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ABSTRACT
Cross-Border Block Share Purchases and Transfer of Corporate Governance
Ying Lu

Cross-border block share purchases represent a unique form of corporate
restructuring that allow firms to alter the level of shareholder protection, while leaving
target firms continuing as a going concern. In this study, I empirically investigate the
announcement effects in stock returns and long-term stock market performance for target
firms that represent large share acquisitions by foreign companies. In addition, I test the
governance transfer hypothesis which states that target firms usually import the higher
quality of shareholder protection of foreign acquirers in a more-protective legal system.
This study documents the relationships between stock market performance and legal
protection of shareholders’ rights by employing a sample of cross-country block
purchases, including 240 public target firms from 37 countries, spanning the period from
January 1990 to December 2000. I find that the announcement returns for target firms are
positive, and they are significantly higher for targets acquired by companies coming from
countries with higher levels of shareholder protection. Interestingly, in the long run,
target firms from countries with poor shareholder protection significantly underperform
the benchmark, or the local market index. I do not find evidence of cross-border
governance transfer in the long run. This study is the first attempt to document both the
announcement effects and long-term stock market performance of cross-country block
purchases, which are associated with different legal systems and shareholder protection in

target and acquiring firms.
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Cross-Border Block Share Purchases and Transfer of Corporate
Governance

1. Introduction

The recent corporate governance literature has demonstrated the importance of a
country’s legal system and shareholder protection in determining corporate valuation
and finance decisions. When foreign investors look at deals, especially cross-board
purchases, one crucial element to consider is the attractiveness of the legal system in a
particular country. Countries with a common law legal system provide a higher
quality of shareholder protection and, in turn, lead to more developed financial
markets (La Porta, Lopez-de-Silanes, Shleifer and Vishny, 1997, 1998), higher
corporate valuation (La Porta, Lopez-de-Silanes, Shleifer and Vishny, 2002) and faster
firm growth by using greater long-term external financing (Demirguc-Kunt and
Maksimovic, 1998). However, most of the academic literature relies on a static
analysis of the effects of the legal system and does not evaluate legal changes. Bris
and Cabolis (2004b) first examine the firm valuation effects of changes - both
improvements and deteriorations - in shareholder protection induced by cross-border
mergers, and they conclude that the transfer of better corporate governance practices
through cross-border mergers is only positively valued by markets with poorer
governance systems. Since their study is based on the observations of mergers and the
involved target firms are fully absorbed by the acquirers, they cannot investigate the
long-term consequences of changes in legal system and shareholder protection.

This thesis extends the existing literature by evaluating the announcement effects



in targets’ stock returns and also the subsequent influences on targets’ long run
performance associated with the changes in shareholder protection resulting from
cross-border block share purchases. Compared with mergers and full acquisitions, in
which targets are no longer publicly traded after transactions, block share purchases
represent a unique form of corporate restructuring that result in corporate governance
changes, while leaving the target firms continuing as a going concern. Thus, the target
firms can be observed and evaluated over time to analyze the long-term implications
of the applied legal system and the consequences of changes in shareholder protection
as well.

The purpose of this thesis is to empirically examine the announcement effects
and long-term influences of the legal system and shareholder protection changes
through cross-border block share purchases, and hence the interpretations of the link
between legal protection of shareholders’ rights and corporate performance are richer.
I also test the governance transfer hypothesis modeled by Bris and Cabolis (2004b) at
the firm level by employing a sample of 240 public target firms from 37 countries,
spanning the period from January 1990 to December 2000. By using the legal regime
classification and several proxies for the quality of corporate governance for each
country, I investigate whether the improvement in legal protection of target firms’
shareholders by means of a cross-border block purchases is positively valued by the
market and related to the superior long-term post-acquisition performance.

In this thesis, I document the relationships between a country’s legal system and

the changes of target firms’ long run operating performance, financial characteristics,



and investment policy resulting from the cross-border block share purchases. I expect
that target firms’ long run operating performance is detectable in published accounting
data, and the changes of financial ratios are related to stock market performance.

The empirical results suggest that common-law-legal-origin target firms (with
high levels of shareholder protection) have significantly higher announcement returns
than civil-law-legal-origin targets (with low levels of shareholder protection), which
is consistent with the findings by La Porta, Lopez-de-Silanes, Shleifer, and Vishny
(2002). Secondly, I find evidence of higher announcement effects of adopting better
corporate governance practices for target firms, in support of Bris and Cabolis
(2004b). Finally, I show that in the long run, common-law-legal-origin target firms
still perform better than civil-law-legal-origin targets up to 3 years after the
announcement month. This result suggests that a host country’s legal system is not
only important in determining firm valuation, but also affects corporate long-term
post-acquisition performance. However, I do not find evidence of significant effects
of a cross-border governance transfer in the long run. Therefore, civil-law-legal-origin
target firms “improve” their shareholder protection by opting for a more protective
legal regime in cross-border block purchases, which only has short-term and not
long-term market valuation effects. In fact, civil-law-legal-origin targets significantly
reduce capital expenditures after block purchases, which may partially explain their
observed negative long-term post-acquisition stock performance.

The remainder of this thesis is organized as follows. Section 2 provides a review

of existing related literature. Section 3 summarizes the hypotheses relating to the



effects of the legal system and shareholder protection, and introduces the empirical
methodology used herein. Section 4 describes the sample construction and variables
selection process, and presents descriptive statistics. Section 5 reports and analyzes

the empirical results. Section 6 concludes the thesis.

2. Literature review

In this section, I review the related literature on corporate governance, block
share purchases, and international corporate governance convergence. I focus on the
importance of a country’s legal system and shareholder protection as an external
channel of improving corporate governance quality, and its fundamental relationship
with corporate performance. I also discuss the major results and conclusions from the

literature on block share purchases.

2.1.  Corporate governance

Corporate governance deals with the ways of ensuring that investors in
corporations get a return on their investment (Shleifer and Vishny, 1997). Empirical
research on corporate governance has recently documented a positive relationship
between the quality of governance mechanisms and firm value. For example, La Porta,
Lopez-de-Silanes, Shleifer and Vishny (2002), using country-level data, find evidence
of higher valuations for firms in countries with better investor protection and in firms

with larger cash flow rights by the controlling shareholders. Gompers, Ishii and



Metrick (2003) combine a large set of corporate governance provisions into a
“Governance Index” to proxy for the balance of power between managers and
shareholders in each firm, and find that firms with stronger shareholder rights have
higher firm value, higher profits, and higher sales growth. They further point out that
a trading strategy by purchasing shares in firms with strong shareholder rights and
selling shares in firms with weak shareholder rights earns abnormal returns of 8.5
percent per year during the sample period.

