)—growth in revenues in the year prior to the merger 

deviated from the industry median multiplied by 100;  

[Compustat: [DATA 12(t-1)-DATA 12(t-2)/ DATA 12(t-2)]] 

4. 3 Year Average Revenue Growth (%)—same as (3), but averaged for the three 

years prior to the merger.   

5. 3 Year Average Asset Growth (%)—same as (4), but using assets (Compustat: 

DATA 6) instead of revenues (DATA 12). 

6. Tobin’s Q—market value of assets divided by the book value of assets in the year 

prior to the merger (t-1) deviated from the industry median; the market value of 

assets is defined as book value of assets plus market value of common equity-

book value of common equity- balance sheet deferred taxes; [Compustat: (DATA 

6 + DATA 24*DATA 25-DATA60-DATA74)/ DATA 6] 

7. Leverage—Long-term Debt/ Total Assets in the year prior to the merger (t-1) 

deviated from the industry median multiplied by 100; [Compustat: DATA 9/ 

DATA 6] 

 

The above measures are deviated from industry medians in which the industry is 
defined as the Compustat SIC code with a minimum of 10 firms.  If 10 firms are 
not found in the 4-digit SIC code, then I use the median of the firms in the 3-digit 
SIC code; if 10 firms are not found in the 3-digit SIC code, then I use the median 
of the firms in the 2-digit SIC code.   
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1For example, in regards to the proposed merger of equals between Bell Atlantic and GTE 

announced in 1998, Lipin raises the question of whether the CEO of GTE was trading “power for 

premium” and whether the two CEOs were “focusing on the shareholders or worried about their 

jobs”.  He reported “Wall Street dealmakers suggest that had GTE and its chairman, Charles R. Lee, 

sought to sell the company to the highest bidder, whether it was Bell Atlantic, BellSouth Corp. or 

some other company, shareholders would have gotten a better exchange.” (WSJ, 7/28/1998, p. A3)    
2 In tender offers, target shareholders individually decide whether to tender their shares to the 

acquiring firm.  By contrast, the target directors in merger transactions represent all shareholders and 

approve the terms of the merger, which subsequently are subject to a shareholder vote.   
3In a sample of takeovers, Harford (2000) finds that, on average, bidders retain only 13% of target 

board members in completed bids.  Hartzell, Ofek and Yermack (2001) find that the target’s share of 

the post-merger board in a sample of completed mergers averages 18%.    
4 For example, Martin & McConnell (1991) find no difference in either bidder or target abnormal 

returns between tender offers in which the target’s top executive either stays or leaves the firm.  One 

exception is Matsusaka’s (1993) finding of a positive relationship between bidder abnormal returns 

and the retention of the top management team of the target firm.   
5 While the distinction between acquirer and target firms is less clear in merger of equals 

transactions, there is a distinction between the two firms. This issue is discussed fully in Section 4.2. 
6Agrawal &Walkling (1994) and Harford (2000) consider the effects of takeover bids on career 

concerns of target CEOs and directors in terms of Fama’s (1980) notion of “ex post settling up.” 
7 Some of the advantages cited by proponents include the following:  target firm management and 

directors “maintain control and properly perceive their duty as managing their institutions for the 
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long-term benefits of their shareholders and other significant constituencies”…  “protect 

shareholders’ investment by ensuring a significant continuing management role for the company’s 

existing directors and management team” …and allowing “the best people from both organizations 

to manage the combined institution, thus enhancing long-term shareholder values;” acquiring firms 

can expand quickly creating shareholder value through merger synergies at much less cost than high 

premium acquisitions (Herlihy, et al, 1996).  
8The sampling approach in this paper uses statistical methods similar to those that estimate causal 

effects in non-experimental studies (Rosenbaum, 1995).  A common application of these methods is 

to estimate the effect of training programs (i.e. treatment) on earnings of individuals (i.e. outcome of 

the treatment) (Dehejia & Wahba, 1999).  In the setting in this paper, the treatment is shared control 

and the outcomes are event returns.   
9I consider two additional classifications of MOEs and evaluate the robustness of the results in 

section 5.2.  
10 Transaction value is highly correlated with target market capitalization (0.95 correlation 

coefficient in the sample of 1730 mergers).  This measure is treated as the least important criterion 

since the relative importance of it as a determinant of MOE is small in comparison to the relative 

size of target to acquirer.  
11In practice, law firms and the business press distinguish between acquirer and target.  As described 

in footnote 7, law firm documents distinguish between the advantages of mergers of equals to target 

and acquiring firms (Herlihy, et al, 1996).  Moreover, interviews with reporters from both Forbes and 

Reuters suggest that the business press questions the existence of true mergers of equals and 

typically cite Daimler-Benz and Chrysler as an extreme example of the fallacy inherent in the term.  

Two years after the deal, Mr. Schrempp (the chairman of Daimler Chrysler) admitted that “the 

structure we have now with Chrysler (as a standalone division) was always the structure I 

wanted…We had to go a roundabout way…If I had gone and said Chrysler would be a division, 

everybody on their side would have said:  ‘There is no way we’ll do a deal.’” (Financial Times, Oct. 

