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Abstract

We analyse the impact on targets and bidders frosseborder acquisitions into and out of the UK, in
comparison to companies involved in similar doneeatquisitions. We findhoth targetsand bidders

to gain more in cross-border than in comparableeftim acquisitions, with target and bidder cross-
border effects of 10.1 and 1.5 percentage poiatpactively. The cross-border effect is signifiant
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1. INTRODUCTION

Deregulation and increased globalisation has redut substantial increases in the level of cross-
border acquisitions throughout the world. Indeedss-border acquisitions now account for more than
80% of all foreign direct investment in industrsgd markets (Conet al, 2005). With the UK’s open
economy and relatively few restrictions on takeaagivity, UK companies play an important part in
this process, and are increasingly involved aseeitargets or bidders in cross-border acquisitions.
Indeed, as discussed by Caegtral (2005, p. 816), UNCTABdata show that “By 2000, the UK was
the largest acquiring country worldwide, accountfog 31% of the total value of all cross-border
acquisitions”. Cross-border acquisitions on averagesount for almost a quarter of all acquisitiohs
UK companies, while almost 40% of all acquisitidmg UK companies are of companies located
abroad. Cross-border acquisitions play an even larger imlealue terms, with the value of cross-
border acquisitions regularly exceeding the valfiel@amestic UK acquisitions in recent years, as
detailed in Figure 1.

Figure 1 about here

While a considerable amount of literature has beeblished on the impact of mergers and
acquisitions, our understanding of “the specifiaratteristics of cross-border mergers that affeat f
value” is, as argued by Bris and Cabolis (2008, @2-647), still limited, necessitating further
research “documenting the differences between ditnasd cross-border mergers”. Despite the
significant scale of cross-border acquisitions iatal out of the UK, little is known regarding the
impact of such acquisitions and how they compaotoestic acquisitions. Our study aims to address
this by analysing the impact on both targets adddais of cross-border acquisitions, comparingtthis
the wealth effects for companies involved in simd@mestic acquisitions. We also study how the
cross-border effects differ between acquisitiois and out of the UK and which factors may account

for the cross-border effects to vary with the lamabf the overseas bidders and targets.

While prior studies, such as Harris and Ravens¢d®®1) have found US targets to gain more in

! United Nations Conference on Trade and DevelopridNICTAD) (2000), World Investment Report 2000
(New York and Geneva: United Nations), as cite@amnet al (2005).
% UK Office for National Statisticdylergers and Acquisitions Involving UK Compansesies (statistics.gov.uk)

2



cross-border than in domestic acquisitions, thelende for the UK is weaker, with Danbolt (2004)
finding no significant residual cross-border effdor UK targets once bid characteristics are
controlled for. The location of the target thus eqs to have a significant impact on target cross-
border effects, but the cause of such differentiddasgely eludes us. In addition, there is liet
evidence of whether bidder abnormal returns diffetween cross-border and domestic acquisitions,
and thus on the relative merit of cross-borderdomestic acquisitions. In this paper we addressethe
issues. While the majority of prior studies on srbsrder acquisitions tend to restrict their ansdy®
either targetor bidders, or to focus purely on cross-border adiips and not discuss how they
compare to similar domestic acquisitions, we sttidy cross-border effects in both target and bidder
abnormal returns, in acquisitions both into andafuhe UK. This allows us to ascertain whether the
wealth effects are systematically different in esrb®rder and domestic acquisitions, whether
acquisitions create or merely transfer wealth betwie two parties involved, whether acquisitiohs
UK companies differ systematically from acquisisdry UK firms, and what may account for any
international variation in target or bidder crosseer effects. Given the large scale of cross-brorde
acquisition activity, these are crucial questions Ieast for shareholders, but also for manageds an

regulators’

We base our analysis on 251 cross-border targetghjoh 174 are targets in cross-border acquisition
into the UK and 77 are overseas targets acquirddiofirms) and 146 cross-border bidders (81 in the
UK and 65 overseas), with each cross-border tanggitbidder matched to a similar company involved
in a comparable domestic acquisition, with matchifojowing Bris and Cabolis (2008), based on

country, year, industry and size.

The scope for extracting cost savings or revenae/ir can be expected to be systematically different
in cross-border and domestic acquisitions. Whitesstborder acquisitions are likely to be more gostl

and complex to execute than domestic ones, crasiebtransactions may bring additional benefits of

 While the UK has had a “...reputation as Europetst open market for big cross-border deals... k¢8a
2011), the UK Takeover Panel recently proposed gbmnto the Takeover Code following the highly
controversial hostile acquisition by Kraft of Cadjpu If implemented, the revised Takeover Code wilike it
more difficult to launch takeover bids in the UKutas and Rappeport, 2011).
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international diversification and access to newkais. The scope for extracting benefits from cross-
border acquisitions may depend on the bidder’srpriernational experience. Given the complexity
of executing cross-border acquisitions, we hypatlieegshat companies with prior cross-border

acquisition experience will perform better thanesthidders.

However, if market access is valuable, targets endsact a higher bid premium, while bidder gains

may also be expected to be higher when enteringmaikets (Doukas and Travlos, 1988), although

Aybar and Ficici (2009) suggest that bidders mayqgom better when they have market experience.
The expected impact of bidder experience on targetrns is unclear. On the one hand, more
experienced bidders may negotiate better, potgntiasulting in lower target returns. On the other

hand, if experienced bidders make better acquisitand if targets extract most of any wealth cosati

In acquisitions, targets may gain more from actjoiss by experienced bidders. The impact of bidder
experience on bidder and target cross-border efferhains an open empirical question, which we
explore in this study. We also analyse the impdaharket access on both bidder and target cross-

border effects.

Exchange rates may also have an impact on the dé\adinormal returns in cross-border acquisitions,
if exchange rate movements give foreign bidderest of capital advantage (Froot and Stein, 1991).
However, prior research (e.g., Harris and Ravefitsci®91; Dewenter, 1995) provides mixed

evidence regarding the impact of exchange ratab@abnormal returns in cross-border acquisitions.
We test the impact of exchange rate movementsrgettand bidder returns in acquisitions both into

and out of the UK.

If the level of accounting quality in a countryl@wv, the complexity and potential for error in the
valuation of companies may increase. While this inayease the risk to foreign bidders, it may also
result in some companies being undervalued, pnogigdaluable investment opportunities for foreign
bidders (Blacket al, 2007). We would expect both target and biddewatnal returns to be higher

where the accounting quality is low in the targatrtry in comparison to that of the bidder. However

while Blacket al, (2007) find bidders to gain more, and Bris arab@lis (2008) find the target bid
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premium to be higher where the accounting quaditioiver in the target than in the bidder country,
Black et al, find the target bid premium to bewer for targets in countries with lower accounting
quality. We extend the prior literature by analgsthe impact of accounting quality on both targed a

bidder cross-border effects in acquisitions botb and out of the UK.

While acquisitions may be motivated by the aim xifacting synergies, the acquisition decision may
possibly also be influenced by managerial constaera (Jensen and Mekling, 1976). With the
separation of ownership and control, and the diganit scope for agency conflict between
shareholders and managers in acquisitions (Jeth886), the corporate governance practices in both
the bidding and target countries may also be egrpetri have a significant impact on cross-border
acquisitions (La Portat al, 1998; Rossi and Volpin, 2004). Strong corpogateernance in the bidder
country may restrict the ability of managers to emake value destroying acquisitions, and firmswit
better shareholder protection can be expected ke tetter acquisitions by more carefully identityin
profitable investments and possibly also pay lopremia for their targets (Kuipeet al, 2009). In a
country with weak governance systems, the numbempadrly managed and thus potentially
undervalued targets may be larger. Targets mayfibéraen a transfer of good governance practices
from the bidder to the target (Bris and CaboliQ®0We may therefore expect both bidder and target
abnormal returns to be higher in cross-border aitippris where the corporate governance standards
are higher in the bidder than in the target countryhis paper we explore the impact of difference

the governance regimes of the bidder and targebtdes on the cross-border effects, while also

controlling for differences in company and bid aweristics.

There are several important findings of this studlye find both target and bidding company
shareholders to earn significantly higher abnormetlurns in cross-border than in domestic
acquisitions. The additional gains to targets wssrborder as compared to targets in similar ddmest
acquisitions, amounts to a highly significant 1petcentage points over a 3-day period centred ®n th
day of the bid announcement. However, despitehthle gains to cross-border targets, we find that
bidding companiealso perform better — or maybe more accurately, lesslpe- in cross-border than

in domestic acquisitions. While bidding companiesilomestic acquisitions on average suffer negative
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abnormal returns of -1.8%, mean abnormal returnsitilers in cross-border acquisitions are
insignificantly different from zero. The bidding mpany cross-border effect amounts to a significant
1.5 percentage points. The overall wealth creasothus higher in cross-border than in domestic
acquisitions, although the gains generally accraetarget rather than to bidding company
shareholders. We find the target company crossdvai@ have increased over time, with bidding
company cross-border effects also somewhat highengl the early 2000s than during the 1980s or

1990s.

The levels of the target company cross-border &ff@lm, however, vary significantly with the
nationality of the targets and bidders. While tihess-border effect for overseas targets acquired by
UK firms averages 22.5 percentage points, the dvosder effect for UK targets is more modest, at
4.6 percentage points, though still highly statesty significant. The cross-border effect is
particularly high for US targets, consistent withiop evidence of e.g., Conn and Connell (1990).
However, despite the large gains to their oversaaets, UK bidders perform significantly better in
cross-border than in similar domestic acquisitiowith the cross-border effect for UK bidders

averaging 1.9 percentage points.

We find some evidence of the target cross-bordiexceto be higher where the bidder already has
operations in the target country. If bidders witltdl market knowledge make better acquisitions
(Aybar and Ficici, 2009) and if there is greateope for synergies if the company already has
operations in the market, this may explain the @iglains to targets where the bidder already has
operations in the country. However, we find soméewe of bidders performing better when

acquiring into new markets, suggesting market acisegaluable. The results are, however, weak and

not robust to the inclusion of other control valeshin the analysis.

Our analysis suggests that national governancectamistics have only a limited, and non-signifigan
impact on the relative merit of cross-border anohéstic acquisitions from the perspective of bidding
company shareholders. Differences in the governahaeacteristics of bidder and target countries do,

however, significantly impact on the level of targempany cross-border effects. We find targetgain
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to be higher where the level of anti-director rigghhd the overall level of shareholder protectiothe
bidder country are high in comparison to the caapmigovernance standards in the target country.
However, even controlling for governance charasties, we still find significant national variati®n

in the level of the target company cross-borderafiwith particularly large gains to US targets.

Our study makes a number of significant contrilngito the mergers and acquisitions literature, and
also to the literature on law and regulation. Rirsinalysing both target and bidding company cross
border effects, we find significant cross-borddeefs for both targets and bidders. We believe our
study is the first to document that the overall Meareation is significantly higher in cross-borde

acquisitions both into and out of the UK than imparable domestic acquisitions.

Secondly, we extend the limited prior evidenceargét-company cross-border effects in the UK, and
document how the abnormal returns differ betweesszborder acquisitions into and out of the UK.
While we observe significant cross-border effeotsUK targets, these are small in comparison to the
cross-border effects for overseas companies achhirdJK firms. We find governance characteristics
of the target and bidding companies to have a fsgnit impact on target shareholder wealth effects,
with target shareholders gaining significantly mén@n acquisitions when the bidder comes from a
country with stronger governance systems than their. Target shareholders appear to benefit from
the high levels of anti-director rights and shate&p protection in the bidder's country. Companies
may be less undervalued, and thus be less atwatdingets, in countries with strong corporate
governance, and targets in countries with weak ig@aree systems seem to benefit more from being

acquired by firms from countries with strong shatdbr protection.

