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Abstract

The typical French listed company exhibits a cotregé@ad ownership structure with the
largest shareholder typically holding more votinghts than cash flow rights. This paper
studies the acquisitions made by French listedsfiawer the period 2000 through 2009 and
investigates how such ownership characteristicecaffacquirer abnormal returns and
acquisition activity. Abnormal returns around asiions are decreasing as the wedge
between voting and cash flow rights increases. Theisult suggests that controlling
shareholders use corporate acquisitions as a meamestracting private benefits at the
expense of minority shareholders. The well-docueenaluation discount associated with
the divergence between voting and cash flow rigiusld be explained by less efficient
acquisitions. The paper also shows that firms wHasgest shareholder holds significant
excess control rights are less likely to engag®&A activity. This last finding raises the
issue of sample selection bias, which has not bsean into account in earlier studies.
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1 Introduction

Ownership structure acts as an internal governameehanism. Large shareholders are
likely to play an important role in exercising corgte governance as their ownership stakes
provide them with the incentives to collect infotioa, scrutinize manager actions and
oppose value-destroying decisions (Shleifer andifis 1997; Denis and McConnell, 2003).
Recent studies emphasize the prevalence of coatetitownership structures around the
world, this being especially true for East Asiag€dsens et al., 2000) or Continental Europe
(Faccio and Lang, 2002) but also in the United eStatlespite the conventional wisdom
suggesting that the typical U.S. public firm hadfudie ownership (Holderness, 2009).
Although being associated with numerous advantégeshareholders will benefit from the
monitoring effort made by a large blockholder), centrated ownership might generate
severe agency costs. A controlling shareholdetth@apower to influence corporate decisions
and is in a position to enjoy private benefits whiby definition, are not shared with other
(minority) shareholders. These private benefits take numerous forms: tunneling of
resources out of firms (Johnson et al., 2000), nemoor the prestige and social status
derived from the control of a well-known compahny.

When making a corporate decision, the controllingreholder faces a trade-off between
(1) private benefits she will solely enjoy and (8¢ change in her net wealth induced by the
evolution of firm value. For instance, the contrayl shareholder is likely to give consent to
an investment with negative present value if theefies she derives outweigh the incurred
loss induced by the stock price decrease.

As emphasized by Bebchuk et al. (2000) and Morclkalet(2005), agency conflicts
between large and minority shareholders are maghivhen the largest shareholder owns
control (i.e. voting) rights which strongly exce&ér fraction of the equity claims on a
company cash flows. Such a separation of ownerahg control can be realized through
control enhancing mechanisms like pyramids, dumdslIshares and cross-holding ties. The
above mentioned studies demonstrate that contgotinners often lock control over their

companies through these control enhancing mechani®fall the 464 European companies

! There is no precise definition of the true natofgrivate benefits of control. Jensen and Meckljh§76, p.

312) evoke the benefits associated with the owremager status![...] pecuniary returns but also the utility
generated by various non-pecuniary aspects of higepreneurial activities such as the physical appoents

of the office, the attractiveness of the officeffstthe level of employee discipline, the kind amdount of
charitable contributions, personal relations (“fridship,” “respect,” and so on) with employees, agar than

optimal computer to play with, or purchase of protion inputs from friends



analyzed in a study commissioned by the Europeamnussion, 44% feature at least one
control enhancing mechanism (ISS, Sherman andigeBCGI, 2007).

This raises the question of the costs and subsetpgsnof social welfare associated with
a separation of ownership from control. Claessera.2002) and Lins (2003) empirically
demonstrate that firm valuation is lower when tbatool rights of the largest owner strongly
diverge from her cash-flow rights. Confirming thessults, Guedhami and Misra (2009)
show that equity financing is more expensive fomé whose controlling shareholder holds
excess control rights. These studies support tlem@ghypothesis that large shareholders
extract private benefits at the expense of minosityareholders. However, an important
guestion is (partially) left unanswered in earfudies: what exactly are the channels through
which such extraction occurs? In other words, whia the corporate decisions that a
controlling shareholder influences in order to atheaher own interests?

In this paper, the focus is on corporate acquisitiorhey have long been recognized as
crucial events that are potentially associated wite consumption of perks or private
benefits. Owner-managers may be prone to invesissxcash-flows in corporate acquisitions
that maximize their own utility rather than firmlua (Jensen, 1986) and entrench themselves
(Shleifer and Vishny, 1989). The consequences aid)(bcorporate acquisitions are of
significant economic importance: Moeller at al. @@D demonstrate that, over the period 1998
through 2001, acquiring-firm shareholders lost atbannouncement 12 cents per dollar
spent on acquisition. To the extent that acquisstiof other companies are among the most
important decisions a firm has to make, one coujoeet conflicts between controlling and
minority shareholders to be extremely severe duaizguisition periods.

The link between ownership structure and corpoeatquisitions has received some
attention in financial literature. Ben-Amar and A@d2006) study a sample of Canadian
bidders and observe a non linear relationship batwie largest shareholder stake and
announcement-period abnormal returns; howewer ttleynot find that separation of
ownership and control has a negative impact. Thendtive feature of my paper is its focus
on France, a country whose institutional framewanki ownership characteristics strongly
differ from those analyzed in earlier studies. [Eterirms typically have a concentrated
ownership and a controlling shareholder who hotgrol rights which exceed her cash-flow
rights. In the majority of the cases, this highcdépancy comes from the typical French
system of double voting rights (Burkart and LeeP&0 Furthermore, the protection of
minority investors under French law is weak (LatRa@t al., 1998). Thus, there is scope for

severe conflicts between large and minority shddshs.



To carry out my analysis, | collected relevant dagataining to ownership structure for
SBF250 firms’ Due to changes in the composition of this indey, initial sample contains
400 unique firms. | then construct a sample of &6quisitions that were announced by these
firms over the decade from 2000 to 2009. An impdrizharacteristic of this paper is that it
relies (1) on an acquisition sample (that is to @aample of firms which actually announce
an acquisition) and (2) on a larger sample ofdistempanies, with only some participating in
the M&A market as bidders. The 660 acquisitionsenmer fact initiated by 196 companies,
which demonstrate that approximately one half oF38) companies did not announce a
takeover bid over a 10-year period. In contrastadier studies, my methodology allows me
to control for a potential selection bias that desi from the fact that the choice of bidding is
not random.

| observe a negative and significant relationshgiwieen excess control rights and
abnormal returns around acquisition announcemeértiss result shows that acquisitions
initiated by firms whose largest shareholder heldsess control rights are detrimental to firm
value and suggests that corporate acquisitiona areans of private benefits extraction at the
expense of minority shareholders. | also investigahether other large shareholders play a
monitoring role. These blockholders are associatitll higher value losses and thus do not
appear as credible safeguards. Interestingly, durégmpirical tests do not validate the
hypothesis of collusion between these blockholdarsthe largest one.

In a second line of analysis, | examine the actiarsi behavior of French listed
companies. It clearly appears that entrenched @vaer very cautious toward acquisitions.
One possible explanation is that they fear thetidiiuof their power that could be induced by
a stock-financed deal. My acquisition sample isceebiased toward firms with a lower
separation of ownership and control. After coningilfor sample selection bias, the main
findings hold.

Finally, I try to control for endogeneity issuesathinevitably arise in corporate
governance studies dedicated to the ownership forpaince relationship (Demsetz and
Lehn, 1985). | use the instrumental variables tephe) which leads me to propose different
variables that can influence the separation of osmp and control without directly
influencing the performance measured by announcepexiod abnormal returns. | discuss
the relevance of this methodology which confirmsvous findings.

2 The SBF250 index is composed of the 250 firms \liéh largest market capitalizations on the ParixiSt
Exchange.
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This paper is related to the literature that seeksinderstand why excess control is
associated with a valuation discount. Masulisle{2009) examine a sample of U.S. dual-
class companies and show that abnormal returnsndragquisition announcements are
decreasing as the insider control rights — caskw flyhts divergence becomes larger.
As suggested by these authors, further interndtiompiiry is needed in order to extend
understanding of private benefits extraction thfoother control enhancing mechanisms that
are not (or rarely) encountered in the United Staidis paper fills that gap by showing that
voting arrangements at the company level signitigamarm firm performance. Furthermore,
there is no evidence of lower abnormal returnsafimquisitions announced by firms controlled
via pyramid structures, which is consistent with emspirstudies (Villalonga and Amit, 2009)
and theoretical models (Almeida and Wolfenzon, 2Rfyanto and Toolsema, 2008) that
provide rationale for pyramidal ownership.

The remainder of the paper is organized as follo8ection 2 describes the French
framework and reviews the literature dedicatedht® ftelationship between ownership and
acquisitions. Section 3 deals with the methodoldlgg,sample selection and the construction
of variables that are likely to play a role in eadping acquisition quality and why some firms
engage in acquisitions. Section 4 presents thdtsestithe empirical analysis. Section 5
reports results from robustness checks aimed #hdgewhether results are still valid on

subsamples, correcting selection bias and conigpfir endogeneity. Section 6 concludes.

2 Background

2.1 The French case

A recent study commissioned by the European comomg$SS, Sherman and Sterling,
ECGI, 2007) describes the availability of controhancing mechanisms in Europe. In every
country, external mechanisms (pyramids and croasehbldings) are encountered. In France,
multiple voting shares (in a special form, see Wglonon-voting shares and non-voting
preference shares can be observed. From the saifmptench civil law countries (La Porta et
al., 1998), France is the only one in which thésed mechanisms are authorized.

In the vast majority of French listed companies, dieviation from the one share-one vote
principle is realized through double voting rigbtgares (Burkart and Lee, 2008). The charter

of the firm can authorize double voting rights fegistered shares that have been held for a



defined number of years (between 2 and 4 yeardici@ly, such double voting rights are
aimed at rewarding long-term shareholders. It ghdel noted that these double voting rights
are very different from dual-class shares freqyemtilopted by American and Swedish
companies. The double voting right “belongs” to a registefedg-term shareholder but is
lost as soon as the share is sold to another pangres must be held during the specified
period (for instance 2 years) before obtaining atmaevoting right. Contrary to dual-class
shares, there is only one market price for singlé @ouble-voting shares. This mechanism
has not been taken into account in Faccio and Isa(®002) study, hence their ownership
data tend to underestimate the wedge between owpeand control in their sample of
French listed companies. However, the use of thistrol device is far from anecdotal:
Ginglinger and Hamon (2009) report that the dowbling mechanism is in force in 68.3% of
French companies.

Dual-class structures are rarely observed in Frdistbd companies. As in Italy (see
Zingales, 1994), the only authorized mechanism istsf non-voting shares (which cannot
account for more than 25% of existing equities).

My focus on French companies is also motivated Hey gpecificities of the legal and
institutional framework. Johnson et al. (2000) doeat anecdotal evidence of tunneling in a
French firm. In an attempt to assess the size ivher benefits of control, Nenova (2003)
considers that controlling shareholders appropriztéo of the value of the company in
France. La Porta et al. (1998) compute the “amador rights index” which is equal to 5 for
the USA and only 3 for France; Djankov et al. (2088velop the “anti self-dealing index”
whose value is 0.65 for the USA and 0.38 for Frakaem these measures, the level of
protection afforded to investors in France seemsetaveak. As ownership concentration and
legal investor protection are often viewed as stutes (see for instance Denis and
McConnel, 2003), the high ownership concentratidsseoved in French firms is not
surprising (only 14% of French listed companies wardely held at the 20% threshold
according to Faccio and Lang, 2002). In this cantBoubaker (2007) find results that are
consistent with those observed in earlier studidsgh separation of ownership and control is
associated with lower firm value.