Therefore, a wide range of approaches is suggested to improve corporate
governance quality and to control manager-shareholder agency problems. One strain
of academic work looks at governance mechanisms including the outside market for
corporate control (Manne, 1965; Jensen, 1988), internal board composition
(Rosenstein and Wyatt, 1990), management compensation (Bhagat, Brickley and
Lease, 1985), and ownership structure (Morck, Shleifer and Vishny, 1988).
Distinguished from other papers utilizing separate OLS regressions to examine
relationships between firm performance and a single governance mechanism, Agrawal
and Knoeber (1996) further provide evidence of the combined performance effects of
seven governance mechanisms, including shareholdings of insiders, institutions and
large blockholders, use of outside directors, debt policy, managerial labor market and
the market for corporate control, to control agency problems between managers and
shareholders in a simultaneous system framework. Their empirical results are
consistent with optimal use of each control mechanism except for the use of outsiders

in board composition.



Another strain, the focus of this thesis, examines the legal protection of
investors’ rights from expropriation by managers as a kind of external governance
mechanism, and explores the fundamental link between the legal system and
corporate performance. As Shleifer and Vishny (1997) point out, legal protection of
investors’ rights is one essential element of corporate governance, and significant law
protects at least some investors’ rights and distinguishes successful governance
systems, like the system in the United States, from poor systems of most other
countries in the world. Berglof (1997) looks at corporate governance arrangements in
Europe and concludes that the real corporate governance reform requires fundamental
changes in both legal and economic systems. In the United Kingdom, the Cadbury
committee issued the Code of Best Practice which requires that at least three outside
directors be included in the board composition and that the positions of chairman and
CEO be held by different individuals. Against this background, Dahya, McConnell
and Travlos (2002) empirically investigate the impact of the key Cadbury
recommendations on the quality of board oversight in U.K. firms, and find increased
sensitivity of CEO turnover to firm performance in firms that adopted the Code. In
fact, recent research has put a lot of attention on this “law and finance” area: 1) at the
economy-wide level, countries with a common law legal system generally protect
investors better than countries with a civil law legal system. And investor protection,
which can be measured by both the character of legal rules and quality of law
enforcement, determines the opportunities for external finance, the development of

capital markets and further economic growth (La Porta, Lopez-de-Silanes, Shleifer



and Vishny, 1997, 2000); 2) at the micro level, investor protection matters for the
kinds of corporate ownership pattern (La Porta, Lopez-de-Silanes, Shleifer and Vishny,
1998), affects the liquidity cost of information asymmetry (Brockman and Chung,
2003), and determines the announcement effects in targets’ stock returns of
cross-border acquisitions of U.S. companies (Kuipers, Miller and Patel, 2003). This
thesis is related to the work of Kuipers, Miller and Patel (2003). However, I employ a
sample of cross-border block share purchases including targets from 37 countries, and
investigate both the announcement effects and long-term stock market performance

for target firms.

2.2.  Block share purchases and corporate control

In theory, the market for corporate control, often referred to as the takeover
market, serves as an external governance mechanism for aligning the interests of
shareholders and managers. This “disciplinary” role of active takeover markets has
been well documented (Manne, 1965; Jensen and Ruback, 1983; Morck, Shleifer and
Vishny, 1989; Martin and McConnell, 1991). The empirical results also show that, on
average, takeover activity is followed by improvement of firm performance and
creation of sharecholder wealth (Bradley, Desai and Kim, 1988; Healy, Palepu and
Ruback, 1992). However, most studies focus on the valuation effects and performance
impacts of mergers and acquisitions in the United Sates.

Block share purchases represent an alternative governance mechanism to



mergers and acquisitions to “discipline” poor managers by significantly changing the
ownership structure. Large shareholders, or the block acquirers, are assumed to play
an active role in correcting management inefficiency with a higher level of
supervision and partial corporate control over the targets. Furthermore, compared with
mergers and acquisitions where the involved targets are completely absorbed by the
acquirers and their long-term post-acquisition performance is inaccessible, block
purchases allow the evaluation of long-term impacts on the targets’ shareholder value
and profitability resulting from a shift in control.

Bethel, Liebeskind and Opler (1998) provide evidence in support of the view that
the market for partial corporate control is efficient in limiting agency costs in U.S.
companies during the 1980s. They find that block purchases by activist investors are
followed with abnormal share price appreciation and improvements in long-term
profitability. Dyck and Zingales (2004) provide an international comparison of the
private benefits of control covering 393 controlling block transactions in 39 countries.
In their study, many institutional variables including better accounting standards,
better legal protection of minority shareholders and better law enforcement seem to be
useful in curbing private benefits of control, and hence enhancing financial market
development. This thesis also provides an international look at the stock market
effects of block share purchases associated with different legal systems and

governance practices in target and acquiring firms.



2.3. International corporate governance convergence

International corporate governance convergence has been discussed at great
length due to globalization, deregulation, and stringent competition. Gilson (2001)
recognizes that corporate governance systems vary widely across countries and across
firms, and identifies three kinds of corporate governance convergence towards the
most efficient governance practices: formal convergence, functional convergence and
contractual convergence. Formal convergence predicts a convergence of legal rules
and requires altering the basic structure of existing governance institutions, while
functional convergence predicts adaptations within different existing institutions to
adopt better governance practices. Contractual convergence occurs in the form of
contract arrangements when existing governance institutions lack the sufficient
flexibility to perform the function of good governance. Proponents of the convergence
hypothesis emphasize the role of ongoing integration of global capital markets in
eliminating inefficient corporate governance patterns, while others take the opposite
views that either cast doubt on an “optimal” corporate governance system or suggest
the kinds of immovable obstacles to complete convergence (Aoki, 1994; Bebchuk and
Roe, 1999).

