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摘要 

本研究使用組織學習理論(Organizational learning theory)來解釋併購經驗與負責

併購之單位(M&A function)對於併購動機與併購績表現的影響。研究結果顯示，

有越多過去併購經驗的公司，特別是過去有相同產業併購經驗者，其併購意願

越高。其次，過去併購經驗與併購之宣告效果與長期持有報酬存在 U 型之關

係，而有負責併購職能部門的收購公司則有助於減緩過去併購經驗所帶來的負

面影響。 

關鍵字：組織學習，企業併購，併購組織，併購績效 
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ABSTRACT 

This research uses organizational learning theory to explain how mergers and 

acquisitions past experience influence the subsequent acquisition’s intention and 

performance. The result shows that experience have U-shaped relationship with firm’s 

both short-term and long-term acquisition performance, but M&A function has a 

significant positive relationship with firm’s short-term and long-term performance, 

M&A function has a positive relationship with acquirer’s subsequent long-terms 

performance, implies that M&A function is helpful for acquirer to mitigate the negative 

transfer effect of past experience. 

 

Keywords: Organizational learning; Merger and acquisition; Merger function; Merger 

performance 
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1. Introduction 

Mergers and acquisitions are criticized for poor value creation (e.g., Aktas, Bodt, and Roll, 

2011; King et al., 2004). However, some acquirers, such as Berkshire Hathaway, are considered 

reaching continuous successes in M&A (e.g., Harvey, 2000; Szulanski, 1999). Golubov, 

Yawson and Zhang (2015) find that announcement returns of best performers are persistent 

over time, suggesting that some unobserved mechanisms mayhelp them creating value through 

acquisitions. Some factors, such as method of payment and characteristic of the deal, are widely 

used to capture the announcement return; however, they can only explain part of the return. 

Nor is top management team effect, advisor effect or industry effect  helpful to significantly 

improve the adjusted R square of the model (e.g., Moeller, Schlingemann, and Stulz, 2004; 

Masulis, Wang, and Xie, 2007; Harford, Humphery-Jenner, and Powell, 2012). Besides, the 

announcement returns of those best performers continue to be persistent even when the CEO 

changes. This indicates that there is still room for further study on what influence the acquirer’s 

acquisition performance.  

The management literature has argued that organizational learning theory could be helpful 

when examining the performance of mergers and acquisitions. The theory identifies the 

conditions in which experience lead to adaptive performance (Levitt and March, 1988; Weick, 

1979). Organizational learning suggests that organizational behavior is guided both by 

(a)routines that stem from experiences (Levitt and March,1988) and (b)performance feedback 

(Greve, 2003). Related studies point out that organizational learning can happen even on a non-

frequent event. For example, Pennings, Barkema, and Douma (1994) find positive experience 

effects for a variety of corporate expansion forms. Anand and Khanna (2000) examine alliances 

with at least one U.S. partner and find a strong positive relationship between alliance 

experience and alliance performance. As mergers and acquisitions are non-frequent events in 

the firm’s history, base on these past studies, we consider the learning mechanisms of 

organizational learning can be applied to mergers and acquisitions. 

Acquirer’s behavior and acquisition performance are important topics in the field of 

M&As. However, past studies fail to make a consistent explanation on how experience affect 

acquirer’s behavior and acquisition performance. Although scholars find positive relationship 

between acquisition experience and acquirer’s behavior (Collins, 2009), they find mixed results 

on the relationship between past acquisition experience and acquirer’s performance, including 

positive relationship (Power, 1982; Fowler & Schmidt, 1989), non-significant relationship 
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(Baum & Ginsberg, 1997) and U-shaped relationship (Haleblian & Finkelstein, 1999; Porrini, 

2004; Zollo & Reuer, 2006). The reason why it has a mix result is because the following three 

problems. The first problem is the identifying error. Acquirers might use similar surface 

features to recognize the current target while missing the dissimilar structural features (Novick, 

1988). This will lead to “using inference from past experiences on inappropriate target”, which 

inevitably leads to a worse performance (Cohen and Bacdayan, 1994; Zander and Kogut, 1995). 

For the second problem, mergers and acquisitions are considered as causal ambiguity events 

(Lippman & Rumelt, 1982) because the processes of acquisition consist of many 

interdependent sub-activities, such as due diligence, negotiation, financing, and integration, 

each of which is complex itself (Hitt et al., 2001). Therefore, there are high levels of 

heterogeneity along multiple dimensions (Zollo & Singh, 2004). This problem will lead to 

“using inappropriate inference even on the right target” if the acquirer cannot fully analyze 

these processes and encode them into a correct inference. The third problem is experiences 

cannot transform to capability automatically. According to the knowledge-based viewpoint 

(Zander and Kogut, 1995; Kale and Singh, 2007), articulating, codifying, sharing and 

internalizing are four necessary steps for transforming experiences into preservable inference. 

Without a proper codification, acquirers may forget what they have found from there past 

experiences, as there are ample evidences showing that knowledge will decay or depreciate 

(Argote et al., 1990; Darr et al., 1995; Benkard, 2000; Thompson, 2007). In a word, acquirers 

might fail to use appropriate inferences on subsequent acquisitions easily. Past studies observe 

different results may be due to the use of small samples within certain industries, which could 

be a tip of the iceberg. We argue that past acquisition experience affects acquirer’s behavior 

and acquisition performance with a more complicated way and it needs to be further explored.  

In order to understand how past acquisition experience affects acquirer’s behavior and 

acquisition performance, we review the two mechanisms of learning that guide organizational 

behaviors. First of all, the routines that stem from past acquisition experiences. As the way that 

acquirer learn could influence the result of learning, we argue that it requires a deliberate 

learning function for acquirer to generate correct interferences from its past acquisition 

experiences and use them on appropriate target. A dedicated organization responsible for M&A 

activities (thereafter will be mentioned as M&A function) can be helpful for fostering the first 

learning mechanism by bundling knowledge within a firm (Trichterborn, Knyphausen-Aufseß, 

and Schweizer, 2015), retrieving knowledge from acquirer's organizational memory (Huber, 

1991; Walsh and Ungson, 1991) and preserving inference when key organizational members 
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leave (Weick and Gilfillan, 1971). Therefore, we suggest that the existence of  M&A function 

in acquiring firms can mitigate the possibility of inappropriate transfer. Another perspective 

should be considered is the heterogeneity of the past acquisition experiences. Experiences in 

the same industry with the current target may increase the possibility of proper inference 

transfer, they might face the same challenge and environment. Therefore, how and what the 

acquirer learn from past acquisition experience is important if they want to generate appropriate 

inference, for example, helps acquirers differentiate challenges of various types of acquisitions 

(Haleblian and Finkelstein, 1999), selecting the right acquisition (Hayward, 2002) and 

improving their management of future transactions (Bruton, Oviatt, & White, 1994). Besides, 

the second mechanism of organizational learning which is called performance feedback, is one 

of the reasons why organizational learning is complicated. Only by observing the performance 

of previous inferences, acquirer can then identify the appropriation of previous inferences and 

decide whether to keep it. In the meanwhile, observing performance feedback takes times. This 

mechanism implies that firm will always learn better in the long-run. Therefore, the result of 

the learning will be a non-linear phenomenon, and we expect acquirer will develop appropriate 

inferences in the long run.  

After discussing how organizational learning works, we then discuss how inference 

influences acquirer’s behavior and performance. About the acquirer’s behavior, using 

inappropriate inferences could lead to a higher probability of bidding on subsequent acquisition. 

Acquirer could regards its inappropriate inference as knowledge resource and overestimate its 

chances of future success in that domain (March, 1991). Or it may argues that it is not the 

policy which is incorrect but the action has not been pursued with sufficient execution cause 

the failure (Staw, 1976; Levitt and March, 1988). Thus, organization are likely to repeat a 

particular strategic action or direction (e.g., Amburgey, Kelly, & Barnett, 1993; Gulati, 1995; 

Shaver, Mitch ell, & Yeung, 1997). After the performance feedback start working, acquirers 

are able to correct the flaw of its original strategy or avoid the risk of overestimate its 

knowledge resource, which will lead to less unnecessary acquisitions. This suggestion complies 

with the optimal target picking theory (Ahern, 2008) and time-varying investment opportunity 

sets (Klasa and Stegemoller, 2007). In this case, we expect there will be an inverted U-shaped 

relationship between experience and the probability of making a subsequent acquisition. For 

acquirer’s performance, using inappropriate inferences on subsequent acquisitions at first can 

leads to a worse performance, but the second mechanism of learning can helps decrease the 

probability of inappropriate transfer later. Thus we expect an inverted U-shaped relationship 
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between past acquisition experience and acquirer’s behavior. Most of the scholars use 

announcement abnormal returns as short-term performance and buy-and-hold abnormal returns 

as long-term performance, we then examine on both of them to check the consistency of the 

phenomenon.  

Besides, as we discuss in the first mechanism of organizational learning, M&A function 

and similarity of experiences should help generate useful inference and decrease the probability 

of inappropriate transfer and lead to a better performance. In the perspective of acquirer’s 

behavior, it is more complicated. M&A function and past experience help encode inference to 

acquirer’s routines will affect acquirer’s perceptual or cognitive constraints and become an 

inertia (Prahalad and Bettis, 1986; Jemison and Sitkin, 1986; Duhaime and Schwenk, 1985; 

Schwenk, 1984). This will lead to the phenomenon called strategic momentum that practices 

and strategies tend to keep evolving in the same direction (Miller and Friesen, 1983), making 

firms likely to repeat a particular strategic action or direction (e.g., Amburgey, Kelly, & Barnett, 

1993; Gulati, 1995; Shaver, Mitch and Yeung, 1997). In a word, we expect M&A function and 

similar past acquisition experience will mitigate the negative transfer effect and increase 

probability of making a subsequent acquisition. 

Our research examines acquirers that have made completed acquisition from 1990 to 2015, 

where all control variables and transaction data are available. Comparing with past studies 

(Hayward, 2002; Wright, Peter, et al., 2002; Kroll, Wright, Toombs and Leavell, 1997; Fowler 

& Schmidt, 1989) that only use hundreds of samples, our comprehensive samples are able to 

generate a more generous result on how acquisition experience influences the behavior of 

acquirers and its shot-term and long-term performance. Besides, our study contributes to 

display an organizational learning model. It contains three perspectives, including basic 

learning mechanism, heterogeneity of past acquisition experience and the quality of acquirer’s 

learning. Comparing with past studies that only consider basic learning mechanism and 

heterogeneity of past acquisition experience (Hayward, 2002; Wright, Peter, et al., 2002; Kroll, 

Wright, Toombs and Leavell, 1997; Fowler & Schmidt, 1989), this model is more 

comprehensive and can better analyze which perspective of the learning has the greatest 

influence on different topics. Also, we provide a method as M&A function to measure the 

learning quality of the acquirer. Although it cannot perfectly capture the detail of the learning 

quality, it is helpful to increase the availability of the data instead of using survey (Kale and 

Singh, 2007).  

We have three main findings. First, not only the number of experiences but also the 
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similarity level of experiences to target’s industry has positive marginal effects on the 

probability of making a subsequent acquisition. This indicates that the number and the 

characteristic of past acquisitions are more important for acquirer’s behavior, which is in line 

with the the firm strategy momentum theory. While we find a dedicated M&A function cannot 

make acquirers fall into cognitive traps and lead to increasing the likelihood of making a 

subsequent acquisition. In a word, compare with past study that only examine the number of 

past experience works on acquirer’s behavior (Haleblian, Kim and Rajagopalan, 2006), our 

comprehensive learning structure find the characteristic of the past experience is also important 

on acquirer’s behavior. 

Our next key finding is that experiences have a U-shaped relationship with firm’s both 

short-term and long-term performance. Besides, M&A functions have both economically and 

statistically significant positive relationship between firm’s short-term and long-term 

acquisition performance. This finding implies that a dedicated M&A function is a really 

important factor for an acquirer to achieve a better acquisition performance. In addition, M&A 

function helps mitigate the negative effect of acquirers’ experience on acquirer’s long-terms 

performance. This result follows the resource-based view that knowledge is one of the key 

resources to keep its competitive advantage. However, industry similarity of the acquisition 

experiences to the current target do not necessarily help to increase both short-term and long-

term performance, and its significant level is close to zero, implying that even keep making 

acquisitions in the same industry is still easy for acquirers to make inappropriate transferring. 

Past studies mainly focus on the number and the heterogeneity of past experience (Haleblian 

& Finkelstein, 1999; Porrini, 2004; Zollo & Reuer, 2006), we contribute to the organizational 

learning structure as we find that the quality of learning is also an important key factor for 

acquirer to reach a better performance. 

Our last finding is that although organizational learning helps acquirers improve its 

performance, it is not necessarily increase the willingness of acquirer to make a subsequent 

acquisition. Possible reason is that the organizational learning improves acquirer’s M&A 

capability to select a good deal instead of falling into the trap of a bad investment opportunity 

or hubris of the management team. This finding contribute to organizational learning theory as 

past studies do not connect acquirer’s behavior to its performance (Haleblian & Finkelstein, 

1999; Porrini, 2004; Zollo & Reuer, 2006). 

In the next chapter, we will review the prior literature about organizational learning theory 

and dedicated organizational function. We will also give our hypothesis of our research 
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question. In chapter three, we will present the restrictions when we select samples and the 

method of empirical experiment design. In chapter four, we will show how we deal with our 

data and our empirical result. Following the result, we combine the result and our hypothesis 

to answer our research question. In the final chapter, we will give our research conclusion.  

 

2. Literature and Hypothesis 

2.1 Organizational Learning Theory 

Organizational learning means a change in the organization that occurs as the organization 

acquires experience (Argote and Miron-Spektor, 2011), it identifies the conditions in which 

experience leads to adaptive performance (Levitt and March, 1988; Weick, 1979). 