Some authors argue that extralegal institutions mliagourage predatory behavior by
controlling shareholders. Dyck and Zingales (206&)m that product market competition,

% According to Rydqvist (1996) and Cronqvist andsiin (2003), dual-class structures are encouniered
approximately 75% of Swedish listed companies. Genqet al. (2010) show that approximately 8% of the
firms covered by Compustat exhibit a dual-classcstrre.
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public opinion pressure, moral norms, unions arceté€éorcement may play an important role
in curbing private benefits. The question of whetfance offers such extra-legal institutions
arises. Dyck and Zingales (2004) propose six diffemumerical proxies aimed at capturing
the quality of extra-legal institutions and Frariseon the average. Stulz and Williamson
(2003) consider that religion is a good proxy faiteral norms and show that religions are
associated with significant differences in shardard rights. In particular, Catholic countries
(as France) protect the rights of creditors lesk we

In sum, France is characterized by weak corporatergance at the firm level and by a
legal and institutional framework which does noteofstrong protection against minority
expropriation. Extra-legal institutions do not appas a credible counterforce. Consequently,
the conflict of interests between controlling anéhonity shareholders may be extremely
severe in French listed companies and there magcbpe for private benefits extraction

through different channels. This paper tests whetbgorate acquisitions are one of them.

2.2 Ownership-control discrepancy and acquirer returns

The conflict of interests between dominant and minshareholders may be extremely
severe during acquisitions as the former may usetridinsaction as a channel of private
benefit extraction at the expense of the lattem&gapers focus on intra-group transactions
and hence test the tunneling hypothesis. Accortlirthis hypothesis, it may be beneficial for
the ultimate owner of a pyramidal business groupat@r intragroup transactions so as to
transfer wealth to the upper level at the experisminority shareholders at lower levels.
Studying a sample of Indian companies, Bertrandalet(2002) document evidence of
tunneling. In the Korean framework, Bae et al. @08how that an acquisition made by a
chaebol-affiliated firm is value-destroying but thiae controlling shareholder benefits from it
as an increase of the stock prices of other fimihi@ business group is observed. However,
Buysschaert et al. (2004) and Faccio and Stolig2@xamine European transactions and do
not find any evidence of disproportional sharing tbé gains between controlling and
minority shareholders. Their results cast doubthenexistence of resources diversion through
corporate acquisitions. In another European stodyded on the Swedish case, Holmen and
Knopf (2004) examine a sample of 121 mergers ocayover the years 1985 to 1991. They
do not document any flagrant expropriation of mityoshareholders through deals involving

companies both controlled by a common shareholder.



Recent papers tackle the issue of the relationsttiyween ownership structure and quality
of the acquisition as measured by abnormal retarnand the announcement date. Bigelli
and Mengoli (2004) construct a sample of 228 adiijpiis made by Italian listed companies
over the years 1989 to 1996. This sample is wateduas (1) a large number of Italian
companies exhibit a dual-class structure and (QUiattions were realized before the adoption
of a major corporate governance reform which stypmginforced the rights of minority
shareholder$.The authors show that cumulative abnormal retaresincreasing in the ratio
of cash-flow rights over voting rights held by tla#gest shareholders. In other words, the
quality of the acquisitions is lower when theraiBigh separation of ownership from control.
This result tends to validate the hypothesis ofgia benefits extraction through corporate
acquisitions. Using a sample of 410 mergers andiisitigns made by U.S. dual-class
companies, Masulis et al. (2009) demonstrate tiatekcess-control rights of the dominant
owner negatively affect the acquirer returns. Thasult confirms that the separation of
ownership and control is an important issue evewcauntries considered as protective of
shareholder rights. However, Ben-Amar and André0lOexamine a sample of 327
acquisitions made by 232 Canadian firms and dofindtthat separation of ownership and
control has a negative impact on performance.

This brief review of the literature shows that #has no clear relationship between
separation of ownership and control and acquisstiguality. This paper contributes to this

debate and provides new evidence from the Frersd ca

2.3 Propensity to engage in acquisitions

Financial literature emphasizes the fact that marsagan use corporate acquisitions as
means of implementing their own agendas (empiré&imgi strategies). Large shareholders
have strong incentives to scrutinize manager astiand are thus likely to prevent such
opportunistic behaviors. Burkart et al. (1997) depea model in which this tight monitoring
can deter management initiatives and discouragentmeager from searching for investment
projects. Consequently, a negative associationdeithe largest shareholder’s stake and the
likelihood of becoming a bidder is expected. Suaielationship is empirically observed by
Amihud and Lev (1981): the average number of adipms is higher for manager-controlled

than for owner-controlled companies.

* Dyck and Zingales (2004) indeed observe that theumt of private benefits dramatically dropped rafte
adoption of this reform (also known as the Dragiibrm).
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The sense of the relationship between ownershifialordiscrepancy and bidding
likelihood is not an obvious issue. A high diffecenbetween cash-flow rights and voting-
rights is likely to induce suboptimal behavior dfet controlling owner who has fewer
incentives to exercise tight control over the mamnagdecisions. A positive association
between the ownership-control discrepancy and tmaber of acquisitions can hence be
expected.

Moreover, large shareholders have a significant gfatheir wealth concentrated in their own
companies and suffer from high exposure to firmegperisk. Diversifying acquisitions can
be viewed as means by which ultimate owners retheeisks associated with firm-specific
investments (Amihud and Lev, 1981). Claessens.€t18D9) show that a larger divergence
between control and cash-flow rights is associatgd more corporate diversification; they
conclude that large shareholders use diversifinaiboextract private benefits at the expense
of minority shareholders. One could hence expegitttie propensity to engage in acquisitions
increases in the amount of the wedge between vatidgcash-flow rights. This hypothesis is
empirically validated by Faccio and Masulis (200#)0 notice that firms whose largest
shareholder holds voting rights in excess of hahdbow rights are more likely to launch
takeovers.

However, some theories suggest an opposite refdipnAcquisitions are associated with
a potential loss of control. A stock payment imple dilution of the largest owner’s voting
power and the emergence of an outside blockholfléhe target is not a widely held
company. There is also an indirect dilution thrieatcash-financed deals: the funding of a
cash takeover through debt increases bankruptkyand thus the probability of future equity
issuances aimed at refinancing this debt. Additignd/lartynova and Renneboog (2009)
point out the fact that transactions classifiedaliscash-offers in fact often imply equity
financing. Accessing such an equity financing mayelspecially difficult for a firm whose
controlling shareholder hold voting rights in exxesf her cash flow rights: investors
anticipating future expropriation can be reluctanbuy company’s newly issued shares.

An important private benefit that is derived frohe tcontrol of a corporation is the ability to
allot significant management positions or boardiséa friends (nepotism). This issue is
especially relevant for family controlled firms. Bglecting the CEO from the small pool of
family heirs, the firm might have a top executiveonacks managerial talent. Consistent with

this view, Pérez-Gonzalez (2006) and Bennedsenl.ef2@07) find evidence of lower

® It should be noted that this result is not vatidthe sample of European continental bidders @reompanies
represent 19.8% of this sample) as the authorsedsa insignificant relationship.
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operating performance of firms which experiencddraily succession. The success of large
acquisitions strongly depends on the manageridisski those who conduct them, for
instance highly-skilled CEOs may have abilitiesdigtect good targets. Lacking sufficient
skills, heirs CEOs may be less likely to engageamplex acquisitions. In line with this
argument, Sraer and Thesmar (2007) show that deéseemanaged family firms make
significantly fewer acquisitions.
Assuming that a high separation of ownership amdrobis aimed at protecting the private
benefits of the largest owner, these argumentsesiggnegative association between excess
control rights and the propensity to engage in mipns. Studying a sample of 777
European companies, Caprio et al. (2010) validatehypothesis.

To sum up, the financial literature provides ushwihixed and opposite conclusions
concerning the sense of the relationship betweenothnership/control separation and the
propensity to engage in acquisitions. This papargsrnew insights about this controversial

issue.

3 Methodology, sample, and variables

3.1 Ownership structure analysis

There is no reliable commercial database dedicatealvnership structures for French
listed companies. Consequently, | choose to hatidotdhe data. The main data sources are
the Documents de Referencewvhich can be downloaded from the AMF — the French
equivalent of the Securities and Exchange Comissiavebsite Www.amf-france.ory® In

some situations, it was necessary to gather infbomairectly from the company’s website.

In order to properly measure the discrepancy betwaenership and control, | use the
ultimate ownership methodology developed by La&ettal. (1999) and frequently adopted
in subsequent studies (Claessens et al., 200(ldfAla and Amit, 2009; among others). |
compute the ownership variables at the 10% threstadllowing Faccio and Lang (2002),

ultimate voting-rights are defined as the weakedt &long the control chain. Appendix A

illustrates the use of this methodology for GROUBESINO, an important French food

retailer.

® This document is similar to an annual report bomtains detailed information such as the bylawshef
company, an accurate description of the ownerghigtsire and its evolution over the past 3 years.
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3.2 Sample of French listed companies

| start with the whole sample of French listed camips that are quoted as components of
the SBF250 index over the years 2000 to 2008 (#ihis¥. 15 are excluded, due to missing
information about ownership structures. SBF250 comepts represent, on average, 92.5% of
the whole French market capitalization over theameriod. It is worth mentioning that my
panel is an unbalanced one to the extent that §ome enter into the sample (due to IPOs for
instance) or exit from it (due to delistings or dakers). Accounting data are from the
Worldscope database. | exclude observations witheivant or extreme valuést should be
noted that these exclusions do not change thetsesul

My sample of acquisitions (see below) encompaseats dnade over the period January
2000 through December 2009. As acquisitions in yedr are matched with ownership
structures at the end of year t, | need to coleebership variables for the years 1999 to
2008. | use a database that was built for anotlapemp (see Belot, 2010) and extend it.
However, | do not have the data for the year 19@8nsider that ownership data for the year
2000 are a good proxy for those of the year 109%is approximation is relevant if
ownership structures are very stable over time @supated by La Porta et al. (1999);
nevertheless some authors argue that a substlatiibn of listed companies exhibit large
ownership structure changes over a given year @©amil Sarin, 1999). | test the hypothesis
of the stability of ownership structure by compgridifferent ownership variables for the
years 2001 and 2000. For firms that are continyouatled over these two years, | observe an
insignificant decrease in the ultimate cash-floghts of the largest owner equal to 0.15%
(from 36.17% in 2000 to 36.02% in 2001). The hypstk of stable ownership thus seems to
be acceptable; however it could easily be criti¢izAs a robustness check, | repeat my
empirical analysis by excluding the firms whose 9498vnership variables are proxied by
their value in 2000. This does not change the tesul

The following table summarizes the constructiothef database.

" Tobin’s Q and asset growth are winsorized at 0.99%0 exclude observations with financial lewgrdigher
than 1. Following Faccio and Masulis (2005), | exied observations with values of M&A ACTIVITY (see
below) higher than 1.

8 It should be noted that ownership variables f@3Bave been manually collected for the firms whitgkke an
acquisition in 2000.
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Number of unique firms (quoted as component ofSB&250 index) 400

= Potential number of firm-years (10 years from 1892008) 4,000
Number of excluded observations (delisting...) -805
Observations with unavailable accounting/finandetia -56
Observations with unavailable ownership data -61
Exclusion of outliers -15
Final number of observations 3,063

3.3 Acquisition data

This paper investigates the likelihood that a gi@m announces an acquisition.
Therefore, | match the database presented aboheth@tSDC database. | extract all the deals
which meet the following criteria:

- The announcement date is between January 1, 2@0Desember 31, 2009.

- The acquirer is a French listed company

- The deal value reported in the SDC database is IbomiEuros or higher. This

methodological choice leads to the exclusion efalioperations.

- The bidder is seeking to acquire at least 25% @tainget’'s shares

- The acquiring company owns less than 50% of thgeta shares prior to the

announcement and seeks to own more than 50% hééransaction. Hence, the focus

is on deals that imply a real change of control.

The SDC database reports 821 deals which meet thiésea. | exclude deals initiated by
firms which are not in the SBF250 Index (128), énthexclude 5 deals because bidder’s
financial statements for the fiscal year end prewgthe announcement are not available in
Worldscope. Market and share price returns areaeted from Datastream. As part of this
paper relies on the event-study methodology, a mim of 210 listing days before the
announcement date is needed. Some observationsbeesicluded, due to an IPO which is
too close to the announcement (28 observationsjhétend, the final sample contains 660
observations.

No restriction is imposed on the bid’s outcome. @oald argue that deals referred as
“completed” are more likely to be associated wiighler announcement-period abnormal

returns, which could lead to a selection bias. Hdeechoose to include completed but also
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unsuccessful and withdrawn deals in my samplerfgwith Faccio and Masulis, 2005). As a
robustness check (see below), | replicate the etapianalysis on the sample of completed
deal. This does not change the results.