Even though these theoretical arguments propose a model of governance
structure and identify the very kinds of sources of path-dependence in corporate
governance convergence, there is still little empirical evidence on whether
international corporate governance converges and how it usually happens. Khanna,

Kogan and Palepu (2002) analyze new data on corporate governance practices



covering 24 developing countries as well as data on laws protecting shareholders and
creditors in 49 developed and developing countries. They search for evidence of
cross-country similarities in corporate governance and test for its relationship with
globalization. They conclude that globalization may have induced the formal adoption
of some common governance standards, but it is not strong enough to overcome local
vested interests, and there is no evidence on actual international governance
convergence. Bris and Cabolis (2004a) first address this issue in the context of
cross-border mergers, and analyze industry effects of mergers that are determined by
differences in shareholder protection. They show that acquisitions of firms in weaker
shareholder protection countries by firms in more protective regimes increase the
value of target industries. Furthermore, Bris and Cabolis (2004b) present evidence on
firm valuation effects of such contractual transfer of corporate governance practices
through cross-border mergers. Again, they find that target firms benefit from
improving shareholder protection and importing better governance practices, while
they do not worse off by reducing investor protection or exporting better governance
practices. However, like other studies of mergers, they cannot provide long-term
evidence in support of the corporate governance transfer hypothesis, since the
takeover targets in their sample are 100 percent acquired and get delisted afterwards.
This thesis contributes to existing corporate governance literature by empirically
examining how the target firms’ market value and long-term performance are affected
by a country’s legal system and changes in shareholder protection induced by block

share purchases. To the best of my knowledge, this thesis is the first attempt to

10



document both short-term market effects and long-term performance implications of
corporate governance practices with regard to country legal protection of shareholders

and creditors as well as the enforcement of the legal system.

3. Hypotheses and Methodology

3.1. Hypotheses

The above reviewed literature leads to the formulation of the following testable
hypotheses:

Hypothesis 1: The block targets with better corporate governance, as measured
by the legal origin and the level of shareholder protection, will result in positive
abnormal returns at the announcement period, indicative of positive market valuation
of high quality of corporate governance. Therefore, common law targets with higher
levels of shareholder protection are expected to experience greater abnormal returns
at the date of announcement than civil law targets with lower levels of shareholder
protection.

Hypothesis 2: The block targets, improving the level of shareholder protection in
blocks purchased by foreign companies under a better legal system and investor
protection environment, will experience favorable market valuation effects.

Consistent with hypothesis 2, I predict a realized benefit to the block targets in
civil law countries or with lower levels of shareholder protection due to improved

monitoring from common law acquirers in more protective legal regimes.
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Furthermore, 1 examine the long-term stock performance of target firms
following block share purchases conditional on changes in the legal system and
changes in corporate governance. Specifically, I develop the following hypotheses
related to long run evaluations of block targets:

Hypothesis 3: The long run stock performance of block targets with better
corporate governance, as measured by the legal origin and the level of shareholder
protection, is more favorable following the acquisition. In other words, positive
market valuation of high quality of a corporate governance system leads to expected
Sfuture management efficiency gains.

Hypothesis 4: The block targets, improving the level of shareholder protection in
blocks purchased by foreign companies under a better legal system and investor
protection environment, are expected to have better long-term post-acquisition stock
performance because of the increased discipline that the block acquirers are expected
to impose on target firms.

Consistent with hypothesis 3 and hypothesis 4, I expect that higher quality
corporate governance systems can have a long-term impact on shareholder value, and
the improved shareholder protection practices may be implemented within target
firms over time. In other words, I can empirically answer the question of what factor

makes some acquisitions successful in the long run while others are not successful.
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3.2. Methodology

The goal of this thesis is to examine announcement effects and long-term stock
market performance impacts of changes in corporate governance practices through
cross-border block share purchases. In other words, I hypothesize that there is a
positive relationship between governance quality and firm performance.

The markets’ reactions to the announcements of block purchases, or short-term
valuation effects, are assumed to be reflected in the pattern of abnormal returns
observed around the event date on which the acquisition is announced. Therefore, I

follow Brown and Warner (1985) and calculate the announcement period cumulative

abnormal returns (CARs) asZAR,, for the 7-day interval (-3, 3) and the 11-day

=4
interval (-5, 5), where AR, are the market-adjusted returns, or the differences between
actual returns and local market index returns. Both stock returns and local market
index returns are computed in local currencies and adjusted for dividends, stock splits
and stock repurchases, etc. Under the null hypothesis of no effect, the mean and
median cumulative abnormal returns for the alternative event windows should not be

significantly different from zero.'
In the long run, I use monthly abnormal returns to calculate both cumulative
abnormal returns (CARs) and buy-and-hold abnormal returns (BHARSs) over 1-year

and 3-year periods following the acquisition date. I also examine the subsequent

' In this thesis, [ use the market-adjusted model instead of market-model for assessing the
announcement effects of cross-border block purchases, because the requirement of estimation period in
applying the market model will reduce the sample size. In addition, for a short-term analysis, there is

little difference in the power of these two procedures.
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effects on firm performance as reflected in financial ratios, representing the pre- and
post-event changes in profitability, financial leverage, asset utilization and investment
policy of target firms. These financial ratios are calculated from the fiscal year-end
accounting data at 3-year (-1, 1), S-year (-2, 2) and 7-year (-3, 3) intervals
surrounding the acquisition date. In order to measure the effects of the legal system on
firm financial characteristics, I empirically test the pre- and post-event changing
values of financial ratios conditional on the different legal origin categories.

Finally, I construct the empirical regression models as follows, in order to relate
the legal system and governance quality to firm stock performance in the short-term
and long-term by controlling other variables.

CAR;j = o + PLegal;; + y Governance;; + Y 6Control + gt (D
BHAR;;= a + BLegal;j+ v Governance;; + 3 8Control + &;t 2)

In above models, CAR;; and BHAR;;; calculate the abnormal returns of firm i in
country j during the period t. Legaljare the legal origins of target and acquiring firms
as well as their interaction effects. Governance; include all the corporate governance
indices utilized in this thesis such as the anti-director rights, investor protection,
creditor rights, accounting, and political corruption. I consider the anti-director rights
and investor protection for target and acquiring firms as well as their interaction term,
and creditor rights, accounting, and political corruption for target firms only. Both
legal origins and governance indices are country-level variables. Other control
variables include two firm-specific variables: the percent of shares acquired in

transactions and industry relationship between target and acquiring firms, and two
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country-level variables: the access to target equity market and logged GDP per capita.

4. Sample Description
4.1. Sample selection

To identify cross-border transactions that involve the transfers of block shares, [
use the SDC international mergers and acquisitions database. I begin with the
complete set of cross-border block share purchases in publicly traded companies
during the period from January 1990 to December 2000. Then, I restrict my attention
to the completed transactions with 20 percent to 80 percent of shares acquired.” I
further exclude all bankruptcies and the transactions that are identified by SDC as
LBO, tender offers, spin-offs, re-capitalizations, self-tenders, exchange offers,
repurchases, minority stake purchases, acquisitions of remaining interests and
privatizations. This leaves a sample of 576 cross-border block share purchases.