Organizational learning is viewed as routine-based, history-dependent, and target-oriented 

(Levitt and March, 1988). Research on organizational learning suggests that organizational 

behavior is guided both by (a) routines that stem from experiences and (b) performance 

feedback (Greve, 2003). Routines that stem from experiences can be explicit, such as the 

standard operating procedures of an organization, but these explicit routines can help 

preserving implicit knowledge at the same time. Because executers of acquirer can set a certain 

routine process without further explanation. (Birnholtz et al. 2007, Nelson and Winter 1982). 

Besides, routines can be a source of organizational memory, which can be preserved even when 

key organizational members leave (Weick and Gilfillan, 1971), as organizational members are 

likely to retrieve similar information from organizational memory (Douglas, 1986). Related 

studies point out that organizational learning can happen on a non-frequent event. In related 

literature, Sampson (2007) find that alliance experience improve the innovative performance 

of subsequent alliances, while Piaskowska and Barkema (2007) find that experience with 

minority international joint ventures (IJVs) increases the performance of minority IJVs, these 

finding suggest that organizational learning can be applied to mergers and acquisitions. 

Follow the traditional learning curve perspective, prior literature regard organizational 

learning on mergers and acquisitions are based on the concept of ‘learning by doing’, which 

means (1) An organization's acquisitions are similar to each other (2) Experience effects are 

positive (3) Experience equate learning, leads to predict that organization can learn positive 

inferences from its past acquisition experiences. Possible things that firms can learn from its 

past experiences might be foreign culture, institutional characteristic or region experience 

(Barkema, Bell, & Pennings,1996); organizational flexibility and target selection skills (Hitt et 
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al.,1993); sensitive treatment of acquired-firm employees (Lubatkin, 1983); cooperation 

between line managers (Haspeslagh and Jemison, 1991).  

However, it is possible for firms to make mistakes during learning. The first problem is 

identifying errors. As mergers and acquisitions are considered as causal ambiguity (Lippman 

& Rumelt, 1982), implying that it is difficult to disentangle “causal relationships between the 

decisions or actions taken and the performance outcomes obtained” (Zollo & Winter, 2002: 

348) and, therefore, to learn (see also March, Sproull, & Tamuz, 1991). So acquirers might use 

similar surface features to recognize the current target while missing the dissimilar structural 

features (Novick, 1988), leads to inappropriate generalization. According to Haleblian and 

Finkelstein (1999), they point out that Philip Morris inappropriately consider the 7-Up and 

Miller Beer acquisitions as similar. In its 1978 annual report, the Philip Morris mention that 

soft drinks and beer are both "reasonably priced, relatively low-cost consumer items that give 

pleasure to users, who repeat their purchases often when the quality of the product satisfies 

their expectations.", so they consider these two cases face same challenges. Thus they use their 

inference generated from experience of Miller Beer and spend heavily on (1) plant and 

equipment and (2) advertising. However, soft drink industry is rely on concentrate production. 

Unlike beer manufacturing, it is not a capital-intensive business and cannot benefit to the same 

extent from economies of scale (Miller and Dess, 1993). Also, in soft drink industry,  Coke 

and Pepsi were already spent aggressively on advertising, thus spending money on 

advertisement can generate little benefit. This led to the divested five years after the acquisition 

for one-third of the value Philip Morris had invested in it (Harvard College, 1985).  

For the second problem, mergers and acquisitions are considered as causal ambiguity 

events (Lippman and Rumelt, 1982) because the processes of acquisition consist of many 

interdependent sub-activities, such as due diligence, negotiation, financing, and integration, 

each of which is complex itself. (Hitt et al., 2001). Therefore, there are high levels of 

heterogeneity along multiple dimensions (Zollo and Singh, 2004). This problem will lead to 

“using inappropriate inference even on the right target” if the acquirer cannot fully analyze 

these processes and encode them into a correct inference. Because of these problems, even 

though there are possible inferences that acquirer can learn from experiences, it is often for 

acquirer to use inappropriate inference, resulting in poor performance (Adams, 1980). 

The second mechanism of learning guiding the organizational behaviors is performance 

feedback. Poor performance feedback of the firm will lead to organizational changes in many 

ways, including chief executive officer change (e.g., Warner, Watts, and Wruck, 1988; Puffer 
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and Weintrop, 1991), strategic change (Lant, Milliken, and Batra, 1992), and divestitures 

(Kaplan and Weisbach, 1992) while good performance should lead to organizational inertia 

(Miller and Chen, 1994). In contrast to the first form of learning, the second mechanism of 

learning takes time to influence acquirers’ behaviors after they finish the acquisitions, but it 

always makes a positive learning effect. In a long run, firms should expand their routines 

(Levitt and March, 1988; Zollo and Winter, 2002) and knowledge (Cohen and Levinthal, 1990; 

Walsh, 1995) by finding out which old routines can be used in new settings and which cannot, 

and combining the successful ones with new ones; in so doing they retain what is productive 

and weave new routines into their repertoires (Levitt and March, 1988). The tendency to 

generalize inappropriately should diminish while the tendency to generalize appropriately 

should increase (Haleblian and Finkelstein, 1999), leading to greater success. After the 

interaction of these two learning mechanism, the result of the learning will be a non-linear 

phenomenon. 

Another perspective that influences the result of learning is the heterogeneity of past 

experience. Experiences with different properties have different effects on learning outcomes, 

so analyzing experiences enable us to determine which experience is a good “teacher” and 

which it is not (March 2010). For example, heterogeneous experience has been found to 

increase learning outcomes more than homogeneous experience (Haunschild and Sullivan 2002, 

Schilling et al. 2003).  We add a measurement of past acquisition called “similarity portion” 

to examine the heterogeneity of past experience, which is the percentage of past acquisition 

experience that share the same industry of the current target. As inappropriate application of 

past experience is one of the reasons of negative learning effect, we then further point out that 

target’s industry that is similar to previous acquisitions should outperform acquisitions that are 

dissimilar to previous acquisitions when the combined effects of generalization and 

discrimination are examined, according to some evidence such as firms pursuing a related 

diversification strategy often outperform firms pursuing an unrelated diversification strategy 

(e.g., Rumelt, 1974; Montgomery and Singh, 1984; Robins and Wiersema, 1995), also, firms 

in the same industry might face similar challenge, which increase the possibility of useful 

experience that can learn from the past experience. 

 In order to further understand how acquisition experience, become capability, Hébert et 

al. (2005) argue that experience in itself is not sufficient for the development of acquisition 

capability because it does not necessarily imply that the lessons will be in the right place at the 

right time. Firms learn and accumulate such knowledge by making deliberate associations 
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between past actions, the effectiveness of those actions, and future actions (Fiol and Lyles, 

1985). Zollo and Winter (2002) propose that deliberate learning efforts to articulate and codify 

collective knowledge relevant to undertake complex organizational tasks act as a basis for 

improving a firm's skills to manage those tasks more effectively. According to these past studies, 

accompanied by the ideas of knowledge-based views (Zander and Kogut, 1995; Kale and Singh, 

2007), dynamic capabilities (Zollo and Winter, 2002) and evolutionary economics (Nelson and 

Winter, 1982), we can see organizations develop routines through experiences need four 

process: (1) articulation, (2) codification, (3) sharing and (4) internalization. These learning 

and knowledge accumulation processes reflect a higher-order dynamic capability through 

which a firm systematically generates and modifies its operating routines or skills in pursuit of 

improved effectiveness with the task at hand (Kale and Singh, 2007). Thus taking the ideas 

from alliance scholars, (Kale and Singh, 2007; Liu and Ravichandran, 2011), we introduce the 

idea of dedicated function to helps explain how firms articulate past acquisition experience into 

acquisition ability, we also discuss how a dedicated function itself helps firms achieve a better 

acquisition performance through other channels. 

2.2 A Dedicated Organizational Function 

A dedicate organizational function in charge of capturing prior experience is important in 

enabling firms to gain, integrate, and disseminate their M&A process and management know-

how. A dedicated organizational function has several benefits. First, it has the organizational 

legitimacy to reach across divisions and functions and request the resources necessary to 

support the firm's initiatives (Kale, Dyer and Singh, 2002). Second, over time, individuals 

within the function might develop networks of contacts throughout the organization. They 

come to know where can find useful resources reside within the organization (Kale, Dyer and 

Singh, 2002). Finally, it motivates the company to develop metrics and to systematically 

evaluate the performance (Kale, Dyer and Singh, 2002). For merger and acquisition, although 

actual M&A decisions still remain within certain business units or corporate management 

teams (Trichterborn, Knyphausen-Aufseß, and Schweizer, 2015), which means a dedicated 

M&A function cannot make a call for the subsequent acquisition, it can still be able to influence 

the decision making to avoid making a value-hurting acquisition decision. By the possible 

benefit that we list above, we believe an M&A function itself will help the firm achieve a better 

learning for its past acquisition experience. 
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2.3 Hypothesis 

First we discuss how acquirer’s learning behavior influence the acquirer’s behavior. 

Acquirer’s learning comes from both past experience (Nelson and Winter, 1982; Levitt and 

March, 1988; Weick, 1979) and performance feedback (Greve, 2003). For the first mechanism, 

acquirer that learning from its past acquisitions might consider itself more skillful about the 

process and be able to secure larger benefits in later deals (Aktas, Bodt and Roll, 2013). After 

expanding routines (Levitt and March, 1988; Zollo and Winter, 2002), acquirer might 

overestimate its chances of future success in that domain and to focus on exploiting existing 

capabilities instead of exploring new ones (March, 1991), or argue that the policy is not 

incorrect, but the action has not been pursued with sufficient vigor cause the failure (Staw, 

1976; Levitt and March, 1988). So the organization is likely to repeat a particular strategic 

action or direction (e.g., Amburgey, Kelly, & Barnett, 1993; Gulati, 1995; Shaver, Mitch ell, & 

Yeung, 1997). This will lead to a higher willingness for acquirer to make a subsequent 

acquisition, including those acquisition that can actually harm acquirer’s value. Besides, 

Organizational mindsets or ideologies can affect perceptual or cognitive constraints can serve 

as mechanisms leading to inertia (Prahalad and Bettis, 1986; Jemison and Sitkin, 1986; 

Duhaime and Schwenk, 1985; Schwenk, 1984). This might affect the perceptions of the 

environment and constrain the types of actions (Thomas and McDaniel, 1990; Porac, Thomas, 

and Baden- Fuller, 1989; Prahalad and Bettis, 1986; Daft and Weick, 1984). 

However, after the second mechanism of the organizational learning figure out what 

inferences are inappropriate by poor performance feedback (Greve, 2003), acquirers might be 

able to correct the flaw of its original strategy and avoid being overconfidence and decide to 

take less acquisition. In another condition, according to optimal target picking (Ahern, 2008) 

and time-varying investment opportunity sets (Klasa and Stegemoller, 2007), after generating 

M&A capability, acquirers will skip those target as the can identity these targets are less 

attractive deals, which might hurt the acquirer’s firm value. In a word, after it takes times for 

firm to reach a better M&A capability, acquirer’s will start to decrease its willingness of taking 

other acquisitions. We then give the following hypothesis:  

Hypothesis 1: Acquirer with a better organizational learning should decrease the 

willingness of acquirer to make a subsequent acquisition.   

Next we discuss how acquirer’s learning behavior influence the acquirer’s subsequent 

acquisition’s performance. As we discuss before, acquirer first generate inappropriate inference 

first. After the second mechanism to identify the appropriate inference, acquirer can 
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differentiate useful inference to increase its M&A capability such as foreign culture, 

institutional characteristic or region experience (Barkema, Bell, and Pennings,1996); 

organizational flexibility and target selection skills (Hitt et al.,1993); sensitive treatment of 

acquired-firm employees (Lubatkin, 1983); cooperation between line managers (Haspeslagh 

and Jemison, 1991). This is in line with the perspective of resource-based view (Wernerfelt, 

1984; Barney, 1991), dynamic capabilities (Teece, Pisano, and Shuen, 1997), evolutionary 

economics (Nelson and Winter, 1982), and the emerging literature on organizational learning 

and the knowledge-based view of the firm (Kogut and Zander, 1992, 1995; Conner and 

Prahalad, 1996; Grant, 1996) that individually and organizationally held knowledge acts as a 

basis for creating firm-level capabilities that act as a source of competitive advantage (Grant, 

1996).  

Besides, as we discuss before that what and how acquirer learn from its past experience 

can affect the learning result. An M&A function might be helpful to codify appropriate 

inference and generate acquirer’s M&A capability as Henderson and Cockburn (1994) 

demonstrate the usefulness of higher-order organizing mechanisms to generate organizational 

knowledge. They find that having a team or individual that centrally coordinates the firm's 

R&D know-how and activity leads to significant improvements in R&D productivity. Similarly, 

Clark and Fujimoto (1990) highlighte the positive impact of centrally coordinating various 

groups and activities during the development of new product designs in the automotive industry. 

Dyer and Nobeoka (2000) finds Toyota create a separate organizational unit that has been 

assigned the responsibility to accumulate, store, integrate, and diffuse production knowledge. 

Toyota's 'Operations Management Consulting Division' represents a mechanism designed to 

centrally coordinate and share valuable production knowledge throughout Toyota' s network.  

For the heterogeneity of past acquisition experience, not only a related diversification 

strategy often outperforms firms pursuing an unrelated diversification strategy (e.g., Rumelt, 

1974; Montgomery and Singh, 1984; Robins and Wiersema, 1995), but also past experiences 

in the same industry with the current target might increase the possibility of proper inference 

transfer, they might face the same challenge and environment. So how and what the acquirer 

learn from past acquisition experience is important if they want to generate appropriate 

inference, for example, helps acquirers differentiate challenges of various types of acquisitions 

(Haleblian and Finkelstein, 1999), selecting the right acquisition (Hayward, 2002) and 

improving their management of future transactions (Bruton, Oviatt, & White, 1994). 

