Appendix – Supplementary material
This appendix reports in detail the robustness checks summarized in Section III.
A.1. 	Linearity
A first potential misspecification that can lead to an incorrect finding of overbidding bears on the SUR linear specification in Equations (3) and (4). No theoretical development grounds this choice and moreover, the choice of a linear probabilistic model for the probability of success could raise concerns. We test the robustness of our result to this potential issue by adopting the following order three polynomial development in the bid premium[footnoteRef:1]: [1:  We get similar results with an order two development.] 

 
  		(A.1)

		(A.2)

where  and  are regression errors. We estimate Equations (A.1) and (A.2) using seemingly unrelated regressions (SUR) to account for  and correlation. However, adopting this non-linear specification raises a complication: the marginal effects are no longer constant but depend on the bid premium. Indeed, the bidder profit partial derivative with respect to the bid premium is  and a similar expression is obtained for the probability of success. Consequently, the Equation (5) constraint test depends on the bid premium:
  		(A.3)

In this non-linear setup, a value for the bid premium must be chosen. To provide a complete picture of the FOC test behavior, we report not only the non-linear SUR estimation results obtained at the sample average bid premium in Table A.1 but also, in Figure A.1, a graphical representation of the Chi2 statistic and the bidder profit and probability of success partial derivatives over the whole range of bid premium present in our sample. And, to be consistent, we use fitted values of  and  at corresponding bid premium values and the mean of control variables.
	We observe in Table A.1 that estimated coefficients of the bid premium itself are highly statistically significant in both the bidder profit equation (Column (1)) and the probability of success equation (Column (2)). Coefficients of the second order exponent of the bid premium are also statistically significant, but less so in the bidder profit equation (p-value of 0.05) and coefficients of the third order exponent are only significant in the probability of success equation.  But due to the non-linear specification, these coefficients do not provide marginal effects. We turn therefore to the analysis of Figure A.1. 
	In Figure A.1 – Panel A, we graph the Chi2 statistic of the FOC constraint test (Equation (A.3)) obtained using the Savor and Lu (2009) estimate of the costs of failure and in Panel B, the bidder profit (left vertical axis) and probability of success (right vertical axis) partial derivatives. The horizontal axis reports the bid premium percentiles in our sample in both panels. Panel A shows us that the null hypothesis of value-maximizing bidding (FOC equal to zero) is rejected over almost the whole range of the bid premium. It is only from percentile 100 that the  falls below 3.84, its critical value at 5% level of confidence, failing to reject the FOC test. Panel B displays the corresponding evolution of the bidder profit and probability of success partial derivatives. This provides a better understanding of the inverted  shape displayed in Panel A. We observe that the bidder profit partial derivative is negative over the whole range of bid premium (increasing the bid premium reduces the bidder profit conditionally on bid completion), that it is increasing up to percentile 98 (the negative impact is itself decreasing), before decreasing drastically in the last 2 percentiles of the distribution of the bid premium. An inverse behavior is observed for the probability of success, which is positive over the whole range of the bid premium, decreasing up to percentile 97, and rising strongly in the right-most percentiles. A comparison of Panel A and Panel B tells us that the negative marginal effect of the bid premium on the bidder profit dominates the positive one on the probability of success for the most part of the bid premium range. The right-most behavior of the  test statistic is apparently driven by the presence of a limited number of transactions that strongly influence the estimated bid premium partial derivatives and their relative importance. 
We conclude from this analysis that the linear specification results are valid over almost the whole range of bid premiums present in our sample.      

A.2. 	Scaling
Another potential issue that could affect the robustness of our results is the scaling procedure borrowed from Bhagat et al. (2005). The denominator of Bidder Scaled CAR and the Deal Scaled CAR is indeed the estimated probability of success, from Equation (6). In the limit, these probability estimates may go towards zero, generating extreme values for Bidder Scaled CAR. We replicate therefore Table 6 estimations in Table A.2 using unscaled bidder CAR and unscaled deal CAR. Our results are almost unaffected by this change and the FOC of optimal bidding is again strongly rejected in all specifications.

A.3. 	Asymmetric SUR specification and Heteroskedasticity
[bookmark: _GoBack]One more potential source of concern is the symmetric SUR specification that we have selected. We present in Table A.3 results of an asymmetric SUR specification obtained by dropping all statistically insignificant variables (at the 10% confidence level) from the Table 6 estimated regression equations. 
Because the previous estimation results assume homoskedasticity, we present in Table A.4 results taking into account heteroskedasticity (but at the price of a less efficient estimator[footnoteRef:2]).  [2:  We use the Eicker-Huber-White-sandwich covariance estimator, which less efficient than SUR estimator if errors are homoscedastic.] 