Thirdly, prior evidence on bidding company crosseeo effects is limited, and we believe this study
is amongst the first to uncover significant positieross-border effects in bidder abnormal returns,
with bidding companies on average performing sigaiftly better — or at least less poorly — in cross

border than in domestic acquisitions. Consequetitg, high abnormal returns to targets in cross-
border acquisitions do not generally appear tdhbadsult of higher levels of bidder overpaymeant, b

rather reflect the higher overall wealth creatinrcioss-border as compared to domestic acquisitions
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Cross-border acquisitions are thus preferable tmedtic acquisitions, suggesting there are real
benefits from international investment. The biddess-border effect is significantly higher whdre t
bidder makes relatively large acquisitions. We @t find differences in the level of shareholder
protection or accounting quality between the bidaled target country to have a significant impact on
the bidder cross-border effect. However, biddersfop@ somewhat better when entering new
markets. Whilst overall cross-border acquisitiomsate significant shareholder wealth, bidders in
cross-border acquisitions on average only breakevigh close to zero mean abnormal returns to both
UK and overseas cross-border bidders. Thus, widle Value destructive for bidders than comparable
domestic acquisitions, most cross-border acqurstido not create value for the acquiring firms’

shareholders.

The paper is organised as follows. In section 2digeuss the theoretical arguments as to why the
level of abnormal returns may be systematicallfedént in cross-border and domestic acquisitioss, a
well as prior empirical evidence on shareholderlinesffects in cross-border acquisitions. Section 3
contains a discussion of our research design, dimduexplanation of the sample and methodology.
Our results are presented in the following sectiovith the abnormal returns discussed in section 4,
followed by the results from cross-sectional anedyi®m section 5. Further analysis of the deterntgan

of cross-border effects follows in section 6, wiséxtion 7 concludes.

2. CROSS-BORDER EFFECTS — THEORY AND EVIDENCE

(i) Theoretical Arguments for Acquisition Cross-Ber Effects

If international capital and takeover markets agdqxtly integrated, one could expect there to de n
systematic differences in the abnormal returnstteeetargets or bidders in cross-border as contpbare
to domestic acquisitions (Harris and Ravenscra®91]. However, an assumption of perfectly
integrated markets is arguably unrealistic, andetlage both theoretical arguments and prior engiric
evidence to suggest that the level of abnormalmstmay differ systematically between cross-border
and domestic acquisitions. The literature is, havewonflicting, with different arguments put
forward as to whether cross-border acquisitions lsanexpected to create or destroy value, and

whether the wealth effects of cross-border acqoisstwill be greater or smaller than that obserived
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domestic acquisitions.

Cross-border acquisitions can be expected to be momplex, and thus more costly and risky to
execute, than domestic acquisitions. The potefdgrabaluation error may be a more serious problem
in cross-border than domestic acquisitions (Cenal, 2005) if targets in foreign markets are more
difficult to value than domestic targets (due tg.eless developed capital markets, differences in
accounting practices, volatile exchange rates, nt@oecost of capital, or less knowledge of foreign
markets). If synergies are forecast with some degfeerror, or if managers suffer from hubris and
systematically over-estimate their ability to impeothe performance of the target firm (Roll, 1986)
and the successful bidder is the one with the lsigharget over-valuation, bidding company
shareholders can be expected to lose. If thereest@r scope for valuation error in cross-bordanth
in domestic acquisitions, we may expect highergbegpnormal returns, but lower bidder returns, in
cross-border than in domestic acquisitions. Aybat Bicici (2009) argue that the problems of cross-
border acquisitions, such as limited market knogednay be exacerbated if the bidding company
has no prior operations in the target country, avi@bnn and Connell (1990) argue that companies
from more competitive takeover markets such asUBecan be expected to have more acquisition

experience and make better acquisitions.

Not only may managers suffer from hubris and owtin@ate potential synergies; with the separation
of ownership and control, acquisitions may be drilby managerial and not only shareholder wealth
maximisation objectives (Jensen and Mekling, 1978)e scope for agency conflict may be
particularly severe in acquisitions, as managerg bamefit from such transactions even where they
deliver no value to shareholdérsf the scope for valuation error or the agencyflicnbetween
manages and shareholders is larger in cross-bonder in domestic acquisitions, one can expect

bidders to perform worse, but targets to gain mioreross-border than in domestic acquisitions.

With the high cost and risk of cross-border acdjoiss, why do managers increasingly pursue such

* For example, Harford and Li (2007) find biddingnqeany management on average to receive significantl
higher compensation following acquisitions, evenemh bidding company shareholders suffer negative
abnormal returns as a result of the acquisitions.
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transactions, and why do shareholders allow themi2dd there are significaadditional benefits
from cross-border as compared to domestic acouisitione could expect the added cost and
complexity to lead to lower abnormal returns todeics, as well as the overall wealth creation to be

lower in cross-border than in domestic acquisitions

Increasing the investment universe to also congidess-border acquisitions may increase the scope
for identifying undervalued targets. If corporatevgrnance rules in a country are weak, foreign
bidders may add value through improvement in tacgetpany management (Bris and Cabolis, 2008).
Volatile exchange rates may also provide foreigidérs with a cost of capital advantage over local
firms if managers are able to time acquisitionsdmcide with a strong home currency compared to

that of the target country (Froot and Stein, 1994rris and Ravenscraft, 1991).

The internationalisation literature suggests thatltimational companies (MNCs) may have the
advantage of being able to exploit their intangibiesets in a number of markets (Harris and
Ravenscraft, 1991). If international diversificatior access to new markets (Doukas and Travlos,
1988) is valuable, we may expect bidders to perfdretter in cross-border than in domestic
acquisitions. However, with targets tending to astimost, if not all of any merger benefit, anyngai
from market access or international diversificatiam also be expected to be observed in highegttarg

abnormal returns.

While the discussion above relates to domesticrosseborder acquisitions in general, the abnormal
returns can be expected to vary between cross-baodgiisitionsnto andout ofthe UK, as well as
with the nationality of the overseas targets ordbid. Conn and Connell (1990) argue that target
abnormal returns are likely to be especially highthe US, given its highly competitive takeover
market, while “..returns to foreign bidders should be relativelyhhi§ the market for corporate
control is relatively inefficient in [the target wotry]...” (p. 691). If the US takeover markettie
most competitive, we may expect US cross-bordeyetarto gain the most, while US cross-border

bidders may also gain from acquiring into the Ukhié UK market is less competitive than their own.
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If countries within the European Economic Area (BAAre well integrated, acquisitions within the
free trade area may be perceived as having lovey but also potentially lower diversification
benefits, than other cross-border acquisitionsedwl] if the EEA is fully integrated, one could extpe
the abnormal returns to be little different in @EEA and domestic acquisitions. Intra-EEA
acquisitions may therefore be associated with loteeget, and possibly also lower bidder, cross-
border effects. We split our sample into UK, USor(#UK) EEA and the Rest of the World in the

empirical analysis to test these predictions.

We further explore whether differences in countr@sgporate governance systems may explain any
observed variation in cross-border effects with tla¢gionalities of the companies involved. Bidders
from countries with strong investor protection d@nexpected to be less inclined to undertake value-
destructive acquisitions than other bidders (Kiwggral, 2009). However, agency conflict may also
afflict target company management, and the wedieicorporate governance system, the greater the
scope for companies to be poorly managed. In dyos$er acquisitions, at least where there is a
complete transfer of ownership, “...the target fibecomes a national of the country of the acquiror,
and consequently subject to its corporate govemaystem”. (Bris and Cabolis, 2008). Thus, the
greater the differences in the legal traditions kwvel of investor protection of the bidding andg&t
countries, the greater the potential improvementthé governance systems of the target company
after a cross-border acquisition. We expect botlidyis and targets to gain more from cross-border
acquisitions where the difference in the corpogateernance systems is large. We explore the impact
of country governance systems on cross-bordertsfiache empirical analysis. First, however, we
review some of the prior empirical evidence on eargnd bidding cross-border effects and their

determinants.

(i) Prior Evidence on Target and Bidder Cross-Berdffects
Studies of domestic acquisitidrtend to find target shareholders on average égnifisant abnormal

returns around the time of the bid announcemenénoin the region of 20% to 30%, and prior

® The EAA includes the member countries of the EaespUnion (EU, formerly known as the European
Community, EC) and the former European Free Trag@AEFTA) countries.
® See e.g., Martynova and Renneboog (2008) foriaweof the literature.
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literature on cross-border acquisitibmsnd to find targets gain more in cross-borden tinfadomestic
acquisitions. However, not only is the evidencerfon-US targets still limited, but more importantly
the cause of the target company cross-border efféceludes us. While some studies attribute the
cross-border effect to differences in bid and camgpaharacteristics between cross-border and
domestic acquisitions, others find significant srbsrder effects even when controlling for bid
characteristics. For example, while Wanségyal. (1983), Dewenter (1995), Campa and Hernando
(2004) and Danbolt (2004) find no significant resitarget cross-border effect once differences in
bid and company characteristics are controlleddad Bris and Cabolis (2008) surprisingly find the
mean premium to be significantlgwer for cross-border than for comparable domesticetargHarris
and Ravenscraft (1991) find the residual cross-éuoeffect to exceed 10 percentage points even when
controlling for the method of payment and other théracteristics. There is also some evidence to
suggest that the size of the target company crosteb effect varies internationally, and is relalw

small in the UK (Danbolt, 2004) and smaller thaat tf US targets (Conn and Connell, 1990).

The evidence on bidder returns of cross-borderisitiquns is even more mixed. While e.g., Doukas
and Travlos (1988) and Franasal (2008), amongst others, find US bidders to gaiatileast some
cross-border acquisitions, other studies such asllibtoand Schlingemann (2005) find US bidders to
lose from cross-border acquisitions. While Kuipetral. (2009) find significant losses to bidders from
cross-border acquisitions into the US, Kang (19@3) foreign bidders to gain significantly from
acquisitions of US targets. Chaet al. (2006) find companies from developed markets gain
significantly from acquisitions into emerging matkeThe evidence for UK bidders is, however, much
more limited. Gregory and McCorriston (2005) anddlgdand Boateng (2009) find insignificant bid-
announcement abnormal returns to UK bidders inscbasder acquisitions, while Danbolt (1995)
finds overseas bidders into the UK gain insignifitya during the month of the bid announcentent.

Conn and Connell (1990) find both UK and US biddersuffer negative abnormal returns following

" See e.g., Wanslest al (1983), Harris and Ravenscraft (1991), Shadedl (1991), Kang (1993), Cheng and
Chan (1995), Dewenter (1995), Starks and Wei (2G0%) Kuiperset al (2009) for evidence for the US;
Danbolt (2004) for evidence from the UK; Campa &fetnando (2004) and Martynova and Renneboog (2008)
for evidence from European acquisitions; and Bnid &abolis (2008) for international evidence on wealth
effect of cross-border acquisitions on targets.

8 Both Danbolt (1995) and Gregory and McCorristo®0®) find some evidence of negative abnormal rettmn
biddersfollowing the cross-border acquisitions.
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cross-border acquisitions between the two markefth UK bidders on average performing

substantially worse than US cross-border acquirers.

However, none of the above studies compare thenmeahce of bidders in cross-border acquisitions
to that of domestic acquirers, and therefore doadlolress the issue of whether there are systematic
differences in bidder abnormal returns in domeaitid cross-border acquisitions. There are few such
comparative studies. Eckbo and Thorburn (2000) i&dbidders to gain less than Canadian bidders in
acquisitions of Canadian firms, and Starks and (®@e04) find foreign bidders to gain less than US
bidders in acquisitions of US firms. Moeller andhiBagemann (2005) and Blaak al (2007) find
lower announcement returns to US bidders in crosddy than in domestic acquisitions. Fraratigl.
(2008), overall also find US bidders in generalf@en better in domestic than in cross-border
acquisitions, although the cross-border effectddsrbidders turns insignificantly positive durirftet
late 1990s and early 2000s. In a study of Euromeauisitions, Campa and Hernando (2004) find
bidders to perform better in domestic than in ctomsler acquisitions, although the difference iy on
significant for a longpre-announcement window. Studying long-run abnormélirres for a small
sample of UK acquiring firms in large acquisition8w and Chatterjee (2004) find UK bidders to
perform worse following cross-border than domesiiquisitions. Conret al. (2005, p. 815), also
studying UK bidders, find “cross-border acquisigoresult in lower announcement and long-run
returns than domestic acquisitions”. However, tisaimple is dominated by acquisitions of private

firms, and in acquisitions of public targets thddsr cross-border effect is reverséd.