30, 2000).  On 11/27/2000, Tracinda Corporation (the single largest shareholder of Chrysler and 

owned by Kirk Kerkorian) filed a lawsuit claiming that Daimler-Benz misrepresented the merger and 

“the price or exchange ratio for a ‘merger of equals’ was well below the price or ‘acquisition 

premium’ which would have been paid to all shareholders of Chrysler, if the transaction had been 

viewed by Wall Street as a traditional takeover.”  Civil Action No. 00-984, US District Court for the 

District of Delaware.  Daimler Chrysler lawyers responded to the suit by saying that “Tracinda and 

any shareholders who read major news publications knew that the term “merger of equals” was 
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simply a politic way to portray the acquisition of one of the last three independent American 

automakers.” (NY Times, February 20, 2003).   
12States protected by takeover laws are those that have passed a Business Combination (BC) law 

[from Bertrand and Mullainathan (2000)].  BC’s impose a moratorium on specified transactions 

between a target and a raider holding a specified threshold of stock, unless the board votes otherwise.  

Specified transactions include sale of assets, mergers, and business relationships between raider and 

target.  BC laws give the target board and, in turn, target management the right to “veto” a takeover 

by making it more difficult to finance one.   
13SDC defines the target premium as the premium paid to target shareholders on their stock over the 

price at which the stock was trading at the day before the announcement of the terms of the deal.  In 

stock-financed deals, this is measured by the implied premium based on the share price of both firms 

the day before the merger announcement and the exchange ratio specified in the terms of the merger.  

I refer to this premium as an ex ante premium because it is the exchange ratio between target and 

acquiring firm stock that is negotiated before the announcement of the event.  This ex ante premium 

is highly correlated with, but different than abnormal returns that measure the market’s response to 

both the announcement of the merger and the terms of the agreement.     
14However, the median of target size is not statistically different between samples (p-value=.118)  

Also, note from this table that acquirers in matched transactions are smaller than acquirers in the 

unmatched mergers, but the targets in matched transactions are much larger than targets in the 

unmatched mergers.  These differences are consistent with the matching algorithm, which places 

more weight on relative size as a criterion in comparison to transaction value (or target size).   
15The post-merger position and retention data come from the SEC filings (proxy statements or 10K) 

that are filed after merger completion.  Information about the 1st year after the merger comes from 

the first filing subsequent to the merger, while information about the 2nd year after the merger comes 

from the second filing.   
16Acquirer CEOs in MOEs may be closer to retirement, which might explain why they are less likely 

to fill the post-merger CEO position.  However, as discussed later, average age of acquirer CEOs is 

no different between samples.   
17It may be the case that target CEOs would prefer not being retained in the post-merger firm. 

Hartzell, Ofek and Yermack (2001) find “an inverse correlation between negotiated payments and 

the likelihood that the target CEO remains as an officer of the acquirer.”  However, Agrawal and 

Walkling (1994) find that “CEOs of target firms who lose their jobs generally fail to find another 
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senior executive position in any public corporation within three years after the bid” and that “target 

executives do not fare well in the external labor market.”  
18 Information about proposed shared governance comes from the SEC filing that is sent to 

shareholders for approval of the merger (DEF 14A or S-4).  As such, these documents are filed after 

merger announcement, but before merger completion.  
19 There is considerable heterogeneity in the form of the succession plans in the sample.  Succession 

plans can apply to the CEO position, the Chairman position, or both and can protect the target and/ 

or acquirer senior management.  In the SEC filings, fourteen of the MOE deals include descriptions 

of succession plans.  Six of these fourteen succession plans protect either the target CEO and/or 

Chairman.  Of these six, four of the succession plans stipulate that the acquirer CEO will initially fill 

the CEO position in the merged firm and the target CEO will subsequently be promoted to the 

position.  
20In two MOEs, the succession plans were not honored.  In the Nationsbank (acquirer) / 

BankAmerica (target) transaction, McColl (CEO of Nationsbank) assumed the position of CEO of 

the merged firm immediately after the completion of the merger. According to the SEC filing, 

Coulter (CEO of BankAmerica) was supposed to assume the position of CEO upon McColl’s 

retirement.  Coulter was terminated in the year after the completion of the merger.  The outcome of 

the Promus Hotel (acquirer)/ Doubletree (target) transaction was similar, except that the target CEO 

(Kelleher) resigned upon the retirement of the acquirer CEO (Schultz).  HOY (2001) document the 

existence of explicit succession agreements for target CEOs in only 3% of their sample (9 of 311 

mergers).  They find that the target CEO agreements in their sample of mergers are generally not 

honored.       
21In the literature on board composition, a standard assumption is that CEOs prefer the appointments 

of “insiders” to the board of directors as opposed to independent directors (e.g. Hermalin and 

Weisbach, 2001). Analogously, I assume that both target and acquirer CEOs prefer appointments of 

their firm’s directors to the post-merger board.   
22In a sample of takeovers, Harford (2000) finds similar retention rates overall as that found in my 

matched sample of mergers.  Specifically, he finds that the bidder retains 36% of target board 

members, but this average rate is comprised of 85% retention in terminated bids and only 13% 

retention in completed bids.  In my matched sample, bidders retain 40% of target board members, 

while in the merger of equals sample 75% are retained.  In a sample of completed mergers, HOY 