Results are once again highly stable and the FOC tests continue to strongly reject the null hypothesis of optimal bidding, with negative point estimates.

A.4. 	Risk aversion, probability of success truncation and costs of failure 
Equation (1), which depicts the bidding CEO’s maximization program, relies on risk neutrality. But CEOs are under-diversified (Becker, 2006; Gormley and Matsa, 2016) and therefore more risk averse then shareholders. This diversification wedge may be the source of divergent CEO bidding relative to optimal bidding from the shareholders’ perspective. To what extent would this risk aversion wedge potentially affect our results? We explore this issue by modeling CEO utility with a Constant Absolution Risk Aversion (CARA) function. Equation (1) becomes:

 	(A.4)

with  being the risk aversion coefficient. We follow the same approach as in Subsection II.A, deriving the corresponding FOC and using the Subsection II.B econometric specification to test for rational bidding for levels of  ranging from 1 to 10. Results are presented in Figure A.2. The FOC estimates decrease monotonically with . This result is intuitive. A more risk averse CEO would exhibit more conservative bidding. Therefore, the higher the risk aversion, the lower should be the level of rational bidding.  The difference between the ex-post observed bidding and the ex-ante expected rational bidding becomes even more significant. Risk neutrality, as in Subsection II.A to Section II.B, is therefore a conservative assumption.
A.5. 	Truncation
	Another potential source of misspecification of our SUR econometric approach is the truncated nature of the probability of success dependent variable, which is by definition bounded between zero and one.  We develop in this Section an alternative estimator of  and  the partial derivative of the probability of success with respect to the bid and the partial derivative of the bidder’s profit, also with respect to the bid, taking into account the probability of success truncation. 
As pointed out in Reiss and Wolak (2007), when modeling the interactions among variables, the main object of interest is their joint density. From the joint density, one can obtain marginal densities and conditional moments of interest by integration. We are interested here in the effect of the bid premium on bidder profit and probability of success, taking into consideration their correlation. Hence, we propose a direct parametric estimation of their joint density using the truncated bivariate normal density. Denoting by  the bidder profit and  the probability of success, we use the following specification:
 				(A.5)
Where:
·  is the bivariate normal density;
·  and  are the standardized bidder profit and the standardized probability of success respectively;
·  is . We condition this expectation on the bid premium and on the whole set of control variables included in Equations (3) and (4):

 		(A.6)

·  is .  Again, we condition this expectation on the bid premium and the same whole set of control variables as in Equations (3) and (4):

 			(A.7)

· ,  and  are respectively the standard deviation of the bidder profit, the standard deviation of the probability of success and their correlation.

The truncation of  accounts for the fact that the probability of success is bounded between 0 and 1. Modeling the joint density of the bidder profit and the probability of success allows us to take into account their potential correlation because the truncated bivariate normal density incorporates the correlation  between variables. We estimate Equation (A.5) by maximum likelihood and use the estimates of  and  and their standard-errors to test the cross-equations constraint defined by Equation (5).

Table A.5 reports our results. Column (1) displays coefficients and corresponding p-values for the bidder profit equation (using Bidder Scaled CAR proxy) and Column (2), the probability of success (using Probability of success proxy from Equation (6)). In Column (1), the coefficient of the 8-week Bid Premium () is negative and highly significant and in Column (2), the corresponding coefficient () is positive and highly significant. As with the SUR estimator, we capture again the trade-off driving the choice of the bid-premium: an increase in the probability of success at the cost of a decrease in the bidder profit. The FOC test is strongly rejected ( statistic of 132.44 with p-value of 0.00 using the Wang (2016) estimate of costs of failure and  statistic of 107.21 with p-value of 0.00 using the Savor and Lu (2009) one). The negative estimates for the FOC supports again the overbidding interpretation of this rejection. Concerning control variables, most keep their signs and statistical significance with respect to Table 6. We note that the estimated value of the covariance between the bidder profit and the probability of success is positive and significant. Apparently, despite scaling the Bidder CAR by the probability of success (as in Bhagat et al., 2005) and conditioning expectations on our whole set of control variables, the interaction between bidder profit and the probability of success is a relevant issue[footnoteRef:3]. [3:  One might expect a negative covariance between bidder profit and the probability of success: the bidder increases the probability of success by bidding more aggressively but, in doing so, concedes a higher fraction of synergies to the target. However, a high bidder profit may signal an attractive opportunity and strongly motivate the bidder to complete the transaction, a source of positive covariance between the bidder profit and the probability of success. ] 