In a word, an appropriate organizational learning could help acquirer using appropriate 
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inference on its current target and lead to a better value creation, while an inappropriate learning 

could risk acquirer’s firm value. We then set the following hypothesis: 

Hypothesis 2: Acquirer with a better organizational learning should have a better 

acquisition long-term performance in the subsequent acquisition.   

 Last but not least, Hietala, Kaplan, and Robinson (2001) note that the announcement of a 

takeover reveals information about the potential synergies in the combination, the stand-alone 

values of the bidder(s) and target(s), and the bidder overpayment. Even the acquirer wants to 

hide its strategy or its learning result, managers inevitably possess more and richer information 

about their firms’ acquisitions (Schijven & Hitt, 2012; Bettis, 1983; Myers and Majluf, 1984; 

Jennings and Mazzeo, 1991). Also, stock market is able to identify value-enhancing mergers 

upon their announcement (Long, Young, 2007). Thus even under the presumption that the stock 

market is semi-strong efficient, the spillover of private information from previous mergers (not 

only from the firm itself, but also from the whole industry) adds to the stock of public 

information, and thereby facilitates more correct valuations of current acquisition in the long 

run. As a better organizational learning should lead to a better acquisition performance, we then 

give the following hypothesis:  

Hypothesis 3: Acquirer with a better organizational learning should have a better 

acquisition announcement effect in the subsequent acquisition.   
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3. Empirical Design 

3.1 Data and Sampling 

We collect Merger and acquisition data from SDC Platinum US M&A database over the period 

from January 1, 1990, to December 31, 2016, while acquisition function data are collected from 

LEXIS-NEXIS Academic Universe database. We follow Golubov, Yawsona and Zhang (2015), 

Fuller, Netter, and Stegemoller (2002) and Masulis, Wang, and Xie (2007) and impose the 

following restrictions. First, the bidder must be a US publicly listed company, and the target 

must be a US public, private, or subsidiary firm. Next, in order to ensure the importance of the 

acquisition, the acquisition must be completed, the transaction value must exceed $1 million, 

and the acquirer must own less than 50% of the target stock before the acquisition and achieve 

100% after. If we observe multiple deals announce by the same firm on the same day, we will 

check targets’ parent companies. For those different targets but with the same parent companies, 

they will be added as one deal, for those different targets from different parent companies, they 

will be excluded. Also, all control variable should be available, which will require the bidder's 

stock price data for 300 trading days prior to the announcement are available from Center for 

Research in Security Prices (CRSP), and accounting data for the year-end immediately prior to 

the announcement are available from Compustat. Last, the company information should be 

available on LEXIS-NEXIS Academic Universe database in order to identify the M&A 

function. 

Following these requirements, the sample contains 4238 firms with 9693 transactions. 

Compare to past studies that examine how experience affects firm’s performance (Hayward, 

2002; Wright, Peter, et al., 2002; Kroll, Wright, Toombs and Leavell, 1997; Fowler & Schmidt, 

1989), where they chose to examine firms from certain industry or short time period, leads to 

a small sample size that not even exceed 1000, we offer a comprehensive dataset that covers 

long period of time to understand the general effects about how experience works on acquirer’s 

behavior and short/long term performance. 

3.2 Measurement of Learning 

In order to measure the heterogeneity of past acquisition experience and the quality of 

acquirer’s learning, we use the following methods as measurement. For the heterogeneity of 

past acquisition experience, we consider the quantity of it by using the number of past 

acquisition experience, and the characteristic of it by using the similarity portion, or percentage 
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of past merger target share the same industry code of the current merger target. For the quality 

of acquirer’s learning, we measure it by identifying the existence of M&A function. Taking the 

ideas from alliance lectures (Trichterborn, Knyphausen-Aufse, and Schweizer, 2015; Kale and 

Singh, 2007), where they use job title to determine whether they have a certain organizational 

function in charge of certain works such as Alliance, a dedicated M&A function is measured 

by a categorical variable indicating the extent to which the firm has established a position which 

is responsible for all M&A-related activities, such as “M&A Director”, “Director M&A 

Strategy and Investments”, “Corporate Development”, “M&A and Investment Director”, we 

encode the variable as one if we find such a position. We code the variable as zero if none of 

the positions mentioned before is find in the firm. We search these job title by using LEXIS-

NEXIS Academic Universe database, it is a database that collects full-text documents from 

news coverage, legal sources for federal and state cases and business information resource. We 

also check the job description for further information if we think the title itself is not clear 

enough. We then show the result in the following section. 

3.3 Empirical Models 

In total, we use three models in this study, which are probit model for the possibility to 

make next acquisition in model 1, ordinary least squares model with CAR as the dependent 

variable in model 2, and ordinary least squares model with BHAR as the dependent variable in 

the last model. In the first model, we follow Harford and Uysal (2014) and develop the first 

model as below with yearly fixed effect:  

Y𝑖𝑡 = 𝛼 + 𝛽1 × 𝑅𝑎𝑡𝑖𝑛𝑔 𝑑𝑢𝑚𝑚𝑦 + 𝛽2 × 𝑆𝑎𝑙𝑒𝑠 + 𝛽3 ×
𝐶𝑎𝑠ℎ ℎ𝑜𝑙𝑑𝑖𝑛𝑔𝑠

𝑇𝐴
+ 𝛽4

× 𝑀𝑎𝑟𝑘𝑒𝑡 𝑙𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽5 × 𝑆𝑡𝑜𝑐𝑘 𝑟𝑒𝑡𝑢𝑟𝑛 + 𝛽6 × 𝑀𝑎𝑟𝑘𝑒𝑡 𝑡𝑜 𝑏𝑜𝑜𝑘 + 𝛽7

×
𝐸𝐵𝐼𝑇𝐷𝐴

𝑇𝐴
+ 𝛽8 × 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 𝑀&𝐴 𝑙𝑖𝑞𝑢𝑖𝑑𝑖𝑡𝑦 + 𝛽9 × 𝐻𝑒𝑟𝑓𝑖𝑛𝑑𝑎ℎ𝑙 𝑖𝑛𝑑𝑒𝑥

+ 𝛽10 × 𝐸𝑥𝑝𝑒𝑟𝑖𝑒𝑛𝑐𝑒 + 𝛽11 × 𝐸𝑥𝑝𝑒𝑟𝑖𝑒𝑛𝑐𝑒2 + 𝛽12 × 𝑆𝑖𝑚𝑖𝑙𝑎𝑟𝑖𝑡𝑦 𝑝𝑜𝑟𝑡𝑖𝑜𝑛

+ 𝛽13 × 𝑀&𝐴 𝑓𝑢𝑛𝑐𝑡𝑖𝑜𝑛 + 𝛽14 × 𝑀&𝐴 𝑓𝑢𝑛𝑐𝑡𝑖𝑜𝑛 × 𝐸𝑥𝑝𝑒𝑟𝑖𝑒𝑛𝑐𝑒 + 𝜀𝑖𝑡 

Where Y𝑖𝑡=1 if the firm undertakes an acquisition, else Y𝑖𝑡=0.  

In this probit models, we control several factors that are not accounted for in the univariate 

analysis but could affect the likelihood of making an acquisition. First, we control rating 

dummy as the access to the debt market means easier for the firm to gain capital, which will 

increase the likelihood of taking an acquisition (Harford and Uysal, 2014). We also add the 

natural logarithm of sales to control for firm size as large firms are more likely to make 
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acquisitions (Almazan, de Motta, Titman, and Uysal, 2010), and disentangle the interaction 

effects of firm size and rating as large firms are more likely to have a better rating. Also, the 

regressions include Cash Holdings divided by Total Asset, as firms with large cash holdings 

are more likely to undertake acquisitions (Harford, 1999). Next, Market Leverage in the 

regressions to separate the effects of leverage and having a rating, while leverage will decrease 

the likelihood of taking an acquisition as the higher the leverage, the more financial risk the 

firms already take. Furthermore, in order to account for potential effects of investment 

opportunities and misvaluation, we add Stock Return and Market-to-Book variables in 

multivariate analysis, and we add EBITDA/TA in our regressions, as better performing firms 

are more likely to undertake acquisitions (Roll, 1986; Harford, 1999).  Following 

Schlingemann, Stulz, and Walkling (2002), we then also control the liquidity of the market for 

corporate assets within an industry by including the Industry M&A Liquidity Measurement, 

cause industry with a higher liquidity of asset are more likelihood to make an acquisition. Last, 

the industry with higher concentration means acquirer have less target to buy within the 

industry but increase the likelihood of taking a cross-industry acquisition. We then report the 

marginal effect in Table2 for further explanation in the next chapter.  

In the second model, in order to examine how corporate learning effect on firm’s 

announcement effect, we then follow Golubov, Yawsona and Zhang (2015) and set the 

following model:  

CAR(−2,+2) = 𝛼 + 𝛽1 × 𝐴𝑐𝑞𝑢𝑖𝑟𝑒𝑟 𝑠𝑖𝑧𝑒 + 𝛽2 × 𝑇𝑜𝑏𝑖𝑛′𝑠 𝑄 + 𝛽3 × 𝑅𝑢𝑛 𝑢𝑝 + 𝛽4

× 𝐹𝑟𝑒𝑒 𝑐𝑎𝑠ℎ 𝑓𝑙𝑜𝑤 + 𝛽5 × 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽6 × 𝑆𝑖𝑔𝑚𝑎 + 𝛽7

× 𝑅𝑒𝑙𝑎𝑡𝑖𝑣𝑒 𝑠𝑖𝑧𝑒 + 𝛽8 × 𝑅𝑒𝑙𝑎𝑡𝑒𝑑𝑛𝑒𝑠𝑠 + 𝛽9 × 𝑇𝑒𝑛𝑑𝑒𝑟 𝑜𝑓𝑓𝑒𝑟 + 𝛽10

× 𝐻𝑜𝑠𝑡𝑖𝑙𝑒 + 𝛽11 × 𝑃𝑢𝑏𝑙𝑖𝑐 × 𝐴𝑙𝑙 𝑐𝑎𝑠ℎ + 𝛽12 × 𝑃𝑢𝑏𝑙𝑖𝑐 × 𝑆𝑡𝑜𝑐𝑘 + 𝛽13

× 𝑃𝑟𝑖𝑣𝑎𝑡𝑒 × 𝐴𝑙𝑙 𝑐𝑎𝑠ℎ + 𝛽14 × 𝑃𝑟𝑖𝑣𝑎𝑡𝑒 × 𝑆𝑡𝑜𝑐𝑘 + 𝛽15 × 𝑆𝑢𝑏𝑠𝑖𝑑𝑖𝑎𝑟𝑦

× 𝐴𝑙𝑙 𝑐𝑎𝑠ℎ + 𝛽16 × 𝐸𝑥𝑝𝑒𝑟𝑖𝑒𝑛𝑐𝑒 + 𝛽17 × 𝐸𝑥𝑝𝑒𝑟𝑖𝑒𝑛𝑐𝑒2 + 𝛽18

× 𝑆𝑖𝑚𝑖𝑙𝑎𝑟𝑖𝑡𝑦 𝑝𝑜𝑟𝑡𝑖𝑜𝑛 + 𝛽19 × 𝑀&𝐴 𝑓𝑢𝑛𝑐𝑡𝑖𝑜𝑛 + 𝛽20 × 𝑀&𝐴 𝑓𝑢𝑛𝑐𝑡𝑖𝑜𝑛

× 𝐸𝑥𝑝𝑒𝑟𝑖𝑒𝑛𝑐𝑒 + 𝜀𝑖 

For the dependent variable, following Golubov, Yawson and Zhang (2015), we use the 

standard event study methodology to compute the cumulative abnormal returns (CARs) of the 

sample acquirers over the event window (-2, +2) around the announcement date. The CARs 

are measured as returns in excess of those predicted by the market model with a benchmark 

being the CRSP value-weighted index and parameters estimated over a period from 300 to 91 
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days prior to the announcement. 

For the acquirer characteristic independent variables, first, we control the Natural 

logarithm of size effect as the market value of acquirer’s 11 days before the announcement as 

evidence supporting the managerial hubris hypothesis, as Roll (1986) find that on average 

larger acquirers pay higher premiums and make acquisitions that generate negative dollar 

synergies. Next, prior studies find that an acquirer’s Tobin’s q has an ambiguous effect on CAR. 

Lang, Stulz, and Walking (1991) and Servaes (1991) document a positive relation for tender 

offer acquisitions and public firm acquisitions, cause higher Tobin’s q means these acquirers 

have good investment opportunity, while Moeller, Schlingemann, and Stulz (2004) find a 

negative relation in a comprehensive sample of acquisitions, as it could simply be that they are 

more likely to be overvalued. We then control Tobin’s q to avoid this effect on our topic. We 

also run-up effect to avoid the influence of past events and market environment. Furthermore, 

as Jensen’s (1986) free cash flow hypothesis argues that managers realize large personal gains 

from empire building and predicts that firms with abundant cash flows but few profitable 

investment opportunities are more likely to make value-destroying acquisitions than to return 

the excess cash flows to shareholders and was supported by evidence of Stulz, and Walkling 

(1991), we add free cash flow as our control variable. Gilson (1990) presents evidence of 

increase CEO and board turnover when firms fall into financial distress, Masulis, Wang, and 

Xie (2007) suggest leverage also provides incentives for managers to improve firm 

performance, since managers have to cede significant control to creditors and often lose their 

jobs if their firms fall into financial distress, so we add leverage into our regression. Sigma (or 

idiosyncratic volatility), which is used as a measure of information asymmetry (Dierkens, 

1991), will also influence the CAR. Moeller, Schlingemann and Stulz (2007), provide evidence 

that high sigma bidders generate lower announcement period returns in stock acquisitions, as 

the announcement signals to the market that bidder management believes the firm’s common 

stock is overvalued, in contrast, if management makes a cash offer, the market infers that equity 

is worth more than its market value, which is good news and leads to higher abnormal returns. 