(2001) find that the target’s share of the post-merger board is approximately 18% in comparison to 

the 28% in my matched sample.     
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23Of the forty-one transactions that have target board share greater than or equal to 50% (32 MOEs 

and 9 matched), only four of these have post-merger boards with a majority of target directors.  The 

mean target board share of these forty-one transactions is 52%.  On further investigation of these 

four deals, it appears that in only one MOE transaction, the acquirer might be considered the target 

(CapStar Hotel/ American General Hospital).  In this deal, the target filled 67% of the post-merger 

board seats.  All abnormal return results are robust to exclusion of these four deals.   
24One might worry about outliers driving the comparisons of means.  However, the significance of 

the comparison tests in the last three columns of Table 6 is qualitatively similar when comparing 

median returns between MOE and matched samples.  The one exception is that average acquirer 11-

day CARs in Panel B is significantly different at the 10% level of significance.      
25OLS estimation may lead to biased estimates of the coefficients because of unobserved 

heterogeneity. The choice of shared control therefore should be treated as an endogenous outcome, 

given a set of exogenous determinants of shared control (e.g. CEO age and share ownership). One 

method to address this potential bias is to estimate two-stage specifications by modeling the choice 

of shared control in the first stage and, in the second stage, estimating the effects of this choice on 

abnormal returns.  However, the matched sampling methodology used in this paper is designed 

precisely to deal with selection bias making IV estimation less important in this context.   
26I repeat the regressions in Table 7A and include the variable TCEOSUCC which is an indicator 

variable equal to one if the SEC filing specifies a succession plan that includes either the target CEO 

and/or Chairman and zero otherwise.  The coefficients on this variable are significantly negative 

suggesting that deals with succession plans that designate the target CEO have lower target abnormal 

returns (available from author upon request).  The board variables decrease in magnitude in these 

specifications (by approximately 2%), but remain negative and significant.  It is important to note 

that this type of succession plan occurs in very few transactions (only eight of the eighty) and, as 

described earlier, the specifics of the employment contracts are quite heterogeneous.  
27 By contrast, in a sample of acquisitions by bank-holding companies, Singh and Zollo (1998) find 

that post-acquisition operating performance of the combined entity is higher when turnover of the 

top management of the target firm is lower. 
28SDC defines a competing bid as one where a third party launches an offer for the target while the 

original bid is pending.  It is also interesting to note that only one transaction in the matched sample 

(and none in the MOE sample) involved a white knight.   
29Acquirer CEOs may exhibit “hubris” in their beliefs of winning control of the firm despite initial 

sharing of control with target CEOs (Roll, 1986).   
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30One explanation for the weaker relationship between target returns and private benefits in 

HOY’s broader sample of mergers may be due to the difficulty in detecting a statistically 

significant relationship since the target CEO’s role in post-merger governance is more 

limited and difficult to systematically measure.     
31There is a difference between samples in average retention rates of target CEOs as directors in the 

year after the merger, but the difference is no longer significant two years after merger completion 

(see Table 5A).   
32Measures of private benefits and shared governance and the timing of when the information is 

available to shareholders differ between this paper and HOY. HOY focus on ex post measures which 

are reported to shareholders in SEC filings after merger completion such as unusual financial 

bonuses and the target CEO’s role with the buyer.  By contrast, I focus on ex ante measures that are 

commonly included in the press release of the merger announcement such as board structure and 

employment agreements.  In my sample, there is a high correlation between the ex ante target board 

share and the ex post retention measures of target CEOs as either executives or directors.   
33These measures are defined in Appendix A-II.  They are deviated from industry medians in which 

the industry is defined as the Compustat SIC code with a minimum of 10 firms.  If 10 firms are not 

found in the 4-digit SIC code, then I use the median of the firms in the 3-digit SIC code; if 10 firms 

are not found in the 3-digit SIC code, then I use the median of the firms in the 2-digit SIC code.    
34 Industry (2-digit SIC) and year dummies are not jointly significant as determinants of MOE 

transactions.  However, since expectations of mergers in consolidating industries can significantly 

affect announcement returns, I use both target industry (2-digit SIC) and year of merger 

announcement as matching criteria.   
35 Note that industry and year dummies, plus relative and absolute target size are included as controls 

in the abnormal return regressions in Table 7 to control for differences between the MOE and 

matched transactions.     
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Table 1 
Mergers of Equals Transactions (N=40) 

Announcement Date, Acquirer and Target Company 
 
 

 
Note: A merger of equals (MOE) transaction is defined by SDC as a merger transaction in which: (i) the two firms have approximately equal pre-merger market 
capitalization, (ii) both companies should have approximately equal representation on the board of directors of the new company, (iii) the ownership of the new 
entity will be owned approximately 50/50 by each company’s shareholders, and (iv) the two firms publicly announce the merger as a MOE.  This sample of forty 
MOE transactions also meet the following criteria: (i) both firms are publicly traded and listed on the Center for Research in Securities Prices (CRSP) database, 
and (ii) the SEC filings filed in connection with the transaction (Form DEF 14A and S-4) were available.   
 