A.6. 	Measurement errors 
Our baseline specification introduces two control variables for bidder private information release around the announcement date: the relative variation between the pre and the post announcement periods of the Amihud (2002) illiquidity ratio and of the price non-synchronicity indicator. Private information release caused by the transaction announcement is a kind of measurement error when using the bidder CAR as a proxy for bidder transaction specific value effect. We introduce in this section an alternative approach to control for this source of error by selecting a sub-sample of transactions for which the bidder level of private information is almost constant between the pre and post announcement periods. The selection criterion is based on the price non-synchronicity indicator ratio and is as follows:

 					(A.8)

where  is the non-synchronicity indicator estimated from day minus 61 to day minus 42 relative to the announcement date and  is the corresponding indicator estimated from day plus 42 plus day 61. This leads us to select a sub-sample of 339 transactions.
	Estimation results are reported in Table A.6, in the same layout as in Table 6. Our baseline results are confirmed: the FOC of rational bidding is strongly rejected, with a negative point estimate (a sign of overbidding), significant bid premium coefficients for the bidder profit and probability of success equations, displaying the expected signs. 
	A second potential source of measurement errors is the estimated probability of deal completion. Even if we follow the Bhagat et al. (2005), our proxy of the probability of completion is by construction noisy. To test the robustness of our results to this potential issue, we follow a strategy comparable to the one above. We select a sub-sample of transactions for which, by construction, the source of estimation errors is reduced. In the present case, we select the sub-sample of transactions perceived by investors as almost certain. The selection criterion is the following:

 					(A.9)

where  is the stock price two days after the announcement date and  is the offer price. The sub-sample is this time composed by 643 transactions. As shown in Table A.7, Table 6 results are again strongly confirmed.


Figure A.1 – First Order Condition Test of Overbidding using Non-Linear SUR Specification
Figure A.1 displays results obtained using an order three polynomial SUR specification (Equations (8) and (9)). Panel A graphs the bidder’s expected profit maximization FOC (Equation (10)) Chi2 statistic as a function of the winsorized 8-week bid premium, using Savor and Lu (2009) estimate of the costs of failure.  Panel B highlights the behavior of the expected profit and the probability of success partial derivatives, again as a function of the winsorized 8-week bid premium.  The 8-week bid premium is winsorized at the one and ninety-nine percentiles. The horizontal axis is the winsorized 8-week bid premium percentiles in both panels. In Panel A, the vertical axis reports the Chi2 statistic. In Panel B, the left vertical axis provides values of the expected profit partial derivatives and the right one, the probability of success partial derivative.

Panel A – Chi2 Statistic as a Function of the Winsorized 8-week Bid Premium
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 Panel B – Expected Profit and Probability of Success Partial Derivatives as a Function of the Winsorized 8-week Bid Premium 
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Figure A.2 – Overbidding and Risk Aversion
Figure A.2 represents the estimates of the CEO maximization program first order condition (obtained solving Equation (11)) as a function of the CEO risk aversion coefficient.  As explained in Section A.4, we use the CARA utility function to model risk aversion. The horizontal axis reports the risk aversion coefficient value (from 1 to 10, by increment of 1). The vertical axis provides the corresponding estimates of Equation (11) first order condition.
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Table A.1 – Bidder’s Expected Profit Maximization Test – Non-linear Seemingly Unrelated Regression Test
Table A.1 reproduces results displayed in Table 6 using an order three polynomial seemingly unrelated specification (see Equations (8) and (9)). 8-week Bid Premium, 8-week Bid Premium2 and 8-week Bid Premium3 are respectively the winsorized 8-week bid premium, its square and its cube.


