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by Baixiao Liu, Florida State University, and John J. McConnell, Purdue University

o the media play a role in corporate governance
and, if so, how? Those questions are broad and
their answers have broad implications. This is
especially so in countries such as the U.S. that are
characterized by a free and vigorous business press. By corpo-
rate governance, we mean the traditional role of corporate
governance in monitoring corporate management to ensure
that top managers act in shareholders’ interests. So the ques-
tions are whether this active media coverage plays a role in
guiding corporate managers to act in shareholders interests
and, if so, how do they do it.

Academic studies have proposed that the media can play
such a role by influencing the value of top managers’ reputa-
tional capital.! In this framework, a manager’s reputational
capital is viewed as the present value of his future wages and
employment opportunities.” The media are said to affect such
values by reporting on managers’ actions and by shaping
perceptions of those actions. And to the extent that they
influence managers’ reputational capital, the media can play
arole in guiding managers actions. Whether they do so—and
whether they do so in ways that are in shareholders” inter-
ests—are open questions. We address those questions in one
specific set of circumstances: namely, when would-be acquirers
are considering whether to carry out or abandon acquisition
actempts that the market perceives as “value-reducing.”

Several prior studies have reported that would-be
acquirers are significantly more likely to abandon takeover
attempts when the market responds to the announcement
of the proposed acquisition with a downward revision of the
potential acquirer’s stock price. A common interpretation of
this finding is that “managers listen to the market.” Buc this
begs the question: why do managers listen to the market?

Our answer to that question is that acquirers’ top manag-
ers—their CEOs—have two sets of skin in the game. First,
and perhaps obviously, the CEO owns stock in the acquiring
company. Call this his financial capital. To the extent that
cancellation of a proposed “value-reducing” takeover results
in recovery of the announcement period stock price decline
and the CEO owns shares in the company, the CEO stands
to gain from that price recovery.

Second, we propose that the CEO stands to gain from the
recovery of his personal reputational capital that may also have
been diminished as a result of the market’s perception that the
announced takeover attempt is value-destroying. The media
influence the CEO’s reputational capital by interpreting and
disseminating information about the CEO’s acquisition
decisions. The worse the tone of the media coverage and the
broader its dissemination, the greater the negative impact on
the CEO’s reputational capital. To the extent that the CEO’s
reputational capital has been diminished by media coverage
of the takeover attempt, abandonment of that attempt may
be associated with a recovery of that loss.

There are at least three testable predictions that follow
from this reasoning. First, the greater the dollar amount
of the CEO’s ownership of the shares of the acquirer, the
more likely the CEO is to abandon a value-reducing acqui-
sition attempt. Second, the broader the media coverage of
the takeover attempt, the more likely the takeover is to be
abandoned. Third, the broader the media coverage of the
takeover attempt in combination with a more negative tone,
the more likely the takeover atctempt is to be abandoned. It is
this last prediction that lies at the heart of our proposals. It
is this interaction of the breadth and tone of media coverage
that influences managerial reputational capital.

All of these predictions depend, of course, on the expec-
tation that abandonment of the value-reducing acquisition
attempt will be associated with a recovery of whatever financial
and reputational capital are lost at the announcement of the
value-reducing attempt and the associated media coverage.

In a study whose findings are reported in an article
recently published in the Journal of Financial Economics, we
tested these three predictions by analyzing 636 acquisition
attempts by U.S. public companies during the period of 1990
t0 2010. Each of the deals had a proposed transaction value of
at least $100 million, and each experienced a negative stock
market reaction at its initial announcement.

Consistent with our propositions, we find that the greater
the dollar value of the loss experienced by the CEO through
his ownership of the acquirer’s shares, and therefore the
greater his hoped-for recovery in the event of deal abandon-

1. See, for example, Dyck, Volchkova, and Zingales (2008). Full citations of all stud-
ies are provided in the References at the end of the article.
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2. As in Fama’s (1980) classic definition.
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ment, the greater is the likelihood of abandonment. We
further find that such acquisition attempts are more likely to
be abandoned the more negative the tone of the media cover-
age of the proposed transaction and the broader that coverage.