 

Announcement 
        Date 

              Acquirer                 Target Announcement 
        Date 

              Acquirer                  Target 

      
11/26/1991 First Security Financial Omni Capital Group Inc. 5/12/1997 Fred Meyer, Inc. Smith's Food & Drug Centers 
10/1/1993 Society Corp. KeyCorp 5/15/1997 Associated Banc-Corp First Financial Corporation  
8/1/1994 BB&T Financial Southern National 5/21/1997 LG&E Energy Corp. KU Energy Corporation 
8/30/1994 Martin Marietta Corp. Lockheed Corporation 5/27/1997 CUC International Inc. HFS Incorporated 
10/25/1994 Commercial Bancorp West Coast Bancorp 7/10/1997 Falcon Drilling Company Reading & Bates Corporation 
5/1/1995 Wisconsin Energy Corp. Northern States Power 9/2/1997 Promus Hotel Corp. Doubletree Corporation 
5/30/1995 Charter One Financial FirstFed Michigan Corp. 12/23/1997 Ocean Energy, Inc. United Meridian Corporation  
7/12/1995 NBD Bancorp First Chicago 3/16/1998 CapStar Hotel Company  American General Hospitality  
8/28/1995 Chemical Banking Chase Manhattan 4/6/1998 Travelers Group Citicorp 
1/22/1996 UtiliCorp United Inc. Kansas  City Power  & Light  4/13/1998 NationsBank Corporation BankAmerica Corporation 
4/22/1996 Bell Atlantic Corporation NYNEX Corporation 4/30/1998 Nevada Power Company Sierra Pacific Resources 
7/18/1996 Chateau Properties ROC Communities 7/28/1998 Bell Atlantic Corporation GTE Corporation 
8/5/1996 Hinsdale Financial Liberty Bancorp 8/13/1998 Little Falls  Bancorp,  Inc.  Skylands  Community  Bank  
9/4/1996 Staples, Inc. Office Depot, Inc. 6/2/1999 Friede Goldman Int’l Inc. Halter Marine Group, Inc. 
10/1/1996 Foundation Health Corp. Health Systems Int’l 6/11/1999 Indiana Energy, Inc. SIGCORP, Inc. 
11/14/1996 Pinnacle Financial Services Indiana Federal Corporation 7/15/1999 ASARCO Incorporated Cyprus Amax Minerals  
11/14/1996 FCB Financial OSB Financial 9/23/1999 PECO Energy Company Unicom Corporation 
1/15/1997 Premier Bancshares, Inc. Central and Southern Holding 9/23/1999 MindSpring Enterprises EarthLink Network, Inc.  
2/5/1997 Dean Witter, Discover & Co. Morgan Stanley Group 9/27/1999 Westinghouse Air Brake  MotivePower Industries, Inc. 
5/6/1997 Durco International Inc. BW/IP, Inc. 12/20/1999 Monsanto Company Pharmacia & Upjohn, Inc. 
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Table 2 

Number and Share of Transactions of Mergers of Equals (MOE), Mergers and Tender Offers 
1991-1999 

 
 Number of Transactions Transaction value ($mill) Share of Number of Transactions 

(%) Share of Value of Transactions (%) 

Year All MOEs Mergers Tender 
Offers All MOEs Mergers Tender 

Offers MOEs Mergers Tender 
Offers MOEs Mergers Tender 

Offers 

1991 144 1 130 13 33,706 63 30,462 3,181 0.7% 90.3% 9.0% 0.2% 90.4% 9.4% 

1992 166 5 151 10 32,862 3,354 27,310 2,198 3.0% 91.0% 6.0% 10.2% 83.1% 6.7% 

1993 213 4 188 21 129,882 3,952 103,660 22,270 1.9% 88.3% 9.9% 3.0% 79.8% 17.2% 

1994 324 4 281 39 102,732 7,106 65,695 29,931 1.2% 86.7% 12.0% 6.9% 64.0% 29.1% 

1995 326 7 272 47 154,559 21,947 108,232 24,380 2.2% 83.4% 14.4% 14.2% 70.0% 15.8% 

1996 354 12 291 51 259,792 29,429 189,006 41,357 3.4% 82.2% 14.4% 11.3% 72.8% 15.9% 

1997 470 10 394 66 408,573 32,452 329,062 47,060 2.1% 83.8% 14.0% 7.9% 80.5% 11.5% 

1998 475 8 404 63 927,436 220,045 666,871 40,520 1.7% 85.1% 13.3% 23.7% 71.9% 4.4% 

1999 430 10 347 73 935,079 115,693 783,601 35,784 2.3% 80.7% 17.0% 12.4% 83.8% 3.8% 

Total 2902 61 2458 383           

Average 322 7 273 43 331,624 48,227 255,989 27,409 2.1% 85.7% 12.2% 10.0% 77.4% 12.7% 