3.4 Variables

3.4.1 Dependant variables

In order to capture the bidder announcement effeaise the classical event-study
methodology developed by Ball and Brown (1968) amtussed by Brown and Warner
(1980). The announcement effect is measured bynthkket model adjusted stock return
around the announcement date. Following Masulid.€2007), the market model parameters
are estimated over the 200-day period from event-d210 to event day — 11. The SBF250
index is used in order to compute daily market mestu | calculate cumulative abnormal
returns (CARs) over the 3-days period [a-1, at+llemha is the announcement date as
reported in the SDC database.

In the empirical analysis dedicated to the proggng engage in acquisitions, the
dependant variable;ywith i indicating the company and t the year)eskhe value of one
whether the firm launches a bid in year t+1 andti®ewvise. The total value of deals
announced in year t+1 divided by firm’s market talpiation at the end of year t is another

metric taken into account.

3.4.2 Predictor variables: ownership characteristics

In order to capture the incentive effect inducedabarge ownership stake, the ultimate
cash-flow rights (S1 UCF) of the largest owner emxduded. Some authors (Morck et al.,
1988; McConnell and Servaes, 1990 among othersjeattgat the relationship between this
latter variable and firm performance is non linednich leads me to include a squared term
(S1 UCF”2). In studies dedicated to corporate atiijpms, a non monotonic relationship is
observed by Hubbard and Palia (1995) who noticé #mnouncement-period abnormal
returns are first increasing and then decreasimgsider ownership.

In order to measure the separation of ownershipcanttol, | use two different measures:
the first one (WEDGE) is computed as a differertbe, second one (WEDGE RATIO) is
measured as the ratio of ultimate cash-flow righter ultimate voting rights. These two

measures are employed by Claessens et al. (2002)Ban-Amar and André (2006)
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respectively. It should be mentioned that the etquksigns of the coefficients are different: if
the entrenchment hypothesis is true, a negativait{pe) association between WEDGE
(WEDGE RATIO) and acquisition announcement CAR®xpected. | compute a dummy
variable (HIGH WEDGE) which takes the value of avigen the variable WEDGE RATIO is
inferior to its median value. Thus, this variald&ds the value of one when the separation of
ownership and control is high.

An historical pattern of French capitalism is tieyalence of family ownership (Murphy,
2005). As previous studies demonstrate that fafimitys are superior performers (Anderson
and Reeb, 2003) and especially better acquirera-@ear and André, 2006), | control for
the identity of the controlling shareholder andateea dummy variable (FAMILY) which
takes the value of one whether the ultimate owhénecompany (at the 10% threshold) is an
individual or a family.

Laeven and Levine (2008) show that more than ome ¢f Western European companies
have a second large shareholder. Bloch and Hed¥l28eoretically demonstrate that the
second shareholder is more likely to provide a noommg effort when she owns cash-flow
rights that are close to those of the first shaddro This proposition is empirically validated
by Maury and Pajuste (2005). | hence take into aetthe existence of other shareholders
with different variables: S2 UVR measures the udtienvoting rights of the second large
shareholder (if she owns at least 10% of the votigigts) while S234 UVR is computed as
the sum of ultimate voting rights of all sharehafdiolding at least 10% of the voting rigfits.
The aggregate voting rights of all shareholder épxt¢he largest one) owning at least 5% of
the voting rights (OTHERS) are also calculated. -Bemar and André (2006) validate the
monitoring hypothesis by observing a positive relatbetween this variable and acquirer
returns. However, Maury (2006) finds an overalligngficance of the presence of multiple
blockholders.

3.4.3 Analysis of bidder abnormal returns: control varieg

The industry relatedness of the deal is stored daramy variable (DIVER) which takes
the value of one when the bidder and the targetaddave the same 2-digit SIC code. Morck

et al. (1990) observe lower returns for biddersclwhaunch diversifying acquisitions.

° In my sample, the maximum number of large shadhsl (i.e. holding at least 10% of the voting righf a
given company) is equal to 4.
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| also control for cross-border transactions wittiuanmy variable (CROSS-BORDER) which
iIs equal to one whether target's and bidder’'s matidiffer. Using a sample of acquisitions
made by US firms, Moeller and Schlingemann (20@5hanstrate that bidder announcement
returns are lower for non domestic than for donsestquisitions.

The method of payment is stored in a dummy vari@®SH) which takes a value of one
whether the acquisition is entirely financed witksle or equivalents). Travlos (1987) shows
that cash-financed deals generate higher annoumtextbeormal returns.

A dummy variable (PUBLIC) takes the value of oneewlhe target is a publicly traded
company:. examining a sample of U.S. bidders, ChHda®§8) shows that bidder abnormal
returns are higher when the target is privatelydh&his result appears to be universal as
Faccio et al. (2006) observe similar patternsfangactions initiated by European companies.

The relative size of the deal (REL. SIZE) is taketo account. In the spirit of Faccio and
Masulis (2005), | compute the ratio of the dealreabver the sum of deal value and bidder’s
market value of equity at the end of the year pegethe announcement of the deal. Moeller
et al. (2004) observe a positive association betwekative size and bidders’ announcement
abnormal returns but this result seems to be kmdy@len by the smallest bidders.

A measure of recent mergers and acquisitions &agiivithe target industry (INDUSTRY
M&A) is computed following Schlingemann et al. (Z0)0Moeller et al. (2004) document
lower abnormal returns for bidders acquiring firmms the most active mergers and
acquisitions markets. The INDUSTRY M&A variableaalculated for the year preceding the
announcement.

As an additional control variable, | include a pyder Tobin’s Q (TOBIN’'S Q) and the
natural logarithm of the book value of assets (LAERETS)) as Moeller et al. (2004) find

evidence of negative associations between abnognahs and these two variables.

3.4.4 Analysis of the propensity to engage in acquissi@ontrol variables

Faccio and Masulis (2005) estimate a Probit modgiredict bidders. The explanatory
power of their models is quite high, with McFadd&hvalues around 20%. | hence choose to
rely on their methodology and include in my regi@ss most of their control variables. |
include Tobin’s Q and the ratio of tangible assepoperty, plants and equipments — to total
assets (PPE/ASS). A positive association betweesetltwo variables and the likelihood of
bidding is expected, as both variables make thentimg of the deal easier: property plants

and equipments can serve as collateral if addititmarowing is required while a high
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Tobin’'s Q makes acquisition cheaper in case ofoakstinanced deal. Shleifer and Vishny
(2003) propose a theory of acquisitions based dunatians and show that firms are more
likely to make stock-financed acquisition when thakiares are overvalued.

Harford (1999) and Miller et al. (2010) respectiwé&hd evidence of a positive impact of
firm growth and firm size on the acquisition liketiod. Assets growth (ASSETS GROWTH)
and the logarithm of the book value of assetsrakeided as additional control variables.

One of the main motivations of managers who chaodest abroad is a better access to
funds (Bancel and Mittoo, 2001) which can be esglciuseful for the financing of an
acquisition. Faccio and Masulis (2005) demonstitzie firms which are cross-listed on either
the London Stock Exchange or the New-York stockhexge are more frequent bidders. |
construct a dummy variable (LISTING USA) which takée value of one when the firm has
a listing on a major U.S. stock exchange (Nyse, AmreNasdaq). They also show that firms
classified as belonging to the high tech sectorrmaoee likely to become bidders, | hence
include such a dummy variable (HIGH TECH). As aipes association between takeover
activity on the firm’s sector and bidding likelindas also expected, INDUSTRY M&A is
included as an additional control variable.

| take into account the debt of the bidding compéyVERAGE): firms exhibiting a
high leverage may be financially constrained andy riad it difficult to finance an
acquisition.

According to Jensen (1986), the cash holdings efitm are an important determinant of
bidding likelihood. | compute the ratio of cash linadable securities over total assets as a
measure of corporate cash-holdings. However, data@netimes missing and the inclusion
of this variable reduces the sample size (appraeinpd 0% of the observations are lost). As a
consequence, this variable is not included in ngressions. It is worth mentioning that the
inclusion of this variable (when available) does cltange the results and that the coefficient

of this variable is not significant (results avalaupon request).

4  Empirical results

4.1 Ownership structure and announcement abnormakhetur
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4.1.1 Descriptive statistics

Panel A of Table 1 presents summary statistics e acquisitions sample by
announcement year. The average value of the tramisad800 € millions) reported in the
SDC database is higher than that observed by Mastilal. (2007). Some firms are very
frequent acquirers as the table shows that 660isiiqns were announced by 196 different
firms. In unreported statistics, | notice that thiember of acquisitions over the entire period is
1 for 70 firms, 2 for 36 firms, 3 for 34 firms aAdor more for 56 firms.

Panel B of table 1 describes the characteristidhebidders and some characteristics of
the deals. The average ultimate cash-flow rightheflargest owner are equal to 23% while
her excess control rights are equal to 7.5%. Thgsees are significantly lower than those
observed in earlier French studies (Boubaker, 20071y could be due to widely-held firms:
they are largely represented in my sample of Fremidbers (23% of the sample) whereas
such firms weight approximately 9% of the SBF250eix (Belot, 2010). It is worth noting
that other blockholders own on average 9.5% ofubing rights, a relatively high stake
which could provide them with the incentives tousitiize the decisions of the largest
shareholder. The table also confirms the widespusadof double voting rights (in 65% of

bidding firms) and pyramidal structures (21% of #oguirers).

[ INSERT TABLE 1 HERE ]

In table 2, the focus is on the cumulative abnormelrns over the 3-day period
surrounding the announcement date (CAR(-1,+1)). dherage (median) value is equal to
0.691% (0.284%) and significantly different froma0 the 1% level. | hence do not find
evidence of short-term wealth destruction attriblgato the acquisitions made by French
companies over the sample period 2000 through 2088 result is consistent with that
obtained by Bigelli and Mengoli (2004) who obsepasitive abnormal returns for a sample
of Italian bidding firms. In this table, | splitéhsample according to different characteristics
of the deal. In line with previous studies, | shdhat transactions which induce a
diversification and those involving a publicly textl target generate significantly lower
abnormal returns. The abnormal returns generatedablg-financed and domestic deals are
positive and significant, although not being sigmantly different from those observed for
cross-border and (at least partially) stock-finahdeals.
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A sample split according to ownership structure rabi@ristics reveals interesting
patterns: firms whose controlling shareholder haldsng rights which strongly exceed her
cash-flow rights (HIGH WEDGE=1) earn lower abnormetlurns. The difference between the
two groups of firms is not far from significancéétunreported p-value for the t-test is equal
to 0.147). This analysis also shows that firms wehdsarter does not authorize double voting
rights have higher abnormal returns; interestiriighys whose ultimate owner is an individual
or a family seem to make better acquisitions (hawethe difference between family and
non-family firms is not significant). This last ds is consistent with previous studies

documenting superior performance of family-congdltompanies.

[ INSERT TABLE 2 HERE ]

4.1.2 Multivariate analysis

In Table 3, | report the results of regressionscivtgontrol for different bidder and deal
characteristics. The regressions tend to validhge univariate analysis: deals inducing
corporate diversification and involving a publiclsaded target generate lower abnormal
returns. In line with Moeller et al. (2004), mygressions show that acquirer’'s Tobin’s Q and
size have a significant and negative impact on ababbidder returns.

In regression (1) and (2), the separation of owniprand control is measured with the
difference between ultimate voting and cash-floghts whereas a ratio is used in regression
(3). A dummy variable which takes a value of oneewhhe preceding ratio is under its
median value is included in regression (4). In tlast regression, the squared-value of
ultimate cash-flow rights is included in order ntrol for a potential non-linear effect in the
spirit of Morck et al. (1988). It should be notdtht the inclusion of this squared value does
not modify the results (the coefficient on HIGH WEE is negative and significant at the 5%
threshold if the variable S1 UCF"2 is not includedhe regression).

