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Motivation

• The “market for corporate control” plays an important role in 
our economies:

▫ It acts as an external control mechanism over incumbent 
managers 

� According to Manne (1965) “[…]greater capital losses are prevented by the 
existence of a competitive market for corporate control”
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▫ Competition is a key ingredient if the market for corporate 
control is to exert effective external control over incumbent 
managers

� Competition is the key to efficient allocation of management teams



Motivation

• However, the M&A market seems NOT to display strong evidence of 
competition among bidders (at least ex-post)

• Large sample studies use the number of bidders that publicly 
attempt to acquire the target as a measure for competition 

▫ Andrade, Mitchell and Stafford (2001)
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� The average number of bidders per deal is 1.10 (period 1973-1998, U.S. sample of 
deals between listed companies)

▫ Moeller, Schlingemann and Stulz (2004)

� Only 3% of the 11,393 deals (period 1980-2002) are competed for by rival firms

▫ Betton, Eckbo and Thorburn (2008) 

� 95% of the sample deals are single bid contests (out of 35,727 bids for public and 
private U.S. targets during the period 1980-2005)



Motivation

• Boone and Mulherin (2007) decompose the takeover process into two parts 
and report evidence on private-takeover process:
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Time line of the takeover process in Boone and Mulherin (2007)

Low Competition:
3% of deals are competed 
publicly 

More competitive:

The lack of competition is still an issue, given the fact that 50% of the deals 
are one-on-one negotiations

▫ They build more sophisticated proxies for explicit competition 

� (e.g., number of contacted firms, signing confiden tiality agreement, submitting formal bids)

▫ Half of the deals (202) are auctions, the remaining being direct bargaining with only 
one bidder (one-on-one negotiations)

▫ Target CARs and premium are not different between negotiations and auctions

More competitive:
-50% of auctions with multiple bidders
-50% of negotiations with one bidder
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The private and public takeover process

Source: Boone and Mulherin (2009, p. 29)
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Examples of the M&A process

Source: Boone and Mulherin (2009, p. 29)

50% of the 
deals:
One-on-one 
negotiations



Takeover model: “negotiations under the threat 

of an auction”

• We consider the Betton, Eckbo and Thorburn (2009) two-stage takeover 
model framework to lay out our testable hypotheses

▫ First stage: one-on-one negotiation initiated either by the acquirer or the target

▫ Second stage: competitive selling procedure

• The first stage negotiation takes place under the threat of an auction
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Initial bidder 
with valuation v1 
offers b1

The offer is accepted and 
the game ends

The offer is not accepted and 
the auction-stage starts

Negotiation stage Auction stage

Initial bidder 
wins and pays p=b1

Initial bidder wins and pays 
the second best price  p < v1

A rival bidder wins and 
pays p = v1



Takeover model: “negotiations under the threat 

of an auction”

• The threat of an auction in negotiations is not just an academic argument. 

• It is frequently mentioned by financial intermediaries advising target 
companies
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Takeover model: “negotiations under the threat 

of an auction”

• The model brings forward two countervailing forces 

▫ Latent competition, the likelihood that rival bidders will appear

▫ Auction costs when negotiation fails
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• We derive two empirical predictions:

Prediction 1. The acquirer will propose a higher bid in the first stage 
negotiation when the anticipated competition is high in the second stage

Prediction 2.  Selling urgency (or higher anticipated auction costs) should 
reduce the bid premium in the initial stage negotiation



Sample description

• The initial sample includes 2,006 completed deals announced between 
1994-2007

▫ Both the target and the bidder are listed U.S. firms 

▫ The deal size is above $100 million and the acquirer hold less than 50% before the 
deal, and 100% after

▫ The bid premium in percentage is available in the SDC database

▫ The target’s and acquirer’s CUSIP can be matched with CRSP data
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▫ The target’s and acquirer’s CUSIP can be matched with CRSP data

