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CEO narcissism in M&A decision-making and its impac¢ on firm performance

Abstract

Using a large sample of about 1,900 M&A deals fro®®3 to 2005, and data on more
than 3,100 CEOs, | explore merger and acquisitictiviies from a psychological
perspective, and provide another explanation for AM&otives and associated firm
stock performance. Specifically, | empirically téshighly narcissistic CEOs are more
likely to conduct mergers or acquisitions than pwhrcissistic CEOs. | also examine
the impact of high level of CEO narcissism on tharket reaction to firm M&A
announcements, and also long run post-M&A stockrnst In addition, | empirically
investigate the impact of the parallel CEO narstssitendency of target firm on
acquiring firm M&A performance. Three proxies foEO narcissism are used in this
study: Holder67, a CEO option exercise-based meastiEO media portrayal, and a
third new measure based on the formal content asisady actual CEO speech.

| find empirical evidence that CEOs with high lew##l narcissism are more likely to
conduct mergers and acquisitions than other CEQsrddults also suggest that a high
level of acquiring firm CEO narcissism has a sigaintly negative impact on acquiring
firm short run M&A performance. Post-acquisitiorfind that deals conducted by highly
narcissistic CEOs significantly underperform thobg lowly narcissistic CEOs.
Moreover, my results show that a high level of ¢arfirm CEO narcissism similarly

negatively affects acquiring firm short run M&A femance.

In an additional analysis, | find that the positivgk between CEO narcissism and the
likelihood of a CEO conducting an M&A deal is stgem and the impact of CEO
narcissism on firm M&A performance is more negativelarge firms than that in
smaller firms. My results also show that the negaimpact of CEO narcissism on firm
short run M&A performance is strongest when bothusring firm and target firm CEO
narcissism coexist concurrently. However, | findttlthe level of CEO narcissism is
negatively associated with the quality of corporgteernance, and the positive link
between CEO narcissism and the likelihood of a Gte@ducting an M&A deal is
weaker in firms with good corporate governance tifam in firms with poorer corporate
governance, which may suggest that effective catpogovernance mechanisms might
play positive roles in curbing CEO narcissisticdencies and in helping to ameliorate,
to some extent, the adverse impact of high leveCBO narcissism on firm M&A

decision making.
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Chapter 1 Introduction

This chapter introduces the thesis together withlthckground and motivation for
the research. The chapter consists of seven sect®ection 1.1 introduces the
background to this research. Section 1.2 preséetsdsearch gaps and raises my
research questions. On the basis of the researttigus, Section 1.3 clarifies the
aims of this research. Section 1.4 outlines theareh approach. An overview of the
key findings is provided in Section 1.5. Sectiof 4tates the research contributions
and outlines the suggestions for future researttalllf, Section 1.7 introduces the

basic structure of the thesis.

1.1 Background of this study

The strategic management and psychology literatien®s managers as being prone
to a high degree of narcissism in their persomaljtand this narcissistic tendency is
particularly widespread among CEOs. One reasohast duch personality traits of
high narcissism (HN) managers, such as high legélsutward self-confidence,
enthusiasm, and a strong drive to attain prestigép such individuals to rise to
powerful positions within an organization (LubiQ@). As a result, HN managers
are more likely to become CEOs than low narcisgisN) managers. The literature
suggests that a narcissistic personality can playimaportant role in CEO
decision-making, and consequently have a significapact on firm performance.
As HN CEOs have very inflated self-views (Campb@élgodie, and Foster, 2004),
they tend to be overconfident in their abilities @ohieve positive results. Their

excessive optimism and self-confidence, togethér thieir intense need for attention



and applause, another important trait of a nastisgpersonality, can thus lead CEOs
to engage in dramatic and attention-attracting Welbies, such as mergers and
acquisitions (Chatterjee and Hambrick, 2007). Time af this study is to explore

empirically the role and impact of such a CEO resistic tendency in M&A activity.

M&A activity is one of the best studied phenomenafinance, and there is an
extensive research literature exploring both thequaimg firm long run

post-acquisition performance and short run annaueog¢ period performance. The
majority of studies report negative abnormal resuvmer the longer-term post-M&A
time horizon, which suggests that M&A deals atdlggregate level underperform in
the long run. However, although the research resalbout M&A short run

(announcement) performance are more mixed, nomsthieany studies that find
positive announcement returns also suggest thaetlhar the acquiring firms are
very small and almost all of the gains go to thgetafirms (Asquith, 1983; Bradley,

Desai, and Kim, 1983).

So, if there is no gain for acquiring firm sharetek, why do we observe so many
mergers and acquisitions occurring in the markatg®? What are the real drivers of
these deals? What are the factors that lead tog#merally negative long run
post-acquisition performance? Various interpreteti@re offered in the literature
from the traditional finance perspective, whichuese that managers always make
rational M&A decisions; however this may not alwdes the case in reality. In this
study, | explore the potential role that CEO namisisc tendencies, as characterized

by an inflated sense of self-importance, overegiona of self-ability and



achievement, and excessive seeking of admiratiahi{l2002), may play in helping

to explain such paradoxical M&A behaviour.

As early as 1986, Richard Roll proposed a “hubgipadthesis” for takeovers. He
argues that the hubris of the individual decisioakers in the bidding firms may
result in overbidding. Since then, more and moegdamics have begun to study the
apparent M&A “anomaly” from a behavioural perspeegtiarguing, for example, that
managers may be prone to such cognitive biasesvascanfidence in their
acquisition decisions. Based on a sample of 33Gowas, Berkovitch and
Narayanan (1993) report evidence that hubris dnwasy takeover decisions. Fanto
(2001) also provides evidence of the presence dhaweural biases (or
psychological factors) during the decision-makinggess of mega-mergers, in his
psychologically-oriented study. In particular, hesports the existence of
over-optimism bias in the Banc One/FC deal (198&)imler/Chrysler deal (1998),
NationsBank/BA (1998), Norwest/Wells Fargo (1998)avelers/Citicorp (1998),
MCI/Sprint deal (1999), Qwest/US West deal (1999QL/TW (2000), Chase/J.P.
Morgan (2000), Chevron/Texaco (2000), and First&/UBancorp (2000).
Malmendier and Tate (2008) conduct an empiricatlstto explore whether CEO
overconfidence is related to the likelihood of coctihg an M&A deal, and the
associated market reaction to the announcement,av&ng a sample of 477 large
Forbes firms from 1980 to 1994. Their results sgggieat CEO overconfidence can
be one of the drivers of the merger decision anftag a negative impact on firm
short run stock price performance around the antement date of the deal,

consistent with Roll (1986).



However, the psychology and management literaterg. (Kets de Vries, 1990)
argues that a narcissistic personality stirs hufarisverconfidence and it is the more
ingrained trait (Chatterjee and Hambrick, 2007)erBfiore, in this study, | treat
hubris or overconfidence as a trait of narcissismd ghus work with the term
“narcissism”, staying away from the label “hubrisf “overconfidence”. Further
justification of my use of the term “narcissism”damore discussion about the

associated conceptual issues are presented inrs@ch.3.2.

1.2 Research gaps and research questions

Based on a comprehensive review of the extantatitee, | identify five research

gaps.

First, very limited attempts have been made toystmdpirically the role and impact
of a CEO narcissistic personality in the contexi&fA deals based on a large recent

sample of firms across the full size spectrum.

Second, prior studies mainly focus on the effe¢t€BO overconfidence on firm
short run M&A performance, and very few researcherge looked at the impact of

such overconfidence on firm long run post-acqusiperformance.

Third, previous studies only consider the CEO owefidence in acquiring firms,
failing to take any parallel bias among target fi@EOs into account when

examining the impact of CEO overconfidence on foenformance.



Fourth, extant work is constrained to use impergead indirect proxies for CEO
overconfidence. Some of these proxies may suffemfthe “non-deal-specific”

problem, which therefore calls for the developnard “deal-specific measure.

Finally, the terms “hubris” and “overconfidence”idely used in the finance area, are
very loose concepts and their definitions are istsient in the extant literature.
Some academics (Kwan and colleagues, 2004) clatmtlny inconsistent findings
and arguments about “hubris” or “overconfidence’ymasult from the obscure
definitions of these concepts, as most previouatedl| studies tend to use these
different definitions interchangeably. The probleassociated with the use of such
loose and ill-defined terms call for a more fundatak and coherent concept —

narcissism.

To fill these research gaps, | conduct an empistadly to explore the link between
the level of CEO narcissism and the likelihoodhe® CEO conducting an M&A deal,
and to examine the impact of such a narcissistidaecy (of both acquiring firm
CEOs and target firm CEOs) on acquiring firm sham M&A announcement
performance and long run post-acquisition perforreamising a large recent sample

of 2,129 firms across the full size spectrum frd@@3.to 2005.

Specifically, the following four main research qu@ss are raised in this studit)
Are highly narcissistic CEOs more likely to condudi&A deals than lowly
narcissistic CEOs? (2) What is the impact of thgrée of acquiring firm CEO

narcissism on the market reaction to the M&A anmeamment? (3) What is the impact



of the extent of acquiring firm CEO narcissism ooquring firm long run
post-acquisition performance? (4) What is the impéche level of target firm CEO

narcissism on acquiring firm M&A performance?

Besides the four main research questions, in dodferrther investigate the impact of
CEO narcissism on M&A activities in firms of difiemt sizes, the relationship
between the quality of corporate governance and @&0issism, and the impact of
concurrent coexistence of acquiring firm CEO naisi®m and target firm CEO
narcissism, | also raise three additional questiassfollows: (1) Does CEO
narcissism in large firms have the same (or sangredeof) impact on M&A
decision-making and firm performance as that in Ibrfiems? (2) Can good
corporate governance help to ameliorate the pateativerse consequences (if any)
of CEO narcissism on shareholder wealth in theedntf M&A? (3) What is the
impact of CEO narcissism on firm M&A performance amh such narcissistic

tendency exists in both the acquiring firm andtdrget firm concurrently?

In addition, | introduce into my study the psyclgptebased concept “narcissism”
which has already been widely applied in the manalgerature. | also attempt to
measure this personality construct more directlycbptent analyzing the CEQO’s

actual narratives about the particular M&A deal.



1.3 Research aims

Based on my research questions, | further refineeagarch aims as follows:

(1) To empirically test the link between CEO narcissiand the probability of a
CEO conducting M&A deals and provide new evidenasedl on a large sample of

firms and CEOs.

(2) To investigate if the market reacts to the M&A deabnducted by highly
narcissistic CEOs and those by lowly narcissisiOS differently. If it does, what is
the relationship between the market reaction amd lgvel of CEO narcissism?

Positive or negative?

(3) To explore empirically the impact of acquiring fl@EO narcissism on acquiring
firm performance over the two-year post-acquisittone window, controlling for

other factors.

(4) To test if CEO narcissistic tendency in target finas any effects on acquiring

firm short run and long run M&A performance by inding the proxy variable of

target firm CEO narcissism in my regression models.

(5) To explore the role of corporate governancéeiping ameliorate the potential

negative impact (if any) of CEO narcissism in M&gtiaities.

(6) To examine if CEO narcissism in large firms &alkie same (or same degree of)



impact on M&A decision-making and firm performarathat in small firms.

(7) To construct a new content analysis-based mead(CEO narcissism.

1.4 Research approach

The research method | use has three parts: (1epsgign models to test the
hypotheses | establish, (2) an event study approactt (3) the development of

appropriate metrics to measure CEO narcissism.

To address the questions and fill the research,gapset of hypotheses are
established based on the extant literature inghesa which are then tested through
regression analyses. Two types of regression mar@eémployed in this study — the
logistic regression model and OLS multivariate esgion model. The logistic
regression is conducted to explore the role of GEa@issism in the firm's M&A
decision-making, with the binary dependent variageal to 1 if the firm announces
at least one deal (successful bid and completel) ostea specific firm year, and O
otherwise, and with the main independent dummyaéeHN equal to 1 for a highly
narcissistic CEO, and 0 otherwise, together witlj@up of control variables. The
OLS multivariate regression models are employeektomine the potential impact of
CEO narcissism on firm short run M&A performancel dong run post-acquisition
performance. The dependent variable in these reigres is either announcement
period CAR (cumulative abnormal return) or posttasigion BHAR (buy-and-hold

abnormal return), which are derived using an egamdy approach.



To test the established hypotheses, | first neetltress two methodological issues:
how to calculate CAR and BHAR and how to constthetvariableHN (the measure

of CEO narcissistic tendency).

In this research, the event study approach is gmgdldo evaluate firm M&A

announcement period, and long run post-acquispi@riormance. In the short run
event study, | calculate the CARs of the acquifings over the announcement time
window based on the market model. For the purpbsebmstness check, | use both
the CRSP equally weighted and value weighted inaexhe market indices, and
Ordinary least squares (OLS) and Scholes-Willianetad as the methods of
parameter estimation of the market model. In timg lun event study, | calculate the
BHARs for the acquiring firms over a relatively gppost-acquisition period, using

the benchmark portfolio method, as introduced ctise 4.3.3.

Another important methodological issue in this gtud the measure of CEO
narcissism. Three alternative measures of CEO swmson are employed, two
non-M&A deal-specific measures of CEO narcissisneady used in the literature,
the Holder67 proxy (a CEO unexercised in-the-moapifon-based measurand
CEO portrayal in the financial press (CEO mediarnpgal keyword count), together
with a new measure based on formal content anadysistual CEO comments about
the particular acquisition bid. The rationale okdh measures and the way to

construct them are detailed in section 4.2.



1.5 Main results

A series of analyses are conducted to address sepneh questions. The key results

are summarised in this section.

In my first logistic regression analysis, aimingitwestigate the link between the
level of CEO narcissism and the likelihood of coctihg an M&A deal, my results

demonstrate that high narcissism CEOs are almo%i #Atbre likely to conduct

mergers and acquisitions than low narcissism CE&sch is consistent with

Malmendier and Tate’s (2008) finding and providesvnsupporting evidence for
Roll (1986), Gervais, Heaton and Odean (2003), Aktds et al (2005). This strong
relationship between CEO narcissism and acquisiéise behaviour might be
interpreted in four ways. First of all, high nasisn CEOs might be more likely to
conduct an M&A deal if they (often) mistakenly lesle they can perform better than
target firm CEOs due to their narcissistic persiopahter alia characterised as
excessive confidence in their own abilities. Secauth CEO narcissistic tendency
may lead to an increase in the bid premium thalGQBe® is prepared to pay leading
to an increase in the probability of winning thectaan. Third, my results are also
consistent with the proposition in the strategicnagement literature that high
narcissism CEOs may be using M&A activity as a vedygaining attention and

admiration. And finally, my findings may reflect du key characteristics of the
narcissistic personality as “glory-building”, “exement-seeking”, etc (Chatterjee

and Hambrick, 2007; Lubit 2002).

Besides the degree of CEO narcissism, | also firad some other factors have a
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significant impact on firm acquisitiveness. Firgtatl, my results suggest that the
CEOs of larger firms are more likely to conduct M&aals than the CEOs of small
firms. This size effect can be explained in two wdyirst, large firms usually have
fewer financial constraints compared to small firmisen making M&A decisions.

Second, the CEOs of larger firms might have a greattopensity to exhibit a high
degree of narcissism because of their associatategrpower, authority, reputation
or public profile. In addition, | find that the firs with higher cash flows are more
likely to conduct M&A deals, which is consistenttlwihe traditional free cash flow
hypothesis that firms with rich cash flow tend twest more. Moreover, my results
suggest that firms with a high Tobin’s Q are makel{ to conduct M&A deals than

those with a low Tobin’s Q, which can be explain®dthe Q theory of mergers
(Servaes, 1991) that M&A activity can be a respotserofitable reallocation

opportunities.

In my second regression analysis, | examine theaanpf acquiring firm CEO
narcissism on firm M&A announcement performanceofsiun performance). My
results show a significant negative associatiomeen the level of CEO narcissism
and firm M&A announcement cumulative abnormal returl also calculate the
average CAR for the deals conducted by high nasossCEOs and by low
narcissism CEOs respectively, and the results shatthe average (-1,+1) three-day
CAR for the deals conducted by high narcissism CE@ basis points below that
for the deals by low narcissism CEOs. These firglisigggest a significant negative
impact of CEO narcissism on acquiring firm short (fannouncement) performance,

consistent with Malmendier and Tate (2008). In ti@igression analysis, | also find
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that the cumulative abnormal return over the anneoment period for cash payment
deals is higher than that for non-cash paymentsgdéiaé short run performance of
small acquirers is better than that of large a@ysjrand the market reaction to the
deals conducted by firms with good corporate gomece is better than that to the
deals conducted by firms with poor corporate gozece. The possible

interpretations of these findings are detailed ra@ier 6.

My third regression analysis aims to examine thiece$ of CEO narcissism on firm
long run post-acquisition performance. | find angigantly negative relationship
between acquiring firm CEO narcissism and a fir@'syear post-acquisition
buy-and-hold abnormal return, and the results stiat the M&A deals conducted
by high narcissism CEOs significantly underperfothbse conducted by low
narcissism CEOs in the (1, 24) month event windgwbdtween -1.7% and -2.4%. In
the long run analysis, these findings support thepgsitions (Chatterjee and
Hambrick, 2007) that a CEQ’s narcissistic tenderany destroy shareholder value in
the long run. Besides CEO narcissism, | also firet CEO vested option holding is
positively associated with firm long run post-agion performance; cash payment
deals perform better in the long run; and an effectcorporate governance
mechanism has a significant positive impact on filkng run post-acquisition

performance. The explanations for these resultalaepresented in Chapter 6.

My fourth and fifth regression analysis aim to explthe impact of target firm CEO

narcissism on acquiring firm M&A announcement ($hoin) performance and its

long run post-M&A performance. My results demongtra negative relationship
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between the level of target firm CEO narcissism awfuiring firm M&A
announcement period CAR across all my three maodelsed on three alternative
measures for CEO narcissism). These results thygestithat a high level of CEO
narcissistic tendency in the target firm has a tieg&ffect on the market reaction to
the announcement of the M&A deal, which provideppsuting evidence for the
speculative proposition raised in the unpublishedkimg paper of Malmendier and
Tate (2003). This negative impact might be inteigmten terms of an “overpayment”
argument that high narcissism target firm CEOs ioaleve that they can manage
the firm at least as well as the bidding firms’ GE@r are more “entitled” to do this)
and therefore require a higher bid premium, whichyrread bidders to pay more
than the optimal premium to win the deal. It seetihat the market may be
identifying such an overpayment and discount tHaevaf the acquiring firm’s share
accordingly. On the other hand, in the long runlysis, | do not find any significant
impact of target firm CEO narcissistic tendency tte acquiring firm's 2-year
post-acquisition buy-and-hold abnormal return. Hesve it is possible that the
impact of target firm CEO narcissism may be swanmpgedany other factors in the

long run.

Based on my main analyses, | also conduct a sefiadditional analyses to further
explore the impact of CEO narcissism on M&A actastin firms of different sizes,
the role and impact of corporate governance in ingrlkCEO narcissism and
ameliorating associated adverse effects in M&A, #me impact of the concurrent
coexistence of acquiring firm CEO narcissism angdafirm CEO narcissism on

firm M&A performance. .
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My first additional analysis is to address the gioes‘Does CEO narcissism in large
firms have the same (or same degree of) impact &A Becision-making and firm
performance as that in small firms?”. My resultewglthat the positive link between
CEO narcissism and the likelihood of a CEO conahgcta deal is stronger in large
firms than that in small firms. | also find that OEharcissism has more negative
impact on firm short run and long run M&A perforneanin large firms than in small
firms. It appears that the problems associated thighhigh level of CEO narcissism
in M&A activities are severer in large firms tham smaller firms. Higher CEO
compensation and more public attention might bepagsible explanations for these
findings. CEOs of large firms usually have highempensation and attract more
public attention, compared with those of small 8t CEO's inflated self-image
may be further reinforced by such high level of pamsation and public attention,
which may result in a higher degree of CEO narsmsand consequently cause a

more negative impact on firm M&A decision-makinglgmerformance.

My second additional analysis is to address thestipre “Can good corporate
governance help to ameliorate the potential advesssequences (if any) of CEO
narcissism on shareholder wealth in the conted&A?”. | report evidence that the
level of CEO narcissism is negatively associateth whe quality of corporate
governance (measured as corporate governance iddesther words, a high level
of CEO narcissism is associated with poor corpogateernance, and a low level of
CEO narcissism is associated with strong corpayaternance. Furthermore, in my
logistic regression analysis, | find that the pwesitlink between the level of CEO

narcissism and the likelihood of a CEO conductingAVdeals is stronger in firms
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with poor corporate governance than in firms witlod corporate governance.

These findings may suggest that effective corpogateernance may help to curb
CEO narcissism somewhat and mitigate its adverpacdimn M&A decision-making
to some extent. Strong corporate governance meshanmnay play important roles
in dealing with the problems associated with highel of CEO narcissism in such
ways as identifying highly narcissistic individuasearly stage and preventing them
from rising to the position of CEO in the first plg removing value-destroying high
narcissism CEOs before they do more harm, curbiegabsolute power of high

narcissism CEQOs, and effectively monitoring theislen-making process

My final additional analysis is to address the goes“What is the impact of CEO
narcissism on firm M&A performance when such naisisc tendency exists in both
the acquiring firm and the target firm concurre®tlyl report the most negative
impact of CEO narcissism on firm short run M&A (aumcement) performance
when acquiring firm and target firm CEO narcissismexist concurrently. This result
might be interpreted as the exacerbated overpaymeftiem resulting from the
coexistence of acquiring firm and target firm CE@raissism. As high narcissism
target firm CEOs are likely to overvalue their fionto be overconfident about their
own ability to create value (believe they can @editleast as much value as bidding
firm’s management team), they may require a highan optimal bid premium. On
the other hand, high narcissism CEOs of biddingdiare more likely to accept such
a higher than optimal premium as they are overdenti about their ability to extract

value from the deal or they have a deep feelingemtitlement to win the bid.
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Therefore the existence of high level of CEO naisiw on both sides may result in a
more serious overpayment problem. It appears heattarket is able to identify this

severer overpayment problem and discount it ineshace more heavily.

1.6 Contributions and future research

This study contributes to the literature along felsions. First of all, my results
provide original empirical evidence about the rofe CEO narcissism in M&A
decision-making and extend our understanding of dfiects of managerial
narcissism on firm performance and shareholderevalompared with Malmendier
and Tate (2008), the more comprehensive sampletsteuin this study allows me to
investigate my research questions more completely draw much stronger
conclusions from my analysis. Second, to the bestyoknowledge, this study is the
first to empirically examine the impact of targethf CEO narcissism on M&A
performance. Third, this study also empirically mx@es the impact of CEO
narcissism on firm long run post-acquisition periance; most previous studies only
focus on the short run (announcement period) effetsuch narcissistic tendencies.
Fourth, | develop a novel measure of CEO narcisdiased on the formal content
analysis of CEO speeches and discourses aboupdud#isc M&A deal, which may
help to overcome some drawbacks associated witipringous Holder67 and CEO
media portrayal proxies used to measure “overcenfid”. Fifth, my study
highlights the potential role of effective corp@agovernance mechanisms in
addressing the problems associated with high le¥eCEO narcissism. Finally,
drawing on the strategic management and psycholdgyature, | explicitly

introduce into my study the psychology-based cocstof “narcissism”, which has
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both motivational and cognitive dimensions (Ch@tand Hambrick, 2007) to help
explain the motivation and performance of M&A dedsis is a richer and more

coherent construct which goes beyond “overconfidénc “hubris”.

However, | also admit the limitations of this studyhich in turn suggest several
opportunities for future research. First, undewytheory relating to CEO narcissism
can be further developed and more refined ways edsuring this construct should
be delineated. Related to this, a more comprehenseét of keywords that can
capture different aspects of CEO narcissism needBet developed and used to
construct my media portrayal measure in any fustmely. Second, the potential role
of specific corporate governance mechanisms (eogrdostructure, compensation
package, ownership structure, etc.) in reducing gheblems arising from CEO

narcissism needs to be further explored. Thirdcoryent study could be extended to
investigate the role and impact of CEO narcissisnother corporate finance areas
such as IPOs, capital structure decisions and eindolicy, etc, not only in M&A

deals. Finally, using other methodologies, such sasveys and personality

guestionnaires may provide rich sources for usotwstruct more direct and robust

measures of CEO narcissism and generate otheesiitgy results.