The regressions demonstrate that firms exhibitingigh separation of ownership and
control earn lower announcement-period abnormatrmst This result supports the hypothesis
of private benefits extraction through acquisitiobarge shareholders whose interests are not
perfectly aligned with those of minority sharehoklseem to be prone to engage in value
destroying acquisitions. This result is consisterth that obtained by Bigelli and Mengoli
(2004) for ltaly but is at odds with previous se&liHolmén and Knopf (2004) or Ben-Amar

and André (2006) do not observe any significantaotf the ownership/control discrepancy
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on acquisition quality. It isa priori difficult to bring such contradictory findings bac

together, however the observed differences mayugetd different institutional and legal
frameworks. Bigelli and Mengoli's acquiring firmgeaincorporated in Italy, a civil-law

country whose company law was strongly influencgdtiee French commercial code (La
Porta et al., 1998) while Holmén and Knopf (Swedam)l Ben-Amar and André (Canada)
study acquisitions initiated in countries with legales that are more protective of minority
shareholders.

In regression (5), the impact of control enhanamgchanisms is investigated. Double
voting rights are associated with significantly Emabnormal returns while pyramids have a
negative but insignificant influence. This resslin line with that observed by Villalonga and
Amit (2009) who do not find evidence of pyramid&abunt and demonstrate that dual-class
shares harm firm value. Such findings advocate rdaiary implementation of the one share-
one vote principle and cast doubts on the relevaiadouble voting rights that are so far
encountered in a large majority of French listechpanies.

Recent studies demonstrate that family-firms angesar performers; | hence add the
FAMILY variable and do not observe any significantpact of this variable (unreported
regression). In regression (6), the difference betwvoting and cash-flow rights is interacted
with the FAMILY dummy variable. Family ownershipids to offset the negative impact of a
high ownership-control discrepancy. It is oftenwsssed that families are prone to extract
private benefits at the expense of minority shaddrobut my results do not validate this
intuition. In unreported regressions, | re-run dou(1l) on the sample of family-controlled
companies (271 observations) and on the samplewffamily controlled companies (389
obseravtions). The coefficient of the WEDGE vargaisl always negative but only significant
(with a p-value of 0.012) in the second samplehinlast column of Table 3, | try to analyse
more precisely this last finding: among family-aatied firms, | differentiate between the
firms that are run by a professional CEO (F_PRO} bbservations) and those that are
managed by the founder or a descendant (F_FAMpb&&rvations). As mentioned above, an
important private benefit that is enjoyed by colitng families is the ability to allot
significant management positions to family memb@&fse regression shows that the positive
impact of family ownership is only attributable family firms that are managed by a
professional CEO, in other words firms in which taeiily seems to be reluctant to exploit
her controlling situation. This result corroboraties study of Sraer and Thesmar (2007) who
show that abnormal returns to long-run shareholdéecquirers are higher for family-firms

that are managed by an outside CEO.
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[ INSERT TABLE 3 HERE ]

4.1.3 The role played by other blockholders

It is often argued that other blockholders (beytime biggest shareholder) are likely to
play a monitoring role. Laeven and Levine (2008pwghthat firms exhibiting a complex
ownership structure (i.e. having at least two lasgareholders, each of them holding at least
10% of the voting rights) have a higher valuatibart firms with a single shareholder. This
effect is even more pronounced when the dispersfaime cash-flow rights between large
shareholders is small.

| hence try to analyze the effect of other blockleo$ in table 4. My sample of 660
observations contains 184 deals announced by fivithsat least two large shareholders and
354 by firms with one (or more) shareholder holdatgleast 5% of the voting rights. In
regression (1) to (3), | introduce three variabd@®ed at capturing the power of outside
blockholders. These new specifications do not chahg main result: bidder announcement
returns are negatively related to the divergenceash flow rights and control rights of the
largest shareholder. These regressions show thett biockholders have a negative impact on
the quality of acquisition decisions. In the firsigression, the coefficient for S2 UVR is
negative and not far from significance (with a pueaof 0.112). This result is at odds with
that obtained by Ben-Amar and André (2006) who fvitlence of a strong and significant
impact of outside blockholders; it also contradqmtsvious studies which document a positive
association between performance and the size oérobiockholders’® One possible
explanation is that other blockholders do not ezeldquate monitoring effort; this could be
due to a free-rider problem among large sharehsl@@finton, 1993). In this context, the
presence of multiple blockholders is detrimentalfitsn value and performance as large
blockholders reduce liquidity without offering awfsetting monitoring advantage (Bolton
and Von Thadden, 1998).

In order to shed more light on the negative impzicother large blockholders, | now
envisage another explanation, namely collusion éetwlarge shareholders. Maury and
Pajuste (2005) argue that certain shareholderditiovs can actually reduce the marginal
cost of stealing and make the diversion of resaueasier thanks to extra knowledge in

hiding expropriation. Bennedsen and Wolfenzon (2@@Msider a coalition formation game

19 For instance, a recent study by Attig et al. (QG0®ws that the cost of equity capital decreasebestake of
other large blockholders increases.
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where the members of the winning coalition sharevape benefits of control among
themselves. In the context of this paper, the megampact of other blockholders on
abnormal returns may be attributable to their pnsfig to collude with the largest owner in
order to share the private benefits that are dérixamn the acquisition.

Identifying the existence of such coalitions is aot easy task. However, my focus on
France offers an interesting advantage: in Freistéd companies, some shareholders can be
signatories to explicit agreements that governrthelations. Each shareholder agreement
must be disclosed to the AMF in the five days feilog its signature as soon as it concerns at
least 0.5% of the securities or voting rights. Tlegal rule allows for an accurate knowledge
of agreement’s provisions, the identity of the cacting shareholders and their ownership
stakes. Shareholder agreements appear to be amtamipphenomenon as they are observed
in 21.1 % of my sample of acquiring companies. majority of the cases, the largest owner
is a signatory to this agreement (in 18.2% of thgeovations).

A shareholder pact can contain a large numberanfses regarding the transfer of shares, the
management of the company or the allocation of doafr director's seats: A very
widespread clause is the concerted action whiatefsned as an “agreement concluded to
acquire or sell voting rights or to exercise thesgng rights so as to implement a common
policy towards the company”. The most importantdeaof a concerted action is the fact that
contracting shareholders express a common will aistbn about the firm’s strategic
decisions, it clearly characterizes a cooperatefealdior of the signatories. This very strong
commitment is observed in 15.5% of the sample, thatio say that nearly 75% of the
shareholder pacts contain the concerted actiorseldome authors have analyzed the effects
of shareholder agreements and the results are miXeeimla et al. (2007) show that they are
efficient coordination mechanisms while Gianfra@0{7) views them as entrenchment
devices aimed at protecting controlling sharehaldiemm hostile takeovers.

In regressions (4) to (6) of table 4, | include neariables related to shareholder
agreements. | first compute a dummy variable (AGRERT) which takes a value of one
whether some shareholders of the acquiring compa@yound to the largest owner by an
agreement. | compute the sum of the ultimate vdiiglgts held by (1) large shareholders who
are signatories to an agreement with the largeseo{6234 AGREEMENT) and by (2) large
shareholders outside the coalition (S234 NOAGREENENBy definition, S234 UVR is
equal to the sum of S234 AGREEMENT and S234 NoOAGHKEHNT. In the same spirit, |

! For a detailed description of shareholder agreésriarFrench listed companies, see Belot (2010).
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compute the variables OTHERS AGREEMENT and OTHER®AGREEMENT.
Interestingly, the previous result seems to beedriby large blockholders who are not bound
to the largest one by a shareholder pact. In otfeeds, these regressions suggest that the
coalition hypothesis is not accurate for my sangblErench companies. My results reject the
hypothesis of expropriation by shareholder coalgiohowever | do not find evidence of

superior performance by acquirers having a shatlenalgreement.

[ INSERT TABLE 4 HERE ]

4.2 Likelihood of bidding

4.2.1 Descriptive statistics

As mentioned above, my sample of French listedsicontains 3,063 observations. There
was a deal announcement in the following year f@r #bservations (i.e. 16.2% of the
sample). | first try to analyze the differencesviestn firms which announced an acquisition
over the period 2000-2009 and firms which did fi@tble 5 presents descriptive statistics and
classical tests of differences. The differencesvben the two subsamples are of expected
sign: bidding firms are much bigger, receive a bighaluation and have a higher growth;
furthermore they are more frequently cross-listedthe U.S. and classified as high tech
companies. The intensity of M&A in their economex®r is also higher than that observed
for their counterparts.

The table also reveals very significant differeneéesownership characteristics: the
ultimate cash-flow rights of the largest owner amaaller for bidding firms while her
entrenchment (as measured by the difference betwat@my and cash-flow rights) is lower.
This tends to shows that controlling shareholdeosghcontrol rights strongly exceeds their
cash-flow rights are reluctant to make acquisitidnsunreported statistics, | notice that only
6.5% of non-bidding companies are widely-held fiwtsle they are 19.3% in the sample of
acquirers. This shows that manager-controlled fir(as opposed to owner-controlled
companies) are more frequent bidders. The table @geals that family firms are over-
represented in the sample of non bidding firms,cWwhindicates that families are cautious

toward corporate acquisitions.

[ INSERT TABLE 5 HERE ]
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4.2.2 Multivariate analysis

Table 6reports the findings from different econometric gfieations that incorporate
year and sector dummies (these dummies are bastn@ dndigit SIC code). The Mc Fadden
R2 values are around 15%, which tends to show tti@texplanatory power of the Probit
models is high. The regressions confirm previondifigs regarding the impact of firm size,
growth and U.S. listing. Highly leveraged companss less likely to make acquisition,
which can be interpreted as evidence of finan@aktraint.

Regressions (1) and (2) reveal that ownership hasiportant influence on the likelihood
of corporate acquisitions. The cash-flow rightsdhay the largest shareholder have a negative
impact. This result is consistent with the monitgrihnypothesis: shareholders holding high
stakes in the company are more likely to scrutimmenager actions and hence avoid value-
destroying acquisitions. The negative impact ofdivergence of cash-flow rights and voting
rights is more ambiguous: shareholders with subyadtincentives (i.e. holding excess
control rights) could favor acquisitions that pr&ithem with private benefits of control even
if these acquisitions do not enhance firm valueisThypothesis is not validated by the
empirical analysis. This result may be explaineddi®ws. The controlling shareholder’s
voting power may be threaten by stock-financed @@ acquisitions which induce
significant changes in the ownership structure.aBse they significantly reduce corporate
cash-holdings and/or borrowing capacities, eveh-fiaanced acquisitions may lead to future
equity offerings. Shareholders with excess contights may be very cautious toward
corporate acquisitions, being aware of the religigoient to control (and hence to associated
private benefits) that such acquisitions induce.

In regression (3), | analyze the impact of othewvckholders. The coefficient of the
OTHERS variable is negative but insignificant, whidemonstrates that these blockholders
do not play an active role in avoiding or favoriogrporate acquisitions. In unreported
regressions, | include the control rights of theosel largest owner (S2 UVR) and the control
rights of other large shareholders (S234 UVR) amaa observe significant coefficients.

An unreported regression shows that the coefficesdociated on FAMILY is not
significant. In regression (4), | include two vdnlies aimed at capturing the impact of family
ownership: the results show that family firms wh&#O is not a family member are more
prone to make acquisition. The coefficient of theFAM variable is negative (but
insignificant): one possible explanation is thaniig CEOs are not successful in complex

acquisitions and are reluctant to attempt suchiaitouns.
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Regression (5)confirms previous findings: the relative size ofe tlacquisitions is
negatively associated with largest shareholders$ ¢@w rights and her excess control rights.
In the last column, | exclude bidding firms whiche aclassified as banks or insurance
companies as it is often argued that these finhoommpanies have accounting data that are
difficult to compare with firms in other sectorshd main results concerning the influence of
ownership characteristics are unaffected.

My results are in line with the European study @ip@o et al. (2010). The authors also
observe a negative association between the owpérehirol discrepancy and the propensity
to engage in acquisitions. The empirical analybisstcontradicts the pessimistic view of
controlling shareholders favoring acquisitions #e&to their excess control rights.

[ INSERT TABLE 6 HERE ]

5 Robustness checks

5.1 Other specifications

Table 7 presents different regressions aimed #@h¢ethe robustness of previous results.
In regression (1), | exclude the deals that areclastsified as completed in the SDC database.
This makes the results more comparable with thos&ireed by Ben-Amar and André (2006).
This does not change my results, the coefficienMdBDGE RATIO is still positive and
significant.