	 
	8-weeks Bid Premium Winsorized

	
	(1)
	(2)

	
	Bidder Scaled CAR
	Probability of Success

	 
	Coeff
	p-val
	Coeff
	p-val

	Deal CAR
	0.7936
	(0.00)
	-0.0026
	(0.84)

	Target Runup
	0.1073
	(0.00)
	-0.0106
	(0.13)

	8-Weeks Bid Premium
	-0.1007
	(0.00)
	0.1456
	(0.00)

	8-Weeks Bid Premium2
	0.0469
	(0.05)
	-0.1402
	(0.00)

	8-Weeks Bid Premium3
	-0.0122
	(0.23)
	0.0516
	(0.00)

	Bidder Size
	0.0049
	(0.00)
	0.0041
	(0.00)

	Target Industry Liquidity
	-0.0181
	(0.24)
	0.0029
	(0.82)

	Relative Size
	-0.0339
	(0.00)
	0.0143
	(0.00)

	Horizontal
	-0.0036
	(0.20)
	0.0062
	(0.01)

	All Stock
	-0.0020
	(0.49)
	0.0253
	(0.00)

	Toehold
	0.0152
	(0.12)
	-0.1141
	(0.00)

	Hostile
	-0.2076
	(0.00)
	-0.5077
	(0.00)

	BidderPrivateR2
	0.0013
	(0.63)
	0.0022
	(0.33)

	BidderPrivateAmihud
	0.0037
	(0.20)
	0.0066
	(0.01)

	Initiation
	0.0044
	(0.14)
	-0.0058
	(0.03)

	Negotiation
	-0.0031
	(0.30)
	-0.0043
	(0.10)

	Multiple Bidder
	-0.0025
	(0.78)
	0.0105
	(0.18)

	_cons
	-0.0726
	(0.00)
	0.7726
	(0.00)

	N
	1935
	 
	1935
	 

	FOC Test (Wang)
	-0.0580
	 
	 
	 

	Chi2
	100.62
	(0.00)
	 
	 

	FOC Test (Savor and Lu)
	-0.0559
	 
	 
	 

	Chi2
	91.90
	(0.00)
	 
	 




Table A.2 – Bidder’s Expected Profit Maximization Test – Unscaled Bidder CAR 
Table A.2 reproduces results displayed in Table 6 using the Bidder CAR and Deal CAR in place of the Bidder Scaled CAR and Deal Scaled CAR.


	 
	8-weeks Bid Premium
	8-weeks Bid Premium Winsorized

	
	(1)
	(2)
	(3)
	(4)

	
	Bidder CAR
	Probability of Success
	Bidder CAR
	Probability of Success

	 
	Coeff
	p-val
	Coeff
	p-val
	Coeff
	p-val
	Coeff
	p-val

	Deal CAR
	0.9802
	(0.00)
	0.0502
	(0.00)
	0.9842
	(0.00)
	0.0515
	(0.00)

	Target Runup
	0.0914
	(0.00)
	-0.0037
	(0.60)
	0.0931
	(0.00)
	-0.0006
	(0.93)

	8-Weeks Bid Premium
	-0.0526
	(0.00)
	0.0337
	(0.00)
	-0.0599
	(0.00)
	0.0525
	(0.00)

	Bidder Size
	0.0057
	(0.00)
	0.0040
	(0.00)
	0.0056
	(0.00)
	0.0043
	(0.00)

	Target Industry Liquidity
	-0.0021
	(0.81)
	-0.0005
	(0.97)
	-0.0010
	(0.91)
	-0.0046
	(0.73)

	Relative Size
	-0.0304
	(0.00)
	0.0105
	(0.00)
	-0.0316
	(0.00)
	0.0116
	(0.00)

	Horizontal
	-0.0037
	(0.02)
	0.0048
	(0.04)
	-0.0040
	(0.01)
	0.0052
	(0.03)

	All Stock
	0.0023
	(0.18)
	0.0235
	(0.00)
	0.0024
	(0.16)
	0.0241
	(0.00)

	Toehold
	0.0087
	(0.13)
	-0.1209
	(0.00)
	0.0085
	(0.13)
	-0.1185
	(0.00)

	Hostile
	-0.0196
	(0.03)
	-0.5040
	(0.00)
	-0.0184
	(0.03)
	-0.5062
	(0.00)

	BidderPrivateR2
	-0.0012
	(0.45)
	0.0019
	(0.40)
	-0.0013
	(0.42)
	0.0017
	(0.46)

	BidderPrivateAmihud
	0.0014
	(0.41)
	0.0068
	(0.01)
	0.0013
	(0.43)
	0.0061
	(0.02)

	Initiation
	-0.0043
	(0.02)
	-0.0040
	(0.12)
	-0.0040
	(0.02)
	-0.0043
	(0.10)

	Negotiation
	0.0059
	(0.00)
	-0.0063
	(0.02)
	0.0058
	(0.00)
	-0.0065
	(0.01)