The sample is also screened for data availability. Since my study utilizes both
capital market data and corporate governance index data in order to determine the
short-term and long-term effects of corporate governance changes, I require that:

1. Complete stock price data for target firms are available from the

Datastream International and/or Bloomberg databases at least one year

after the initial acquisition announcement date; and,

2 In this thesis, I define a block transfer as the 20 percent to 80 percent of block shares acquired in
transactions and assume it represents a substantial percent of shares acquired to permit a group to

significantly influence a company’s decision making.
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2. Both the targets and acquirers in block share purchases are from the 49
countries covered by La Porta, Lopez-de-Silanes, Shleifer and Vishny
(1998),% where the country classifications by legal origin and governance
index data are available.
After eliminating those transactions that do not meet the above criteria, a final sample
of 240 cross-border block share purchases covering 37 countries is obtained. Of this
sample, 222 block targets are examined for short-term market valuation effects, and
198 block targets are studied for the long-term impact beyond initial announcement
effects.

In order to assess sample quality, 1 cross-reference the data set with Bloomberg
and Lexis-Nexis by reading multiple financial news items concerning the details of
the transactions collected from SDC, including the announcement date, the percent of
shares acquired in transactions, the target countries and the acquiring countries. I also
collect the published financial data including sales, net income, total debts, total assets
and capital expenditure from Worldscope International database for the targets in my
final sample, and I investigate the consequent changes in financial characteristics and

long-term operating performance.

4.2. Corporate governance index

In this section, I identify the country-specific corporate governance indices

¥ Countries of socialist legal origin and “transaction” economies are also excluded in La Porta,

Lopez-de-Silanes, Shleifer and Vishny (1998) terminology.
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utilized in this thesis and provide the data sources as well as the descriptive

information in Appendix A.

4.2.1. Legal system

The starting point for considering governance quality is to recognize the legal
families or traditions that apply to different countries. La Porta, Lopez-de-Silanes,
Shleifer and Vishny (1998) identify two broad traditions that modern commercial laws
originate from: common law, which is English in origin, and civil law, which derives
from Roman law. Within the civil legal tradition, they further divide into three major
families, including French, German and Scandinavian. They find that common-law
countries generally have stronger legal protection of investors than do civil-law
countries.

I adopt the legal regime classification for each country by La Porta,
Lopez-de-Silanes, Shleifer and Vishny (1998) and use it as my first proxy of the
external corporate governance quality. Table 1 presents the frequency of block
purchases by country and by legal origins of both target and acquiring firms. In total,
transactions where targets come from common-law countries account for 50 percent
of all the deals in the sample. Additionally, there are four possible target-acquirer legal
origin combinations, and the most frequent transaction type has a
common-law-legal-origin target and a common-law-legal-origin acquirer. This

combination accounts for 31.25 percent of all the block purchases in the sample.
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In the later part of this thesis, I utilize the legal origin indicators in univariate
tests and multivariate regressions to examine the relationship between firm
performance and corporate governance with regard to legal systems. I expect to find
higher abnormal returns for the targets in common-law countries and lower abnormal
returns for the targets in civil-law countries. Also, I assume that target firms from
civil-law countries increase their legal protection of investors through large share
acquisitions by foreign companies in common-law counties. Thus, I expect to observe
higher abnormal returns for the civil-law-legal-origin targets acquired by the

common-law-legal-origin companies.

4.2.2. Corporate governance variables

I select two alternative country-level measurements of sharcholder protection:
the anti-director rights taken from La Porta, Lopez-de-Silanes, Shleifer and Vishny
(1998) and investor protection taken from La Porta, Lopez-de-Silanes, Shleifer and
Vishny (2003). Anti-director rights is an index that aggregates six different
shareholder rights and ranges in value from 0 to 6 with 6 as the highest level of
protection for minority shareholders. I classify the target firms into the high levels of
shareholder protection group when they have this index at or greater than 4.0 out of
6.0, and otherwise the targets are categorized into the low levels of shareholder
protection group. Similarly, investor protection, the principal component of private

enforcement and anti-director rights, alternatively measures the ease with which
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shareholders can exercise their powers against “poor” management, and ranges from 0
to 10. Then, I classify the target firms into the high levels of investor protection group
when they have this index at or above 5.0 out of 10.0, and otherwise the targets are
categorized into the low levels of investor protection group.

Anti-director rights and investor protection are two highly correlated variables to
proxy for shareholder protection, and hence I need to use them separately in
regressions for examining the effects of shareholder protection on firm performance. I
expect to observe a positive relationship between the degree of shareholder protection
and firm performance.

The other measurements of legal environment and governance quality employed
in this thesis include creditor rights, accounting standards and political corruption. I
obtain the indices on creditor rights and accounting practices from La Porta,
Lopez-de-Silanes, Shleifer and Vishny (1998) and the index on political corruption
from La Porta, Lopez-de-Silanes, Shleifer and Vishny (2003). Creditor rights is an
index that aggregates four different creditor rights and ranges in value from 0 to 4
with 4 being the highest level of protection for creditors. However, the prediction of
the creditor right index is difficult to determine, since there may be different kinds of
creditors with very different interests, and the index from La Porta, Lopez-de-Silanes,
Shleifer and Vishny (1998) only takes the perspective of senior secured creditors.

Another governance indicator, the accounting standards, assesses the quality and
information availability in corporate annual reports. It is created by examining and

rating companies’ 1990 annual reports on their inclusion or omission of 90 items and
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ranges from 0 to 100. Higher score indicates more disclosure. I expect that better
disclosure practices and reporting standards promote higher quality of corporate
governance and lead to more positive announcement effects as well as better
long-term stock performance.

The third proxy of governance quality [ utilize in this thesis is the corruption
perception index, which assesses the corruption level in government. The scale is
from 0 to 10, with a lower score indicating a higher level of corruption. Giannetti and
Simonov (2004) show that foreign investors prefer to invest in firms where there is
more room for extraction of private benefits of control, or the level of political
corruption is higher. In this sense, I expect to have a negative relationship between the

corruption index and firm performance.