The higher the information asymmetry, the stronger the signaling effects, so we control the 

Sigma in our regression.  

For the deal characteristic independent variable, bidder’s returns have been shown to 

decrease the relative size of the target in public acquisitions (Jensen and Ruback (1983), 

Travlos (1987), and Servaes (1991), so we included this into our model. We also included 

Relatedness, which compares the industry of target and acquirer, which is used to check 
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whether it is a diversity strategy or not. Notice that is different from the similarity portion we 

use later, which compares the industry of the target and that acquirer has bought before. Morck, 

Shleifer, and Vishny (1990) find that diversifying acquisitions usually destroy shareholder 

value, while potentially benefiting self-interested managers, so we included relatedness into 

our model. Next, past studies have reported a mixed result on how tender offer influence the 

CAR. For instance, Lang, Stulz, and Walking (1991) and Servaes (1991) document a positive 

relation for tender offer acquisitions and public firm acquisitions, respectively, while Moeller, 

Schlingemann, and Stulz (2004) find a negative relation in a comprehensive sample of 

acquisitions, so we add this into our model in control the effect of tender offer. We also control 

hostile deal as scholars report that hostile transactions are associated with lower bidder returns, 

which is because of the higher takeover premia paid in these transactions (Bruner and Perella 

(2004)). Last but not least, Chang (1998) and Fuller, Netter and Stegemoller (2002) has shown 

that acquisitions of private targets are generally value-increasing, while those of public targets 

are more likely to be value-decreasing. As the acquirer pays a lower acquisition premium (a) 

to compensate for the illiquidity of the asset, (b) to compensate for the opacity of the target, 

and (c) because the unlisted target takes liquidity as a form of nonpecuniary payment (following 

Capron and Shen, 2007; Faccio, McConnell, and Stolin, 2006).  

Except for the acquirer and deal characteristic control variable, Harford, Humphery-

Jenner, and Powell (2012) suggest that the incentive of managers will also influence the 

accouchement effect, as they observe a significant value decreasing in buying subsidiary or 

private target with cash, because paying cash has the effect of avoiding both internal scrutiny 

and the potential creation of a block holder, this might make them chose a less favorable target, 

in contrast, if a bidder buys a private target with stock, it creates a large shareholder which has 

the ability and motivation to monitor bidding management going forward, evidence also shows 

that bidders using equity to buy private targets receive higher announcement returns on average. 

The same things also happen when target are a public company, as managers would avoid using 

stock to acquire a target that has a large monitoring block holder. So we follow Harford, 

Humphery-Jenner, and Powell (2012) and a set of interactions between target listing status and 

the method of payment. 

 For the last model, by following Nain and Yao (2013), we set the cross-sectional 

regression is estimated using ordinary least squares with industry fixed effects (at the two-digit 

SIC level) and year fixed effects: 
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𝐵𝐻𝐴𝑅 = 𝛼 + 𝛽1 × 𝑅𝑒𝑙𝑎𝑡𝑖𝑣𝑒 𝑠𝑖𝑧𝑒 + 𝛽2 × 𝑃𝑒𝑟𝑐𝑒𝑡𝑎𝑔𝑒 𝑜𝑓 𝐶𝑎𝑠ℎ + 𝛽3 × 𝐷𝑖𝑣𝑒𝑟𝑠𝑖𝑓𝑦 + 𝛽4

× 𝐻𝑜𝑠𝑡𝑖𝑙𝑒 + 𝛽5 × 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 + 𝛽6 × 𝑀𝑎𝑟𝑘𝑒𝑡 𝑡𝑜 𝑏𝑜𝑜𝑘 + 𝛽7 × 𝑆𝑖𝑧𝑒 + 𝛽8

× 𝑃𝑎𝑠𝑡 𝑟𝑒𝑡𝑢𝑟𝑛𝑠 + 𝛽9 × 𝐸𝑥𝑝𝑒𝑟𝑖𝑒𝑛𝑐𝑒 + 𝛽10 × 𝐸𝑥𝑝𝑒𝑟𝑖𝑒𝑛𝑐𝑒2 + 𝛽11

× 𝑆𝑖𝑚𝑖𝑙𝑎𝑟𝑖𝑡𝑦 𝑝𝑜𝑟𝑡𝑖𝑜𝑛 + 𝛽12 × 𝑀&𝐴 𝑓𝑢𝑛𝑐𝑡𝑖𝑜𝑛 + 𝛽13 × 𝑀&𝐴 𝑓𝑢𝑛𝑐𝑡𝑖𝑜𝑛

× 𝐸𝑥𝑝𝑒𝑟𝑖𝑒𝑛𝑐𝑒 + 𝜀𝑖 

For the dependent variable, we follow the standard methodology outlined in Lyon, Barber, 

and Tsai (1999) and calculate 24-month and 36-month buy-and-hold abnormal returns 

(BHARs). We have to calculate the buy-and-hold return of an acquirer during the 24/36 months 

following announcement and then less the buy-and-hold return of a Fama-French 5×5 size and 

book-to-market matched portfolio, which is according to sorting the size of the firm into five 

level and sorting the book-to-market of the firm into another five level, then combine to create 

a 5×5 matrix in order to match the benchmark portfolio to get the return. In the end, we have 

sample size 8322 and 7953 respectively.  

For the independent variable, we control for size, book-to-market because we already use 

then in the process of our long-run stock performance calculation following Lyon, Barber and 

Tsai (1999). Besides, Loughran and Vijh (1997) and Rau and Vermaelen (1998) show that stock 

consideration predicts negative post-acquisition returns while cash acquirer predicts a better 

post-acquisition returns, we then follow the method of Nain and Yao (2013) by using the 

percentage of cash to consider both of this effect. Loughran and Vijh (1997) also show that 

hostile takeovers outperform in the post-acquisition period, as new managers are more likely 

to create additional value when they are appointed. Also, the role of momentum in short-term 

continuation (Jegadeesh and Titman, 1993) and long-run reversals (DeBondt and Thaler, 1985) 

suggests the need to control for momentum in our analysis as well, so we add Past Return to 

control this effect. Last but not least, some factors that will influence CAR should also 

influence BHAR in the same reasons will be included in the model, there are Relative size, 

Acquirer leverage and Relatedness (which is the opposite of Diversify). The reasons that we 

examine on both 24 months and 36 months BHAR is that we find in our data that lots of firms 

make a subsequent acquisition within three-year after their previous acquisition, we consider 

that using 24 months BHAR might be more proper to get the conclusion without being 

influenced by the subsequent acquisition. 

Next, we should discuss how we calculate the experience variable in our model. In order 

to properly examine the effect of firm’s learning effect, we separate our full sample into another 
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two sub-sample in CAR and BHAR model, which are full sample that contains all firms that 

had ever made mergers and acquisitions since 1990, firms do M&A for more than one times of 

acquisition (N>1), and firms do M&A for more than two times of acquisition (N>2), by doing 

so we can exclude firms that only do mergers and acquisitions for a short-term project or for 

another purpose instead of executing their long-term strategy, also we can see the different of 

the learning effects between those frequent acquirers. Besides, another dimension needs to be 

discussed is about the time of the experience. Recent experience has been found to be more 

valuable for organizational learning than experience acquired further in the past (Argote et al. 

1990, Baum and Ingram 1998, Benkard 2000), in the meantime there are ample evidence that 

knowledge will decay or depreciation (Argote et al. 1990, Darr et al. 1995, Benkard 2000, 

Thompson 2007). Considering these time effect might influence the effectiveness of experience 

and take the detailed review of Barkema and Schijven (2008), we can see that instead of using 

all the mergers and acquisitions experience that happened in the firm’s history, another way is 

to calculate mergers and acquisitions experience that happened within certain time period. we 

separate the way of counting experience as counting all the experience and counting experience 

happened within three years only.  

 

4. Empirical Results 

In Table 1a, we report the mean, medium, and quartile for the financial variables in model 

1. In Table 1b, we report the mean, medium, and quartile for the financial variables, CAR and 

BHAR in model 2 and model 3. We can see that the mean of CAR (-2, +2) is 0.011, which is 

comply with the result of the past studies (Moeller, Schlingemann, and Stulz, 2004). For long-

term performance, we can see that 36 months buy-and-hold abnormal return is -0.04, which is 

in line with past studies result (Mitchell and Stafford, 2000; Oler, 2008; Brockman, Oliver and 

Huan, 2013). We use the same calculation method to calculate 24 months buy-and-hold 

abnormal. In our sample, there are 38.1% using stock in their transaction, while there are 27.5% 

using all cash as their payment method. The last thing is that there are 49.4% of the target are 

subsidiary. In table 3, we report the mean value of CAR and BHAR of all acquirers, acquirers 

that make more than one acquisition and acquirers that make more than two acquisitions. We 

find that acquirers do more mergers and acquisitions experience a less negative long-term 

performance. Possible reason is that according to the semi-efficient market theory, the market 

can only observe the information of the mistakes that acquirers have made in past acquisition, 
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but missing the learning that acquirers have made.    

We test how organizational learning will influence the acquirer’s behavior in our first 

model. In Table 2 we report average marginal effects of probit analysis model. For the control 

variable, only rating dummy and EBITDA divided by total assets is non-significant. For 

explanation variables, we can see that experience have a significant positive effect on the 

likelihood of taking an acquisition, while the square-term of the experience have a significant 

negative effect on the likelihood of taking an acquisition. This means acquirer's acquisition 

experience has an inverted U-shaped relationship with the possibility of making an acquisition, 

as we described in the hypothesis 1, this means that at first acquirers might overestimate its 

chances of future success, but after time pass by, firms might reshape its strategy after having 

poor performance feedback or cultivate M&A capability to correct the flaw in its strategy. We 

can also find that the higher portion of the past experience sharing the same industry, the higher 

the likelihood of the acquirer making a subsequent acquisition, which means the more similar 

of the past experience sharing the same industry of the new target, the more likelihood of the 

acquirer making a subsequent acquisition, which is comply with the idea of of strategic 

momentum lectures that practices and strategies tend to keep evolving in the same direction 

(Miller and Friesen, 1983). Possible explanation or strategy for acquirers to keep making 

similar acquisition might be eliminating competitors (Anand and Singh, 1997), attaining 

economies of scale and scope (Scherer and Ross, 1990) and developing technical knowledge 

(Ahuja and Katila, 2001). However, M&A function only has a non-significant positive effects 

on the possibility of making an acquisition, which means a dedicated M&A function will not 

reinforce the firm’s willingness to make another acquisition, the knowledge they help 

accumulated from the past experience will not make firms fall into the cognitive trap. Combing 

these finding, we can find that the characteristic of past acquisition experience is more 

important than how acquirer learn when it comes to the decision making of the subsequent 

acquisition.  

We use model 2 to examine how organizational learning affect the announcement effect, 

where results are reported in Table 3 and Table 4. In Table 3 panel A, we run the regression 

with the cumulative abnormal return of the acquiring firm stock over the event window (-2, +2) 

surrounding the announcement date as the dependent variable. Following Masulis, Wang, and 

Xie (2007), Golubov, Petmezas, and Travlos (2012), and Harford, Humphery-Jenner, and 

Powell (2012) and control for acquirer size, Tobin's Q, stock price run-up, idiosyncratic stock 

return volatility (sigma), free cash flow, and leverage. Compare to the original model, most of 
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the coefficient and significant of the control variables are the same, except for the intercept and 

subsidiary multiple all-cash. For the explanation variables, we can see that the coefficient of 

experience is negative while the square term is positive, but the t-value do not match significant 

level. However, following the concept of time frame concept in learning theory and only count 

experience three years before the deal, we can see that t-value will rise to significant level, 

adjusted R-square will also rise to around 4.4 percent, which is in line with the result of prior 

studies that have adjusted R-square around 3.6–6.0% when using small sample size (e.g., 

Moeller, Schlingemann, and Stulz, 2004; Masulis, Wang, and Xie, 2007; Harford, Humphery-

Jenner,and Powell, 2012). This result is following our hypothesis 3, and we can see a U-shape 

relationship between experience and announcement performance, which echo to our suggestion 

that experience is easy to generate negative transfer effects on performance at first, but after 

the acquirer making more acquisition, investor will consider that acquirer will achieve a better 

acquisition result and the negative effect on experience on announcement effect will mitigate. 

In Table 3 Panel B, we add similarity portion as additional variable as the measurement of the 

perspective of heterogeneity of past acquisition experience, and we find that even control the 

depreciation of experience and using sub-sample that only have companies that make more 

than one acquisition, similarity portion only have a non-significant negative effect on 

announcement effect, which is followed by decreasing in adjusted R-square. So the similarity 

of the industry of past experience cannot help contribute a better announcement result. The 

market do not reward acquirers that keep making acquisitions in the same industry. A possible 

reason might because similar target makes acquirers can only generate synergy through a 

limited strategy such as cost down, while failing to explore new markets and capabilities and 

keep its competitive in the whole market (Hayward, 2002), in a word they cannot attain new 

knowledge to increase its M&A capability. In the end, this kind of strategy might make 

acquirers become more vulnerable to competitors whose acquisitions co-evolve with markets 

(Leonard-Barton, 1992; Penrose, 1959). In Table 4, we add M&A function as the measurement 

of the perspective of quality of learning. In the original model, we find that M&A function has 

a significant positive effect on announcement performance, and its coefficient is even larger 

than Tobin's Q and Run-up effect, almost equal to the effect of size effect, and the coefficient 

of M&A function is larger than that of the negative coefficient of experience. This result 

suggests that the M&A function do catch investor’s attention, as market reward it with a better 

announcement performance. However, we find a non-significant positive of the interaction 

column. In a word, investors generally consider experience as a negative factor of firm’s value, 

this might because mergers and acquisitions are criticized for poor value creation (e.g., Aktas, 
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Bodt, and Roll, 2011; King et al., 2004), but an M&A function can convince that the acquirer 

is doing M&A as part of its long-term strategy and willing to spend resource on it, which means 

its intention of acquisition is more positive, thus lead to a better announcement performance.  