	Multiple Bidder
	-0.0063
	(0.24)
	0.0116
	(0.14)
	-0.0051
	(0.34)
	0.0109
	(0.17)

	_cons
	-0.0947
	(0.00)
	0.7935
	(0.00)
	-0.0913
	(0.00)
	0.7827
	(0.00)

	N
	1935
	
	1935
	
	1935
	
	1935
	

	FOC Test (Wang)
	-0.0442
	 
	 
	 
	-0.0497
	 
	 
	 

	Chi2
	356.15
	(0.00)
	 
	 
	373.02
	(0.00)
	 
	 

	FOC Test (Savor and Lu)
	-0.0407
	 
	 
	 
	-0.0442
	 
	 
	 

	Chi2
	288.37
	(0.00)
	 
	 
	282.53
	(0.00)
	 
	 





Table A.3 – Bidder’s Expected Profit Maximization Test – Asymmetric SUR Specification
Table A.3 reproduces results displayed in Table 6 keeping only statistically significant variables in the seemingly unrelated regression (SUR) specification.

	 
	8-Weeks Bid Premium
	8-Weeks Bid Premium Winsorized

	
	(1)
	(2)
	(3)
	(4)

	
	Bidder Scaled CAR
	Probability of Success
	Bidder Scaled CAR
	Probability of Success

	 
	Coeff
	p-val
	Coeff
	p-val
	Coeff
	p-val
	Coeff
	p-val

	Deal Scaled CAR
	0.7983
	(0.00)
	
	
	0.7913
	(0.00)
	
	

	Target Runup
	0.1022
	(0.00)
	
	
	0.1025
	(0.00)
	
	

	8-Weeks BidPremium
	-0.0546
	(0.00)
	0.0331
	(0.00)
	-0.0600
	(0.00)
	0.0533
	(0.00)

	Bidder Size
	0.0051
	(0.00)
	0.0038
	(0.00)
	0.0050
	(0.00)
	0.0040
	(0.00)

	Target Industry Liquidity
	
	
	
	
	
	
	
	

	Relative Size
	-0.0335
	(0.00)
	0.0118
	(0.00)
	-0.0342
	(0.00)
	0.0133
	(0.00)

	Horizontal
	
	
	0.0051
	(0.03)
	
	
	0.0055
	(0.02)

	All Stock
	
	
	0.0211
	(0.00)
	
	
	0.0225
	(0.00)

	Toehold
	0.0162
	(0.09)
	-0.1199
	(0.00)
	0.0168
	(0.08)
	-0.1170
	(0.00)

	Hostile
	-0.2080
	(0.00)
	-0.5055
	(0.00)
	-0.2067
	(0.00)
	-0.5081
	(0.00)

	BidderPrivateR2
	
	
	
	
	
	
	
	

	BidderPrivateAmihud
	
	
	0.0058
	(0.02)
	
	
	0.0051
	(0.04)

	Initiation
	
	
	
	
	
	
	-0.0045
	(0.09)

	Negotiation
	0.0069
	(0.01)
	-0.0055
	(0.02)
	0.0067
	(0.02)
	-0.0071
	(0.01)

	Multiple Bidder
	
	
	
	
	
	
	
	

	_cons
	-0.0902
	(0.00)
	0.7973
	(0.00)
	-0.0859
	(0.00)
	0.7870
	(0.00)

	N
	1935
	
	1935
	
	1935
	
	1935
	

	FOC Test (Wang)
	-0.0460
	 
	 
	 
	-0.0499
	 
	 
	 

	Chi2
	137.56
	(0.00)
	 
	 
	128.81
	(0.00)
	 
	 

	FOC Test (Savor and Lu)
	-0.0426
	 
	 
	 
	-0.0444
	 
	 
	 

	Chi2
	114.57
	(0.00)
	 
	 
	99.12
	(0.00)
	 
	 






Table A.4 – Bidder’s Expected Profit Maximization Test – Heteroskedasticity Robust Estimation
Table A.4 reproduces results displayed in Table 6 using the Eicker-Huber-White-sandwich covariance estimator robust to heteroskedasticity.