Market access is commonly argued to be a majorvexdor cross-border acquisitions, but prior
evidence is mixed. While Doukas and Travlos (1988 higher abnormal returns to US bidders
when acquiring into new markets, Danbolt (2004)d$imo evidence of market access having a

significant impact on target abnormal returns inssrborder acquisitions into the UK. We extend

® Aw and Chatterjee (2004) study 36 domestic anccdbs-border acquisitions. Possibly due to theialbm
sample, their results are often not significardatventional levels.

19 Acquisitions of non-listed targets account for@8.of Conret al's sample, compared to 14.5% in this study.
The sample periods are also different, with thiidg covering the 1984-1998 period, while this gtaedtends
the sample period to 1980-2008. Finally, Cairal do not match domestic and cross-border acquisithny
country, year, industry and size as we will do. Bédieve our approach provides a clearer test cfsshmrder
effects.
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prior literature by studying the impact of marketess on both target and bidder cross-border sffect
We also explore whether prior bidder cross-boraegussition experience has an impact on target or

bidder returns.

Prior research provides mixed evidence regardimgithpact of exchange rates on the abnormal
returns in cross-border acquisitions. While Haamsl Ravencraft (1991) and Kang (1993) find target
abnormal returns in cross-border acquisitions tchigher when the bidding country’s currency is
strong relative to the currency of the target coyrdewenter (1995), Danbolt (2004) and Starks and
Wei (2004) find no support for the exchange ratgdilyesis on target returns. Gregory and
McCorriston (2005) find exchange rates to haveatissically significant impact on bidder returns,

while Connet al (2005) find no significant impact of exchangesralhanges on bidder returns.

Bris and Cabolis (2008) find differences in accinghguality between the bidder and target countries
to have a significant impact on the target complaidypremium, with target gains higher where the
bidder comes from a nation with better accountinglity than the target. Prior literature suggests
national differences in country governance chareties may also have significant impact on the
level of cross-border effects. Blaek al. (2007) and Francist al. (2008) studying US bidders, Starks
and Wei (2004) and Kuiperst al. (2009) studying foreign bidders acquiring into tb& and
Martynova and Renneboog (2008) studying Europeddes all find higher bidder returns where the
bidder comes from a country with better corporatwegnance standards than those of the target
country, although the impact on bidder returnsossignificant in the study by Starks and Wei. &hi
their focus is mainly on the impact of internatibwariations of laws and regulations on the volurhie
mergers and acquisitions activity, Rossi and Vo[giD04) also find the level of the bid premium & b
higher in countries with strong shareholder pratectalthough their results seem to be driven by
returns for US and UK targets. Bris and CaboliB0® similarly argue that differences between
bidder and target countries in terms of investatgmtion may have a significant impact on the bid
premium. Studying cross-border acquisitions in 8antries, Bris and Cabolis (2008) find the cross-
border effect in the target bid premium to increadeere the cross-border bidders come from

countries with better shareholder protection thlaosé in the target country. Studying European
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acquisitions, Martynova and Renneboog (2008) silyilind higher target returns where their
country’s corporate governance standards are ltveer those of the bidder. However, studying cross-
border acquisitions by US firms, Blaek al. (2007) find the foreign targets to ga@sswhen they are
based in countries with low accounting quality, &tdrks and Wei (2004) find US targets to gain less
when the foreign acquirer comes from countries withng corporate governance. The prior evidence

is thus mixed.

The evidence on the impact of accounting qualityasget returns is mixed, and there is a genecéll la
of evidence on whether differences in the levekloéreholder protection in the bidder and target
countries also affect the level of bidder retursllowing Bris and Cabolis (2008), we analyse the
impact of differences in accounting quality, legagin, the levels of anti-director rights, the iyeof

the rule of law, and the level of shareholder mtt® between the bidder and target countries en th
level of abnormal returns. While the prior litenathas mostly focused on target shareholders, we

analyse the impact of country characteristics dh barget and bidder cross-border effects.

We next turn to a discussion of our research desingiuding a discussion of our data, sample and ou

model for calculating abnormal returns.

3. RESEARCH DESIGN

(i) Data sources and sample

We obtain information on announcement dates andchatacteristics from the Thomson Financial
SDC Mergers Database obtained through Thomson Oatké* We focus on changes in control,
and therefore limit the sample to successful adtipris where the bidder held less than 50% of the
target prior to the bid announcement, and wherebitiéer holds more than 50% of the shares in the

target after the acquisition. The acquisitions waremounced between 1 January 1980 and 31

1 We identify acquisitions of companies where eititier target or bidder comes from the UK, and wisitteer
company is listed. We do not include acquisitiohs.g., divisions or assets, and we restrict tmepma to where
the transaction type is recorded in the ONE Bamkdabase as being an exchange offer, a tender offen
acquisition of remaining interest. In order to remdhe influence of small acquisitions, which matraduce
noise into the measure of equally weighted aveedg®rmal returns, we restrict the sample to whiegedeal
value exceeds $10m.
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December 2008, although very few transactionsrasieded in the SDC database prior to 1986. Share

and index returns, as well as market value dataphbtained from Thomson Datastream.

A sample of 535 cross-border acquisitions — 305usdgpns into the UK and 230 cross-border
acquisitions out of the UK — match our initial sdenpriteria. However, returns data is missing for
114 cross-border targets and 154 cross-border tsidds detailed in Table 1. Following Bris and
Cabolis (2008), we match the target and biddinggaomes in cross-border acquisitions with targets
and bidders in comparable domestic acquisitiongufsitions are matched based on country, year of
acquisition, industry, and siz&.Our final sample consists of 251 cross-bordeyetis matched to 251
target companies in domestic acquisitions, andctdss-border bidders, again matched to bidders in
comparable domestic acquisitions. In the final dangb cross-border acquisitions, we have data for
174 UK targets and 77 overseas targets acquirddkbogompanies, and for 81 UK and 65 overseas
cross-border bidders. While the US dominates egattget for UK cross-border acquisition and is the
most frequent overseas acquirer of UK companiessample also includes companies from a number
of other countries. The main countries involved specified in Table 1. In the analysis we group the
countries into the UK, the European Free Trade AteaUS, and the Rest of the World.

Table 1 about here

Table 2 provides further information on the samalel the matching between cross-border and
domestic acquisitions. The majority of acquisitiéamgshe sample took place during the merger boom
of the late 1990s, and the sample is small in iereaars. In order to control for possible time-
variation in returns, we match our sample of ctomsder acquisitions to comparable companies in
domestic acquisitions in the same year. We alsdingedummies in the cross-sectional regressions
Our third matching criterion is industry. The lasg@roportion of cross-border acquisitions involves

companies in the manufacturing sector, althoughicefirms are also well represented. Finally, we

12 Targets and bidders are matched separately, aith ®rget company in a cross-border acquisitiorcineal to

a target in a comparable domestic acquisition éndame calendar year with the same nationalith@snoss-
border target. Cross-border bidders are similarftaimed to bidding companies in domestic acquisstionthe
country of the cross-border bidder, sing the sanatéching criteria. Size is captured using Total Assed
Industry classifications are based on primary Si@es, as explained in the Appendix.

13 Given the small number of observations in somesyeae follow the approach to Sudarsanam and Sorwar
(2010) and incorporate dummy variables for each-figar period rather than annual fixed-effectshi ¢ross-
sectional regressions.
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match cross-border and domestic acquisitions basedotal assets, restricting the value of the
domestic company to be between 50% and 200% dHitleeof the cross-border company.

Table 2 about here

(i) Estimation of abnormal returns
We measure shareholder wealth effects around thedpef the bid announcement using standard
event study methodology, with abnormal returnsnestied using the conventional market model
(Brown and Warner, 1985) as specified in equation 1

ARy = Ry — (@i +BiRmy) 1)
Log returns are calculated from Total Returns In@ERI) data obtained from Datastream, and R
capturing the log return on sharen dayt, is estimated as in equation 2:

Ri = IN(TRK/TRIi) 2)
Rm: captures the log return on the market portfolicdagt, calculated from the return on the various
home country stock market indicef. captures the systematic risk of the share, whilés the
intercept. We estimate the market model parametemsa period of 220 days, from day t-260 to t-41,

where t=0 refers to the date of the bid announcéfen

While the market model (MM) is the most widely usmgnt study model, we acknowledge that this
model has been subject to critique, including gmesproblems of missing variable bias and other
measurement problems. Benchmarking problems casignéficant, although focusing on the short-

run announcement effect, the choice of benchmaskohty a small impact on the estimated abnormal

returns (Kothari and Warner, 2007)Still, as a robustness check, we also undertakarhlysis using

14 We restrict the analysis to cases where we haveirimum of 60 observations during the parameter
estimation period. We estimate market returns filoenvarious Datastream Total Market Indices.

!> While some recent studies have analysed long-hmormal returns after UK acquisitions (e.g., Aw and
Chatterjee, 2004; Conet al, 2005; and Gregory and McCorriston, 2005), theie# of benchmark becomes
much more problematic in such studies, with benckmaften suffering from measurement and statiktica
problems (Barber and Lyon, 1997). As argued by Kotand Warner (2007, p. 14), “...long-horizon method
are sometimes poorly specified. While much is usited about how to reduce misspecification in lbngzon
studies..., no procedure in whose specification mebeas can have complete confidence has yet been
developed”. Results from long horizon studies catinaes also be difficult to interpret, such as fimgling of
Gregory and McCorrison (2005) of insignificant shiam abnormal returns, but substantial negativeoatal
returns to UK bidders acquiring in the US betweemnths 36 and 60 after the event. The authors after
explanation as tevhy the market takes 3 to 5 years to fully evaluate rierit of the acquisition, and it is not
clear that the performance so long after the ewantbe directly attributed to the acquisitionantrkets are at
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the market adjusted returns model (MAR)ith a = 0, andB = 1, as specified in equation 3:
AR = Rt — Ryt (3)
The choice of model has limited impact and the Itesare consistent. For brevity, we only report

market model results in the tables.

Following prior literature, we focus on a shortreti-day event window, from day t-1 to day t+1.
However, such a short event window, while commausged in prior literature, may not capture the
full impact of acquisitions if there is bid spedida or information leakage prior to the formal bid
announcement, or if new price-sensitive informatmmeleased after the initial bid announcentént.

We therefore also analyse CAR over a slightly lorigeday event period, from t-5 to t+5.

The levels of statistical significance of the cuatie abnormal returns are calculated using a €ross
sectionalt-test of the mean (Strong, 1992). However, to allomwnon-normality in the distribution of

abnormal returns, we also test the significancegutie nonparametric Wilcoxon rank sum test of the
median, as well as a simple sign test based oprtportion of sample companies with non-negative

abnormal returns (Siegel and Castellan, 1988).

4. ABNORMAL RETURNS

(i) Target abnormal returns

Target abnormal returns are reported in Panel Aatie 3. Target company shareholders on average
earn significant positive abnormal returns arouhe time of the bid announcement, with mean
cumulative abnormal returns to targets in crossdaoacquisitions amounting to a highly significant

20.9% over the 3-day period from day t-1 to t+1.r&ohan 93% of sample firms earn positive

least reasonably efficient, market expectationsingigg the merit of the acquisitions will be refled in share
prices soon after the time of the bid announcemerthis study we therefore focus on the bid ancenment
effect of mergers and acquisitions.

'8 \While simple, methodological studies (e.g., Braaml Warner, 1985; Strong, 1992) find the model dokvas
well as more complex event study models. MAR hanhesed in a number of prior studies (see e.g.pdlgn
1995; Aw and Chatterjee, 2004; and Cetmal 2005).

Y This could be information regarding the entry afoanpetitive bidder, revision of the offer ternise eventual
acceptance and completion of the bid, etc.

18 We have also analysed abnormal returns duringriéadid period (t-40, t-2) and post-acquisition2(t#+40)
periods, as well as over an extended 81-day peamdjscussed further below. For brevity we doraport the
full results for these extended periods.
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cumulative abnormal returns. Target companies mparable domestic acquisitions on average also
earn positive abnormal returns, but the gains ageifeantly smaller, averaging 10.9%. The
difference in target returns between cross-bordetr matched domestic acquisitions — the target
company cross-border effect — amounts to a higlyificant 10.1 percentage points, with almost two
thirds of the cross-border targets earning higheéay3 CAR than shareholders in comparable domestic
acquisitions.