Notes: The sample includes all U.S. mergers listed by Securities Data Company (SDC) with announcement dates between 1/1/1991 and 12/31/1999 that meet the following 
criteria:  the merger is not classified as a share repurchase, a self-tender, or a sale of a minority interest; the method of financing is classified as either a stock swap or a tender offer 
transaction.  A merger (or stock swap) is a transaction in which the acquiring company exchanges equity in itself for equity in the target and the acquirer must be acquiring at least 
50% of the target’s equity or be acquiring the remaining interest up to 100% of the target’s equity, and at least 50% of the consideration offered must be in the form of equity.  A 
tender offer is a transaction in which a formal offer of determined duration to acquire a public company’s shares is made to equity holders and includes tender/ mergers which is a 
transaction in which a tender offer is launched, and the offer is followed by a merger agreement in which the acquiring company agrees to purchase the remaining shares not 
tendered under the offer.  Refer to Table 1 for SDC’s classification of a MOE.  Transaction value is defined by SDC as total value of consideration paid by the acquirer, excluding 
fees and expenses.  If a portion of the consideration paid by the acquirer is common stock, the stock is valued using the closing price on the last full trading day prior to the 
announcement of the terms of the stock swap.  If the exchange ratio of shares offered changes, the stock is valued based on its closing price the last full trading date prior to the 
date of the exchange ratio change. 
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Table 3 
Number and Share of Transactions of Mergers of Equals (MOEs), Mergers and Tender Offers by Target Firm Industry Category 

1991-1999 
  

 
 
 
Notes:  Refer to footnote in Table 2 for sample and variable descriptions.  Shaded areas highlight industries with significant MOE activity. 

 

Industry Category Number of Transactions Share of Number of Transactions (%) Share of Value of Transactions (%) 

 All MOEs Mergers Tender 
Offers All MOEs Mergers Tender 

Offers All MOEs Mergers Tender 
Offers 

Aerospace and Aircraft 11 1 5 5 0.4% 1.6% 0.2% 1.3% 1.4% 1.2% 1.4% 1.9% 
Business Services 224 4 186 34 7.7% 6.6% 7.6% 8.9% 4.9% 6.6% 4.3% 8.2% 
Chemicals and Allied Products 25 1 17 7 0.9% 1.6% 0.7% 1.8% 2.1% 0.2% 2.3% 3.9% 
Commercial Banks, Bank Holding Companies 560 14 546 0 19.3% 23.0% 22.2% 0.0% 15.7% 42.7% 12.3% 0.0% 
Communications Equipment 56 1 41 14 1.9% 1.6% 1.7% 3.7% 2.1% 0.0% 2.4% 2.5% 
Drugs 62 1 52 9 2.1% 1.6% 2.1% 2.4% 7.0% 17.4% 5.2% 5.3% 
Electric, Gas, and Water Distribution 77 7 65 5 2.7% 11.5% 2.6% 1.3% 4.0% 4.0% 4.0% 4.7% 
Health Services 131 6 108 17 4.5% 9.8% 4.4% 4.4% 2.8% 1.4% 3.1% 2.5% 
Hotels and Casinos 27 2 22 3 0.9% 3.3% 0.9% 0.8% 1.9% 3.0% 1.3% 5.6% 
Investment & Commodity Firms, Dealers, Exchanges 126 3 115 8 4.3% 4.9% 4.7% 2.1% 2.3% 2.8% 2.4% 0.7% 
Machinery 50 1 32 17 1.7% 1.6% 1.3% 4.4% 1.0% 0.1% 1.1% 2.3% 
Mining 15 1 13 1 0.5% 1.6% 0.5% 0.3% 0.3% 0.3% 0.3% 0.4% 
Miscellaneous Retail Trade 42 1 32 9 1.5% 1.6% 1.3% 2.4% 0.8% 0.8% 0.8% 1.1% 
Oil and Gas; Petroleum Refining 102 2 89 11 3.5% 3.3% 3.6% 2.9% 4.5% 0.8% 5.3% 4.0% 
Prepackaged Software 118 1 96 21 4.1% 1.6% 3.9% 5.5% 1.9% 0.1% 2.0% 5.1% 
Retail Trade-Food Stores 19 1 10 8 0.7% 1.6% 0.4% 2.1% 0.8% 0.5% 0.8% 1.3% 
Savings and Loans, Mutual Savings Banks 259 9 250 0 8.9% 14.8% 10.2% 0.0% 2.3% 0.6% 2.8% 0.0% 
Telecommunications 89 2 79 8 3.1% 3.3% 3.2% 2.1% 16.1% 17.2% 17.5% 0.9% 
Transportation Equipment 24 2 11 11 0.8% 3.3% 0.5% 2.9% 0.5% 0.2% 0.5% 1.0% 
Wood Products, Furniture, and Fixtures 16 1 8 7 0.6% 1.6% 0.3% 1.8% 0.2% 0.0% 0.0% 1.4% 
Other 869 0 681 188 29.9% 0.0% 27.7% 49.1% 27.4% 0.0% 30.5% 47.3% 
Total 2902 61 2458 383 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 
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      Table 4 
Descriptive Characteristics 

Comparison of Mergers of Equals (MOE), Matched Sample, and Mergers (Unmatched) 
1991-1999 

 
Descriptive Characteristics Merger of Equals (MOE) Matched Sample Mergers (Unmatched) 

 N Mean Med N Mean Med N Mean Med 

Acquirer Value Prior to Offer (mill) 40 8769 1322 40 4435 920 1404 5557 935 

Target Value Prior to Offer (mill) 40 6606 1151 40 2437* 542 1404 659 *** 115 

Target Value/(Target + Acquirer 
Value) (TRELSIZE) 40 .442 .449 40 .400 .378 1404 .194 *** .151 

Transaction Value (mill) (TRANS) 40 8010 1501 40 4211 649 1371 1001*** 161 
Target Premium (ex ante) (%)    
    (PREMIUM) 39 11.0 5.6 38 30.4*** 28.9 1303 41.1 *** 34.4 