• Identification of one-on-one negotiations 

▫ SEC filings are used to identify the selling procedure (14A and S-4 filings for 
mergers and 14D filings for tender offers)

� Merger background section (or background of board recommendation) of the corresponding 
SEC filings

� These filings contains the target board’s advice to its shareholders regarding how to react to 
a tender or exchange offer

▫ We are able to identify the selling procedure for 1,774 deals

� Among the 1,774 deals, 847 involve one-on-one negotiations (48%)



Sample description  

12
Motivation Model Empirical Results Conclusion



Dependent variable

13
Motivation Model Empirical Results Conclusion

• Premium: 

▫ The additional amount an acquirer has to offer above the pre-bid share 
price in order to succeed in a take-over/merger offer

• Three different measures of the premium (in percentage):



Latent competition proxies

• Liquidity index from Schlingemann, Stulz and Walkling (2002) 

▫ Captures the intensity of corporate asset transactions within an industry

� It corresponds to the value of corporate control transactions during a year relative to 
aggregate book value of assets of firms in each two-digit SIC code

• Buyout activity

▫ Private buyout funds are potential rivals in M&A transactions
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▫ Private buyout funds are potential rivals in M&A transactions

▫ Boone and Mulherin (2009) show that percentage of winning bids by 
private equity firms have risen from 6% to 30% between 2003 and 2007

� It corresponds to the aggregate investment by U.S. private buyout funds by year 
divided by the aggregate NYSE, AMEX and NASDAQ market value

• Economic recessions

▫ They are known to inhibit M&A activity

� Dummy variable identifying the NBER recession in our sample period (from March 
2001 to November 2001)



Selling urgency

• Target debt ratio

▫ Targets under the pressure of their debt are more likely to 
negotiate quickly and are more willing to accept lower premium

� It corresponds to long term debt plus current liabilities divided by total 
assets

• Target-initiated transactions
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• Target-initiated transactions

▫ An intuitive and simple proxy to measure a target’s eagerness to 
sell in one-on-one negotiations is to determine which party 
initiates the deal.  When the target firm is the initiator (for 
whatever reason), it signals a clear willingness to sell, thereby 
weakening its bargaining power during the negotiations 



Summary statistics
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Method

• Univariate analyses clearly show that the acquirers and targets 
voluntarily chose a selling procedure

▫ Targets initiate 60.66% of auctions

▫ Acquirers initiate 77.27% of negotiations

• The negotiation sub-sample is therefore definitively not a random 
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• The negotiation sub-sample is therefore definitively not a random 
sub-sample of the initial sample mixing auctions and negotiations

• We adopt the classical two-step Heckman procedure to control for 
this potential source of endogenous sample selection issue (see Li 
and Prabhala (2007))



Multivariate analysis
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• Explaining the bid premium with latent competition and selling urgency



Multivariate analysis
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• Control variables



Robustness check
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• Alternative measures of bid premiums



Robustness check
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• Alternative measures of bid premiums



Conclusion

• Competition is essential for the efficient allocation of management 
teams among firms 

• However, observable competition seems to be low and almost 
absent for half of the deals

• We emphasize the effect of ex-ante competition and auction costs on 
the bidding behaviour of the acquirer in the first stage negotiation
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the bidding behaviour of the acquirer in the first stage negotiation

• Our empirical analysis suggests that 

▫ the M&A market is fairly competitive, because target shareholders 
receive a reasonable premium even in one-on-one negotiated deals 

▫ auction costs explain why some targets accept the lower premium of the 
first stage negotiation



APPENDIX
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Negotiation stage Auction stage

First and final offer: b1
Asymmetric information

Two possible outcomes

Second price auction
Independent and private value
N symmetric bidders
c = cost organizing the auction
b1 = new reserve price of the target

Three possible outcomes
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Initial bidder 
offer b1

The offer is accepted 
and the game ends

The offer is not accepted 
and the auction-stage 
starts
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