In the second regression, | exclude the firms #éinatclassified as widely-held (i.e. which
do not have a controlling shareholder holding astel0% of the voting rights). Although
being less significant than in the standard regpasshe coefficient of the WEDGE variable
is still negative.

As mentioned above, some firms are very frequequiaers and the time period between
two deals is sometimes inferior to 200 days (he.length of the time period over which the
market model parameters of the event study arenatdd). In order to circumvent the
contamination effect, | exclude all the acquisifomade by firms which have already
announced another deal during the estimation pefibd third column of table @resents the
results. |1 do not observe significant differenced the main result holds.

In regression (4), | use cumulative abnormal retslwomputed on a larger event-window

(CAR(-2,+2)). This does not lead to significant mbas. In unreported regressions, | notice
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that my results holds when the 7-day CAR (CAR(-})+8re used as the dependant variable.
In regression (5), | run a Logit model with the de@ant variable taking the value of one
when CAR(-2,+2) are lower than'®In the spirit of Masulis et al. (2009), this spgeition
allows to test whether acquisitions initiated bynfs whose largest shareholder is entrenched
generate negative abnormal returns and destroyelsbider value. This regression clearly
shows that it is the case.

In unreported tests, | re-run the regressions blet8 by adding the variables that are
included in the Probit model to determine the ltk@bd of bidding (leverage, assets growth,
proportion of tangible assets, U.S. listing, highlt dummy). The coefficients of the variables
measuring the separation of ownership and cont®lstable and remain significant. The
coefficients of the added variables are all indigant except the one associated with the ratio

of tangible assets over total assets (the coefiiggesignificantly negative).
[ INSERT TABLE 7 HERE ]
5.2 Sample selection bias

In the first part of the paper, | analyze the ielahip between ownership structure and
the short-term financial impact of corporate acigigiss. The sample is not randomly chosen
in that it only consists of firms which choose taka at least one acquisition over the 2000-
2009 decade. The second part of the paper showshétse firms differ in many ways from
firms which never experience acquisitions. To asgslra potential sample selection bias, |
employ the Heckman’s (1979) two step proceduréhénfirst step, | estimate a Probit model
whose dependant variable takes the value of onghehéhe firm announces a bid. | then
compute the inverse Mills ratio for each observatidthe samplé® In the second step, | run
the previous OLS regressions (with CAR(-1,+1) as dlependant variable) and include the
inverse Mills’ ratio as an additional explanatogriable. If this variable has an insignificant
coefficient, one can conclude that sample seledtias is not a major issue and hence that
there is no over or underestimation of the coedfits.

| first construct the inverse Mills ratio (INV MILE) based on the coefficient estimates

from regression (2) of table 6 and include it asaalditional explanatory variable in my

121t is worth mentioning that nearly half of the tiegenerate negative abnormal returns: the depérdéable
is equal to one in 49.1% of the sample.
'3 For a detailed description of selection probleses, Chapter 17 of Wooldridge (2002).
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analysis of bidders’ announcement abnormal retufhe. results are presented in the sixth
column of table 7. In the last column, | repeas #unalysis for the subsample of non-financial
firms with the inverse Mills ratio based on Pradstimategrom table 6 (regression (6)).

In the last regression, the coefficient of the mee Mills ratio is not significant at
conventional threshold. Consequently, selectios di@es not appear as a serious concern for
my estimates. Furthermore, the results hold wheamftial companies are excluded.

The coefficient on INV MILLS is positive and margily significant in the sixth column.
This suggests that it is important to control fample selection bias. | observe that the
coefficient on WEDGE RATIO is now significant aeth% threshold; it also appears that the
coefficient on LOG ASSETS is no longer significafihe interpretation of the results is the
following: the empirical analysis demonstrates thians with a high ownership/control
discrepancy earn lower abnormal returns (Table8)evbeing also less frequent bidders (see
Table 6). In other words, such firms are underesented in the acquisition sample and the
negative impact of the difference between voting aash-flow rights on CARs might be
underestimated in standard OLS regressions. It gpwars that the coefficient on the size
variable is no longer significant, big firms beiogerrepresented in the acquisition sample
and hence the coefficient on LOG ASSETS overesathat OLS regressions linking size to
abnormal returns.

Even if the coefficient on inverse Mills ratio (IMEs only marginally significant, sample
selection bias appears to be an important issukeenice include IMR in all previous
regressions, the results hold and the magnitudeoefficients on WEDGE or WEDGE
RATIO is larger (results are available upon reques$his studies advocates for sample
selection corrections as the coefficients estimafesarlier studies might be biased: Ben-
Amar and André (2006) do not find that separatibownership and control has a negative
impact on performance, this could be due to sarsplection problems as bidders are not

randomly selected from the entire population deliscompanies.

5.3 Endogeneity

5.3.1 Endogeneity, part 1

So far, my results suggests that controlling owneses their excess control right to favor
acquisitions that are in their own interests. Thasquisitions provide them with private

benefits of control that are not available to &lluieholders. However, my results should be
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interpreted cautiously as studies dedicated to csti@ structures may be susceptible to
endogeneity concerns.

The relationship between ownership structure amtbpeance has received considerable
attention in financial literature. Many studies gsBemsetz and Villalonga [2001] for a
detailed survey) estimate an equation whose depéndaiable is a proxy for corporate
performance (Tobin’s Q, ROA...) while regressors@metrol (size of the company, financial
leverage...) and ownership (insider holdings, idgrditthe largest owner...) variables. Some
authors argue that ownership characteristics ateramdomly determined and there are
serious reasons to believe that ownership emerg@srasponse to firm’s characteristic and
environment (Demsetz and Lehn, 1985). For instantaket capitalization is a potential
determinant of corporate performance but might algaain the presence and size of a large
blockholder (the wealth needed to hold a substastake in General Electric makes the
presence of a large blockholder not likely). Fumhere, ownership characteristics are likely
to be correlated with (omitted) factors that alflec performance: Demsetz and Lehn argue
that a concentrated ownership structure is morelyliko emerge when there is amenity
potential associated with the control of the conyp&uch private benefits might affect both
corporate performance and ownership characteristidarge shareholder could indeed be
willing to increase her voting rights while decreas her cash-flow rights when the
opportunities for private benefits extraction areager. To sum up, endogeneity concerns
make the interpretation of standard regressiorigudlif ownership variables might indeed be
correlated with the error terms and the coefficiestimates of single equation models of the
effect of ownership structure on corporate perfarcgamight be severely biased.

To mitigate such endogeneity problem, instrumevdiaiables (V) are commonly used in
financial and accounting research. As emphasizedryrist and Krueger (2001), a valid
instrument needs to fulfill two conditions:a“good instrument is correlated with the
endogenous regressor for reasons the researcherveafy and explain, but uncorrelated
with the outcome variable for reasons beyond ifiscéfon the endogenous regressdm this
paper, the key variable of interest is the diffeeebetween voting and cash-flow rights of the
controlling shareholder. | attempt to determine alihvariables meet the following criteria:
(1) they have a significant influence on the WEDGHiable and (2) they do not affect the
dependant variable (acquisitions’ quality proxigctiee CARs)directly but only through their
influence on the endogenous variable (WEDGE).

The first variable | consider is the number of gesince firm’s first listing on the stock

market (proxied by the first year the firm appearsDatastream). One argument is the
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following: recently listed companies must attraotgrnational) investors and have a higher
interest in good corporate governance. They faggoaving pressure for compliance with
codes of best practices; the double-voting rightgemanism which contradicts the one share-
one vote rule is clearly not a good governancecjpia. In my acquisition sample, bidders
with double voting rights have been listed for 1years (vs. 12.2 years for others bidders, the
difference being significant at the 1% threshokl)rthermore, firms that have been listed for
a long period of time are more likely to exhibitramidal structure, this being due to the
larger number of complex events (mergers for irgamnvolving ownership changes they
have experienced. In the acquisition sample, b&l@sahibiting a pyramidal structure have
been listed for 17.3 years (versus 15.0 yearstfwerdirms, the difference being significant at
the 5% threshold). The question whether this végiatightdirectly affect firm performance
arises. Moeller et al. (2004) notice that firm dges no significant impact on announcement
abnormal returns. | repeat this analysis by inelgdihe age variable and draw the same
conclusion. It is worth mentioning that such anstbrical” instrument has been used by
Fahlenbrach (2009) in a study dedicated to the a@nhmd founder-CEOs on corporate
performance.

The second variable | consider is aimed at capjusimenity potential of a firm’s output.
In a study dedicated to dual-class companies ittse, Gompers et al. (2010) argue that the
choice of the dual-class structure (and hencelibece of a high separation of ownership and
control) is not random and driven by variables gepg various forms of private benefits.
One of the measures is the ratio of firm’s salethéosales of all firms in the same geographic
region. The underlying reasoning is the followirtbere are private benefits (especially
prestige and social status) associated with thiediabeing a big employer and a well-know
citizen of a local community. Roosenboom and Sclde(2006) show that owner-managers
are more likely to lock control when the firm hdas headquarters outside Paris, Lyon,
Marseille and Lille (the four biggest French cijiebo compute my variable (PCT SALES), |
use the following procedure: 1 first extract (frahve Worldscope database) the postal codes
and sales of all French firms that have been listegt the years 1999-2008| then classify
them according to the first two digits of this mdstode which identify thédépartement
where the firm has its headquartEt$n the acquisition sample, the average value ®RBT
SALES variable is equal to 10.8% for firms havindhigh separation of ownership and

| do not require these firms to be component$ief3BF250 index. | hence consider 1,245 uniquedfren
firms that have been listed for at least one year the period 1999-2008.
' There are 10@épartementin France, this administrative zoning was drawsuad 1800.
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control (HIGH WEDGE=1) whereas being equal to 8.ft¥other firms (nevertheless, the
difference is only significant at the 15% thresholth my opinion, there is no reason to
suspect that corporate performance is related ® Ittalization of the company’s
headquarters. For instance, one could difficultigua that firms located in area X record
better performance than those located in area ande is a well developed economy and
public infrastructure are adequate for all geogm@pdreas.One could also argue that
controlling shareholder with high power and so@edstige in a given geographic area may
get favors from local politicians, which could haae impact on firm performance. This is
however not a major issue: Faccio (2006) shows tmy 2.19% of French firms are
politically connected (the world average is equaPl168%); furthermore the performance of
politically connected firms tends to be lower (Fag2010). | include the PCT SALES
variable in my regressions and do not observe gnjfisant impact on firm’s performance
as proxied by cumulative abnormal returns arouedatimouncement of an acquisition.

| use the standard two-stage least squares (2Se8)oaology. In the first stage, | regress
the endogenous right-hand side variable (WEDGE)henset of chosen instruments. In the
second stage, the predicted (instrumented) vall®8EDGE are introduced in the baseline
regressions. Table 8 presents the results of thisireeal analysis. The first two columns
report the results obtained on the whole acquisisample, whereas regressions (3) and (4)
are estimated with the deals that are not cladsifie completed in the SDC database.
Regression (5) is estimated using the sample wfsfinaving at least one large shareholder,
with a second stage dependant variable taking #heevof one when cumulative abnormal
returns around the announcement date are nedative.

First, it appears that the selected instrument fmatrong influence in explaining the
separation of ownership and control. Old firms &imds having a large economic importance
in their geographic area are more likely to exhibi important ownership/control
discrepancy. The table shows that the new spetidite do not significantly change the
coefficient estimates of the control variablesal#o appears that the coefficient on WEDGE is
negative and significant in columns (2) to (4shbuld be noted that the p-value associated to
the instrumented regressor in regression (1) isaletu 12.8%. Regression (5) confirms
previous findings: the probability of a negativerke reaction to the announcement of an
acquisition is increasing in the wedge betweenngptind cash-flow rights of the largest

shareholder.

' As the dependant variable in the second stage isdicator variable, | use theprobit command of STATA
10 to estimate regression (5).

29



Be that as it may, it should be mentioned thatideatification of the right instrument is a
difficult and risky task. Bennedsen and Nielsenl(@0discuss the quality of variables aimed
at instrumenting ownership-control disproportiotyaliThey conclude that they lack qualified
instruments for an IV analysis. More generally,dkar and Rusticus (2010) demonstrate that
many instrumental variables applications in acciognand financial research are likely to
produce highly misleading parameter estimates. Catlal. (2007) illustrate the difficulties in
choosing appropriate instrument in studies dedicate the ownership-performance
relationship.