Frequency of Horizontal Mergers     
    (HORIZ) 40 .80 - 40 .85 - 1404 .72 - 

Frequency of Targets Operating  
  in Financial Services Industry 
    (FINDUM) 

40 .45 - 40 .45 - 1404 .39 - 

Frequency of Targets Incorporated 
in States Protected by Takeover 
Laws (BCDUM) 

40 .825 - 40 .725 - 1404 .65** - 

Notes:  This sample is based on the sample described in Table 2 with the added criterion that both firms are publicly traded and listed on the Center for Research in 
Securities Prices (CRSP) database.  Acquirer and target values prior to the offer are market capitalization figures reported by CRSP 10 calendar days prior to the 
announcement of the merger.  Transaction value is defined by SDC as total value of consideration paid by the acquirer, excluding fees and expenses.  If a portion of the 
consideration paid by the acquirer is common stock, the stock is valued using the closing price on the last full trading day prior to the announcement of the terms of the 
stock swap.  If the exchange ratio of shares offered changes, the stock is valued based on its closing price the last full trading date prior to the date of the exchange ratio 
change.  Target premium (ex ante) is defined by SDC the premium paid to target shareholders on their stock over the price at which the stock was trading at the day before 
the announcement of the terms of the deal.  In stock-financed deals, this is measured by the implied premium based on the share price of both firms the day before the 
merger announcement and the exchange ratio specified in the terms of the merger.  This ex ante premium is correlated with, but different than abnormal returns.  Frequency 
of horizontal mergers is the percentage of transactions within each category in which the two firms operate in the same 2-digit SIC code reported by SDC.  Frequency of 
targets operating in financial services industry is the percentage of transactions within in each category in which the target firm operates in the financial services industry (as 
defined by SDC industry classifications).  Frequency of targets incorporated in states protected by takeover laws is the percentage of transactions within each category in 
which the target firm is incorporated in states with business combination legislation.  Superscripts ***,** , and * indicate that the mean of the category is significantly 
different than the mean of the merger of equals category at the 1%, 5%, and 10% significance level, respectively.
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Notes:  The post-merger position and retention data come from the SEC filings (proxy statements or 10K) that are filed after merger completion.  Information about 
the 1st year after the merger comes from the first filing, while information about the 2nd after the merger comes from the second filing.  The board structure and 
composition data come from the SEC filing that is required for shareholder approval (DEF 14A or S-4) prior to the completion of the merger. 

 
Table 5 

Governance Characteristics 
Summary Statistics and Mean Comparison Tests--Mergers of Equals (MOE) and Matched Sample 

 
Panel A: Executive Positions, Board Membership & Employment Agreements 

Proportion of Sample (%) 
Panel B: Board Structure and Composition 

 
 MOE Matched  

Sample 
 MOE Matched 

Sample 
      
CEO Post-Merger Positions   Board Characteristics    
   Post-Merger CEO (1st year after merger)      
     Acquirer CEO fills CEO position 55.9 81.6** Pre-Merger Board Size (# of directors)   
     Target CEO fills CEO position 29.4 10.5**     Acquirer   12.7 11.0 
     Co-CEO (Both fill CEO position) 11.8 0.0**     Target  11.5 10.5 
     Other 2.9 7.9    
   Post-Merger Chair (1st year after merger)   Post-Merger Board   
     Acquirer CEO fills Chair position 50.0 63.2    
     Target CEO fills Chair position 20.6 21.1       Size (# of directors) 16.5 14.1** 
     Co-Chair (Both fill Chair position) 11.8 0.0**       Target Board Share of Directors (%)   
     Other 17.6 15.8                         Mean 49.8 28.1*** 
                           25th percentile 50.0 9.0 
Post-Merger Retention Rates (1st & 2nd year after merger)                            Median 50.0 27.0 
   Retained as Executive                            75th percentile 50.0 45.0 
     Acquirer CEO (t+1) 79.4 94.7**    
     Acquirer CEO (t+2) 58.8 78.9*       Categories of Target Board Share    
     Target CEO (t+1) 64.7 34.2***           Low Share (<25%) 0.0 40.0 
     Target CEO (t+2) 50.0 23.7**           Medium Share (>=25% & <50%) 20.0 37.5 
   Retained as Director              High Share (>=50%)   

                       (TBOARD_HI=1) 
80.0 22.5 

     Acquirer CEO (t+1) 88.2 97.4    
     Acquirer CEO (t+2) 73.5 84.2    
     Target CEO (t+1) 91.2 63.2***    
     Target CEO (t+2) 67.6 55.3    
      
Pre-Merger Employment Agreements      
     Target CEO/Chair. Succession Plan  (TCEOSUCC)        15.0 5.0*    
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    Table 6 
Shareholder Event Returns (CARs) 

Mean Comparison Tests of Mergers of Equals (MOE) vs. Matched Sample 
Three Classifications of Mergers of Equals 

 
  

Acquirer 
 

(1) 

 
Target 

 
(2) 

 
Combined 

 
(3) 

 
Acquirer 

 
(4) 

 
Target 

 
(5) 

 
Combined 

 
(6) 

Acquirer 
Difference 
(p-value) 

