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To analyze the consequences of concentrated ownership and bank control for the perfor-
mance of acquiring firms, | employ a unique data set of 715 German takeovers. First, | find
that takeovers increase bidder value, but majority owners provide no clear benefit. Second,
bank control is beneficial only if it is counterbalanced by another large shareholder. Third,
the worst takeovers are completed by firms that are majority-controlled by financial institu-
tions. | conclude that majority control, whether exercised by a bank or another shareholder,
increases the likelihood of decisions that do not maximize shareholder Jalumal of
Economic LiteratureClassification Numbers: G34, G32, G21o 2000 Academic Press

Key Words: business groups; universal banking; corporate governance; takeovers;
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The efficiency of different corporate governance systems has attracted g
academic and political interest during the past deéadgparticular interest has
been the question of whether capital markets in the United States and the Un
Kingdom or strong blockholders and universal banks (as, for example, in Germ:
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1See Kojima (1995), Shleifer and Vishny (1997), and Zingales (1998) for surveys.
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and Japan) are better suited to monitor corporate management. Especially
German system is characterized by highly concentrated ownership, and se
authors have performed cross-sectional studies of how ownership structure
strong banks affect firm performance. Unfortunately, these results are inconsis
with one another and depend strongly on the data set employed, the period,
the methodology.

In this study, | employ a unique data set of 715 German takeovers obtail
from theBundeskartellamiBKartA), the German federal antitrust agerigihile
there are no general publication requirements at the time a takeover is initia
all but the smallest bidders must register with the BKartA and provide dete
on their group structure when their stake in the target company crosses 25,
or 75% of the voting rights. My sample is based on these filings, official a
unofficial correspondence surrounding them, and related material such as f
releases. Because blockholdings are more widespread and substantially larg
Germany than in the Anglo—Saxon countries, the former provides an ideal
ting for testing the role of ownership structure. The basic idea is that if effecti
monitoring by shareholder representatives can discipline management, firms:
“better” monitors should make “better” acquisitions. Specifically, | ask the follov
ing question: Based on their influence on acquiring firms, do large shareholc
and banks affect the quality (net present value) of takeover decisions? Takeo
are typically important investment decisions where a substantial fraction of a fir
resources is committed to a specific project. Nevertheless, on average, they r
in small abnormal returns to the shareholders of bidding ffriikerefore, the
average takeover does not substantially change the bidder’'s market value. N
empirical studies, however, show that several cross-sectional factors systemati
affect the value of the transaction. These studies typically justify value-decrea:s
deals by arguing that managers’ interests diverge from those of shareholder
by eluding to managerial incompetence in valuing target firms and potential s
ergies. In this paper, | build on these ideas and ask to what extent the bidd
ownership structures determine the value of takeovers to its shareholders. In
trast to previous studies of the relation between ownership and performance
footnote 2), | employ an event-based method in place of a cross-sectional anal
This is designed to measure the effect of ownership structure and bank cor
on the net present value of major corporate investment decisions: the acq
tion of companies. This approach overcomes three problems associated witt

2 While Cable (1985) and Gorton and Schmid (1998) find a positive relation between bank influe
and firm performance, Chirinko and Elston (1996) find no effect, and Nibler (1995) and Perlitz ¢
Seger (1994) find a negative effect. Schmid (1996a) documents a U-shaped relation where ty
parameter values also yield a negative relationship. See also Edwards and Fischer (1995) and Bo
(1999a) for a survey and additional references.

3In the context of this paper, | define a takeover as the acquisition of voting rights associated \
common stock where the acquirer purchases at least 50% of outstanding votes.

4 For German takeovers, see Gewteal. (1995) and Boehmer and Loeffler (1999); Jensen an
Ruback (1983) and Jarredt al. (1988) provide surveys of literature on U.S. takeovers.
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