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examine the causal effects of the market for corporate control on managerial discipline. 
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Does takeover activity cause managerial discipline? Evidence from international 
M&A laws 
 

Theory suggests that the threat of takeover is one of the most important external 

mechanisms for aligning the interests of managers and shareholders.1 Not surprisingly, a 

large empirical literature in corporate finance analyzes the effects of takeover activity on 

managerial discipline. However, this literature has not been successful in establishing 

whether an active market for corporate control enhances managerial discipline and often 

finds mixed results. Partly, this is because many studies rely on sources of variation in 

the threat of takeover that can generate serious endogeneity and omitted variable biases. 

For example, tests that employ the mean level of takeover activity as a proxy for the 

threat of takeover suffer from potential omitted variable biases since overall takeover 

activity is likely to be accompanied by contemporaneous macroeconomic shocks that 

could jointly explain management turnover (Mikkelson and Partch (1997)). Further, tests 

that employ takeover defenses as a proxy for takeover threats suffer from endogeneity 

concerns as they are often established at the discretion of the firm (Comment and 

Schwert (1995), Gompers et al. (2003)). 

To establish whether the market for corporate control improves corporate 

governance, we exploit a natural experiment that significantly increased the threat of 

takeover through the staggered initiation of takeover acts.2 Takeover acts are laws that 

are passed specifically to foster takeover activity by reducing barriers to M&A 

transactions, encouraging information dissemination, and increasing minority 

                                                 
1 See, for example, Scharfstein (1988) and Hirshleifer and Thakor (1998). 
2 Staggered law changes are widely used as an instrument in U.S. and international empirical research 
(see, e.g., Bertrand and Mullainathan (2003), Cornelli, Kominek, and Ljungqvist (2010)).  
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shareholder protection. These laws avoid the endogeneity and omitted variable problems 

to the extent they are passed by countries and not endogenously driven by firm specific 

conditions. Despite their advantages, it is important to recognize the political economy 

of these laws in that they may have been passed because of contemporaneous economic 

conditions and/or lobbying by the firms themselves. We show in a battery of robustness 

test that the data do not support these as well as other alternative interpretations.  

Our international setting also allows us to exploit a second source of variation to 

further ensure we identify the effects of M&A laws: cross-country differences in legal 

protection. Prior research shows that when country level investor protection is poor, firm 

level governance mechanisms are generally unavailable or prohibitively expensive (e.g., 

Bergman and Nicolaievsky (2007), Doidge, Karolyi, and Stulz (2007)). Therefore, if the 

threat of takeover causes managerial discipline, the initiation of M&A laws should have 

a larger governance impact in countries with weak investor protection laws, since 

alternative governance mechanisms at the firm level are less prevalent. Therefore, our 

cross-country analysis also enables us to provide unique evidence on the ability of 

internal governance mechanisms to substitute for the external market for corporate 

control, a central question in the literature that remains unresolved (see, e.g., Mikkelson 

and Partch (1997), Huson, Parrino and Starks (2001)).3 In this way, our experiment also 

allows us to provide new evidence on the corporate governance effects of cross-border 

M&A activity and their implications for the desirability of corporate governance reform, 

                                                 
3 In contrast, U.S. firms are recognized to have relatively optimal internal governance mechanisms at their 
disposal because of the U.S.’s high financial and economic development and strong investor protection 
(Aggarwal et al. (2009)). 
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as M&A laws significantly increase cross-border M&A activity (see, e.g., Bris and 

Cabolis (2008a), Ferreira et al. (2010)). 

Our proxy for the effectiveness of managerial discipline is the propensity to 

replace poorly performing CEOs. Replacing poorly performing CEOs is argued to be a 

necessary condition for good corporate governance (Shleifer and Vishny (1989, 1997)), 

and the sensitivity of top executive turnover to performance as a measure of the quality 

of corporate governance has been supported by a large number of studies in the U.S. and 

abroad, including recent research by Dahya, McConnell, and Travlos (2002), Volpin 

(2002), Gibson (2003), DeFond and Hung (2004), and Aggarwal, Erel, Ferreira, and 

Matos (2011).4   

To explore the causal effects of an increase in takeover threats and managerial 

discipline, we examine changes in the propensity to fire poorly performing CEOs around 

the time laws that increase the threat of takeover are passed. We employ a difference-in-

difference methodology that measures CEO turnover surrounding the exogenous shock 

to takeover threat. This allows us to eliminate any fixed differences between countries 

passing laws and those not passing laws at different points in time. Our sample includes 

about 11,500 firm-year observations from 12 countries that passed a takeover law over 

the 1992 to 2003 time period.  

Using this natural experiment, we find strong evidence that the enactment of 

M&A laws increases the sensitivity of CEO turnover to poor firm performance. To the 

best of our knowledge, these findings represent the first evidence of a causal link 

between the threat of takeover and managerial discipline. We also find that the increase 

                                                 
4 For U.S.-based studies see Hermalin and Weisbach (2003) and citations contained therein. 
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in managerial discipline caused by the initiation of M&A laws is strongest in countries 

with weak investor protection laws. Therefore, our findings document the important role 

of M&A activity in ensuring good corporate governance outcomes in countries where 

firm level governance mechanisms are unavailable or prohibitively expensive. Further, 

our results show that in countries with strong investor protection laws, the threat of 

takeover does not increase the propensity to terminate poorly performing CEOs. In this 

way, we provide evidence that internal governance mechanisms, when available, can be 

an effective substitute for the external market for corporate control.   

Our findings survive a number of specification and robustness tests. For 

example, our identification strategy assumes that M&A laws increase the threat of 

takeover. The data supports this assumption as we show that after the passage of these 

laws, M&A activity increases significantly, and more importantly, poorly performing 

firms are more likely to be acquired. We also allay concerns about the effect of lobbying 

(or reverse causality) on our results by estimating our primary models in event time 

surrounding the passage of the international M&A laws. To reduce the chance that our 

instrument is picking up the effect of another contemporaneous shock besides M&A 

laws, we control for the issuance of country-wide corporate governance 

recommendations. We also use institutional ownership to control for potential changes 

in firm-level governance environment (Aggarwal et al. (2011)). We investigate the 

influence of large blockholders, full acquisitions by foreign investors, and follow 

Bertrand, Duflo, and Mullainathan (2004) to perform placebo law estimations to verify 

our corrections for the presence of serial correlation in the data. In all instances we find 
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that our results continue to hold. We also take into account the nonlinear nature of 

discrete choice models in computing interaction effects (Ai and Norton (2003)). 

In our analysis, we also consider the possibility that some takeover laws may 

have dampened M&A activity in the local market. Several studies indeed argue that the 

German takeover law of 2002 discouraged M&A activity by allowing target firms to 

have significant takeover defenses (e.g., Baum (2006)). Therefore, we repeat our tests 

after dropping German firms and find that our results remain robust to this additional 

check. Finally, we replicate our tests after adding 21 countries that have never adopted 

takeover laws during our sample period to the initial sample of 12 countries. This 

analysis provides an additional control group by allowing us to examine the association 

between the threat of takeover and managerial discipline in a larger sample of about 

43,000 firm-year observations from 33 countries and to generalize our results. We 

continue to find a greater sensitivity of top executive turnover to poor firm performance 

following the passage of takeover laws and a more pronounced effect of such laws in 

countries with weak investor protection.  

The paper proceeds as follows. Section 1 provides a review of the related 

literature. Section 2 describes the data. Section 3 presents the research design. Section 4 

reports the results and Section 5 shows robustness checks. Section 6 reports results for a 

larger sample of countries and Section 7 examines the impact of M&A laws on takeover 

activity. Section 8 concludes. 

 
1. Related Literature  

We contribute to the large and mostly U.S.-based literature on the effectiveness 

of the market for corporate control in disciplining managers. The results are generally 
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mixed. One view in the literature is that corporate governance worsens as the threat of 

takeover decreases, since alternative governance mechanisms are likely to be less 

effective in disciplining managers (see, e.g., Jensen (1993, 1983)). Consistent with this 

view, Mikkelson and Partch (1997) find the propensity to fire poorly performing CEOs 

is weaker during years takeover activity was low (1984-1988 versus 1989-1993). In 

addition, Hadlock and Lumer (1997) document the absence of a relation between poor 

performance and top management turnover during the inactive takeover period of 1933-

1941. Several studies also show that disciplinary managerial turnover is more common 

in firms that are involved in some form of corporate control event (see, e.g., Martin and 

McConnell (1991), Denis and Denis (1995), and Denis, Denis, and Sarin (1997), and 

Denis and Serrano (1996)). Further, examining the performance-related discipline of top 

management by corporate takeovers, Kini, Kracaw and Mian (2004) find that the 

relation between pre-takeover performance and post-takeover CEO turnover is negative 

and significant only during the period when the takeover market was active in the U.S. 

(1989-1998 versus 1979 to 1988).  

Another view in the literature is that takeover activity does not matter to 

corporate governance, since alternative mechanisms that control agency problems can 

substitute for the absence of a market for corporate control (Pound (1992)).5 Consistent 

with this view, Huson et al. (2001) examine the 24-year period from 1971 to 1994 and 

find that the relation between forced CEO turnover and firm performance did not change 

as the intensity of M&A activity varied over time. Moreover, Denis and Kruse (2000) 

                                                 
5 These mechanisms include contractual commitments to debt holders, monitoring by active investors, 
product market competition and initiatives in the legal and political sectors (see, e.g. Jensen (1993), 
Agrawal and Knober (1996)).  
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find that the level of forced turnover and the level of restructuring activity in poorly 

performing firms did not change as the level of takeover activity declined in the 1985 to 

1992 time period. In a sample of U.K. takeover target firms drawn over the period from 

1985 to 1986, Franks and Mayer (1996) find no relation between pre-takeover 

performance and post-takeover CEO turnover.  

Taken together, the prior evidence often differs on whether top managers face 

increased disciplinary pressure when the threat of takeover is high. Further, it is difficult 

to draw strong causal conclusions from these studies since they most often proxy for the 

threat of takeover using the level of takeover activity. As Mikkelson and Partch (1997) 

acknowledge, studies that employ the mean level of takeover activity suffer from a 

potential omitted variable bias, since changes in managerial turnover and the decline in 

takeover activity can be explained jointly by unobserved macroeconomic conditions. In 

contrast to this existing literature that largely focuses on the mean level of takeover 

activity as a proxy for the threat of takeover in U.S. firms, we focus on exogenous 

variation in M&A laws around the world to provide new evidence on whether the threat 

of takeover has a causal and beneficial impact on corporate governance and find that it 

does.  

We also contribute to the nascent literature on the corporate governance effects 

of cross-border M&A activity and their implications for the desirability of corporate 

governance reform. For example, Bris and Cabolis (2008a) find a greater merger 

premium in cross-border mergers relative to domestic acquisitions when the acquirer is 

from a country with better investor protection than the target’s country. Ferreira et al. 

(2010) find that cross-border mergers are more likely to occur when foreign institutional 
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investors are present, and Bris et al. (2008b) document that cross-border mergers are 

associated with higher industry valuations. Our study documents the causal link between 

the first-time enactment of M&A laws, which increased both cross-border and domestic 

M&A activity, and improved corporate governance outcomes.   

 
2. Sample Selection and Descriptive Statistics 

2.1. Sample Selection  

2.1.1. Top Executive Turnover 

  We gather data on executive turnover and firm performance from the 

Worldscope database between 1992 and 2003.6 The initial sample consists of 

approximately 38,000 firms from 59 countries. We exclude firms with missing firm-

specific financial and executive data, firms with no identifiable top manager, and firms 

located in countries with missing legal environment data. We also exclude firms with 

assets less than $10 million and firms that are reported in the Worldscope database only 

once because we need at least two consecutive years of non-missing data on company 

officers and their titles to compute CEO turnover. The resulting sample includes 93,423 

firm-year observations of 25,091 firms from 48 countries over 1992-2003. 12 countries 

pass takeover laws for the first time between 1993 and 2002, which constitute the main 

sample for most of the analysis. A breakdown of the sample distribution across 

countries, M&A law status, and over years is reported in Table 1.  

  We follow DeFond and Hung (2004) and use the titles CEO, Chief Executive 

Officer, and Chief Executive to identify the top manager in each firm. In countries that 

                                                 
6 Our data ends in 2003 because the historical executive data for foreign firms are available only through 
Worldscope CDROMs, which were discontinued in 2004.  
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use other titles for top managers, we use the top manager titles used by DeFond and 

Hung (2004), Gibson (2003), and Lel and Miller (2008).7 After the top manager in the 

firm is identified, we first compare the last names and the first letter of first names of top 

managers of the firm over time to find out whether or not there was a top manager 

replacement in any given year. We next hand-check CEO turnovers for the entire sample 

to prevent any misclassification of turnover events due to potential misspelling of CEO 

names from one year to the next.  

  Worldscope does not provide information on CEO age and tenure, and media 

coverage for the sample firms varies substantially across countries. Thus, as in DeFond 

and Hung (2004) and Gibson (2003), we do not know whether the CEO turnover is 

voluntary (e.g., due to retirement) or not. However, voluntary turnovers are unlikely to 

be related to performance since not distinguishing between voluntary and forced 

turnovers causes additional noise in the dependent variable, which only affects standard 

errors (Hermalin and Weisbach (2003)). Consistent with this argument, the empirical 

evidence suggests a similar or more sensitive relationship between CEO turnover and 

performance for forced replacements (see, e.g., Huson et al. (2001), Dahya et al. (2002)). 