Table 3 about here

A 3-day event window may arguably be too shortdptare the full impact of acquisitions, and we
also analyse abnormal returns over an 11-day eviediow, from five days prior to five days after the
day of the bid announcement. Over this extendeshtewindow, target abnormal returns in cross-
border acquisitions are even higher, at 26.4%, thedcross-border effect rises to 13.1 percentage
points. Indeed, as can be seen from Figure 2,|Partarget company share prices on average start
rising long before the bid announcement, with cuativé abnormal returns over the time period from
t-40 to t-6 averaging 9.4% for cross-border an@®f@r domestic targefs.Over an extended 81-day
period centred on the bid announcement, targeverage earn 40.1% cumulative abnormal returns
in cross-border acquisitions, compared to 26.8%dmestic acquisitions, leading to a significant
cross-border effect of 13.3% — similar to that oagd by the 11-day event windd&Thus, regardless

of what event window we analyse, we find evidengesignificant cross-border effects in target
company abnormal returns.

Figure 2 about here

As can be seen from Panel C, the level of targabmbal returns in cross-border acquisitions has
increased substantially over time, from an avemaig#4.1% during the 1980s to 26.8% during the
2005-2008 period. The level of target returns imdstic acquisitions have not shown a similar

increase, and the target company cross-bordert éféexcbeen rising substantially over time, from 7.9

9 Georgen and Renneboog (2004), analysing intrajiao takeovers, similarly observe large and highly
significant abnormal returns during the pre-bidige(averaging 14.1% over the period from day tel62).

?|n the analysis which follows, we concentrate esuits for the 3-day event window. Results for theday
event window are consistent.
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percentage points during the 1980s (and an ingiginif negativecross-border effect for the small
number of transactions during the early 1990s),3@ and 14.3 percentage points, respectively, for

the first and second half of the 2000s.

However, further analysis reveals that the levethef target company cross-border also effect varies
significantly with the nationality of the targetdbidding companies. As displayed in Panel D of
Table 3, while the average 3-day target compangscborder effect for the sample as a whole
amounts to 10.1 percentage point, the cross-baflect for UK targets of 4.6 percentage points is
substantially smaller than the average cross-bafiect of 22.5 percentage points to overseas tgrge
acquired by UK firms. The cross-border effect @tigularly high for US and non-EEA targets, at
24.2 and 19.1 percentage points, respectivelypadth the target company cross-border effect is also
high for other overseas targets, averaging 9.9eméage points. The low cross-border effect to UK
targets is particularly pronounced in acquisitidnys bidders from other EEA countries, where the
target cross-border effect is an insignificant flefcentage points. Indeed, it is only in acquisgiby

US bidders that we observe significant cross-boetffercts for UK targets, at 8.9 percentage points.
The target company cross-border effect is thusistamgly lower in acquisitions into the UK than in
cross-border acquisitions out of the UK. We analgsgection 5 the extent to which the differencges i
abnormal returns in domestic and cross-border aitopris are attributable to differences in company
and bid characteristics, while in section 6 we esplwhy the target company cross-border effect
varies with target and bidder nationality. Thehthabnormal returns to targets, particularly in sfos
border acquisitions, raise questions as to whetbheh transactions are valuable investments for the

acquiring companies, or whether bidders tend topaye We explore this next.

(ii) Bidder abnormal returns

As reported in Panel B of Table 3, bidders in ctomgler acquisitions on average earn abnormal
returns close to, and insignificantly differentrfreero, amounting to -0.3% over both the 3-day and
11-day event windows. However, bidders in comparatbmestic acquisitions on average earn
significant negative abnormal returns, of -1.8% ah8%, respectively, over the two event windows.

Thus, while target shareholder gain significantlyren from cross-border than from domestic
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acquisitions, bidders on averagdso perform significantly better — or maybe more aateily,
significantly less badly — in cross-border thardomestic acquisitions. The bidding company cross-
border effect amounts to a significant 1.5 peragmfaoints over the 3-day event window, although the
cross-border effect, of 1.0 percentage point, islormer significant for the longer 11-day event
window. The movements in bidder abnormal returnar diae full period from t-40 to t+40 days is
depicted in Figure 2, Panel B. While the abnorre&inns to bidders in cross-border acquisitions fall

marginally over the post-acquisition period, théding company cross-border effect remains positive.

The bidder cross-border effect is further analyse@®anels C and D of Table 3, which splits the
results based on time period and the nationalitheftargets and bidders, respectively. Biddemrmnstu
in cross-border acquisitions are insignificantlyfetient from zero during all time periods, while
domestic bidders earn significant negative abnonrealrns in three of our five time periods. The
bidder cross-border effect is particularly largeing the early 2000s, when it reaches a signifiGa8t
percentage points. However, the bidding compangssborder effect also varies significantly with the
nationality of the firms involved. The cross-borddfect is higher for UK cross-border bidders, at a
significant 1.9 percentage points, and is partityldigh, at 3.8 percentage points, when UK
companies acquire into other EEA countries. Ondtier hand, for US bidders the cross-border
effect is only 0.8 percentage points and not stediléy significant, and for UK bidders acquiring i
the US the cross-border effect is 0.7 percentageggpand again not significant. The small number of
bidders from EEA and other countries also earn drighbnormal returns in cross-border than in
domestic acquisitions, although the bidding comparmgs-border effects are not significant for the

EEA and the Rest of the World regions.

The analysis above suggests that both tamgeddidders on average perform better in cross-border
than in domestic acquisitions. While the target pany cross-border effect is particularly high in
cross-border acquisitions by UK companies, UK biddeerform significantly better in cross-border
than in domestic acquisitions. Prior research sstgdgid characteristics may have a significant ithpa
on target and bidder returns, and if there areegyatic differences in the characteristics of tezgetd

bidders in cross-border and domestic acquisititims,cross-border effects observed above may be
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attributable to such differences rather than todifferent nationalities of the targets or biddénsthe
next section we therefore analyse the differencekea characteristics of companies involved in &ros

border and domestic acquisitions, and the impastioh differences on the cross-border effects.

5. BID CHARACTERISTICS AND THE IMPACT ON CROSS-BORIR EFFECTS

In this section we investigate whether differenéescompany and bid characteristics between
domestic and cross-border acquisitions can expledrtarget or bidder cross-border effects. We first
explore the sample characteristics and the colwakbetween the various bid characteristics and 3-

day abnormal returns, before presenting the muiéit@regression models and results.

(i) Bid characteristics and the impact on abnormetrns

Sample characteristics are reported in Panel Aatfid 4, while the Pearson correlation coefficients
between the 3-day cumulative abnormal returns amepke characteristics are reported in Panel B.
Data sources and detailed variable definitionsti@r cross-sectional variables are provided in the
Appendix.

Table 4 about here

Prior research generally finds both target andibgldhareholders to gain significantly more in cash
than in equity offeré® and we follow prior literature in controlling fahe method of payment. We
introduce dummy variables for cash-only and eqaitly payment, with mixed payment offers as the
residual category. As can be seen from Panelghjfgant differences between domestic and cross-
border acquisitions are observed in the methodagfment. While cash-only is offered in more than
61% of cross-border acquisitions, such payment geduin approximately 52% of domestic
acquisitions based on the sample of targets, afd Bdsed on the bidder sample. The difference
between cross-border and domestic acquisitionbdrptevalence of cash payment is substantial and
statistically significant. Full equity offers arelatively rare, accounting for approximately 10% of

domestic and less than 9% of cross-border acaurisiti

%L See e.g., Franlet al (1988), Danbolt (2004) and Bi and Gregory (20fbt)evidence on the payment effect in
acquisitions. While most studies find higher abnairmeturns in cash acquisitions, Georgen and Resoteb
(2004) find bidder abnormal returns to be signifity higher in equity than in all-cash bids.
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In Panel B we explore the relationship betweenrtethod of payment and cumulative abnormal
returns, and our results are generally consistéttt the prior literature. We find target abnormal
returns to be significantly negatively correlateithvequity payment, although the method of payment
is not found to have a significant impact on tanggtirns in domestic acquisitions. Domestic bidders
also perform significantly better in cash finan@agjuisitions than in transactions with other fowhs
payment. The higher proportion of cross-bordentlamestic acquisitions with cash offers and the
higher returns to targets in cash than in equifgrsf may contribute to the target company cross-

border effect. We explore this further in the creastional regression analysis below.

We next control for the effects of company size Hralrelative size of the targets and biddgérg/e
measure company size by the market value of thepanyn4l1 days prior to the date of the bid
announcement. Due to the non-normality of compdnrg, sve use a log transformation of market
values in the cross-sectional analysis. We measlaéve size by the total assets of the targehéo
total assets of the bidd&r While we match cross-border and domestic acqoisitibased on total
assets, the market values are on average higherdss-border targets and bidders than their metche
domestic counterparts. However, Panel B suggeststtabnormal returns are significantly negatively
related to firm size, which would seem to wa§ainstthe observed target company cross-border
effect. We find no significant differences in tiedative size of targets and bidders in cross-hoade
domestic acquisitions, not does relative size seehave significant correlation with the cross-tmrd

effects in the univariate analysis.

Prior research has suggested the method of adqnisiatters, and we control for whether the

2 Rossi and Volpin (2004) argue there are fewernitebidders for large targets, leading to lesmpetition
and lower target abnormal returns. Peterson aner$tet (1991) find smaller targets to receive grealbsolute
returns, and Campa and Hernando (2004) find hitgirget abnormal returns where the target is smakdtive to
the size of the bidder. Danbolt (1995) and Fraatial. (2009) find large cross-border bidders to perftetter
than smaller ones.

2 As the sample in this study includes acquisitibath of and by non-listed as well as listed comesnielative
size is missing for more than half of the sampléaofet firms. While the cross-sectional analysiséctions 5
and 6 have been undertaken both with and withdative size, we report for brevity bidder resulteluding
relative size, but target results excluding thigalae, given the significant impact on sample size
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acquisitions are undertaken through a tender aifeax mergef? with a dummy variable taking the
value 1 in tender offers. As reported in Panelh®, tesults suggest cross-border targets and damesti
bidders perform better in tender offers than in gaes, although the correlation coefficients are
insignificant and negative for domestic targets ems$s-border bidders. However, as can be seen from
Panel A, there are only marginal differences in threportion of cross-border and domestic
acquisitions that are undertaken through tender®ffThe variable is thus unlikely to account foe t

observed target or bidder cross-border effects.

We find target abnormal returns to be significamgatively related to the size of the stake hgld b
the bidder in the target prior to the acquisitiBidders on average hold significantly higher pré-bi

stakes in the target in domestic than in crossdroetquisitions, and this may contribute to the
observed target company cross-border effect. Weador the size of any stake by the bidder in the

target prior to the acquisiti6hin the cross-sectional analysis.

Finally, we control for industrial diversificatiomith a dummy variable taking the value 1 where the
targets and bidders are operating in different arjmindustries® A higher proportion of domestic
than cross-border acquisitions involve industriaktsification. However, the correlation coefficien
in Panel B of Table 4 suggests whether the acouisi focused or result in diversification appetars

have limited impact on the level of either targebmlding company abnormal returns.

We next explore the relationship between bid charestics and abnormal returns in a multivariate

setting.

4 Prior studies suggest both target and bidder ahaloreturns are higher in tender offers than ingess
(Jensen and Ruback, 1983; Franks and Harris, 1@88er forms of bid attitude often controlled forcciude
whether bids are hostile (e.g., Campa and HernaR@64; Georgen and Renneboog, 2004) or competitive
(Sudarsananet al, 1996; Georgen and Renneboog, 2004). We havdasiynundertaken analysis including
dummy variables for whether the bids were hostileampetitive. However, neither variable is founchaive an
impact on either target nor bidder cross-bordezctf in either univariate or multivariate analyses] we do
therefore not include these variables in the regubrésults.

% While Franks and Harris (1989) find targets tangaore where bidders hold a large stake in theetgogor to

the acquisition, Sudarsanaet al. (1996) find pre-bid stakes to have a significaagative impact on target
abnormal returns.