4.3. Descriptive statistics

The final block purchases sample includes 240 cross-border transactions
completed during the period from January 1990 to December 2000, involving 20
percent to 80 percent of shares purchased in publicly traded companies. Table 2
summarizes the basic characteristics of block share purchases and foreign acquirers.
From Panel A I find that on average over 50 percent of shares in targets are transferred
in transactions, large enough to change corporate control.* Additionally, the

civil-law-legal-origin targets generally have a larger percent of shares acquired in

* The 50% of shares transfer may represent a control test, where the majority block acquisitions

(percentage purchased >50%) mean that the control over corporations is traded.
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transactions than the common-law-legal-origin targets, and the group with the
weakest legal system, in which the civil law targets are acquired by civil law
companies, involves the highest percent of shares transferred. Theses results are
consistent with the hypothesis that there is a strong correlation between legal origins
and ownership concentration; in other words, common law countries tend to have a
much more dispersed ownership structure than civil law countries. And legal systems
and ownership concentration are complementary approaches to corporate governance.

In panel B I detect that most foreign acquirers are public companies, and up to
97.5 percent of foreign investors in sample are of the corporate type, which means
that this study will focus on corporate block share purchases, and foreign investors
acquire large shares of target firms mostly for strategic reasons. Therefore, I control
for the effects of industry relatedness between target and acquiring firms in

subsequent cross-sectional regressions.

5. Empirical Results

3.1, Univariate comparisons

In this section, I first conduct univariate tests to compare the abnormal returns to
block targets by legal origins and shareholder protection indices. I evaluate both the
short-term effects and long-term influences of the changes in governance quality

induced by cross-border acquisitions.
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5.1.1. Announcement period returns to target firms

Table 3 presents the univariate tests of mean and median announcement period
cumulative abnormal returns or CARs to targets categorized by legal origins,
anti-director rights and investor protection. Specifically, Panels A, B and C provide
one-way classification by target legal origins, anti-director rights and investor
protection, respectively. Panels D, E and F present two-way classification by
combining target and acquirer legal origins, anti-director rights and investor
protection. This table also shows the statistical significance of differences in
abnormal returns between groups using a two-tailed t-test for the equality of means
and a Wilcoxon test for the equality of medians.

Table 3 indicates that in general block target firms receive a positive market
response on the announcement of cross-border large share acquisitions. When
considering the legal origins involved in transactions, I find that
common-law-legal-origin target firms have significantly larger abnormal returns than
civil-law-legal-origin targets both over the 7-day event window (-3, 3) and 11-day
event window (-5, 5) for the acquisition announcement. Additionally, the CARs for
target firms with higher levels of shareholder protection, as reflected in the
anti-director rights and investor protection indices, are significantly larger in value
than those for targets with lower levels of shareholder protection over the same two
event windows. Theses results are in. support of my first hypothesis and consistent
with La Porta, Lopez-de-Silanes, Shleifer and Vishny (2002) in terms that the firms

with higher levels of investor protection receive higher market valuations.
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The second hypothesis is related to the governance transfer in block share
purchases and their announcement effects. I predict that target firms with poor
governance quality will experience a favorable market response when they are
acquired by firms with good governance practices. It reflects the positive market
expectation of governance improving in cross-border block purchases. Panel D in
Table 3 shows that, for civil-law-legal-origin target firms, they have average CARs of
10.95% over the 7-day event window (-3, 3) and 12.56% over the 1l1-day event
window (-5, 5) when blocks are purchased by common-law-legal-origin firms,
compared to 3.43% and 6.05% over the same two event windows when being
acquired by civil-law-legal-origin firms. The differences of abnormal returns between
the civil law targets-common law acquirers and the civil law targets-civil law
acquirers are statistically significant. However, for common-law-legal-origin target
firms, they have very close average CARs over the same event windows no matter
what countries the acquiring firms come from, and the differences in abnormal returns
between the common law targets-common law acquirers and the common law
targets-civil law acquirers are statistically insignificant. Furthermore, if the acquiring
firms are from civil law countries, it really makes a difference whether the targets are
in common law countries or in civil law countries. The group of civil law targets-civil
law acquirers consistently has the lowest CARs in both 7-day and 11-day event
windows around the acquisition announcement.

Above results from two-way univariate analysis of mean and median CARs over

two event windows upon the target and acquiring firms’ legal origins also hold for the
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comparisons with the alternative classifications by anti-director rights and investor
protection indices. Specifically, the Panels E and F in Table 3 show that the block
targets, if acquired by firms with better shareholder protection, have significantly
larger abnormal returns, while on the other hand, if acquired by firms with worse
shareholder protection, do not necessarily have significantly lower CARs. The group,
where both the target and acquiring firms are in low levels of shareholder protection,
has the lowest abnormal returns.

In summary, these results are consistent with Bris and Cabolis (2004b) in that the
target firms import good governance practices in cross-border acquisitions and hence
increase market values, while they do not import bad corporate governance or destroy
values if acquired by firms with poor governance quality. I observe similar
governance transfer patterns in the cross-border block share purchases sample, and

support for the second hypothesis.

5.1.2. Long-term stock performance of target firms

Table 4 compares mean and median long run abnormal returns to target firms by
legal origins, anti-director rights and investor protection indices. The classifications
are the same as those in earlier univariate tests of announcement period returns. [
measure the long-term stock performance by calculating both the cumulative
abnormal returns (CARs) and buy-and-hold abnormal returns (BHARSs) using

monthly abnormal returns over 1-year and 3-year periods following the acquisition
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date. I require that the target firms exist at least 1 year after the acquisition month. If
they are delisted within the 3-year period, the long run abnormal stock returns are
computed up to the delisting date. Barber and Lyon (1997) document that CARs are
biased predictors of BHARs, and hence researchers who restrict their analysis to
cumulative abnormal returns only could conceivably conclude that the sample in
question earned long-run abnormal returns when in fact it did not. Therefore, to
address this measurement bias, I use both CARs and BHARs to detect long-run (one-
to three-year) abnormal stock returns. However, these results may still be distorted by
introducing a survivorship bias with long-term studies, because some block targets
that were fully acquired within 1-year period following the acquisition date are
excluded from long-term sample.

From Panel A in Table 4, I observe that common-law-legal-origin target firms
have consistently larger abnormal stock returns than civil-law-legal-origin targets
through 1-year and 3-year periods following the acquisition date, and the differences
of long-run abnormal returns are strongly significant at the 1% level. These results are
robust based on both CARs and BHARs measurements, although the mean CARs and
associated test statistics are generally larger than those using BHARs.

Additionally, the long-run performances of block targets and reference portfolios
(local market indices) at one-, two- and three-year horizons are plotted in figures 1, 2,
3 and 4. Both the CARs and BHARs in Figures 1 and 2 show that
common-law-legal-origin target firms consistently earn large and positive abnormal

returns, while civil-law-legal-origin targets have negative long-run abnormal returns.
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Figures 3 and 4 provide the long-run cumulative actual returns of block targets and
local market indices, respectively. 1 conclude that the documented significant
differences in abnormal returns of block targets upon legal systems are not driven by
the different market returns. In fact, the common-law-legal-origin target firms
outperform civil-law-legal-origin targets both in absolute and relative to market index,
and common law countries exhibit a very close pattern of market returns with civil
law countries.