Therefore, we do not expect this data limitation to alter our conclusions.   

 

2.1.2. International M&A Laws as a Source of Variation in the Threat of Takeover   

We attempt to deal with endogeneity and omitted variable problems inherent 

when the level of actual takeovers is used to proxy for the threat of takeover by 

employing the staggered passage of international M&A laws. Our identification strategy 

                                                 
7 We use the terms CEO turnover and top manager turnover interchangeably.  
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assumes that the threat of takeover increases in the legislating countries after the laws 

that are designed to promote takeovers are passed. The data supports this assumption as 

we show later in section 7 that both the aggregate M&A activity and the likelihood of 

the acquisition of poorly performing firms increases substantially following the adoption 

of the M&A laws. The use of these laws solves the endogeneity and omitted variable 

problems to the extent that they are also passed by countries and not endogenously 

determined at the firm level. To this end, it is important to note that unlike firm level 

takeover defenses, countrywide M&A laws are not passed on a firm-by-firm basis. At 

the same time, a potential concern is that political lobbying by firms could introduce a 

reverse causality problem. We show on our robustness section that the data do not 

support this alternative interpretation. 

Why do policymakers around the world enact legislation that promotes M&A 

activity? The rationales include attracting domestic and foreign capital into the stock 

market, increasing the country's global competitiveness, promoting more efficient 

capital allocation, and increasing minority shareholder protection and transparency.8 The 

legal changes associated with M&A laws are significant, since these comprehensive acts 

are passed to foster takeover activity by reducing barriers to M&A transactions, 

encouraging information dissemination, and increasing minority protection. They are 

aimed at reducing informational uncertainties regarding the legal framework applicable 

to M&A transactions, simplify the application of various laws in connection with M&A 

                                                 
8 Cross-border M&As represent up to 80% of total FDI flows in OECD countries (OECD report (2007)).  
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transactions and streamline M&A procedures. They also prevent unnecessary and time-

consuming amendments to the various other laws related to M&A activities.9  

In terms of their comparison to U.S. state takeover laws, the countries in our 

sample have provisions similar to the fair price laws as in Connecticut, registration and 

disclosure laws as adopted by Hawaii, and cash-out laws (mandatory bid thresholds) as 

in Pennsylvania. However, they also have some unique provisions.  For example, some 

countries introduce significant tax benefits to acquirers and new types of M&As such as 

cross-border and cash-out mergers in Taiwan, some allow acquirers to squeeze out 

minority shareholders as in New Zealand, some others require the potential acquirers to 

disclose their intent when they pass the disclosure threshold of 5% or 10% and simplify 

government approval procedures as in Philippines, while others eliminate certain 

takeover defenses and unequal treatment of target shareholders in terms of offer price as 

in India.  

We gather information on takeover acts around the world by hand collecting 

information from various sources, including financial law publications such as the 

International Comparative Legal Guide and International Financial Law Review, 

studies such as Nenova (2006), and the websites of national regulatory agencies.10  

Detailed information on takeover laws and their sources is reported in the appendix.  

                                                 
9 If there is no specific takeover act or code, it is generally the case that M&A related issues are stipulated 
in various statutes including the Companies Act, Commercial Code, Capital Markets Law, Tax Laws, and 
Labor Laws. These regulations can be insufficient to eliminate informational asymmetries and could 
increase uncertainty about which law is applicable under different circumstances, especially from the 
point of view of foreign acquirers. Upon the enactment, the takeover act supersedes other laws and 
regulations concerning M&As in general. 
10 Information on mergers and acquisitions published by the International Bar Association and 
International Comparative Legal Guide Series on Mergers and Acquisitions is available at 
http://www.ibanet.org/LPD/Financial_services_section/securities_law_committee/TakeoverGuides.aspx 
and http://www.iclg.co.uk/, respectively.  
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 To better understand the role that international M&A laws play in the threat of 

takeover, we investigate merger activity in our sample countries around the passage of 

the laws. Following Rossi and Volpin (2004), we define merger intensity as the number 

of M&As of all firms divided by the total number of publicly listed firms in the country 

in a given year.11 Figure 1 shows that takeover laws have a considerable impact on 

M&A activities. The aggregate takeover activity increases from about 6.36% in the five-

year period prior to the passage of these laws to 10.18% in the five-year post-law period 

among the countries that pass such laws in our sample.12 This increase in M&A activity 

is statistically significant at the one percent level.  

Although we treat all takeover laws equally in most tests in our analysis, some 

takeover laws may have proven ineffective or hampered M&A activity. The 1968 

William’s Act of the United States and the subsequent state takeover laws, for example, 

are argued by some studies to have decreased M&A activity (e.g., Hackl and Testani 

(1988)). While the U.S. is not in our sample as it passed the M&A laws before the 

beginning of our sample period of 1992, a similar argument can be made for some other 

countries’ M&A laws.  

More specifically, some studies argue that the German takeover law of 2002 

discouraged M&A activity by allowing target firms to have significant takeover 

defenses (e.g., Gordon (2002), Baum (2006)). In particular, the takeover law of 2002 

permits the management the right to interfere with takeover attempts, and some of the 
                                                 
11 Although hostile takeovers are a direct way to discipline poorly performing managers, they are very rare 
around the world, and the incidence of hostile takeovers can be difficult to measure (Bertrand and 
Mullainathan (2003)). However, corporate control can also be transferred through block sales. In 
blockholder systems such as Germany, the accumulation of hostile stakes can have disciplinary effects on 
the management (e.g., Jenkinson and Ljungqvist (2001)).  
12 We continue to find a positive effect of M&A laws on takeover activity if we include in the analysis 
countries that never pass M&A laws during the sample period.  
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anti-takeover defenses do not require shareholder approval. For example, the 

management board of a German firm can resist a takeover attempt by purchasing or 

selling important assets just with the approval of the supervisory board.  In addition, all 

actions approved by the supervisory board of the target, which includes many 

representatives of employees and trade unions by law, during the bidding process are 

allowed without any approval of the shareholder assembly (Baum (2006)). Odenius 

(2008) and Baum (2006) even argue that the German takeover law was largely a 

protectionist response by the German politicians to the arrival of hostile takeovers in 

Germany in early 2000, such as the takeover of Mannesmann AG by the British 

Vodafone PLC in 2000 for more than €150 billion, with target shareholders enjoying 

about 100% premium. The new German law is thus viewed by some studies as an anti-

takeover legislation (e.g., Gordon (2002)).  

It is important, however, to note that a greater availability of takeover defenses 

may not influence M&A activity but rather strengthen target firms’ bargaining power for 

a higher takeover premium, as some studies show to have happened in the US (e.g., 

Comment and Schwert (1995), Jarrell and Bradley (1980)).13 Thus, we do not exclude 

German firms from our main tests. All our results are robust to dropping German firms, 

and we report results with and without Germany in certain tests for robustness.  For 

Germany, we do not observe an increased sensitivity of CEO turnover to poor firm 

                                                 
13 The expected effect of these laws on stock prices is not straightforward to establish due to difficulty in 
determining the exact event date and window.  For example, several studies analyzing the impact of U.S. 
state anti-takeover laws on stock prices find mixed evidence (e.g., Karpoff  and Malatesta (1989), Romano 
(1987)). In this paper, we do not examine the effects of takeover laws on shareholder wealth.  
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performance following the passage of takeover laws but an increase in the overall, 

unconditional CEO turnover.14 

 
2.2. Descriptive Statistics 

Table 1 presents CEO turnover statistics by countries, takeover law status, and 

year, as well as descriptive statistics for the main variables. More specifically, panel A 

of Table 1 provides summary statistics for the sample based on a firm’s country of 

domicile. The average turnover ratio is 16.7%. Out of 48 countries in the final 

Worldscope sample, 27 countries had a takeover law by the end of 2003, with 12 of 

them passing the laws between 1993 and 2002.   

 Panel B shows turnover statistics by the presence of takeover laws.  It shows that 

the CEO turnover ratio increases from 16.06% in the period prior to the passage of 

M&A laws to 17.82% following the adoption of the laws. This increase in CEO turnover 

is statistically significant at the five percent level. More importantly, CEO turnover is 

higher in poorly performing firms only after the passage of the laws in 12 countries that 

adopt the laws during the sample period. Thus, M&A laws appear to have increased the 

sensitivity of CEO turnover to poor firm performance, consistent with the hypothesis 

that the market for corporate control strengthens corporate governance. This panel also 

shows that firms located in countries with takeover laws tend to have higher CEO 

turnover than countries without such laws (17.1% versus 15.8%).  

                                                 
14 The main criticism of the German takeover law is its unwillingness to eliminate takeover defenses. 
Analyzing takeover defenses available to firms in our sample of countries with takeover law enactments, 
we observe that the Austrian and Sri Lankan takeover laws also allow for a large number of takeover 
defenses. Thus, we replicate our results after excluding Austria and Sri Lanka in addition to Germany, and 
find that our results remain similar. These three countries do not experience an increased sensitivity of 
CEO turnover to poor firm performance following the passage of takeover laws.  
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Panel C reports summary statistics of the main performance and control 

variables. This panel shows that firm performance is significantly lower during years of 

CEO turnover. In addition, CEO turnover is more often pronounced in large firms. 

 
3. Research Design 

We estimate a series of probit models to test our hypothesis that the increased 

takeover threat from adopting M&A laws leads to greater managerial discipline. Our 

regression specification is as follows.  

 

Pr Turnover 	=	Φ [α + β1* Firm performance  + β2* Takeover law 																																																														 

											 	β12* Firm performance*Takeover law  + γ*X]																																										 1  

 

where  is the standard normal cumulative distribution, takeover law refers to the 

takeover law dummy, and X is a set of firm control variables, country controls, industry 

controls, and year controls.  

We follow previous research and measure turnover as a binary variable that takes 

on the value one if the top manager is changed in that year. We use the ratio of 

accounting earnings before interest and taxes to book value of assets (earnings ratio) as 

our main measure of firm performance because it is not influenced by firms’ capital 

structure policies or by differential country-level tax regimes. Similar forms of this 

variable are used extensively to proxy for firm performance in studies examining the 

sensitivity of CEO turnover to firm performance (e.g., De Fond and Hung (2004), Huson 

et al. (2001), Kang and Shivdasani (1995), and Volpin (2002)). We lag this performance 

variable by one year to prevent a possible overlap of the replaced CEO’s performance 
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with that of the new CEO. We also use stock returns as a stock market based measure of 

firm performance in later tests and find similar results. 

As a control variable, we include firm size measured as the natural logarithm of 

the book value of total assets in millions of U.S. dollars. We also include the natural 

logarithm of GDP per capita and industry dummies to control for the possible effects of 

industry-wide factors and changing economic conditions on M&A activity, firm 

profitability, and CEO turnover. Further, we include country fixed-effects which ensure 

we are controlling for unobserved country effects such as cultural attributes for the 

takeover markets as well as measuring the within-country differences in CEO turnover 

and firm performance.15 Finally, our regressions include indicator variables for each 

year. In the regression analysis, we winsorize continuous variables at the one percent 

level for each country and correct standard errors for possible serial correlation and 

heteroscedasticity by clustering at the firm level.  

To establish causality, we restrict the sample in equation (1) to countries that 

enact a takeover law during the regression sample period. Because the laws were 

enacted at different points in time, the control group includes all observations from these 

countries prior to the enactment year of the law. This difference-in-difference estimation 

allows us to control for contemporaneous factors that may change around the country’s 

adoption of the law, and the staggered passage of these laws means our control group is 

not dependent on countries that never passed a law. Therefore, we are able to use a 

                                                 
15 While we could employ firm fixed effects instead of country and industry fixed effects to fully exploit 
the panel nature of our data set, we do not do so because our left hand side variable (CEO turnover) 
displays relatively little time series variation. In such cases, fixed effects estimators lack the power to 
detect significant relationships and the sample size is substantially reduced. Therefore, we follow previous 
studies and employ fixed country effects (e.g., Gibson (2003)).  
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control group to difference out these confounding country-level factors and isolate the 

treatment effect of the law change. We also estimate equation (1) after adding 21 

countries that have never adopted takeover laws during our sample period to the initial 

sample of 12 countries in section 6 as an alternative control group.  

Our international setting allows us to exploit a second source of variation to 

further ensure we identify the effects of takeover laws: cross-country differences in legal 

protection. Accordingly, we examine if the impact of takeover laws on firms varies 

across countries with different legal protection by classifying countries into strong and 

weak investor protection regimes and comparing coefficients across samples. Doidge et 

al. (2007) and Aggarwal, Erel, Stulz, and Williamson (2009) show that internal firm 

level governance such as board independence is weak in firms located in countries with 

weak investor protection, which suggests that the enactment of takeover laws can have a 

greater impact on managerial discipline in countries with weak investor protection. In 

later tests, we also examine subsamples of firms for which firm-level measures of 

internal governance mechanisms are available. 

We focus on three common measures of investor protection at the country level. 

The first measure, from La Porta, Lopez de Silanes, and Shleifer (2006), is whether the 

home country has an English legal origin or not, which is an overall measure of strong 

investor protection. We also use the efficiency of the judicial system from La Porta et al. 