1.7 Structure of the thesis

This thesis consists of eight chapters. In Chafitestarting by introducing the
background and motivation for this study, | presegtresearch questions and aims.
The chapter then describes the research methoddaadand briefly discusses the

main findings and conclusions. The contributiomsjthtions, and future research are
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also outlined in this chapter.

Chapter 2 presents the extant relevant literattoe fwhich the research gaps are
identified and the testable hypotheses developkd.fdllowing streams of literature
are reviewed: research about M&A performance (shartand long run); research
on M&A moaotivations; the literature about the congemle, and impact of the
narcissistic personality, and papers about theebla®lated constructs of managerial
overconfidence and hubris. Based on this compréeifiterature review, | identify

the research gaps and raise my research questions.

To address the research questions, in Chapterdgyvélop five main hypotheses
based on the finance, strategic management andhqsgy literature. Hypothesis 1
addresses the relationship between acquiring firBOCnarcissism and M&A
decision-making. Hypothesis 2 and 3 relate to thiermgial impact of acquiring firm
CEO narcissism on firm M&A short run (market reand and long run
post-acquisition performance. Hypothesis 4 andcugoon the potential impact of

target firm CEO narcissism on acquiring firm M&Arf@mance.

To empirically test my established hypotheses,eldn® address the following three
methodological issues: (1) How to measure CEO ssigth?; (2) How to calculate
firm short run M&A (announcement) and long run pasguisition performance?;
and (3) How to examine the Ilink between CEO naisnss and M&A

decision-making and performance. Therefore, in @rah | first introduce my three

measures of CEO narcissism — Holder67, the CEQmomkercise based measure,
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media portrayal, and content analysis of CEO speBEuén | present the event study
methods used to evaluate the firm M&A announcerpenibd performance and long
run post-acquisition performance. Finally, | intnoeé my regression models
(including the definitions of the variables) empdy to test the developed

hypotheses.

To empirically test the established hypotheses fahewing six groups of data are
required: (1) CEO data; (2) firm data (firm chaeaidtics and performance data); (3)
M&A data; (4) CEO media portrayal data; (5) CEOegees about M&A deals; and
(6) other supplementary data. Chapter 5 detailsdtta sources, sampling process,

data selection criteria, and data descriptionshfese datasets.

Chapter 6 provides and discusses the main restltthi® study. Starting by
investigating firm M&A performance (short run andng run), | then conduct a
series of regression analyses to examine the rmaempact of CEO narcissism on
M&A activity. The results are presented in two paffirst, | show and discuss the
results of my event studies on acquiring firm sharh and long run M&A
performance. In the short run study, | report amdlyse acquiring firm M&A
announcement period abnormal return (AR) and cutiwel@abnormal return (CAR)
based on two models (the market model and the 8sfwilliams Model) and two
market indices (CRSP equally weighted index anduesalweighted index)
respectively. In the long run study, | report amscdss acquiring firm buy-and-hold
abnormal return based on the benchmark portfolipraach over relatively long

post-acquisition time horizons. | also compare mkRCand BHAR results of
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acquirers with previous studies. Second, | presemt discuss the results of my
regression analyses in testing the hypotheses dimatto address my research
guestions. More specifically, the results of fivetssof regressions are reported:
logistic regressions to explore the relationshimeen the level of CEO narcissism
and the likelihood of a CEO conducting M&A dealsgiessions to examine the
impact of acquiring firm CEO narcissism on firm Mé&kort run (announcement)
performance (market reaction), regressions totkestmpact of acquiring firm CEO
narcissism on firm long run post-acquisition pariance, regressions to explore the
impact of the target firm CEO narcissism on acagirifirm M&A short run
(announcement) performance, and regressions toie&atime impact of the target

firm CEO narcissism on acquiring firm long run pasfuisition performance.

In addition to the main analyses in Chapter 6, ma@er 7, | also address my
additional research questions relating to the im@dcCEO narcissism on M&A

activities in firms of different sizes, the roledcaimpact of corporate governance in
curbing CEO narcissism and ameliorating associatkerse effects, and the impact
of the concurrent coexistence of acquiring firm CE#cissism and target firm CEO
narcissism. | first develop a set of additional diyyeses relating to my additional
research questions. Then | introduce the regressiodels used to test these
hypotheses. Finally, the results of my additionalalgses are presented and

discussed.

Chapter 8 summarises the empirical results ofgtudy, discusses the main findings
and draws conclusions relating to my research guestlt also presents the main

contributions and implications of this study. Ird#obn, the limitations of my current
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work are also discussed and suggestions for fistuicy are provided.
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Chapter 2 Literature review

2.1 Introduction

In this chapter, | review previous work relatedng current research. As the aim of
this work is to explore the role of CEO narcissisnM&A decision-making and its

impact on firm M&A short run and long run perforntan this study relates to two
strands of literature: (1) M&A literature (M&A penfmance and drivers of M&A

activities); and (2) the literature relating to CEB@rcissism. For the first strand of
literature, | review studies on M&A long run penfieance, short run performance,
and drivers of M&A activities respectively. For teecond strand of literature, | first
review research relating to the narcissistic peabtynn the psychology and strategic
management literature; and then | review the studieclosely related constructs in

the extant finance literature.

The aim of this chapter is to identify researchggapd raise my research questions
through a comprehensive review of the relevantistuth the finance, psychology
and management literature. This review is imporfantthe establishment of my
testable hypotheses, the identification of contiables, and the discussion of my

findings in later sections.
This chapter is organized as follows. Section X@a@es the M&A literature. M&A

long run performance, short run performance, andivaions are reviewed and

discussed respectively in sub-sections 2.2.1, 2ah@ 2.2.3. Section 2.3 examines
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the concept and role of CEO narcissism in manageeiaaviour. It consists of three
sub-sections. Sub-section 2.3.1 reviews the conmfepéarcissism in the personality
and psychology literature. 2.3.2 discusses prevstugdies on CEO narcissism in the
strategic management literature. Sub-section 2r8Bews two closely-related
constructs — hubris and overconfidence — in thergxfinance literature. In the
second part of sub-section 2.3.3, | also discusdahelling issues associated with
these constructs and justify my introduction of @EO narcissism concept in this
study. Section 2.4 summarizes this chapter, idestthe research gaps and raises my

research questions.

2.2 Literature review about M&A performance and drivers of M&A
activities

M&A is one of the most significant and importantgplomena in corporate finance.
Merger and acquisition activities also have a gmag@ct on corporate short run and
long run performance. The majority of extant stadiave explored the drivers and
performance of M&A deals. In the following sub-sens, the studies of long run
post-acquisition performance, short run M&A (anncement) performance, and

motivations for M&As are reviewed respectively.

2.2.1 Review of long run post-acquisition performace

The majority of studies on M&A performance repoggative abnormal returns over
the long post-M&A time horizon (e.g. Dodd and Rukhatd77; Conn, Cosh, Guest,
and Hughes, 2003; Asquith, 1983; Loderer and Mari092; Malatesta, 1983;

Kennefy and Limmack, 1996; Gregory, 1997; Agrawalife, and Mandelker, 1992;
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Kohers and Kohers, 2001; Louis, 2002; Varaiya aadi§, 1987; Ferris and Park,
2001; Rosen, 2003; Langetieg, 1978), suggesting tN&A deals, on average, may

destroy firm value in the long run.

Although Malatesta (1983) and Franks, Harris, amchdn (1991) posit that it is
possible that the observed long run abnormal retomght just be statistical artefacts
or results of inappropriate benchmarks being usedhy studies report negative long
run post-M&A abnormal returns consistently when &ying a range of different
benchmarks and calculation techniques. For exan@tegory (1997) conducts a
comprehensive study on the long run post-acqursitesurns of acquiring firms in
the UK. His data set consists of all successful d#als (bidder value is more than
£10 million) between 1984 and 1992. Six differemidmls (CAPM, DM, SS, a
multiple-index model, a value-weighted multiple-@xdmodel, and the Fama French
three-factor model) are used to calculate abnoretains. He reports significantly
negative two-year CAARsranging from -0.1182 to -0.18 across all six medel
Gregory (1997) together with a lot of other studfesy. Kennedy and Limmack,
1996; Ferris and Park, 2001; Rosen, 2003 etc) stigbat the observed negative
post-acquisition abnormal returns are not justiteal artefacts, but reflect real

post-M&A underperformance.

Post-M&A underperformance leads to two questionsstFif M&A deals do not
create value (or even destroy firm value), why hasemany M&A deals been

conducted? Second, how to explain such long run M&#&erperformance? In this

1 Dimson and Marsh risk and size adjustment model.
2 Simple size control-portfolio-model.
 Cumulative average abnormal returns.
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study, | propose that that CEO narcissism can Heast a possible driveramong
others, of M&A deals and an alternative explanation long run post-M&A
underperformance. The relevant literature about Qi&fcissism is reviewed in

Section 2.3 and associated hypotheses are estblisiChapter 3.

2.2.2 Review of short run M&A performance

In the literature of short run M&A performance, haltigh more of the previous
studies report significant positive cumulative afonal returns around the deal
announcementthan those that report negative retlrrtae empirical results are

rather mixed and less clear than those relatingrg run performance.

In addition to the research on the sign (positivenegative) of short run M&A
abnormal returns, some studies focus on the effiesbme deal characteristics (e.qg.
business relatedness and payment method) on fiomh kin M&A performance. For
example, Sicherman and Pettway (1987) examinertipadgt of the relatedness of
activities between acquiring firm and target firnm @cquiring firm short run
(announcement) abnormal returns, utilizing a sanmgflel47 US mergers and
acquisitions taking place between 1983 and 1985eirThesults show that

announcement period cumulative abnormal returnsthm case of mergers or

* Other drivers of M&A activities are reviewed incGien 2.2.3.

® E.g. Kummer and Hoffmeister, 1978; Jarrell anddg, 1980; Malatesta, 1983; Sicherman and
Pettway, 1987; Bradley, Desai and Kim, 1982, 198#%)g, Stulz, and Walkling, 1989; Jarrell and
Poulsen, 1989; Maquieira, Megginson, and Nail, 1308hers and Kohers, 2000, 2001; Leeth and
Borg, 2000; Floreani and Rigamonti, 2001; Fulleettdr, and Stegemoller, 2002; Rosen, 2003;
Bouwman, Fuller, and Nain, 2003; Bhagat, Dong, Meder, and Noah, 2005; Moeller,
Schlingemann, and Stulz, 2005; Bradley, 1980.

® E.g. Asquith, Bruner, and Mullins, 1987; Morck,I&fer, and Vishny, 1990; Servaes, 1991; Healy,
Palepu, and Ruback, 1992; Kaplan and Weisbach,;1B@2 and Hickman, 1992; Berkovitch and
Narayanan, 1997; Mulherin and Boone, 2000; Walk@Q0; Houston, James, and Ryngaert, 2001,
Delong , 2001, 2003; Kuipers, Miller, and Pateld20Moeller, 2005.
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acquisitions of related businesses are signifiganmijher than those in the case of

unrelated businesses.

Healy, Palepu, and Ruback (1997) report consisesults in their study of the 50
largest US industrial takeovers over the period9t9984. They find that the short
run performance of a merger of acquisition is lvetteen the acquirer and the target
have highly overlapping businesses than in the a#sa deal involving the

acquisition of unrelated businesses. Fan and G@@6) also show that vertical
mergers generate significantly larger positive wWeakffects than diversifying

mergers in their study of a larger sample of 2,&6@\pleted mergers over a longer

period of time (1962-1996).

In addition, previous studies suggest that anotlesl characteristic, method of
payment, may also have an impact on short run M&&Kgrmance. For example,
Travlos (1987) examines the impact of method ofnparyt on firm announcement
period abnormal returns using a sample of 167 M&&ld for the period 1972

through 1981. A significant difference in acquiriign abnormal returns between
stock offers and cash offers is reported. Stockrmnst of stock-financing bidding

firms are significantly negative during the evemneuncement period, whereas
shareholders of cash-financing bidding firms earn‘narmal” return on the

announcement of a takeover. Travlos claims thatrdsslts are consistent with the
signalling hypothesis, which proposes that the afsstock as the payment method
conveys the negative signal that the bidding firetick is overvalued, and therefore

the market reacts negatively.
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Besides deal characteristics, previous studiesesigbat some firm characteristics
(e.g. Tobin’s Q, corporate governance, ownershipcgire, etc) may also have an
impact on M&A performance. For example, Lang, Stalzd Walkling (1989) (LSW)

use a sample of 211 successful tender offers txepériod 1968-1980 to examine
the relationship between Tobin’s Q and takeovengjalhey find that the stock

returns for high Q bidders are significantly highlean the stock returns for low Q
bidders. They claim that, as Tobin’s Q is a measfiraanagerial performance, their
results are consistent with the view that takeoweérsrgets with poor management
teams by well-managed acquirers have higher galogever, the sample used by
LSW consists only of tender offers, and some ingurtvariables such as deal
attitude (hostile versus friendly), payment methadd relative size of target and
bidder are not controlled for. Therefore, buildumgon LSW (1989), Servaes (1991)
re-examines the relation between M&A gains and i'sb@ using a sample of 704

mergers and tender offers over the period 1972-1@8nsistent with LSW (1989),

he finds that announcement period returns for ddvidre larger when the bidder has
a high Tobin’s Q and the target has a low one. HeweServaes shows that LSW'’s
results hold not only for tender offers, but alsorergers. Furthermore, the relation
between M&A gain and Q ratio is even stronger whemtditional takeover

characteristics are taken into account.

Byrd and Hickman (1992) explore the impact of amotkharacteristic of firm,

corporate governance, on firm M&A short run perfamoe. Specifically, they test

the relation between one important aspect of catpagovernance, outside directors,
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and bidding firm announcement period abnormal retutilizing a sample of 128
tender offer bids made between 1980 and 1987. Treport a negative
announcement return for bidding firms over the £ elzent (announcement of tender
offer) window (-1, 0). However, bidding firms witht least fifty percent of board
seats held by independent outside directors harefisantly higher (less-negative)
announcement period abnormal returns than bidaiings fwith less then fifty percent
of the board seats held by independent outsidetdn® This evidence confirms the
traditional view that independent outside directoas efficiently monitor the M&A

decision-making process on behalf of shareholdetstests.

Besides the characteristics of acquiring firm (elpbin’'s Q and corporate

governance of acquiring firm), pervious studiesgaslj that some characteristics of
target firm (e.g. high-tech status, growth stageaoget firm, etc) may also have a
significant impact on firm M&A short run performaacFor example, Kohers and
Kohers (2000) report that announcement cumulatbreoanal returns for acquirers
of high-tech targets are significantly positive.dddition, they suggest that growth
stage of target and relative size of target mag alfiuence bidder announcement

returns.

In summary, through reviewing the literature onrshan M&A performance, |
identify deal or firm characteristics that may hawepact on firm short run
announcement returns, such as business relatedmggaent method, Tobin's Q,
corporate governance, ownership structure, high-gtatus, growth stage of target

firm, and relative size of target. Therefore, irststudy, | control for these factors in
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my regression models when testing the impact of G&issism on firm M&A

performance.

2.2.3 Review of the literature on the drivers of (mtivations for) mergers and
acquisitions

Previous studies in both finance and strategic mamant show that that mergers
and acquisitions may be driven by a complex varietymotives. Some main

explanations given in the literature for M&A acties are efficiency (synergies),
managerial competition (the market for corporatetiad), Q-theory, and the agency

problem.

In the strategic management literature, efficieth®ory as an explanation of mergers
and acquisitions is well established. Accordinghis theory, purpose of mergers and
acquisitions is to achieve synergies. Academicshen strategic management area
often divide synergies into three categories: faia@nsynergies, operational synergies,
and managerial synergies. Financial synergies teféhe synergies resulting from
the lower costs of capital after mergers or actjaiss, which can be achieved in two
ways. One way is to reduce the systematic risk @ompany (or a company's
investment portfolio) through the acquisition ofrelated businesses. The other way
is to increase firm size though mergers or acqaisst with the larger firm generally
believed to have greater ability to gain accesschieaper capital. Operational
synergies resulting from the combining of the opers of different business units
and/or from knowledge transfers (Porter, 1985) meluce the production costs of
the business units within the corporation. Operaicsynergies may also improve

the company’s ability to provide unique productsl aervices. The third type of
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synergy, managerial synergy, usually results from Ibidder's managers’ superior
management skills. However, there is very limitetp&ical evidence supporting this
efficiency theory. Synergy effects in M&A activisere not detected in many studies

(e.g. Rumelt, 1986; Montgomery and Singh, 1984).

A derivative of efficiency theory, the managemenmpetition model, is proposed by
Jensen (1986). This model views takeover as a médike corporate control.

Managers who perform poorly are threatened by detsiompeting management
teams, which provide an external incentive on tieiinbent managers to improve
performance. Jensen (1984, 1986) provides suppogtndence for his management

competition model.

Related to management competition model, Q-thedryneestment is used by
academics in the economics and finance area taaiexploth motivation for the
M&A and post-M&A performance. (Q is the ratio ofrrfi market value to its
replacement cost of capital). Servaes (1991) pegpakat mergers are a channel

through which capital flows to better projects &edter management.

However, some studies cast doubt on these managem®petition-based models.
For example, Porter (1987) and Ravenscraft andr8cl{#987) find that acquiring
firm performance (operating performance) is acyuddkelow-average prior to a
merger or acquisition, and target firm performafageerating performance) prior to a
merger or acquisition is above-average, which tscoasistent with the management

competition model argument.
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Unlike efficiency theory, management competition delp and Q-theory of

investment, the agency theoretic explanation for AM&ctivities (i.e. the agency
problem) takes a different perspective. Accordiaghis theory, managers tend to
maximize their own utility, instead of sharehold@lue, in conducting mergers or
acquisitions (Rhoades, 1983; Black, 1989), and equmsntly this agency problem

may destroy firm value in the long run.

All of the theories or models reviewed above, extkp agency problem, have their
limitations in explaining the well-documented longun post-acquisition
underperformance in the literature. According téiceincy theory, management
competition model, and Q-theory of investment, M&gtivities should enhance firm
value through achieving synergies or removing ew&f/e management teams.
However, most empirical evidence on M&A long runrfpemance reported in the
literature is contradictory to the predictions bése models. Although the agency
problem may help to explain the motivation for M&#ad long run post-M&A
underperformance to some extent, it has its limoitain explaining that many CEOs
conduct value-destroying M&A deals with no privdenefits gained. Therefore, to
better understand the causes and consequences Afaet&ities, we need to further
explore other explanations. In this study, | praptsat CEO narcissism could be a
possible driver, among others, of M&A activitiesdamay provide an alternative

explanation for M&A performance. .
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2.3 CEO narcissism

While the concept of narcissism has been well reked in both the psychology and
management literature, it has received surprisirgie attention in the area of
finance research. In this section, | first provide overview of the concept of
narcissism in the personality and social psycholtitgrature, then review the
research employing this concept in the managenterature and the related studies

in the corporate finance area.

2.3.1 The concept of narcissism in the personalignd psychology literature

The term “narcissism” comes from a figure in Greeithology, whose name was
Narcissus. He believed that he was much better abli@@rs and distained the people
who loved him. Eventually, he fell in love with h@avn reflection in a lake and

finally died of frustration. This concept was firsitroduced to the psychology
literature by Ellis (1898) and then further deveddppy Freud (1914). Freud referred
to narcissism as “a state of being the centreloiag world in which the individual

could act spontaneously and purely out of desiFegud (1957, 14: 7-66) further
identified a set of different manifestations of cissism, such “as self-admiration,
self-aggrandizement, and a tendency to see otlseen axtension of one’s self”.

Most studies of this concept in the area of psymipplhave their roots in Freud’s

work on this topic.

Researchers in clinical psychology originally usieel term narcissism as a label for a

mental disorder. They diagnosed individuals whokhhey are special and unique,
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who overestimate their ability, and exaggeraterthehievements as suffering from
narcissistic personality disorder (NPD) (DSM IDragnostic and Satistical Manual
of Mental Disorders, American Psychiatric Association, 2000). In the easpof
interpersonal relations, individuals suffering frowD tend to be arrogant and lack

empathy for others.

Though narcissism was initially treated as a céhisyndrome, in later research,
psychologists re-conceptualize it as a persondlityension (Raskin and Hall, 1979;
Raskin and Terry, 1988; Emmons, 1987). The devetmpnof the Narcissistic
Personality Inventory (NPI), a psychometric scalerfarcissism, by Raskin and Hall
(1979), represents a crucial step in establishinfpranal measure of such a
personality dimension. Raskin and Hall constructetist of 220 items that are
believed to be a reflection of the narcissism tewgleusing the DSM-III behavioural
criteria for the narcissistic personality as a eptaal template. Then, they use this
measure to explore individual differences in naisi® in non-clinical populations.
In a series of later follow-up studies, they conéd culling the NPI items using an
internal consistency approach, and finally produaéd!-item measure of narcissism
with high internal consistency. Other research Isycpologists related to the
construct validity of the NPI has also helped teidnthe understanding of the
concept of narcissism and its measurement. For gplearBmmons (1984) conducts
research on the NPI using a principal-componentyais. He finds four NPI
components and labels them Exploitativeness/Entélg (I insist upon getting the
respect that is due to me); Leadership/Authoritijk@ to be the centre of attention);

Superiority/Arrogance (I am better than others); d arself-Absorption /

33



Self-Admiration (I am preoccupied with how extraioay and special | am). In his
follow-up work (Emmons, 1987), he identified thersafour NPl components as he

had found in Emmons (1984), using factor analysis.

In a similar way, Brunell, Gentry, Campbell, Hoffma&uhnert, and DeMarree (2008)
conceptualize narcissism as a personality thatanmmtthree basic characteristics:
(1) “positive and inflated views of the self’, (Za pervasive pattern of self-
regulation that maintains positive self-views—oftdrthe expense of others”, and (3)
“interpersonal relationships that lack warmth amiimacy”. They further explain the
first characteristic, “positive and inflated viewsd the self’, as possessing three
sub-features: self-centred (Emmons, 1987), selided (Emmons, 1987; Raskin &
Shaw, 1988), and self-serving (Rhodewalt and MI#®88). “Narcissists believe that
they are more intelligent and attractive than atheand “they are overconfident
individuals who exaggerate their beliefs about rtladiilities and achievements and
inflate their own performance in achievement dorsiaiThe second and the third
characteristics refer to the relationship of naists with others. Previous studies
(John and Robins, 1994; Farwell and Wohlwend-Lloy898; Campbell, Reeder,
Sedikides, and Elliot, 2000) show that narcissigten have an inflated perception
about their own positive input while feeling relast to acknowledge others’ input.
The authors further point out that narcissists Igulaave some interpersonal

strategies for maintaining their self-esteem.

Other studies also explore the social relationgiimarcissists with other people.

Bushman and Baumeister (2002) find that narcissiién oppose people who give
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negative feedback to them. Narcissists usually tixedraw attention away from
others (Buss and Chiodo, 1991), have a strong fugedimiration from others (Morf
and Rhodewalt, 2001; Rosenthal and Pittinsky, 2086l often derogate others in
order to maintain their self-esteem (Morf and Rheale 1993; John and Robins,
1994). Narcissists are not interested in buildmgmacy with others through social
relationships, but use social relationships asttleé for maintaining their inflated

self-views.