	 
	8-weeks Bid Premium
	8-weeks Bid Premium Winsorized

	
	(1)
	(2)
	(3)
	(4)

	
	Bidder Scaled CAR
	Probability of Success
	Bidder Scaled CAR
	Probability of Success

	 
	Coeff
	p-val
	Coeff
	p-val
	Coeff
	p-val
	Coeff
	p-val

	Deal Scaled CAR
	0.7968
	(0.00)
	0.0045
	(0.88)
	0.7898
	(0.00)
	0.0055
	(0.86)

	Target Runup
	0.1021
	(0.00)
	-0.0053
	(0.46)
	0.1027
	(0.00)
	-0.0024
	(0.74)

	8-Weeks Bid Premium
	-0.0541
	(0.00)
	0.0351
	(0.00)
	-0.0596
	(0.00)
	0.0543
	(0.00)

	Bidder Size
	0.0052
	(0.00)
	0.0038
	(0.00)
	0.0050
	(0.00)
	0.0040
	(0.00)

	Target Industry Liquidity
	-0.0144
	(0.35)
	-0.0020
	(0.88)
	-0.0141
	(0.37)
	-0.0061
	(0.66)

	Relative Size
	-0.0319
	(0.00)
	0.0119
	(0.00)
	-0.0327
	(0.00)
	0.0131
	(0.00)

	Horizontal
	-0.0029
	(0.23)
	0.0049
	(0.03)
	-0.0030
	(0.22)
	0.0053
	(0.02)

	All Stock
	-0.0009
	(0.82)
	0.0223
	(0.00)
	-0.0011
	(0.80)
	0.0228
	(0.00)

	Toehold
	0.0166
	(0.39)
	-0.1207
	(0.00)
	0.0172
	(0.38)
	-0.1183
	(0.00)

	Hostile
	-0.2102
	(0.01)
	-0.5035
	(0.00)
	-0.2096
	(0.01)
	-0.5059
	(0.00)

	BidderPrivateR2
	0.0012
	(0.67)
	0.0023
	(0.33)
	0.0012
	(0.66)
	0.0021
	(0.39)

	BidderPrivateAmihud
	0.0039
	(0.24)
	0.0068
	(0.01)
	0.0039
	(0.25)
	0.0061
	(0.02)

	Initiation
	-0.0035
	(0.25)
	-0.0040
	(0.13)
	-0.0031
	(0.30)
	-0.0043
	(0.10)

	Negotiation
	0.0054
	(0.02)
	-0.0066
	(0.01)
	0.0053
	(0.03)
	-0.0068
	(0.01)

	Multiple Bidder
	-0.0039
	(0.69)
	0.0113
	(0.15)
	-0.0027
	(0.78)
	0.0105
	(0.18)

	_cons
	-0.0864
	(0.00)
	0.7983
	(0.00)
	-0.0818
	(0.00)
	0.7873
	(0.00)

	N
	1935
	
	1935
	
	1935
	
	1935
	

	FOC Test (Wang)
	-0.0455
	 
	 
	 
	-0.0495
	 
	 
	 

	Chi2
	56.16
	(0.00)
	 
	 
	56.86
	(0.00)
	 
	 

	FOC Test (Savor and Lu)
	-0.0419
	 
	 
	 
	-0.0470
	 
	 
	 

	Chi2
	46.56
	(0.00)
	 
	 
	43.48
	(0.00)
	 
	 





Table A.5 – Bidder’s Expected Profit Maximization Test – Truncated Bivariate ML 
Table A.5 reproduces results displayed in Table 6 modelling the Bidder Scaled CAR and the probability of deal completion joint density as a truncated bivariate normal density and using the Maximimum Likelihood estimator (see Section A.5 and Equations (A.5) to (A.6)). Column (1) display results for the Bidder Scaled CAR dependent variable and Column (2), for the probability of deal completion. 


	 
	8-Weeks Bid Premium

	
	(1)
	(2)

	
	Bidder Scaled CAR
	Probability of Success

	 
	Coeff
	p-val
	Coeff
	p-val

	Deal CAR
	0.7968
	(0.00)
	0.0045
	(0.72)

	Target Runup
	0.1021
	(0.00)
	-0.0053
	(0.44)

	8-Weeks Bid Premium
	-0.0541
	(0.00)
	0.0351
	(0.00)

	Bidder Size
	0.0052
	(0.00)
	0.0038
	(0.00)

	Target Industry Liquidity
	-0.0144
	(0.34)
	-0.0020
	(0.88)

	Relative Size
	-0.0319
	(0.00)
	0.0119
	(0.00)

	Horizontal
	-0.0029
	(0.29)
	0.0049
	(0.04)

	All Stock
	-0.0009
	(0.75)
	0.0223
	(0.00)

	Toehold
	0.0166
	(0.08)
	-0.1207
	(0.00)