Last, we use model 3 to examine how organizational learning affect the acquirer’s long-

term performance. In the Table 5 Panel A and Table 7 Panel A, we test the experience effect on 

long-term performance (24 months and 36 months respectively). At first, the experience 

variable is not significant. However, after we adjuste the effect of the amount of M&A and 

consider the time frame of experience, we find experience have a strong significant negative 

effect on long-term performance, while square-term have a positive effective on long-term 

performance, which means experience have a U-shaped relationship with long-term 

performance, which is comply with that in announcement effect. The result suggests that for a 

frequent acquirer’s performance do get hurts at its early stage, but the learning effect will help 

firms reach a better performance in the long run. In Table 5 Panel B and Table 7 Panel B, we 

test the similarity portion on long-term performance, in line with what we find in the previous 

sector, similarity portion have a non-significant effect on long-term performance, this finding 

implies that keep making acquisition in the same industry or keep the same acquisition strategy, 

is not a certification for a better performance in the long run. In Table 6 and Table 8, we examine 

the M&A function as the dummy and its interaction variable with experience. We find that 

M&A function has a significant positive effect on long-term performance, and its economic 

meaning is also rich, its coefficient is mostly larger than that of relative size. So a dedicated 

M&A function do helps firms achieve a better performance in learning. In addition, we find 

that M&A function interaction variable has a significant positive effect on 24 months’ long-

term performance and a non-significant positive effect on 36 months’ long-term performance. 

This result follows the finding in alliance field that dedicates alliance function contributes to 

the alliance learning process (Liu and Ravichandran, 2011). The possible reason for 36-months' 

result might because it is influenced by possible subsequent M&A event or the usefulness of 

past experience decrease as time pass by. In a word, we find a consistency result of dedicated 

M&A function on both short-term and long-term performance. In a word, the heterogeneity of 

past acquisition experience can only do little help to generate positive inference, while the 

quality of acquirer’s learning is the key point to achieve success in learning.  
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5. Conclusion 

Although past studies show a mixed result about the effect of experience on performance, 

most studies fail to generate an explanation without confliction in acquirer’s behavior. Our 

studies contribute the organizational learning on the acquisition in many ways: we find 

organizational learning is helpful in understanding how experience affects on both acquirer’s 

behavior and performance. We use a comprehensive sample that capture the generous 

phenomenon in acquisition, where learning leads firms from a highly willingness of making an 

acquisition to a more conservative state, while learning helps decrease the possibility of 

identifying errors and mitigate inappropriate transfer effect, which leads short-term and long-

term performance from poor to better. We also display a comprehensive structure that helps 

analyzing organizational learning in acquisition. Organizational learning should consider not 

only its past acquisition experience, but also the heterogeneity of past acquisition experience 

and the quality of learning.  

Our result points out several important findings. First, we see acquisition function has a 

both statistic and economic significant effects on short-term and long-term performance, while 

similarity of past acquisition is not. Comparing with past studies which focus on the 

heterogeneity of past acquisition experience (Haleblian & Finkelstein, 1999; Porrini, 2004; 

Zollo & Reuer, 2006), we point out that the quality of acquirer’s learning is the key point to 

achieve success in learning, and it is not necessarily increase the willingness, which might be 

overconfidence of the firm, to make a subsequent acquisition, it complies with our suggestion 

that organizational learning improve firm’s M&A capability to make a good deal instead of fall 

into the trap of a bad investment opportunity and hubris of the management team. On the other 

sides, the heterogeneity of past acquisition experience influence the willingness of acquirer to 

make a subsequent acquisition as we find a positive effect on it. Next, experience happened 

within three years have a more significant effect on firm’s acquisition performance, which is 

in line with the result of organizational learning theory that old experience might depreciation. 

So it is important to consider the time effect when studying past acquisition experiences. Next, 

the result shows that a dedicate M&A function is really important. It can not only help firms 

reorganize its resource to achieve better post-merger integration, keeping the market apprised 

of both new acquisition and successful events in past activities, gain external visibility and 

enhance the reputation of the company in the marketplace, which enhance firm’s 

announcement effect, but also helps firms develop capabilities through experiences under 

organizational learning theory and knowledge-based view. Last, the U-shaped relation between 
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experience and performance do not conflict with the results of Fuller, Netter, and Stegemoller 

(2002), Billett and Qian (2008), and Aktas, de Bodt, and Roll (2011) that for a given acquirer, 

performance declines from deal to deal, where they argued because of several reasons such as 

optimal target picking (Ahern, 2008), time-varying investment opportunity sets (Klasa and 

Stegemoller, 2007), and budget-constrained acquirers. We hope our findings can inspire further 

investigation on other reasons and perspective on why a dedicated M&A function can 

contribute to the performance of the acquisition. 
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Table 1  

Panel A: Summary Descriptive Statistics for Probit Model 

Stock return is firm's last year annual stock return. Industry M&A liquidity is sum of Acquisitions Value for each year and three-digit 

SIC code divided by Total Assets of all COMPUSTAT firms in the same three-digit SIC and year. Herfindahl index is sum of the 

squares of the market shares of all firms sharing the same three-digit SIC, in which market share is defined as sales of a firm to sum 

of sales with the industry. 

 
Observations Mean 1st Quartile Medium 3rd Quartile 

Standard 

deviation 

Rating dummy 29900 0.311 0.000 0.000 1.000 0.463 

Ln(Sales) 29900 5.669 4.311 5.514 6.862 1.808 

Cash holdings/TA 29900 0.165 0.024 0.088 0.249 0.185 

Market leverage 29900 0.323 0.141 0.282 0.467 0.220 

Stock return 29900 0.213 -0.192 0.092 0.425 0.686 

Market-to-book 29900 1.987 1.143 1.535 2.288 1.374 

EBITDA/TA 29900 0.116 0.073 0.126 0.180 0.121 

Industry M&A liquidity 29900 0.025 0.004 0.011 0.029 0.045 

Herfindahl index 29900 0.255 0.116 0.164 0.312 0.247 

 

 

 

 

Table 1  

Panel B: Summary Descriptive Statistics for CAR model and BHAR model. 

We have 9693 samples in our all-sample CAR model, 8322 samples in our all-sample 24 months BHAR model, and 7953 samples in our 

all-sample 36 months BHAR model. The size of the acquirer is market value of the acquiring firm’s equity 11 days before the 

announcement date in $US dollar million. Run-up is the market-adjusted buy-and-hold return of the acquirer’s stock over a 200-day 

window (-210, -11). FCF is free cash flow divided by its book value of total assets. Leverage is the sum of the acquiring firm’s long-term 

debt and short-term debt divided by the market value of its total assets. Sigma is the standard deviation of the market-adjusted daily 

returns of the acquirer’s stock over a 200-day window (-210, -11) from CRSP. Relative size is the deal value divided by the market value 

of acquirer 11 days before the announcement. For  

 
Observations Mean 

1st 

Quartile 
Medium 

3rd 

Quartile 

Standard 

deviation 

CAR(-2, +2) 9693 0.011 -0.032 0.004 0.046 0.100 

Ln (size) 9693 6.147 4.869 6.122 7.343 1.890 

Tobin’s Q 9693 2.209 1.120 1.510 2.316 2.729 

Run-up 9693 0.233 -0.157 0.075 0.355 1.254 

FCF 9693 0.048 0.018 0.068 0.114 0.163 

Leverage 9693 0.228 0.072 0.183 0.344 0.187 

Sigma 9693 0.033 0.020 0.028 0.040 0.020 

Relative-size 9693 0.485 0.036 0.090 0.232 8.982 

BHAR (24 month) 8322 -0.014 -0.473 -0.148 0.224 0.990 

BHAR (36 month) 7953 -0.040 -0.616 -0.205 0.277 1.148 

Value of Transaction ($million)  9693 372.5 12.7 40.7 150.0 2379.7 

Market value 11 days before M&A 

($million) 

9693 3241.9 130.2 455.9 1546.0 13984.6 

Past Return 9693 1.004 0.979 1.000 1.024 0.061 

Relatedness 9693 0.996 1.000 1.000 1.000 0.061 

Tender 9693 0.028 0.000 0.000 0.000 0.165 

Hostile 9693 0.001 0.000 0.000 0.000 0.037 

Stock 9693 0.381 0.000 0.000 1.000 0.486 

All-cash 9693 0.275 0.000 0.000 1.000 0.447 

Public 9693 0.197 0.000 0.000 0.000 0.397 

Private 9693 0.494 0.000 1.000 1.000 0.500 

Subsidiary 9693 0.309 0.000 0.000 1.000 0.462 

 

 

 

 

Table 1 

Panel C: Mean Value of CAR and BHAR for Different Sub-Sample 

CAR is cumulative abnormal return of the acquiring firm stock over the event window (-2, +2) surrounding the announcement date, 

BHAR is the buy-and-hold return of an acquirer following announcement less the buy-and-hold return of a Fama-French size and book-

to-market matched portfolio.  

variables All Sample N>1 N>2 

CAR(-2, +2) 0.011 0.010 0.008 

BHAR (24 month) -0.018 -0.013 0.010 

BHAR (36 month) -0.042 -0.032 -0.004 
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Table 2  

Experience, M&A Function and Likelihood of Undertaking an Acquisition. 

The table presents average marginal effects of probit analysis model. The dependent variable in probit models takes the value of one if the 

firm undertakes an acquisition. All independent variables are at t-1, and their definitions are in Appendix. The p-values are given in 

parentheses and are adjusted for standard errors clustered by firm and year. All models include year dummies. ***, **, and * stand for 

statistical significance at the 1%, 5%, and 10% levels, respectively. 

Independent Variables    

Rating dummy 0.0116 0.0086 0.0114 

 (1.61) (1.23) (1.57) 

Ln(Sales) -0.0100*** -0.0099*** -0.0106*** 

 (-4.99) (-5.18) (-5.26) 

Cash holdings/TA -0.0368** -0.0610*** -0.0373** 

 (-2.17) (-3.75) (-2.19) 

Market leverage -0.1449*** -0.1317*** -0.1424*** 

 (-9.11) (-8.62) (-8.93) 

Stock return -0.0420*** 0.0396*** 0.0421*** 

 (11.24) (11.14) (11.27) 

Market-to-book 0.0109*** 0.0114*** 0.0107*** 

 (4.71) (5.22) (4.63) 

EBITDA/TA -0.0379 -0.0760*** -0.0365 

 (-1.58) (-3.31) (-1.52) 

Industry M&A liquidity 0.6208*** 0.5841*** 0.6208*** 

 (11.41) (11.29) (11.41) 

Herfindahl index 0.1202*** 0.1272*** 0.1210*** 

 (11.22) (12.44) (11.30) 

Experience 0.0482*** 0.0346*** 0.0461*** 

 (34.99) (25.59) (24.48) 

Experience square term -0.0011*** -0.0007*** -0.0012*** 

 (-17.46) (-11.61) (-17.25) 

Similarity portion   0.5363***  

  (48.44)  

M&A Function   0.0042 

   (0.63) 

Experience × M&A Function   0.0029 

   (1.54) 

Year fixed effects Yes Yes Yes 

Number of observation 29900 29900 29900 
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Table 3 

Panel A: Announcement Performance with Experience 

The dependent variable is cumulative abnormal return of the acquiring firm stock over the event window (-2, +2) surrounding the announcement date. The return is calculated using the market model with the benchmark 

being the CRSP value-weighted index. The model parameters are estimated over the (300, 91) period prior to the announcement. All the dependent variable except experience are t-1 data. Symbols ***, ** and * indicate 

significance at the 1%, 5%, and 10% level respectively. The variables are defined in the Appendix. 

 Original  All Experience  Experience within three years 

Independent Variables All Sample N>1 N>2  All Sample N>1 N>2  All Sample N>1 N>2 

Intercept 0.0172 0.0139 0.0111  0.0175 0.0132 0.0102  0.0169 0.0140 0.0116 

 (1.00) (0.78) (0.58)  (1.01) (0.73) (0.54)  (0.98) (0.78) (0.61) 

Ln (acquirer size) -0.0061*** -0.0054*** -0.0055***  -0.0061*** -0.0052*** -0.0053***  -0.0059*** -0.0052*** -0.0053*** 

 (-9.72) (-8.25) (-7.92)  (-9.05) (-7.40) (-7.05)  (-9.13) (-7.67) (-7.45) 

Tobin's Q -0.0008** -0.0006 -0.0003  -0.0008** -0.0007 -0.0004  -0.0008** -0.0006 -0.0004 

 (-1.98) (-1.47) (-0.81)  (-1.97) (-1.54) (-0.91)  (-2.04) (-1.53) (-0.85) 

Run-up -0.0028*** -0.0035*** -0.0037***  -0.0028*** -0.0036*** -0.0038***  -0.0027*** -0.0035*** -0.0037*** 

 (-3.40) (-3.41) (-2.71)  (-3.40) (-3.44) (-2.76)  (-3.39) (-3.40) (-2.70) 

Free cash flow -0.0051 -0.0157* -0.0024  -0.0050 -0.0158* -0.0027  -0.0050 -0.0159** -0.0030 

 (-0.78) (-1.94) (-0.25)  (-0.77) (-1.95) (-0.27)  (-0.77) (-1.96) (-0.31) 

Acquirer leverage 0.0227*** 0.0175*** 0.0176***  0.0228*** 0.0179*** 0.0181***  0.0230*** 0.0179*** 0.0180*** 

 (3.90) (2.89) (2.74)  (3.91) (2.95) (2.81)  (3.95) (2.95) (2.80) 

Sigma 0.1225** 0.1142 -0.0290  0.1212** 0.1128 -0.0309  0.1194** 0.1103 -0.0344 

 (2.06) (1.59) (-0.36)  (2.03) (1.57) (-0.39)  (2.00) (1.54) (-0.43) 