2.3.2 Narcissism in the managerial literature

Brown (1997) employs the theory of narcissism ie #nalysis of organizational
behaviour. He points out that "narcissism is anartgnt label that permits us to
group cognitions and behaviours, which have, as toenmon factor, a role to play
in the regulation of self-esteem”. Based on theviptes literature, he summarises the
characteristics of the narcissistic personality isix broad tendencies: (1) denial (“a
primitive and desperate unconscious method of ¢pmiith otherwise intolerable
conflict, anxiety, and emotional distress or paimickh can lead to increased
confidence and feelings of invulnerability”, (2)tiomalization (“an individual's
attempt to justify or find reasons for unacceptabddaviour or feelings and thus
present them in a form consciously tolerable andcepiable”), (3)
self-aggrandizement (“a general tendency of arviddal to overestimate his or her
abilities and accomplishments”), (4) attributioregotism (“the tendency of an
individual to offer explanations for events thae aself-serving’ or ‘hedonic’ and
that typically involve the attribution of favourabbutcomes to causes internal to the

self and unfavourable outcomes to external caus€s))sense of entitlement (“a
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strong belief in his/her right to exploit othersdaan inability to empathize with the
feelings of others” accompanied by “an insatiabkgezness to obtain their
admiration and approval’), and (6) anxiety (“nas@$s ‘cannot live without an
admiring audience. His apparent freedom from famtigs and institutional
constraints does not free him to stand alone @ldoy in his individuality. On the
contrary it contributes to his insecurity’™). Indduals who have a narcissistic
personality are prone to these tendencies unsaléoausly “in response to a deeply
felt need to preserve self- esteem”. The first fiemdencies are ego-defence
mechanisms and the sixth tendency, “anxiety’, ituaty “not an ego-defense
mechanism but what the ego-defense mechanismseaigneéd to ameliorate”. The
main contribution of Brown’'s work is that it demdrades that the theory of
narcissism is very useful for the research on damrs or behaviours, not only at the

individual level, but also at the group or orgatiaalevels.

A series of later studies show that narcissismusdespread tendency in leadership
roles, such as those of CEOs and other top execumianagers (Deluga, 1997;
Maccoby, 2000; Rosenthal and Pittinsky, 2006) ahet tthese narcissistic
personalities of leaders are often associated mskty decision-making (Chatterjee
and Hambrick, 2007), counterproductive behaviouenffey and Spector, 2002;
Judge, LePine, and Rich, 2006), and poor performélair, Hoffman, and Helland,
2006; Judge, LePine, and Rich, 2006). Lubit (208%jensively discusses such
negative impact of destructive narcissism of marsmgen organizations. He
explicitly distinguishes healthy narcissism andtdesive narcissism, and compares

them from several different aspects. “Healthy resisim is based on relatively secure
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self-esteem that can survive daily frustrations asiess”, while destructive
narcissism is often “a reaction to fragile selfeesh”. Another key difference is that
an individual with destructive narcissism is obséssvith power, admiration, etc,
while an individual with healthy narcissism mayagnthem without obsession. He
defines destructive narcissism from three aspétjsgrandiosity (“inflated sense of
self-importance, arrogance, preoccupation with pcanel wealth, excessive seeking
of admiration”), (2) a sense of entitlement (“a serhat they are entitled to have
whatever they want, including a willingness to expbthers to get it”), and (3)
interpersonal relations (“the lack of concern fordadevaluation of others”). He
points out that the destructive narcissism of CEE@s have a negative impact on
organizations. On the one hand, CEOs with destreictarcissistic tendencies tend to
make disastrous business decisions because “tsiomal agendas take precedence
over the company’s best interests”. Their glorykgeg and need for excitement
often make them engage in such behaviours as etogilding and “rapid change of
course”, which impede the “prudent” growth of a g@ny. On the other hand, the
traits of destructively narcissistic CEOs limit ithability to work with other people

in the organization effectively.

If the narcissistic personality is associated wileffective leadership, why do
individuals with a narcissistic tendency rise taifions of leadership? What are the
origins of such destructive narcissism? Lubit (20&2d Brunell, Gentry, Campbell,
Hoffman, Kuhnert, and DeMarree (2008) raise thesestions. Brunell, Gentry,
Campbell, Hoffman, Kuhnert, and DeMarree (2008)duat three studies directly to

investigate the link between narcissistic perstywadnd leader emergence, using
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traditional research methods (questionnaire andigmiscussion) in the areas of
personality and psychology. Their results show thatcissism predicts emergent
leadership and that highly narcissistic individual® more likely to emerge as
leaders during “leaderless group discussions”. T¢mclude that “narcissists have
skills and qualities that are beneficial for becogiieaders”. Consistent with Brunell,
Gentry, Campbell, Hoffman, Kuhnert, and DeMarre®0&), Lubit (2002) also

claims that such destructive narcissism persontakiys as high levels of expressed
self-confidence and extremely strong driving anaiois may actually help mangers to
rise to top positions within organizations. In dabi, he discusses two possible
origins of destructive narcissism, based on tweastrs of theories. According to
psychodynamic theories, destructive narcissism defance mechanism of “fragile
self-esteem”. According to social learning theargrcissistic behaviour is learnt by
observing others, and influenced by outside recdorent (e.g. reward or
punishment for behaviour). He also proposes thesrpiai roles that corporate
governance mechanisms (e.g. performance measurgimemeward system, and the

hiring process) can play in dealing with the destue narcissism of managers.

Different from above studies, Chatterjee and Haokbij2007) conduct a large
sample empirical test on the narcissistic tendesfc@EOs and its impacts on firm
strategy and general performance. They conceptual@cissism as a personality
dimension where individuals can be assigned lowdiome or high scores along a
continuum, based on Emmons (1987). A set of hymathare developed on the basis
of relevant managerial and psychological literattiiest, they consider the impact of

CEO narcissism on a firm’s strategy and hypothesiae“the greater the narcissistic
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tendencies, the greater the dynamism of the congpastyategy’. Second, they
establish a link between CEO narcissistic tendenarel a specific strategic decision
of firms — acquisition — and hypothesise that “gneater the narcissistic tendencies
of a CEO, the greater the number and size of aitipmis made by the company”.
Their third and fourth tests are about the relabetween CEO narcissism and firm
performance. They hypothesise that “the greatenéneissistic tendencies of a CEO,
the more extreme the company's performance” and {jfeater the narcissistic
tendencies of a CEOQ, the greater the fluctuatiothehncompany's performance”. To
test these hypotheses about CEO narcissism, tmesgraot a 5-item narcissism index
using five unobtrusive, publicly-available indicedo (1) “the prominence of the
CEOQ's photograph in the company's annual repa2}’;“the CEQO's prominence in
the company's press releases” (3) “the CEO's uiessbperson singular pronouns in
interviews”; (4) relative cash pay (“the CEO's casimpensation divided by that of
the second-highest-paid executive in the firm); é)drelative non-cash pay (“the
CEO's non-cash compensation divided by that ofsdmnd-highest paid executive
in the firm”). Then, based on their measure of isaism, they empirically test their
four hypotheses, using a sample of CEOs in the otensoftware and hardware
industries between 1992 and 2004. They concludeGB® narcissism is positively
related to strategic dynamism and grandiosity, thad it affects the number and size
of the acquisitions undertaken by the firm. Thesults suggest that the narcissistic
tendency makes a CEO favour bold, attention-attrgcictions, and consequently

results in extreme and fluctuating firm performance
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2.3.3 Closely related constructs

2.3.3.1 Review the closely related constructs — hig and overconfidence

Two closely-related constructs to managerial narmsis used in the extant finance
literature are hubris and overconfidence, drawing tbe behavioural finance

cognitive psychologically based literature.

As early as 1986, Richard Roll proposes a “hubyisokthesis” of takeovers, which
provides another possible explanation of M&A adies. He argues that the hubris
of the individual decision makers in the biddingrfs may result in overbidding, and
firms may suffer from this hubris in takeover aities. Since then, the term

managerial “hubris” has become widely used in faestudies.

Berkovitch and Narayanan (1993) and Hayward and ek (1997) are two

studies that empirically investigate Roll’s “hubhigpothesis”.

Berkovitch and Narayanan (1993) investigate int® dhivers of takeovers, using a
sample of 330 tender offers made during 1963-1988y develop a test based on
the correlation among target, acquirer, and taaahgyto distinguish synergy motive,
agency motive and hubris motive. Their results ststm@ng evidence that many
takeover decisions are driven by hubris, althoinghaigency problem seems to be the

major reason for the value-destroying takeovers.

" Bollaert and Petit (2009), however, point out thabris is essentially a literary concept, not a
psychological one, originating in Greek mythologyt refers to “excessive beliefs and behaviours
linked to defiance or contempt for every day ladesstiny and the gods”, with consequences that are
almost invariably fatal. As such, the concept ligsiwe without a precise definition, making it
difficult to measure for research purposes.
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Hayward and Hambrick (1997) use a sample of 1Q0felacquisitions conducted in
1989 and 1992 to investigate the link between tB©® hubris and the size of the
premiums paid for acquisitions. They use four iathes as proxies for CEO hubris:
(1) the acquiring company's recent performancerg@nt media praise for the CEO,
(3) the CEQ's self-importance (CEO relative compé&anr), and (4) a composite
factor of these three indicators. They find thaest indicators have a strong
association with the size of the premiums paidaguisitions. First, they find that
firms with better recent performance tend to paghbr premiums for acquisitions.
The authors suggest that this is because the ractecess makes the CEO more
confident in his or her own ability to create gezatalue through the acquisition and
therefore would like to pay a higher price forSecond, their results suggest that the
recent media praise “conveys to the CEO an extevaltlation of his or her
capabilities”, which further confirms and strengthéhis or her inflated view about
his or her personal ability. The belief in theipstor ability makes them feel that
they can generate great benefits that will recdup @éxtremely large acquisition
premium. Third, they find a positive associatiotiween the size of the acquisition
premium and the CEO’s self-importance, which is snead by the CEO’s pay
relative to the pay of the second-highest-paid etcee. Finally, they report a strong
association between the comprehensive hubris factdrthe acquisition premiums.
Their results also demonstrate a negative reldteween the CEO hubris factor and
the firm performance. In addition, they find thhetfirms that pay larger premiums

suffer greater losses during the one-year peritat atquisition.

On the basis of Roll (1986), some academics hatendrd the research on hubris by
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studying, theoretically or empirically, overconfid® bias in managers’

decision-making and its effects on firm performance

Gervais Heaton and Odean (2003), Heaton (2002) and Par@des) are three

theoretic studies in this area.

Gervais Heaton and Odean (2003) conduct theoretical wor&xigore the role of
managerial overconfidence and optimism in corporaeestment policy and
corporate incentive mechanisms. Their study suggélsat overconfident and
optimistic CEOs are more likely to undertake righypjects than rational CEOs.
However, they argue that a moderate level of ovdidence and optimism may
benefit the shareholders and create value for firtheough reducing the
underinvestment problem. In addition, they proptbeg managerial overconfidence
and optimism could reduce the need for the stockoopcompensation that is
designed to reduce underinvestment problems. Th#homu suggest that
overconfidence and optimism can actually play aitpesrole in the corporate
investment decision making and provide an alteveatisolution to the

underinvestment problem.

Heaton (2002) theoretically explores the relatigmdietween managerial optimism
and free cash flow in a firm based on a simpleé¢hdate-two period corporate
finance model”. This study presents two featureswaroptimistic managers: first,
overoptimistic managers believe that the marketewalues their firms’ stocks and

therefore they may decline positive NPV projectihdy have to finance that project
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externally; second, optimistic managers often oaler the projects they like, and
therefore they may choose negative NPV project®onsaously. He suggests that
the managerial irrationality may result in the babaral cost that is different from

the cost due to asymmetric information and theiticagal rational agency problem.

Paredes (2005) further investigates the relatigngbeétween behavioural bias
(especially overconfidence) and corporate govemaride proposes that CEO
overconfidence might be actually a product of coap® governance. High CEO pay
may give CEO positive feedback and make the CE@\mlthat he performs well
and has a very high capability. The positive feellbbmakes a CEO feel that he is
better than many others, and facilitates the foionadf overconfidence. Based on
pure theoretical analysis, Paredes suggests that pbssible that there is a link
between CEO compensation and CEO overconfidencduittteer points out that a
CEO is more likely to become overconfident if he havery strong and concentrated
power within the firm. This might particularly bbe case in the US, because the

“CEO-centric model” dominates in US firms.

Besides theoretical studies, several empiricalistudn the role of psychological
factors in corporate decision-making, particularlyM&A decision-making, have

also been conducted.

Fanto (2001) provides evidence of the presence @fawoural biases (or

psychological factors) during the decision-makinggess of mega-mergers, based

on a psychologically-oriented empirical study. Helé a set of behavioural biases in
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the mega-mergers between 1998 and 2000 througlyzamalthe documents that
reflect the decision-making process. For exammeaeports strong “ Over-optimism
bias” in the Banc One/FC deal (1998), Daimler/Claysdeal (1998),
NationsBank/BA (1998), Norwest/Wells Fargo (1998)avelers/Citicorp (1998),
MCI/Sprint deal (1999), Qwest/US West deal (1999QL/TW (2000), Chase/J.P.
Morgan (2000), Chevron/Texaco (2000), and First&/UBancorp (2000). His
research suggests that, to gain a better undenmstarad M&A activities, it is
necessary to study the role and impact of behasiodriases in M&A

decision-making.

Ulrike Malmendier and Geoffrey Tate are two of tp®neers in empirically
examining the overconfidence bias involved in M&g&tiaities and other corporate
decisions. Malmendier and Tate (2008) suggestaveiconfidence can be one of the
drivers of the merger decision. They argue thattni@litional explanations for
M&A activities and firm performance around and afd&As are based on the
assumption that managers can always make decigatinsally, but that might not
always be the case in reality and top managersheagyrone to overconfidence bias.
They conduct an empirical investigation of the roleCEO overconfidence in M&A
decision-making, using a sample of 477 large, pbbtraded US firms that are
listed in the Forbes 500 over the period 1980-1994his study, they invent three
proxies for CEO overconfidence: Holder67, Longhaldad press portrayal The
first two are based on the managers’ option exagibehaviour: according to the

Holder67 measure, CEOs are classified as “overdenfi CEOs if they fail to

8 Section 4.2.1 introduces these measures in detail.
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exercise their vested options that are highly enrtioney (67% in the money) in the
fifth year prior to expiration. According to the hgholder measure, CEOs are
identified as “overconfident” CEOs if they hold aption until expiration, even

though the option is at least 40% in-the-money ramgeits final year. The third

measure for CEO overconfidence is based on thadeuss perception of a CEO.

Malmendier and Tate set the overconfidence indicataequal to 1 when the number
of “confident” and “optimistic’ mentions for a CE@xceeds the number of “not
confident”, “not optimistic”, and “reliable, cautig, practical, conservative, steady,
frugal” mentions in LexisNexis and The Wall Strdeurnal searches. Their results
show a strong relationship between overconfidencel #he probability of

undertaking mergers. The relationship is the seehgn diversifying mergers and
M&A deals with internal financing. They also findhat the market reacts more
negatively to the announcement of a merger dedigealerconfident CEOs. Using a
three-day window, they calculate the CAR arounditigls and find that, on average,
the CARs for “overconfident” bids are roughly 78slsapoints lower than those for

“rational” bids.

Malmendier and Tate (2005) have also conductedr edsearch, aiming to explore
managerial overconfidence in explaining the digtartof corporate investment
decisions. Unlike Malmendier and Tate (2008), whouk on the overconfidence
bias in M&A decision making, this research explotbe role and impact of
managers’ overconfidence in a much broader cort@dneral corporate investment
decisions. The same sample of 477 large, publrelged firms in the Forbes 500 as

that in Malmendier and Tate (2008) is used in #tigdy. Three proxies for CEO
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overconfidence are used in this research — Holddr6igholder, and “Habitually

buyer of stock”. The first two measures are the esas those used in Malmendier
and Tate (2008). The third different measure isebasn CEQO’s stock purchase
activities. In brief, CEOs are classified as “owerfident” CEOs if they are “habitual

purchaser (or net buyer) of the firm’s stock”. Thigasure is reviewed in detail in
section 4.2.1. This study concludes that overcemticCEOs “overinvest when they
have abundant internal funds, but curtail investm&hen they require external
financing”. Results of this study also suggest hd&EQ’s personal characteristics
(e.g. financial education, financial employmentatg$ in the company, military

service, membership in the 1920-1929 birth cohod #echnical background) may

have an impact on corporate investment decisionimgak

Not only the role and impact but also the sourcemainagerial overconfidence
interests researchers. Billett and Qian (2008) aeplthe source of managerial
overconfidence in the context of M&A through studyithe history of deals made by
individual CEOs, using a sample of 4,051 mergetsaquisitions during the period
1980-2002. They use managerial “Net Purchase” @fresh as their proxy for

“overconfidence”. They find that the higher the &tlerder™®, the greater the CEO'’s

net purchase of shares preceding the deals. Tdmitts also show that higher-order
deals suffer more negative announcement returms [tveer-order deals. Although

the likelihood of a CEO conducting a deal increasiis the positive performance of
previous acquisitions, past positive performancesdoot mitigate the negative

wealth effects in subsequent acquisitions. Theyagxgheir results as evidence that

° The “Net Purchases” measure is reviewed in seetidri.
10 Billetta and Qian define the “deal order” withiadh firm based on the number of deals conducted
in the preceding five years. (The “Deal order” &ided based on a five-year rolling window.)
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self-attribution results in CEO overconfidence, ethieads to poor M&A deals. In
addition, their results suggest that the marketgates future deals according to a
firm’s M&A activities in the past and that thesepextations are reflected in the

firm’s stock price.

Besides studies about the role and the source @ O%erconfidence in M&A
decision-making, Aktas, De Bodt and Roll (2005)aye step further to ask “Can
CEOs learn from past experience?” Their theoretgtady suggests that, if the
corporate governance system allows overconfidentowgroptimistic CEOs to
survive for long enough, CEOs could correct thekroonfidence or overoptimism
gradually through a learning process, and, theeefttre CEOs could reduce value
destruction from deal to deal. However, such aryéinal approach is very different

to a perspective that views personality charadtesigas relatively fixed.

2.3.3.2 Hubris, overconfidence and narcissism

In this sub-section, | discuss the distinction kestw narcissism and the traditional
constructs (overconfidence and hubris) and justifyuse of narcissism as the label

in this study.

Distinction between narcissism and the traditional constructs

Although hubris, overconfidence and narcissism @osely related constructs and
are often used interchangeably in management wsahey are different in several

aspects. First of all, they follow two different ypbological traditions (or
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approaches). Narcissism belongs to personalityhmdggy and overconfidence (or
hubris) belongs to cognitive psychology. (Bollaand Petit, 2009). In other words,
narcissism is a personality construct while ovefidemce is often treated as a
cognitive bias. Second, many psychology and manegerstudies propose that
narcissism is a more fundamental property than sedgnitive bias as

overconfidence (Emmons, 1984; Chatterjee and Hatbr2007). Hubris or

overconfidence is only an offshoot of narcissisnetéde Vries, 1990). Finally and
importantly, overconfidence is only one cognitivaittof the narcissistic personality,
while narcissism is a much richer concept congstiaf both cognitive

(overestimation of his/her abilities) and motivatb (intense needs for affirmation)

elements (Chatterjee and Hambrick, 2007)

Justifications of my use of narcissism as the labd in this study

While the terms “hubris” and “overconfidence” aredely used in the field of
finance, they are inexact concepts and often h#fereht meanings across studies.
For example, Moore and Healy (2008) report thatr &% of empirical papers on
overconfidence use the definition that “overconficke is the overestimation of one’s
actual ability, performance, level of control, dnance of success”, roughly 5%
employ the definition that “people believe themsslto be better than others, such
as when a majority of people rate themselves béftan the median”, and the
remaining 30% or so use the definition that “ovefatence is excessive certainty
regarding the accuracy of one’s beliefs”. Moore atehly further point out that
researchers routinely assume, explicitly or implgcithat the overconfidence

constructs they work with, although based on dsiférdefinitions, are, nonetheless,
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the same and can be used interchangeably. Condbgues Kwan et al (2004)
explain, many of the inconsistent findings and argats about the underlying
overconfidence phenomenon that researchers arenggekmeasure result from the

lack of a clear definition.

Both hubris and overconfidence lack a theoreticalugding. Hubris is more of a
literary term, rather than a theoretically soundaapt. Studies on overconfidence in
M&As rely heavily on Roll's (1986) hubris hypothesand lack a solid psychological
foundation. Bollaert and Petit (2009) point out fireblem in this subject area that
“the link between a particular characteristic anoseyved effect is not clearly

established with reference to psychology theory”.

The problems associated with loose or inconsistdfinitions of hubris and
overconfidence thus motivate me to introduce a nfarelamental and coherent
concept into this research — narcissism — drawingtlee psychological and

management literature.

Narcissism is a coherent and measurable psychalogpnstruct that is widely used
in the management literature to explain managdxgdaviour. It contains “both a
cognitive frame and a motivational mechanism - wimg simultaneously of a
belief in one’s superior abilities and an intensentinuous need for affirmation”
(Chatterjee and Hambrick, 2007) and makes a daapeerstanding of managerial
behaviour possible. Narcissism, as a dispositidrat, is a more fundamental

property than cognitive bias (Emmons, 1984). A isarstic personality stirs up
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hubris or overconfidence, and “we can look at mulas a predicable offshoot of
unbridled narcissism” (Kets de Vries, 1990). Theref narcissism should be treated
as the more ingrained trait (Chatterjee and Harkp@007). Thus, | work with the
personality attribute of “narcissism” as an impottaleterminant of managerial
behaviour in line with the psychological and stgitemanagement literaturé. In

my study, | treat hubris or overconfidence asdraftnarcissism and therefore use the

term “narcissism”, staying away from the label “habor “overconfidence”.

2.4 Summary

To explore the role and impact of CEO narcissismaofirm’s M&A activities
(performance and drivers), | first review the sasdof long run and short run M&A
performance and the drivers of M&A deals. Themplere the concept of narcissism
in the personality, psychology, and strategic managnt literature. Finally, | review
the role of CEO narcissism (and its closely relateohstructs) in M&A

decision-making and its impact on firm M&A perforncz.

Based on the literature review, | identify the doling research gaps: first, the
empirical studies on the role of CEO narcissism speality on M&A

decision-making are very limited in the financed#ture. Second, previous studies in
this area only focus on M&A short run performanaed there are very few studies

examining the impact of CEO narcissism on firm long post-M&A performance.

1 According to the American Psychiatric Associatig@000), narcissistic personalities are
characterized by a grossly inflated sense of it importance, and overestimate their achievements
and personal capacities. They feel an excessiv foee@dmiration, consider themselves to be special
and unique, expecting this to be recognized by tt@leagues, and display an overweening sense of
entittement, assuming that they will be rewardedoadingly. In addition, such individuals believe
that they are envied by everyone and develop feegtasgarding their personal power.
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Third, to my knowledge, the role of target firm CH@rcissism has never been
empirically examined in the extant literature. Rburthe measures of the related
constructs used in the finance literature to degeradirect measures and have some
drawbacks. Finally, the key studies in this aredMaymendier and Tate (2005, 2005b,
2008) only focus on a sample of 477 large Forbessfifrom 1980 to 1994.

Therefore, a study based on a larger sample aretiogva longer period is needed.

To fill these research gaps, | posit my four masearch questions as follows:

(1) Are highly narcissistic CEOs more likely to cluct M&A deals than lowly

narcissistic CEOs?

(2) What is the impact of the degree of acquiriingn f{CEO narcissism on the market

reaction to the M&A announcement?

(3) What is the impact of the extent of acquirimgifCEO narcissism on acquiring

firm long run post-acquisition performance?

(4) What is the impact of the level of target fi@EO narcissism on acquiring

firm M&A performance?

These questions are designed to explore the ro@Ed narcissism in M&A from

two dimensions: cause (its impact on the M&A demiyiand consequence (its

impact on the M&A performance). The framework i®wh in Figure 2-1. A set of
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control variables is also derived from the relevdatature.

Besides these four main research questions, Irailse three additional questions to
further investigate the impact of CEO narcissismM&A activities in firms of
different sizes, the relationship between the d¢yalf corporate governance and
CEO narcissism, and the impact of concurrent céexeg of acquiring firm CEO
narcissism and target firm CEO narcissism. Spetificmy three additional research

guestions are as follows:

(1) Does CEO narcissism in large firms have thees@onsame degree of) impact

on M&A decision-making and firm performance hattin small firms?

(2) Can good corporate governance help to amedéidhat potential adverse
consequences (if any) of CEO narcissism on blo&der wealth in the context of

M&A?

(3) What is the impact of CEO narcissism on firm Mgerformance when such
narcissistic tendency exists in both the acqgifirm and the target firm

concurrently?