(7) 

Target 
Difference 
(p-value) 

(8) 

Combined 
Difference 
(p-value) 

(9) 
Panel A:  MOEs Classified by SDC 

 
 MOE Sample (SDC definition) 

 (N=40) 
Matched Sample  

(N=40) 
MOEs (SDC Definition) vs. Matched Sample 

 
2-Day CAR (-1,0) 0.61 

 
3.89*** 

 
1.97* 

 
-4.36*** 

 
9.44*** 

 
      0.80 

 
-4.97 

(.001)*** 
5.55 

(.010)*** 
-1.17 
(.391) 

11-Day CAR (-10,0) 0.36 
 

4.56*** 
 

1.83 
 

-2.26* 
 

13.32*** 
 

3.58*** 
 

-2.62 
(.182) 

8.76 
(.002)*** 

1.75 
(.342) 

Panel B:  Restricted Sample of MOEs Classified by SDC 
Restricted Sample of SDC MOEs with Shared Governance (TBOARD_HI=1) vs. Matched Sample with Less than Shared Governance (TBOARD_HI=0) 

 
 MOE Sample (SDC definition) with Target 

Board share greater than or equal to 50% 
(N=32) 

Matched Sample with Target Board share 
less than 50%  

(N=31) 

MOEs (SDC Definition) with Shared 
Governance vs. Matched Sample with Less 

than Shared Governance 
2-Day CAR (-1,0) 0.42 

 
2.83 

 
1.38 -5.38*** 

 
11.72*** 

 
0.94 -5.80 

(.001)*** 
8.89 

(.000)*** 
-0.44 
(.786) 

11-Day CAR (-10,0) -0.60 
 

1.92 
 

0.25 -2.93* 
 

16.28*** 
 

4.14** -2.33 
(.306) 

14.36 
(.000)*** 

3.89 
(.065)* 

Panel C:  MOEs (or shared governance) Classified by Board Representation (regardless of SDC classification) 
Sample of Shared Governance (TBOARD_HI=1) vs. Sample with Less than Shared Governance (TBOARD_HI=0) 

 
 Transactions with Target Board share greater 

than or equal to 50%  
(N=41) 

Transactions with Target Board share less 
than 50%  
(N=39) 

Transactions with Shared Governance vs. 
Transactions with Less than Shared 

Governance 
2-Day CAR (-1,0) 0.14 2.56** 1.15 -4.00*** 10.99*** 1.64* -3.86 

(.008)*** 
8.43 

(.000)*** 
0.49 

(.720) 
11-Day CAR (-10,0) -0.46 2.19 0.56 -1.47 16.00*** 4.98*** -1.86 

(.611) 
13.81 

(.000)*** 
4.34 

(.015)** 
Notes: Combined CARs are generated by forming a value-weighted portfolio consisting of the target and the acquiring firms (using market values 10 days before the first announcement to form portfolio 
weights).  Refer to the discussion in Section 5.2 for additional definitions.  ***, **, and * indicate 1%, 5%, and 10% significance levels, respectively.   
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Table 7 

Determinants of Event Responses to Merger Announcements 
Panel A:  Dependent Variable is 2-Day Target Abnormal Returns [CARst  (-1,0)] 

 (1) (2) (3) (4) (5) (6) (7) (8) 
MOEDUM -0.068 -0.073       

 (0.027)** (0.025)***       
TBOARD_HI   -0.096 -0.098 -0.090 -0.096   

   (0.027)*** (0.028)*** (0.037)** (0.040)**   
TBOARD_MED     0.010 0.002   

     (0.039) (0.042)   
TBOARD SHARE       -0.186 -0.181 

       (0.074)** (0.081)** 
TRELSIZE  -0.002  0.000  0.000  -0.001 

  (0.001)  (0.001)  (0.001)  (0.001) 
TSIZE  0.011  0.008  0.008  0.010 

  (0.010)  (0.010)  (0.010)  (0.009) 
Constant 0.091 0.047 0.126 0.031 0.123 0.031 0.080 0.016 

 (0.095) (0.151) (0.085) (0.158) (0.090) (0.160) (0.087) (0.141) 
Observations 80 80 80 80 80 80 80 80 

R-squared 0.32 0.37 0.40 0.41 0.40 0.41 0.32 0.35 
Panel B : Dependent Variable is 2-Day Combined Abnormal Returns [CARsc (-1,0)] 

 (1) (2) (3) (4) (5) (6) (7) (8) 
MOEDUM -0.003 -0.008       
 (0.021) (0.019)       
TBOARD_HI   -0.019 -0.027 -0.004 -0.015   
   (0.021) (0.023) (0.026) (0.028)   
TBOARD_MED     0.024 0.020   
     (0.019) (0.022)   
TBOARD SHARE       -0.007 -0.020 
       (0.053) (0.057) 
TRELSIZE  0.000  0.001  0.001  0.000 
  (0.001)  (0.001)  (0.001)  (0.001) 
TSIZE  0.007  0.006  0.006  0.006 
  (0.008)  (0.008)  (0.008)  (0.008) 
Constant -0.009 -0.088 0.011 -0.089 0.004 -0.088 -0.010 -0.091 
 (0.049) (0.111) (0.045) (0.113) (0.049) (0.118) (0.044) (0.109) 
Observations 80 80 80 80 80 80 80 80 
R-squared 0.30 0.33 0.32 0.35 0.34 0.36 0.30 0.33 