(2006) as a proxy for the degree of law enforcement, which is an assessment of the 

efficiency and integrity of the legal environment as it affects business. Some M&A laws 

may improve minority shareholder protection through mandating equal treatment of all 

shareholders of firms. To prevent any potential influence of the passage of M&A laws 
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on measures of investor protection, we employ broad measures of investor protection in 

our tests. However, for robustness, we also include a measure of investor protection 

related to minority shareholder protection in our tests. Specifically, we use the investor 

protection laws measure from La Porta et al. (2006), which takes into account anti-

director rights, disclosure requirements, and liability standards and represents a 

comprehensive measure of minority shareholder protection. Our results are also robust 

to other country level measures of investor protection such as the degree of private and 

public law enforcement, and disclosure standards (unreported). 

 
4. Empirical Results 

4.1. Takeover Laws, Top Executive Turnover, and Investor Protection 

Table 2 reports the results from a series of probit regressions in which the 

dependent variable equals one if the top manager is dismissed in that year, zero 

otherwise. The regressions include interactions between firm performance and the 

takeover law dummy to test the hypothesis that the enactment of takeover laws increases 

the performance to turnover sensitivity. Column (1) reports results for the full sample 

and the subsequent columns show results for firms located in countries with different 

legal regimes. All regression models include country, industry, and year fixed effects as 

well as controls for firm size and economic activity.   

In particular, the first column shows that the sensitivity of turnover to poor 

performance increases after the adoption of takeover laws. The coefficient on the 

interaction term between takeover law and lagged earnings ratio is negative and 

significant (-0.783, z = -2.728), consistent with the hypothesis that top managers face 

increased disciplinary pressure following the adoption of takeover laws. Following Ai 
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and Norton (2003), we correct the coefficient on the interaction term for the nonlinearity 

of the probit specification, and continue to find a negative and statistically significant 

coefficient on the interaction term between takeover law and lagged earnings ratio (-

0.107, z = -2.395). This result provides support for the hypothesis that increased 

takeover threat from enacting takeover laws leads to greater managerial discipline. 

To further understand the impact of the market for control on managerial 

discipline, we examine if takeover laws have a different effect on firms with varying 

degrees of investor protection in next columns of Table 2. This second source of 

variation in our data ensures that we identify the effects of takeover laws, as prior 

research shows that when country level investor protection is weak, firm level 

governance is also weak (see, e.g., Doidge et al. (2007)). Therefore, takeover laws 

should lead to a greater sensitivity of CEO turnover to poor performance in countries 

with weak investor protection laws, since the market for corporate control can substitute 

for the lack of adequate firm level governance mechanisms. 

Accordingly, we split the sample by investor protection regimes and examine the 

interactions between takeover law enactment and firm performance. Firm, country, 

industry and year controls are included in all regressions. The second and third columns 

in Table 2 split the sample by legal origin, a classification that proxies for the overall 

protection of minority shareholders in a country. Column (2) shows that in countries 

with Civil Law tradition, where investor protection is weakest, the corrected interaction 

between takeover law and lagged earnings ratio is negative and significant (-1.225, z = -

2.959). In terms of economic significance, the absolute probability of replacing the CEO 

increases by 3.27% in the presence of takeover laws when we move from the top 
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quartile to the bottom quartile of firm performance and compared to the period prior to 

the adoption of takeover laws.16 In contrast, column (3) shows that for Common Law 

countries, where investor protection is strongest, the interaction between takeover law 

and lagged earnings ratio is statistically insignificant. Therefore, in countries with poor 

investor protections, the adoption of takeover laws improves the CEO turnover to poor 

firm performance sensitivity. Further, the difference in the interaction terms between 

Civil and Common Law countries is statistically significant (p-value < 0.01).  

We also investigate alternative investor protection indices to further test if the 

impact of takeover laws is dependent on the category of protections investors are 

afforded in a particular country. Columns (4) and (6) report results for countries 

classified as having a weak judicial system and poor protection of minority shareholders. 

In both columns, we find the interactions (both standard and corrected) between 

takeover law and lagged earnings ratio are negative and significant, indicating that in 

these low investor protection countries, the sensitivity of CEO turnover to poor firm 

performance increases following the passage of takeover laws. Columns (5) and (7) 

report results for the strong investor protection countries, in which the interactions 

between takeover laws and firm performance are insignificant, indicating no difference 

in the relation between CEO turnover and firm performance in countries with strong 

investor protection. Alternative measures of investor protection laws from La Porta et al. 

(2006) such as the private law enforcement, burden of proof, and disclosure standards 

produce similar conclusions. Overall, these results suggest that the threat of takeover 

                                                 
16 For comparison, Huson et al. (2001) show that going from the top quartile to the lowest quartile in 
EBIT/TA ratio increases the probability of CEO turnover by 2%. 
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improves the corporate governance environment of firms in weak investor protection 

countries. 

Table 2 also shows that the coefficient on takeover law is positive and 

statistically significant in some specifications, indicating that the enactment of takeover 

laws positively influences absolute CEO turnover. CEO turnover is also higher in large 

firms, consistent with Gibson (2003) and DeFond and Hung (2004).17  

Overall, the results in Table 2 show that the enactment of takeover laws leads to 

an increased probability of terminating poorly performing CEOs, and this effect is 

concentrated in countries with weak investor protection. These results are consistent 

with the findings of Mikkelson and Partch (1997), Hadlock and Lumer (1997), and 

Martin and McConnell (1991), who find that the threat of takeover works as a 

disciplinary device in the U.S. Our results also suggest that the threat of takeover 

associated with the adoption of takeover laws is present in weakly governed firms, 

consistent with the findings of Kini et al. (2004) for US firms, as firms in countries with 

weak investor protection tend to have inadequate internal governance practices such as a 

lack of independent boards (e.g., Doidge et al. (2007)).  

 
4.2. Political Economy and other Endogeneity Checks 

While up to this point we assume that the passage of country-wide M&A laws is 

an exogenous event, it is possible that these laws were passed as a result of some 

unobserved time-varying factors that are also related to CEO turnover. In this section, 

we investigate whether the political economy of these laws could be biasing our results. 

                                                 
17 While the coefficient on firm performance is not statistically significant in most regressions, we find 
that it is negative and significant when we use more parsimonious models similar to those in DeFond and 
Hung (2004). 
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We employ three methods in this examination: (1) we introduce leads and lags to see if 

the effect of the laws occurred before their passage; (2) we exclude observations during 

the year laws were passed; and (3) we omit small firms from our analysis that would 

likely be targets of larger lobbying firms. 

As Bertrand and Mullainathan (2003) note in the context of U.S. antitakeover 

provisions, changing economic conditions may induce lobbying that give rise to the 

passage of takeover laws. If this is the case, we would expect to find some effect of the 

law prior to passage. To test for this, we follow Bertrand and Mullainathan (2003) and 

replace the takeover law dummy in equation (1) with four dummy variables: T-1 is a 

dummy variable that equals one for observations one year prior to the passage of the 

takeover law, T0 equals one for observations during the year of the adoption of the 

takeover law, T1 equals one for the year following the passage of the takeover law, and 

T2-5 equals one from the second to the fifth year after the passage of the takeover law. If 

our results are driven by lobbying (or reverse causation), the coefficient on the 

interaction term between the T-1 dummy and firm performance should be negative. 

Table 3 shows that the coefficient on this interaction term is not significantly different 

from zero in the full sample and any of the other models.   

If lobbying by domestic or institutional interest groups was the reason behind 

these laws, a reasonable expectation would be that such interest groups would act by 

engaging in M&A transactions within a short period around the enactment of the laws. 

In order to make sure that our results are not driven by such accumulated effects of 

potential interest groups, we re-examine our tests after excluding observations during the 

year of the passage of such laws and find similar results (untabulated). Therefore, CEO 
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turnover changes around the enactment year of takeover laws do not explain our results. 

It is also possible that some large domestic firms lobby for the passage of takeover laws 

so as to more easily acquire the assets of smaller firms within the same country. In order 

to check whether our results are driven by CEO turnovers in small and medium-sized 

firms, we repeat our analysis after excluding firms with assets less than $100 million, 

and find that our results remain unchanged (untabulated).  

In conclusion, we do not find evidence in our data to suggest that the political 

economy of international M&A laws biases our results. We do not find that the laws had 

a major effect prior to their enactment, nor does CEO turnover during the year of the 

passage of the laws drive our results. We next investigate the role that contemporaneous 

improvements in corporate governance standards surrounding international M&A laws 

might play in our results. 

 
4.3. Improvements in Corporate Governance and Takeover Laws 

Another potential concern is that a contemporaneous unobserved firm-level or 

country-level change in the governance environment of firms could be responsible for 

our results. For example, Dahya et al. (2002) show that the CEO turnover to 

performance sensitivity increased for U.K. firms following the Cadbury Act’s passage in 

1992. We investigate this possibility by controlling for (1) the issuance of country-wide 

corporate governance codes and (2) institutional ownership in the firm. 

In our first test, we obtain the list of countries that pass a mandatory corporate 

governance reform during our sample period from Kim and Lu (2011). We gather 

additional information on the issuance of corporate governance codes in our sample 

countries from the European Corporate Governance Institute. We find that four of our 
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sample countries issued a compulsory governance code during the sample period. Panel 

A of Table 4 reports results from regressions when we include an indicator variable to 

represent the adoption of such codes and its interaction term with firm performance in a 

way similar to our takeover laws dummy. Results show that both for the full same as 

well as for countries with weak investor protection, we continue to find that the 

enactment of takeover laws increases the sensitivity of CEO turnover to poor firm 

performance. For example, column (1) shows that the interaction between takeover law 

and lagged earnings ratio is negative and statistically significant for the full sample -

0.857 (z = -2.530). 

In our second test, we examine whether the adoption of takeover laws influences 

the CEO turnover to performance sensitivity in firms where internal, firm-level 

corporate governance environment remains constant. We use the presence of 

institutional ownership as a proxy for firm-level improvement in corporate governance, 

as firms with higher institutional ownership are likely to have a greater degree of 

monitoring and governance (e.g., Ferreira and Matos (2008)). We collect data on 

institutional block ownership from Worldscope CDs and 13F filings. In our sample of 

countries that enact a takeover law during the sample period, we find that 16.4% of the 

regression sample has institutional shareownership of at least 5% at some point during 

the sample period.18   

Panel B of Table 4 reports results from regressions in which we control for 

institutional ownership. Column (1) shows that the mean interaction effect between the 

                                                 
18 Institutional ownership is underreported in our sample of countries, as we obtain institutional ownership 
data mostly from Worldscope, which only reports large share ownership by individual institutional 
shareholders.   
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takeover laws dummy and firm performance is negative and significant (-0.109, z = -

2.543). The following columns show that this effect of takeover laws is concentrated in 

weak investor protection countries. For example, the sensitivity of CEO turnover to poor 

firm performance increases following the first-time enactment of takeover laws in civil 

law countries (-1.345, z = -3.227). These finding suggest that our results reported in 

Table 2 are not driven by changes in institutional ownership.  

Taken together, results reported in Table 4 suggest that our previous results are 

not likely to be driven by contemporaneous improvements in country-level external or 

firm-level internal governance, as we continue to find that the sensitivity of top 

executive turnover to poor performance increases following the first-time enactment of 

takeover laws when we control for other potential changes in the governance 

environment of firms.19  

 
5. Robustness Tests 

In this section, we address some additional potential issues about the tests we 

conduct in Section 4. We examine the sensitivity of our results to the exclusion of 

certain observations, alternative specifications of the tests, and variable definitions, and 

report the results in Table 5. Due to space considerations, in this table we focus on 

investor protection measure based on the broad English legal origin classification, but 

other governance classifications produce consistent results. 

                                                 
19 We also control for potential changes in restrictions on foreign direct investment that may coincide with 
the passage of M&A laws. We create a time-varying categorical variable with respect to the severity of 
legal barriers to capital flows using data on whether listed stocks within each country are freely available 
to foreign investors from the S&P’s Emerging Stock Markets Factbook and Global Stock Markets 
Factbook. We continue to find that our results hold when we include this variable in our regression 
specification (untabulated). We also find similar results when we include a measure of restrictions on 
foreign ownership of equity from the World Bank’s Investing Across Borders database. 
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5.1. Excluding Acquired Firms  

The top manager turnover is generally higher following a corporate control event 

(e.g., Denis and Kruse (2000)). Therefore, we examine if the increased threat of takeover 

due to the adoption of takeover laws also disciplines managers of firms that are not 

acquired. Specifically, we match the list of firms that were at least 50 percent acquired in 

the Security Data Corporation M&A database to our top executive database, and find a 

total of 650 observations that were subject to such acquisitions in the post-law period. 

The first three columns in Panel A of Table 5 report results when we re-run our tests 

after omitting these observations. Results show a negative and statistically significant 

coefficient on the interaction term for the full sample as well for weak investor 

protection countries. For example, the mean corrected interaction term between the 

takeover laws dummy and firm performance is negative and statistically significant in 

civil law countries (-0.169, z = -2.304). These results suggest that the passage of 

takeover laws increases the sensitivity of CEO turnover to poor firm performance even 

for firms that are not acquired, presumably due to the increased threat of takeover.  