% The analysis has also been undertaken includimghan measure of industry relatedness, with a dummy
variable taking the value 1 where the target anidldyi companies have different four-digit primarg Sjodes.
The correlation between the two diversification doies is less than 0.5. The four-digit SIC divecsifion
dummy is not statistically significant.
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(if) Cross-sectional analysis of abnormal returns
In order to test whether the cross-border effecés rabust to controlling for differences in the
characteristics of cross-border and domestic aitus, we run cross-sectional regressions of the 3
day cumulative abnormal returns (CAR) for targaid &idders on the combined samples of cross-
border and matched domestic acquisitions agaiosiss-border dummy and controls for the different
bid characteristic&. Given the cross-border effects appear to vary timee (see Table 1, Panel C),
we also include four time dummies in the regressi&arly '90s (1990-1994), Late '90s (1995-1999),
Early '00s (2000-2004) and Late '00s (2005-2008} wacquisitions during the 1980s (1981-1989)
captured by the intercept. The regression modad ispecified in equation 4 below:
CARy = o; + B,CB + p,Cash +33Equity +p,LnCompanySize +3RelSize) +3¢TenderOffer +
B-Stake% +BgDiversifying +pqEarly '90s 43;cLate '90s +3,,Early '00s +,,Late '00s
v (4)
Given Relative Size is missing for approximatelyf lize target firms, we do not include this variabl
in the reported results for target firdisin a second set of regressions, we explore whéfieecross-
border effects still vary with the nationality dfet target or bidding companies once we also control
for bid characteristics. The regression modepex#ied as follows (equation 5):
CAR; = a; + B1CB UK + B,CB EEA +B,CB US +B,CB RoW +psCash +sEquity +3;LnSize
+ (BsRelSize) +pyTenderOffer +p,0Stake% +pq;Diversifying + pi.Early '90s +
Bislate '90s 4B4Early '00s H3isLate '00s ; (5)

EEA refers to countries within the European EcomoAriea, and RoW to the Rest of the World.

Regression output from the cross-sectional anabfdisrget company abnormal returns is presented in
columns 1 and 2 of Table 5. We find bid charactiessto have a significant impact on target
abnormal returns, with targets gaining less whed mashares, if their company is large, or whére t
acquiring company owns shares in the target comgamy to the bid. Target returns are also

significantly higher 2000s than during the 1980sowidver, even when controlling for bid

%" The results are overall consistent based on tngelol1-day event window. For brevity, we only népesults
for the 3-day event window.
28 |ncorporating this variable for targets reducesshmple to 288 observations, but the overall emimhs remain unaltered.
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characteristics, the target company cross-bordiactefemains highly significant, at almost 9.5
percentage points. In the second regression wecalsirol for the location of the target firm. Wed

the cross-border effect still to be higher for @&ets than for UK targets, although controlling b
characteristics the cross-border effect for thellssample of targets from outside Europe turns
insignificantly negative. Thus, differences in thi&l characteristics of cross-border and domestic
acquisitions do not appear to fully explain theg&rcompany cross-border effect or why the cross-
border effect varies with the location of the tarfgens.

Table 5 about here

Results for the bidding company shareholders arerted in the last two columns of Table 5. We find
bidder CARs to be significantly higher in cash finad acquisitions than in acquisitions with other
forms of payment, while none of the other bid chegastics appear to have a significant impact on
the level of bidder cross-border effects. Contngllifor bid characteristics, the residual bidding
company cross-border effect is still above 1 pdsmgm point, but loses statistical significancethe
final regression, we observe that the bidding campaross-border effect is significantly positiver fo
US bidders acquiring into the UK (at 1.8 percentpgints), and particularly high for European
bidders acquiring into the UK, for whom the meaassrborder effect is a significant 6.2 percentage
points. The bidder cross-border effect for UK biddand for bidders from the Rest of the World are
indistinguishable from zero. Thus, differences ith tharacteristics — and in particular the methbd o
payment — appears to have a significant impacherbidding company cross-border effect. However,
we still observe differences in the bidder crossibo effect depending on the nationality of the
bidder. We next analyse the cross-border acquisitin more detail, to ascertain whether bidders’
international experience, exchange rate effectsational corporate governance characteristics may

help explain the cross-border effects.

6. DETERMINANTS OF ACQUISITION CROSS-BORDER EFFECTS

As discussed in section 2, the legal origin andaihality of the laws and enforcement of shareholder
rights as well as the quality of accounting staddan various countries may affect the impact of

cross-border acquisitions on shareholder wealthrkdtaaccess and exchange rate effects, as well as
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whether the bidding company has any prior crosgdroacquisition experience can also be expected
to have a significant impact on abnormal returmmenfrcross-border acquisitions. In this section we

explore the impact of these factors on the targdttadder cross-border effects.

(i) Sample characteristics of cross-border charastes

Descriptive statistics on the characteristics ef¢loss-border acquisitions are reported in TabWeé
study the impact of market access on abnormal netlny controlling for whether the bidding
company had operations in the target country gddhe acquisition. We hand-collect this data from
annual reports from the period prior to the datéhefbid announcement. We are able to confirm that
56.2% of bidders (or 46.6% of bidders, based onatget sample) already had operations in the targe
country prior to the acquisition, while 10.9% (7.6% bidders entered a new market through the
acquisition. For 32.9% (45.8%) of bidders we arahle to ascertain whether they had operations in
the target country prior to the acquisition, andteeat this as a separate, residual, category.

Table 6 about here

We also check whether cross-border bidders havdaogudy undertaken a cross-border acquisition,
using data from Thomson ONE Banker. 70.6% (50.688)idders had prior cross-border acquisition

experience.

Several prior studies suggest exchange rate \ilatilay have an impact on abnormal returns from
cross-border acquisitions, although the evidenoenfprior literature, as discussed in section 2, is
mixed. While both Harris and Ravenscraft (1991) @athnet al (2005) “...measure the strength of
the buyer's home currency relative to the [targhtse currency] as the proportionate deviation from
the average exchange rate for the sample periodfriddand Ravenscraft, 1991, p. 832), we would
argue this measure is unsatisfactory. By compatiegexchange rate to the average for the sample
period, observations during the early parts ofshmple period will be compared to predominately
future exchange rates, while observations during the [gs of the sample period will be compared
to historic exchange rates. There is thus an inconsistenitysrapproach. Furthermore, this approach

seems to implicitly assume that managers in thly @arts of the sample period are able to forecast

27



exchange rate movements, and time their acquisittonwhen their currency is strong relative to
future exchange rates. In order to avoid such kwoéad bias, we use the change in the exchange rate
over the 12 months prior to the date of the bidoamecement as our measure of exchange rate
volatility.”® Contrary to the predictions of Froot and Steind()%f companies acquiring abroad when
their currency is strong, for the sample of targéte currency of the bidder on averdg# by a
significant 1.43% relative to the currency of tleget during the year prior to the acquisition.
However, for the sample of bidders the mean exahaate change is marginally positive but not

significant.

We next explore the differences in the governarn@eacteristics of the bidder and target countries,
analysing the impact of legal origin, the levelasiti-director rights, the rule of law, and the alker
level of shareholder protection, which combines lthel of anti-director rights and the rule of law.
Following Bris and Cabolis (2008) and Kuipees al. (2009), we obtain data on international
variations in corporate governance regimes fronfPbeaet al. (1998). We also control for the quality
of accounting information, using data from La Partaal (1998), with variable definitions given in
the appendix. In the bottom section of Table 6,reort descriptive statistics for the governance
characteristics of the main countries. The UK, itishEnglish legal origin, scores 5 (out of 6) attia
director rights, 8.57 (out of 10) for the rule afJ, and 4.29 (out of 10) on shareholder protectibine
Centre for International Financial Analysis and &w&sh, as reported in La Por¢a al. rate the

accounting quality in the UK 78 (out of 90).

Descriptive statistics for thdifferencesthe country corporate governance characteristi¢s/emn
bidder and target countries are reported in thedlaidection of Table 6. For the target sample we
generally find the bidders to have lower levelsaaifti-director rights and shareholder protection
overall, but a higher level of rule of law than tlaegets, while for the bidder sample the resulés a
reversed. This reflects the sample constructiocydmg on cross-border acquisitions into and out of
the UK. A large proportion of our cross-border &sgare UK companies, and with the UK having

high governance standards, it is not surprising, inaour sample, cross-border bidders on average

% The results are robust to using a 6 month pedo@stimating exchange rate volatility.
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come from countries with lower governance scores tie targets. The results are reversed for the
sample of bidders, where again UK companies acdoutat large proportion of the sample. As not all
overseas target countries have similarly high cafgogovernance standards, we observe that the
cross-border bidders in the sample on average h@yeer governance scores than the targets. The
exception is the rule of law, where the UK scoreBd7 (out of 10) is lower than that of several

overseas markets included in the study.

Before analysing the impact of these cross-bortiaracteristics on the target and bidding company
cross-border effects, we analyse the correlatiogisvden the various variables. The correlation
matrices for targets and bidders are reported irelBaA and B of Table 7, respectively. We find no
significant correlations between either bidder pooss-border acquisition experience or exchange
rate changes and the cross-border effects forreifingets or bidders. We do, however, find target
cross-border effects to be higher where the biddieady has operations in the target country. As
suggested by Aybar and Ficici (2009), companies make better acquisitions with local market
knowledge, and there may be more scope for syreifji@ company already has operations in the
market. This may account for the higher target stowrder effects when bidders already have
operations in the target country. However, theaation matrix for bidders in Panel B suggests the
bidder cross-border effects are higher when thepemm enters a new market, consistent with prior
evidence of e.g., Doukas and Travios (1988). Madagtess thus appears to be valuable to cross-

border bidders.

We also find target cross-border effects to be dnigh English origin countries and to be positively
correlated with the strength of anti-director righghareholder protection and accounting qualithén
bidder country relative to that of the target coynthough targets gain less where the rule ofimw
stronger in the bidder than in the target courtttgwever, none of the country corporate governance
characteristics appear to be significantly coreslavith bidder cross-border effects. Not surprilsing
we find the various governance variables to be Iiglorrelated, with several of the correlation
coefficients exceeding 0.6. Including all the coyntariables in the same regression analysis would

lead to problems of colinearity. We therefore asalyhe impact of the country governance variables
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one at a time. The analysis in section 5 suggdsittdharacteristics significantly affect the leadl
target and bidder abnormal returns. We thereforgrabfor the same factors in the cross-sectional
analysis of the cross-border effects below.

Table 7 about here

(i) Cross-sectional analysis of the impact of a«@®rder characteristics on cross-border effects

We analyse the impact of whether the bidder hagr mperations in the target country or not, of

bidders’ prior cross-border acquisition experiemufeexchange rate effects and of the differences in

the quality of accounting and corporate governaystems in the bidder and target countries using a

regression model specified as follows (equation 7):

CB Effect, = a; + p2B no ops in T country $,No info B ops in T country $3Prior CB Acq

experience #, AExchange rate sCompany (Non-UK) EEA #sCompany US +
B.Company Rest of World +BgCash + BgEquity + BiLnCompanySize +
(B1:RelativeSize) B, TenderOffer +3,:Stake% +B,4Diversifying + pisEarly '90s +

Bislate '90s 4B,,Early '00s 3¢l ate '00s ; )

Relative Size is missing for a large number ofégsdand is not significant in any model for tasyet
and we therefore report results for targets exolydhis variable, in order to maintain a larger gm
size. We incorporate dummy variables for the larawf the companies (EEA, US or Rest of the
World) and time period (Early '90s, Late '90s, #d@0s and Late '00s), with UK companies in
acquisitions during and the 1980s captured byriterdept. The other bid characteristics controiéed

are as in section 5 above.

In columns 2 to 6 for targets, and columns 8 tddr2bidders, we expand the model to incorporate
Corporate Governance variables, capturing the rdifiee between bidder and target country
characteristics in terms of Accounting Quality, EstgOrigin, Anti Director Rights, Rule of Law, and

Shareholder Protection, respectively. These vargabre introduced one at a time, given the high

correlation between the country governance variable
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The results for targets are reported in columrs @ of Table 8. While the correlation matrix in Tab

7 suggested target returns are higher where traebidas existing operations in the target country
prior to the acquisition, the coefficient, while gitive, is not statistically significant in the rntiple
regression. Similarly, neither the bidders’ priooss-border acquisition experience nor exchange rat
volatility are found to have a significant impaat target cross-border effects. However, consistent
with the results in Table 1, we find target retutasbe particularly high for US targets, and to be
higher during the 2000-2008 period than in eatiime periods. We also find a significant negative
size effect, with large targets earning signifibatdwer abnormal returns than smaller firms.