Furthermore, I compare long-term performance of block targets categorized by
target anti-director rights and investor protection indices. Similarly, the target firms
with higher levelS of shareholder protection generally have larger long-run abnormal
stock returns than the targets with lower levels of shareholder protection. In general,
these results from long-term analysis of stock performance of targets based on a
one-way classification preliminarily support the third hypothesis in the sense that
block targets with better corporate governance, not only experience more favorable
market valuation effects at the time of acquisition announcement, but also have better
long run stock performance beyond the initial announcement effects.

Finally, I conduct univariate tests to compare long-term performance of targets
upon a two-way classification and investigate the subsequent impact of governance
transfer in cross-border block share purchases. Based on the Panel D in Table 4, there
is no evidence that civil-law-legal-origin target firms experience more favorable
long-term stock performance when being acquired by common-law-legal-origin firms.

The differences in long-run abnormal returns between civil law targets-common law
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acquirers and civil law targets-civil law acquirers are generally insignificant. These
results are inconsistent with the last hypothesis that better acquiring firms’ country
legal system predicts more favorable long-term post-acquisition stock performance of
targets. In fact, civil-law-legal-origin targets “improve” their corporate governance
through large share acquired by common-law-legal-origin firms, which is only limited
to short-term announcement effects and has no long-term evidence. Again, I find no
evidence of good governance export or worse long-run performance due to block
shares purchased by civil-law-legal-origin firms. On the other hand, I find that
common-law-legal-origin target firms outperform civil-law-legal-origin targets no
matter whether the acquiring firms are from common law countries or civil law
countries. In Panels E and F, the anti-director rights and investor protection indices are
used instead of legal origins as the alternative proxies for corporate governance to
check for the robustness of previous results, and I find similar evidence. Therefore, I
preliminarily conclude that block targets’ country legal system and their original legal
protection of investors determine the cross-sectional variations in performance levels
among target firms following the acquisition date, and there is no long-term evidence

of governance transfer induced by cross-border block purchases.

5.2.  Regression results

5.2.1. Multivariate analysis of announcement period returns to target firms

Table 6 presents cross-sectional regression results that explain the announcement

27



period abnormal returns to block targets by controlling other variables. Panel A
reports estimation results of six model specifications for 7-day (-3, 3) cumulative
abnormal returns (CARs), and Panel B reports estimation results of same model
specifications for 11-day (-5, 5) CARs. A description of the independent variables
used in regression analysis, as well as their sources, is provided in Appendix A. Model
1 only includes the target legal origin. Models 2 to 4 consider the legal origins of both
target and acquiring firms as well as the interaction effect. Additionally, Models 3 and
4 further include alternative indices of target shareholder protection: the anti-director
rights and investor protection, respectively. As Table 5 shows, the legal origins,
anti-director rights and investor protection are three highly correlated variables and
the correlation coefficients are greater than 0.7, which suggest the possibility of
multicollinearity. Therefore, I further present regression results excluding the legal
origins in Models 5 and 6. Specifically, Model 5 considers target and acquiring firms’
anti-director rights as well as their interaction effect, and Model 6 is similar to Model
5, but I use investor protection to check for the robustness of previous results. In all
regression models, 1 assemble additional proxies of legal environment including
creditor rights, accounting standards and political corruption, and I control for the
percent of shares acquired in transactions, industry relatedness between target and
acquiring firms, and target countries’ stock markets openness and their economies.
Consistent with the univariate results, the civil-law-target dummy has the
negative coefficients in various cross-sectional regressions, indicating that target firms

from civil law countries with poorer legal settings experience significantly lower
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abnormal returns over the announcement periods. In Models 5 and 6, larger abnormal
returns are observed for targets with better shareholder protection. The estimated
coefficients of target anti-director rights and investor protection are significantly
positive. These results are consistent with the first hypothesis and the models of La
Porta, Lopez-de-Silanes, Shleifer and Vishny (1998) that predict higher valuations of
firms with superior legal protection of shareholders.

I also find that both 7-day (-3, 3) and 11-day (-5, 5) CARs are positively related
to the interaction term between civil-law-targets and common-law-acquirers, implying
that civil-law-legal-origin target firms benefit from increased monitoring and
shareholder protection through block shares purchased by common-law-legal-origin
firms even after controlling for several variables. Furthermore, in Models 5 and 6, 1
observe significant positive relationships between CARs and acquirer anti-director
rights as well as investor protection. These findings are consistent with the notion that
shareholders of targets earn larger abnormal returns when the acquiring firms come
from more protective legal regimes and provide better shareholder protection. It is in
line with the second hypothesis and supports Bris and Cabolis (2004b) in terms of the
positive effects of improving governance in cross-border acquisitions.

With respect to creditor rights, the coefficients are mostly negative and
insignificant. These results are not surprising. As La Porta, Lopez-de-Silanes, Shleifer
and Vishny (1998) point out, creditor rights are more complex than shareholder rights,
since there may be different kinds of creditors with different interests, and hence

protecting rights of some creditors has the effect of reducing the rights of others. In
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this thesis, I use the index on creditor rights from La Porta, Lopez-de-Silanes, Shleifer
and Vishny (1998), which takes the perspective of senior secured creditors. On the
other hand, the conflict between creditors and shareholders is also recognized as an
important source of agency cost, and some common-law countries like the United
States favor shareholders over creditors and display weak creditor protection.

The results for other governance indices and control variables in Table 6 are
generally consistent with prior literature. As Bris and Cabolis (2004a) find, better
accounting disclosure leads to significantly larger abnormal returns; however, lower
corruption index indicating higher level of political corruption may lead to larger
abnormal returns because of more room for extraction of private benefits of control.
The variable of percent of shares acquired in transactions is positively related to
abnormal returns, and in some model specifications this variable is statistically
significant. In this sense, the amount of corporate control may partially explain the

announcement period abnormal returns to targets in cross-border acquisitions.

5.2.2. Multivariate analysis of long-term stock performance of target firms

Table 7 discloses cross-sectional regression results that explain long-run
post-acquisition stock performance of targets by controlling other variables. All model
specifications are the same as in Table 6. The dependent variables are the monthly
cumulative abnormal returns to block targets over 1-year and 3-year periods following

the acquisition announcement date. Panel A reports regression results for 1-year
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period monthly CARs, and Panel B reports regression results for 3-year period
monthly CARs.