A further feature that distinguishes our statistical analysis
from prior studies of abandoned takeover attempts is that
when we take account of the CEO?’s loss in share value and
our proxy for his loss of reputational capital in our statistical
models, the decline in share price alone is no longer a statis-
tically significant predictor of the likelihood of acquisition
abandonment. The implication is that potential acquirers
abandon value-reducing acquisition attempts when it is in
the managers’ interests to do so. That is, managers listen
to the market when it is in their self-interest to do so. The
further implication is that the media can and do play a role
in corporate governance by influencing the value of manag-
ers’ human capital.

Keep in mind that each of these predictions is predi-
cated on managers’ expectation that the reversal of their
decisions to undertake the acquisition will be associated
with at least some recovery of whatever monetary and
reputational capital were lost at the announcement. Thus,
to round out our analysis, we examined the stock prices
of acquirers around the public announcements of cancel-
lations of value-reducing takeover attempts. We find that
announcements of cancellations of value-reducing acquisi-
tion attempts are accompanied by positive average stock
price reactions. What’s more, the price response tends to be
more positive, the more negative the stock price response
at the initial announcement. This evidence supports the
proposition that managers can and do recover value, both
monetarily and reputationally, when value-reducing acquisi-
tion attempts are abandoned.

Background

A number of studies have reported finding that the likeli-
hood of an acquisition attempt being abandoned is greater
the more negative the stock price reaction of the potential
acquirer at the initial announcement of the attempt.’ This
evidence has been interpreted to mean that “managers listen
to the market” when considering abandonment (or comple-
tion) of takeover opportunities.

But a more careful interpretation of this evidence is that
managers sometimes listen to the market. After all, not all
acquisition attempts that receive a negative market response
are abandoned. Many studies have suggested that managers
receive certain observable and unobservable benefits from
acquisitions, many of which may be the result of managing a
larger enterprise.* If such benefits are significant, the question
then becomes: why do managers ever abandon proposed

acquisitions? We propose that they do so because they have
both financial and reputational capital at stake. Thus, our
working hypothesis is that managers listen to the market
when the benefits of abandoning the acquisition outweigh
the benefits of completing it.

More specifically, we propose that there are two main
benefits of abandoning value-reducing acquisitions, and both
relate to recovery of value lost (and the additional value that
could be lost) if the deal goes forward.

First, to the extent that the CEO owns shares in his
company, those shares will have declined in value when the
stock price declined at the initial announcement. To the
extent that abandonment of the attempt is associated with
recovery of that stock price decline, the CEO can expect,
or hope, to recover some or all of that value if the actempt is
abandoned.

Second, to extent that the stock price declined at the
announcement of the attempt, the CEO may also have lost
reputational capital in the form of the labor market’s percep-
tion of his abilities as a manager. If so, the CEO may also be
able to recover some or all of that loss should the attempt be
abandoned. But one of the main challenges in designing our
study was how to measure the loss and, thereby, the potential
recovery of that reputational capital.

That is where the media enter the picture. Media cover-
age, both in the breadth and the tone of the coverage, can be
considered as a source of reputational value lost—and there-
fore potentially recovered.

As mentioned earlier, studies starting with Luigi Zingales
in 2000 have argued that the media can and do play a role
in corporate governance. Dyck et al. (2008) built upon that
observation by making the connection between corporate
governance and the media both more specific and more
general. They set forth a model in which top corporate
managers have human capital at risk in making corporate
decisions. Their human capital as managers is the present
value of their future wages and employment opportunities as
managers. These wages and opportunities lie in the realm of
the managerial labor market. To the extent that the manage-
rial labor market is informed by the media about corporate
(i.e., a given CEQO’s) actions, media coverage has the poten-
tial to influence the CEO’s actions by influencing the CEO’s
future opportunities in the managerial labor market. And in
this sense, the media, by shaping perceptions of corporate
events through the tone and extent of that coverage, can serve
as a monitor of corporate activities and play a role in corporate
governance.

With this thinking in mind, we used value-reducing
acquisition attempts as the laboratory to study whether the
media play a role in corporate governance.