To address these research questions, | test & Bgpotheses using a large, recent
sample of firms across the full size spectrum frb@®3 to 2005. In addition, |
develop a new measure of CEO narcissism basedeonaitent analysis of CEO
speech. The testable hypotheses relating to my raach additional research

questions are developed in Chapter 3 and Chaptspéctively.
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Figure 2-1 The framework for testing the impact ofCEO narcissism on M&A decision-making and firm M&A performance

Causes (M&A drives)

/Control Variables: \

Firm:
Corporate governance
Size
Tobin's Q
Cash flow
Recent performance

CEO:
Stock ownership

k Vested options J

M&A
Decision

/Control Variables: \

Deal:
Attitude
Payment
relatedness
Relative Size
Growth

Firm:
Corporate governance
Size

CEO:
Stock ownership
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Chapter 3 Hypotheses development

3.1 Introduction

In the last chapter, | review the literature abbl&A performance (both short run
and long run) and the motives for M&A deals. There concept of narcissism in
both the psychology and strategic management tiitexds fully discussed. On the
basis of the extant literature, | identify the @a®h gaps and raise my research

questions.

To fill the research gaps and to answer the rekeaquestions, | develop my five
main testable hypotheses in this chapter. The fiypothesis aims to test the link
between CEO narcissistic personality and M&A decisinaking. The second and
the third hypotheses aim to examine the impactE®@arcissism on acquiring firm
short run (announcement) M&A performance and long rpost-acquisition
performance. My fourth and fifth hypotheses retatéhe target firm CEO narcissism.
In particular, | explore if a parallel narcissistendency in the target firm has any
impact on the acquiring firm announcement periodoaimal return and long run
post-acquisition buy-and-hold abnormal return. Enapirical models employed to
test these hypotheses are introduced in chapted4he results are presented and

discussed in chapter 6.

In addition to the five main hypotheses developethis chapter, a set of additional
hypotheses (nine hypotheses) relating to the effetitm size, the role of corporate

governance, and the impact of concurrent coexistesic acquiring firm CEO
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narcissism and target firm CEO narcissism are éés@loped and tested in Chapter

7.

The rest of this chapter is organized as followescti®n 3.2 develops the testable
hypotheses based upon the discussion of the relditarature and arguments.

Section 3.3 concludes with a summary of these ngsas.

3.2 Hypotheses development

Starting with a discussion about the concept aednthin traits of CEO narcissistic
personality, | develop the following three categerof hypotheses about the role of
CEO narcissistic tendency in M&A activities: (1) OEnarcissism and M&A
decision-making (hypothesis 1); (2) Acquiring fil@EO narcissism and firm M&A
performance (hypothesis 2 and 3); and (3) theabtbe target firm CEO narcissism

(hypothesis 4 and 5).

3.2.1 CEO Narcissism and M&A decision-making

The extant literature provides a rich source ofdigtsl on how managers make
decisions. Richard Roll (1986) proposed a “hubyipdthesis” for takeovers, which
provides another possible explanation for M&A aitide complementary to such
conventional arguments as synergy, market expansidastry shock, etc. He argues
that the hubris of the individual decision makarghe bidding firms may result in
overbidding. Hayward and Hambrick (1997) point that a sense of self-importance,

a central trait of a narcissistic personality,atually “a precursor of hubris”.
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The central idea of narcissism is that “individulags’e a need to maintain a positive
sense of self, and they engage in ego-defensivavimir in order to preserve
self-esteem” (Brown, 1997). Lubit (2002) summariséise four defining
characteristics of the “destructive narcissist” “gsandiosity (inflated sense of
self-importance, arrogance and excessive seekingadwhiration), a sense of
entitlement, lack of concern for, and devaluatidrothers, and a lack of enduring
attachment to a set of values and an inner empgtitiest leads them to seek
excitement despite high risks”. Campbell, Goodme] &oster (2004) define highly
narcissistic CEOs as those who have very inflatef-veews and who are
preoccupied with having these self-views continlusinforced. In my study, |
treat CEO narcissism as a personality dimensiorchwbonsists of both cognitive
and motivational elements. “On the cognitive sigcissism entails a belief in one’s
superior qualities”, and “on the motivational sideycissism carries an intense need

to have one’s superiority reaffirmed.” (Chatterggwl Hambrick, 2007)

As shown in the literature review in Chapter 2 #ecP.3, a narcissistic tendency is
widespread in leadership roles, such as CEOs dmelr ¢ébp executive managers
(Deluga, 1997; Maccoby, 2000; Rosenthal and Pk$in8006). Several studies show
that the narcissistic tendency of leaders often dagegative impact on firms or
organizations (Penney and Spector, 2002; Chattenee Hambrick, 2007; Blair,

Hoffman, and Helland, 2006; Judge, LePine, and RR®O6; Lubit, 2002). If

narcissistic leaders have such a negative impadirmnperformance, why then do

we observe so many narcissistic leaders (CEOs)ivaogv and rising in an
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organization (firm)? In the more specific contextM&A activities, why do we
observe so many narcissistic CEOs surviving evear afany value destructive deals?
Brunell, Gentry, Campbell, Hoffman, Kuhnert, and Mree (2008) raise this
guestion, and they give one possible explanati@t tharcissists have skills and
qualities that are beneficial for becoming leadetsibit (2002) also proposes that

narcissistic CEOs are often very good at compaihtiqso

Another possible explanation is that it is diffictdr investors to arbitrage away the
consequences of managerial narcissism via takeavesther corporate governance
mechanisms due to the extremely high transacti@tsdavolved in such activities

(Heaton, 2002). Furthermore, the traditional coap®rgovernance mechanisms,
paradoxically, are not only limited in addressingnmagerial narcissism directly, but
can even increase such narcissistic tendenciesefanple, the way many firm

compensation systems are constructed, leadinggto @EO rewards, may result in
providing reinforcing positive feedback to the CE@aking him/her believe that

they are performing well, have superior abilitiesd are better than other CEOs,
enhancing their level of narcissism and beliethiait own self-worth and entitlement

(Paredes, 2005).

Another reason for the persistence of the advenpadt of high levels of managerial
narcissism in M&A decision-making is that feedbadbout deal success/failure is
slow, impeding the managers’ ability to learn appiately from the results of past
decisions. As a result, narcissistic managers makenmore value-destroying deals

before their propensity to destructive narcissismecognized. In addition, even after
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several years, managers with a high level of ngistis tendency may still be unable
to acknowledge the consequences of their decisloagdo the feedback they receive
being very noisy. Too many other factors can bewgtk as leading to poor
post-acquisition performance, and highly narcigsistanagers are likely to attribute
such adverse outcomes to outside factors rather ttheir own decisions, leaving
their self-image untouched. Such opportunitiessklf-attribution can, thus, further
exacerbate the problem of high levels of CEO naisis (Billett and Qian, 2008;

Brown, 1997).

Empirical studies on the impact of managerial rsmism in M&A deals are limited.
Rovenpor (1993) conducts a psychology study to @xarne relationship between
CEO personality characteristics and firm M&A adies, using as a sample the
CEOs of the top 350 firms in the Forbes 500 lisi®88. He finds that a high level
of CEO self-confidence is associated with a highelleof M&A activity. Fanto
(2001), in his psychologically-oriented empiricdudy of recent mega-mergers,
reports strong managerial over-optimism in suchlsdeaHe proposes that the
manager may overestimate the value of a potent&gen because he/she believes
that his/her leadership or management skills as#téb than average”. Malmendier
and Tate (2008) provide empirical evidence thareng relationship exists between
level of CEO overconfidence and the probabilityuoflertaking mergers. Importantly,
Chatterjee and Hambrick (2007) formally establistcannection between CEO
narcissism and their strategic decisions and padace outcomes. They point out
that narcissistic managers will favour acquisitidmsth because they are highly

confident in their ability to perform better thamettarget firm managers, and, also,
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because they view M&A activity as a perfect stagewtich to act out a drama to
attract attention and to feed their need for adimina My first hypothesis is thus

derived as follows:

H1: High narcissism CEOs are more likely to conduct mergers and acquisitions

than low narcissism CEOQOs.

To test this hypothesis, | first divide my sampleGEOs into two groups: high
narcissism (HN) CEOs and low narcissism (LN) CEGsng two measures:
Holder67 and media portrayal. The comparative attineness behaviour of the two
groups of CEOs is next examined. | then explore thlation between CEO
narcissism and CEO acquisitiveness behaviour. hatoseek to conduct a similar
analysis using my narrative content analysis-basedsure of CEO narcissism in
this case, as | cannot measure this for non-hicans, as there is no relevant CEO
comment. The detailed methodology issues associattbd hypothesis testing is

discussed in section 4.

3.2.2 Acquiring firm CEO narcissism and firm performance in M&A

According to traditional finance theory, the ratdm for undertaking mergers or
acquisitions is to increase (maximize) shareholerlth through the synergies
created by such deals. However, the extensive eXtarature demonstrates that
mergers and acquisitions only benefit the sharahsldf the target firms with, at

best, on average, no significant gains for theei@ders of the acquiring firms. In
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fact, many studies even suggest that M&A dealsrdgsirm value in the long ruff.
But, if such mergers and acquisitions cannot enhahareholder wealth, why then
do we observe so many value destroying deals? Wspanany firms underperform

in the long run after making acquisitions?

Several explanations are provided in the manageamhfinance literature, such as
efficiency (synergies) (Kitching, 1967; Chatterjd®86), management competition
(Jensen, 1986), managerial timing of market ovetadns (Shleifer and Vishny,

2003), Q-theory (Jovanovic and Roussear, 2002) tlaemégency problem (Rhoades,

1983; Black, 1989).

Such potential explanations for value-destroying Mé&ctivities, however, are
partial or only valid in some cases; they are fanmf complete. Richard Roll (1986)
proposes that value-destroying takeovers may résuft “hubris”. On this basis, Lys
and Vincent (1995) conduct a case study on AT& Tguasition of NCR, and suggest
that the massive value-destruction in that deal maye resulted from managerial

hubris.

Malmendier and Tate (2008) find that overconfid€&2fEOs are more likely to
undertake diversifying mergers, which are unlikilycreate value on average. Their
results also suggest that the market prefers i difi less overconfident managers:

cumulative abnormal returns around the bid annauecg date are roughly 75 basis

12 E.g., Dodd and Ruback (1977), Conn, Cosh, Guest,Hughes (2003), Asquith (1983), Loderer
and Martin (1992), Malatesta (1983), Kennefy, LinukaGregory (1997), Agrawal, Jaffe, and
Mandelker (1992), Kohers and Kohers (2000), Lo2B0@), Varaiya and Ferris (1987), Ferris and
Park (2001), Rosen (2003), Langetieg (1978).
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points lower on average in the case of overconfidmanagers. Doukas and
Petmezas (2007) also provide evidence consistehtMalmendier and Tate (2008),
using a sample of UK M&A deals. Aktas, De Bodt, &uall (2005) further point out
that managerial hubris may lead to an increasedipiemium to raise the likelihood
of doing the deal (winning the auction). Since tphremium is partly a distorted
perception of reality, the market reaction will ihegative (if the capital markets are
efficient). Such overbidding is an important chaniny which high levels of CEO
narcissism can lead to value destruction. Thes#iniys in the finance studies are
actually highly consistent with the results of keet studies in the managerial
literature, which show that the leaders with naisisc personalities are often
involved in counterproductive behaviour (Penney 8pédctor, 2002; Judge, LePine,
and Rich, 2006) and risky decision-making behavifCiatterjee and Hambrick,
2007), consequently leading to poor performancaif{BHoffman, and Helland, 2006;
Judge et al., 2006). Lubit (2002) also proposes tira destructive narcissism of
CEOs can have negative impacts on organizatiot&adonways. First, a narcissistic
tendency often drives highly narcissistic CEOs ttkendisastrous business decisions
because “their personal agendas take precedenceéhaveompany’s best interests”.
Second, highly narcissistic CEOs often engage ah sctivities as empire-building
and “rapid change of course”, in order to feedrtimeied for excitement and glory.
These activities can disturb a firm’s normal operatand impede the “prudent”

growth of a company, and consequently destroy Viafoe.

Thus, in general, previous work predicts that mergenducted by HN CEOs will

perform worse on average than mergers conductedNb$EOs, and will lead to the
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destruction of the firm value. | thus develop mga®d and third hypotheses:

H2: The impact of CEO narcissism on firm M&A announcement performance is

negative.

H3: The impact of CEO narcissism on firmlong run post-acquisition performanceis

negative.

To test this hypothesis, | first conduct event ssdto measure the respective
announcement period M&A deal cumulative abnormalrres (CARs), and long run
buy-and-hold abnormal returns (BHARS). | then exsrthe relation between level
of CEO narcissism and firm performance (CARs or B$\ using a multiple

regression model approach which includes a compse#e set of control variables.

3.2.3 The impact of target firm CEO narcissism on equiring firm performance

Previous research only focuses on the potentiahanpf implicit acquiring firm
CEO narcissism. There is no similar formal empiristudy of target firm CEO
narcissism, although Malmendier and Tate (2003flyrimentioned this point. In
this study, | argue that the CEO narcissistic tengieas a personality characteristic,
may also exist in target firms. In other wordsgérfirm CEOs can equally be prone
to high levels of narcissism, and an associatedeseai inflated self-worth and
confidence in their ability to create value. Asesult, they may overestimate the
value of their firm to a bidder, pushing the biceqmium up. On this basis, it is

reasonable to expect that acquirers might havayoymwre for targets with HN CEOs,

62



and the resulting overpayment above an optimalpb&mnium will have a negative

impact on acquiring firm performance. This leadstpfourth and fifth hypotheses:

H4: Target firm CEO narcissism has a negative impact on firm M&A announcement

performance.

H5: Target firm CEO narcissism has a negative impact on firm long run

post-acquisition performance.

It is worth stressing here that this study hasmention of asking and addressing the
guestion of who (the acquiring firm CEOs vs theyéarfirm CEOs) are more likely
to be HN CEOs. My argument here is that the rol¢aafet firm CEO narcissism
should be appropriately considered and examineithenstudy of M&A activities.
Actually, it would be unsurprising to find a largember of HN CEOs in the target
firms, as HN CEOs are usually associated with ewive leadership and poor
performance, and the firms that have poor manageareh performance are more
likely to become targets of acquisitions accordiaghe management competition

model of M&A drives (Jensen, 1986).

3.3 Summary

To address my research questions, | develop & settable hypotheses based on the
literature reviewed in the previous chapter. Tt ¢& my first hypothesisH1) aims
to examine the link between CEO narcissism andikle&hood of a firm conducting

an M&A deal. The second hypothesi42] is designed to explore the market reaction
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to the deals announced by highly narcissistic CEH®e. third hypothesisH3) tests
the impact of acquiring firm CEO narcissism on fitong run post-acquisition
performance. Finally, my fourth and fifttH4 and H5) hypotheses are aimed at
examining the role of target firm CEO narcissisnexplaining firm short run M&A

(announcement period) performance and long rungagtisition abnormal returns.

The methodological issues associated with hypathtesting are introduced and

discussed in the next chapter.
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Chapter 4: Methodology

4.1 Introduction

This chapter discusses the research methodology ms¢his study. To test the
hypotheses developed in chapter 3, three methoidaldgsues need to be addressed:
(1) How can CEO narcissism be measured? (2) Howacirm’s abnormal return
during and after M&A deals be calculated? (3) Hoan c¢he impact of CEO

narcissism on M&A decision-making and firm performa be tested?

Therefore, in this chapter, | start with one of thest important aspects of my study,
the construction of my measures of CEO narcissiSpecifically, | detail the
methods and steps for constructing my three CEQ@isssm measures: Holder67,
media portrayal, and content analysis on CEO speAththe beginning of the
measures construction section, | also briefly newviee measures used to date in both
the finance and managerial literature. Following tiscussion of my measures of
CEO narcissism | describe the event study methadgloyed in this study to
calculate firm short run (announcement period) M&#normal returns and long run
post-M&A abnormal returns. Finally, | introduce rtiyree regression models and the

variables used to test my hypotheses.
The rest of this chapter is organized as followgct®n 4.2 introduces the

construction of my CEO narcissism measures. Theee tawo sub-sections.

Sub-section 4.2.1 reviews nine measures used wiopie studies in both the finance
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and strategic management areas: Holder67, Longhd\g# Purchase Ratio (NPR),
Net buyer, Media portrayal, Prominence of the CEf@istograph, CEO prominence
in company press releases, CEQO’s use of first-pesggular pronouns, and Relative
pay. Sub-section 4.2.2 introduces the three messused in this study. The
procedures used to construct these measures aafledetn this sub-section
respectively. Section 4.3 describes the event stuelhods employed in this research.
Both short run and long run event studies are d&ssd in sub-sections 4.3.1 and
4.3.2. Section 4.4 introduces the three regressiotiels used in this study: a logistic
regression model and two OLS regression models.eaoh model, the dependent
variable, independent variable, and control vadabare defined and discussed.

Finally, Section 4.5 summarises the methodologyleyeal.

4.2 CEO narcissism measures

4.2.1 Review of the measures of CEO narcissism (atftke related construct)

In the finance and management literature, acadenaies developed some direct or
indirect measures of CEO narcissism. It worth répgaiere that, as overconfidence
is a key trait of a narcissistic personality, th&QC overconfidence measures
reviewed in the following sub-section are direatyindirectly proxying for the more

fundamental construct with better construct vafid@EO narcissism, although the

“overconfidence” label is still used here in ortleibe consistent with the literature.

4.2.1.1 Holder67 (“Holding options too long”)

Malmendier and Tate’s (2005, 2008) studies of ffeceof CEO overconfidence on
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a firm’s investment (including M&A) decision-makingevelop a measure of
overconfidence, Holder67, to identify CEO overcdefice based upon the timing of
option exercise. Based on a benchmark for the ewrfeoptions of “in the money” at

which a rational CEO should exercise their optidvla)lmendier and Tate construct
their Holder67 variable by examining each CEO’siacbption-exercising behaviour.
The rationale for this measure is that economicedlyonal and under-diversified
CEOs should exercise at least some portion of thested options if the amount of
in-the-money of their options is beyond a benchmevikl. However, overconfident

CEOs will tend to overestimate the future returrsrf their investment projects.
Therefore, they believe that their firm’s stockges will continue to rise under their
leadership more than they should expect objectiveya result, their overconfidence
will induce them to postpone their option exergrserder to benefit personally from

their expected future gains.

In Malmendier and Tate (2005), according to Holé& a CEO is identified as
“overconfident” if he/she failed to exercise thiighly in-the-money options at least
twice since year 5 (including year ¥).As only CEOs who exhibit such late
exercising behaviour at least twice are classiisd‘overconfident”, this measure

can capture “a ‘permanent’ rather than ‘transitenyerconfidence effect”.

In Malmendier and Tate (2008), the definition oflthkr67 is slightly different from
Malmendier and Tate (2005), though based upondheegationale. They classify a

CEO as an “overconfident” CEO if he/she does nar@ge their options that are

3 Malmendier and Tate (2005) consider the optiom@simg decision since year 5, as most options
in their sample “have a ten-year duration and altg ¥ested only after year four”.
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highly in-the-money (at least 67% in-the-moneyj}ha fifth year prior to expiration.
67% in-the-money is used as the threshold correlpgrio a risk aversion of three

in a constant relative risk-aversion (CRRA) utiliiyecification-*

However, this measure may suffer from some disadgms. One drawback is that it
primarily captures CEO overconfidence about ovdrath performance rather than
overconfidence about the potential merger projéct.addition, there are some
potential alternative explanations for holding ops that are highly in the money.
For example, a CEO might hold a highly in-the-mopeyion not because he or she
is overconfident, but because he or she has imsfdemation that stock prices will

rise and will therefore tend to hold the optiondenin order to reap larger profits.
Another potential alternative explanation is si¢jngl CEOs may wish to send
positive signals to the market through holding tHeghly in-the-money options.

Though admitting there are these potential altereaxplanations associated with
Holder67, Malmendier and Tate (2005, 2008) alleviguch concerns in their

discussion.

4.2.1.2 Longholder (“Holding option forever”)

Longholder is another measure of CEO overconfidersegl in Malmendier and Tate
(2008). A CEO is classified as an “overconfidentE@ if he or she holds an

in-the-money option until expiratiori. Unlike Holder67 (Malmendir and Tate, 2008),

14 According to Hall and Murphy (2002), CEOs shoul@reise the vested option if it is 67% in the
money. This threshold corresponds to a risk aversfa3. (The level of risk version is based upon a
CRRA utility specification.)

> Malmendier and Tate (2008) identify CEOs as “owefimlent” CEOs if they “hold an option until
the year of expiration, even though the optiort ieast 40% in-the-money entering its final year”.
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that only captures the CEO’s behaviour in optiorreise in the fifth year prior to
expiration, Longholder can capture the behaviowohd the fifth year prior to
expiration. However, as the Longholder measurelse dased on the timing of
option exercise to identify overconfidence, whislthe same idea as with Holder67,

this measure suffers from similar disadvantages.

4.2.1.3 Net Purchase Ratio (NPR)

Billett and Qian (2008) construct a measure of ceefidence, Net Purchase Ratio
(NPR), in their study of the source of manageridtis in mergers and acquisitions.
The rationale of this measure is that, if manageig&ve that mergers or acquisitions
will create value, they would want to increase ttim@ilding of firm stock before deal
announcements. If managers are overconfident, waddmexpect to observe them
exhibiting abnormal purchase behaviour (with pusoiglevel exceeding the normal
level), but, if the drivers of M&A deals are agenpyoblem issues or market
overvaluation of acquiring firm, managers shoulchiv® decrease their stake in the
firm before deal announcements as they know thé @#ad do not believe that the
deals will create value for the firm. Based on tpigiciple, Matthew and Yiming
(2005) measure overconfidence through the investigaf the trading activities of
the acquiring firm’s CEO before the M&A deals. Thdgvelop NPR to quantify
insider trading activities, and then use abnormBRNor abnormal insider trading
activity (using normal insider trading activity #se benchmark) to identify CEO

overconfidence. The construction of the measursistsof four steps.

First, they calculate the CEO’s “Net purchase” ggime following formula:
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Net Purchase = number of shares bought from the oyeket or other source
+ share purchase by exercising options
- number of shares sold

Then, they calculate the NPR using the followingrfola:

B Net Purchase
Total Volumeof thelnsider Transaction

Next, they construct the normal insider trading dhenark in the following two

ways:

(1) A cross-sectional control: the benchmark isrttean NPR for a size-matched

portfolio of firms during the 180 days beforeaquisition announcement.

(2) A time-series control, the benchmark is theuariog firm’s NPR measured from
days (-360, -180) before the announcement ofititmés first deal in the preceding
five years.

Finally, they calculate abnormal NPR by comparimg firm’s NPR with benchmark

NPR.

The major advantage of this measure is that itazgoiure a CEQO’s overconfidence
about a specific merger and acquisition deals kegslyages in rather than about the
companies’ general performance. In addition, ietakoth the stock purchase and the
option exercise into account. However, NPR does aurtsider the real market
misvaluation. That is, the CEO may be the “net paser” only because he or she
intends to take advantage of the market misvalnatather than because he or she is

overconfident.
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4.2.1.4 Net buyer (“Habitual buyer of stock”)

Considering that CEOs can not only choose to holeixercise their options but also
choose to buy or sell their shares, Malmendier aate (2005) construct an
alternative indicator, “Net buyer” (“Habitual buyeof stock”), to measure
overconfidence. This proxy uses the habitual adipmsof the company stock to
identify CEO overconfidence. Specifically, Malmeadand Tate classify CEOs who
are net buyer of stocks during their first five genyears as “overconfident”. They
define “a net buyer” as “someone who bought stacknet at least one more year
than he sold stock on net during his first five peeryears™® Though this measure
has the same rationale as the NPR measure, igiglgldifferent. NPR measures a
CEO’s trading behaviour over a specific time windo&fore the specific M&A deal
he/she engages in and therefore it can help taueaphe CEO’s overconfidence
about the deal. In contrast, Net buyer measureg&@'<trading behaviour over a

time period that is not necessarily before the ,deabln attempt to capture CEO

habitual overconfidence.

In sum, the strength of this proxy is that it capture the “permanent or habitual”
rather than “transitory” overconfidence effect, ti® measure is based on the
examination of CEO habitual stock purchase behavidlowever, like other
measures, Net buyer also has some disadvantagss. iFcan only capture CEO
overconfidence about overall firm performance rath@n the specific M&A deal.
Second, this proxy might be affected by restridion CEO stock purchase. Finally,

there are some other alternative explanations E®D Gtock purchase behaviour.