Relative size 0.0001 0.0000 0.0000  0.0001 0.0000 0.0000  0.0001 0.0000 0.0001 

 (1.17) (0.30) (0.40)  (1.17) (0.31) (0.42)  (1.19) (0.32) (0.44) 

Relatedness 0.0281* 0.0279* 0.0339*  0.0281* 0.0284* 0.0347*  0.0287* 0.0289* 0.0351** 

 (1.72) (1.65) (1.90)  (1.72) (1.68) (1.94)  (1.75) (1.71) (1.96) 

Tender 0.0028 -0.0003 -0.0051  0.0028 -0.0005 -0.0053  0.0026 -0.0009 -0.0057 

 (0.40) (-0.05) (-0.68)  (0.40) (-0.07) (-0.71)  (0.36) (-0.12) (-0.75) 

Hostile 0.0055 -0.0042 -0.0046  0.0055 -0.0040 -0.0043  0.0055 -0.0041 -0.0049 

 (0.20) (-0.15) (-0.16)  (0.20) (-0.14) (-0.15)  (0.20) (-0.15) (-0.17) 

Public × All-cash -0.0022 -0.0014 0.0006  -0.0025 -0.0016 0.0004  -0.0024 -0.0015 0.0004 

 (-0.39) (-0.24) (0.10)  (-0.43) (-0.27) (0.06)  (-0.42) (-0.26) (0.07) 

Public × Stock -0.0353*** -0.0323*** -0.0293***  -0.0353*** -0.0322*** -0.0293***  -0.0353*** -0.0322*** -0.0293*** 

 (-10.75) (-9.57) (-8.46)  (-10.75) (-9.54) (-8.44)  (-10.75) (-9.53) (-8.44) 

Private × All-cash -0.0026 0.0009 0.0005  -0.0026 0.0010 0.0006  -0.0025 0.0010 0.0005 

 (-0.76) (0.26) (0.14)  (-0.75) (0.30) (0.18)  (-0.73) (0.29) (0.14) 

Private × Stock 0.0044 0.0083*** 0.0087***  0.0044 0.0083*** 0.0088***  0.0046 0.0086*** 0.0090*** 

 (1.55) (2.76) (2.78)  (1.56) (2.79) (2.80)  (1.60) (2.87) (2.88) 

Subsidiary × All-cash 0.0035 0.0069 0.0045  0.0035 0.0069** 0.0045  0.0034 0.0067** 0.0042 

 (1.03) (2.03) (1.26)  (1.03) (2.03) (1.25)  (1.01) (1.96) (1.18) 

Experience     -0.0002 -0.0007 -0.0007  -0.0020** -0.0029*** -0.0028*** 

     (-0.44) (-1.37) (-1.47)  (-1.98) (-2.92) (-2.83) 

Experience square term     0.0000 0.0000 0.0000  0.0002* 0.0002** 0.0002** 

     (0.86) (1.34) (1.33)  (1.77) (2.31) (2.15) 

Observations 9693  7820 6090  9693  7820 6090  9693  7820 6090 

Adj. R-square 0.0439 0.0433 0.0430  0.0437 0.0433 0.0430  0.0440 0.0441 0.0440 
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Table 3 

Panel B: Announcement Performance with Similarity Portion 

The dependent variable is cumulative abnormal return of the acquiring firm stock over the event window (-2, +2) surrounding the announcement date. 

The return is calculated using the market model with the benchmark being the CRSP value-weighted index. The model parameters are estimated over 

the (300, 91) period prior to the announcement. All the dependent variable except experience are t-1 data. Symbols ***, ** and * indicate significance 

at the 1%, 5%, and 10% level respectively. The variables are defined in the Appendix.  

 All Experience  Experience within three years 

Independent Variables All Sample N>1 N>2  All Sample N>1 N>2 

Intercept 0.0185 0.0154 0.0161  0.0174 0.0156 0.0170 

 (0.99) (0.77) (0.77)  (0.93) (0.78) (0.81) 

Ln (acquirer size) -0.0061*** -0.0052*** -0.0053***  -0.0059*** -0.0052*** -0.0053*** 

 (-9.05) (-7.40) (-7.04)  (-9.13) (-7.67) (-7.45) 

Tobin's Q -0.0008** -0.0006 -0.0004  -0.0008** -0.0006 -0.0004 

 (-1.97) (-1.54) (-0.91)  (-2.04) (-1.53) (-0.85) 

Run-up -0.0028*** -0.0036*** -0.0038***  -0.0028*** -0.0035*** -0.0037*** 

 (-3.4) (-3.44) (-2.76)  (-3.39) (-3.40) (-2.70) 

Free cash flow -0.0050 -0.0158* -0.0027  -0.0050 -0.0159** -0.0031 

 (-0.77) (-1.95) (-0.28)  (-0.77) (-1.97) (-0.31) 

Acquirer leverage 0.0228*** 0.0179*** 0.0181***  0.0230*** 0.0179*** 0.0181*** 

 (3.91) (2.95) (2.82)  (3.95) (2.95) (2.81) 

Sigma 0.1211** 0.1127 -0.0314  0.1194** 0.1102 -0.0348 

 (2.03) (1.57) (-0.39)  (2.00) (1.54) (-0.44) 

Relative size 0.0001 0.0000 0.0000  0.0001 0.0000 0.0001 

 (1.17) (0.31) (0.42)  (1.19) (0.32) (0.44) 

Relatedness 0.0271 0.0263 0.0289  0.0282 0.0273 0.0298 

 (1.51) (1.39) (1.45)  (1.57) (1.44) (1.50) 

Tender 0.0028 -0.0006 -0.0054  0.0026 -0.0009 -0.0057 

 (0.4) (-0.08) (-0.71)  (0.36) (-0.12) (-0.76) 

Hostile 0.0055 -0.0039 -0.0043  0.0055 -0.0041 -0.0049 

 (0.2) (-0.14) (-0.15)  (0.20) (-0.15) (-0.17) 

Public × All-cash -0.0025 -0.0016 0.0004  -0.0024 -0.0015 0.0005 

 (-0.43) (-0.27) (0.07)  (-0.42) (-0.26) (0.08) 

Public × Stock -0.0353*** -0.0322*** -0.0293***  -0.0353*** -0.0322*** -0.0293*** 

 (-10.75) (-9.54) (-8.45)  (-10.75) (-9.53) (-8.45) 

Private × All-cash -0.0026 0.0010 0.0006  -0.0025 0.0010 0.0005 

 (-0.75) (0.30) (0.18)  (-0.73) (0.29) (0.14) 

Private × Stock 0.0044 0.0083*** 0.0087***  0.0046 0.0086*** 0.0090*** 

 (1.56) (2.79) (2.79)  (1.60) (2.87) (2.88) 

Subsidiary × All-cash 0.0035 0.0069** 0.0045  0.0034 0.0067** 0.0042 

 (1.03) (2.03) (1.24)  (1.01) (1.96) (1.17) 

Experience -0.0002 -0.0007 -0.0007  -0.0020** -0.0029*** -0.0028*** 

 (-0.44) (-1.36) (-1.46)  (-1.97) (-2.91) (-2.81) 

Experience square term 0.0000 0.0000 0.0000  0.0002* 0.0002** 0.0002** 

 (0.85) (1.33) (1.32)  (1.77) (2.31) (2.14) 

Similarity portion -0.0001 -0.0001 -0.0003  0.0000 -0.0001 -0.0003 

 (-0.14) (-0.25) (-0.66)  (-0.06) (-0.18) (-0.61) 

Observations 9693  7820 6090  9693  7820 6090 

Adj. R-square 0.0436 0.0432 0.0430  0.0440 0.0440 0.0439 
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Table 4 Announcement Performance with M&A Function. 

The dependent variable is cumulative abnormal return of the acquiring firm stock over the event window (-2, +2) surrounding the announcement date. The return is calculated using the market model with the 

benchmark being the CRSP value-weighted index. The model parameters are estimated over the (300, 91) period prior to the announcement. All the dependent variable except experience are t-1 data. Symbols 

***, ** and * indicate significance at the 1%, 5%, and 10% level respectively. The variables are defined in the Appendix.  

 Original  All Experience  Experience within three years 

Independent Variables All Sample N>1 N>2  All Sample N>1 N>2  All Sample N>1 N>2 

Intercept 0.0177 0.0140 0.0103  0.0182 0.0136 0.0098  0.0181 0.0149 0.0116 

 (1.02) (0.78) (0.54)  (1.05) (0.75) (0.51)  (1.05) (0.83) (0.61) 

Ln (acquirer size) -0.0066*** -0.0060*** -0.0061***  -0.0066*** -0.0058*** -0.0058***  -0.0064*** -0.0057*** -0.0058*** 

 (-10.18) (-8.82) (-8.49)  (-9.52) (-7.98) (-7.62)  (-9.64) (-8.27) (-8.04) 

Tobin's Q -0.0008** -0.0006 -0.0004  -0.0008** -0.0007 -0.0004  -0.0009** -0.0007 -0.0004 

 (-2.02) (-1.50) (-0.87)  (-2.04) (-1.60) (-0.98)  (-2.12) (-1.59) (-0.93) 

Run-up -0.0027*** -0.0035*** -0.0036***  -0.0027*** -0.0035*** -0.0037***  -0.0027*** -0.0035*** -0.0036*** 

 (-3.36) (-3.34) (-2.64)  (-3.36) (-3.38) (-2.69)  (-3.34) (-3.33) (-2.63) 

Free cash flow -0.0051 -0.0158 -0.0032  -0.0051 -0.0160** -0.0035  -0.0051 -0.0162** -0.0039 

 (-0.77) (-1.96) (-0.32)  (-0.77) (-1.98) (-0.35)  (-0.77) (-2.00) (-0.39) 

Acquirer leverage 0.0216*** 0.0161*** 0.0156**  0.0216*** 0.0164*** 0.0160**  0.0217*** 0.0163*** 0.0159** 

 (3.70) (2.66) (2.42)  (3.70) (2.70) (2.47)  (3.71) (2.68) (2.46) 

Sigma 0.1212** 0.1122 -0.0274  0.1189** 0.1102 -0.0299  0.1169** 0.1076 -0.0336 

 (2.04) (1.57) (-0.34)  (2.00) (1.54) (-0.37)  (1.96) (1.50) (-0.42) 

Relative size 0.0001 0.0000 0.0000  0.0001 0.0000 0.0000  0.0001 0.0000 0.0000 

 (1.09) (0.19) (0.32)  (1.09) (0.21) (0.34)  (1.11) (0.22) (0.36) 

Relatedness 0.0275* 0.0269 0.0330*  0.0275* 0.0275 0.0338*  0.0279* 0.0277 0.0341* 

 (1.68) (1.59) (1.85)  (1.68) (1.62) (1.89)  (1.70) (1.64) (1.91) 

Tender 0.0028 -0.0002 -0.0053  0.0027 -0.0005 -0.0055  0.0025 -0.0008 -0.0058 

 (0.39) (-0.03) (-0.70)  (0.37) (-0.07) (-0.73)  (0.35) (-0.11) (-0.77) 

Hostile 0.0054 -0.0044 -0.0049  0.0053 -0.0042 -0.0046  0.0054 -0.0043 -0.0051 

 (0.20) (-0.16) (-0.17)  (0.19) (-0.15) (-0.16)  (0.20) (-0.16) (-0.18) 

Public × All-cash -0.0022 -0.0017 0.0002  -0.0025 -0.0019 0.0000  -0.0024 -0.0018 0.0002 

 (-0.39) (-0.29) (0.04)  (-0.44) (-0.32) (0.01)  (-0.42) (-0.31) (0.03) 

Public × Stock -0.0348*** -0.0316*** -0.0286***  -0.0347*** -0.0315*** -0.0285***  -0.0348*** -0.0315*** -0.0286*** 

 (-10.58) (-9.37) (-8.24)  (-10.55) (-9.32) (-8.21)  (-10.58) (-9.34) (-8.24) 

Private × All-cash -0.0028 0.0007 0.0001  -0.0028 0.0008 0.0003  -0.0028 0.0007 0.0001 

 (-0.83) (0.19) (0.03)  (-0.84) (0.22) (0.07)  (-0.82) (0.21) (0.04) 

Private × Stock 0.0046 0.0084*** 0.0089***  0.0046 0.0085*** 0.0090***  0.0047* 0.0088*** 0.0093*** 

 (1.60) (2.81) (2.86)  (1.62) (2.85) (2.88)  (1.66) (2.93) (2.95) 

Subsidiary × All-cash 0.0030 0.0065* 0.0039  0.0030 0.0064* 0.0039  0.0029 0.0062* 0.0036 

 (0.90) (1.90) (1.08)  (0.89) (1.89) (1.08)  (0.87) (1.83) (1.02) 

Experience     -0.0007 -0.0010 -0.0009  -0.0028** -0.0034*** -0.0030** 

     (-0.95) (-1.35) (-1.24)  (-2.21) (-2.70) (-2.43) 

Experience square term     0.0000 -0.0000 0.0000  0.0002* 0.0002** 0.0002** 

     (0.94) (1.43) (1.36)  (1.92) (2.41) (2.18) 

M&A Function 0.0065*** 0.0075*** 0.0084***  0.0058** 0.0072*** 0.0080***  0.0058** 0.0068** 0.0074** 

 (3.03) (3.37) (3.47)  (2.36) (2.65) (2.60)  (2.36) (2.53) (2.44) 

Experience × M&A Function     0.0005 0.0002 0.0002  0.0009 0.0006 0.0005 

     (0.62) (0.33) (0.22)  (0.79) (0.55) (0.42) 

Observations 9693  7820 6090  9693  7820 6090  9693  7820 6090 

Adj. R-square 0.0439 0.0433 0.0430  0.0437 0.0433 0.0430  0.0440 0.0441 0.0440 
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Table 5 

Panel A: 24-month Buy-and-Hold Cumulative Abnormal Returns   

The dependent variable is 24-month buy-and-hold abnormal returns (BHARs) as the buy-and-hold return of an acquirer during the 24 months following announcement less the buy-and-hold return of a Fama-

French size and book-to-market matched portfolio. All the dependent variable except experience are t-1 data. Symbols ***, ** and * indicate significance at the 1%, 5%, and 10% level respectively. The variables 

are defined in the Appendix. 