3. Luo (2005), Chen, Harford, and Li (2007), Kau, Linck, and Rubin (2008), and
Masulis, Wang, and Xie (2009).
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4. Jensen (1986), Lang, Stulz, and Walkling (1991), and Morck, Shleifer, and Vishny
(1990) among others.
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Table 1  Distribution of Acquisition Attempts Across Years and Industries

The table presents the distribution of acquisition attempts across years in Panel A and across industries in
Panel B for a sample of 636 value-reducing US acquisition attempts announced over the period January 1, 1990 to
December 31, 2010 drawn from the Thomson Financial SDC Mergers and Acquisitions database.

Panel A: Distribution of acquisition attempts across years

Year Total Abandoned % Abandoned % Total
1990 11 2 18.2% 1.7%
1991 7 0 0.0% 1.1%
1992 8 1 12.5% 1.3%
1993 10 3 30.0% 1.6%
1994 25 10 40.0% 3.9%
1995 38 5 13.2% 6.0%
1996 47 14 29.8% 7.4%
1997 59 9 15.3% 9.3%
1998 62 10 16.1% 9.7%
1999 57 14 24.6% 9.0%
2000 67 10 14.9% 10.5%
2001 33 6 18.2% 5.2%
2002 17 2 11.8% 2.7%
2003 22 4 18.2% 3.5%
2004 25 4 16.0% 3.9%
2005 35 4 11.4% 5.5%
2006 29 7 24.1% 4.6%
2007 26 5 19.2% 4.1%
2008 24 8 33.3% 3.8%
2009 20 0 0.0% 3.1%
2010 14 3 21.4% 2.2%
Total 636 121
% Of total 100.0% 19.0%
Panel B: Distribution of acquisition attempts across industries
Industry description sic2 N % Of acquisition attempts % Aban-
doned

Business services 73 131 20.6% 9.2%
Communications 48 52 8.2% 15.4%
Chemicals and allied products 28 52 8.2% 7.7%
Industrial machinery & equipment 35 52 8.2% 25.0%
Electronic & other electric equipment 36 49 7.7% 30.6%
Instruments & related products 38 47 7.4% 25.5%
Qil and gas extraction 13 36 5.7% 19.4%
Health services 80 25 3.9% 20.0%
Wholesale trade-nondurable goods 51 15 2.4% 13.3%
Transportation equipment 37 14 2.2% 28.6%
Food and kindred products 20 12 1.9% 16.7%
Others (less than 2% of the sample attempts) 151 23.7% 24.5%
Total 636 100.0% 19.0%
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Table 2 Univariate Analysis

The table presents univariate analysis of our key independent variables for a sample of 636 value-reducing US acquisi-
tion attempts announced over the period January 1, 1990 to December 31, 2010 drawn from the Thomson Financial
SDC Mergers and Acquisitions database. The table describes the mean and median of CAR, CEO ownership, AStock
ownership, Media attention, and Media tone, both for the whole sample and for completed and abandoned acquisition
attempts. All variables are defined in the Appendix. Statistical tests for differences in means and equality of medians for
each variable for completed versus abandoned acquisitions are also presented. ***, ** ‘and * indicate significance at 1%,

5%, and 10%, respectively.

Full sample (N=636)

Abandoned (N=121) Completed (N=515) Completed (N=515)

Mean Median Mean Median Mean Median Mean Median
CAR (%) -7.77 -5.85 -8.73 -6.77 -7.55 -5.72 -1.18* -1.05*
CEO ownership (in $ millions) 172.79 8.67 487.35 10.74 98.89 8.31 388.46%** 2.43
ACEO stock value (in $ millions) -14.59 -0.43 -51.76 -0.50 -5.86 -0.42 -45.90%** -0.08*
Media attention 4.67 3.00 7.51 5.00 4.01 3.00 3.50%** 2.00%**
Media tone 5.19 4.98 5.28 4.99 5.17 4.96 0.12 0.03

Identification of Value-reducing Acquisition Attempts
To identify the acquisition attempts used in our analysis, we
obtained a set of 636 proposed acquisitions by 537 publicly
traded U.S. companies during the period of 1990 to 2010. Each
proposed transaction had a value of at least $100 million and,
at the announcement of the transaction, the acquiring firm’s
cumulative abnormal stock return (CAR) was negative. This
announcement period CAR was measured as the sum of the
differences between the acquiring firm’s daily stock returns
and the CRSP value-weighted market returns over the three-
day interval surrounding the announcement of the proposed
acquisition. This sample and the announcement dates of the
proposed transactions are from the 7homson Financial Securities
Data Company’s (SDC) US Mergers and Acquisitions database.
To our knowledge, the set of acquisitions used in our analysis
includes all takeover attempts that meet our criteria.