We also replicate our tests after excluding 60 observations that were subject to 

full acquisitions by foreign investors. Bris and Cabolis (2008a) point out that in cross-

border acquisitions, the target firm becomes subject to the corporate governance system 

of the acquirer’s nationality in the special case of 100% acquisitions. As the laws in the 

target’s country (including M&A laws) are no longer applicable to the target firm, 

changes in M&A laws become irrelevant for these firms. In untabulated tests, we find 

that our results remain unchanged when we re-estimate our main tests after omitting 

firms that are fully acquired by foreign investors.  

 



    27  
 

5.2. Excluding Firms with Large Blockholders 

Managers with controlling stakes in their own firms are insulated from outside 

pressure to a great extent (e.g., La Porta et al. (1999), Denis et al. (1997), and Volpin 

(2002)). Thus, changes in the threat of takeover are less likely to influence the likelihood 

of top management turnover in such firms. Further, large shareholders may side with 

management in non-value maximizing activities and protect managers from being 

replaced. This argument raises the possibility that the relation between CEO turnover 

and performance may be impacted by the relative influence of large blockholders in 

countries with and without takeover laws at a given point in time.  

To investigate the role of large shareholders in our results, we collect data from 

Worldscope on the percentage of shares held by large shareholders (closely held shares) 

and exclude observations where blockholders have direct holdings of greater than 30 

percent before the adoption of the takeover law. Columns 4 through 6 in Panel A of 

Table 5 show that our previously reported results are robust to the exclusion of these 

firms.  In untabulated results, we find similar results when the percentage of closely held 

shares is employed as a control variable in the regression specification, and when we 

exclude firms with blockholders in the pre-takeover law period.  

 
5.3. Excluding Germany 

As we discussed earlier, several studies argue that the German takeover law of 

2002 hampered M&A activity by allowing target firms to have significant takeover 

defenses (e.g., Gordon (2002), Baum (2006)). Thus, we replicate our main regressions 

after excluding Germany, and report the results in the last three columns of Panel A. 

They indicate that the sensitivity of top manager turnover to poor firm performance 
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increases following the enactment of takeover laws. For example, column (8) shows that 

the mean corrected interaction effect between takeover laws and lagged earnings ratio is 

negative and significant in civil law countries (-0.543, z = -3.294). We also find similar 

results after excluding Austria and Sri Lanka, which passed M&A laws that resemble the 

German takeover law in their higher tolerance for takeover defenses.  

 

5.4. Stock Market based Measure of Firm Performance 

We use the one-year lagged earnings ratio as our firm performance measure in 

main tests since stock market based measures are less informative in some countries due 

to high stock price synchronicity and illiquidity (e.g., Morck, Yeung, and Yu (2000)). 

With this caveat in mind, we examine the sensitivity of our results to stock returns 

measured by one-year lagged total investment returns as a further robustness test. 

Following DeFond and Hung (2004), we exclude countries in our sample whose markets 

are characterized by high stock price synchronicity and illiquidity in these regressions.20 

Results reported in the first three columns in Panel B of Table 5 show that the adoption 

of takeover laws improves the sensitivity of CEO turnover to poor firm performance 

measured as stock returns.  

 
5.5. Relative Industry Performance Measure 

Morck, Shleifer and Vishny (1988) and Parrino (1997) suggest that internal 

monitors use relative industry performance measures to evaluate CEO performance. To 

examine the robustness of our results to this alternative definition of firm performance, 

we re-compute our firm performance measures in which industry-adjusted performance 

                                                 
20 These countries are India, Indonesia, Malaysia, Philippines, Sri Lanka, and Taiwan. 



    29  
 

is calculated as firm performance minus the median value of the corresponding two-digit 

SIC global industry. The columns (4) to (6) in Panel B show that the corrected 

interaction effect between takeover law and industry-adjusted firm performance is 

negative and statistically significant in the full sample as well as in countries with weak 

investor protection. Thus, our results are also robust to this alternative definition of firm 

performance.  

 
5.6. International Antitrust Laws, Top Executive Turnover, and Investor Protection 

Bris, Cabolis, and Janowski (2010) find evidence that countries adopting 

antitrust laws for the first time experience an increase in aggregate M&A activity. They 

argue that such laws promote M&A transactions by creating a level playing field and 

reducing information asymmetries. Thus, we use the adoption of such laws as an 

alternative proxy for the increased takeover threat. Using the data in Bris et al. (2010), 

we find that 8 countries passed an antitrust law during our sample period.  

To test if the enactment of antirust laws increases the propensity to terminate 

poorly performing top executives, we re-run our regressions by using an interaction term 

between antitrust law enactment and firm performance, and report the results in the last 

three columns of Panel B. Results show that the coefficient on the interaction term 

between antitrust law and lagged earnings ratio is negative and statistically significant 

for the full sample -0.530 (z = -2.233), and this effect is pronounced only when the 

firm’s home country investor protection is weak.21  

                                                 
21 We also examine the joint effect of takeover laws and antitrust laws, as it is possible that the law that 
was adopted earlier has the greatest impact on the turnover to performance sensitivity.  Specifically, we 
create a new law indicator variable that takes on the value one for the year that either a takeover act or an 
antitrust law is enacted and for the subsequent years, and zero otherwise. We find that 15 countries 
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5.7. Serial Correlation and Placebo Laws 
 

Bertrand et al. (2004) argue that difference in difference estimation methods may 

overestimate significance levels because of serial correlation. To make sure that our 

results are not affected by such serial correlation within our sample, and following 

Bertrand et al. (2004), we re-estimate our regressions after clustering standard errors at 

the country level, and find that our results remain robust. We also examine the impact of 

placebo laws on our estimations as a further robustness check. We randomly assign a 

takeover law enactment year to each country in our entire sample between 1993 and 

2002 and then replicate 1,000 times the difference in difference test in column (2) of 

Table 2. Since the placebo years are randomly chosen, we should expect to incorrectly 

reject the true null at the 5% level in 5% of the regressions, at the 10% level in 10% of 

the regressions, and so on. Our results suggest that the standard errors reported in Table 

2 are approximately unbiased. For example, we incorrectly reject the null hypothesis at 

the 1% level 1.2% of the time and at the 5% level 7.4% of the time in these tests.  

 
5.8. Other Robustness Tests  

We also conduct several other robustness checks. First, we control for cross-

listings of our sample firms on major U.S. exchanges, as several studies show that 

foreign firms cross-listed in the U.S. improve their corporate governance environment 

due to more stringent U.S. investor protections (e.g., Doidge et al. (2004)). Second, we 

replicate our tests using a linear probability model instead of probit specification, as it is 

easier to compare and interpret the coefficient on the interaction term in a difference-in-

                                                                                                                                                
enacted one of these laws during our sample period. When we re-estimate our models after replacing the 
takeover laws dummy with this new variable, we continue to find that the enactment of M&A laws 
increases the sensitivity of CEO turnover to poor firm performance (untabulated).  
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difference methodology in linear models. Third, we re-estimate our main tests after 

excluding financial firms, as such firms may have different governance mechanisms in 

place, and state ownership is generally high among banks in some countries. Fourth, to 

ensure our findings are not dependent on the inclusion of the firm-years surrounding the 

Asian financial crisis, we re-run our models after excluding years 1997 and 1998. 

Finally, we control for firm leverage (measured as total debt over total assets) in our 

tests in equation (1) because firms may use leverage as a takeover defense (e.g., Berger, 

Ofek, and Yermack (1997)). Our results remain robust to these additional checks.  

 
6. M&A Laws and CEO Turnover: An Alternative Control Group 

The previous analysis establishes that the enactment of M&A laws leads to an 

improvement in the corporate governance environment of firms in our sample countries 

that enacted M&A laws. To generalize these results to a larger sample of countries 

around the world and to serve as an alternative control group, we expand the sample to 

include countries that never adopted M&A laws during the sample period. As shown 

previously in Table 1, some countries adopted M&A laws in the late 1960s, while some 

others did not have such laws in place as of 2003. Therefore, we examine whether the 

presence of M&A laws is associated with a greater sensitivity of CEO turnover to poor 

performance when this larger alternative control group is considered. 

Because of this change in sample composition, our difference-in-difference 

specification in equation (1) is modified to include additional terms to control for 

changes in firm performance and the relationship between CEO turnover and firm 

performance before and after the adoption of the takeover laws and between countries 

that pass such laws in our sample period (the treatment group) versus others that do not 
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(the control group). As a result, we include a dummy variable (post*treatment) to 

represent the group of observations in the post-law period for countries that pass such 

laws, and an interaction term between firm performance and the treatment dummy to 

control for changes in firm performance for the control group. Our key variable of 

interest in this specification is the triple interaction term post*treatment*firm 

performance, which refers to the difference-in-difference estimator. Other difference-in-

difference terms are dropped as we include country fixed effects. 

 Table 6 presents the results from this analysis. They show that the propensity of 

turnover in response to poor performance is higher in countries that enact takeover laws, 

as evidenced by the negative and statistically significant coefficient on the triple 

interaction term lagged earnings ratio, post dummy, and treatment dummy (-0.625, z = -

2.170). The following columns show that the effect of takeover laws is larger in low 

shareholder protection countries. For example, the coefficient on the interaction term is -

1.154 (z = -2.725) in civil law countries, as reported in column (2). For countries with 

strong investor protection, the interaction terms are not statistically different from zero. 

Results also show that CEO turnover increases after the adoption of takeover laws, as 

the coefficient on the post*treatment dummy is positive and statistically significant. 

Overall, results in Table 6 are consistent with our results from the staggered initiation of 

M&A laws and further suggest that the presence of M&A laws is associated with greater 

managerial discipline around the world.  

 

7. International M&A Laws and Takeover Activity 

Our identification strategy assumes that the threat of takeover increases after the 

laws that are designed to promote takeovers are passed. While the content and stated 
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objectives of most M&A laws are consistent with this assumption, in this section we 

further analyze the effect of the initiation of takeover laws on the threat of takeover. 

To this end, we first analyze the change in the aggregate, country-level M&A 

activity around the passage of M&A laws. Our source of M&A transactions is the 

Security Data Corporation between 1990 and 2008. We exclude LBOs, recapitalizations, 

privatizations, self-tender offers, exchange offers, spin-offs, repurchases, partial equity-

stake purchases, and acquisitions where the acquirer is a government agency. We then 

examine the impact of takeover laws on M&A activity in a multivariate framework as 

follows.   

 

	  = μ +  φ2* Takeover law ∗ 																																													 2  

 

where merger intensity is as defined earlier in section 2 and ω is a set of time-varying 

country control variables and country and year fixed effects.22  

The results are reported in the first two columns of Table 7. Column (1) shows a 

positive relationship between that the initiation of M&A laws and country-level M&A 

activity, consistent with the stated intent of these laws. The coefficient on M&A law 

passage is 0.029 and is both statistically significant and economically relevant. This 

result is similar to the findings of Bris et al. (2010), who show that countries adopting 

                                                 
22 In equation (2), we control for the change in the local currency vis-à-vis $US, as the depreciation of the 
local currency can make the domestic firms attractive to foreign acquirers (e.g., Erel, Liao, and Weisbach 
(2012)). We include the change in local stock market index, as acquisitions can be driven by market 
misvaluations (Shleifer and Vishny (2003)). We also control for the availability of financing to firms (the 
ratio of domestic credit available to private industry to GDP) as it can make it easier for investors to 
acquire firms. The ratio of foreign direct investment to GDP is also included to control for the potential 
influence of FDI flows on the overall M&A activity and the passage of M&A laws. Other control 
variables include a proxy for the economic activity, the natural logarithm of GDP per capita, and a proxy 
for financial development, the ratio of stock market capitalization to GDP. All control variables are lagged 
one year. Additionally, we include country fixed effects to control for any unobserved country-specific 
heterogeneity such as culture and whether the country has a common law origin, and year fixed effects to 
account for cross-sectional dependence. 



    34  
 

anti-trust for the first time experience an increase in merger intensity, as well as those of 

Nenova (2006), who shows takeover law existence is associated with higher merger 

intensity. This finding is also related to Franks and Mayer (1990), who conclude that 

M&A activity in their sample of the UK, Germany, and France is to a great extent driven 

by regulatory differences rather than market forces. Control variables do not appear to 

explain M&A activity, possible due to small sample size. In the second column we use 

the ratio of the total number of cross-border mergers to the number of listed firms as the 

dependent variable. Results show that there is no statistically significant association 

between the passage of takeover laws and cross-border merger activity. These results are 

robust to Tobit estimation, dropping Germany, Austria, and Sri Lanka, and restricting 

the sample period to within five years around the adoption of M&A laws to examine the 

relatively immediate impact of M&A laws on takeover activity.  

While these findings show that aggregate M&A activity increases following the 

takeover law adoption, this increase could come from (1) the acquisition of unprofitable, 

inefficient firms (the disciplining effect), or (2) the acquisition of profitable firms, 

especially by foreign investors (the cherry picking effect). Thus, we also examine if the 

M&A laws increased the threat of takeover on poorly performing firms. In particular, we 

undertake a probit regression model where we test the relation between the probability 

of being acquired and target firm performance around the time of the initiation of M&A 

laws as follows. 