 Original  All Experience  Experience within three years 

Independent Variables All Sample N>1 N>2  All Sample N>1 N>2  All Sample N>1 N>2 

Intercept -0.0934 -0.0187 0.0255  -0.1083 -0.0362 0.0058  -0.0937 -0.0035 0.0586 

 (-0.47) (-0.09) (0.11)  (-0.55) (-0.18) (0.02)  (-0.47) (-0.02) (0.25) 

Relative size 0.1462*** 0.0686*** 0.0097  0.1463*** 0.0686*** 0.0107  0.1449*** 0.0663*** 0.0072 

 (8.10) (3.07) (0.36)  (8.10) (3.07) (0.40)  (8.03) (2.97) (0.27) 

Percentage of Cash -0.0232 -0.0075 -0.0075  -0.0231 -0.0069 -0.0060  -0.0242 -0.0090 -0.0096 

 (-0.96) (-0.30) (-0.27)  (-0.96) (-0.28) (-0.22)  (-1.00) (-0.36) (-0.34) 

Diversity 0.0073 0.0090 0.1396  -0.0016 -0.0086 0.1099  -0.0052 -0.0117 0.1089 

 (0.04) (0.05) (0.63)  (-0.01) (-0.05) (0.49)  (-0.03) (-0.06) (0.49) 

Hostile 0.0966 0.1132 0.2242  0.0974 0.1192 0.2328  0.0978 0.1198 0.2282 

 (0.32) (0.35) (0.65)  (0.33) (0.37) (0.68)  (0.33) (0.38) (0.67) 

Leverage 0.2384*** 0.2125*** 0.1967**  0.2384*** 0.2116*** 0.1958**  0.2373*** 0.2069*** 0.1883** 

 (3.68) (3.12) (2.52)  (3.68) (3.11) (2.51)  (3.67) (3.04) (2.41) 

Market to book -0.0026 -0.0022 -0.0014  -0.0030 -0.0027 -0.0022  -0.0030 -0.0026 -0.0017 

 (-0.75) (-0.61) (-0.37)  (-0.84) (-0.76) (-0.59)  (-0.86) (-0.72) (-0.45) 

Ln (Acquirer sales) 0.0018 -0.0054 -0.0149**  0.0054 0.0007 -0.0060  0.0053 -0.0010 -0.0100 

 (0.33) (-0.92) (-2.29)  (0.87) (0.10) (-0.82)  (0.91) (-0.17) (-1.47) 

Past Returns 0.0046 0.0025 0.0577  0.0090 0.0053 0.0589  0.0077 0.0004 0.0502 

 (0.02) (0.01) (0.25)  (0.05) (0.03) (0.26)  (0.04) (0.00) (0.22) 

Experience     -0.0063 -0.0107** -0.0157***  -0.0265*** -0.0366*** -0.0445*** 

     (-1.35) (-2.30) (-3.15)  (-3.02) (-4.17) (-4.77) 

Experience square term     0.0001 0.0002* 0.0003**  0.0017*** 0.0022*** 0.0025*** 

     (1.05) (1.82) (2.54)  (2.89) (3.78) (4.21) 

Industry fixed effects Yes Yes Yes  Yes Yes Yes  Yes Yes Yes 

Year fixed effect Yes Yes Yes  Yes Yes Yes  Yes Yes Yes 

Observations 8322 7204 5924  8322  7204 5924  8322  7204 5924 

R-square 0.0119 0.0032 0.0032  0.0121 0.0049 0.0049  0.0130 0.0070 0.0070 
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Table 5 

Panel B: 24-month Buy-and-Hold Cumulative Abnormal Returns with Similarity Portion 

The dependent variable is 24-month buy-and-hold abnormal returns (BHARs) as the buy-and-hold return of an acquirer during the 24 

months following announcement less the buy-and-hold return of a Fama-French size and book-to-market matched portfolio. All the 

dependent variable except experience are t-1 data. Symbols ***, ** and * indicate significance at the 1%, 5%, and 10% level 

respectively. The variables are defined in the Appendix. 

 All Experience  Experience within three years 

Independent Variables All Sample N>1 N>2  All Sample N>1 N>2 

Intercept -0.1088 -0.0370 0.0040  -0.0941 -0.0043 0.0568 

 (-0.55) (-0.18) (0.02)  (-0.47) (-0.02) (0.24) 

Relative size 0.1463*** 0.0686*** 0.0107  0.1449*** 0.0663*** 0.0072 

 (8.10) (3.07) (0.40)  (8.02) (2.97) (0.27) 

Percentage of Cash -0.0231 -0.0069 -0.0061  -0.0242 -0.0091 -0.0096 

 (-0.96) (-0.28) (-0.22)  (-1.01) (-0.36) (-0.35) 

Diversity -0.0602 -0.0613 0.0227  -0.0729 -0.0742 0.0109 

 (-0.29) (-0.29) (0.09)  (-0.35) (-0.35) (0.04) 

Hostile 0.0975 0.1192 0.2333  0.0979 0.1198 0.2288 

 (0.33) (0.37) (0.68)  (0.33) (0.38) (0.67) 

Leverage 0.2380*** 0.2113*** 0.1951**  0.2368*** 0.2066*** 0.1875** 

 (3.68) (3.10) (2.50)  (3.66) (3.03) (2.40) 

Market to book -0.0030 -0.0027 -0.0022  -0.0031 -0.0026 -0.0017 

 (-0.84) (-0.77) (-0.60)  (-0.86) (-0.73) (-0.46) 

Ln (Acquirer sales) 0.0054 0.0007 -0.0059  0.0052 -0.0010 -0.0099 

 (0.87) (0.11) (-0.81)  (0.90) (-0.17) (-1.46) 

Past Returns 0.0092 0.0055 0.0592  0.0079 0.0006 0.0505 

 (0.05) (0.03) (0.26)  (0.04) (0.00) (0.22) 

Experience 

-0.0064 -0.0108** -0.0158***  -0.0268*** -0.0368*** -

0.0448*** 

 (-1.38) (-2.32) (-3.17)  (-3.05) (-4.19) (-4.80) 

Experience square term 0.0001 0.0002* 0.0003**  0.0017*** 0.0022*** 0.0025*** 

 (1.07) (1.83) (2.56)  (2.92) (3.80) (4.23) 

Similarity portion 0.0037 0.0030 0.0050  0.0043 0.0036 0.0056 

 (0.63) (0.51) (0.75)  (0.73) (0.61) (0.84) 

Industry fixed effects Yes Yes Yes  Yes Yes Yes 

Year fixed effect Yes Yes Yes  Yes Yes Yes 

Observations 8322 7204 5924  8322 7204 5924 

Adj. R-square 0.0121 0.0051 0.0049  0.0131 0.0068 0.0072 
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Table 6 24-month Buy-and-Hold Cumulative Abnormal Returns with M&A Function 

The dependent variable is 24-month buy-and-hold abnormal returns (BHARs) as the buy-and-hold return of an acquirer during the 24 months following announcement less the buy-and-hold return of a Fama-

French size and book-to-market matched portfolio. All the dependent variable except experience are t-1 data. Symbols ***, ** and * indicate significance at the 1%, 5%, and 10% level respectively. The variables 

are defined in the Appendix. 

 Original  All Experience  Experience within three years 

Independent Variables All Sample N>1 N>2  All Sample N>1 N>2  All Sample N>1 N>2 

Intercept -0.0968 -0.0384 -0.0092  -0.1030 -0.0391 -0.0001  -0.0711 0.0148 0.0794 

 (-0.49) (-0.19) (-0.04)  (-0.52) (-0.19) (0.00)  (-0.36) (0.07) (0.33) 

Relative size 0.1490*** 0.0714*** 0.0084  0.1485*** 0.0709*** 0.0091  0.1470*** 0.0688*** 0.0063 

 (8.27) (3.21) (0.31)  (8.24) (3.18) (0.34)  (8.17) (3.09) (0.24) 

Percentage of Cash -0.0345 -0.0196 -0.0206  -0.0364 -0.0210 -0.0213  -0.0381 -0.0235 -0.0242 

 (-1.43) (-0.78) (-0.74)  (-1.51) (-0.84) (-0.76)  (-1.58) (-0.94) (-0.87) 

Diversity 0.0232 0.0329 0.1547  0.0126 0.0137 0.1256  0.0138 0.0154 0.1315 

 (0.13) (0.18) (0.70)  (0.07) (0.07) (0.57)  (0.08) (0.08) (0.59) 

Hostile 0.0969 0.1087 0.2319  0.0952 0.1119 0.2347  0.0970 0.1142 0.2320 

 (0.33) (0.34) (0.68)  (0.32) (0.35) (0.69)  (0.33) (0.36) (0.68) 

Leverage 0.2020*** 0.1724** 0.1460*  0.1973*** 0.1659** 0.1401*  0.1902*** 0.1547** 0.1261 

 (3.12) (2.53) (1.86)  (3.04) (2.43) (1.78)  (2.93) (2.27) (1.61) 

Market to book -0.0033 -0.0028 -0.0020  -0.0040 -0.0037 -0.0031  -0.0043 -0.0038 -0.0030 

 (-0.95) (-0.79) (-0.53)  (-1.14) (-1.04) (-0.84)  (-1.23) (-1.08) (-0.79) 

Ln (Acquirer sales) -0.0103* -0.0167*** -0.0256***  -0.0057 -0.0102 -0.0166**  -0.0070 -0.0129** -0.0213*** 

 (-1.79) (-2.76) (-3.77)  (-0.89) (-1.53) (-2.22)  (-1.16) (-2.06) (-3.03) 

Past Returns -0.0048 -0.0036 0.0614  0.0024 0.0008 0.0622  -0.0007 -0.0054 0.0501 

 (-0.03) (-0.02) (0.27)  (0.01) (0.00) (0.27)  (0.00) (-0.03) (0.22) 

Experience     -0.0180** -0.0221*** -0.0273***  -0.0524*** -0.0627*** -0.0716*** 

     (-2.37) (-2.88) (-3.33)  (-4.22) (-4.96) (-5.27) 

Experience square term     0.0001 0.0002* 0.0003**  0.0015** 0.0019*** 0.0021*** 

     (1.06) (1.67) (2.18)  (2.50) (3.22) (3.52) 

M&A Function 0.1604*** 0.1674*** 0.1664***  0.1444*** 0.1468*** 0.1345***  0.1313*** 0.1266*** 0.1071*** 

 (6.59) (6.45) (5.49)  (5.18) (4.76) (3.60)  (4.72) (4.12) (2.88) 

Experience × M&A Function     0.0120 0.0123 0.0139  0.0330** 0.0352*** 0.0382*** 

     (1.50) (1.53) (1.62)  (2.55) (2.68) (2.74) 

Industry fixed effects Yes Yes Yes  Yes Yes Yes  Yes Yes Yes 

Year fixed effect Yes Yes Yes  Yes Yes Yes  Yes Yes Yes 

Observations 8322 7204 5924  8322  7204 5924  8322  7204 5924 

R-square 0.0170 0.0100 0.0082  0.0177 0.0114 0.0106  0.0192 0.0137 0.0134 
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Table 7 

Panel A: 36-month Buy-and-Hold Cumulative Abnormal Returns    

The dependent variable is 36-month buy-and-hold abnormal returns (BHARs) as the buy-and-hold return of an acquirer during the 36 months following announcement less the buy-and-hold return of a Fama-

French size and book-to-market matched portfolio. All the dependent variable except experience are t-1 data. Symbols ***, ** and * indicate significance at the 1%, 5%, and 10% level respectively. The 

variables are defined in the Appendix. 