Table 8 about here

Bris and Cabolis argue that “...improvements irbaoting standards induced by consolidation in eross
border mergers are associated to larger premia'6@ip-632). However, while we find the differenoe i
target and bidding country accounting quality teéha significant positive impact on target crosedbo
effects in the univatiate analysis reported in €abl extending the analysis to a multivariate model
which incorporates target nationality as well dseotcompany and deal characteristics, the coefficie
on accounting quality, reported in column 2 or BaB)] is small and not statistically significant.ush
the results for the impact of accounting quality tanget cross-border effects are not statistically

robust.

Turning to the impact of differences in bidder dathyet country corporate governance systems, we
similarly find non-robust results for English omgand the rule of law. As argued by Martynova and
Renneboog (2008, p. 206), English legal origin ¢des provide the highest quality of shareholder
protection, and we find in the univariate analy3iable 7) that target returns are higher if thedbid
comes from an English legal origin country. Howewbe coefficient on legal origin is no longer
significant when we control for target nationalffyable 8, column 3). Similarly, the impact of rag

law is not robust to controlling for target natidtya switching from significantly negative corrdien

with the target company cross-border effect in ¢berelation matrix, to insignificantly positive in

column 5 of Table 8.
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We do, however, find strong results for the impatanti-director rights and the overall level of
shareholder protection (which combines the effécandi-director rights and the rule of law), with
target cross-border effects higher where the biddemntry offers shareholders stronger rights and
protection than what is available in the targetrtou Our results are consistent with those oEBri
and Cabolis (2008), who argue that “If the mergenpum incorporates (even if only partly) the value
of the target firm under the new controlling shaldbrs, then the premium will be a function of the
improvement in investor protection caused by tlesstborder merger” (p. 632). As can be seen from
columns 4 and 6 of Table 8, these results hold ewsn we control for target nationality and other
company characteristics. Overall, our model caragxpp to 10.3% of the cross-sectional variation
in target returns. However, while we find differesdn the levels of shareholder protection to heave
significant impact on target cross-border effeuts, still find large country effects in the abnormal
returns. The cross-border effect is significanilyhler for US targets than for UK targets (captuogd
the intercept). Thus, consistent with Conn and @8r{1990) and Rossi and Volpin (2004), we find
US targets to be able to extract very high premuanfforeign bidders. UK bidders appear to be

willing to pay very high prices to acquire US firms

The cross-sectional regressions of bidder retumsegorted in columns 7 to 12 of Table 8. WHile t
univariate analysis suggested a significant pasitiorrelation between the bidder cross-border effec
and new market access, the coefficient is smallramtbnger significant in the multiple regression.
Indeed, we find none of the country governancealdes to have a significant impact on bidder
returns. Our findings are consistent with thos&laftynova and Renneboog (2008) who in their study
of European acquisitions similarly do not find cmrqte governance factors to have a significant
impact on bidder returns. Our results are condistéth cross-border acquisitions creating more galu
when the bidder comes from a country with stroreyai-director rights and shareholder protection
than that of the target country, but with the addal gains being reflected in target returns, eath

than in the abnormal returns to bidders.

We do, however, find the relative size of the ta®l bidder to have a significant impact on bidder

returns, with the bidder cross-border effect higherlarger the target relative to the size oftitueler.

32



Large cross-border acquisitions thus appears te hamore positive impact on bidder returns. We
also find some time variation in the target crosedbr effect, with particularly high returns duritige
early 2000s. However, the results for the biddees generally weak, with none of the regressions

overall statistically significant.

7. CONCLUSIONS

Cross-border acquisitions make up an increasinggetion of takeover activity around the world, but
despite the significant scale of international asijons, our understanding of the target, bidded a
joint company wealth effects of such transactianstill limited. This study aims to address thepg
The UK has been “the largest acquiring country dwitle” (UNCTAD 2000, in Conret al 2005),
and in recent years the value of cross-border attmuis has exceeded the value of domestic

acquisitions in the UK.

Studying 251 targets and 146 bidders in cross-lbadeuisitions involving UK companies over the

1980-2008 period, and matching the companies irithes-border acquisitions with the same number
of targets and bidders in comparable domestic atguis (with matching based on country, year,
industry and firm size), we find the abnormal retuto both targets and bidders to be significantly
higher in cross-border than in domestic acquisstionhe target company cross-border effect on

average amounts to a highly 10.1 percentage poustsa 3-day event window.

However, despite the high returns to targets irsstmorder acquisitions, we find bidding company
shareholders, on averagdso to perform significant better — or rather, les®nhp— in cross-border
than in comparable domestic acquisitions, with 8day bidding company cross-border effect
amounting to a significant 1.5 percentage poiftsus, while targets gain substantially more in sros
border than in domestic acquisitions, the targetpgany cross-border effect does not in general appea
to be the result of bidder over-payment, but ratteflect the substantially higher overall wealth
creation in cross-border as compared to domestjaisitions. While bidders in domestic acquisitions
on average encounter significant negative abnoretafns, cross-border acquisitions on average have

only a small, and insignificant, impact on biddiogmpany share prices. Thus, the overall wealth
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creation appears to be significantly higher in sfoerder than in domestic acquisitions, although th
gains normally accrue to target rather than to ibhgidompany shareholders. We believe this is the

first study to uncover significant cross-bordeeets for both targets and bidders.

Bid characteristics have a significant impact ageaabnormal returns, with targets generally gajni
less when paid in shares, it the target is largef the bidder holds shares in the target priothe
acquisition. However, differences in bid charastés donot explain the higher gains to targets of
foreign bidders. The target company cross-bordecefemains in excess of 9 percentage points over

a 3-day event window even after we control forithpact of bid characteristics.

We find significant differences in the level of @omal returns depending on the nationality of the
companies, with target company cross-border effpatsicularly high for US targets. This may be
related to the competitive takeover market in tt& dnd the desire of UK companies to acquire into
this large market. However, the national variationgarget company cross-border effects also appear
to be at least in part related to the differencegdvernance characteristics of the countries iraal

If companies are better managed in countries woitdgcorporate governance systems, bidders from
countries with a tradition of affording sharehoklstrong shareholder rights may be expected to make
better acquisitions, and to transfer their supen@magement to the target. Consistent with such
expectations, we find the target company crossdyoeffect to be higher where the acquisition is
undertaken by a bidder from a country with bettporate governance systems than the target, and
these effects are significant in the case of thellef anti-director rights and shareholder pratect
than those in the target country. However, we fiodevidence of differences in target and bidding

country governance systems to have a significapaghon bidding company cross-border effects.

We find weak evidence to suggests targets gain mbes the cross-border bidders had operations in
the target country prior to the acquisition, buttforeign bidders performed somewhat better when
entering new markets. However, neither effect aidtcally robust. The support for the market

access hypothesis is thus weak. We do not findveinghe bidder had prior cross-border acquisition

experience to have a significant impact on eitlaeget or bidder returns, and we similarly find no
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support for the exchange rate hypothesis, with &xgh rate changes having no significant impact on

the announcement period abnormal returns to eiginget or bidding company shareholders.
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Appendix
Variable Definitions

Sample

Payment
method
offered

Company Size

Relative Size

Tender Offer

Stake %

Industry

Relatedness

Time Period

Location of

overseas
company

Acquisitions are classified @3omesticwhere both the target and bidder afEhomson

located in the same country; &oss-Border into the UKwhere a Uk
company is acquired by an overseas company; ar@r@sBorder out of
the UKwhere UK companies acquire companies abroad.

The method of payment offered are categorised@ash only; Equity Only
andMixed Payment

Company size is measured by the market value dfye@@ £ million) on da
41 prior to the date of the bid announcement)( In the analysis, a I
transformationl{nCompanySizgis used.

Relative sizeis measured as the size of the target to the ditleeobidder
with size measured by Total Assets.

Acquisitions are categorised as to whether or m® tire conducted throug
tender offer(acquisition form), with a @-dummy variable taking the valu
in tender offers.

Stake %captures the size of any poat holding of shares by the bidder in
target prior to the acquisition announcement. (Thean is calculate
including cases where the stake was zero).

Industrial classificationsare based on the primary SIC codes of target:
bidders. We classify companies into the followimglustries:Construction
Mining & Agriculture (divisions A, B, and C, with SIC codes between (
and 1999);Manufacturing (division D, SIC codes 2000-3999)ransport
(division E, SIC codes 4000-4999holesale & Retail(divisions F and C
SIC codes 5000-5999Financials (division H, SIC codes 6008999); ani
Services(division I, SIC codes 7009090). We have no observations
divisions J or K.

Acquisitions are categorised asversifying (with a 04 dummy variabl
taking the value 1) where target and bidding corigsanperate in differe
primary industry categories (see industry clasaffims above).

We introduce dummy variables to capture the tinmgops of the acquisition
1980s captures acquisitions during the 1981-1989 perteakly '90s the
1990-1994 period,ate '90sthe 1995-1999 period&arly '00s the 20002004
period, and Late '00s the 2004-2008 period. In the cros=etiona
regressions, 1980s is captured by the intercepl, dvimmy variables for tt
other time periods introduced.

Location (of foreign bidder in crogssrder acquisitions into the UK and
overseas targets in croserder acquisitions by UK companies),

categorised according to whether the country (& time of the bi
announcement) was a non-UK member of Ehgopean Economic Area
(EEA), whether the company was located in th§, or in theRest of the
World. UK companies are captured by the intercept in these®stiona
regressions. (Note that we include with the EE&AIntries which at the tin
of the bid anouncement were members of either the EuropeaonUpor the
precursor, the European Community), as well as ttisnwhich are memb
of either the European Free Trade Area or the Eaaofconomic Area).

ONE Banker

Thomson
ONE Banker

Datastream
and
Thomson
ONE Banker

Thomson
ONE Banker

Thomson
ONE Banker

Thomson
ONE Banker

Thomson
ONE Banker

Thomson
ONE Banker

Thomson
ONE Banker

Thomson
ONE Banker

Continued...
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Appendix — continued

Prior
operations in
target country

Prior cross-
border
acquisitions

Exchange rate
change

Accounting
Quality

Anti-Director
Rights

Rule of Law

Shareholder
Protection

We search annual reports for evidence of prior atj@rs by crosgorde!
bidders in the target country prior to the datehsf bid announcement. \
classify bidders into cases where there is evidefidéo prior operations i
target countryand evidence oPrior operations in target countrywith a
third, residual category ddo information regarding bidder prior operatior
in target countrywhere we do not have sufficient data to classify bidder
(e.g., due to missing annual report).

Acquisitions are classified as being undertakenabgompany with pric
cross-border acquisition experienafiere there is evidence from Thom

Manual
checking of
Annual
Reports,
obtained
from
Perfect
Filings.

Thomson
ONE Banker

ONE Banker of the bidding company having previoushgertaken a cross-

border acquisition.

The change in the exchange rate between the biddertarget count
currencies over the twelve months prior to the dditéhe bid announceme
A positive value of theexchange rate changeariable indicates that t
currency of the bidder has strengtkd during the year leading up to the
of the bid announcement.

An index (out of 90) of accounting quality creatég the Centre fc
International Financial Analysis and Research, #haseanassessment of t
country's average quality of annual reports.

Countries are scored on a scale from 0 to 6, wiihtp awarded for wheth
the country allows shareholders to submit proxyesoby mail; wher
shareholders are not required to deposit theiresharrior to the AGM, whe
cumulative voting is allowed omvhere proportional representation
minorities on the board is allowed; where an opggdsminorities mechanis
is in place; whether shareholders can call an AGMihg no more than 10
of the shares; and whether shareholders have pteemights thatcan only
be waived by shareholder vote.

Countries are scored on a scale from 0 to 10 baseah assessment of
law and order tradition by the country undertaken the Internation:
Country Risk (ICR) risk-rating agency.