18 Ulrike Malmendier and Geoffrey Tate (2005), CE@monfidence and corporate investment,
Journal of Finance, Vol.60 Issue 6, pp. 26616270
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4.2.1.5 Media portrayal

Media portrayal is the measure of overconfidenceeltped by Malmendier and
Tate (2003, 2005b). Unlike the measures revieweths@Holder 67, Longholder,
NPR and Net buyer), which are based on the CEOi®mpexercise or stock
purchase activities, Media portrayal relies on ioats’ views to identify CEO
overconfidence. A systematic search for articleferremg to the CEO in the
mainstream press is conducted. The number of estictferring to the CEO as
“confident”, the number of articles referring tarhias “optimistic”, and the number
of articles referring to him as “reliable”, “consative”, “cautious”, “steady”,
“practical”, or “frugal” are recorded. Then Malmeed and Tate construct an
indicator variable which takes the value 1 whenedliernumber of “confident” and
“optimistic” articles on the CEO (removing any “nobnfident” or “not optimistic”
articles) exceeds the number of “reliable”, “cons#ive”, “cautious”, “steady”,

“practical”, and “frugal” articles.

The main advantage of this measure is that it eg@tuce outsiders’ (or the market’s)
perceptions about CEO overconfidence. The disadgenis that the words that the
media use may be very subjective. In addition,ghemuch less abundant exposure
(media) information about small and medium-sizethganies than about big ones.
This may result in the restriction of the sampléhe large companies that are more

likely to attract media attention.
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So far, measures for a key trait of CEO narcissts@EO overconfidence — have
been reviewed. Chatterjee and Hambrick (2007) devidur direct but unobtrusive
measures of CEO narcissism: the prominence of #@'€ photograph, the CEO'’s
prominence in press releases, the CEO’s use dfpknson singular pronouns, and
the CEO'’s relative pay. In the following sectiorieese measures are reviewed

respectively.

4.2.1.6 Prominence of the CEQO’s photograph

Chaterjee and Hambrick (2007) point out that tmen’8 annual report provides a
stage on which a CEO can “showcase himself or leasethe firm's leader”.

Through discussions with communications specialibisy further provide evidence
that CEOs usually pay a lot of attention to andeheontrol over their image in the
annual report. Therefore, they measure the prom@ad the CEO’s photograph,
based on an expectation that “the highly narcissGEO will seek a great deal of
visibility in the annual report, both as an exezcisf vanity and as a strong
declaration that he or she is more important thiotlaers in the firm”. They rate the
proxy according to the size of the CEO’s photograpthe firm’s annual report and
whether the photograph is of the CEO alone. Then tise this proxy to indicate the

CEOQ’s narcissistic tendency.

4.2.1.7 CEO prominence in company press releases

CEO prominence in company press releases is anotbasure of CEO narcissism

developed by Chatterjee and Hambrick (2007) anéddas the content analysis of
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companies’ press releases on a wide range of @pmsues. Again, based on their
discussions with communications specialists, theintpout that CEOs have full

control over companies’ press releases and, theref@rcissistic CEOs may use
these messages as a tool to remind outsiders hpartamt they are. They expect
that the “highly narcissistic CEO will insist onibg mentioned as often as possible,
both as an exercise of vanity and out of a desirehbwcase his or her authority”.
Based on this rationale, they construct the measli® prominence in company

press releases, by calculating the CEO prominesiog the following formula:

CEO prominence- Number of times the CEO'sname was mentioned inthecompany 's press releases
The total number of wordsinall thecompany 's pressreleases

4.2.1.8 CEQO'’s use of first-person singular pronouns

As the use of such first-person singular pronousis‘lg “me”, “mine”, “my”,
“myself” in speech can reflect self-absorption, ey kcharacteristic of narcissism,
(Raskin and Shaw, 1988), Chatterjee and HambriGR{R construct a measure of
CEO narcissism based on a count of first-persogusan pronouns in transcripts of
interviews with CEOs. They count the number oftfpperson singular pronouns (I,
me, mine, my, myself) the CEO uses and the numbfrsbperson plural pronouns
(we, us, our, ours, ourselves), respectively. Thieay calculated the percentage of
first-person singular pronouns by using the follogvformula:

The number of first personsin. pronouns
Thenumber of all first person pronouns(both sin.and plu.)

Percentageof first personsin.=
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4.2.1.9 Relative pay

Drawing on the literature (Tosi and Gomez-Mejia839Bebchuk and Fried, 2004)
that shows CEOs have a great impact on decisig@sdimg their own compensation
package, Chatterjee and Hambric (2007) propose @&D narcissism can be
reflected in the CEQO’s pay relative to other exeeutofficers in the firm, as
narcissistic CEOs view themselves as more valuatdemore important than others
in the firm and consequently tend to pay themsefwese. Based on Hayward and
Hambrick’s (1997) measure of self-importance, tdeyelop two measures of CEO
narcissism: CEO relative cash paynd CEO relative non-cash p&yThese two
measures are calculated as follows:

CEQO'scash pay

Relativecash pay = , - :
Second _highest  paid _ executiveéscash pay

CEQO's non__cash pay
Second _highest_ paid _executivés non__cash pay

Relativenon__cash pay =

In sum, these unobtrusive measures of narcissismel@zed in Chatterjee and
Hambrick (2007) have both advantages and disadgest@On the one hand, these
measures are not prone to the problems of reactivisocial desirability bias, that
are often associated with some research methoglssigveys) in social studies, as
they are based on “non-participant observationuduwmntary sources, and the written
and spoken words” to identify the narcissistic paedity. On the other hand, they
can be very noisy. For example, in the case ofdlaive pay measure, other factors,
such as CEO tenure and past performance, may havempact on CEO

compensation.

7 Cash pay includes salary and bonus.
'8 Non-cash pay includes deferred income, stock gramid stock options.
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At the end of this section, | summarise the keyuess of the reviewed measures in

Table 4-1.
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Table 4-1 Summary of CEO narcissism (or related catructs) measures and their advantages/disadvantage

Label (term)

Overconfidencs

174

Measure Method of measuring Advantages Disadvantages
Malmendier and Tate (2005): a CEO i It can capture the “habitual” rather| 1. It primarily captures
classified as an “overconfident” CEOQ iff than “transitory” overconfidence | overconfidence about the firm}
he/she failed to exercise highly effect. performance rather than
in-the-money option at least twice since overconfidence about potentigy
the fifth year after the grant of the M&A projects.

Holder67 options. 2. It may suffer from alternativ
Malmendier and Tate (2008): a CEO is explanations, such as insider
identified as an “overconfident” CEO if information, signalling, stock
he/she doesn't exercise their options that price bubbles, and stock price
are highly in-the-money (at least 67% volatility.
in-the-money) during the fifth year prioy
to expiration.

CEOs who during their tenure hold an| Longholder considers the CEO’s | It has the same disadvantages
in-the-money (at least 40% in-the-mongegption exercising behaviour beyorjdHolder67, as it is also based dn

Longholder | entering the final year) option until the fifth year prior to expiration. | the timing of the option
expiration are considered exercises.

“overconfident”.

Net buyer A CEO is considered “overconfident” iff It can capture the habitual” rather| 1. It can only capture the CEQ

(Habitual he/she was a net buyer of stock for magrthan “transitory” overconfidence | overconfidence about overall

Buyer of years than he/she was a net seller dur|reffect. firm performance rather than

Stock) their first five sample years. the M&A deal.

2. Restrictions on the CEO’s
share purchase may have
significant effects on this proxy
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Net Purchase
Ratio

It uses abnormal insider trading activity
to identify “overconfidence”.

Net Purchase =
the number of shares bought from the
open market or other private source

1. It can capture the CEQO’s
overconfidence about specific

merger and acquisition deals rathg

than about the firm’'s general
> performance.

2. It takes both the stock purchase

NPR does not consider tle
potential market misvaluatiof.
2rThe “net purchaser” might ngt
be overconfident about his/hgr
own abilities, but simply inten
»to take advantage of marlgt

—

Narcissism

(Insider +share purchase by exercising optiong and the option exercising into misvaluation.
trading - the number of shares sold account.
activity)
NPR: standardizing the “Net Purchase|
by using the total volume of the inside|
transactions.
A systematic key word search for med|dt can capture the outsiders’ (or | The words that the media ufe
portrayals of a CEO is conducted. A | market’s) perception about the may be very subjective.
CEO is considered “overconfident” if theCEO’s overconfidence.
number of articles describing the CEO|as
Media “confident” and “optimistic” exceeds the
Portrayal number of those describing him/her ag
“reliable,” “conservative,” “cautious,”
“steady,” “practical,” and “frugal”.
Prominence | It uses the prominence of the CEQO’s
of photograph| photograph in the annual report as an

indicator of CEO narcissism. The
indicator is rated in different points
based on the size of the CEO’s photo
and whether the photo was of the CEC
alone.
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Prominence
in company
press release

It uses the number of times the CEQ'’s
name was mentioned relative to the to
5 number of words in the firm’s press
releases as andicator of narcissism.

Use of It uses the number of first-person
first-person | singular pronouns relative to the numb
singular of first-person plural pronouns as an
pronouns indicator of narcissism.

Relative pay | It views the cash pay and non-cash pa

of a CEO relative to the second highes
paid executive as a reflection of his/he
narcissism tendency (inflated sense of|
self-importance).

[

epften associated with some resea

<

These unobtrusive measures are
drased on “non-participant

observation, documentary sources
and the written and spoken words
to identify a narcissistic personalit
alleviating the problems of

reactivity or social desirability bias

methods (e.g. survey) in social
studies.

These measures might
5, Therefore, they can be ve
" Noisy.

Vl

ch

affected by many other factois.

hbe

y
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4.2.2 Three measures for CEO narcissism in this sty

In this study, | use three proxy variables to meadDEO narcissism: Holder67,
media portrayal, and content analysis of CEO spe€&hk first two measures are
based on CEO option exercise behaviour and medmnants on CEOs respectively.
The third proxy content analysis measure whichrigimal to the literature is based
on the analysis of CEOs’ speeches about M&A ddalthis sub-section, | introduce
the construction of these three measures of CECQgss&sm and discuss the potential

issues related to these proxies.

4.2.2.1 Holder67

Holder67 is used as one proxy for CEO narcissisihig study. As reviewed in the

last sub-section, this measure is developed by Mather and Tate (2003, 2005, and
2008) and based on CEO option exercise timing bebaut is used as a measure of
the CEQO’s belief in his/her ability to generate atgr returns, and the associated
self-value, which are key aspects of a narcissisticsonality. We would expect a
high narcissism CEQ’s elevated self-image to leadis/her expectation that the
firm’s stock price will continue to rise under lnef leadership more than is
objectively justified. Therefore, as a result, Hjgharcissistic CEOs will tend to

postpone their option exercise to benefit persgriatim the future gains they see
themselves as generating, even if the amount Hibeey is beyond a rational

benchmark.

However, there is some debate about whether thesuane is necessarily a clean
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measure, since CEOs may hold their deep in-the-gnopé&ons for other reasons.
One possible reason is insider information. If CE@se, or believe they have, some
positive inside information which makes them beadidhat their firm’s stock price
will rise in the future, to profit from this theyomld choose to hold their option
longer even if deep in-the-money. However, Malmendind Tate (2008) argue that,
if insider information drives a CEO late option eise, the return for holding the
options should be positive. However, their evidesliews that CEOs do not profit
from a delay in the option exercise, which helpsule out this explanation. Another
issue relating to the use of Holder67 is that tE®O@ption exercise behaviour could
also relate to the firm’s prior performance. Goedent past performance may lead
CEOs to expect that their firm will continue to foem well in the future, leading to
the non-exercise of deep in-the-money options deoto benefit from the expected
further increase in share price. To control foistekplanation, | include a 1l-year

lagged return in my cross-sectional regressionyapal

In addition, some academics argue that CEOs mégofaxercise their in-the-money
options not for psychological reasons, but becailsy want to increase their
ownership stake in the firm. However, | believetttias explanation is unlikely, as
the previous literature (e.g., Ofek and YermaclQ@@Bartov and Mohanram, 2004)
documents evidence that executives tend to selynad of their shares acquired

through option exercise, rather than retain them.

Malmendier and Tate (2003, 2005, 2008) use the Hiad Liebman (1998) and

Yermack (1995) data set, from which they extract thata required for the
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construction of Holder67. The virtue of that datt & that it provides detailed
information on the stock ownership and set of appackages — including exercise
price, remaining duration, and number of underlyshgres — for the CEO of each
company year by year, which makes the constructidtolder67 possible. However,
this data set only includes 477 large fittgor the period 1980-1994, leading to
potential problems in generalizing their resultsntaaller size firms and, importantly,
to recent periods, including the technology bulif@deod. To deal with these issues, |
construct my Holder67 measure based on Standardd&'s?ExecuComp database,
which covers the compensation data of top manage$&P 500, S&P 400 Midcap
and S&P Smallcap 600 companies. The status of iedohdual option package and
the option exercise activity of each sample CEO ex@mined. The percentage of
in-the-money of the option package for each CE@lde calculated. Then, the option
exercise behaviour of each sample CEO is usedssify CEOs into two categories:
highly narcissistic (HN) CEOs and lowly narcissigtiN) CEOs. Based on Hall and
Murphy (2002), and following Malmendier and TateO@3; 2008) | use 67%
in-the-money as the threshold. The option that7% gor higher) in the money is

considered as a highly in-the-money option.

The construction of my Holder67 measure requiresetisteps. First, the information
of each CEO’s option package is extracted fromBEkecuComp database. Second,
the percentage of in-the-money of each CEQO’s oppiorifolio in a particular firm
year is calculated. Finally, a CEO is classifiecaasHN” CEO if he or she failed to

exercise his or her vested options which are @t [8&% in-the-money at least twice

1 Firms were on the lists of the largest US compamiompiled by Forbes Magazine in the period

1984-1994.
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during the sample peridd. Otherwise, a CEO is classified as an “LN” CEO.be
classified as an “HN” CEOs, the CEO is requiredeitnibit the failure of option
(highly in-the-money option) exercise at least ®yi@s | attempt to capture the

CEO’s habitual rather than transitory narcissistizdency.

4.2.2.2 Media Portrayal

| use third party media portrayal as another priotythe level of CEO narcissism.
This variable classifies CEOs as HN or LN basednupow the media portray each
individual CEO, or, in other words, how they aregeéved. The main strength of this
proxy is that it can capture the outsiders’ (or ke#s) perception about CEO

narcissism.

To construct this measure, | conduct a systematech for articles and news about
each of my sample CEOs in a range of 37 media sswia Factiva databas®s.
The same set of keywords used by Malmendier and {[2208) and Brown and
Sarma (2007) is also employed in my study. Thesavkeds reflect the outsiders’
views about a central aspect of a narcissisticomaigy — the overestimation of
his/her achievements and their personal capaciti@ssidering the potential
endogeneity problem that CEOs may change theirrtemesend positive signals
during M&A bids, or the media may be more likelygerceive acquiring CEOs as
confident, | restrict the article coverage to thesilished in the period before the

bid was announced. If a CEO conducted more thanM&A deal during his/her

% For robustness checks, | also 50% in-the-money8®3d in-the-money as thresholds to construct
the option exercise behaviour-based measures of I@ECssism. My results remain unchanged. (The
regression results are presented in Appendix 3.)

2L The media sources are introduced in detail iniGeé&.2.
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tenure, | restrict the sample to articles up tohas first merger or acquisition. |
record the number of articles that describe the GBO(1) “optimistic” (including
“optimism”) and “confident” (including “confidencg]” (2) “reliable”, “cautious”,
“conservative”, “steady”, “practical”, “frugal”, “@ciplined”, “conscientious”, “not
confident”, and “not optimistic”. 1 use N (1) and (®) to represent the number of
articles that describe the CEO as these two cat=gof words respectively. If N (1)
> N (2), the CEO is classified as an HN CEO; otheewan LN CEO. | exclude the
observations whenever N (1) = N (2), as, in thaecat is impossible to classify a

CEO as HN or LN according to this measure.

4.2.2.3 Content analysis of CEO speech

As mentioned in the review of CEO narcissism measuhe major disadvantage of
Holder67 and Media portrayal is that they are id&A deal-specific’ measures. In

other words, such proxies can only capture any @ERissistic tendency in relation
to the CEOs’ beliefs about their firm performance dheir roles generally, rather
than in terms of their beliefs in the specific M&Antext. To address this problem, |
construct a new direct measure of CEO narcississedan the content analysis of
CEO speech regarding a specific M&A deal. This measan capture the CEO’s

beliefs about his/her ability to extract value frtme particular M&A deal.

Webb et al. (1966) point out the importance of tise of the written and spoken
words of people as a way to “learn about their gnexices, perceptions, and
personalities”. In the area of psychology, researshhave constructed some

unobtrusive measures based on the word usage éotdatividual differences in
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personalities (Pennebaker, Mehl, and Niederhof2603). In the area of strategic
management, Chatterjee and Hambrick (2007) highlilgat “speech is a form of
expressive behaviour, reflecting the most domiraardt consistent personality traits
of an individual”. However, this method has recédivigtle attention in finance

studies.

In this study, | develop my third CEO narcissismasige based on content analysis
of CEO speeches about M&A deals. The analysis o© GReeches (narratives) is

conducted through the content analysis softwareti@i 5.0.

Diction 5.0 is a Windows-based program that examitiee verbal tone of a text,
based on a 10,000-word corpus. It uses a seridgtdnaries to search the content
for five semantic features — Activity, Optimism, i@enty, Realism and Commonality
(with thirty five sub-features). It has a theoratibasis in applied linguistics and
focuses on the linguistic structure in narrativéis.has been widely used in
psychology studies (e.g. Bligh, Kohles, and Meir2l)04), politics studies (e.g.

Forsythe, 2004; Blighn and Hess, 2007), and manegestudies (e.g. Finkelstein,
1997; Emrich, Brower, Feldman, and Garland, 200liglBand Hess, 2007,

Alexander, Ober, and Zhao, and Davis, 1999).

This software is appealing for use in this studytfoee reasons. First, the semantic
features it searches for fit well the purpose of stiydy. Second, the focus of the
Diction analysis fits very well with the nature tfe texts, CEO speeches, to be

analyzed in this study. More specifically, DictiérD focuses on rhetorical narralogy

85



(Hart, 1985) and the speeches of CEOs are notofavubeir great rhetoric. Finally,
the software can generate objective scores of ¢nieal tone of a text, free from the

researchers’ subjective judgements.

In this study, the Diction variable OPTIMISK(optimistic tone) is used to construct
my content analysis of CEO speech measure of CEOisssm. The score on
variable OPTIMISM obtained in the content analysisa CEO’s speech about a
specific M&A deal he/she engages in reflects theDGEbelief in his/her ability to
extract value from the particular deal. The abndiymaigh score on variable
OPTIMISM may reflect the CEO’s distorted belief imis/her superior
(better-than-average) quality and ability to geteeraeturns in M&A. This
“overconfidence” or “overestimation” of his/her Atyi is a core characteristic of a
narcissistic personality. Therefore, | use the aladly high OPTIMISM score to
detect high level of CEO narcissism in this studyaddition, as the CEO narrative
passages we are interested in here are businesserééxts (CEO speeches), to give
us greater specificity, | employ Diction’s built-ifBusiness: Corporate Public
Relations” as the normative profile. The Corpor&eblic Relations normative
profile is developed from a broad range of coll@ctof “official mission statements,
public pronouncements, and CEO speeches in behalér American corporations

from 1960s through the mid-19905".

There are four steps in the construction of my €ontanalysis of CEO speech

measure of CEO narcissism. First, | extract CEGesipes (discourses) or statements

22 See Appendix 1 for the formulae and word listsduseconstruct variable OPTIMISM in Diction
5.0. In addition, an example of the output of Qiotb.0 is presented in Appendix 2.
3 DICTION 5.0 THE TEXT-ANALYSIS PROGRAM User’s Manua
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about the deal from 8-K SEC-filed documents, otleégvant documents (e.g. proxy
statements), and the same wide-range of financaliansources used in deriving my
media portrayal measufé.Second, | transform the file format into the fotma
required by Diction. Third, | conduct content arsady on those CEO narrative
passages and obtain the Diction score for vari@®a@IMISM. Finally, | obtain the
value of the binary variabldHN (measure of CEO narcissistic tendency) by
comparing the OPTIMISM score with the Diction defthnormal score range (the
range of normal level of narcissisnhiN = 1 (the CEO is classified as highly
narcissistic CEO) if the OPTIMISM score is greatkan the upper limit of the

normal OPTIMISM score range, otherwise 0.

| remove the observations if the CEO’s OPTIMISMrecs equal to the upper limit
of the normal OPTIMISM score range, as, in thatecasis impossible to decide
whether a CEO should be classified as highly nsistis or not, according to this
measure. In addition, if a CEO has more than omeatiae passage about a deal, |
obtain the OPTIMISM score for each narrative sejgdyaand then use the average
score of these narratives as the CEO’s OPTIMISMescHowever, if a CEO has
conducted more than one deal and has more thannamative passage about
different deals, | obtain the OPTIMISM score fockaleal separately and classify a
CEO as HN (HN=1) and LN (HN=0) CEO based on the GBI IMISM score for
each deal. This means that it is possible for a @Ekave two different OPTIMISM

scores if he/she has conducted more than one deal.

% The data collection procedure is introduced imiflét section 5.5.
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4.3 Method used to evaluate M&A short run and longrun
performance

As the main aim of this study is to explore thetieinship between CEO narcissism
and firm M&A performance, | first need to evaluditen performance in the context
of M&A. Therefore in this section, the methods usedneasure firm short run and

long run performance are discussed.

4.3.1 Event study methodology

In this study, an event study method is employed et@luate firm M&A

announcement and long run post-acquisition perfoo@a

An event study is a method for examining the impattan event (e.g. the
announcement of an M&A deal) on firm (stock) pemi@ance, and it has been widely
used in finance and economics studies. The basimngstion of this method is that
the capital market is efficient and the impact aof event will be reflected in the
repricing of an asset consequent on the announdevhéime event. The central idea
of this method is to detect the abnormal return thu@n event. To achieve this,
researchers need to conduct a series of calcutatidntypical event study often
consists of three steps. First, the normal (or berark) return needs to be calculated.
Second, the abnormal return is calculated by comgaine firm’s actual (or realised)
return with the normal (or benchmark) return. Hyahe abnormal returns need to
be aggregated over time or (and) across secu(ftress). However, this is only the

general procedure. There are many different mathaliscan be used to conduct the

88



calculations in each step. Which specific methoouthbe used depends on the type

of study, the purpose of the study, and the charigtics of the data.

According to the length of the event window, evenidies are often divided into two
categories: short run event studies and long r@mtestudies. Short run event study
examines stock performance during a short time aindround the event, while a
long run event study measures the firm (stock)gserdnce over a relatively long
period of time after the event. As this study exasithe impact of CEO narcissism
on both short run firm M&A performance and long qost-acquisition performance,
both short run and long run event study methodsarployed. These two types of
event study methods are very different in termb@# they measure normal return,
the method for calculating abnormal return and pwecedure for aggregating
abnormal returns. Therefore, in the following setens, | introduce my short run

event study method and long run event study metésplectively.

4.3.2 Short run event study

The short run event study method is employed tduet& firm stock performance
around the announcement of a merger or acquisiflére event is a merger or
acquisition; t=0 is the deal announcement date; daily stock data is used in the

calculations. The abnormal return is defined aleWed:

AR, = R, —E(R, [ X,)
Where R, is the return of stock i at time t; and

X, is the conditioning information for the normaluet model.
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To calculate the abnormal return, | first need ¢oi\ce the normal return that would
be expected if the event did not occur. The marketlel is used to estimate the

normal or benchmark return:

r,o=a, +Br, +&, ( E(g,) =0, var,) =07 )

Wherer, is the return at time t on the stock (firm) i; and
ry. 1S the return at time t on the market portfolingda
a;, B the parameters of the market model; and

&. the disturbance term.

it

Model parameters are estimated from the data avesamation period. In this short
run event study, the minimum estimation period14%, -46) days and the maximum
estimation period is (-345, -46) daisBoth the CRSP equally weighted and the
value weighted indices are used as the market inQedinary least squares (OLS)
and Scholes-Williams betas are used in the pararastination of the market model.
Then | derive the abnormal return that is the eofdhe prediction obtained from the

market model:

Where AR, is the abnormal return at time t on stock (firmgnd

f

is the OLS estimator of the parametey, in market model; and

,[31 is the OLS estimator of the parametgyin market model.