 

Pr Being acquired 	=	Φ [δ + γ1* Firm performance  + γ2* Takeover law 																																																														 

                       													 	γ12* Firm performance*Takeover law  + θ*Z]																																								 3  
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where  is the standard normal cumulative distribution and Z is a set of firm control 

variables, country controls, industry controls, and year controls. Most of our firm-level 

controls are obtained from Ferreira et al. (2010).23  

Results from this probit estimation are reported in the last two columns of Table 

7. Column (3) shows that the coefficient on the takeover law variable is positive and 

statistically significant, suggesting that the initiation of the takeover law increases the 

probability of being acquired, consistent with the stated purposes of these laws and the 

country-level findings reported in the previous table. More importantly, this column also 

reports a negative and statistically significant coefficient on the interaction term between 

the takeover law variable and firm performance. Specifically, this variable has a 

coefficient of -0.546 and is statistically significant at the five percent level (z = -2.074). 

In addition, compared to the period prior to the adoption of takeover laws, the absolute 

probability of being targeted increases by 2.40% when we move from the top quartile to 

the bottom quartile of firm performance. This finding suggests that poorly performing 

                                                 
23 Our first control variable is concentrated ownership percentage. The transfer of control is easier when 
the target firm has more concentrated ownership, as the free-rider problem is mitigated (Shleifer and 
Vishny (1986)). Alternatively, firms with concentrated ownership can more easily resist takeovers, 
thereby either reducing the probability of takeover or increasing the takeover premium. Similarly, 
institutional shareholders can facilitate M&As by actively seeking a buyer for the firm they invested in, or 
by reducing informational asymmetry about the target. R&D expenses scaled by sales is used as a proxy 
for the growth opportunities of the target and foreign sales scaled by sales is a measure of the 
internationalization of the target. We also control for the listing of the target’s shares on US stock markets 
(the cross-listed dummy). Firms with foreign sales and cross-listings in the US may be more likely to be 
targeted by foreign investors. High levels of leverage ratios can be used as a takeover defense mechanism, 
and thus we include the debt-to-asset ratio as a control in the regression. We also control for whether the 
acquirer and the target firms are in the same industry (Kang and Kim (2008)). Our final firm-level control 
is firm size measured as the natural logarithm of the book value of total assets in millions of U.S. dollars. 
The regression specification also has five country-level time-varying controls that are defined earlier. 
These variables are the change in the local currency vis-à-vis $US, the availability of financing to firms, 
the ratio of stock market capitalization to GDP, the change in local stock market index, and the natural 
logarithm of GDP per capita, all measured on an annual basis. We also include country fixed effects to 
control for any unobserved country-specific heterogeneity, industry fixed effects to control for industry-
specific M&A activity, and year fixed effects to account for cross-sectional dependence. In the regression 
analysis, we winsorize the continuous variables at the one percent level for each country and correct 
standard errors for possible serial correlation and heteroscedasticity by clustering at the firm level. 
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firms are more likely to be targeted after the initiation of the M&A law, pointing to the 

disciplining effect of takeover laws. This finding is consistent with the findings of a 

recent paper by Kim and Lu (2011), who find that the passage of corporate governance 

reforms in the target’s country reduces the cherry picking tendency of foreign acquirers. 

In column (4) we model the probability of a local firm being acquired by a 

foreign investor. Results show that some of the disciplining impact of takeover laws on 

poorly performing firms arises from cross-border acquisitions as shown by the 

statistically significant coefficient on the interaction term between the takeover law 

variable and firm performance (-0.763, z = -2.196).  We obtain similar results when we 

measure target firm performance as stock returns (untabulated). Among the control 

variable coefficient estimates, we find that firms with concentrated ownership are more 

likely to be targeted, consistent with the findings of Rossi and Volpin (2004) at the 

country-level. Overall, Table 7 suggests that the threat of takeover significantly 

increases after the passage of M&A laws and this threat focuses on poorly performing 

firms, consistent with the assumption underlying our analysis. 

 
8. Conclusions 

While the market for corporate control is an important corporate governance 

device, evidence on its effectiveness as a managerial disciplinary mechanism is mixed. 

This is in part because the level of takeover activity is used to proxy for the threat of 

takeover, and changes in managerial turnover and takeover activity can be explained 

jointly by unobserved macroeconomic conditions. Similarly, tests that employ takeover 

defenses as a proxy for the degree of takeover threat suffer from endogeneity concerns 

as they are often established at the discretion of the firm.  
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In this paper, we use a different approach and examine the role that takeover 

markets play in disciplining poorly performing managers by using the staggered 

initiation of M&A laws around the world as a source of exogenous variation in the threat 

of takeover. We find that the enactments of these laws lead to an increased sensitivity of 

CEO turnover to poor firm performance. Further, our results show that M&A laws have 

a larger effect on the propensity to terminate poorly performing CEOs in countries with 

weak investor protection laws and with weak firm-level internal governance. These 

results indicate that the market for corporate control works as a disciplinary governance 

mechanism in firms with weak governance. Overall, our results suggest that the market 

for corporate control improves the corporate governance environment of firms. 
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Figure 1.  Takeover laws and M&A activities 
 
This figure displays the average annual merger intensity around the initiation of takeover 
laws for countries that enact such laws over the 1992-2003 period. Following Rossi and 
Volpin (2004), we define merger intensity as the number of M&As divided by the total 
number of listed firms, calculated separately for each country and year, and then 
averaged across countries and relative years within the sample countries.  
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Table 1. Descriptive Statistics 
 

This table presents the distribution of the sample used in the regression analysis by countries, 
M&A law status, and year, and descriptive statistics for the main variables. Panel A describes the 
number of observations, firms, CEO turnover rates, and the year M&A laws are passed across 
countries. Panel B displays the distribution of the sample and CEO turnover percentage by the 
presence of M&A laws. The last column in panel B reports the difference in CEO turnover rates 
between the bottom and top quartiles of firm performance measured by one-year lagged earnings 
ratio. Panel C shows summary statistics for the sample used in the analysis. The last column in 
panel C reports the median differences of the firm performance variables between the CEO 
turnover and non-turnover observations and the related results from a nonparametric test on the 
equality of medians. Takeover law year is the year that the country passes the initial takeover law, 
if it has one as of the end of 2003. Lagged earnings ratio is the one-year lagged ratio of earnings 
before interest and taxes to total assets. Lagged stock returns is one-year lagged total investment 
returns. Inside ownership is the percentage of the firm owned by large shareholders. Log Assets is 
the natural logarithm of the total assets of firms. GDP per capita is the natural logarithm of the 
GDP per capita. † refers to the country that has observations in both the pre-takeover law 
enactment period and the post-enactment period in our sample. 
 
Panel A. By Country 
 

Country # Obs. # Firms CEO Turnover % Takeover Law Year 
      

Argentina 36 18 25.00 None  
Australia 1,966 714 16.28 1975 
Austria† 519 152 14.07 1998 
Belgium 711 187 14.21 1989 
Brazil 344 152 11.63 None 
Canada 3,370 958 19.35 1966 
Chile† 464 150 18.10 2000 
China 276 170 19.57 None 
Colombia 3 3 33.33 None 
Czech Republic 83 42 15.66 None 
Denmark 1,115 277 13.90 None 
Finland 766 212 13.71 1989 
France 3,037 960 12.48 None 
Germany† 3,590 1,025 17.13 2002 
Greece 505 209 15.05 None 
Hong Kong 1,950 741 15.69 1975 
Hungary 112 35 18.75 None 
India† 1,208 346 12.83 1997 
Indonesia† 1,021 310 23.21 1998 
Ireland† 394 88 13.45 1997 
Israel 217 90 21.66 1968 
Italy 1,192 318 18.04 1992 
Japan 21,009 3,776 14.15 None 
Korea 1,703 675 38.40 None 
Luxembourg 58 17 15.52 None 
Malaysia† 2,129 676 12.59 1998 
Mexico 304 117 17.76 None 
Netherlands 1,018 297 19.16 1970 
New Zealand† 269 82 17.47 2001 
Norway 356 110 18.82 None 
Pakistan† 399 97 11.78 2000 
Peru 87 43 24.14 None 
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Philippines† 637 194 19.31 1998 
Poland 233 82 19.31 None 
Portugal 150 60 9.33 None 
Singapore 1,281 417 17.25 1974 
South Africa 1,068 380 16.20 1991 
Spain 590 163 16.95 1991 
Sri Lanka† 37 14 8.11 1995 
Sweden 1,281 390 18.27 1991 
Switzerland 1,413 360 20.74 2004 
Taiwan† 1,207 413 25.02 2002 
Thailand 882 262 17.91 None 
Turkey 312 122 15.38 None 
United Kingdom 9,364 2,270 14.67 1968 
United States 24,713 6,900 17.94 1968 
Venezuela 24 11 4.17 None 
Zimbabwe 20 6 25.00 None 
Total 93,423 25,091 16.67  
 
 
    

 

Panel B.  By Takeover Law Adoption 
 

               CEO Turnover %   

Sample Description # Obs. All Firms 
Top Quartile – 

Bottom Quartile 

Takeover law initiated during sample period 11,868   16.90        -6.32*** 
(Staggered law adoption sample)    
      Before takeover law is initiated 6,185   16.06        -3.87 
      After takeover law is initiated 5,683   17.82**        -7.42*** 
    

Takeover law is never adopted during sample period 31,726   15.87        -5.30*** 
    

Takeover law initiated before 1993 49,829   17.13        -7.38*** 

 
 
Panel C.  Summary Statistics   
 

 

All countries     

 N Mean Median 
Turnover vs. non-

Turnover (medians) 
Lagged Earnings Ratio 93,423 0.178 0.055 -0.007*** 
Lagged Stock Returns (%) 87,495 13.448 0.001 -1.136*** 

Log Assets ($US millions) 93,423 6.584 5.987 0.106*** 

Inside Ownership (%) 93,423 31.014 29.073 -1.103** 

Log GDP per capita 93,423 9.879 10.191 0.001 

 
Staggered M&A law adoption countries 

 N Mean Median 
Turnover vs. non-

Turnover (medians) 
Lagged Earnings Ratio 11,868 0.071 0.063 -0.007*** 
Lagged Stock Returns (%) 11,031 6.224 0.000 -1.782*** 
Log Assets ($US millions) 11,868 6.201 5.552 0.289*** 
Inside Ownership (%) 11,868 36.308 35.596 6.526*** 
Log GDP per capita 11,868 8.531 9.437 0.717 
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Table 2. CEO Turnover and Takeover Acts  
 
This table presents probit estimates of the relationship between the probability of CEO turnover and firm performance for firms located 
in countries that pass a takeover law for the first time during the period of 1993-2002. Lagged earnings ratio is the one-year lagged ratio 
of earnings before interest and taxes to total assets. Takeover law dummy equals one for years following the enactment of the initial 
takeover act, and zero otherwise. Civil (Common) law sample includes firms located in countries with a French, German, or 
Scandinavian (English) legal system. Efficiency of the judicial system is a proxy for the degree of law enforcement, and provides an 
assessment of the efficiency and integrity of the legal environment as it affects business. Investor protection laws take into account anti-
director rights, disclosure requirements, and liability standards, and represent a comprehensive measure of minority shareholder 
protection. These country-level indices are obtained from La Porta et al. (2006). Log Assets is the natural logarithm of the total assets of 
firms. GDP per capita is the natural logarithm of the GDP per capita. The continuous variables are winsorized at the one percent level 
for each country. The interaction effect is defined as the change in the predicted probability of CEO turnover for a change in both the 
firm performance and the respective law dummy using the methodology of Ai and Norton (2003). The z-statistics appear in parentheses 
below parameter estimates. Robust standard errors are estimated using Rogers method of clustering by firm. Asterisks ***, **, and * 
indicate significance at the 1%, 5%, and 10% level, respectively. 
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Full 

Sample 
Civil  
Law 

Common 
 Law 

Low Judicial 
Efficiency 

High Judicial 
Efficiency 

Low Investor 
Protection 

High Investor 
Protection 

Variable (1) (2) (3) (4) (5) (6) (7) 
        

Lagged Earnings Ratio 0.219 
[1.038] 

0.340 
[1.001] 

-0.146 
[-0.589] 

2.539*** 
[3.040] 

-0.100 
[-0.423] 

0.072 
[0.216] 

0.174 
[0.672] 

        

Takeover Law 0.180* 
[1.899] 

0.246** 
[1.999] 

-0.221 
[-1.057] 

0.541*** 
[3.116] 

0.118 
[0.945] 

0.035 
[0.244] 

0.313** 
[2.254] 

        

Takeover Law 
* Lagged Earnings Ratio 

-0.783*** 
[-2.728] 

-1.225*** 
[-2.959] 

0.392 
[0.919] 

-3.640*** 
[-4.200] 

-0.202 
[-0.581] 

-1.125*** 
[-2.667] 

-0.223 
[-0.852] 

        

Log Assets 0.074*** 
[6.922] 

0.070*** 
[5.444] 

0.089*** 
[4.400] 

0.114*** 
[4.804] 

0.059*** 
[4.714] 

0.063*** 
[4.687] 

0.089*** 
[4.975] 

        

Log GDP per Capita -0.300 
[-0.415] 

-2.029** 
[-2.042] 

1.122 
[1.384] 

-5.496*** 
[-2.629] 

0.578 
[0.859] 

0.297 
[0.449] 