Countries are scored on a scale from 0 to 6 orffieetive rights of minorit
shareholders, calculated as (Rule of Law * Antidator Rights)/10

Exchange
rates data
from
Datastream

La Portaet
al. (1998)

La Portaet
al. (1998)

La Portaet
al. (1998)

La Portaet
al. (1998)
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Table 1

Sample
Total Cross-Border Cross-Border Cross-Border
Sample into UK out of UK
Initial sample: 535 305 230
Targets:
- Data missing CB target -114 -39 -75
- No Domestic match -166 -92 -78
- Final sample CB targets 251 174 77
Bidders:
- Data missing CB bidder -154 -112 -42
- No Domestic match -235 -128 -107
- Final sample CB bidders 146 65 81
Bidder nationality in Cross- Target nationality in Cross-Border
Border Acquisitionsinto UK Acquisitionsout of UK
Overseas Bidder UK Target Overseas Target UK Bidder
sample sample sample sample
European free-trade area 3 74 7 29
France 1 17 1 5
Germany 0 11 1 3
Ireland 0 12 1 1
Netherland 1 7 1 2
Sweden 1 6 2 8
Switzerland 0 8 0 0
Other EEA countries 0 13 1 10
us 58 72 63 46
Rest of World 4 28 7 6
Australie 2 6 2 2
Canada 1 3 5 2
Japar 1 3 0 0
Other RoW countries 0 16 0 2
65 174 77 81
Notes:

The table reports the composition of the sampleafets and bidders in crobsfrder acquisitions into and out of the
between 1981 and 2008. In the table, we distifgbistween cross-border acquisitiango the UK (i.e., cros®orde
acquisition of a UK target) and cross-border adtjaiss out ofthe UK (i.e., cros®order acquisitions by UK bidders). 1
sample is restricted to transactions where a drosder acquisition can be matched to a comparaieedtic acquisitiol
The matching is based on Country, Year, Industrgl, Botal Assets (within 50% — 200% range).
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Table 2
Matching Criteria

Targets Bidders
Year 251 146
1981-1985 1 1
1986 3 2
1987 3 5
1988 7 14
1989 7 9
1990 5 5
1991 4 3
1992 0 2
1993 0 2
1994 5 6
1995 11 6
1996 4 1
1997 21 12
1998 39 22
1999 38 17
2000 30 9
2001 17 11
2002 10 4
2003 4 6
2004 4 1
2005 6 3
2006 8 3
2007 17 1
2008 7 1
Industry
Construction 4.8% 0.7%
Manufacturing 49.6% 65.8%
Transport 6.0% 6.2%
Wholesale & Retail 5.2% 2.1%
Financials 9.5% 6.2%
Services 25.0% 19.2%
Total Assets
Cross-Border Mean ($m) 564.2 10,484.0
Median 116.3 2,412.83
Stdev 1,489.0 44,448.6
Q1 54.3 523.4
Q3 398.7 5,559.5
Domestic/CB  Mean 1.0214 0.9956
Median 0.9990 0.9706
Stdev 0.2488 0.3203
Q1 0.8893 0.7769
Q3 1.1178 1.1126

Notes:

The table reports descriptive statistics on vaeahised to match crobsrder acquisitions with comparable compa
from domestic acquisitions. Each target (bidder icross-border acquisition into or our of the Ulkidg the 1981200¢
period is matched to a target (bidder) in a comgardomestic acquisition, with companies matchesktizon countr
year, industry and total assets. Variables areefiset! in the Appendix.
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Table 3

Targets and Bidders Cumulative Abnormal Returns

3-day CAR (t-1, t+1)

11-day CAR (t-5, t+5)

Cross- Domestic CB effect  Cross- Domestic CB effect
Border Border
Panel A: Targets (251 obs)
Mean 0.2092*** 0.1086*** 0.1006*** 0.2638***  (1L324*** 0.1314***
Median 0.1705*** 0.0612*** 0.0618*** 0.2220***  0.0822*** 0.1178***
Stdev 0.2159 0.1539 0.2839 0.2226 0.2002 40.31
Q1 0.0561 0.0053 -0.0600 0.1053 0.0018 -0.0377
Q3 0.3135 0.1820 0.2443 0.3963 0.2365 0.3047
Positive  93.2%*** 78.9%*+* 65.7%*** 93.6%*** 76.1%*** 70.1%***
Panel B: Bidders (146 obs)
Mean -0.0028 -0.0178*** 0.0150** -0.0033 -0.0134*  0.0101
Median  -0.0019 -0.0124*** 0.0046* -0.0047** -0.0116* 0.0041
Stdev 0.0600 0.0601 0.0783 0.0947 0.0794 1311
Q1 -0.0286 -0.0401 -0.0266 -0.0373 -0.0569 -0.0473
Q3 0.0323 0.0092 0.0572 0.0328 0.0248 0.0684
Positive 46.6% 32.3%*** 54.8% 46.6% 39.7%** 51.4%
Panel C: Mean 3-day CAR by time period
Targets Bidders
Cross- Domestic CB effect  Cross- Domestic CB effect
Border Border
1980s 0.14271*** 0.0617** 0.0794** -0.0074 -0.01%2 0.0047
Early 90s  0.1606** 0.1774***  -0.0168 -0.0156 -GaR*** 0.0215
Late 90s 0.1988*** 0.1150%** 0.0837*** 0.0061 0-:0048 0.0110
Early 00s  0.2251** 0.0881*** 0.1370*** -0.0049 0:0425** 0.0376**
Late 00s 0.2684*** 0.1251%** 0.1432%** -0.0127 0.0058 -0.0184
Panel D: Mean Target CB effect by region
By Target nationality By Bidder nationality
Sample 3-day CB 11-day CB Sample 3-day CB 11-day CB
effect effect effect effect
All 251 0.1006*** 0.1314*** 251 0.1006*** 0.134%+*
UK 174 0.0456** 0.0626*** 77 0.2247*** 0.2871*
Other EEA 7 0.1912** 0.2403** 74 0.0065 07@0
us 63 0.2423*** 0.3093*** 72 0.0893** 0.1239***
RoW 7 0.0993** 0.1338* 28 0.0368 0.0501
Panel E: Bidder CAR by region
All 146 0.0150** 0.0101 146 0.0150** 0.0101
UK 65 0.0103 -0.0003 81 0.0188* 0.0185
Other EEA 29 0.0376* 0.0393 3 0.0408 -0.0548
us 46 0.0067 0.0054 58 0.0083 0.0078
RowW 6 0.0203 0.0186 4 0.0158 -0.0776
Notes:

The table reports target (Panel A) and bidder (PBheompany cumulative abnormal returns over 3{ddly t+1)
and 11-day (t-5, t+5) event windows for. Companiesrbss-border acquisitions into and out of the diing the

1981-2008 period are compared to companies in caabfga domestic acquisitions, with companies matched

based on country, year, industry and total ass&tsiormal returns are estimated using the marketahdn Panel
C the 3-day cumulative abnormal returns are analypgetime period. We split the sample into 5 pesiodhe
1980s (1981-1989), the early '90s (1990-1994)]ate'90s (1995-1999), the early '00s (2000-20844, the late
'00s (2005-2008). In Panel D the cross-bordeceffeanalysed by target region, and in Panel Bibger region.
* ** and *** indicate significance at the 10%, 5%nd 1% level, respectively, fromtdest of the mean and a
Wilcoxon signed rank test of the median. A sigst is used to test whether the proportion of pasitibnormal
returns is significantly different from 50%. Coeféints which change significance (from significamt t
insignificant, or from insignificant to significardat the 10% level) under estimation using the ntaadgusted
returns model, are highlighted in italics.
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Table 4
Bid Characteristics and Impact on Cumulative Abnormal Returns

Targets Bidders
Cross- Cross-
Border Domestic P-value Border Domestic P-value
Panel A: Bid Characteristics
Payment
Cash only 0.6135 0.5219 0.014** 0.6370 0.3425 0+60
Equity only 0.0518 0.0996 0.039* 0.0890 0.0959 40.8
Company Size
Ln MV 4.5238 4.2838 0.001*** 7.3610 7.0770 0.009***
Relative Size
TAT/ITAB 0.4153 0.4429 0.859 0.3099 0.2869 0.0710
(Sample) (171) (117) (138) (138)
Tender Offer
Tender offer 0.7251 0.7211 0.919 0.8699 0.8493 3.6
Stake
Stake % 2.99 7.69 0.002*** 1.95 12.14 0.000***
Relatedness
Diversifying 0.2988 0.4303 0.001*** 0.1918 0.2543 0.181

Panel B: Correlation Between Cumulative Abnormal fens and Bid Characteristics

Payment

Cash only 0.076 -0.103 0.038 0.197*

Equity only -0.128** -0.062 0.006 -0.048
Company Size

Ln MV -0.163*** -0.241%** -0.020 0.070
Relative Size

TAT/ITAB -0.080 -0.060 0.127 -0.241
Tender Offer

Tender offer 0.107* -0.101 -0.0048 0.219***
Stake

Stake % -0.110* -0.182*** -0.0031 0.055
Relatedness

Diversifying -0.0014 -0.031 0.082 -0.126
Notes:

The table reports in Panel A the sample charatitzi$or targets and bidders in crdssrder and matched dome:
acquisitions into and out of the UK during 1981-208nd the significance (p-value) of the differenoemeansRelative
Size of the targets and bidders (measured by thtit assets) is not available for all sample firffise sample size
given in brackets below the variable). Panel B repdtearson correlations between 3-day (t-1, t+1)ketanode
cumulativeabnormal returns and the various bid charactesistibe analysis is based on the sample of 251ttaagel 14
bidders. Variables are as defined in the Appendix.
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Table 5

Regression Analysis of Targets' and Bidders' Cumulave Abnormal Returns

Targets Bidders

(1) (2 ©)) (4)
Constant 0.1795*** 0.1867*** -0.0275 -0.0247*
Cross-Border 0.0945*=** 0.0118
-CB UK 0.0809*** 0.0039
- CB EEA 0.1107 0.0622*
-CB US 0.1482*** 0.0184*
- CB RoW -0.0113 0.0055
Cash -0.0135 -0.0198 0.0166** 0.0191**
Equity -0.0833** -0.0797** 0.0016 0.0019
Company Size -0.0235*** -0.0252*** -0.0009 -0.0015
Relative Size -0.0064 -0.0070
Tender Offer 0.0135 0.0068 0.0105 0.0105
Stake % -0.0014*** -0.0014*** 0.0001 0.0001
Diversifying -0.0161 -0.0159 -0.0051 -0.0041
Early '90s 0.0594 0.0665 -0.0118 -0.0115
Late '90s 0.0471 0.0530~ 0.0152 0.0151
Early '00s 0.0557* 0.0622* -0.0090 -0.0091
Late '00s 0.0972*** 0.1103*** 0.0075 0.0098
Sample 502 502 276 276
Adj R? 12.4% 13.4% 3.2% 3.5%
F-value 7.44 6.52 1.75 1.67
(p-value) (0.000) (0.000) (0.057) (0.057)
Notes:

The analysis is based on cross-border acquisititnsand out of the UK during the 1981-2008 perintth results for
targets in columns 1 and 2 and for bidders in colsi® and 4. The table reports cross-sectionaéssgm results for
the analysis of target and bidder cumulative ababmaturns. Abnormal returns are estimated overday3(t-1, t+1)
event window using the market model. Results inroolsi 1 and 3 are based on the following regressimein
CAR; = o; + 31,CB + B,Cash +B3Equity +p,LnCompanySize +fsRelSize) +BsTenderOffer +3,Stake% +
BgDiversifying +pgEarly '90s +3;0Late '90s 48,,Early '00s +3;,.Late '00s +;,
Due to the significant impact on sample size, wpore results for target companies excluding thisialde.
Incorporating this variable for targets reduces shenple to 288 observations, but the overall caiohs remain
unaltered. Results based on the expanded regrassidel to control for the location of the comparées reported in
column 2 for targets and column 4 for bidders. fdgession model is specified as follows:
CAR; = 0; +B,CB UK +B,CB EEA +B;CB US +B,CB RoW +BsCash HgEquity +3,LnSize + BgRelSize) +
BoTenderOffer 43,,Stake% +B,,Diversifying +p,,Early '90s 43;15Late '90s +8,Early '00s +3;sLate '00s +;
Variables are as defined in the Appendix. *, ** daf** indicate significance at the 10%, 5% and 1%vdl,
respectively, from two-tailed t-tests with Whitejasted standard errors.
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Table 6