%5 My choice of minimum and maximum estimation peristhased on Peterson (1989), which shows
that the general estimation periods for short daily) event study range from 160 300 days.
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Finally, the abnormal returns are aggregated falefined announcement event
window (7,,7,). In this study, for short run stock performantee cumulative

abnormal returns (CARs) for the 3-day event windely +1) are calculatetf:

CAR(1.1,)=3 AR,

Where CAR (7,,7, ) is the cumulative abnormal return on stock (fimmgver the

event window (,,7,), in this case (-1, +1).

4.3.3 Long run event study

A long run event study method is also employedvaweate acquiring firm long run
post-M&A performance. For each acquiring firm, | ngoute the

buy-and-hold-abnormal return (BHAR) by comparing tuy-and-hold return on the
acquiring firm over a post-M&A window with the bwand-hold return on a
benchmark portfolio. The time horizon is (+1, +Z4jnonths, commencing one

month following the event date t=0. The BHARs aeeivkd as follows:
BHAR (7,,7,) = [][L+ 1] - [][L+R,]
t=r, t=r;

Wherer, is the return at time t on stock (firm) I; and
(7,,7,) is the post-M&A window, in this case (+1, +24)dan

R_. is the return at time t on benchmark portfolio.

pt

% For robustness checks, the cumulative abnormatnetover the event window (in days) (-2, +2),
(-3, +3), (-5, +5) and (-10, +10) are also usedhim short run performance regression analysis. My
results remain unchanged.

%" For robustness checks, the buy-and-hold abnoretatns over the post-acquisition period (in
month) (+1, +12) and (+1, +18) are also used inldmg run performance regression analysis. My
results remain unchanged.
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The return on the benchmark portfolio is used agstimate of the unobservable
“status quo” return that an acquiring firm would/Bdad if the merger or acquisition
had not happened. | construct my benchmark pasdgdbased on the industry, firm

size and book-to-market ratio (BE/ME).

| extract the information about all non-financialdanon-utility stock®’ listed on
NYSE, AMEX and NASDAQ. Then | classify all stocks ini® industry groups,
following the industry classification process udsdrFama and French. Following
that, | first divide the firms in each industry gminto 3 portfolios based on their
size, and then further break down each portfolto B sub-portfolios based on their
book-to-market ratio (BE/ME). Through this process,olbtain 90 (10x3x3)

benchmark portfolios.

4.4 Regression models and variables

This section introduces the mod&lsused to test the hypotheses developed in
chapter 2. Two types of regression model are useithis study: the logistic and
ordinary least squares (OLS) regression modelsitrbduce these two types of

regression model in the following sub-sections eesipely.

%8 For robustness checks, | also include a momentactorf in the construction of benchmark
portfolios. My results remain unchanged.

9 |'include all stocks for which the relevant data available.
http://mba.tuck.dartmouth.edu/pages/faculty/kendtédata_library.html#HistBenchmarks. |

exclude financial and utility industries from Farfegench’s 12 industry portfolios, leaving 10 indystr
groups in my study.

3L For robustness checks, | add the variable High_@emmy (a dummy variable that indicates the
high-tech status of a firm) in the models introdlige this chapter to test if my results are drivgn
high-tech firms. My results remain unchanged. (Tégression results are presented in Appendix 4.)
In addition, my regression models used in Chaptsd include the variable High_tech_dummy.
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4.4.1 Logistic regression

To explore the role of CEO narcissism in M&A decisimaking, more specifically,
to examine the relation between the likelihood daZEO conducting deals and the

CEO narcissism tendency, | test my first hypothedis

H1: High narcissism CEOs are more likely to conduct mergers and acquisitions

than low narcissism CEOs.

The following logistic regression model is useddst tthis hypothesis:

Y=a,+S,HN + ,CG + B,Sze + 5,50 + S VO + B,CF + 5,Q+ Sy return g, , +& (1)

As my dependent variabM is a binary variable, the ordinary least squaf@sS)
model is unsuitable here. Therefore, in this casehdse the logistic regression
technique that is often used when the dependenablaris a binary. As the
assumptions of logistic regression model and OLSlehare very different, the
estimator significance test and goodness of fistés these two types of model are
also different. In this logistic regression anadyshe likelihood ratio (LR) statistic is
used to test the goodness of model fit, and théatis8c is used to test the

significance of the regression variables. In thet @ this section, | introduce the

variables in this model.

The dependent variabiis a binary variable, which equals 1 if the firrmaunced

at least one deal (successful bid and completel) iea specific firm year. | derive
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the value ofY based on the historical data of firm M&A activiie

The main independent variable KN, a binary variable equals to 1 for high
narcissism CEOs, and equals to 0 otherwise. Twoigsofor CEO narcissism —
Holder67 and Media portrayal, are used in this motlee value ofHN is derived

from these two narcissism measures respectively. Chetent analysis of CEO
speech measure is not used in this model, as tistroation of this measure requires
the CEO to have conducted at least one M&A deahduthe sample period (in other
words, the content analysis measure can only bstmated for CEOs who have
ever conducted deals), while in this regression ehtite observations include both

CEOs who have ever conducted deals and those wisontody

To control for other factors that might impact ove tM&A decision, a set of control
variables is also included in the model. Specilycalariable Sze controls for firm
size, since there is some evidence (e.g., Moelldr $tulz, 2004) that the CEOs of
larger firms are more likely to suffer from hubris. my study,Sze is the natural
logarithm of the acquirer’s total assets at the ehthe last fiscal year (before the

deal announcement year), as used by MalmendieTated 2008).

Variables SO (stock ownership) and/O (CEO holding of vested options) are
included to control for the impact of the CEO comgaion package on their M&A
decision makingSO is the fraction of company stock owned by the CE@ea end
of the last fiscal year before the deal announceémear.VO is the CEO’s holdings

of exercisable options, as a fraction of commorreshautstanding. VariabléF is
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used to control for the firm’'s internal level osprurcesCF is the normalized ratio of
firm cash flow. VariableQ (Tobin’s Q) is used to control for growth opporties,

and is defined as the market value/book value ®bsets.

Variable CG (G-index) is used to control for corporate govewe quality. Most
previous studies only use a single corporate garer variable, such as the number
of board members (Malmendier and Tate, 2008) or G&tre (Sudarsanam and
Huang, 2006), which lead to weak proxies for therall corporate governance
regime. Therefore, | use a more comprehensive apdistcated proxy for the
guality of corporate governance, the G-index, is gtudy. The G-index is a number
based on 24 different governance provisions in re¢vgovernance areas and
provides a comprehensive measurement of the qualfitthe firm’s governance
mechanism (Gompers, Ishii, and Metrick, 208%3)t is worth mentioning here that
the G-index is constructed in such a way thathigber the G-index, the poorer the

corporate governance quality.

Finally, | also include a lagged return variabieturn ., in my regression to

control for the impact of prior returns on firm adsjtiveness behaviour.

In this study, the Pearson residual is used tdoestutliers

%The G index is firstly constructed by Gompers, ilsand Metrick, and then issued by IRRC
(Investor Responsibility Research Center. The indexused here is downloaded from
http://finance.wharton.upenn.edu/~metrick/data.htm.

¥ The Pearson residual is the raw residual dividedhe square root of the variance function. An
observation is identified as an outlier if its Pssar residual is not in the normal range (-2.0, 2.0
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4.4.2 Ordinary least squares (OLS) regression modsl

To examine empirically the impact of CEO (both acqgi firm CEO and target firm
CEO) narcissism on firm performance in the contex&A\l | need to test the

hypotheses developed in chapter 2 as follows:

H2: The impact of CEO narcissism on firm M&A announcement performance is

negative.

H3: The impact of CEO narcissism on firm long run post-acquisition performance is

negative.

H4: Target firm CEO narcissism has a negative impact on firm M&A announcement

performance.

H5: Target firm CEO narcissism has a negative impact on firm long run

post-acquisition performance.

Conventional ordinary least squares (OLS) regressmmdels are used in testing
these hypotheses. The t-stat is used to test thdis@mpce of each predictor variable,

and the adjusted®Rand F-test are used to test the model fit.
4.4.2.1 The regression model used in examining thmpact of acquiring firm
CEO narcissism on the announcement return of the agiiring firm

The following regression model is used to examimeitipact of acquiring firm CEO
narcissism on acquiring firm M&A announcement parfance (or the market

reaction) to the deal announcement. (Test for yip@tnesidH2.)
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CAR=aq,+y,HN +y,S0 + y.VO + y,CG + y ,RSze + y relatedness
+ y,Growth + y, Attitude + y,Payment + y,Sze + &

(2)

VariablesSO, VO, CG andSze follow the same definitions as in equation (1).

The dependent variable in this regression is theay3-dvent window (-1, 1)
cumulative abnormal return (CAR) around the evexyt t-0 (5-day, 7-day, 11-day,
21-day and 41-day CARs are also calculated for sotmss check purposes.). The

method for calculating CARs has been introduceskrtion 4.3.2.

HN is the main independent variable of interest, Whis equal to 1 for high
narcissism CEOs, and equal to 0 otherwise. Its viglaerived from three measures
for CEO narcissism — Holder67, Media portrayal, &@ahtent analysis of CEO

speech respectively.

To control for the impact of other factors on fipperformance, | use a group of
control variables. These controls are extracted fitoerliterature which suggests that

these factors may have an influence on firm peréooe in M&A.

Variable RSze represents the relative size of the target fird @ncalculated as the

ratio of the acquirer’s size/target size. The litera (Kohers and Kohers, 2000)

shows that relative size of target to bidder hasgaificant impact on the bidder’s

announcement returns.

Variable Attitude is a binary variable, where 1 signifies that thealdattitude is
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classified as “hostile”, and 0 signifies it to b&i¢ndly” or “neutral”?* Some
previous studies show that the performance of ttguiang firms that conduct
“hostile” takeovers is significantly better tharattof those conduct “friendly” deals.
However, some academic argue that this differenighthactually be a reflection of
the difference in the types of deals — non-tendé&r® or tender offers. In the
literature, there is evidence that tender offersl t®d perform better than non-tender

offers, while most “hostile” deals are tender dofter

Variablerelatedness is a binary variable where 1 signifies that thistftwo digits of
the SIC code of the acquirer and those of the taage the same, 0 otherwise. |
include this variable in the set of controls, asvwus studies suggest that the M&A
performance is associated with the relatedneskeofitquiring firm’s business and
the target firm’s business. For example, Sicherawash Pettway (1987) report that
the CAR for the mergers or acquisitions of reldt@diness are significantly higher
than those of mergers or acquisitions of unrel&gsiness, which suggests that the
acquisition of related business units enhancesatgiring firm’s value while the
acquisition of unrelated business may have a negatipact on the acquiring firm’s
shareholder value. Healy, Palepu, and Ruback (19818p find that the
announcement period return of the takeover is hmighigen the acquiring firm’s
business and the target firm's business are highisrlapping compared with the
return of the acquisition of unrelated businessa Bad Goyal (2006) also show

evidence that vertical mergers perform better dhaarsifying mergers.

% | follow the TOB deal attitude definition: “Friehd indicates the target firm’s board recommends
the offer; “Hostile”, that the target firm’s boaofficially rejects the offer but the acquirer pstsiwith
the takeover; and “Neutral”, that the target firfa&ard has nothing to do with the transaction.
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Variable Growth is the target’'s market/book (M/B) ratio, whichused to proxy for
growth options. Morck, Shleifer, and Vishny (1996jport that acquiring firm M&A
short run (announcement) performance is bettethé @&cquisitions involve the
purchase of a fast growing target (high M/B rafions. Kohers and Kohers (2000)
also show that the short run performance of aagmifirms is significantly positive

when the targets are high-tech firms (high-teamdiusually have high M/B ratios.)

Variable Payment is a binary variable, where 1 signifies that thetimd of payment
of the deal is cash, otherwise 0. There are a Istuafies on the relation between the
financing methods of M&A deals and firm M&A perfoance. The results of most
studies show that the abnormal returns for acquifirns can vary significantly
across the different payment methods. Franks, gland Mayer (1988) find that the
performance of the acquiring firms that conducthcpayment deals is better than
that of the acquiring firms conducting equity payrmeéeals. Travlos (1987) also
report a significant difference in the abnormalures of acquiring firms between
stock offers and cash offers They find that the rretwof the bidding firms with
equity offer are significantly negative during thenouncement period, while the
returns of the firms with cash offers gain nornmdrp abnormal) returns. Therefore,
they propose that this result reflects the signgleffect that the stock offer conveys
the negative signal that the bidding firm’s stoskovervalued, and therefore the

market reacts negatively.

In this model, | also control for the corporate gmance quality by including the

Variable CG in the regression. Some previous studies show twaporate
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governance has a significant impact on firm M&Afpemance. For example, Byrd

and Hickman (1992) find that bidding firms with gboorporate governance (at least
50% of the board seats held by independent outirgetors) have a significantly

higher announcement abnormal return than those potir corporate governance
(less than 50% of the board seats held by indepgnolgtside directors). They

conclude that strong corporate governance can iggifly monitor the M&A

decision-making process and help protect sharetsloerests.

4.4.2.2 The regression model used in examining thmpact of acquiring firm
CEO narcissism on acquiring firm long run post-acqusition performance

The following regression model is used to examimeitpact of acquiring firm CEO
narcissism on acquiring firm long run post-acquositperformance. (Test for the
hypothesidH3.)

BHAR=a, + y,HN + y,S0 + y,VO + y,CG + y.RSze + yrelatedness
+ y,Growth + y, Attitude + y,Payment + y,, Sze+ ¢

®3)

The independent variables follow the same defingias in equation (2).

The dependent variable in this regression is aaguitrm long run performance, the
2-year window (+1, +24 month) buy-and-hold abnormaturn (BHAR)
commencing one month after the event date. 1-yeByear and 3-year BHARS are
also calculated for robustness check purposes. Tathaa for calculating BHARS

was introduced in section 4.3.3.
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4.4.2.3 The regression model used in examining tihmpact of target firm CEO
narcissism on the announcement return of the acquing firm

In the hypotheses development in Chapter 3 se8ti®s3, | have shown that not only
acquiring firm CEO narcissism but also target firrB@ narcissism can have an
impact on acquiring firm announcement performafdceexamine such an impact, |

use the following regression model to test the tiypsisH4:

CAR=a, + y,HN, + y,HN; + ),SO + y,VO + y,CG + ysRSze + y,relatedness
+ y,Growth + y, Attitude + y,,Payment + y,,Sze+ & ()]

Similar to equation (2), the dependent variabl¢his regression is the 3-day event
window (-1, 1) cumulative abnormal return (CAR) @amd the event day t=0 (5-day,
7-day, 11-day, 21-day and 41-day CARs are alsoulzdkd for robustness check

purposes).

The variablesSO, VO, CG RS ze, relatedness, Growth, Attitude, Payment, and Sze

follow the same definitions as in equation (2).

HN, and HN; are the main independent variables of interé#¥, is the binary
variable of acquiring firm CEO narcissism, whichegual to 1 for high narcissism

acquiring firm CEOs, and equal to O otherwise. Thee@f HN, is derived from
three measures of CEO narcissism — Holder67, Medidrayal, and Content
analysis of CEO speech separatelN; is the parallel binary measure of target
firm CEO narcissism, which is equal to 1 for highramssism target firm CEOs, and

equal to O otherwise. The value ¢IN; is derived from two measures for CEO
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narcissism — Holder67 and Media portrayal. | did nse the Content analysis of
CEO speech proxy as the measure of target firm CEHGss&sm for two reasons.
First, there is limited target firm CEO speech datailable. Second, and more
importantly, target firm CEO speeches on the dealey very limited information
about their beliefs in their own ability to manate firm, as target firm CEOs will
not be in the CEO position after acquisitions, insincases. In other words, unlike
acquiring firm CEOs, target firm CEOs have ratherspees role in acquisitions.
Therefore their speeches often do not reflect the '€kEQlition and we would not
expect to extract much information about their-sefv from their speeches about

the M&A deals.

4.4.2.4 The regression model used in examining timpact of target firm CEO
narcissism on acquiring firm long run post-acquisiton performance
The following regression model is used to examireeithpact of target firm CEO
narcissism on acquiring firm long run post-acquosit buy-and-hold abnormal
returns. (Test for the hypotheddS)

BHAR=a, + y,HN, + y,HN; + ), S0 + y, VO + y,CG + y,RSze + y,relatedness

+ y,Growth + y, Attitude + y,,Payment + y,,Sze+ & o)
The dependent variable in this regression is aaguitrm long run performance, the
2-year window (+1, +24 month) buy-and-hold abnormaturn (BHAR)
commencing one month after the event date. 1-yeBiyear and 3-year BHARS are
also calculated for robustness check purposes.ofilthe independent variables

follow the same definition as in Equation (2).
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4.4.3 Summary table of variables

Table 4-2 provides a summary of the definitions loé tvariables used in the

regression models.
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Table 4-2 Definitions of variables

Variable Definition

Y A binary variable, which equals 1 if the firm ammged at least one deal (successful bid and coetptigal) in a specific firm year.

HN, A binary variable equals to 1 for high narcissiBEOs, and equals to 0 otherwise. The value iveéfirom three measures of CEO narcissisin —
Holder67, Media portrayal, and Content analysi€BD speech separately.

HN A binary proxy variable for acquiring firm CEO n&sism, which is equal to 1 for high narcissismuatng firm CEOs, and equal to 0
otherwise. The value is derived from three measofeSEO narcissism — Holder67, Media portrayal, &ahtent analysis of CEO speech
separately.

HN; The parallel binary measure of target firm CEO isaism, which is equal to 1 for high narcissisngéarfirm CEOs, and equal to O otherwise.
The value is derived from two measures of CEO saisin — Holder67 and Media portrayal.

CAR The 3-day event window (-1, 1) cumulative alnalrreturn around the event day t=0. Five-day, &tbeday and Twenty-one-day CAR are aso
calculated for robustness check purposes.

BHAR The acquiring firm’s 2-year window (+1, +24 ntb) buy-and-hold abnormal return commencing onatmafter the event date. 6 months|12
months, 18 months, 30 months, 36 months BHARs lacecalculated for robustness check purposes.

Sze Equal to the natural logarithm of acquirer tosdets at the end of the last fiscal year (befarel#al announcement year).

O Equal to the fraction of company stock owned y@EO at the end of the last fiscal year beforaltad announcement year.

VO Equal to the CEO's holdings of exercisable opti@ssa fraction of common shares outstanding.

CF Equal to the normalized ratio of firm cash floviven by earnings before extraordinary items plugreleiation, divided by the beginning of the
year capital.

Q (Tobin’s Q). It is defined as the market valuas$ets/the book value of assets.

CG G-index: a number based on 24 different governgamnoeisions in several governance areas and pre\adeomprehensive measurement of|the
quality of the firm's governance mechanism (Gompésisii, and Metrick, 2003). The G-index is constad in such a way that, the higher the
G-index, the poorer the corporate governance gualit

RSze The relative size of the target firm. It is defin@s the ratio of the acquirer’s size to target.siz
relatedness | A binary variable where 1 signifies that the firsb digits of the SIC code of the acquirer andsehof the target are the same, 0 otherwise.
Growth The target firm’'s market/book (M/B) ratio.
Attitude A binary variable where 1 signifies that the dstéitude is classified as “hostile”, and O sigrsfigriendly” or “neutral”.
Payment A binary variable where 1 signifies that the pagtmaethod of the deal is cash, otherwise 0.
return ., 1-year lagged stock return of acquiring firm.
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4.5 Summary

This chapter discusses the methodological issuegiagsd with the measurement of
CEO narcissism, the calculation of firm short rumn éong run M&A performance,

and the testing of the hypotheses. First, stastiitly a detailed review of the proxies
for CEO narcissism and related constructs in thargx$trategic management and
finance literature, | then introduce the ways tostouct my three measures of CEO
narcissism — Holder67, Media portrayal, and Contanalysis of CEO speech.
Second, | describe the short run and long run esardy methods employed to
calculate firm M&A announcement cumulative abnormmaturn and long run

post-acquisition buy-and-hold abnormal return. Fnd present the logistic and

OLS regression models used in hypothesis testing. VEmiables in the regression

models are also defined and discussed.

The following chapter will describe the data usedny empirical analysis. The data

sources, sampling procedure, and sample descrpdianpresented in detail.
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Chapter 5 Data, data sources, sampling process, asdmple
description

5.1 Introduction

To test the hypotheses developed in chapter :iduxt an empirical study on a large
sample of CEOs and mergers & acquisitions. This enatails the data sources,

sampling process and data selection criteria. Desariptions are also provided.

As this study aims to examine CEO narcissism ingi@cimaking and its impact on
firm performance in the context of mergers and &itjons, six broad categories of
data are essential: (1) CEO data; (2) firm datan(tharacteristics and performance
data); (3) M&A data; (4) CEO media portrayal dat); CEO speeches about M&A
deals; and (6) other supplementary data. The faamththe fifth categories of data
are used to construct my two measures of CEO m&ms media portrayal and

content analysis of CEO speech.

Briefly, the data collection and sampling processsists of six steps. First, from
ExecuComp database, CEOs at any time during thedpo#883-2005 who meet my
data selection criteria are identified, and th@mpensation and other relevant data
are extracted from the ExecuComp database. At time gane, the firms’ CUSIP
codes and tickers corresponding to these seled#ds@re also identified. Financial
and utility firms are then excludéd.Second, | search the Thompson One Banker

(TOB) SDC database for the mergers or acquisitcmmglucted by the sample CEOs

% Following Fama and French (2001) and DeAngelo, Bsto, and Skinner (2004), | define firms
with SIC codes outside the ranges 4900-4949 an@-@3®9 as financial and utility firms.
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during their tenure. Deal announcement date, SD&l dember, target firm, deal
value and other relevant characteristics are agaireed in this step. Third, | obtain
the necessary stock return data from the CRSP akgator event study purposes.
Fourth, | then match various financial (accountiigins from COMPUSTAT with
my CEO data set, M&A deals dataset, and CRSP datth, Fhe CEO media
coverage data required for constructing the alter@aCEO narcissism measure,
media portrayal, is obtained from 37 financial naeslources in the Factiva database
through systematic keyword search&sFinally, the M&A deal-related CEO
discourses (speeches) required for the construafomy content analysis-based
CEO narcissism proxy measure are extracted from SEEG 8-K filings as well as
the same 37 media sources as used in the derivattitre media portrayal measure

(via the Factiva database).

This chapter is organised as follows: section 5&udees the sampling process and
selection criteria for CEO data and firm data; ieec6.3 introduces the sampling
process for M&A deals; section 5.4 presents tha datirces, collection process and
description of the media coverage data relateti¢cdEO media portrayal measure;
section 5.5 describes the data sources, data iseleahd description of CEO
speeches (narratives) and about M&A deals; seé&ibrpresents the data sources for
other supplementary data; section 5.7 provides sgriggion of my samples; and

section 5.8 summarises the data and sample issues.

% The 37 media sources are listed in Appendix 1.
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5.2 CEO data and firm data

In this study, CEO stock option holding data, stoakership, tenure and some other
CEO personal characteristics are essential to thstrewtion of the CEO narcissism
measure Holder67 and to the associated empiricdlysin. Therefore, the starting
point of the whole sampling process is Standard drR ExecuComp database,
which is one the most complete and comprehensiviabdaes of executive
compensation and other related data available. ntludes more than 80
compensation (salary, bonus, options and stockdsyatc) and personal information
items on over 12,500 executives, and covers thepaaias included in the S&P 500,
S&P 400 Midcap and S&P Smallcap 600 indexes aralthlsse companies that were
once part of the S&P 1500. The data is annual, delie from each company’s

annual proxy statement, and dates back to 1992.

To ensure that the CEO narcissism measure Holdsré@nistructed appropriately, |
only include in my sample CEOs whose compensatita m@ets the following two

criteria:

Criterion 1: The CEO has at least 2 years’ compensdata in ExecuComp
Criterion 2: At least over a 2 year period, the Q&3 some options that are both

in-the-money and exercisable.