Panel A of Table 1 (column 2) gives the time series of
the value-reducing acquisition attempts. By far the largest
number of such attempts took place in 2000, when there were
67. The year in our sample with the fewest such attempts was
1991, when there were just seven. Abandoned attempts (as
reported in column 3) also varied considerably over time, with
none in 1991 and a high of 14 in 1996. In total, 19% of the
takeover attempts with negative announcement period CARs
were abandoned. Interestingly, the percentage of abandoned
attempts is more evenly distributed across our sample period
than is the number of such attempts. Nonetheless, none of
the seven value-reducing acquisitions in 1991 and the 20 such
attempts in 2009 was abandoned.

Panel B of Table 1 gives the industry classifications of the
industries with the greatest representation of value-reducing
acquisition attempts where industry is based on the poten-

tial acquirer’s primary two-digit SIC code. In total, acquirers
come from 51 different two-digit SIC industries. Not surpris-
ingly, Business Services, which encompasses the largest
number of firms in general, also had the greatest representa-
tion among value-reducing attempts, with 131. As shown
in the last column of Panel B, however, the percentage of
attempts that are abandoned is much more evenly distributed
across industries than is the number of attempts.

The variables of primary interest to us are the following
two: (1) the change in the dollar value of the CEO’s shares
upon announcement of the proposed transaction; and (2) the
extent and tone of the media coverage given to the takeover
attempt. For each abandoned acquisition attempt, we gathered
CEO stock ownership from ExecuComp. We measured the
change in the value of the CEO’s ownership as the number
of his shares times the acquirer’s announcement period CAR.

We measured the breadth of the media coverage given to
each acquisition attempt by counting the number of trans-
action-specific news stories that appeared in the Wall Streer
Journal (WS]), the New York Times (INYT), and the Dow Jones
News Service (DJNS) over the ten calendar days beginning
with the announcement day of the proposed transaction. We
labelled this variable media attention.

We measured the rone of media coverage given to each
acquisition attempt by calculating the number of “negative”
words divided by the number of total words in transaction-
specific news stories.” We called this variable media tone.

What the Data Show

Table 2 sets forth some preliminary statistics regarding our
key variables. Each of these simple comparisons is consistent
with our propositions, but it will be the interactions of these

5. We identified negative words in a financial context by using the Loughran and
McDonald (2011) dictionary.
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Table 3

Probit Analysis of Acquisition Abandonment on CAR, Media Attention, and Media Tone

The table presents results of the cross-sectional probit analysis of transaction abandonment on CAR, Media attention,

Media tone, and other control variables for a sample of 636 value-reducing US acquisition attempts announced over the

period of January 1, 1990 to December 31, 2010 drawn from the Thomson Financial SDC Mergers and Acquisitions

database. The dependent variable is a dummy variable taking the value of one for abandoned acquisition attempts and

zero for completed attempts. All variables are defined in the Appendix. All regressions control for year and industry fixed
effects. The coefficients of the constant, year, and industry dummies are omitted for brevity. The p-values are reported in
parentheses. *** ** and * indicate significance at 1%, 5%, and 10%, respectively.