Note: All specifications include year and target 2 digit SIC industry dummies and report robust standard errors.  CARs represent 2-day cumulative average abnormal returns (-1,0).  See footnote to Table 6 
and discussion in Section 5.2 for additional details.  MOEDUM is a dummy variable equal to one if the transaction is a MOE classified by SDC and zero otherwise. TBOARD_HI is a dummy variable equal 
to one if the post-merger target share of board seats is greater than or equal to 50% and zero otherwise.  TBOARD_MED is a dummy variable equal to one if the post-merger target share of board seats is 
greater than 25%, but less than 50% and zero otherwise.  TBOARD SHARE is the post-merger target share of board seats.  TRELSIZE is the ratio of the target firm’s market capitalization 10 days prior to 
the event divided by the sum of the target and acquiring firm’s market capitalization multiplied by 100.  TSIZE is the log of target firm capitalization. ***, **, and * indicate significance at the 1%, 5% and 
10% level, respectively. 
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Table 8 
 

Measures of Target CEO Bargaining Position and Incentives to Negotiate Shared Control 
Mean Comparison Tests of Mergers of Equals vs. Matched Sample 

 

 Mergers of Equals (MOE) Matched Sample MOE vs. Matched 
Samples 

  
 

Acquirer/N 

 
 

Target/N 

Acquirer/Target 
Difference 
(p-value)/N 

 
 

Acquirer/N 

 
 

Target/N 

Acquirer/Target 
Difference 
(p-value)/N 

Acquirer 
Difference 
(p-value)/N 

Target 
Difference 
(p-value)/N 

 
CEO Age 
   (AGE) 

53.7/38 53.6/36 (.816)/36 53.3/39 56.3/39 (.034)**/39 (.767)/77 (.100)*/75 

CEO Stock 
Ownership % 
(CEOOWN) 

1.6/30 0.4/29 (.159)/27 4.2/39 2.8/34 (.741)/34 (.116)/69 (.011)**/63 

Directors & Officers 
Ownership (%) 
    (OWN) 

7.7/29 8.8/30 (.792)/28 13.1/39 13.2/39 (.971)/39 (.084)*/68 (.246)/69 

Return on Assets (%) 
(ROA) 

1.15/35 -.50/33 (.220)/33 1.52/27 1.29/29 (.545)/22 (.766)/62 (.093)*/62 

Asset Growth (%) 
   (GROWTH) 

13.9/28 10.3/29 (.006)***/27 12.5/25 -3.0/28 (.052)*/20 (.864)/53 (.339)/57 

Tobin’s Q  
   (TOBINSQ) 

.539/22 .012/21 (.032)**/19 .373/16 .830/21 (.975)/14 (.623)/38 (.253)/42 

 
Note:  CEOOWN is the % ownership of common stock held by the CEO of the firm at the date of merger announcement. OWN is the % ownership of common stock 
held by directors and executive officers at the date of merger announcement.  ROA is the firm’s return on assets (operating income/ assets) deviated from the 
industry median in the year prior to the merger announcement.  GROWTH is the growth rate in assets for the firm deviated from the industry median over the 3 
years prior to the merger announcement.  TOBINSQ is Tobin’s Q for the firm deviated from the industry median in the year prior to the merger agreement.  
Industry-adjusted pre-merger financial variables are defined in the appendix.  ***, **, and *  indicate significance at the 1%, 5% and 10% level, respectively.    
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  Merger of Equals Sample

.0 .43
0 

.83 
Matched Sample

 

.0 .43

| CARt-CARa | | CARt-CARa |
 

Two-sample Kolmogorov-Smirnov test for equality of distribution functions: 
2-day CAR:  p-value==.001  11-day CAR:  p-value==.015 
 

Note:  “Distance” is defined as the absolute value of the difference between CARs of two firms within the transaction i.e. | Target CAR-Acquirer CAR|.   Size-adjusted difference is the coefficient 
on a merger of equals dummy variable (equal to one if MOE transaction; zero, otherwise) in the regression of the distance measure on various size measures (as defined earlier) 

 
Table 9 

Comparison of “Distance” (i.e. absolute value of difference) between CARs of two firms within transaction 
Merger of Equals Sample vs. Matched Sample 

 
 Comparison of “Distance”  

(Sample Means) 
  

Size-Adjusted Difference in “Distance” 
(coefficient on merger of equals dummy in regression of 

distance on various size measures) 
Event Window Merger 

of Equals 
(s.d.) 

Matched 
Sample 
(s.d.) 

Difference 
 
(p-value) 

Target  
Size 
(p-value) 

Target Relative 
Size (TRELSIZE) 
(p-value) 

Target Size & 
Relative Size 
(p-value) 

2-Day CAR (-1,0) 5.90 14.61 8.70*** -9.11*** -7.94*** -8.36*** 
 (6.63) (11.48) (.000) (.000) (.000) (.000) 
11-Day CAR (10,0) 8.52 17.02 8.50*** -8.58*** -8.05*** -8.15*** 
 (8.11) (13.31) (.001) (.001) (.002) (.002) 
       
       

Figure 1 