	Hostile
	-0.2102
	(0.00)
	-0.5035
	(0.00)

	BidderPrivateR2
	0.0012
	(0.66)
	0.0023
	(0.31)

	BidderPrivateAmihud
	0.0039
	(0.17)
	0.0068
	(0.01)

	Initiation
	-0.0035
	(0.24)
	-0.0040
	(0.13)

	Negotiation
	0.0054
	(0.07)
	-0.0066
	(0.01)

	Multiple Bidder
	-0.0039
	(0.67)
	0.0113
	(0.15)

	_cons
	-0.0864
	(0.00)
	0.7983
	(0.00)

	Var
	0.0034
	(0.00)
	0.0026
	(0.00)

	Covar
	0.0004
	(0.00)
	
	

	N
	1935
	
	1935
	

	FOC Test (Wang)
	-0.0455
	 
	 
	 

	Chi2
	132.44
	(0.00)
	 
	 

	FOC Test (Savor and Lu)
	-0.0419
	 
	 
	 

	Chi2
	107.21
	(0.00)
	 
	 






Table A.6 – Bidder’s Expected Profit Maximization Test – Constant Private Information Content
Table A.6 reproduces results displayed in Table 6 for a sub-sample of transactions for which the bidder level of private information, measured by the price non-synchronicity indicator, is almost constant between the pre and post announcement period. More specifically, we limit the sample to transactions for which the ratio of the bidder price non-synchronicity during the post announcement period (day plus 42 to day plus 61) to price non-synchronicity during the pre announcement period (from day minus 61 to day minus 42) is between 0.95 and 1.05.


	 
	8-Weeks Bid Premium
	 
	8-Weeks Bid Premium Winsorized

	
	(1)
	(2)
	(3)
	(4)

	
	Bidder Scaled CAR
	Probability of Success
	Bidder Scaled CAR
	Probability of Success

	 
	Coeff
	p-val
	Coeff
	p-val
	Coeff
	p-val
	Coeff
	p-val

	Deal Scaled CAR
	0.9183
	(0.00)
	0.0245
	(0.38)
	0.9246
	(0.00)
	0.0221
	(0.43)

	Target Runup
	0.1304
	(0.00)
	-0.0302
	(0.05)
	0.1407
	(0.00)
	-0.0324
	(0.04)

	8-Weeks BidPremium
	-0.0737
	(0.00)
	0.0400
	(0.00)
	-0.0873
	(0.00)
	0.0621
	(0.00)

	Bidder Size
	0.0093
	(0.00)
	0.0062
	(0.00)
	0.0088
	(0.00)
	0.0065
	(0.00)

	Target Industry Liquidity
	0.0023
	(0.93)
	0.0331
	(0.25)
	0.0063
	(0.81)
	0.0318
	(0.26)

	Relative Size
	-0.0272
	(0.00)
	0.0066
	(0.32)
	-0.0303
	(0.00)
	0.0073
	(0.27)

	Horizontal
	-0.0023
	(0.64)
	0.0036
	(0.50)
	-0.0030
	(0.54)
	0.0043
	(0.41)

	All Stock
	0.0040
	(0.45)
	0.0270
	(0.00)
	0.0048
	(0.35)
	0.0281
	(0.00)

	Toehold
	0.0009
	(0.95)
	-0.0455
	(0.01)
	0.0018
	(0.91)
	-0.0415
	(0.01)

	Hostile
	-0.1629
	(0.00)
	-0.6632
	(0.00)
	-0.1530
	(0.00)
	-0.6670
	(0.00)

	Initiation
	-0.0079
	(0.15)
	0.0032
	(0.59)
	-0.0072
	(0.18)
	0.0026
	(0.66)

	Negotiation
	0.0051
	(0.35)
	0.0006
	(0.93)
	0.0048
	(0.37)
	0.0012
	(0.84)

	Multiple Bidder
	-0.0217
	(0.20)
	0.0336
	(0.07)
	-0.0184
	(0.27)
	0.0336
	(0.07)

	_cons
	-0.1476
	(0.00)
	0.7551
	(0.00)
	-0.1356
	(0.00)
	0.7422
	(0.00)

	N
	339
	
	339
	
	339
	
	339
	

	FOC Test (Wang)
	-0.0627
	 
	 
	 
	-0.0738
	 
	 
	 

	Chi2
	103.61
	(0.00)
	 
	 
	110.26
	(0.00)
	 
	 

	FOC Test (Savor and Lu)
	-0.0586
	 
	 
	 
	-0.0673
	 
	 
	 

	Chi2
	89.84
	(0.00)
	 
	 
	91.46
	(0.00)
	 
	 







Table A.7 – Bidder’s Expected Profit Maximization Test – High probability of Completion Transactions
Table A.7 reproduces results displayed in Table 6 for a sub-sample of transactions for which the probability of successful completion, as perceived by investors, is very high. We use the ratio of target stock price two days after the transaction announcement to the offer price as a measure of investors’ perception of the probability of completion. The sample is limited to transactions for which this ratio lies between 0.975 and 1.025.