Criterion 1 aims to ensure that | have enough dataconstructing my CEO

narcissism measure Holder67. Since | classify a @EChighly narcissistic” if the

37 DEF14A SEC form.
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CEO failed to exercise his/her vested options winenadptions are more than 67%
in-the-money at least twice during the sample pkrioneed at least 2 years of
compensation data for a particular CEO in ordextom@ne his/her option exercising

behaviour.

Criterion 2 also needs to hold in constructing ngQCnarcissism measure Holder67,
since it helps me to rule out the possibility ttet CEO failed to exercise his options
not because he was highly narcissistic but becthigseptions were out of money or

unexercisable.

Initially, from the ExecuComp database, | identif@88 CEOs, 2,754 firms and a
total of 29,464 observations from January 1992 exdnber 2005, where each
observation represents the data serial for a pdati€EO of a particular company in
a particular year. On this basis, | exclude thecolaions that fail to meet my two
CEO selection criteria and those firms not covetezkgrs and CUSIP codes not
recognized) by the Thomson One Banker SDC datafiasalso exclude financial

and utility firms. This selection process leavesotalt of 3,162 CEOs, 2,129
companies, and 22,103 observations in my final $amfable 5-1 provides the

details of my sample selection process.

% | require that the tickers or CUSIP codes of thmgle firms must be recognised in the Thomson
One Banker SDC (TOB SDC) database because | neagsdothese identifiers to extract the
information of the M&A deals conducted by the saenfidlms from that database.
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Table 5-1 Sample selection process — CEOs and firms

Procedure Number of CEOs Number of firms Observatios
Available from the 4,988 2,754 29 464
Execucomp database by
December 2005 (starting
from 1992)

Less CEOs not meeting 906 192
criterion 1

CEOs with a minimum of 2 4,082 2,562
years compensation data in

Execucomp

Less CEOs not meeting 665 214
criterion 2

CEOs meeting my two 3,417 2,348
selection criteria

Less the firms with tickers or 21 14
CUSIP codes not recognized

by the Thompson One Banker

SDC database

Less the finance and utility 234 205
firms

Total 3,162 2,129 22,103

At this stage, the firms’ identifiers, such as fimames, tickers, and CUSIP codes
corresponding to these sample CEOs, are also obtalis identifying information

is essential to the collection of other data.
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5.3 Data about the mergers and acquisitions

Based on the CEO-firm sample obtained from the ExeoytLCdatabase, | extract the
M&A deals conducted by my sample CEOs during themutes and announced
between January 1 1993 and December 31 2005, thenThhompson One Banker
SDC database. The announcement date of the dealvfolthe Thompson One
Banker SDC “date announced” definitidhThree types of transaction are included

in my sample: merger, acquisition of majority irtst; and acquisition of asséls.

| require both acquirer and target to be publim$r for data requirement purposes. |
also require that the deal value is at least $lianil In addition, | only consider
deals in which the value of the target is gredtant5% of the value of the acquirer,
because acquisitions of small units of another @mgpnay not require direct input
from the acquirer's CEO. The 5% cut-off point folloM®rck, Shleifer, and Vishny

(1990).

Table 5-2 shows the screening criteria for mergasacquisition data.

% Thompson One Banker SDC defines the “date annafinas “The date one or more parties
involved in the transaction makes the first puldisclosure of common or unilateral intent to pursue
the transaction (no formal agreement is requireAmong other things, Date Announced is
determined by the disclosure of discussions betvpegties, disclosure of a unilateral approach made
by a potential bidder, and the disclosure of aaighlemorandum of Understanding (MOU) or other
agreement”.

“%"| follow the TOB SDC definitions of these thre@ég of transactions as follows:

Merger: “A combination of business takes place @% of the stock of a public or private company
is acquired”; Acquisition of majority interest: ‘#hacquirer must have held less than 50% and be
seeking to acquire 50% or more, but less than 160%e target company’s stock.”; Acquisition of
assets: “deals in which the assets of a compabgjdiary, division, or branch are acquired. Thideo

is used in all transactions when a company is beicguired and the consideration sought is not
given”.
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Table 5-2 Sample screening (mergers and acquisitish

Request Criteria
Database All Mergers & Acquisitions
Acquirer Nation United States of America
Target or Acquirer Public Status Public
Deal Status Completed

Mergers, Acquisitions (acquisition of

Deal Type majority interest, and acquisition of assets)
Date Announced 01/01/1993 to 12/31/2005
Deal Value ($ Mil) Higher than 1

The ratio of the value of the target to th&reater than 5%

value of the acquirer

From the TOB SDC database, | extract the followimgrmation about each M&A
deal: deal number, announcement date, deal typ®, wddue, acquirer SIC code,

target SIC code, and payment method (Cash/stock).

5.4 Media data

To construct the media portrayal measure of CEOissst, | collect data on how
the media portrays each CEO over the sample pei@othe Factiva databask.The

37 media sources searched are shown in Table 5-3.

“l The Factiva database covers more than 25,00igaeiws and business publicatidrsn around
the world. Highly targeted and precise search tesan be obtained through its advanced search
tools.
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Table 5-3 List of media sources

Country Name Country Name

1 (US) The Atlanta Journal-Constitution 20 (US) Newsday (N.Y.)

2 (US) The Baltimore Sun 21 (US) Newsweek

3(US) Barron's 22 (US) Orlando Sentinel (Fla.)

4 (US) The Boston Globe 23 (US) The Philadelphia Inquirer
5(US) BusinessWeek 24 (US) Pittsburgh Post-Gazette

6 (US) Charlotte Observer (N.C.) 25 (US) San Antonio Express-News
7 (US) Chicago Sun-Times 26 (US) San Jose Mercury News

8 (US)  Chicago Tribune 27 (US) Seattle Post-Intelligencer
9 (US) Daily News (New York) 38 (US) South Florida Sun-Sentinel
10 (US) The Dallas Morning News 29 (US) St. Louis Post-Dispatch

11 (US) Detroit Free Press 30 (US) St. Petersburg Times (Fla.)
12 (US) Denver Post 31 (US) Time

13 (US) Dow Jones Business News 32 (US) Times-Picayune

14 (US) Dow Jones News Service 33 (US) USA Today

15 (US) Forbes 34 (US) The Wall Street Journal

16 (US) Fortune 35 (US) The Washington Post

17 (US) Los Angeles Times 36 (UK) The Economist

18 (US) The Miami Herald 37 (UK) The Financial Times

19 (US) The New York Times

For each individual CEO, | conduct a systematicwkayls search for articles and
news in a range of 37 media sources. The set oWwdls are: “optimistic”

(including “optimism”), “confident” (including “cofidence”), “reliable”, “cautious”,
“conservative”, “steady”, “practical”’, “frugal”, “@ciplined”, “conscientious”, “not
confident” and “not optimistic”. | tabulate the nber of articles that describe a CEO

as: (1) “optimistic” (including “optimism”) and “adident” (including “confidence”);

(2) “reliable”, *“cautious”, “conservative”, “steatly “practical’, *“frugal”,
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“disciplined”, *“conscientious”, “not confident”, ot optimistic”. | exclude any

article that contains mixed descriptions acrossehe/o keyword groups.

As | have mentioned in Chapter 4, considering tbeemtial endogeneity problem
that CEOs may change their tenor to send positiyeats during M&A bids, or the
media may be more likely to perceive acquiring CESsconfident, | restrict the
article coverage to those published in the periefbie the bid was announced. If a
CEO conducted more than one M&A deal during histarure, | restrict the sample

to articles published up to his/her first mergeaoquisition.

Table 5-4 shows that my final data set of mediaecage includes a total of 4,110
articles. 2,548 articles describe CEOs as “optimiistincluding “optimism”) and
“confident” (including “confidence”), covering 62%f the full sample. 1,562 articles
describe CEOs as ‘reliable”, “cautious”, “conservat] “steady”, “practical”,

“frugal”, “disciplined”, “conscientious”, “not comdent”, and “not optimistic”, which

covers 38% of the full sample of articles.

Table 5-4 Description of media coverage (articles)

Mention _ group (1) is the articles that describeCBO as: “optimistic” (including
“optimism”) and “confident” (including “confidencg” Mention _ group (2) is the articles
that “reliable”, “cautious”, “conservative”, “stegt “practical”, “frugal”, “disciplined”,

“conscientious”, “not confident”, “not optimistic”.

Number of articles % of full sample of articles

Mention _ group (1) 2,548 62%
Mention _ group (2) 1,562 38%
Total number of articles 4,110 100%
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5.5 CEO speeches (narratives) about M&A deals

To construct the direct CEO speech measure of CEGiss@mm, | collect CEO
discourses about M&A deals from 8-K (current evditit)gs, other documents (e.g.

proxy statements) and media sources.

Form 8-K is the "current report” that publicly tesicompanies are required to file
with the SEC to announce major events, such as mseageacquisitions. It usually

includes a CEO’s comments on the reported mergacauisition.

If the 8-K document of a deal is unavailable frdra TOB database or if the 8-K file
does not include the CEO’s comments on the ddakther search the firm’s other
relevant SEC documents (e.g. proxy statement) for @&afdatives via the TOB

database. If the CEO comments on the deal are dodied in any documents in the
TOB database, | conduct a further search acrossahe wide-range of financial
media sources (37 publications) used for derivimg hedia portrayal measure via

the Factiva database to collect a CEO’s narratisesitaa specific M&A deal.

After the extraction of the raw data of the CEO spes (discourses) or statements
about the deal from those sources, | remove noratiag words or phrases in the
raw CEO speech data, leaving only the actual naestiFor example, the raw CEO

speech data is as follows:

Homi B. Patel, president and chief executive oftrarx said, “With this acquisition,
our annualized women's segment revenues will ex$&66 million and will enable
us to accomplish our long-term goal of a 50/50tdpéitween men's tailored and

non-tailored categories much sooner than origiretitycipated”.
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| remove the non-narrative text “Homi B. Patel, gadent and chief executive of

Hartmarx said” from the raw passage and only lehgenaked actual narratives.

Finally, |1 transform the file containing CEO narva&ts into the format required by

Diction.

Table 5-5 shows that the final sample includestal tof 1,229 narrative passages,
with 204 extracted from 8-K SEC filing documents, f2ddm other documents and
1,004 from media publications via the Factiva das&h The average length of the
narrative passages of the full sample is 63 wortle. average length of the passages
extracted from the Factiva database is only 52 sjondhich is significantly shorter
than the narratives extracted from SEC documentsTiamson ONE Banker
platform, as news journalists often quote only pdrthe CEO speeches. To ensure
that Diction has sufficient words to analyse, |lage any narratives shorter than 20
words. The final sample of CEO narrative passagesersoa total of 1,076 M&A
deals. The number of CEQO’s speeches is greaterthieamumber of deals because, in

some cases, a CEO has more than one narrativegpaasaut a specific deal.

Table 5-5 Description of the sample of CEO narratie passages

Total number of Length of passages Number of M&A
Data sources

CEO passages (Mean: words) deals
8-K SEC filing 204 114 204
documents
Other documents 21 106 21
Other media sources 1.004 52 851
(Factiva database) ’
Total 1,229 63 1,076

116



5.6 Data sources for other supplementary data

| employ an event study approach to measure fitwck$ performance around the
bid announcement event and for the post-acquisipenod, using stock data
obtained from CRSP. To calculate firm cash flow dithin’'s Q, | also extract the
following financial (accounting) data items from @®USTAT: total asset, earnings
before extraordinary, depreciation, capital (proypgvlant and equipment), common
share outstanding, fiscal year closing price, thédlilities, preferred stock, deferred
taxes, and convertible debt. The proxy of quality cofporate governance, the

G-index?? is obtained from the Investor Responsibility Reske&entre.

5.7 Sample description

This section provides descriptions of the sampldgmas, CEOs and M&A deals.

5.7.1 Firms and CEQOs

Table 5-6 provides descriptive statistics on firmdaCEO characteristics. The
average acquiring firm has a total asset of $2,886on and a market value of
$4,151 million, with median of the total assets amarket values of the sample firms
are $971 million and $1,176 million respectivehhieh are much lower than their
mean numbers. This demonstrates that the firm sampledes some very large
firms, though most are medium- or small-sized firfike average acquiring firm

CEO owns around 3% of the firm's shares and holdsaessable options that are

2 The G-index is firstly constructed by Gompersiilsind Metrick (2003), and then issued by the
IRRC (Investor Responsibility Research Centre.sltan integral part of the IRRC Governance
database (also known as the IRRC Takeover Defemizdase). This index is constructed based upon
28 governance provisions.
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approximately 1% of the firm’s common stocks outdiag. These statistics show
that the CEO holds a very small portion of firm &saon average. In addition, the
average CEO tenure is around 6 years and the meawfagy sample CEOs is

approximately 57 years.
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Table 5-6 Summary statistics for firms (acquirersyand CEOs’ characteristics

Size is the acquirer's total assets at the endhef last fiscal year (before the deal
announcement year). CG is the G-index, the proxycfoporate governance quality. CF is
the normalized ratio of firm cash flow, given byr@iags before extraordinary items plus
depreciation, divided by beginning of the year taphere, capital is measured as property,
plant and equipment). Q represents Tobin's Q, ddfias the market value of assets/book
value of assets, where the latter = total assetsilee former = total assets + market equity -
book equity. Market equity = common share outstagwdfiscal year closing price; and
Book equity = total assets-total liabilities-pretat stock + deferred taxes. SO is the fraction
of the firm's stock owned by the CEO at the endth# last fiscal year before the deal
announcement year. VO is the CEO’s holdings of @gable options, as a fraction of

common shares outstanding.

Standard
Variables Mean Median .
deviation
Total assets ($m) 2,896 971 8,083
Firm Market value ($m) 4,151 1,167 11,593
Characteristics Cash Flow 0.63 0.42 0.97
Q 2.01 1.53 1.53
CG 9.64 10 2.65
SO 0.03 0.004 0.06
CEO VO 0.009 0.005 0.01
characteristics Tenure (years) 6.23 6 2.76
Age (years) 57.44 57 7.6
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5.7.2 M&A deals

Table 5-7 presents the descriptive statistics of sagpnple of 1,888 mergers and
acquisitions during the period January 1, 1993 ¢éaddnber 31, 2005. It shows that
there is no significant time clustering problenthie sample of deals. The number of
deals increases steadily from 22 deals in 1993paa#ts in 1999 with 191 deals (see
Figure 5-1). The mean of deal values increased f@ml.6 million in 1993 and
peaks at $1,608 million in 1999, before falling iL2004 (see Figure 5-2). The
median of deal values also increases graduallyn f§d21.5 million in 1993 to a
peak of $289.3 million in 1999. These statisticsisilfate that my sample well
captures the fifth merger wave (1993-2000), thate-documented in the literature

(e.g. Moeller, Schlingemann, and Stulz, 2005).

Table 5-7 also presents the number of deals coedury S&P500 firms, S&P400
Midcap firms, and S&P600 Smallcap firms respectiveigure 5-3 shows that the
general trends in the number of deals conducted ldrge (S&P500) and
medium-sized firms (S&P400) are upwards until 2080¢ then reverse. Unlike
those by S&P500 and S&P400 firms, the number ofsdeanducted by S&P600

Smallcap firms increases steadily throughout tmepda period.
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Table 5-7 Table Summary statistics for M&A deals

This table presents the number of M&A deals, thamaeal value and the median deal value in mystuthple by years. The numbers of deals conducted by
S&P500, S&P400 Midcap, S&P600 Smallcap, and oteebssample acquirers are also presented.

No. of Deals Mean deal value  Median deal value No. of deals No. of deals No. of deals No. of deals

Year  eull sample) ($mil) ($mil) (S&P500) (Midcap) ~ (Smallcap)  (Others)
1993 22 683.5 296.8 11 3 1 7
1994 89 271.6 1215 29 15 5 40
1995 139 634.9 130.0 36 22 5 76
1996 158 449.2 158.0 52 21 13 72
1097 152 520.2 165.5 29 28 24 71
1998 175 1,040.8 272.0 53 25 19 78
1999 101 1,608.0 289.3 55 29 35 72
2000 170 1,529.4 281.3 62 24 39 45
2001 171 800.2 177.0 36 44 52 39
2002 156 626.9 109.5 34 26 58 38
2003 155 458.2 142.5 40 36 54 25
2004 171 800.9 161.0 35 39 61 36
2005 139 1,596.6 230.0 40 28 52 19
Total 1,888 1,694.7 195.1 512 340 418 618
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Figure 5-1 Numbers of M&A deals across sample perib
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Figure 5-3 Numbers of deals (sub-samples: S&P500&B400, and S&P600)
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Table 5-8 presents the yearly distribution of demith high-tech acquirers and the
deals with high-tech targets. It is clearly showattthe number and percentage of
deals conducted by high-tech firms was increasirtg 2001, and then declined (see
Figure 5-4). This trend could be a reflection of tharsting” of the dot.com bubble
in 2001. Many high-tech firms lost the ability take acquisitions, as they ran out of
capital or even were liquidated when the bubblelapsed. Therefore, it is
unsurprising that the number of deals conductedhigi-tech firms fell between

2001 and 2002.
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Table 5-8 Yearly distribution of the deals with hgh-tech acquirers
and the deals with high-tech targets

Year Deals With'high % of Deals with high % of
tech acquirers sample tech target firms sample

1993 10 45.45% 6 27.27%
1994 50 56.18% 29 32.58%
1995 76 54.68% 52 37.41%
1996 71 44.94% 37 23.42%
1997 61 40.13% 40 26.32%
1998 77 44.00% 54 30.86%
1999 84 43.98% 62 32.46%
2000 89 52.35% 74 43.53%
2001 102 59.65% 87 50.88%
2002 84 53.85% 64 41.03%
2003 84 54.19% 70 45.16%
2004 84 49.12% 76 44.44%
2005 80 57.55% 68 48.92%

Figure 5-4 Numbers and percentages of deals withdh-tech acquirers across
the sample period
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Table 5-9 presents the distribution of cash paynigatis and non-cash payment
deals between 1993 and 2005. As shown in figure iefore 2002, approximately
60% of the sample deals are non-cash payment dedlthe remaining 40% are cash
deals, while, after 2002, cash payment has replacadcash payment as the more
popular payment method in mergers and acquisitidnstential explanation of this
trend is that, during the high valuation periode(thull stock market) before 2001,
acquirers tend to use their overvalued stock asdplturrency” to acquire a business
or asset. In 2001, as the dot.com bubble deflétedstock market turned from a bull
into a bear market, and stock was no longer “cteapency”. As such since 2003

acquirers appear to prefer cash to stock as theg@atymethod.

It worth mentioning here that, although | use thgo-payment-mechanism
categorisation (cash payment deals and non-casimgrdydeals) due to the data
availability in this study, it would be interestirig further explore the impact of
payment method on firm M&A performance based ontkinee-payment-mechanism
categorisation (pure cash payment deals, pure spagknent deals, and mixed
payment deals). Sudarsanam (2003) shows that tkednoiffers increased in number
between 1995 and 1999 and the M&A short run (anceoment) returns of pure
(cash or stock) offers and mixed offers have ddférpatterns. Therefore, further
breaking down the non-cash payment deals into &tegories — pure stock payment
deals and mixed payment deals in future study nedyy s to gain more insights into

the impact of payment method on M&A performance.
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Table 5-9 Yearly distribution of cash payment anchon-cash payment deals

Year Full sample Cashdeals % of sample Non-Caalsde % of sample
1993 22 7 31.82% 15 68.18%
1994 89 42 47.19% 47 52.81%
1995 139 53 38.13% 86 61.87%
1996 158 68 43.04% 90 56.96%
1997 152 66 43.42% 86 56.58%
1998 175 62 35.43% 113 64.57%
1999 191 78 40.84% 113 59.16%
2000 170 70 41.18% 100 58.82%
2001 171 66 38.60% 105 61.40%
2002 156 65 41.67% 91 58.33%
2003 155 84 54.19% 71 45.81%
2004 171 98 57.31% 73 42.69%
2005 139 77 55.40% 62 44.60%
Total 1,888 836 44.28% 1,052 55.72%

Figure 5-5 Distribution of payment methods (cash Vson-cash deals)
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Table 5-10 Panel A shows that the mean deal val#i,895 million. The mean
market value (4 weeks prior to deal announcemdrityepacquirers is $4,191 million,

which is about 2.6 times that of the target firm.

Panel B presents the distribution of transacti@esyin the deal sample. The full deal
sample consists of 912 mergers (approximately 48%he deal sample) and 976
acquisitions (incl. acquisition of majority intetesand acquisition of assets)
(approximately 52% of the deal sample), indicatmgvell-balanced deal sample

between different transaction types.

Panel C presents the distribution of payment mettamioss two categories of deals:
tender offer and non-tender offer. There are 178depffers and 1,710 non-tender
offers in the deal sample. The statistics show that majority of tender offers
(approximately 58% of the total) are cash paymesalsiand only 42% of tender
offers are non-cash payment deals. In contrastetwler offers, only 43% of
non-tender offers are cash deals and the maj&@#ty6] are non-cash payment deals.
This is consistent with previous studies and obsems that tender offers are
usually financed via cash, whereas most mergercarsenon stocks as the method
of payment (Datta, Iskanda-Datta, and Raman, 20€dvlos, 1987). One possible
explanation for this phenomenon is associated thighregulatory acts. A cash tender

offer is subject only to the Williams A&, and the filing of relevant documents with

“3 In the 1960s, a large number of takeovers occuamahnounced. This created difficulties for
managers and stockholders, who were forced to melaal decisions with very little preparation.

The Williams Act was created in order to proteateistors from these occurrences. The Williams Act
of 1968 amended the Securities and Exchange At984 (15 U.S.C.A. § 78a et seq.) to require the

127



the Securities and Exchange Commission (SEC), andttiee offer may start after
the required waiting period, whereas mergers amdaash tender offers are subject
to the Securities Act of 1933, which usually invedva long review process and often
causes a significant delay (Gilson, 1986). This tmrakeffect of the subjections to

different regulatory acts is that we observe maghgayment deals in tender offers.

mandatory disclosure of information regarding ctsider offers. The act requires any person who
makes a cash tender offer (which is usually 150@&rcent in excess of the current market price) fo
a corporation that is required to be registered eunfibderal law to disclose tthe federal
SECURITIES AND EXCHANGE COMMISSION (SEC) the sourgkthe funds used in the offer, the
purpose for which the offer is made, the plans poechaser might have if successful, and any
contracts or understandings concerning the targetpocation (Sources: Investopedia and
http://law.jrank.org/pages/11330/Williams-Act.html)
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Table 5-10 Summary statistics of the characteristecof sample M&A deals

My sample consists of 1,888 completed M&A dealsirduthe period January 1, 1993, to
December 31, 2005. Three types of transaction actuded in my sample: merger,
acquisition of majority interest, and acquisitionagsets. | follow the Thomson One Banker
and SDC platinum definitions of these three typkdransaction as follows: merger — a
combination of businesses takes place or 100%eoétibck of a public or private company is
acquired, the acquisition of majority interest e #equirer must have held less than 50% and
be seeking to acquire 50% or more, but less th@3616f the target company’s stock, and
acquisition of assets — deals in which the asdeiscompany, subsidiary, division, or branch
are acquired. Both acquirer and target are puldiiosfand the deal value is at least $1
million. The value of the target is greater than &2he value of the acquirer.

Panel A: Deal value and market value of the acquiring firm and target firm

Mean Median Standard Deviation
Deal value ( $ mil) 1,695 195 13,028
Acquirer Market Val 4 Weeks Prior 4,151 1,168 11,594
to Announcement ($ mil)
Tgt. Market Val 4 Weeks Prior to 1,602 379 4,801

Announcement($ mil)

Panel B: Distribution of transaction types

Transaction type Number of deals Proportion (%)

Merger 912 48.31

Acquisition of 55 2.91
Acquisiti majority interest

cquisition —
Acquisition of 021 48.78
assets

Total 1888 100.00

Panel C: Digtribution of payment methods

Payment  Tender offer Non-tender offer

method deal Percentage deals Percentage
Cash 103 57.87% 742 43.39%
Non-cash 75 42.13% 968 56.61%
Total 178 100.00% 1710 100.00%
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5.8. Summary

This chapter presents the data sources, selectiteriayr collection process and
sample descriptions for CEO, firm, and M&A deal dats respectively. Media
coverage data and CEO speeches, the two typesafetpiired in the construction
of my two narcissism measures — Media portrayal @odtent analysis of CEO

speech — are also discussed.