The civil-law-target dummy is again negative and significant, suggesting that
target firms from civil law countries with poorer legal protections of shareholders not
only experience more unfavorable market effects at the time of announcement, but
also consistently have lower level of long-term post-acquisition performance. In
Models 5 and 6, the target anti-director rights and investor protection variables are
again positive. However, they are statistically insignificant except that the variable of
target investor protection in Model 6 at 3-year post-acquisition horizon is weakly
significant at 10 percent. Thus, the evidence from multivariate analyses does not fully
support the third hypothesis. Specifically, I find that the long-term post-acquisition
performance is consistently more favorable for common-law-legal-origin targets, but I
do not detect unusual long-term abnormal returns for targets with better shareholder
protection measured by the anti-director rights and investor protection indices.

The interaction term between civil-law-targets and common-law-acquires is
negative and insignificant. Also, the coefficients of acquirer anti-director rights and
investor protection are all insignificant. These findings are consistent with the
long-term univariate results but do not support the last hypothesis. In other words,
target firms benefit from “improving” governance through large shares acquired by
firms in more protective legal regimes or with higher levels of shareholder protection,
which only limits to short-term valuation effects and lacks long-run evidence.

The estimation results for other variables are generally consistent with those in
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Table 6, but there are some small exceptions. The creditor rights variable is
significantly negative in the long run, while it is insignificant for announcement
periods. The positive effect of more accounting disclosures is significant in short-term
regressions, while it is statistically insignificant in the long run. Also, the effect of
corruption becomes insignificant at long-term horizon after acquisition announcement.
With regard to the percent of shares acquired in transactions, I still find it positively
related to long-term abnormal returns and statistically significant in some model

specifications.

5.2.3. Robustness check for long-term stock performance of target firms

As Barber and Lyon (1997) recognize, long-term CARs ignore compounding and
are subject to measurement bias, which at worst can lead to incorrect inferences.
Therefore, to ensure the robustness of long-term regression results, I additionally use
buy-and-hold abnormal returns (or BHARS) to detect long-run abnormal stock returns
and re-perform the earlier multivariate analyses in Table 8. Panel A reports regression
results for 1-year period monthly BHARs and Panel B reports regression results for
3-year period monthly BHARs.

In Table 8, the negative sign in estimated coefficients of civil-law-target dummy
is consistent with the observations in Table 7. Similarly, the variables of target
anti-director rights and investor protection are statistically insignificant. I confirm that

the long-term  post-acquisition performance is more favorable for
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common-law-legal-origin targets, while it is not detectable in the variables of
anti-director rights and investor protection as the measurements of shareholder
protection.

Contrary to what the last hypothesis predicts, the interaction term between
civil-law-targets and common-law-acquirers is significantly negative. The coefficients
of acquirer anti-director rights and investor protection are still insignificant in Models
5 and 6. Again, these results indicate that the inferences drawn from Table 6 are robust,
and I do not obtain the evidence in support of the last hypothesis or the governance

transfer hypothesis in the long run.

3.3, Tests of pre- and post-event changes in long run firm performance

To obtain some reasonable explanations of the negative long-term
post-acquisition stock performance of civil-law-legal-origin targets, I further examine
the corresponding effects on target firms’ operating performance, financial
characteristics and investment induced by cross-border block purchases. I construct
four financial ratios including the ratios of net income to net sales, total debt to total
assets, net sales to total assets, and capital expenditure to sales, as the measurements
of targets’ pre- and post-event profitability, leverage, assets utilization and investment
policy, respectively. Table 9 reports the pre- and post-event changes in these ratios for
three time intervals of 3-year (-1, 1), 5-year (-2, 2) and 7-year (-3, 3) around the year

of block purchase announcement. Panel A reports full sample mean differences of pre-
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and post-purchase financial ratios of targets, and Panel B reports the financial ratio
changes of targets categorized by target legal origins.

In Panel A, I observe that only the mean difference in the ratio of net income to
net sales over a 7-year (-3, 3) interval is significantly different from zero at the 5
percent level, and it is negative, indicating the decreasing profitability of block targets.
The other results are all statistically insignificant.

After classifying by target legal origins, as Panel B discloses, I find that
civil-law-legal-origin target firms significantly decrease profitability and use less debt
over 7-year (-3, 3) interval, and they consistently reduce capital expenditure all
through three time intervals. Compared with common-law-legal-origin targets, the
target firms with poorer legal protections of shareholders have less investment
opportunities after transactions, and the differences are significant. In this sense,
civil-law-legal-origin targets have less investment opportunities due to poorer
shareholder protection, which can limit the benefits from improving governance in
block share purchases and hence partially explain their observed negative long-term

post-acquisition stock performance.

6. Conclusion
This thesis presents empirical evidence showing that common-law-legal-origin
target firms are positively valued by capital markets in the short term and consistently

experience more favorable long-run post-acquisition performance than
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civil-law-legal-origin targets.” However, the positive effects of corporate governance
improvements (as reflected in legal systems and country-level measures of
shareholder protection) only limit to announcement period observations and lack
long-term evidence. I consider the effects of corporate governance and governance
changes induced by cross-border block share purchases, where target firms continue
as a going concern, providing a unique opportunity to evaluate the long run
performance. In this thesis, I employ a sample of 240 public target firms from 37
countries, spanning the period from January 1990 to December 2000.

This study is the first attempt to document both the short-term market effects and
long-term performance influences of corporate governance practices with regard to
country legal systems and the degree of shareholder protection. I conduct various
univariate tests and a series of cross-sectional regression analyses to investigate
whether legal systems and shareholder protection are positively valued by the market
and relate to the long-term stock performance, and whether target firms benefit from
increasing monitoring and improving governance quality through large share
acquisitions by firms in better legal systems. Consistent with La Porta,
Lopez-de-Silanes, Shleifer and Vishny (2002), I find higher market valuations of
firms in countries with better shareholder protection. Also, the results show the
positive announcement effects of governance improvements in cross-country

acquisitions in support of the governance transfer hypothesis modeled by Bris and

5 The figures 1 and 2 show that, even though the first three months after the acquisition announcement
date are eliminated for long-term study in order to exclude the announcement effects of acquisitions,

common-law target firms consistently perform better than civil-law targets.
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Cabolis (2004Db).