	 
	8-Weeks Bid Premium
	 
	8-Weeks Bid Premium Winsorized

	
	(1)
	(2)
	(3)
	(4)

	
	Bidder Scaled CAR
	Probability of Success
	Bidder Scaled CAR
	Probability of Success

	 
	Coeff
	p-val
	Coeff
	p-val
	Coeff
	p-val
	Coeff
	p-val

	Deal Scaled CAR
	0.9578
	(0.00)
	-0.0151
	(0.67)
	0.9628
	(0.00)
	-0.0119
	(0.73)

	Target Runup
	0.0842
	(0.00)
	-0.0279
	(0.08)
	0.0881
	(0.00)
	-0.0266
	(0.09)

	8-Weeks BidPremium
	-0.0485
	(0.00)
	0.0507
	(0.00)
	-0.0533
	(0.00)
	0.0668
	(0.00)

	Bidder Size
	0.0061
	(0.00)
	0.0025
	(0.13)
	0.0062
	(0.00)
	0.0027
	(0.09)

	Target Industry Liquidity
	-0.0177
	(0.35)
	0.0870
	(0.01)
	-0.0162
	(0.39)
	0.0847
	(0.02)

	Relative Size
	-0.0233
	(0.00)
	0.0144
	(0.09)
	-0.0242
	(0.00)
	0.0153
	(0.07)

	Horizontal
	-0.0032
	(0.24)
	0.0022
	(0.67)
	-0.0033
	(0.22)
	0.0026
	(0.60)

	All Stock
	0.0056
	(0.14)
	0.0165
	(0.02)
	0.0055
	(0.14)
	0.0168
	(0.02)

	Toehold
	-0.0036
	(0.73)
	-0.1218
	(0.00)
	-0.0036
	(0.72)
	-0.1195
	(0.00)

	Hostile
	-0.0699
	(0.00)
	-0.4098
	(0.00)
	-0.0710
	(0.00)
	-0.4136
	(0.00)

	BidderPrivateR2
	-0.0020
	(0.36)
	0.0044
	(0.27)
	-0.0021
	(0.32)
	0.0045
	(0.26)

	BidderPrivateAmihud
	0.0002
	(0.94)
	0.0234
	(0.00)
	0.0004
	(0.87)
	0.0228
	(0.00)

	Initiation
	-0.0041
	(0.16)
	0.0044
	(0.42)
	-0.0039
	(0.17)
	0.0033
	(0.53)

	Negotiation
	0.0019
	(0.50)
	0.0003
	(0.95)
	0.0018
	(0.51)
	-0.0004
	(0.94)

	Multiple Bidder
	-0.0072
	(0.42)
	0.0064
	(0.71)
	-0.0077
	(0.40)
	0.0045
	(0.79)

	_cons
	-0.1001
	(0.00)
	0.8174
	(0.00)
	-0.0991
	(0.00)
	0.8081
	(0.00)

	N
	643
	
	643
	
	643
	
	643
	

	FOC Test (Wang)
	-0.0388
	 
	 
	 
	-0.0418
	 
	 
	 

	Chi2
	67.27
	(0.00)
	 
	 
	71.71
	(0.00)
	 
	 

	FOC Test (Savor and Lu)
	-0.0335
	 
	 
	 
	-0.0349
	 
	 
	 

	Chi2
	44.20
	(0.00)
	 
	 
	44.01
	(0.00)
	 
	 




image1.emf
0

20

40

60

80

100

120

1 5 9 13 17 21 25 29 33 37 41 45 49 53 57 61 65 69 73 77 81 85 89 93 97


image2.emf
0

0.05

0.1

0.15

0.2

0.25

-0.14

-0.12

-0.1

-0.08

-0.06

-0.04

-0.02

0

159

13172125293337414549535761656973778185899397

Profit Partial Derivative Prob. Partial Derivative


image3.jpeg