Conventional tests (Sargan statistic and J testpveridentifying restrictions validate the
null hypothesis of instruments uncorrelated with ¢nror terms; moreover | examine the fit of
the first stage and reject the null hypothesis aakv instruments in all the reported
regressions’ Although these tests tend to demonstrate the ppipteness of the instruments,
the results should be interpreted cautiously. Wioddge (2002) points out potential large
biases of 2SLS and recalls thate' must choose between a possibly inconsistembagsti
that has relatively small standard errors (OLS) andonsistent estimator that is so imprecise
that nothing interesting can be conclud€d. 104). This could explain why the coefficient
estimates are sometimes less significant than @it regressions. Be that as it may, the
negative coefficient of the WEDGE variable in reggiens (1) to (4) confirms the results that

were obtained with standard OLS regressions.

[ INSERT TABLE 8 HERE ]

5.3.2 Endogeneity, part 2

One form of the endogeneity problem is reverse aldysIf we assume that controlling
shareholders (1) use acquisitions as means ofotixiyaprivate benefits and (2) anticipate
future acquisitions, they could be likely to modifyeir ownership (and control) stakes-
ante The reasoning is the following: anticipating ftegtbad acquisitions (i.e. with negative
CARs), they could be tempted to increase theirrobnights (they can hence use these voting
rights in order to favor the achievement of thel)daad reduce their cash-flow rights (in order
to minimize the decrease in their net wealth indubg the value-destroying acquisition).
However, | do not find evidence of such an oppastim behavior. Previous year ownership

7 See Baum (2006) for an accurate description ofetkis that can be performed in order to checkalidity of
instruments.
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variables are available for 560 observations ofatyuisition sample; the WEDGE variable is

equal to 7.00% in year t and 7.03% in year t-1 {ifilerence is not significant, with a p-value

of 0.90). To further address the reverse causatitycern, | replace the annual values of S1
UCF and WEDGE in year t with their values in thetfiyear the firm appears in my sample
(following Masulis et al. [2009] who use such a@peation). This additional test does not

change the results.

6 Conclusion

This paper investigates an important financial sieai, namely corporate acquisitions,
and how the ownership structure of the firm affe¢ly abnormal returns around
announcement date and (2) the propensity to laundhkeover bid. The results clearly
demonstrate that minority shareholders of firms séhdargest shareholder holds excess
control rights experience lower abnormal returrtasTesult is robust to sample selection bias
that has not been taken into account in earlieissu

This paper contributes to the ongoing debate on ahe share-one vote principle.
Institutional investors request the suppressiomaible voting rights (see for instance the
recommendations of the association which repregbatErench asset management industry -
AFG, 2010). However, prominent CEOs advocate thigt tiolation of the one share — one
vote principle protects the firm against the inflae of short term investors (see the recent
viewpoint expressed by Claude Bébéar (2008), foil@dte® and chairman of AXA). Burkart
and Lee (2008) question the relevance of Frenclbldowoting rights. This paper clearly
demonstrates that double voting rights comes aisa @s firms authorizing this mechanism

experience lower abnormal returns around acquisarmouncements.
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Appendix A: The ownership structure of GROUPE CASINO

This figure presents the ownership structure of GRE CASINO as of December 31, 2007.
Firms in grey boxes are publicly traded firms. doatrol of GROUPE CASINO is realized
through an extensive use of double voting rightsc¢eintered in GROUPE CASINO /
RALLYE / FONCIERE EURIS) and pyramiding. Non-votirstnares account for 13.50% of
GROUPE CASINO'’s existing equities.

Following La Porta et al. (1999), | consider thHat Naouri family is the ultimate controlling

owner of GROUPE CASINO (at the apex of the pyramld)line with Faccio and Lang

(2002), | consider that this ultimate owner holdsmate cash-flow rights equal to 23.09%
(=99.99%*92.15%*88.78%*57.28%*49.28%) and ultimateting rights equal to 62.32%

(min{99.99%, 92.16%, 91.07%, 71.44%, 62.32%}).

NAOURI FAMILY
99.99%

EURIS SAS
92.15% / 92.16%

FINATIS SA
88.78% / 91.07%

FONCIERE EURIS SA
57.28% / 71.44%

RALLYE
49.28% / 62.32%

GROUPE
CASINO
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Appendix B: Description of the variables

AGREEMENT Equals 1 if a shareholder agreement isfairte in the acquiring firm, 0
otherwise. Source: Author’'s database.

ASSETS Bidder’'s growth rate of total assets in the yeacpding the announcement |of

GROWTH the bid. Source: Author’s calculations based oa flam Worldscope.

CASH Equals 1 if the transaction is entirely paithveash, 0 otherwise. Source: SDC.

CROSS BORDER

Equals 1 if the target company is inocbrporated in bidder's country of
incorporation, 0 otherwise. Source: SDC.

DIVER

Equals 1 if acquiring and target firms do have the same 2-digit SIC code| 0
otherwise. Source: SDC.

DVR

Equals 1 if double voting rights are authoriZegl the company’s charter, |0
otherwise. Source: Author’s database.

FAMILY

Equals 1 if the ultimate owner of the compais an individual or a family, 0
otherwise. Source: Author’'s database.

F_PRO

Equals 1 if (1) the ultimate owner of the pany is an individual or a famil
and (2) the CEO is not a member of this family. @ilee CEO is a profession
manager), 0 otherwise. Source: Author’s database.

D

F_FAM

Equals 1 if (1) the ultimate owner of the qmany is an individual or a family
and (2) the firm is managed by a member of thisilfar® otherwise. Source:
Author’s database.

HIGH TECH

Equals 1 when the primary SIC Code of finen is 3571-2-5-7-8, 3661-3-9,
3674, 3812, 3823-5-6-7-9, 4899 or 7370-1-2-3-4-G-@ccio and Masulis,
2005), O otherwise. Source: Author's calculationasdd on data from
Worldscope.

HIGH WEDGE

Equals 1 when the variable WEDGE RAT&ldwer than its median value, ije.
when there is a strong divergence of voting andh-8asv rights; 0 otherwise|
Source: Author’'s database.

INDUSTRY M&A

Computed as the value of all corporatntrol transactions reported by SDC for
each year and two-digit SIC code divided by thaltbbok value of assets of all
Worldscope firms in the same two-digit SIC code gedr. Source: Author’s
calculations based on data from Worldscope and SDC.

LEVERAGE Ratio of financial debts over total assatshe end of the fiscal preceding the
announcement. Source: Author’s calculations basethta from Worldscope.

LISTING USA Equals 1 when the firm has a listing ammajor U.S. stock exchange (Nyse,
Amex or Nasdaq), 0 otherwise. Source: Datastream.

LOG(ASSETS) Log (Bidder’'s book value of assets egped in million euros at the end of the
fiscal preceding the announcement). Source: Aushoédlculations based an
data from Worldscope.

OTHERS Sum of the ultimate voting rights of all sHeolders (except the largest one)
holding at least 5% of the voting rights. Set eqad when (1) there is no large
shareholder holding at least 10% of the voting tegfi.e. for widely held
companies) or (2) when there is no shareholdeiimplat least 5% of the voting
rights beyond the largest shareholder. Source: digllatabase.

OTHERS Sum of the ultimate voting rights of all sharehofdéholding at least 5% of the

AGREEMENT voting rights) who are signatories to an agreenmerdlving the largest owner.
Set equal to 0 whether the largest shareholddreofdmpany is not signatory fo
a shareholder agreement. Source: Author’s database.

OTHERS = OTHERS- OTHERS AGREEMENT. Source: Author’s database.

NOAGREEMENT

PPE/ASS Ratio of property, plants and equipmengs ttal assets at the end of the fiscal

year preceding the announcement. Source: Authaltilations based on data
from Worldscope.
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PCT SALES Ratio of firm’'s sales to the sales of falhs in the sameédépartement” (a
French geographic area). Source: Author's calandatibased on data from
Worldscope.

PUBLIC Equals 1 if the target is a publicly tradsxmpany, O otherwise. Source: SDC

PYRAMID Equals 1 when the firm is controlled thréug pyramidal structure, O otherwise
(source: Author’s database)

REL. SIZE Computed as the ratio [deal value/(dedle + bidder's market capitalization |at
the end of the fiscal year preceding the announngineSource: Author'g
calculations based on data from Datastream and SDC.

S1 UCF Ultimate cash-flow rights of the largest ewrcomputed at the 10% threshald.
Set equal to O if there is no shareholder holdindeast 10% of the voting
rights. Source: Author’s database.

S1 UCF™2 = (S1 UCF)2. Source: Author’s database.

S2 UVR Ultimate voting rights of the second largener, computed at the 10%
threshold. Set equal to 0 if there is no secongelahareholder holding at least
10% of the voting rights. Source: Author’s database

S234 UVR The sum of the ultimate voting rights loé tsecond, third, and fourth largest
shareholders (holding at least 10% of the votigbts). Set equal to 0 if there |is
0 or only one large shareholder. Source: Authcatsblase.

S234 The sum of the ultimate voting rights of large dioclders (holding at least

AGREEMENT 10% of the voting rights) who are signatories tashareholder agreement
involving the largest owner. Set equal to 0 whether largest shareholder pf
the company is not signatory to a shareholder aggaeé Source: Author's
database.

S234 = S234 UVR — S234 AGREEMENT. Source: Author’s dateh

NOAGREEMENT

TOBIN'S Q Computed as the ratio [(bidder’s totasets + bidder's market capitalization —
bidder’s book value of equity)/bidder’s total as$eit the end of the fiscal year
preceding the announcement. Source: Author’s catioms based on data from
Worldscope.

WEDGE = Ultimate voting rights of the largest owrjeomputed at the 10% threshold) —
S1UCF. Source: Author’s database.

WEDGE RATIO = S1UCF / Ultimate voting rights of th&rgest owner (computed at the 10%
threshold). Source: Author’s database.

YEARS IPO Number of years between the deal andfitis¢ year the firm appears in

Datastream. Source: Datastream.
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Table 1: Sample description

The sample consists of 660 mergers and acquisiionseunced by 196 French companies over the p2aoa
-2009.

Panel A presents the distribution of the dealsssctbe years and the average (median) deal vgioeted in the
SDC database. Some bidders make more than ones#icguin a given year; the number of bidders igsth
lower than the number of acquisitions.

Panel B presents descriptive statistics regardimg characteristics of the bidders (accounting,niiie and
ownership variables) and the characteristics ofite.

Variable definitions are in Appendix B.

Panel A: Number of deals, bidders and deal values

Year Number of  Number of Average deal Median deal
Deals Bidders value (€ M) value (€ M)
2000 105 67 1535 135
2001 72 49 739 183
2002 59 45 362 82
2003 45 38 215 49
2004 62 44 1010 73
2005 62 45 508 110
2006 71 55 791 140
2007 89 66 652 80
2008 63 50 954 76
2009 32 27 451 227
Total 6 0 196 800 105

Panel B: Deals’ descriptive statistics

Mean Median St. Dev.
LOG(ASSETS) 3.67 3.76 1.10
TOBIN'S Q 1.83 1.33 1.76
DIVER 0.44 0.00 0.50
CASH 0.81 1.00 0.39
PUBLIC 0.22 0.00 0.42
CROSS BORDER 0.67 1.00 0.47
INDUSTRY M&A 0.06 0.03 0.07
REL. SIZE 0.12 0.05 0.17
S1 UCF 0.23 0.16 0.23
WEDGE 0.08 0.05 0.11
WEDGE RATIO 0.79 0.88 0.26
HIGH WEDGE 0.50 0.50 0.50
S2 UVR 0.05 0.00 0.08
S234 UVR 0.06 0.00 0.10
OTHERS 0.10 0.05 0.12
FAMILY 0.41 0.00 0.49
F_FAM 0.19 0.00 0.39
F PRO 0.22 0.00 0.41
DVR 0.65 1.00 0.48
PYRAMID 0.21 0.00 0.41

41



Table 2: Bidder abnormal announcement returns

The sample consists of 660 mergers and acquisiionseunced by 196 French companies over the p2aoa
-2009.