Independent variables (1) (2) 3) 4) (5)
CAR -3.334%** -2.949%** 2.918 5.395 -3.146
(0.00) (0.01) (0.14) (0.13) (0.67)
ACEO stock value -3.541%** -2.964** -3.648*** -4.703**
(0.01) (0.05) (0.01) (0.02)
Media attention 0.026 0.365***
(0.51) (0.00)
CAR x Media attention -0.705%** 1.366
(0.01) (0.25)
Media tone -0.091 0.163
(0.21) (0.16)
CAR x Media tone -1.240** 1.072
(0.02) (0.39)
Media attention x Media tone -0.064***
(0.01)
CAR x Media tone x Media attention -0.373**
(0.05)
Board independence 0.836 0.735 0.855 0.688 0.715
(0.15) (0.21) (0.16) (0.25) (0.25)
PO -0.013 -0.015 -0.009 -0.013 -0.017
(0.81) (0.80) (0.85) (0.83) (0.73)
TNPR -0.016 -0.013 -0.010 -0.006 -0.010
(0.37) (0.49) (0.63) (0.77) (0.62)
Toehold 0.019 0.022 0.025 0.021 0.020
(0.37) (0.29) (0.25) (0.33) (0.41)
Compete dummy 1.425%** 1.461%** 1.437%** 1.438*** 1.513***
(0.00) (0.00) (0.00) (0.00) (0.00)
Defense dummy 0.428* 0.345 0.369 0.379 0.381
(0.10) (0.20) (0.19) (0.16) (0.19)
Litigation dummy -0.083 -0.072 -0.051 -0.111 -0.167
(0.82) (0.84) (0.89) (0.76) (0.66)
Friendly dummy -2.577*** -2.578%** -2.398%** -2.548%** -2.653***
(0.00) (0.00) (0.00) (0.00) (0.00)
Termination fee dummy -0.202 -0.182 -0.339 -0.189 -0.257
(0.31) (0.37) (0.14) (0.36) (0.27)
Tender offer dummy -1.545%** -1.561*** -1.462%** -1.542%** -1.691***
Stock dummy -0.031 -0.013 0.086 -0.027 0.008
(0.89) (0.96) (0.72) (0.91) (0.97)
Lockup dummy 0.543 0.713 0.917* 0.861* 0.911*
(0.25) (0.14) (0.08) (0.09) (0.08)
Relative transaction value 0.118 0.113 0.072 0.103 0.068
(0.13) (0.16) (0.43) (0.23) (0.47)
Log size -0.194*** -0.216%** -0.357*** -0.223*** -0.354%**
(0.00) (0.00) (0.00) (0.00) (0.00)
Year fixed effect Yes Yes Yes Yes Yes
Industry fixed effect Yes Yes Yes Yes Yes
Number of observations 636 636 636 636 636
Pseudo-R square (%) 43.7 46.0 51.3 47.1 52.7
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variables, as reported later in Table 3, that provide a robust
formal test.

As shown in the first row of Table 2, and consistent with
prior studies, both the mean and median announcement period
CARs are more negative for the proposed transactions that are
eventually abandoned (mean = -8.73%; median = -6.77%)
than for those that are completed (mean = -7.55%; median
=-5.72%). These results, as already noted, are consistent with
the idea that managers listen to the market in making decisions
to abandon (or complete) proposed acquisition attempts. The
unanswered question, however, is why do managers continue
with some value-reducing deals while abandoning others? That
is the main question our study aims to answer.

The beginning of an answer can be seen in the later rows
of Table 2. As reported in the second row, the dollar value of
CEO ownership of shares is significantly greater in transac-
tions that are abandoned (mean = $487.35 million; median
= $10.74 million) than in those that are completed (mean =
$98.89 million; median = $8.31 million). Further, and more
consequentially, as shown in the third row, the change in
the value of the CEO’s shares upon announcement of the
proposed transaction is also more negative in transactions
that are abandoned (mean = -$51.76 million; median = -$0.50
million) than in those that are completed (mean = -$5.86
million; median = -$0.42 million). These simple comparisons
indicate that, ignoring other factors, the CEOs of acquiring
firms are more likely to abandon proposed acquisitions when
the proposed transaction means a significant loss in the value
of their own financial capital.

The fourth and fifth rows of the table report our findings
for the variables that are meant to capture the role of the
media, if any, in this setting. As shown in the fourth row,
media attention was far more pronounced in abandoned
attempts (mean = 7.51; median = 5.00) than those that were
completed (mean = 4.01; median = 3.00), and the differences
between the two are highly stacistically significant. Greater
media coverage of value-reducing acquisition attempts is
clearly associated with a greater likelihood of transaction
abandonment. The simple comparisons of media tone point
in the direction of the media playing a role in shaping percep-
tions, but, standing alone, they do not appear to be especially
powerful. For abandoned attempts, the mean and median
media tone are 5.28 and 4.99; for completed attempts the
mean and median are 5.17 and 4.96.