-4.890** 
[-2.375] 

        

Constant -0.699 
[-0.093] 

17.775* 
[1.736] 

-7.207 
[-1.465] 

4. 625** 
[2.536] 

-6.799 
[-0.985] 

-3.660 
[-0.539] 

41.016** 
[2.278] 

        
Country Effects Yes Yes Yes Yes Yes Yes Yes 
Industry Effects  Yes Yes Yes Yes Yes Yes Yes 
Year Effects Yes Yes Yes Yes Yes Yes Yes 
        
Observations 11,868 7,389 4,412 3,718 8,092 5,791 6,023 
Pseudo R-squared 0.042 0.043 0.054 0.064 0.038 0.045 0.067 
        

        

Mean Interaction Effect 
for Takeover  Law* 
Lagged Earnings Ratio 

-0.107** 
[-2.395] 

-0.188*** 
[-2.733] 

0.043 
[0.866] 

-0.543*** 
[-3.291] 

-0.027 
[-0.614] 

-0.154** 
[-2.437] 

-0.027 
[-0.887] 
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Table 3. Lobbying and the passage of M&A laws  
 
This table presents probit estimates of the relationship between the probability of CEO turnover and firm performance around the 
enactment of takeover laws and under various legal environments. The takeover laws dummy in Table 2 is replaced with four 
indicator variables to represent the year prior to the passage of the takeover law (T-1), the year of the adoption of the takeover law 
(T0), the year following the passage of the takeover law (T1), and two to five years after the passage of the takeover law (T2-5). 
Lagged earnings ratio is the one-year lagged ratio of earnings before interest and taxes to total assets. Takeover law dummy 
equals one for years following the enactment of the initial takeover act, if any, and zero otherwise. Civil (Common) law sample 
includes firms located in countries with a French, German, or Scandinavian (English) legal system. Efficiency of the judicial 
system is a proxy for the degree of law enforcement, and provides an assessment of the efficiency and integrity of the legal 
environment as it affects business. Investor protection laws take into account anti-director rights, disclosure requirements, and 
liability standards, and represent a comprehensive measure of minority shareholder protection. These country-level indices are 
obtained from La Porta et al. (2006). Log Assets is the natural logarithm of the total assets of firms. GDP per capita is the natural 
logarithm of the GDP per capita. The continuous variables are winsorized at the one percent level for each country. The 
interaction effect is defined as the change in the predicted probability of CEO turnover for a change in both the firm performance 
and the respective law dummy using the methodology of Ai and Norton (2003). The z-statistics appear in parentheses below 
parameter estimates. Robust standard errors are estimated using Rogers method of clustering by firm. Asterisks ***, **, and * 
indicate significance at the 1%, 5%, and 10% level, respectively. 
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Full 

Sample 
Civil  
Law 

Common 
 Law 

Low Judicial 
Efficiency 

High Judicial 
Efficiency 

Low Investor 
Protection 

High Investor 
Protection 

Variable (1) (2) (3) (4) (5) (6) (7) 
        

Lagged Earnings Ratio 0.151 
[0.675] 

0.373 
[0.899] 

-0.151 
[-0.615] 

2.738*** 
[2.763] 

-0.123 
[-0.473] 

0.029 
[0.073] 

0.123 
[0.476] 

        

T-1 -0.065 
[-0.520] 

0.094 
[0.568] 

-0.327 
[-1.025] 

0.125 
[0.490] 

-0.295* 
[-1.847] 

0.131 
[0.689] 

-0.219 
[-1.060] 

        

T-1*Lagged Earnings Ratio 0.206 
[0.328] 

-0.164 
[-0.220] 

1.407 
[0.704] 

-0.876 
[-0.486] 

0.250 
[0.374] 

0.291 
[0.366] 

0.535 
[0.405] 

        

T0 0.221** 
[2.032] 

0.325** 
[2.177] 

-0.441 
[-1.471] 

0.448** 
[2.138] 

0.001 
[0.010] 

0.222 
[1.274] 

0.251 
[1.472] 

        

T0*Lagged Earnings Ratio -0.738** 
[-1.972] 

-0.967* 
[-1.899] 

1.983 
[1.169] 

-3.798*** 
[-3.284] 

-0.316 
[-0.685] 

-0.718 
[-1.316] 

-0.901 
[-1.580] 

        

T1 0.382*** 
[2.887] 

0.425** 
[1.988] 

-0.071 
[-0.274] 

0.462* 
[1.727] 

0.367** 
[2.176] 

0.365* 
[1.704] 

0.192 
[0.843] 

        

T1*Lagged Earnings Ratio -1.003* 
[-1.871] 

-1.553** 
[-1.980] 

0.937 
[1.050] 

-3.789*** 
[-2.924] 

-0.509 
[-0.744] 

-1.111 
[-1.424] 

0.004 
[0.005] 

        

T2-5 -0.388*** 
[-2.610] 

-0.566*** 
[-2.604] 

-0.274 
[-0.978] 

-1.054*** 
[-3.232] 

-0.134 
[-0.744] 

-0.318 
[-1.298] 

-0.605** 
[-2.397] 

        

T2-5*Lagged Earnings Ratio -0.424 
[-1.170] 

-1.429** 
[-2.313] 

0.16 
[0.354] 

-3.828*** 
[-3.686] 

0.114 
[0.257] 

-1.374** 
[-2.230] 

-0.151 
[-0.584] 

        

Log Assets 0.076*** 
[7.108] 

0.071*** 
[5.542] 

0.088*** 
[4.383] 

0.103*** 
[4.384] 

0.059*** 
[4.689] 

0.067*** 
[4.887] 

0.086*** 
[4.809] 

        

Log GDP per Capita -0.252 
[-0.342] 

-1.955** 
[-2.028] 

1.151 
[1.427] 

-6.397*** 
[-2.643] 

0.681 
[1.020] 

0.296 
[0.433] 

-5.348*** 
[-2.634] 

        

Constant -1.058 
[-0.138] 

17.325* 
[1.740] 

-7.385 
[-1.507] 

54.052** 
[2.561] 

-7.772 
[-1.134] 

-3.533 
[-0.503] 

44.755** 
[2.521] 

        
        

Country Effects Yes Yes Yes Yes Yes Yes Yes

Industry Effects  Yes Yes Yes Yes Yes Yes Yes
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Year Effects Yes Yes Yes Yes Yes Yes Yes
        

Observations 11,868 7,389 4,412 3,718 8,092 5,791 6,023 
Pseudo R-squared     0.047 0.051 0.055 0.087 0.039 0.049 0.074 
        

Mean Interaction Effect for T-1* 
Lagged Earnings Ratio  

0.031 
[0.356] 

-0.021 
[-0.181] 

0.148 
[0.783] 

-0.175 
[-0.537] 

0.034 
[0.447] 

0.051 
[0.440] 

0.068 
[0.402] 

        

Mean Interaction Effect for T0 * 
Lagged Earnings Ratio 

-0.115* 
[-1.949] 

-0.165** 
[-1.988] 

0.212 
[1.386] 

-0.716*** 
[-3.362] 

-0.033 
[-0.550] 

-0.110 
[-1.358] 

-0.134 
[-1.396] 

        

Mean Interaction Effect for T1 * 
Lagged Earnings Ratio 

-0.166* 
[-1.886] 

-0.269** 
[-2.023] 

0.117 
[1.114] 

-0.704*** 
[-2.970] 

-0.082 
[-0.788] 

-0.187 
[-1.508] 

0.010 
[0.076] 

        

Mean Interaction Effect for T2-5 
* Lagged Earnings Ratio 

-0.051 
[-1.109] 

-0.171** 
[-2.085] 

0.019 
[0.396] 

-0.609*** 
[-3.328] 

0.017 
[0.309] 

-0.156* 
[-1.857] 

-0.022 
[-0.550] 
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Table 4. CEO Turnover, M&A Laws, and Changes in Firm Governance Environment 
 
This table presents probit estimates of the impact of changes in the governance environment of firms and takeover laws on the relationship 
between the probability of CEO turnover and firm performance under various legal environments. Panel A takes into account the presence 
of corporate governance codes in a country, and panel B controls for institutional ownership in firms. Corp. Gov. Code is a dummy variable 
that equals one for years following the enactment of mandatory corporate governance codes, if any, and zero otherwise. Institutional 
ownership dummy takes the value of one for firms that have institutional shareownership of at least 5% at some point during the sample 
period, and zero otherwise. Lagged earnings ratio is the one-year lagged ratio of earnings before interest and taxes to total assets. Takeover 
law dummy equals one for years following the enactment of the initial takeover act, if any, and zero otherwise. Civil (Common) law sample 
includes firms located in countries with a French, German, or Scandinavian (English) legal system. Efficiency of the judicial system is a 
proxy for the degree of law enforcement, and provides an assessment of the efficiency and integrity of the legal environment as it affects 
business. Investor protection laws take into account anti-director rights, disclosure requirements, and liability standards, and represent a 
comprehensive measure of minority shareholder protection. These country-level indices are obtained from La Porta et al. (2006). Log 
Assets is the natural logarithm of the total assets of firms. GDP per capita is the natural logarithm of the GDP per capita. The continuous 
variables are winsorized at the one percent level for each country. The interaction effect is defined as the change in the predicted 
probability of CEO turnover for a change in both the firm performance and the respective law dummy using the methodology of Ai and 
Norton (2003). The z-statistics appear in parentheses below parameter estimates. Robust standard errors are estimated using Rogers method 
of clustering by firm. Asterisks ***, **, and * indicate significance at the 1%, 5%, and 10% level, respectively. 
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     Panel A. Corporate Governance Codes  
 

 
Full 

Sample 
Civil  
Law 

Common 
 Law 

Low Judicial 
Efficiency 

High Judicial 
Efficiency 

Low Investor 
Protection 

High Investor 
Protection 

Variable (1) (2) (3) (4) (5) (6) (7) 
        

Lagged Earnings Ratio 0.217 
[1.026] 

0.352 
[1.044] 

-0.133 
[-0.534] 

2.512*** 
[3.011] 

-0.110 
[-0.460] 

-0.007 
[-0.020] 

0.152 
[0.586] 

        

Takeover Law 0.172* 
[1.774] 

0.287** 
[2.154] 

-0.105 
[-0.479] 

0.541*** 
[3.119] 

0.059 
[0.451] 

-0.258 
[-1.548] 

0.272* 
[1.947] 

        

Takeover Law 
* Lagged Earnings Ratio 

-0.857** 
[-2.530] 

-1.406*** 
[-2.743] 

0.295 
[0.655] 

-3.534*** 
[-4.078] 

-0.008 
[-0.018] 

-1.384** 
[-2.519] 

-0.225 
[-0.753] 

        

Corp. Gov. Code 0.102 
[0.956] 

-0.108 
[-0.746] 

0.356 
[1.358] 

0.221 
[0.647] 

0.215 
[1.357] 

0.830*** 
[3.805] 

-0.267* 
[-1.721] 

        

Corp. Gov. Code 
* Lagged Earnings Ratio 

0.200 
[0.487] 

0.323 
[0.581] 

0.324 
[0.415] 

-6.380 
[-1.546] 

-0.259 
[-0.542] 

0.851 
[1.439] 

0.348 
[0.526] 

        

Log Assets 0.074*** 
[6.930] 

0.069*** 
[5.384] 

0.090*** 
[4.426] 

0.112*** 
[4.708] 

0.059*** 
[4.685] 

0.065*** 
[4.832] 

0.087*** 
[4.862] 

        

Log GDP per Capita -0.301 
[-0.418] 

-2.075** 
[-2.086] 

1.120 
[1.404] 

-5.455*** 
[-2.629] 

0.591 
[0.899] 

0.340 
[0.535] 

-4.851** 
[-2.371] 

        

Constant -0.664 
[-0.089] 

18.231* 
[1.777] 

-7.350 
[-1.517] 

45.926** 
[2.537] 

-6.925 
[-1.025] 

-4.018 
[-0.615] 

40.676** 
[2.275] 

        
Country Effects Yes Yes Yes Yes Yes Yes Yes 

Industry Effects  Yes Yes Yes Yes Yes Yes Yes 

Year Effects Yes Yes Yes Yes Yes Yes Yes 
        
Observations 11,868 7,389 4,412 3,718 8,092 5,791 6,023 
Pseudo R-squared 0.043 0.043 0.054 0.065 0.038 0.048 0.068 
        

        

Mean Interaction Effect for 
Takeover  Law* Lagged 
Earnings Ratio 

-0.117** 
[-2.353] 

-0.217** 
[-2.528] 

0.032 
[0.644] 

-0.525*** 
[-3.203] 

-0.001 
[-0.029] 

-0.167** 
[-2.084] 

-0.027 
[-0.779] 
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Panel B. Institutional Ownership 
 

 
Full 

Sample 
Civil  
Law 

Common 
 Law 

Low Judicial 
Efficiency 

High Judicial 
Efficiency 

Low Investor 
Protection 

High Investor 
Protection 

Variable (1) (2) (3) (4) (5) (6) (7) 
        

Lagged Earnings Ratio 0.111 
[0.444] 

0.305 
[0.896] 

-0.173 
[-0.458] 

2.404*** 
[2.915] 

-0.162 
[-0.582] 

0.088 
[0.259] 

-0.012 
[-0.034] 