Characteristics of Cross-Border Acquisitions

Targets Bidders
Bidder pre-acquisition operations in target country
Yes 46.6% 56.2%
No* 7.6% 11.0%
Bidder previous cross-border acquisition experience
Yes 50.6% 70.6%
Exchange rate change
Mean -0.0143*** 0.0057
Stdev 0.0809 0.0769
Accounting Quality
Mean -3.3142 0.7083
Stdev 8.2792 8.0764
Differences in Country Governance CharacteristicsTB
English Origin
Mean -0.2427 0.1310
Stdev 0.4760 0.4126
Anti-Director Rights
Mean -0.7531 0.3655
Stdev 1.3999 1.0396
Rule of Law
Mean 0.1944 0.0034
Stdev 1.3246 1.4104
Shareholder Protection
Mean -0.6002 0.3484
Stdev 1.2819 1.0018
UK us Non-UK EEA RowW
Target Bidder  Targets Bidders
Sample Sample Sample sample
Accounting Quality 78 71 70.83 72 74.29 72.25
Country governance characteristics
English Origin 1 1 0.29 0 1 0.75
Anti-Director Rights 5 5 2.86 2.67 4.71 4.25
Rule of Law 8.57 10 9.12 9.66 10 9.75
Shareholder Protection 4.29 5 2.55 2.57 4.71 4.15

Notes:

The table reports sample characteristics (in aadito information contained in Table 4) fire sample of target a
bidding companies in cross-border acquisitions antd out of the UK during the 1981-2008 period. isales areas
defined in the AppendiXAnnual reports (from which information in biddingrapany preacquisitions operation in t
target country was obtained) wemet available for all bidders, and we thereforeliide a residual category of '
information’."Data on accounting quality is missing for 24 bidderthe sample of targets, and for 2 targetsérs#mpl:
of bidders.” Data on legal origin and country corporate goveceafactors is missing for 12 bidders in the sangd
targets, and for 1 target the sample of bidders, thus reducing the santpl@89 targets and 145 bidders, respecti
when the difference in legal origin or country congite governance variables are included in theysisal
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Table 7
Correlation Matrix Between Cross-Border Effects, Ndionality and Country Characteristics

3-dayCB UK EEA us RowW B prior B no prior B prior AExrate Acc. English Anti- Rule of
effect opsinT opsinT CB acq Quality Origin Director Law
country country experience Rights

Panel A: Targets

T UK -0.291%*

TEEA 0.054 -0.255%**

TUS 0.290**  -0.870***  -0.098

T RoW -0.001 -0.255%*  -0.029 -0.098

B prior ops in T country 0.119* -0.314%** -0.013 0.034*** -0.013

B no prior ops in T country  -0.012 -0.071 0.134* -0.027 0.134** -0.267*+*

B prior CB acq experience 0.041 -0.329%** -0.026 0.333*** 0.071 0.604*** -0.079

AExrate 0.028 -0.115* 0.024 0.090 0.062 -0.063 -0.062 0.075

Accounting Quality 0.303*** -0.864*** 0.210%** 0776** 0.152** 0.301*** 0.031 0.279%** 0.122*

English Origin 0.184*+* -0.466**  0.350*** 0.306*** 0.089 0.0® 0.020 0.231*+* 0.039 0.582%*

Anti-Director Rights 0.217%** -0.481%** 0.360**  (0.323** 0.129** 0.016 0.003 0.146** 0.091 @A 4w 0.904***

Rule of Law -0.186*** 0.805**  -0.097 -0.735%*  -@13**  -0.308***  -0.072 -0.322%*  -0.052 -0.658***  -0.302***  -0.269***

Shareholder Protection 0.124* -0.072 0.317*  O84 0.023 -0.147** -0.035 -0.009 0.069 0.313*** 0.779*** 0.884**  (0.203***

Panel B: Bidders

B UK 0.054

B EEA 0.048 -0.162*

B US -0.070 -0.906**  -0.118

B Row 0.002 -0.187** -0.024 -0.136

B prior ops in T country -0.081 0.431%** 0.031 486*+* 0.064

B no prior ops in T country ~ 0.137* 0.226*** -0.05 -0.240%** 0.075 -0.397*+*

B prior CB acq experience  -0.007 0.298*+* -0.012 0.274**  -0.076 0.368*** -0.062

AExrate -0.011 0.278**  -0.114 -0.271%** 0.065 0.067 039 0.095

Accounting Quality 0.038 0.855**  -0.122 -0.787* -0.136 0.404*+* 0.199** 0.299%** 0.252%*

English Origin 0.097 0.442**  -0.400**  -0.260***  -0.156* -0.093 0.443*+* -0.050 0.089 0.371%**

Anti-Director Rights 0.115 0.452**  -0.379**  -@88**  -0.181* -0.040 0.361*+* 0.025 0.141* a66*+* 0.827*+*

Rule of Law -0.020 -0.895%** 0.112 0.829%* 0.04 -0.461**  -0.096 -0.250***  -0.305***  -0.705**  -0.305***  -0.337**

Shareholder Protection 0.099 -0.182** -0.301** .300***  -0.082 -0.373 0.299%** -0.157* -0.076 -046 0.614*** 0.758*** 0.356***

Notes:

The table reports in Panel A Pearson correlati@ffioients between 3-day (t-1, t+1) market modefi¢éd company cross-border effect, while Panel Brispcorrelation coefficients for bidders.
Cross-border effects are measured as the diffeiencemulative abnormal returns in cross-border myadched domestic acquisitions, with matching basedountry, year, industry and total
assets. Variables are as defined in the Appendix.
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Table 8
Company and Country Characteristics and Cross-BordeEffects

(1) (2) 3) 4) (5) (6) (7) (8) 9) (10) (11) (12)
Targets Bidders

Constant 0.0944 0.1729 0.1006 0.1260 0.0400 .1063 0.0093 0.0169 0.0125 0.0071 0.0141 87.00
B prior ops in T country 0.0461 0.0475 0.0568 .0667 0.0485 0.0712 -0.0194 -0.0126 -0.0195 gr01 -0.0187 -0.0189
B no prior ops in T country -0.0229 -0.0205 -0.0184 -0.0093 -0.0173 -0.0020 0.0016 0.0110 0.0065 .001B 0.0014 0.0004
B prior CB acq experience -0.0557 -0.0396 -0.0705 0.0690 -0.0544 -0.0695 0.0114 0.0131 0.0112 12m0 0.0115 0.0120
AExrate -0.0714 -0.1502 -0.1450 -0.1595 -0.1572 -0.1738 0047 -0.0084 0.0031 0.0043 0.0088 0.0061
Accounting Quality 0.0072 -0.0005
English Origin 0.0611 -0.0089
Anti-Director Rights 0.0316* 0.0026
Rule of Law 0.0331 0.0040
Shareholder Protection 0.0349** 0.0032
Company EEA 0.1602 0.0907 0.0855 0.0450 01979 0.0638 0.0167 0.0132 0.0067 0.0245 0.0079 0.0224
Company US 0.2054*** 0.0846 0.1803*** 0.1612** (0.2816*** 0.2004*** -0.0115 -0.0112 -0.0136 awo2 -0.0213 -0.0128
Company RoW 0.0573 -0.0296 0.0270 -0.0001 0.1321 0.0380 -0.0037 -0.0090 -0.0083 0.0008 -0.0125 .00Ze
Cash 0.0244 0.0111 0.0247 0.0235 0.0231 0.024  0.0043 0.0017 0.0043 0.0049 0.0043 0.0049
Equity -0.1251 -0.1287 -0.1229 -0.1303 -0.1289 1385 0.0191 0.0190 0.0204 0.0177 0.0190 @.017
Company Size -0.0277** -0.0313*  -0.0230* -0.0240* -0.0243* -0.0240* -0.0028 -0.0038 -0.0031 -0.0028 0.0029 -0.0028
Relative Size 0.0336**  0.0339** 0.0333** 0.0335* 0.0338** 0.0336**
Tender Offer 0.0002 -0.0004 -0.0113 -0.0108 -03003  -0.0127 0.0002 -0.0018 -0.0004 0.0012 0.0008 0.0015
Stake % -0.0034 -0.0024 -0.0034 -0.0035 -0.0029 003B* -0.0007 -0.0011 -0.0007 -0.0007 -0.0007 -0/00
Diversifying -0.0111 0.0121 -0.0121 -0.0126 -0.008 -0.0112 0.0171 0.0189 0.0168 0.0175 0.0171 0.0176
Early '90s 0.0191 -0.0157 0.0297 0.0236 0.0167 0.0219 0.0310 0.0280 0.0325 0.0300 0.0300 0291
Late '90s 0.0749 0.0805 0.0729 0.0688 0.0858 0.0712 0.0144 0.0090 0.0161 0.0134 0.0137 0128
Early '00s 0.1213* 0.1169 0.1201 0.1214 0.1240 0.1217 0.0412* 0.0387 0.0431* 0.0389 0.0393 0.0380
Late '00s 0.1324* 0.1256 0.1453 0.1408* 0.1530 0.1443* -0.0215 -0.0218 -0.0203 -0.0227 -0.0233 0.0233
Sample 251 226 239 239 239 226 8 13 136 137 137 137 137
Adj R2 9.7% 9.1% 8.9% 9.8% 8.9% 10.3% 0.1% 0.2% 0.0% 0.0% 0.0% 0.0%
F-value 2.58 2.26 2.29 2.44 2.30 2.52 1.01 1.01 0.95 0.95 0.95 0.95
(p-value) (0.001) (0.003) (0.003) (0.001) (0.003)  0.001) (0.453) (0.451) (0.523) (0.527) (0.524) (0.524)
Notes:

The table reports cross-sectional regression sefuitthe analysis of target (columns 1-6) and éid@olumns 7-12) cross-border effects in acquisgiinto and out of the UK during the 1981-2008
period, calculated as the difference in abnormairns to cross-border and matched domestic compawith CAR estimated over a 3-day (t-1, t+1) ewsimtdow using the market model. The basic

regression model is specified as follows:

CB Effect, = o; + 1B no ops in T country 8, No info B ops in T country $; Prior CB Acq experience f, AExchange rate fsCompany (Non-UK) EEA $sCompany US 4,Company
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Rest of World +BgCash +¢Equity +B10LnCompanySize +3;RelativeSize) ;,TenderOffer +3,5Stake% +B14Diversifying +pisEarly '90s +3,¢Late '90s ;-Early '00s +31gl ate '00s +;
B1iRelativeSize is missing for a large number of terdand is not significant in any model for targetnd we therefore report results for targetsiekiol this variable, in order to maintain a larger
sample size. In columns 2 to 6 for targets, androok 8 to 12 for bidders, we expand the model ¢orjporate the difference between bidder and targentry characteristics in terms of Accounting
Quality, English Origin, Anti Director Rights, Ruté Law, and Shareholder Protection. These varsaaie introduced one at a time, given the highetation between the country governance variables.
Variables are as defined in the Appendix. *, **dafi* indicate significance at the 10%, 5% and 184%dl, respectively, from two-tailed t-tests with Wéhadjusted standard errors.
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Figure 1
Cross-Border Acquisitions in the UK
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Notes:

The figure displays the proportion of acquisitioanghe UK which are cross-border, as a fractionhef total number (#) or
value (£) of acquisitionsf UK companies (8 in) or by UK companies (CB out). Authors calculations basedlata from
UK Office for National Statisticdylergers and Acquisitions Involving UK Compansesies (statistics.gov.uk), 1986-2008.



Panel A: Targets

Figure 2
Cumulative Abnormal Returns
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Notes:
The figures display

the development of target (Paneand bidder (Panel B) cumulative abnormal retuover the period
from forty days prior, to forty days after, the dafythe bid announcement date, day 0. We reposd @&t cross-border

acquisitions, for matched domestic acquisitions, the difference between the two — the cross-batiect.
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