The cumulative abnormal returns are calculatedttier 3-day period around the announcement date (SAR(
1,+1)) with a market model whose parameters aienattd over the 200 days period from event day 210
event day —11; | use the SBF250 index return agidmet return.

Variable definitions are in Appendix B.

The table provides mean and median values. *** *$tand for statistical significance based on siged tests

at the 1%, 5% and 10% level, respectively. Stutistdtistics and Wilcoxon Z-statistics test for thifference in

means (medians) between categories.

CAR(-1,+1)
n= % sample mean median
WHOLE SAMPLE 660 100% 0.69% ***  0.28%  ***
DIVER 0 370 56% 1.11% *** 0.65% ***
1 290 44% 0.15% -0.02%
t/z - test 2.18  ** 189 ¢
CASH 0 124 19% 0.17% -0.15%
1 536 81% 0.81% *** 0.33% ***
t/z - test -1.13 -1.43
PUBLIC 0 513 78% 1.05% ** 0.38% ***
1 147 22% -0.55% -0.01%
t/z - test 3.04 *rx 1.99 *
CROSS-BORDER 0 216 33% 1.17% ***  0.47% ***
1 444 67% 0.46% * 0.13%
t/z - test 1.51 1.49
HIGH WEDGE 0 330 50% 1.01% *** 0.44% ***
1 330 50% 0.37% 0.15%
t/z - test 1.45 1.29
DVR 0 228 35% 1.17% ***  0.47%
1 432 65% 0.46% * 0.13% **
t/z - test 1.21 0.04
PYRAMID 0 519 79% 0.66% *** 0.19% **
1 141 21% 0.82% * 0.35%
t/z - test 1.21 0.04
FAMILY 0 389 59% 0.53% * 0.08%
1 271 41% 0.92% ***  (0.55%  ***
t/z - test -0.88 -1.38
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Table 3: Announcement abnormal returns and ownershg characteristics

The sample consists of 660 mergers and acquisiioneunced by 196 French companies over the p2€6@ -2009. The dependant
variable is the 3-day cumulative abnormal returARG1,+1)). Variable definitions are in Appendix Bear and sector (1-digit SIC
code) dummies are included in the regressionsreun@t reported. In parentheses are t-statistissan standard errors adjusted for
heteroskedasticity (White, 1980) and acquirer eltisy. Asterisks denote statistical significancéhat1% (***), 5% (**), or 10% (*)

level, respectively.

(1) (2) 3) (4) (5) (6) (7)
WEDGE -0.038 *  -0.038 ** 0114 = -0.115 *
(-2.03) (-2.09) (-2.55) (-2.56)
WEDGE RATIO 0.016 *
(1.78)
HIGH WEDGE -0.011  **
(-2.16)
S1 UCF 0.005 0.000 0.009 0.005 0.007 0.008
(0.52) (0.04) (0.27) (0.50) (0.68) (0.74)
S1 UCF~2 -0.005
(-0.10)
DVR -0.012 **
(-2.24)
PYRA -0.001
(-0.12)
FAMILY -0.004
(-0.49)
WEDGE*FAMILY 0.091 *
(1.91)
F_FAM -0.003
(-0.27)
WEDGE*F_FAM 0.070
(1.11)
F_PRO -0.004
(-0.43)
WEDGE*F_PRO 0.101 **
(2.06)
PUBLIC -0.016 ** -0.016 ** -0.016 ** -0.016 ** -0.017 ** -0.016 ** -0.016 ***
(-3.07) (-3.08) (-3.06) (-3.03) (-3.09) (-8)0 (-3.05)
CROSS BORDER | -0.005 -0.005 -0.005 -0.006 -0.005  -0.006 -0.006
(-1.09) (-1.05) (-1.10) (-1.14) (-1.07) (-8)1 (-1.22)
REL. SIZE 0.022 0.022 0.023 0.021 0.022 0.022  0.022
(1.15) (1.13) (1.18) (1.11) (1.16) (1.13) @)
CASH 0.008 0.008 0.008 0.008 0.008 0.008 ©.00
(1.30) (1.23) (1.26) (1.16) (1.25) (1.15) 1@)
DIVER 0.011 *  -0.011 * -0.011 * -0.011 * -0.01 * -0.011 * -0.011 **
(-2.50) (-2.53) (-2.58) (-2.57) (-2.56) (-2)5 (-2.51)
INDUSTRY M&A | -0.047 -0.047 -0.050 -0.052 -0.048 -0.047 -0.047
(-1.31) (-1.34) (-1.37) (-1.42) (-1.36) (-4)3 (-1.35)
LOG(ASSETS) -0.008 *  -0.008 ** -0.007 ** -0.008 * -0.007 * -0.008 ** -0.008 *
(-2.34) (-2.16) (-2.16) (-2.28) (-2.05) 1 (-2.20)
TOBIN'S Q -0.005 *  -0.005 ** -0.005 ** -0.005 ** 0.005 * -0.005 ** -0.005 **
(-2.07) (-2.10) (-2.08) (-2.23) (-2.01) (-8)0 (-2.12)
CONSTANT 0.060 ** 0.059 ** 0.043 *  0.060 ** 0.B0 ** 0.063 ** 0062 **
(2.94) (2.80) (2.15) (3.03) (2.83) (2.86) 8@
n= 660 660 660 660 660 660 660
Nb clusters 196 196 196 196 196 196 196
R2 0.094 0.094 0.094 0.098 0.098 0.097 0.098
Adjusted R? 0.058 0.057 0.057 0.060 0.059 .05 0.055
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Table 4: Impact of other blockholders on announcenm abnormal returns

The sample consists of 660 mergers and acquisitonsunced by 196 French companies over the p@0G0@-2009. The
dependant variable is the 3-day cumulative abnoretarn (CAR(-1,+1)). Variable definitions are irppendix B. Year and
sector (1-digit SIC code) dummies are includechi tegressions but are not reported. In parentlaseisstatistics based on
standard errors adjusted for heteroskedasticityit@Vh980) and acquirer clustering. Asterisks derstatistical significance at

the 1% (***), 5% (**), or 10% (*) level, respecti\g

1) 2) 3) (4) (5) (6)
WEDGE 0.042 *  -0.043 * -0.044 ** -0.039 * -0.8 * -0.044 **
(-2.31) (-2.33) (-2.40) (-2.14) (-2.33) (-8)3
S1 UCF 0.006 0.006 0.006 0.006 0.005 0.005
(0.61) (0.56) (0.55) (0.56) (0.49) (0.49)
S2 UVR -0.044
(-1.60)
S234 UVR -0.042 *
(-1.90)
OTHERS -0.045 **
(-2.27)
AGREEMENT -0.003 -0.001 -0.001
(-0.52) (-0.06) (-0.06)
S234 AGREEMENT -0.025
(-0.72)
S234 NoAGREEMENT -0.069 *
(-1.87)
OTHERS AGREEMENT -0.021
(-0.48)
OTHERS NoAGREEMENT -0.065 **
(-2.41)
PUBLIC -0.016 ** -0.016 ** -0.016 ** -0.016 ** -0.016 ** -0.016 ***
(-2.92) (-2.96) (-2.98) (-3.01) (-2.98) (-3)0
CROSS BORDER -0.005 -0.005 -0.005 -0.005 -0.005  -0.005
(-1.08) (-1.10) (-1.05) (-1.06) (-1.02) (-9)9
REL. SIZE 0.024 0.025 0.025 0.022 0.024 0.025
(1.28) (1.29) (1.33) (1.17) (1.27) (1.29)
CASH 0.009 0.009 0.009 0.008 0.008 0.008
(1.34) (1.32) (1.32) (1.23) (1.30) (1.29)
DIVER 0011 * 0011 ** -0.011 * -0.010 * -0.01 *  -0.011 ***
(-2.56) (-2.55) (-2.59) (-2.48) (-2.56) (-B)6
INDUSTRY M&A -0.049 -0.049 -0.051 -0.048 -0.049 -0.052
(-1.38) (-1.38) (-1.43) (-1.34) (-1.39) (-B)4
LOG(ASSETS) -0.008 *  -0.009 ** -0.009 ** -0.008 * -0.009 **  -0.010 ***
(-2.32) (-2.41) (-2.53) (-2.17) (-2.54) (-2)6
TOBIN'S Q -0.005 *  -0.005 ** -0.005 ** -0.005 * 0.005 * -0.005 *
(-2.01) (-2.02) (-2.06) (-2.05) (-2.08) (-3)1
CONSTANT 0.063 ** 0.065 ** 0.069 ** 0.059 ** 0068 ** 0.073 **
(2.91) (2.98) (3.06) (2.79) (3.07) (3.18)
n= 660 660 660 660 660 660
Nb Clusters 196 196 196 196 196 196
R2 0.098 0.099 0.102 0.095 0.101 0.104
Adjusted R? 0.059 0.061 0.064 0.056 0.059 .06
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Table 5: Bidding vs. Non bidding firms

Means, medians, standard deviations and testdfefatices in means and medians between biddinghandvidding firms. Student t-statistics and Wilcoxo-statistics test
for the differences in means and medians betwestnb categories.

Bidding firms are defined as those announcing a@@te acquisition in the following year. Variablefinitions are in Appendix B, excepSSETSwhich refers to the book
value of assets in euro millions akbtARRKET CAP (market value of equity in € millions).

The sample comprises 3,063firm-year observatians #01 SBF 250 firms listed in France over thequedi999 through 2008. Asterisks denote statissicadificance at the
1% (***), 5% (**), or 10% (*) level, respectively.

Non bidding Bidding firms Test for differences
Whole sample firms [A] [B] ([A]-[B]) in

n=3,063 n=2,566 n=497 Means Medians

Mean Median St. Dev| Mean Median| Mean Median| t-test z-test
ASSETS GROWTH 0.21 0.07 0.66 0.18 0.07 0.36 0.10 542 Fx* -4.36 ***
ASSETS 17636 605 104482| 10735 517 53266 3270 -8.40 ***  .12.76 ***
MARKET CAP 3874 426 11752 | 2699 341 9941 2394 | -12.91 *** 1548 ***
LOG(ASSETS) 295 278 0.93 2.85 2.71 3.49 351 | -14.47 ** 1276 ***

LEVERAGE 0.24 0.23 0.17 0.24 0.23 0.24 0.23 0.46 -0.17

PPE/ASS 0.21 0.14 0.21 0.20 0.14 0.23 0.13 -2.18 ** -0.36
TOBIN'S Q 1.70 1.30 1.50 1.68 1.28 1.80 1.35 -1.55 -3.54 x**
LISTING USA 0.07 0.00 0.25 0.05 0.00 0.17 0.00 -9.87 Fx* -9.72 x**
HIGH TECH 0.15 0.00 0.36 0.15 0.00 0.19 0.00 212 ** -2.12 **
INDUSTRY M&A 0.05 0.03 0.07 0.05 0.03 0.06 0.03 -2.60 -2.06 **
S1 UCF 0.36 0.33 0.25 0.38 0.35 0.25 0.20 10.37 ***  10.54 ***
WEDGE 0.10 0.08 0.11 0.10 0.08 0.08 0.05 3.88 *** 5.59 =
WEDGE RATIO 0.78 0.83 0.23 0.78 0.83 0.79 0.88 -0.50 -2.39 **
HIGH WEDGE 0.50 0.00 0.50 0.51 1.00 0.46 0.00 2.10 ** 2.10 **

S2 UVR 0.06 0.00 0.10 0.07 0.00 0.06 0.00 1.79 * 1.48

S234 UVR 0.08 0.00 0.12 0.08 0.00 0.07 0.00 1.84 * 1.42

OTHERS 0.12 0.06 0.14 0.12 0.07 0.11 0.06 1.71 * 1.49
FAMILY 0.62 1.00 0.49 0.65 1.00 0.46 0.00 8.18 *** 8.09 ***
DVR 0.69 1.00 0.46 0.69 1.00 0.65 1.00 2.18 ** 2.18 **
PYRAMID 0.26 0.00 0.44 0.26 0.00 0.22 0.00 2.03 ** 2.03 **
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Table 6: Determinants of the bidding likelihood

The sample comprises 3,063 firm-year observatioms 401 SBF 250 firms listed in France over thaqued999 to 2008.
Regressions (1), (2), (3), (4), and (6) are Probgressions whose dependant variable is equal ¢owdrether the firm
announces an acquisition in the following yearcttumn (5) are the results of a Tobit regressionvitich the dependant
variable is equal to the ratio (total value of dheals announced in year t+1/market capitalizatiotha end of year t). In
regression (6), firms classified as belonging ®hhanking or insurance sectors are excluded.
Variable definitions are in Appendix B. Year andtee (1-digit SIC code) dummies are included in tbgressions but are not

reported.