 Original  All Experience  Experience within three years 

Independent Variables All Sample N>1 N>2  All Sample N>1 N>2  All Sample N>1 N>2 

Intercept -0.5180*** -0.5174** -0.5837**  -0.5257** -0.5333** -0.6054**  -0.5115** -0.5015** -0.5538** 

 (-2.11) (-2.06) (-2.14)  (-2.13) (-2.12) (-2.22)  (-2.08) (-1.99) (-2.03) 

Relative size 0.1728*** 0.1138*** 0.0285  0.1729*** 0.1139*** 0.0295  0.1720*** 0.1122*** 0.0266 

 (8.08) (4.33) (0.95)  (8.09) (4.34) (0.99)  (8.04) (4.27) (0.89) 

Percentage of Cash 0.0070 0.0316 0.0238  0.0071 0.0321 0.0251  0.0070 0.0306 0.0221 

 (0.24) (1.07) (0.77)  (0.24) (1.09) (0.81)  (0.24) (1.03) (0.71) 

Diversity -0.0532 -0.0096 0.1402  -0.0575 -0.0251 0.1103  -0.0600 -0.0262 0.1116 

 (-0.25) (-0.04) (0.57)  (-0.27) (-0.11) (0.45)  (-0.28) (-0.12) (0.45) 

Hostile 0.2605 0.1412 0.2667  0.2607 0.1458 0.2751  0.2619 0.1467 0.2713 

 (0.76) (0.39) (0.72)  (0.76) (0.40) (0.74)  (0.76) (0.40) (0.73) 

Leverage 0.5324*** 0.4440*** 0.4804***  0.5316*** 0.4410*** 0.4758***  0.5317*** 0.4375*** 0.4689*** 

 (6.75) (5.45) (5.48)  (6.74) (5.41) (5.43)  (6.74) (5.37) (5.34) 

Market to book 0.0001 0.0001 0.0008  0.0000 -0.0004 0.0000  -0.0002 -0.0003 0.0004 

 (0.03) (0.01) (0.18)  (0.00) (-0.09) (0.00)  (-0.06) (-0.07) (0.11) 

Ln (Acquirer sales) 0.0131** 0.0076 -0.0028  0.0149** 0.0128* 0.0060  0.0146** 0.0108 0.0016 

 (1.99) (1.11) (-0.39)  (1.99) (1.67) (0.74)  (2.08) (1.50) (0.20) 

Past Returns 0.2423 0.3132 0.4852*  0.2443 0.3148 0.4867*  0.2395 0.3063 0.4739* 

 (1.02) (1.29) (1.84)  (1.02) (1.29) (1.85)  (1.00) (1.26) (1.80) 

Experience     -0.0024 -0.0083 -0.0141**  -0.0148 -0.0265** -0.0361*** 

     (-0.44) (-1.51) (-2.57)  (-1.40) (-2.53) (-3.46) 

Experience square term     0.0000 0.0001 0.0002*  0.0011 0.0016** 0.0020*** 

     (0.24) (1.03) (1.92)  (1.55) (2.36) (3.06) 

Industry fixed effects Yes Yes Yes  Yes Yes Yes  Yes Yes Yes 

Year fixed effect Yes Yes Yes  Yes Yes Yes  Yes Yes Yes 

Observations 7593  6643 5525  7593  6643 5525  7593  6643 5525 

R-square 0.018 0.010 0.008  0.018 0.010 0.009  0.018 0.011 0.010 
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Table 7 

Panel B: 36-month Buy-and-Hold Cumulative Abnormal Returns with Similarity Portion 

The dependent variable is 36-month buy-and-hold abnormal returns (BHARs) as the buy-and-hold return of an acquirer during the 36 months 

following announcement less the buy-and-hold return of a Fama-French size and book-to-market matched portfolio. All the dependent variable 

except experience are t-1 data. Symbols ***, ** and * indicate significance at the 1%, 5%, and 10% level respectively. The variables are 

defined in the Appendix. 

 All Experience  Experience within three years 

Independent Variables All Sample N>1 N>2  All Sample N>1 N>2 

Intercept -0.5245** -0.5305** -0.6014**  -0.5107** -0.4993** -0.5506** 

 (-2.13) (-2.11) (-2.21)  (-2.07) (-1.98) (-2.02) 

Relative size 0.1729*** 0.1140*** 0.0295  0.1721*** 0.1123*** 0.0266 

 (8.09) (4.34) (0.99)  (8.05) (4.28) (0.89) 

Percentage of Cash 0.0072 0.0322 0.0253  0.0072 0.0307 0.0224 

 (0.25) (1.09) (0.81)  (0.25) (1.04) (0.72) 

Diversity 0.0719 0.1548 0.3225  0.0638 0.1469 0.3156 

 (0.29) (0.61) (1.14)  (0.26) (0.58) (1.12) 

Hostile 0.2606 0.1459 0.2738  0.2618 0.1467 0.2702 

 (0.76) (0.40) (0.74)  (0.76) (0.40) (0.73) 

Leverage 0.5326*** 0.4418*** 0.4773***  0.5327*** 0.4384*** 0.4705*** 

 (6.75) (5.42) (5.44)  (6.75) (5.38) (5.36) 

Market to book 0.0000 -0.0003 0.0001  -0.0002 -0.0003 0.0005 

 (0.00) (-0.08) (0.01)  (-0.05) (-0.06) (0.12) 

Ln (Acquirer sales) 0.0149** 0.0127* 0.0057  0.0146** 0.0108 0.0014 

 (2.00) (1.66) (0.71)  (2.09) (1.49) (0.18) 

Past Returns 0.2439 0.3141 0.4862*  0.2392 0.3056 0.4736* 

 (1.02) (1.29) (1.85)  (1.00) (1.25) (1.80) 

Experience 

-0.0022 -0.0080 -0.0139**  -0.0142 -0.0259** -

0.0355*** 

 (-0.40) (-1.47) (-2.53)  (-1.35) (-2.47) (-3.40) 

Experience square term 0.0000 0.0001 0.0002*  0.0010 0.0015** 0.0020*** 

 (-0.40) (1.00) (1.89)  (1.50) (2.31) (3.01) 

Similarity portion -0.0079 -0.0098 -0.0115  -0.0076 -0.0095 -0.0111 

 (-1.13) (-1.43) (-1.54)  (-1.08) (-1.38) (-1.48) 

Industry fixed effects Yes Yes Yes  Yes Yes Yes 

Year fixed effect Yes Yes Yes  Yes Yes Yes 

Observations 7593  6643 5525  7593  6643 5525 

Adj. R-square 0.0180 0.0103 0.0095  0.0183 0.0109 0.0105 
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Table 8 36-month Buy-and-Hold Cumulative Abnormal Returns with M&A Function 

The dependent variable is 36-month buy-and-hold abnormal returns (BHARs) as the buy-and-hold return of an acquirer during the 36 months following announcement less the buy-and-hold return of a Fama-French size and 

book-to-market matched portfolio. All the dependent variable except experience are t-1 data. Symbols ***, ** and * indicate significance at the 1%, 5%, and 10% level respectively. The variables are defined in the 

Appendix. 
 

 Original  All Experience  Experience within three years 

Independent Variables All Sample N>1 N>2  All Sample N>1 N>2  All Sample N>1 N>2 

Intercept -0.5330** -0.5561** -0.6355**  -0.5487** -0.5750** -0.6578**  -0.5162** -0.5214** -0.5806** 

 (-2.18) (-2.22) (-2.34)  (-2.23) (-2.29) (-2.41)  (-2.10) (-2.07) (-2.13) 

Relative size 0.1776*** 0.1185*** 0.0275  0.1778*** 0.1187*** 0.0285  0.1764*** 0.1166*** 0.0256 

 (8.33) (4.53) (0.92)  (8.34) (4.53) (0.96)  (8.28) (4.45) (0.86) 

Percentage of Cash -0.0095 0.0153 0.0057  -0.0095 0.0155 0.0066  -0.0109 0.0129 0.0032 

 (-0.33) (0.52) (0.18)  (-0.33) (0.52) (0.21)  (-0.37) (0.43) (0.10) 

Diversity -0.0316 0.0203 0.1547  -0.0406 0.0014 0.1228  -0.0401 0.0032 0.1281 

 (-0.15) (0.09) (0.63)  (-0.19) (0.01) (0.50)  (-0.19) (0.01) (0.52) 

Hostile 0.2645 0.1380 0.2792  0.2656 0.1440 0.2884  0.2657 0.1436 0.2825 

 (0.77) (0.38) (0.76)  (0.78) (0.40) (0.78)  (0.78) (0.39) (0.77) 

Leverage 0.4774*** 0.3909*** 0.4143***  0.4759*** 0.3865*** 0.4085***  0.4714*** 0.3778*** 0.3971*** 

 (6.05) (4.80) (4.71)  (6.03) (4.74) (4.64)  (5.96) (4.62) (4.50) 

Market to book -0.0011 -0.0009 -0.0001  -0.0014 -0.0015 -0.0010  -0.0017 -0.0016 -0.0007 

 (-0.26) (-0.22) (-0.02)  (-0.33) (-0.35) (-0.23)  (-0.41) (-0.38) (-0.18) 

Ln (Acquirer sales) -0.0035 -0.0069 -0.0165**  -0.0001 -0.0006 -0.0073  -0.0016 -0.0038 -0.0125 

 (-0.51) (-0.96) (-2.19)  (-0.01) (-0.08) (-0.88)  (-0.22) (-0.51) (-1.59) 

Past Returns 0.2321 0.3102 0.4884*  0.2355 0.3118 0.4896*  0.2293 0.3021 0.4748* 

 (0.98) (1.28) (1.86)  (0.99) (1.28) (1.86)  (0.96) (1.24) (1.81) 

Experience     -0.0053 -0.0109 -0.0157*  -0.0288* -0.0406*** -0.0489*** 

     (-0.58) (-1.20) (-1.73)  (-1.88) (-2.65) (-3.17) 

Experience square term     0.0001 0.0002 0.0003**  0.0012* 0.0016** 0.0019*** 

     (0.80) (1.38) (2.08)  (1.74) (2.33) (2.88) 

M&A Function 0.2282*** 0.2221*** 0.2226***  0.2324*** 0.2255*** 0.2253***  0.2192*** 0.2058*** 0.1989*** 

 (7.61) (7.03) (6.43)  (6.81) (6.07) (5.34)  (6.45) (5.57) (2.88) 

Experience × M&A      -0.0009 0.0002 0.0003  0.0126 0.0160 0.0166 

Function     (-0.09) (0.02) (0.03)  (0.80) (1.02) (1.06) 

Industry fixed effects Yes Yes Yes  Yes Yes Yes  Yes Yes Yes 

Year fixed effect Yes Yes Yes  Yes Yes Yes  Yes Yes Yes 

Observations 8322 7204 5924  8322  7204 5924  8322  7204 5924 

R-square 0.0252 0.0170 0.0153  0.0254 0.0176 0.0167  0.0258 0.0183 0.0177 
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Appendix. Variable Definitions 

Variable Definition 

Rating Dummy 

 

One if the firm has a debt rating. 

Herfindahl Index Sum of the squares of the market shares of all firms sharing the same 

three-digit SIC, in which market share is defined as sales of a firm 

(Item Sale) to sum of sales with the industry. 

  

Industry M&A Liquidity Sum of Acquisitions Value for each year and three-digit SIC code 

divided by Total Assets(Item AT) of all COMPUSTAT firms in the 

same three-digit SIC and year. 

  

Cash Holdings/TA CHE divided by item AT 

  

Stock Return Firm's annual stock return. 

  

CAR (-2, +2) Cumulative abnormal return of the acquiring firm stock over the 

event window (-2, +2) surrounding the announcement date. The 

return is calculated using the market model with the benchmark being 

the CRSP value-weighted index. The model parameters are estimated 

over the (-300, -91) period prior to the announcement.  

  

Acquirer size The market value of the acquiring firm’s equity 11 days before the 

announcement date in $US dollar million. The data are obtained from 

CRSP. 

  

Tobin’s Q  Market value of the acquiring firm’s assets divided by book value of 

its assets for the fiscal year prior to the acquisition. The market value 

of assets is equal to book value of assets plus market value of 

common stock minus book value of common stock minus balance 

sheet deferred taxes. The data are obtained from both CRSP and 

Compustat. 

  

Run-up Market-adjusted buy-and-hold return of the acquirer’s stock over a 

200-day window (-210, -11) from CRSP. 

  

Free cash flow The acquiring firm’s operating income before depreciation minus 

interest expense minus income tax plus changes in deferred taxes and 

investment tax credits minus dividends on both preferred and 

common share divided by its book value of total assets at the fiscal 

year-end before the announcement date from Compustat 

  

Acquirer leverage The sum of the acquiring firm’s long-term debt and short-term debt 

divided by the market value of its total assets measured at the end of 

the fiscal year prior to the acquisition. The data are obtained from 

both CRSP and Compustat. 

  

Sigma Standard deviation of the market-adjusted daily returns of the 
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acquirer’s stock over a 200-day window (-210, -11) from CRSP. 

  

Relative size The deal value from Thomson Financial SDC divided by the market 

value of the bidding firm’s equity 11 days prior to the announcement 

date from CRSP 

  

Relatedness Indicator variable: one if the bidder and the target are operating in the 

same industries with a common two-digit Standard Industrial 

Classification (SIC) code and zero otherwise. Data from Thomson 

Financial SDC. 

  

Tender offer Indicator variable: one if the deal is a tender offer and zero otherwise. 

Data from Thomson Financial SDC. 

 

Hostile Indicator variable: one if the deal is classified as ‘hostile’ by Thomson 

Financial SDC and zero otherwise. 

  

Public Indicator variable: one if the bid is for a public target and zero 

otherwise. 

  

Private Indicator variable: one if the bid is for a private target and zero 

otherwise. 

  

Subsidiary Indicator variable: one if the bid is for a subsidiary target and zero 

otherwise 

  

All cash Indicator variable: one if the payment is pure cash and zero otherwise. 

  

Stock Indicator variable: one if the payment includes stock and zero 

otherwise. 

  

BHAR (24) 24-month buy-and-hold abnormal returns (BHARs) as the buy-and-

hold return of an acquirer during the 24 months following 

announcement less the buy-and-hold return of a Fama-French size 

and book-to-market matched portfolio. 

  

BHAR (36) 36-month buy-and-hold abnormal returns (BHARs) as the buy-and-

hold return of an acquirer during the 36 months following 

announcement less the buy-and-hold return of a Fama-French size 

and book-to-market matched portfolio. 

  

Percentage of Cash Percentage of transaction value paid in cash. 

  

Diversify Percentage of deals in which the acquirer and target belong to 

different two-digit standard industrial classification codes. 

  

Acquirer MB  Acquirer′s market value of assets divided by book value of assets, 

where market value of asset is market value of equity plus book value 

of debt. 
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Acquirer sales Acquirer’s sales on Compustat. 

 

Past Returns  

 

Buy-and-hold return of the acquirer in the six months preceding 

announcement. 

 

Experience Number of merger and acquisition that acquirer has done before this 

time. 

  

Experience square term Square term of the experience variable. 

  

Similarity portion Percentage of past merger target share the same 4 digit SIC code of 

the merger target this time. 

  

M&A Function A dedicated M&A function is measured by a categorical variable 

indicating the extent to which the firm has established a position 

which is responsible for all M&A-related activities, such as “M&A 

Director”, “Director M&A Strategy and Investments”, “Corporate 

Development”, “M&A and Investment Director”, we then coded the 

variable as one if we find such a position. We coded the variable as 

zero if none of the aforementioned positions was find in the firm. We 

also check the job description if we think the title itself is not clear 

enough. 

 

 

 