Probit Analyses of Acquisition Abandonment

The simple comparisons of Table 2 set the stage for more
formal statistical consideration of our propositions. Recall that
our propositions are that managers are more likely to abandon
value-reducing acquisitions when the gains to the manager for
abandonment are larger. The gains come in two forms: recov-
ery of the CEO’s financial capital, which we measure as the
initial loss in the value of the CEO’s shares when the deal is

118  Journal of Applied Corporate Finance - Volume 27 Number 3

announced; and recovery of the CEO’s reputational capital,
which we try to capture with the interaction of the announce-
ment period CAR, media attention, and media tone. That is, to
the extent that abandonment of the deal recovers value that
appears to have been lost because of extensive media cover-
age—especially coverage with a negative slant—the CEO has
more to recover by cancelling the transaction.

We consider these ideas in a step-wise series of tests
whose findings are reported in Table 3. Table 3 shows the
results of probit analyses where the dependent variable is a 1
or 0 depending upon whether the proposed transaction was
abandoned or completed. Each of the estimations includes
the variables of primary interest along with a set of control
variables that are defined in the Appendix.

In the first model of the table (whose findings are reported
in column 1 of Table 3), we include only the acquirer’s
announcement period CAR (along with the control variables).
As reported in prior studies, the relation between the likeli-
hood of deal abandonment and CAR is negative and highly
statistically significant. Thus, the more negative the CAR, the
greater the likelihood that the deal will be abandoned. These
results are consistent with managers listening to the market.
But why do they do so? The subsequent models attempt to
address that question.

The model in column 2 includes the change in the dollar
value of the CEO’s shares along with the acquirer’s announce-
ment period CAR (and the control variables). The coefficient
of the dollar value change in the CEO’s shares is negative and
statistically significant. Thus, as might be expected, CEOs
are more likely to abandon proposed acquisitions the greater
their financial loss when announcing the deal and, there-
fore, the greater their hoped-for recovery when abandoning
the transaction. At the same time, however, the coefficient
of CAR remains statistically significanc—and this, in turn,
suggests that the CEO’s personal financial loss (and hoped-for
recovery) is not the only factor that influences his decision to
abandon (or complete) the acquisition.

The models in the remaining columns of the table address
the question of whether one of those factors is the CEO’s loss
of (and hoped-for recovery of) his reputational capital. Model
(3) includes the acquirer’s CAR, the change in the dollar value
of the CEO’s shares, media attention, and media attention
interacted with CAR (i.e., CAR x media attention). Model (4)
includes the acquirer’s CAR, the change in the dollar value
of the CEO’s shares, media tone, and media tone interacted
with CAR (along with the control variables).

In both estimations, the coefficients of the change in the
value of the CEO’s shares are negative and statistically signifi-
cant. Further, in model (3) the coefficient of the interaction
of CAR with media attention and in model (4) the coefficient
of the interaction of CAR with media tone are negative and
statistically significant. In neither model is the coefficient of
CAR alone statistically significant. In model (3) the coefhi-
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cient of media attention alone is not statistically significant
and in model (4) the coefficient of media tone alone is not
statistically significant.

The importance of this set of results is fourfold. First,
the insignificance of CAR alone indicates that it is not just
the market reaction to the announcement of the proposed
transaction that plays a role in the decision to abandon (or
complete) the acquisition. Second, the insignificance of media
attention and media rone alone imply that it is not just the
level and slant of the media coverage that matter. Third, the
significance of the interaction of media attention and media
tone with the loss in share value (i.c., the level of the negative
CAR) implies that it is the transformation of media attention
and media tone into a monetary value that is of consequence
in the decision to abandon the proposed acquisition. Fourth,
the continued significance of the change in the dollar value
of the CEQO’s shares indicates that the loss in the personal
financial value to the CEO plays a role in the abandonment
decision. These latter two results are consistent with our
proposition that it is the possible recovery of financial and
reputational capital that are lost at the initial announcement
of the value-reducing acquisition that influences the decision
to abandon (or complete) the proposed takeover.