In parentheses are z-statistics based on standand edjusted for heteroskedasticity (Huber/White)regression (5), the t-
statistics are in parentheses and are based atastb@rrors adjusted for heteroskedasticity (WHig80).
Asterisks denote statistical significance at the(¥®, 5% (**), or 10% (*) level, respectively.

1) 2) (3) 4) 5) (6)
Specification PROBIT PROBIT PROBIT PROBIT TOBIT PROBIT
Dep. Variable =1 if deal =1 if deal =1 if deal =1 if deal Value of =1 if deal
announced in announced in announced in announced in  announced announced in
subsequent subsequent subsequent subsequent deals (% subsequent
year year year year market cap.) year
Sample Whole Whole Whole Whole Whole Non Financial
WEDGE -0.623 ** -0.649 ** -0.671 **
(-2.31) (-2.40) (-2.44)
WEDGE RATIO 0.319 ** 0.374 *** 0.217 **
(2.50) (2.69) (2.11)
S1 UCF -0.720 *** -0.821  *** -0.733 -0.793 **  -0.666 *** -0.693 ***
(-5.57) (-5.90) (-5.62) (-5.30) (-5.90) (-3)1
OTHERS -0.153
(-0.67)
F_FAM -0.065
(-0.80)
F_PRO 0.152 *
(1.80)
LOG(ASSETS) 0.479 *** 0.481 *** 0.475 *** 0.474 *** 0.282 *** 0.514 ***
(12.46) (12.50) (12.29) (12.17) (9.97) (12.46
LEVERAGE -0.757  ** -0.767  *** -0.762  *** -0.753 ** -0.389 ** -0.753  ***
(-3.60) (-3.65) (-3.62) (-3.58) (-2.15) (-3)4
TOBIN'S Q 0.028 0.027 0.027 0.026 0.023 0.030
(1.42) (1.41) (1.38) (1.31) (0.90) (1.55)
PPE/ASSETS 0.631 *** 0.630 *** 0.636 *** 0.617 **  0.464 *** 0.499
(4.15) (4.13) (4.17) (4.02) (3.50) (3.18)
ASSETS GROWTH 0.162 *** 0.162 *** 0.164 *** 0.165 ** 0.100 *** 0.162 ***
(3.75) (3.76) (3.81) (3.85) (3.42) (3.71)
INDUSTRY M&A -0.334 -0.334 -0.341 -0.357 -0.393 -0.451
(-0.70) (-0.70) (-0.72) (-0.74) (-1.05) (-8)9
LISTING USA 0.230 ** 0.220 ** 0.221 ** 0.216 * 0.09 0.215 *
(2.09) (2.00) (1.98) (1.96) (1.27) (1.84)
HIGH TECH 0.245 ** 0.248 ** 0.249 ** 0.253 ** 0.160 * 0.249 **
(2.38) (2.41) (2.41) (2.45) (1.91) (2.40)
CONSTANT -2.050 *** -3.138  *** -2.013  ** -3.172 = -2.360 ¥+ -2,113
(-8.35) (-11.84) (-8.05) (-11.32) (-11.90) 8.21)
n= 3063 3063 3063 3063 3063 2947
Mc Fadden’s R2 0.152 0.152 0.152 0.155 0.146
% Correct 0.844 0.846 0.845 0.848 0.847
Pseudo R2 0.083
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Table 7: Robustness checks

In regressions (4), (5), and (6) | use the sampB66 mergers and acquisitions announced by 198chreompanies over the period
2000-2009. In regression (1), the focus is on cetapl deals (the deals that are announced but mopleted are excluded). In
regression (2), firms which do not have at leagt controlling shareholder holding at least 10%hef ¥oting rights are excluded. In
regression (3), | exclude all the deals made bypaories which announced another deal in the 21Gedheg days. In regression (7),
bidders classified as belonging to the financiat@e(banks and insurance companies) are excluded.

In regression (1), (2), (3), (6) and (7), the defsem variable is the 3-day cumulative abnormalrref{fCAR(-1,+1)) while | use
CAR(-2,+2) in regression (4). All regressions areSOregressions except regression (5) which is a DOgpecification. In this
LOGIT model, the dependant variable takes the vafugne whether the cumulative abnormal return aseh over a 5-day period
(CAR(-2,+2)) is negative. Variable definitions areAppendix B. Year and sector (1-digit SIC code)nies are included in the
regressions but are not reported.

In regression (6) and (7), the inverse Mills’ rafiNV MILLS ) computed with Probit estimates of Table 6 (fragressions (2) and
(6) respectively) are included.

In parentheses are t-statistics based on standests eadjusted for heteroskedasticity (White, 19883 acquirer clustering. In

regression (5), the z-stats are in parenthesearanolased on Huber/White heteroskedasticity camdistandard errors.
Asterisks denote statistical significance at the(1®), 5% (**), or 10% (*) level, respectively.

1) 2) (3) 4 ()] (6) (1)
Specification OLS OLS OLS OLS LOGIT OLS OLS
Dep. Variable =1 if
CAR(-2,+2)
CAR(-1,+1) CAR(-1,+1) CAR(-1,+1) CAR(-2,+2) <0 CAR(-1,+1) CAR(-1,+1)
Completed Non Widely No close deal Non
Sample deal Held announcement Whole Whole Whole Financial
WEDGE RATIO 0.017 * 0.023 ** 0.021 **
(1.89) (2.14) (2.15)
WEDGE -0.037 * -0.041 * -0.047 **
(-1.76) (-1.81) (-2.18)
HIGH WEDGE 0.326 *
(1.92)
S1 UCF -0.002 0.010 0.009 0.012 -0.691 * -0.014 0.000
(-0.20) (0.70) (0.75) (0.91) (-1.84) (-0.94) (-0.01)
PUBLIC -0.009 -0.016 ** -0.016 ** -0.016 ** 0.416 * -0.016 ** -0.015 ***
(-1.61) (-2.73) (-2.43) (-2.24) (1.85) (-3)01 (-2.75)
CROSS BORDER -0.007 -0.005 -0.007 -0.006 0.184  -0.005 -0.004
(-1.30) (-0.93) (-1.12) (-0.95) (0.97) (-0)96 (-0.71)
REL. SIZE 0.017 0.020 0.022 0.036 -0.640 0.018 0.016
(0.79) (2.03) (0.95) (1.59) (-1.12) (0.94) 0.82)
CASH 0.011 0.010 0.008 0.004 -0.155 0.007 08.0
(1.51) (1.29) (0.86) (0.48) (-0.68) (1.06) 1.13)
DIVER -0.012 * -0.014 ** -0.018 ** -0.015 ** 0145 -0.011 *  -0.011 **
(-2.56) (-2.83) (-3.21) (-3.15) (0.93) (-2)57 (-2.28)
INDUSTRY M&A -0.068 * -0.061 -0.083 * -0.012 -(69 -0.048 -0.042
(-1.69) (-1.39) (-1.76) (-0.27) (-0.62) (-3)3 (-1.18)
LOG(ASSETS) -0.009 *  -0.009 ** -0.007 * -0.007 B2 -0.002 -0.004
(-2.45) (-2.21) (-1.78) (-1.61) (0.79) (-0)45 (-0.82)
TOBIN'S Q -0.003 -0.005 * -0.005 * -0.008 *=* 0.85 * -0.004 * -0.004 *
(-1.14) (-1.72) (-1.69) (-2.73) (2.43) (-167 (-1.76)
INV MILLS 0.019 * 0.015
(1.69) (1.37)
CONSTANT 0.049 ** 0.067 ***  0.047 ** 0.058 * -0.929 0.001 0.032
(2.28) (2.64) (2.28) (2.91) (-1.24) (0.05) 1.13)
n= 555 508 410 660 660 660 595
Nb Clusters 181 177 195 196 196 196 184
R2 0.091 0.123 0.133 0.122 0.097 0.101
Adjusted R2 0.047 0.075 0.074 0.086 0.059 058.
Pseudo R? 0.046
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Table 8: Endogeneity issues

The sample consists of 660 mergers and acquisibonsunced by 196 French companies over the p@06@-2009.
This table presents two-stage least squares régmesdn regression (3) and (4), the sample isrictstl to the 555
acquisitions that are classified as “completedthiea SDC database. In regression (5), firms whicinatchave at least one
controlling shareholder holding at least 10% of tw¢ing rights are excluded. The variable treatedeadogenous is
WEDGE (the difference between voting and cash-flow sgtitthe largest shareholder), the instrument¥ &&RS IPO
(number of years since first appearance of the emyn Datastream) arfeiCT SALES (ratio of firm’s sales to the sales
of all firms in the same geographical area). Far finst stage, | only report the coefficient estiesafor the excluded
instruments. In regression (1) and (3), the depengaiable is the 3-day cumulative abnormal re{@AR(-1,+1)) while
regressions (2) and (4) are estimated with CARRRas dependant variable. In regression (5), dpeddant variable is a
dummy variable which takes a value of one when GARP) is negative.

Variable definitions are in Appendix B. Year andctee dummies (based on the 1-digit SIC code) actuded in the
regressions but are not reported. In parenthesesstatistics based on standard errors adjusteukteroskedasticity.
Asterisks denote statistical significance at the(1®), 5% (**), or 10% (*) level, respectively.

1) (@) ©) 4 )
Completed Completed Non Widely
Sample Whole Whole deals deals held
First stage
YEARS IPO 0.019 *** 0.019 *** 0.017 *** 0.017 **=* Q028 ***
(3.64) (3.58) (2.92) (2.92) (4.94)
PCT SALES 0.061 ** 0.061 ** 0.080 *** 0.080 *** 069 **
(2.31) (2.31) (2.61) (2.61) (2.49)
R2 0.182 0.182 0.207 0.207 0.224
Adjusted R? 0.148 0.148 0.168 0.168 0.182
Second Stage
=1if
Dep. Var : CAR(-1,+1) CAR(-2,+2) CAR(-1,+1) CAR(+#2) CAR(-2,+2)<0
WEDGE (nstrumenteyl -0.140 -0.188 * -0.167 * -0.204 * 3.434 **
(-1.52) (-1.66) (-1.81) (-1.74) (2.00)
PUBLIC -0.016 ** -0.016 ** -0.009 -0.009 0.221
(-3.03) (-2.31) (-1.63) (-1.24) (1.57)
CROSS BORDER -0.005 -0.006 -0.008 -0.011 0.129
(-1.05) (-1.01) (-1.33) (-1.57) (1.00)
REL. SIZE 0.020 0.034 0.016 0.035 -0.207
(1.03) (1.46) (0.74) (1.37) (-0.54)
CASH 0.010 0.006 0.012 0.005 -0.117
(1.26) (0.71) (1.39) (0.54) (-0.70)
DIVER -0.010 ** -0.014 ** -0.010 ** -0.013 ** 0.027
(-2.23) (-2.56) (-2.20) (-2.30) (0.21)
INDUSTRY M&A -0.053 -0.020 -0.076  ** -0.039 -b3
(-1.58) (-0.49) (-2.03) (-0.86) (-0.42)
LOG(ASSETS) -0.011 ** -0.012 ** -0.013 **  -0.012 * 0.082
(-2.37) (-2.16) (-2.69) (-2.08) (1.06)
TOBIN'S Q -0.005 ** -0.009 ***  -0.003 -0.007 ** Q17 **
(-2.48) (-3.08) (-1.46) (-2.19) (2.83)
CONSTANT 0.087 ** 0.100 ** 0.102 *** 0.097 ** -1.56 **
(2.59) (2.35) (2.80) (2.13) (-2.27)
n= 660 660 555 555 508
R2 0.062 0.073 0.040 0.034
Wald x2 52.90
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