        

Takeover Law 0.172* 
[1.803] 

0.241* 
[1.948] 

-0.236 
[-1.124] 

0.532*** 
[3.069] 

0.120 
[0.953] 

0.033 
[0.225] 

0.297** 
[2.125] 

        

Takeover Law 
* Lagged Earnings Ratio 

-0.786*** 
[-2.706] 

-1.345*** 
[-3.227] 

0.349 
[0.812] 

-3.877*** 
[-4.432] 

-0.218 
[-0.630] 

-1.069** 
[-2.492] 

-0.185 
[-0.477] 

        

Institutional Ownership 0.071 
[0.810] 

-0.021 
[-0.172] 

0.207 
[1.525] 

0.121 
[0.759] 

0.046 
[0.433] 

0.226* 
[1.700] 

0.122 
[1.022] 

        

Institutional Ownership 
* Lagged Earnings Ratio 

0.285 
[0.821] 

0.715 
[0.940] 

-0.030 
[-0.060] 

1.129 
[1.310] 

0.131 
[0.354] 

-1.762 
[-1.620] 

0.333 
[0.804] 

        

Log Assets 0.076*** 
[7.223] 

0.072*** 
[5.614] 

0.095*** 
[4.779] 

0.115*** 
[4.930] 

0.060*** 
[4.861] 

0.064*** 
[4.769] 

0.091*** 
[5.183] 

        

Log GDP per Capita -0.227 
[-0.252] 

-4.908** 
[-2.468] 

1.152 
[1.446] 

-5.438** 
[-2.574] 

0.821 
[1.112] 

0.273 
[0.350] 

-4.837** 
[-2.324] 

        

Constant -1.469 
[-0.157] 

47.332** 
[2.315] 

-7.280 
[-1.507] 

45.793** 
[2.485] 

-9.278 
[-1.218] 

-3.346 
[-0.417] 

40.609** 
[2.232] 

        
Country Effects Yes Yes Yes Yes Yes Yes Yes 
Industry Effects Yes Yes Yes Yes Yes Yes Yes 
Year Effects Yes Yes Yes Yes Yes Yes Yes 
        
Observations 11,868 7,389 4,412 3,718 8,092 5,791 6,023 
Pseudo R-squared 0.043 0.044 0.055 0.065 0.038 0.046 0.068 
        

        

Mean Interaction Effect 
for Takeover  Law* 
Lagged Earnings Ratio 

-0.109** 
[-2.543] 

-0.206*** 
[-2.932] 

0.039 
[0.797] 

-0.585*** 
[-3.442] 

-0.029 
[-0.679] 

-0.146** 
[-2.299] 

-0.026 
[-0.524] 
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Table 5. Robustness Tests 
 
This table presents probit estimates of the impact of takeover laws on the relationship between the probability of CEO turnover and firm 
performance under various legal environments and regression specifcations. Panel A reports results from regressions that exclude firms that were 
at least 50% acquired, firms that have a large shareholder who owns at least 30% of the firm before the adoption of the takeover law, and German 
firms, respectively. Panel B reports results for alternative measures of firm performance and antitrust laws. Lagged stock returns is defined as the 
one-year lagged value of total investment returns, and relative industry performance is calculated as firm performance minus the median value of 
the corresponding two-digit SIC global industry. Antitrust law dummy equals one for years following the initial enactment of the initial antitrust 
law, and zero otherwise, obtained from Bris et al. (2010). Lagged earnings ratio is the one-year lagged ratio of earnings before interest and taxes to 
total assets. Takeover law dummy equals one for years following the enactment of the initial takeover act, if any, and zero otherwise. Civil 
(Common) law sample includes firms located in countries with a French, German, or Scandinavian (English) legal system, obtained from La Porta 
et al. (2006). Log Assets is the natural logarithm of the total assets of firms. GDP per capita is the natural logarithm of the GDP per capita. The 
continuous variables are winsorized at the one percent level for each country. The interaction effect is defined as the change in the predicted 
probability of CEO turnover for a change in both the firm performance and the respective law dummy using the methodology of Ai and Norton 
(2003). The z-statistics appear in parentheses below parameter estimates. Robust standard errors are estimated using Rogers method of clustering 
by firm. Asterisks ***, **, and * indicate significance at the 1%, 5%, and 10% level, respectively. 
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Panel A. Excluding Certain Observations  
 
 

 Excluding Acquired Firms Excluding Large Shareholders Excluding German Firms 

 
Full 

Sample 
Civil  
Law 

Common 
 Law 

Full 
Sample 

Civil  
Law 

Common 
 Law 

Full 
Sample 

Civil  
Law 

Common 
 Law 

Variable (1) (2) (3) (4) (5) (6) (7) (8) (9) 
          

Lagged Earnings Ratio 0.177 
[0.801] 

0.297 
[0.828] 

-0.071 
[-0.259] 

0.413 
[0.901] 

0.338 
[0.667] 

0.57 
[0.527] 

0.378 
[1.546] 

2.524*** 
[2.999] 

-0.159 
[-0.636] 

          

Takeover Law 0.134 
[1.289] 

0.180 
[1.341] 

-0.252 
[-1.033] 

0.509*** 
[4.229] 

0.622*** 
[4.062] 

0.028 
[0.109] 

0.258** 
[2.155] 

0.626*** 
[3.603] 

-0.223 
[-1.078] 

          

Takeover Law 
* Lagged Earnings Ratio 

-0.658** 
[-2.046] 

-1.140** 
[-2.483] 

0.693 
[1.067] 

-1.013** 
[2.069] 

-1.267** 
[2.298] 

-0.455 
[0.404] 

-0.950*** 
[-2.777] 

-3.741*** 
[-4.174] 

0.296 
[0.702] 

          

Log Assets 0.076*** 
[6.706] 

0.075*** 
[5.614] 

0.083*** 
[3.723] 

0.095*** 
[7.420] 

0.096*** 
[5.956] 

0.099*** 
[4.448] 

0.092*** 
[6.585] 

0.098*** 
[4.779] 

0.087*** 
[4.327] 

          

Log GDP per Capita -0.263 
[-0.343] 

-1.768* 
[-1.708] 

1.200 
[1.315] 

0.561 
[0.644] 

-2.247* 
[1.667] 

2.943*** 
[2.870] 

-0.335 
[-0.426] 

-3.461*** 
[-2.890] 

1.116 
[1.369] 

          

Constant -0.897 
[-0.113] 

15.297 
[1.435] 

-7.989 
[-1.439] 

-9.962 
[1.103] 

19.531 
[1.404] 

-18.779*** 
[3.016] 

0.093 
[0.011] 

33.636*** 
[2.705] 

-7.157 
[-1.447] 

          
Country Effects Yes Yes Yes Yes Yes Yes Yes Yes Yes 
Industry Effects Yes Yes Yes Yes Yes Yes Yes Yes Yes 
Year Effects Yes Yes Yes Yes Yes Yes Yes Yes Yes 
          
Observations 10,237 6,519 3,639 8,934 5,059 3,809 8,279 3,781 4,412 
Pseudo R-squared 0.046 0.046 0.06 0.050 0.053 0.056 0.055 0.058 0.053 
          
          

Mean Interaction Effect  
for Takeover  Law* 
Lagged Earnings Ratio 

-0.088* 
[-1.938] 

-0.169** 
[-2.304] 

0.069 
[0.982] 

-0.128** 
[-2.061] 

-0.199** 
[-2.376] 

-0.041 
[-0.334] 

-0.115** 
[-2.319] 

-0.543*** 
[-3.294] 

0.043 
[0.887] 
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Panel B. Alternative Measures of Firm Performance and Antitrust Laws 
 
 Lagged Stock Returns  Relative Industry Performance  Adoption of Antitrust Laws 

 
Full 

Sample 
Civil  
Law 

Common 
 Law 

 Full 
Sample 

Civil  
Law 

Common 
 Law 

 Full 
Sample 

Civil  
Law 

Common 
 Law 

Variable (1) (2) (3)  (4) (5) (6)  (7) (8) (9) 
            

Lagged Firm Performance 0.019 
[0.989] 

0.223 
[0.888] 

-0.473 
[-0.237] 

 0.120 
[0.509] 

0.155 
[0.747] 

-0.186 
[-1.125] 

 0.092 
[0.987] 

0.105 
[1.097] 

-0.354 
[-0.263] 

            

Takeover Law 0.074*** 
[0.113] 

0.059*** 
[1.054] 

0.178*** 
[1.111] 

 0.071*** 
[1.306] 

0.062*** 
[1.287] 

0.100*** 
[0.941] 

 -0.138 
[-1.101] 

-0.069 
[-0.422] 

-0.034 
[-0.081] 

            

Takeover Law 
* Lagged Firm Performance 

-0.004** 
[-2.105] 

-0.004* 
[-1.883] 

-0.002 
[-0.528] 

 -0.709** 
[-2.381] 

-1.204*** 
[-2.878] 

0.614 
[1.359] 

 -0.530** 
[-2.233] 

-0.537* 
[-1.919] 

-0.094 
[-0.067] 

            

Log Assets -0.001 
[-5.208] 

-0.001 
[-3.789] 

0.001 
[4.219] 

 0.113 
[7.326] 

0.257 
[5.299] 

-0.338 
[-5.617] 

 0.019 
[1.516] 

0.018* 
[1.260] 

-0.008 
[-0.295] 

            

Log GDP per Capita 0.005 
[0.007] 

-1.628 
[-1.243] 

0.941 
[1.094] 

 -0.459 
[-0.600] 

-1.890** 
[-2.022] 

0.850 
[1.058] 

 1.091 
[0.515] 

-0.813 
[-0.299] 

5.462 
[1.442] 

            

Constant -3.513 
[-0.445] 

13.706 
[1.018] 

-9.526 
[-1.151] 

 1.836 
[0.235] 

16.498* 
[1.726] 

-7.704 
[-1.584] 

 -12.773 
[-0.592] 

-6.655 
[-0.240] 

-45.459 
[-1.477] 

            
Country Effects Yes Yes Yes  Yes Yes Yes  Yes Yes Yes 
Industry Effects Yes Yes Yes  Yes Yes Yes  Yes Yes Yes 
Year Effects Yes Yes Yes  Yes Yes Yes  Yes Yes Yes 
            
Observations 5,272 4,235 949  11,868 7,389 4,412  7,698 5,597 2,039 
Pseudo R-squared 0.052 0.051 0.122  0.033 0.034 0.025  0.021 0.030 0.036 
            

            

Mean Interaction Effect 
 for Takeover  Law* 
Lagged Firm Performance 

-0.001** 
[-2.148] 

-0.001** 
[-2.053] 

-0.0004 
[-0.697] 

 
-0.113*** 
[-2.691] 

-0.216*** 
[-3.227] 

0.059 
[1.198] 

 
-0.066* 
[-1.945] 

-0.065* 
[-1.695] 

-0.034 
[-0.148] 
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Table 6. CEO Turnover, M&A Laws, and Legal Environment: An Alternative Control Group 
 
This table presents probit estimates of the impact of takeover laws on the relationship between the probability of CEO turnover and 
firm performance under various legal environments. The sample includes countries that enact a takeover law for the first time and 
countries that never pass such laws during the sample period. Lagged earnings ratio is the one-year lagged ratio of earnings before 
interest and taxes to total assets. Takeover law dummy equals one for years following the enactment of the initial takeover act, if 
any, and zero otherwise. Post is a dummy variable that equals one for the post-takeover law period and treatment is a dummy 
variable that represents the group of countries that never pass takeover laws during the sample period. Civil (Common) law sample 
includes firms located in countries with a French, German, or Scandinavian (English) legal system. Efficiency of the judicial 
system is a proxy for the degree of law enforcement, and provides an assessment of the efficiency and integrity of the legal 
environment as it affects business. Investor protection laws take into account anti-director rights, disclosure requirements, and 
liability standards, and represent a comprehensive measure of minority shareholder protection. These country-level indices are 
obtained from La Porta et al. (2006). Log Assets is the natural logarithm of the total assets of firms. GDP per capita is the natural 
logarithm of the GDP per capita. The continuous variables are winsorized at the one percent level for each country. The interaction 
effect is defined as the change in the predicted probability of CEO turnover for a change in both the firm performance and the 
takeover law dummy using the methodology of Ai and Norton (2003). The z-statistics appear in parentheses below parameter 
estimates. Robust standard errors are estimated using Rogers method of clustering by firm. Asterisks ***, **, and * indicate 
significance at the 1%, 5%, and 10% level, respectively. 
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Full 

Sample 
Civil  
Law 

Common 
 Law 

Low 
Judicial 

Efficiency 

High  
Judicial 

Efficiency 

Low 
Investor 

Protection 

High 
Investor 

Protection 

Variable (1) (2) (3) (4) (5) (6) (7) 
        

Lagged Earnings Ratio -0.278 
[-0.976] 

-0.210 
[-0.851] 

-1.371** 
[-2.211] 

-0.578* 
[-1.724] 

-0.212 
[-0.712] 

-0.253 
[-0.918] 

-1.492 
[-1.621] 

        

Post*Treatment 0.279*** 
[4.004] 

0.381*** 
[4.553] 

0.048 
[0.280] 

0.439*** 
[3.248] 

0.279*** 
[3.118] 

0.199** 
[2.028] 