The final model of Table 3 includes all of the variables
in models (1) — (4) along with the interaction of media atten-
tion and media tone (i.e., media attention x media tone) and
the triple interaction of CAR, media attention, and media tone
(i.e., CAR x media attention x media tone). Arguably, it is this
model that addresses our propositions in full. As shown in the
last column of the table, the coeflicient of CAR is not statisti-
cally significant, the coefficient of the change in the value of
the CEO’s shares is negative and statistically significant, the
coefficient of the interaction of media attention and media tone
is negative and statistically significant, and the coeflicient of the
three-way interaction of CAR, media attention and media tone
is negative and statistically significant. Simply stated, managers
do not listen to the market just because the stock price declined.
Rather, the data point to the manager paying attention when
he has financial and reputational capital at stake.

The Reversal of Losses at Acquisition Abandonment
Key to our propositions and our interpretation of the results
is that managers expect to recover their losses in financial and
reputational capital when value-reducing acquisition attempts
are abandoned. To address the reasonability of that expecta-
tion, we examine acquirers’s CARs over the three-day interval
surrounding the “Withdrawn Date” (we label this the “Aban-
donment CAR”).

We classify the abandonments into three groups based
on their initial announcement period CARs. Those with the
most negative CARs are in the Low CAR group and those
with the least negative CARs are in the High CAR group. We
then calculate the average Abandonment CAR for each group.

Journal of Applied Corporate Finance « Volume 27 Number 3

The results are presented in Table 4. For the entire set,
the average Abandonment CAR was 2.71%. Thus, at least
on average, abandonments of value-reducing acquisition
attempts are good news for shareholders and are consistent
with CEOs recovering financial and reputational value lost
at the time of the initial announcement. More important for
our purposes, Abandonment CARs increase in magnitude as
we move across groups from the Low to High. For the Low
CAR group, the Abandonment CAR is 5.71%; for the Middle
CAR group, the Abandonment CAR is 1.65%; and for the
High CAR group, it is 0.73%.

The evidence in Table 4 supports the presumption
that the CEO of the acquiring firm can reasonably expect
to recover at least part of his losses in stock ownership and
reputational capital when abandoning the proposed value-
reducing acquisition attempts.

Case Studies

In 2008, Microsoft launched a bid for Yahoo. On 2/1/2008,
the announcement day of the proposed takeover, Microsoft
shares fell by 8.4%. Within 7 days, the deal received 62 media
reports with 9.02% of the words in the articles carrying a
negative tone (in other value-reducing deals in our sample,
the averages for these numbers are 4.7 and 5.12% ). Steve
Balmer, the CEO of Microsoft, owned $13.7 billion worth
of Microsoft shares and options. Mr. Ballmer abandoned the
deal on 5/3/2008.

In 2008, HP initiated an attempt to buy Electronic Data
System. On the announcement day, 5/13/2008, the compa-
ny’s stock price declined by 8.5%. In contrast with the
Microsoft-Yahoo transaction, the HP/EDS deal received only
7 news articles within 7 days with 3.74% of the words carry-
ing a negative tone. The CEO of HP, Mark Hurd, owned
$26 million worth of HP shares and options. The deal was
completed on 5/12/2008.

Both deals occurred in 2008 within the same sector. Also, the
companies are of similar size and both experienced stock price
declines of about -8.5% during the three-day period around
the announcement of the proposed takeover. However, there
are striking differences with regard to CEO ownership, media
attention, and the tone of media coverage. The attempt with
more CEO ownership involved, greater media coverage and
a more negative tone to that coverage was canceled.

Commentary and Conclusion

Prior studies have shown that managers’ decisions to aban-
don proposed corporate acquisitions are negatively correlated
with the stock market reaction to the announcement of the
proposed transaction. One interpretation of this result is that
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managers “listen to the market” when considering whether to
complete or abandon proposed acquisitions. The unanswered
question is: why do managers listen to the market?

Part of the answer may be managers’ sense of obliga-
tion to their sharcholders, along with possible concern about
corporate control consequences—including the possibility of
being subjected to a takeover offer themselves—of failing to
maximize shareholder value. Another part of the answer is their
own shareholdings in the firm, and the possibility of recovering
the loss in the value of their own financial capital incurred at
the announcement. Bug, in a recently published study whose
findings are reviewed in this article, we propose that these are
only part of the answer. We propose that managers also have
reputational capital at risk, and that the reversal of the acquisi-
tion decision may also reverse any loss in that value associated
with the announcement of the proposed transaction.