In the long run, I find that civil-law-legal-origin target firms consistently
underperform local market indices at one- to three-year horizons following the
acquisition announcement. However, there is no evidence that they import higher
quality of shareholder protection of foreign acquirers in more protective legal regimes.
To obtain a reasonable explanation of the negative long-term post-acquisition stock
performance of civil-law-legal-origin targets, 1 additionally test the pre- and
post-event changes in targets’ operating performance, financial characteristics and
investment (as reflected in financial ratios) for three time intervals around the year of
block share purchases. I conclude that civil-law-legal-origin targets have few
investment opportunities due to poorer shareholder protection and significantly reduce
capital expenditure after acquisitions, which can limit the benefits from improving
governance quality through block purchased by common-law-legal-origin firms, and
hence it may partially explain their observed negative long-term post-acquisition

stock performance.
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Figure 1. Monthly cumulative average abnormal returns or CAAR for common law

targets and civil law targets in block purchases following the acquisition

announcement date for the period, 1990 — 2000
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Appendix A. Descriptive information of variables and proxies used in the univariate

tests and multivariate analyses

Variable Sources Description

Legal origin Reynolds and  Identifies the legal origin of each country. Value 1 for

Common law Flores (1989), common-law legal origin countries and 0 otherwise
LLSV (1998)

Measure of shareholder protection
Anti-director rights LLSV (1998)

Investor protection LLSV (2003)

Index that aggregates six different shareholder’s rights.
It ranges from 0 to 6 with 6 as the highest level of
protection for minority shareholders

Principal component of Private enforcement and Anti-
director rights. Scale from 0 to 10

Other legal environment measurement

Creditor rights Bankruptcy and Index that aggregates four different creditor rights. It

reorganization

laws, LLSV

(1998)

Accounting LLSV (1998),
International
accounting and
auditing trends,
Center for
International
Financial
Analysis and
Research

Political corruption Transparency
2000, LLSV
(2003)

Control variables

Percent of shares SDC

acquired

Industry SDC

relatedness

Access to equity  Schwab et al.
(1999), LLSV
(2003)

Log GDP per World

capita Development
Indicators,
LLSV (2003)

ranges from 0 to 4

Index that assesses the quality and information
availability in annual reports. It is created by examining
and rating companies’ 1990 annual reports on their
inclusion or omission of 90 items and ranges from 0 to
100. High scores indicate more disclosure

Corruption perception index that assesses the corruption
level in government. Scale from 0 to 10, with lower
scores for higher levels of corruption

Percent of shares acquired in the block purchase

Industry relatedness of the block purchase acquirer and
target. Block purchase acquirer and target are related if
they share the same 2-digit SIC code

Index of the extent to which business executives in a
country agree with the statement “stock markets are
open to new firms and medium-sized firms”. Scale from
1 (strongly agree) through 7 (strongly disagree)
Logarithm of per capita Gross Domestic Product (in US
dollars) in 2000 for each country
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Appendix A. Descriptive information of variables and proxies used in the univariate
tests and multivariate analyses (continued)

Variable Sources Description
Outcome variables
CAR Datastream, Short term and long run market-adjusted cumulative
Bloomberg abnormal returns to targets in response to block purchase
announcement for the period, 1990 - 2000
BHAR Datastream, Long run buy-and-hold abnormal returns to targets in
Bloomberg response to block purchase announcement for the period,

1990 -2000. It is computed by compounding monthly
abnormal returns over the 3-year period following the
acquisition. If the targets are delisted one year after
block transactions and within the 3-year period, the
BHAR is computed up to the delisting date
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Table 1.Sample Description

The sample consists of 240 target firms from 37 countries that completed block share
purchases during the period from January 1990 to December 2000. I restrict my attention
to completed purchases of blocks between 20 to 80 percent of the stock. All the
transactions are from the Securities Data Company (SDC) database. The target firms are
publicly traded companies and have stock price data available from Datastream
International as well as Bloomberg database. Panel A shows the frequency of block
purchases by country, and Panel B provides a breakdown by country legal origins.
Common law and civil law are two broad legal families or traditions. Common law is
English in origin, and civil law that derives from Roman law further includes three major
families of French, German and Scandinavian. I consider the legal regime classifications
for each country from LLSV (1998).

Panel A: Distribution of block purchases by country

Number of Number of Number of
Country  observations Country  observations Country observations
Argentina 4 Greece 1 Philippines 5
Australia 8 Hong Kong 5 Portugal 1
Austria 5 India 14 Singapore 6
Belgium 3 Indonesia 3 South Africa 10
Brazil 5 Israel 2 South Korea 1
Canada 18 Italy 7 Spain 3
Chile 1 Japan 7 Sri Lanka 1
Colombia 2 Malaysia 3 Sweden 5
Denmark 1 Netherlands 3 Switzerland 4
Finland 2 New Zealand 7 Thailand 9
France 23 Norway 4 Turkey 4
Germany 24 Peru 2 United Kingdom 8
United States 29

All countries 240

Panel B: Distribution of block purchase by legal origin

Number of Number of
Target legal origin observations Acquirer legal origin observations
Common law 75
Common law 120 Civil law 45
Common law 46
Civil law 120 Civil law 74
All countries 240
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Table 2. Summary of characteristics of block share purchases and foreign acquirers

This table presents a summary of characteristics of block share purchases and foreign
acquirers in the sample of 240 completed acquisitions during 1990 to 2000 from
Securities Data Company (SDC) database. The target firms are publicly traded companies
and have stock price data available from Datastream International and Bloomberg
databases. Panel A presents the univariate tests of mean and median percent of shares
acquired in transactions categorized by legal origins following the classifications of
LLSV (1998), and *** ** and * indicate significance levels at 1%, 5%, and 10%,
respectively. The t-statistics are from t-tests for the equality of means and chi-squares are
from Wilcoxon tests for the equality of medians between groups. In Panel B, I report the
number of foreign acquirers in sample, classified by public status and type.

Panel A: Percent of shares acquired in transactions and legal origin

Target t-stat
Acquirer Common Law Civil Law [v%]
52.83%%** 53.25%*** 0.15
[52.00%]*** [51.76%]*** [0.04]
Common Law (N=75) (N=46)
49.39%%** 57.32%*** 2,91 %%
[51.00%]*** [58.72%]*** [8.47]***
Civil Law (N=45) (N=74)
t-stat 1.31 1.42
[v%] [3.05]* [2.34]

Panel B: Characteristics of foreign acquirer

Foreign acquirer public status Number of observations
Public companies 138
Private companies 51

Joint ventures 4
Subsidiaries 47
240
Foreign acquirer type
Corporates 234
Financial buyers 5
Individuals 1
240
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