0.393*** 
[2.916] 

        

Treatment * Lagged 
Earnings Ratio 

0.406 
[1.153] 

0.531 
[1.247] 

1.193* 
[1.778] 

3.532*** 
[4.236] 

-0.016 
[-0.041] 

0.269 
[0.619] 

1.712* 
[1.788] 

        

Post*Treatment * Lagged 
Earnings Ratio 

-0.625** 
[-2.170] 

-1.154*** 
[-2.725] 

0.456 
[1.079] 

-4.034*** 
[-4.839] 

-0.078 
[-0.218] 

-1.080** 
[-2.546] 

-0.264 
[-1.025] 

        

Log Assets 0.048*** 
[8.660] 

0.046*** 
[7.963] 

0.060*** 
[3.215] 

0.051*** 
[3.442] 

0.046*** 
[7.787] 

0.043*** 
[7.315] 

0.085*** 
[4.939] 

        

Log GDP per Capita 0.046 
[0.080] 

-0.986 
[-1.419] 

1.419* 
[1.739] 

-0.687 
[-0.505] 

0.389 
[0.596] 

0.258 
[0.419] 

-2.460 
[-0.978] 

        

Constant -1.981 
[-0.384] 

7.355 
[1.186] 

-9.022* 
[-1.826] 

5.390 
[0.443] 

-6.443 
[-0.964] 

-3.846 
[-0.701] 

19.443 
[0.885] 

              

Country Effects Yes Yes Yes Yes Yes Yes Yes 
Industry Effects  Yes Yes Yes Yes Yes Yes Yes 
Year Effects Yes Yes Yes Yes Yes Yes Yes 
        

Observations 43,594 38,043 5,527 8,150 35,441 37,094 6,478 
Pseudo R-squared 0.035 0.036 0.053 0.085 0.017 0.035 0.064 
        

        

Mean Interaction Effect for 
Post*Treatment* Lagged 
Earnings Ratio 

-0.076** 
[-2.375] 

-0.156*** 
[-2.943] 

0.029 
[1.160] 

-0.955*** 
[-3.423] 

-0.019 
[-0.528] 

-0.125*** 
[-2.604] 

-0.018 
[-1.101] 
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Table 7.  M&A Laws, Aggregate Takeover Activity, and the Probability of Being Acquired 
 
This table presents estimates of the impact of takeover law adoption for the first time on the aggregate 
takeover activity and on the relationship between the likelihood of being acquired and firm performance, 
separately for all M&As and cross-border M&As. The first two columns use merger intensity defined as the 
number of M&As divided by the total number of publicly listed firms as the dependent variable and the final 
two columns use the likelihood of being acquired as the dependent variable. Columns (1) and (3) include all 
M&As and columns (2) and (4) consider cross-border M&As. Takeover law dummy equals one for years 
following the enactment of the initial takeover act, if any, and zero otherwise. Other variables are defined in 
the body of the paper. The continuous variables are winsorized at the one percent level for each country. The 
interaction effect is defined as the change in the predicted probability of CEO turnover for a change in both 
the firm performance and the takeover law dummy using the methodology of Ai and Norton (2003). The z-
statistics appear in parentheses below parameter estimates. Robust standard errors are estimated using the 
White (1980) method in first two columns and Rogers method of clustering by firm in last two columns. 
Asterisks ***, **, and * indicate significance at the 1%, 5%, and 10% level, respectively. 
 

 
 Aggregate M&A activity   The probability of being acquired 

Variable 
(1) 

All M&As 
(2) 

Cross-border M&As 
(3)  

All M&As 
(4) 

Cross-border M&As 

     
Takeover Law 0.029* 

[1.855] 
0.018 

[1.390] 
0.113* 
[1.785] 

0.111 
[1.270] 

     

Lagged Earnings Ratio - - 0.031 
[0.127] 

0.409 
[1.315] 

     

Takeover Law * Lagged  
Earnings Ratio 

- - -0.546** 
[-2.074] 

-0.763** 
[-2.196] 

     

R&D Expenses/Sales - - -0.389 
[-0.944] 

0.012 
[0.034] 

     

Foreign Sales/Sales - - -0.001 
[-0.879] 

-0.001 
[-0.535] 

     

Leverage - - -0.003 
[-0.876] 

-0.002 
[-0.626] 
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Cross-listed dummy - - 0.226 
[1.116] 

0.489*** 
[3.286] 

     

Log Assets - - 0.019 
[1.510] 

0.022** 
[2.459] 

     

Institutional Ownership % - - 0.014 
[0.086] 

-0.063 
[-0.364] 

     

Concentrated Ownership % - - 0.319*** 
[3.383] 

0.290*** 
[3.943] 

     

Same industry - - 1.223*** 
[15.332] 

1.082*** 
[19.640] 

     

Stock Market Cap / GDP 0.007 
[0.360] 

-0.003 
[-0.224] 

0.001 
[0.901] 

-0.0004 
[-0.372] 

     

Domestic Credit/ GDP 0.003 
[0.077] 

-0.002 
[-0.070] 

0.565*** 
[2.577] 

0.122 
[0.421] 

     

Exchange Rate Change (%) 0.005 
[0.331] 

-0.001 
[-0.112] 

0.012 
[0.261] 

0.099 
[1.238] 

     

Market Return (%) -0.019 
[-1.323] 

-0.013 
[-1.445] 

0.075 
[1.021] 

-0.012 
[-0.107] 

     

Log GDP per Capita 0.024 
[0.570] 

-0.011 
[-0.415] 

0.430 
[0.624] 

1.427*** 
[2.649] 

     

Constant -0.235 
[-0.615] 

0.073 
[0.332] 

-8.141 
[-1.153] 

-18.665*** 
[-3.358] 

     

Country Effects Yes Yes Yes Yes 
Industry Effects No No Yes Yes 
Year Effects Yes Yes Yes Yes 
     

Observations 121 114 9,680 9,680 
(Pseudo) R-squared 0.845 0.827 0.156 0.162 
     

Mean Interaction Effect 
for Takeover  Law* 
Lagged Earnings Ratio 

- - 
-0.134* 
[-1.927] 

-0.097* 
[-1.829] 
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Appendix. Information on M&A Laws  
 
This table presents detailed information on takeover laws as of end-2003 for each country in our overall sample. When available, we use existing 
studies to identify the presence and initial enactment year for takeover laws (e.g., Nenova (2006)). For the remaining countries, we use the national 
regulatory websites, the takeover guides published by the International Bar Association (IBA), the International Comparative Legal Guide Series 
(ICLG) on Mergers&Acquistions, International Financial Law Review (IFLR), EStandardsForum, and Factiva searches to determine the takeover law 
status in each country.  
  
Country Takeover 

Law Year 
Name of the Law  Source 

Argentina none  -  IBA and Mazer, Pedro, 2010, Executive view - Argentina: minority shareholders rights in mergers, 
June 9, 2010, http://executiveview.com/knowledge_centre.php?id=11735. 

Australia 1975 Foreign Acquisitions and 
Takeovers Act  

 http://www.takeovers.gov.au/about.aspx, and http://www.comlaw.gov.au/ComLaw/Legislation/. 
Australia also established a takeovers panel in 2000 following the CLERP Act of 1999. Our results 
are unchanged if we use the year of 2000 instead of 1975 as the year of the takeover law. 

Austria 1998 Takeover Act  
 

 IFLR, September 1998 and the 2008 M&A yearbook, and EStandardsForum  

Belgium 1989 Royal Decree of 11/8/1989  Nenova (2006) and http://www.cbfa.be/nl/oa/oaa/wg/oaa_wg.asp 
Brazil none -  ICLG 
Canada 1966 Ontario Securities Act (1966)  ICLG.  In addition, the Investment Vanada Act (1975) further regulates large investments and 

takeovers for foreign buyers. 
Chile 2000 Tender Offer Act  Nenova (2006) and IBA 
China none   IBA 
Colombia none -  ICLG and IBA 
Czech Republic none -  IBA and EStandardsForum 
Denmark none -  ICLG and  Christensen, S. and  A. Westenholz, 1999, Boards of directors as strategists in an enacted 

world – the Danish case, Journal of Management and Governance 3, 261-286. 
Finland 1989 Takeovers panel established by 

the Securities Markets Act of 
1989 

 ICLG 

France none -  Simmons & Simmons, “EU Takeovers Directive European Implementation Proposals,”  
Germany 2002 Takeover Act  Gordon (2002); Baum (2006); Odenius (2008); Mondaq Business Briefing June 2002 (The M&A 

transactions were governed by the voluntary takeover code before 2002). 
Greece none -  IBA 
Hong Kong 1975 Code on takeovers and mergers  Nenova (2006) and http://www.sfc.hk/sfcPressRelease/EN/, 
Hungary none -  Budai, Judit, 2007, Hungary: the public takeover bid – assessment and risks, March 23, 2007, 
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http://www.mondaq.com/article.asp?articleid=47136. 
India 1997 Substantial Acquisition of 

Shares and Takeovers 
 IBA, ICLG, and Securities and Exchange Board of India. 

Indonesia 1998 M&A Regulations  
(Government regulation no. 
27/1998 and Presidential 
Decree No. 96 and No. 118) 

 Haeys Associates, “Indonesian Acquisition Law In a Nutshell,” and also 
www.haeys.com/uploadedfiles/library/file_01183020030415.pdf  

Ireland 1997 Takeover Panel Act   IFLR, 2007 M&A yearbook, and Given, J. and C. McCourt, Ireland, in Mergers and Acquisitions: 
2005/06, London: Practical Law Company, 2005/06. 

Israel none -  Nenova (2006) 
Italy 1992 Public Tender Offer  ICLG and Simmons & Simmons, “EU Takeovers Directive European Implementation Proposals,” 

available at  
Japan none  -  IBA 
Korea none -  ICLG 
Luxembourg none -  http://www.legilux.public.lu/leg 
Malaysia 1998 Code on takeovers and mergers  Nenova (2006) and ILFR 2002 M&A yearbook 
Mexico none -   http://www.worldbank.org/ifa/rosc_cg_mex.pdf p53 
Netherlands 1970 Merger Code of the Social 

Economic Council 
 http://www.ser.nl/~/media/Files/Internet/  

New Zealand 2001 Takeovers Code  http://www.bellgully.com/resources/resource.00063.asp 
http://www.legislation.govt.nz/act/public/1993/0107/latest/DLM325810.html#DLM325810 
In addition, New Zealand passed a legislation on “Takeovers Panel Advisory Committee” in 1991. 

Norway none -  Sjåfjell, Beate, 2006, Country report from Norway: the new takeover regime (2), European Company 
Law 3, 202–206, Ibanet, and ICLG 

Pakistan 2000 Ordinance on substantial 
acquisition of shares and 
takeovers of listed companies 

 Nenova (2006), Ibrahim, A., 2006, Corporate governance in Pakistan: analysis of current challenges 
and recommendations for future reforms, Washington University Global Studies Law Review 5, 323-
332, and Khan&Associates.  

Peru none -  IBA  
Philippines 1998 Tender Offer Rules  IFLR, November1998 
Poland none -  IBA 
Portugal none -  Simmons & Simmons, “EU Takeovers Directive European Implementation Proposals,”  
Singapore 1974 Code on Takeovers and 

Mergers 
  “Consultation paper on revisions of the Singapore Code n takeovers and mergers,” Securities 

Industry Council, November 1999  
South Africa 1991 Code on Takeovers and 

Mergers 
 Nenova (2006) and http://www.gt.co.za/Publications/Effective-directors-guide/takeovers.asp 

Spain 1991 Public Takeover Offerings 
(Royal Decree 1197/1991) 

 http://www.bde.es/informes/be/boleco/2007oct/art6.pdf 
http://www.perezllorca.com/include_mav/getfile.asp?IdFileImage=1926 

Sri Lanka 1995 Company Takeovers and  Nenova (2006), IBA, Marsoof, Saleem, “Takeover offers and their ramifications,” Corporate Law: 
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Sweden 1991 Industry and Commerce Stock 
Exchange Committee Takeover 
Standard, Financial Instruments
Trading Act 

 Nenova (2006) 

Switzerland 2004 Federal Act on Merger, 
Demerger, Transformation, and 
Transfer of Assets (The Merger 
Act) 

 IFLR, IBA. The Swiss Takeover Board was established under the Federal Act on Stock Exchanges 
and Securities Trading in 1995 but it had no legal authority (using 1995 as the M&A law for 
Switzerland does not alter our conclusions). 

Taiwan  2002 Business Mergers and 
Acquisitions Act 

 IFLR, 2005 and 2007 M&A yearbook, Legal Media Group’s 2005 edition of Taiwan. 

Thailand none -  Nenova (2006) and EStandardsForum 
Turkey none -   ICGL, and  “Turkey, Takeover Guide”  
United Kingdom 1968 City Code on Takeovers and 

Mergers 
 http://www.thetakeoverpanel.org.uk  

United States 1968 Williams Act  Malatesta, P., and R. Thompson, 1993, Government regulation and structural change in the corporate 
acquisitions market: the Impact of the Williams Act, Journal of Financial and Quantitative Analysis 
28, 363-379. 

Venezuela none -  EStandardsForum  
Zimbabwe none -  http://www.worldbank.org/ifa/rosc_cg_zimbabwe.html 

 