Using measures of the level and tone of media atten-
tion given to the proposed transaction together with the
announcement period stock price reaction to such acquisi-
tions (as a proxy for the change in the CEO’s reputational
capital), we find that this three-way interaction variable is
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Appendix.
Variable definitions

Variable

Definition

CAR

Cumulative abnormal return of the potential acquirer’s stock in the three-day announcement period (-1, +1), where day O is the
announcement day. We calculate the acquirer’s daily abnormal return for each day by subtracting the CRSP value-weighted market
return from the potential acquirer’s stock return on that day.

CEO ownership

The dollar value (in millions of dollars) of acquirer CEQO’s ownership of the acquirer’'s common stock. We calculate the dollar value
as the number of shares that the CEO owns in the acquiring firm times the firm's stock price on the 43 trading day prior to the
announcement of the acquisition attempt. We obtain the data on the CEO stock ownership, defined as the CEQ’s direct beneficial
ownership of common stocks from the Standard & Poor’s ExecuComp database or the acquirer’s proxy statement at the beginning
of the year in which the proposed transaction is abandoned or completed. We obtain the acquirer’s proxy statement from the SEC’s
EDGAR and the Thomson ONE Banker database.

ACEO stock value

The product of CEO ownership and the stock price reaction at the announcement of the proposed acquisition (CAR).

Media attention

The number of acquiring firm-specific news stories about the acquisition attempt reported by the Wall Street Journal, the New York
Times, and the Dow Jones News Service over the ten calendar days following the announcement of the proposed transaction.

Media tone

Number of negative words as fraction of number of total words.

Board independence

The fraction of the number of independent directors to the number of directors on the acquirer’s board. We obtain the number of
independent directors and the number of directors on the acquirer’s board from the acquirer’s proxy statement immediately prior to
the announcement of the acquisition attempt. Independent directors are directors that are not current or former employees of the
acquirer. We obtain the acquirer’s proxy statement from the SEC’'s EDGAR database and the Thomson One Banker database.

PO (Premium offered)

The difference between the offer price and the target firm’s stock price 43 trading days prior to the announcement of the acquisi-
tion attempt divided by the latter. The offer price is as reported by SDC.

TNPR (Target normalized price
response)

The difference between the closing price for the target firm’s stock on the acquisition announcement date and the closing price 43
trading days prior to the announcement of the acquisition attempt divided by the difference between the offer price and the target’s
stock price 43 trading days prior to the announcement of the acquisition attempt. The offer price is as reported by SDC.

Toehold

The acquirer’s “toehold” ownership of the shares of the target firm, as reported by SDC.

Compete dummy

One for acquisition attempts with the emergence of a third party who launches an offer to the same target firm while the original
acquisition attempt is pending, zero otherwise, as reported by SDC.

Defense dummy

One for acquisition attempts in which the target firm undertakes defensive tactics to fend off the acquisition attempt, zero other-
wise, as reported by SDC.

Litigation dummy

One for acquisition attempts in which there exists initiation of litigation regarding the proposed acquisition, zero otherwise, as
reported by SDC.

Friendly dummy

One for acquisition attempts in which the “attitude” of the proposed acquisition is neither hostile nor unsolicited, zero otherwise, as
reported by SDC.

Termination fee dummy

One for acquisition attempts that include termination fees that the potential acquirer must pay to the target if the transaction is
abandoned, zero otherwise, as reported by SDC.

Tender offer dummy

One for acquisition attempts structured as a tender offer, zero otherwise, as reported by SDC.

Stock dummy

One for acquisition attempts financed or partially financed by the acquirer’s common stock, zero otherwise, as reported by SDC.

Lockup dummy

One for acquisition attempts including a lockup of target shares in which the potential acquirer is granted an option to purchase
shares at a fixed price even if a competing offer emerges, zero otherwise, as reported by SDC.

Relative transaction value

The fraction of transaction value to acquirer size.

Log size

The natural log of acquirer size.
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