In summary, my samples have the following features:

First, the full samples cover 2,129 firms across filll size spectrum — S&P 500,
S&P 400 Midcap, and S&P 600 Smallcap firms. Thisva me to consider the size

effect when | explore the role and impact of CECcisaism in M&A activities.

Second, my M&A sample includes 1,888 mergers awmgiattions during the period
January 1, 1993, to December 31, 2005. The statifticboth deal numbers and
deals values show that this sample successfullyjucap the recent (fifth) merger

wave between 1993 to 2000.

Third, the yearly distribution of the deals with Ihtech acquirers shows that both
the number and the percentage of deals involvirgih-tech acquirers had been
increasing until 2001, and then declined dramdyidag¢tween 2001 and 2002, well

reflecting the dot.com “Bubble Bursts” in 2001.
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Fourth, my sample of M&A deals consists of 912 neesg(approximately 48% of
the full sample) and 976 acquisitions (approximat2% of the full sample), and

therefore it is well-balanced in terms of transactiype.

Finally, my sample of M&A deals consists of 836ltasiyment deals (44.28% of the
full sample) and 1,052 non-cash payment deals 285.6f the full sample). The
trends in the weights of these two payment metlmas time show that the stock
payment method is dominant before 2001, while, betw2001 and 2002, the weight
of cash deals had increased dramatically. From ,20@3cash replaced stock as the

dominant payment method.

Using the samples | introduced in this chapteremgloying the event study method
and the regression models, | conduct a series pirmal analyses to examine the
role and impact of CEO narcissism in M&A activitid$he next chapter presents and
discusses my regression results (test of hypothesekthe results of event studies

on firm M&A performance.
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Chapter 6 Results and Analysis

6.1 Introduction

To examine the role of CEO narcissism in M&A deaisinaking and its impact on
firm M&A performance, | first evaluate firm shorum (announcement) M&A
performance and long run post-acquisition perforredny conducting event studies
on my sample of M&A deals. Then, | examine the po#érink between CEO
narcissism and a firm’'s M&A activities through regsion analysis. Therefore, in
this chapter, | first present the results of firtmo run (announcement) M&A
performance and long run post-acquisition perforceaifhen, | present the results of

my regression analyses (tests of my hypotheses).

This chapter is organized as follows. Section 6&s@nts the results of firm M&A
performance, consisting of three sub-sections. saation 6.2.1 discusses the results
of the event studies on firm short run (announcdjd&A performance. Acquiring
firm abnormal return (AR) and cumulative abnormetiurn (CAR) based on two
models (the Market Model and the Scholes-Williamadiel) and two market indices
(CRSP equally weighted index and value weighte@xhdre reported respectively.
In sub-section 6.2.2, the results of event studiedirm long run post-acquisition
performance (abnormal return and buy-and-hold ababreturn) are presented. In
sub-section 6.2.3, | compare my CAR and BHAR rasaftacquirers with previous
studies. Section 6.3 reports the results of my e®sion analyses to test the

hypotheses developed in chapter 3. This sectiorudesl four sub-sections. In
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sub-section 6.3.1, the correlations between thepaddent variables are presented.
In sub-section 6.3.2, | discuss the results abloatlink between the level of CEO
narcissism and the likelihood of a CEO conducting Mé&eals. Sub-section 6.3.3
examines the market reaction to the M&A deals cotetli by highly narcissistic
CEOs. Sub-section 6.3.4 discusses the impact ofiraggirm CEO narcissistic
tendency on firm long run post-acquisition perfonte Sub-section 6.3.5 focuses
on the potential role and impact of target firm CHE@rcissistic tendency on
acquiring firm announcement and long run post-agitjon performance. Section 6.4

provides a summary of my results.

6.2 Firm M&A performance

6.2.1 Firm short run (announcement) M&A performance

In this sub-section, | examine the market reactmrthe M&A announcement by
conducting event studies on my sample M&A dealshdugh my basic event study
uses the standard market model and CRSP equallghteei index, | also run
additional event studies using the Scholes-Williamarket model and CRSP value
weighted index as robustness checks, as somegbuidies suggest that the choice of
market models or market indices may affect theltest event studies. For example,
Scholes and Williams (1977) and Dimson (1979) shioat the estimates of market
model parameters based on OLS are biased whenithamsynchronous trading,
and propose ways to address the potential thiiniggoroblem. In addition, Brown
and Warner (1980) demonstrate that the evaluatfoseourity price performance

may be affected by the choice of market indiceg.(equally weighted index vs

133



value weighted index). For these reasons, | ruremgnt studies by employing both
the standard market model and the Scholes-Williarasket model, and using both

CRSP equally weighted and CRSP value weightedesdic

Table 6-1 presents the short run (announcement) oegn abnormal returns of my
sample deals based on the CRSP equally weighted ioder the 41 day (-20, +20)
time window. Column 2-4 demonstrate the resultetas the market model. They
show that the significant mean abnormal returnsnfday -1 to day 2 are -0.13%,
0.10%, 0.39%, and 0.16%, respectively. Column 3eggnt the results based on the
Scholes-Williams Market Model, which shows thatréhare significant abnormal
returns from day -1 to day 2, with -0.14%, 0.10%006, and 0.16% respectively.
The results based on both models show that the sigygficant abnormal returns are
detected over the (-1, +2) day time window andHhigdest mean abnormal return is
observed in day 1, one day after the deal annouacemhe highly consistent results
based on both models suggest that thin trading moaye a serious problem in my

sample of deals.
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Table 6-1 Acquiring firm abnormal returns around M& A deal announcement
(Market index: CRSP Equally Weighted Index)

This table provides the daily mean abnormal rety&R) of the sample deals around the M&A
announcement date. The calculation is based ongbeof the CRSP equally weighted index as the
market index. Column 1 is the day relative to tkaldannouncement date (day=0). Column 2 shows
the mean abnormal return for each day. Columnsd3goresent the Patell Z statistic and generalized
sign Z statistic respectively. The results in Cahsn2-4 are based on the employment of the market
model. Columns 5-7 report parallel results and tsfgtistics based on the employment of
Scholes-Williams Market Model.

Market Model Scholes-Williams Market Model

Mean Patell Generalized Mean Patell Generalized
Day Abnormal Return 4 Sign Z Abnormal Return Z Sign Z
-20 0.03% 0.663 0.952 0.03% 0.754 0.743
-19 -0.04% -0.291 -0.229 -0.04% -0.181 0343
-18 -0.02% -0.869 0.606 -0.02% -0.842 0.673
-17 0.12% 0.952 0.276 0.12% 1.112 0.343
-16 0.07% 0.694 1.094 0.08% 0.793 0.696
-15 0.04% 0.493 0.606 0.04% 0.445 0.673
-14 0.12% 1.698* 1.802* 0.13% 1.792* 2.490**
-13 -0.24% -2.566**  2:259* -0.25% -2.686** 2-373**
-12 0.01% 0.102 0.196 0.01% 0.089 0.059
-11 -0.12% -1.801* 2:023* -0.11% -1.743* 1:901*
-10 -0.03% -0.561 0.905 -0.04% -0.672 0.554
-9 0.14% 2.018* 0.763 0.14% 1.993* 1.168
-8 0.03% 0.358 0.102 0.03% 0.319 0.366
-7 -0.05% -0.823 0.323 -0.04% -0.693 0407
-6 0.05% 1.268 0.857 0.05% 1.215 0.979
-5 -0.03% -0.366 0.008 -0.03% -0.399 0.271
-4 -0.05% -0.385 0.432 -0.05% -0.443 0.271
-3 0.14% 1.730* 1.377% 0.13% 1.542% 1.027
-2 0.08% 0.713 0B1 0.06% 0.553 0.271
-1 -0.13% -2.082* 1:362% -0.14% -2.150* 1:004
0 0.10% 2.567* 2.227* 0.10% 2.588* 2.160*
+1 0.39% 9.230*** 5.626*** 0.40% 9.305*** 5.371%**
+2 0.16% 4.003** 1.377% 0.16% 3.904*** 1.357%
+3 0.01% 0.947 0.810 0.00% 0.865 0.696
+4 0.13% 2.032*  2.274* 0.13% 2.075* 2.443**
+5 0.01% 0.141 0.434 0.02% 0.183 0.201
+6 0.00% 0.247 0.244 0.00% 0.253 0.366
+7 0.00% -0.033 0.244 0.00% -0.075 0.413
+8 0.01% 0.426 1.330% 0.02% 0.451 1.404%
+9 -0.01% -0.100 0.087 -0.01% -0.129 0390
+10 -0.02% -0.023 0.040 -0.02% -0.037 0.059
+11 -0.01% 0.415 0.291 0.00% 0.405 0.012
+12 -0.02% 0.168 0.229 -0.02% 0.245 0.201
+13 -0.04% -0.016 0.999 -0.04% -0.106 0.932
+14 0.01% 0.109 0.480 0.01% 0.034 0.224
+15 0.06% 0.873 -0’0 0.05% 0.851 0.012
+16 -0.05% -0.581 0.701 -0.05% -0.571 0407
+17 -0.02% -0.263 0.291 -0.02% -0.264 0.390
+18 -0.05% -0.498 0.276 -0.04% -0.520 0720
+19 -0.05% -1.059 2.070% -0.05% -1.009 1712*
+20 -0.15% -2.012* 0.842 -0.15% -2.027* 0815

The symbols $,*, **, and *** denote statistical sificance at the 0.10, 0.05, 0.01 and 0.001 levekpectively, using a 1-tail
test.
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As mentioned above, considering the potential &ffe€ the choice of market index
on the evaluation of firm performance, | run aduial event studies based on the
CRSP value weighted index. Table 6-2 presents the stin (announcement) daily
mean abnormal returns of my sample deals overtha#a¥ (-20, +20) time window.
Columns 2-4 demonstrate the results based on theehraodel. They show that the
significant mean abnormal returns from day -1 tg Baare -0.15%, 0.05%, 0.38%,
and 0.16%, respectively. Columns 5-7 present thsulte based on the
Scholes-Williams Market Model, which show that #hare significant abnormal
returns from day -1 to day 2, with -0.14%, 0.05%380%, and 0.15% respectively.
The signs of the abnormal returns over the (-1,tH2@ window are exactly the same
as those reported in Table 6-1. The magnitudes df aboormal returns are very
close to those based on the CRSP equally weighideki In addition, the results
also show that most significant abnormal returres datected over the (-1, +2) day
time window and the highest mean abnormal returobserved in day 1, one day
after the deal announcement. The high consistentlyeofesults based on the CRSP
equally weighted index and CRSP value weightedxrslgygests that the choice of

market index has no significant effect on my result
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Table 6-2 Acquiring firm abnormal returns around M& A deal announcement
(Market index: CRSP Value Weighted Index)

This table provides the daily mean abnormal rety&R) of the sample deals around the M&A
announcement date. The calculation is based omgheof the CRSP value weighted index as the
market index. Column 1 is the day relative to tkaldannouncement date (day=0). Column 2 shows
the mean abnormal return for each day. Columngd3amresent the Patell Z statistic and Generalized
sign Z statistic respectively. The results in Cahsn2-4 are based on the employment of the market
model. Columns 5-7 report parallel results and tatistics based on the employment of the
Scholes-Williams Market Model.

Market Model Scholes-Williams Market Model

Mean Patell Generalized Mean Patell Generalized
Day Abnormal Return Z Sign Z Abnormal Return Z Sign Z
-20 0.00% 0.389 0.331 0.01% 0.503 0.375
-19 -0.06% -0.729 0.047 -0.07% -0.708 0003
-18 -0.03% -1.205 -0.661 -0.02% -1.120 0522
-17 0.08% 0.527 0.708 0.10% 0.813 0333
-16 0.08% 0.697 0.236 0.07% 0.565 0.045
-15 0.07% 0.756 0.425 0.08% 0.812 0.469
-14 0.10% 1.205 0.897 0.11% 1.281 1.413%
13 -0.24% -2.834** 3:399*** -0.25% -2.968** -2.977*
-12 -0.01% -0.343 0.378 -0.02% -0.357 0805
-11 -0.10% -1.576% 2.030* -0.08% -1.382% 1.938*
-10  -0.08% -1.318% 0.661 -0.08% -1.408% 0.705
-9 0.15% 1.963* 0.897 0.15% 1.924* 1.649*
-8 0.04% 0.515 0.614 0.04% 0.511 0.753
-7 -0.04% -0.856 0.236 -0.04% -0.755 0239
-6 0.07% 1.458% 0.425 0.07% 1.461% 0.705
-5 -0.05% -0.927 0.897 -0.05% -0.861 0239
-4 -0.07% -1.035 0.189 -0.07% -1.050 0286
-3 0.14% 1.435% 1.464% 0.13% 1.290% 0.753
-2 0.08% 0.461 0.472 0.06% 0.309 0.469
-1 -0.15% -2.502** 1-747* -0.14% -2.408** 1.513%
0 0.05% 1.456% 1.652* 0.05% 1.600% 2.216*
+1 0.38% 8.877*** 4,721 %** 0.38% 8.868*** 4.907***
+2 0.16% 3.692*** 1.700* 0.15% 3.553*** 1.225
+3  0.01% 0.955 0.142 0.01% 0.930 0.328
+4 0.14% 1.976* 1.983* 0.14% 2.041* 2.216*
+5 -0.01% -0.339 -028 -0.01% -0.359 0.045
+6 -0.03% -0.135 0.094 -0.02% -0.082 0.045
+7 -0.01% -0.285 0.425 -0.01% -0.345 0.045
+8 0.01% 0.464 1.558% 0.01% 0.436 1.886*
+9 -0.03% -0.448 0.095 -0.03% -0.502 0-144
+10 -0.07% -0.680 1.039 -0.06% -0.578 1372%
+11 -0.01% 0.271 0.142 0.00% 0.427 0.003
+12 -0.04% -0.157 0.614 -0.04% 0.011 0.753
+13 -0.06% -0.340 0.142 -0.06% -0.358 0.092
+14 0.01% -0.005 0.567 0.01% 0.037 0.705
+15 0.02% 0.012 0.850 0.02% 0.054 0569
+16 -0.09% -1.521% 1.463% -0.09% -1.540% 1-749*
+17 -0.02% -0.344 0.095 -0.02% -0.384 1136
+18 -0.03% -0.382 0.519 -0.03% -0.573 0.139
+19 -0.07% -1.563% 1.794* -0.06% -1.505% 1-702*
+20 -0.17% -2.553** 0:991 -0.17% -2.409** 0.616

The symbols $,*, **, and *** denote statistical sificance at the 0.10, 0.05, 0.01 and 0.001 levekpectively, using a 1-tail
test.

137



To evaluate the aggregate effects of M&A announceno@ acquiring firm stock
price, | then calculate the cumulative abnormalinres for the sample deals over a
series of different time windows. The results armsiarised in Table 6-3. Panel A
presents acquiring firm mean cumulative abnormalrns based on the use of the
CRSP equally weighted index as the market indeshtiws significant CARs of
0.36%, 0.60%, 0.74%, 0.82%, and 0.93% for (-1, ¢B),+2), (-3, +3), (-5, +5), and
(-10, +10) time windows respectively (based on dtendard market model). These
CARs are significant at the 0.1% level. This findsgggests that, at the aggregate
level, the market views M&A announcements as goedsand reacts positively to
them, as consistent with most prior studies (e.glaésta, 1983; Sicherman and
Pettway, 1987; Leeth and Borg, 2000; and Rosen3)200y results show that there
Is no significant cumulative abnormal return degdctor the 41 day time window
(-20, +20). Actually, as demonstrated in Tablesd@had 6-2, the observed cumulative
abnormal returns mainly come from the significam@mal returns generated from
day -1 to day 2. In other words, the time window, (+2) captures most of the
announcement effects. In addition, | do not fing aignificant change in my results

when using th&choles-Williams Market Model

Panel B presents acquiring firm mean cumulativeoaial returns based on the use
of the CRSP value weighted index as the marketxindaough slightly lower in

magnitude, the results are similar to those basetth® CRSP value weighted index,
which again suggests that the choice of marketxt@ds no significant impact on my

results.
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Table 6-3 Acquiring firm cumulative abnormal returns (CAR) around M&A deal announcements
(Market index: Equally Weighted Index and CRSP Valie Weighted Index)

This table presents the mean cumulative abnormain® (CARS) of the sample deals around the M&Acamtement date. Panel A shows the results
based on the use of the CRSP equally weighted irdexhe market index. Column 1 is the time windosedito calculate CARs (the deal
announcement date is day 0). Column 2 shows then meulative abnormal return for each time wind@welumns 3 and 4 present the Patell Z
statistic and Generalized sign Z statistic respebti The results in Columns 2-4 are based on t@@yment of the market model. Columns 5-7 report
parallel results and test statistics based onnifayment of the Scholes-Williams Market Model. BlaB reports the parallel results based on the use
of the CRSP value weighted index as the marketxinde

Panel A: Cumulative abnormal returns ( Market index: Equally Weighted Index)

Market Model Scholes-Williams Market Model
Days Mean CAR Patell Z Gerieeal Sign Z Mean CAR Patell Z Generalized Sign Z
(-1,+1) 0.36% 5.609*** D4*** 0.36% 5.625%** 4.993***
(-2,+2) 0.60% 6.454*+* D@ ** 0.58% 6.351*** 5.087***
(-3,+3) 0.74% 6.466*+* GO 0.72% 6.277*** 6.315%+*
(-5,+5) 0.82% 5.587*** B> 0.80% 5.434**x 5.607***
(-10,+10) 0.93% 4.650*** L il 0.91% 4.506*** 5.040***
(-20,+20) 0.58% 2.736 464 0.57% 2.689 3.812*

Panel B: Cumulative abnormal returns ( Market index Value Weighted Index)

Market Model Scholes-Williams Market Model
Days Mean CAR Patell Z Gerieeal Sign Z Mean CAR Patell Z Generalized Sign Z
(-1,+1) 0.27% 4.521%** o1 0.29% 4.653*** 4.576***
(-2,+2) 0.51% 5.359%* 206*** 0.50% 5.331*** 4. 435%**
(-3,+3) 0.66% 5.433*** 20%* 0.64% 5.345%** 5.048***
(-5,+5) 0.66% 4.236*** 20*** 0.66% 4.195*** 5.379***
(-10,+10) 0.68% 3.214%** OF7*** 0.68% 3.181*** 4.907***
(-20,+20) 0.12% 0.786 21m* 0.17% 0.902 1.933*

The symbols $,*, **, and *** denote statistical gificance at the 0.10, 0.05, 0.01 and 0.001 levekpectively, using a 1-tail test.
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6.2.2 Firm long run post-acquisition performance

One of the aims of my study is to investigate theact of CEO narcissism on firm
performance over a relatively long time horizoreafl&A. To examine such an
effect empirically, | first need to evaluate firanig run post-acquisition stock returns.
Therefore, in this sub-section, | calculate acqgiriirm post-acquisition
buy-and-hold abnormal returns (BHARS) by conductemg event study on my

sample M&A deals. The calculation method was intosdlin section 4.3.3.

Table 6-4 presents the results of acquiring firrmglorun post-acquisition
performance. Column 2 shows the mean abnormaln®t(ARs) for each month.
Columns 3 and 4 give the statistics for the Paedhd generalized Sign Z test. The
results show that the mean abnormal returns aratiwegin most months after the
M&A announcement, while the ARs show positive signthe months (-1, -2, -3, -4,
-5, -6) prior to the M&A deal announcement. Tablg further shows these effects on
an aggregate level. Negative mean buy-and-holdratedaeturns are detected over
all time windows (6 months, 12 months, 18 month%,n2onths, and 36 months).
Although only the BHARSs over 18 months, 24 mon#rs] 36 months time windows
are significant, all BHARs show strong significan¢at 0.1% level) in the
Generalized Sign Z tests. These results suggestathidle aggregate level, acquiring
firm long run post-acquisition performance is négatin other words, the acquiring

firms underperform their benchmark portfolios ie tbhng run.
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Table 6-4 Acquiring firm post-acquisition abnormal returns

This table provides the monthly mean abnormal nstyAR) of the sample deals after the
M&A deal announcement. Column 1 is the month reéato the deal announcement date.
Column 2 shows the mean abnormal return for eachttm&Columns 3 and 4 present the
Patell Z statistic and Generalized sign Z statistfpectively.

Mean Patell Generalized
Month Abnormal Return Z Sign Z
-6 0.76% 1.%22 -0.670
-5 0.94% 2.459 0.737
-4 0.88% 3.680 0.034
-3 0.61% 1.605 0.128
-2 0.53% 1.671 -1.748*
-1 0.98% 3.652 0.362
0 1.49% 5024 2.191*
+1 0.10% 0.446 -1.982*
+2 -0.09% 0.081 -2.358**
+3 0.28% 0.610 -1.092
+4 -0.27% -0/21 -2.311*
+5 -0.54% -11%90 -2.545**
+6 -0.27% -1271 -2.663**
+7 -0.30% -0720 -1.162
+8 -0.26% -8B57 -2.687**
+9 -0.47% -1174 -2.078*
+10 0.02% 0.378 -1.607%
+11 -0.10% -1517 -2.267*
+12 -0.59% -18%6 -2.951**
+13 -0.04% @38 -2.435**
+14 -0.32% -(286 -3.765***
+15 -0.36% -532 -3.151%**
+16 -0.72% -1194 -3.701***
+17 0.23% 37 -2.967*
+18 -0.16% @06 -0.962
+19 -0.39% -®B69 -2.804**
+20 -0.26% -1203 -2.351*
+21 0.39% 1.137 -1.968*
+22 0.16% 1.239 -1.366%
+23 -0.54% -(B92 -1.970*
+24 -0.08% 738 -1.196
+25 -0.13% -1300 -1.608%
+26 0.35% 0.548 -0.705
+27 -0.13% o116 -2.416**
+28 0.30% 1.095 -0.748
+29 -0.12% 717 -3.701***
+30 -0.30% -2332 -2.670**
+31 0.66% 2.6807 -0.397
+32 -0.47% -177 -3.198***
+33 0.46% 1.505 -0.590
+34 0.06% -a24 -1.460%
+35 -0.02% -0713 -1.959*%
+36 0.58% 2.215 0.370

The symbols $,*, **, and *** denote statistical siicance at the 0.10, 0.05, 0.01 and 0.001 levels,
respectively, using a 1-tail test.
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Table 6-5 Acquiring firm post-acquisition buy-and-hold abnormal returns
(BHAR)

This table presents the mean post-acquisition Imaykeold abnormal returns (BHAR) of
the sample deals. Column 1 is the time window usedalculate the BHARs (deal
announcement month is month 0). Column 2 showsrtban buy-and-hold abnormal
returns for each time window. Columns 3 and 4 preske Patell Z statistic and

Generalized sign Z statistic respectively.

Mean Patell Generalized

Months BHAR Z Sign Z
(+1,+6) -0.83% -1.099 -5.734%**
(+1,+12) -2.34% -2.185 -7.750%**
(+1,+18) -3.68% -2.800** -11.548%**
(+1,+24) -3.64% -2.432** -11.173%**
(+1,+36) 2.77% -1.604% -10.751%**

The symbols $,*, **, and *** denote statistical sifjcance at the 0.10, 0.05, 0.01 and 0.001 levels,
respectively, using a 1-tail test.

For robustness checks, | also calculate acquiiing post-acquisition buy-and-hold
abnormal returns (BHARS) by including a momentuptdain the construction of an
alternative benchmark portfolio. There is not sigaiit changes in my results.

(Results are presented in Table 6-6 and 6-7. .
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Table 6-6 Acquiring firm post-acquisition abnormal returns

(based on the alternative benchmark portfod)

This table provides the monthly mean abnormal nstyAR) of the sample deals after the
M&A deal announcement. Column 1 is the month reéato the deal announcement date.
Column 2 shows the mean abnormal return for eachttm&Columns 3 and 4 present the
Patell Z statistic and Generalized sign Z statiggpectively.

Mean Patell Generalized

Month Abnormal Return Z Sign Z

-6 0.80% 2.373* -0.262

-5 0.92% 2.968* 0.328

-4 0.91% 3.698* 0.286

-3 0.63% 2.147* 0.117

-2 0.58% 2.201* -1.780*

-1 0.99% 3.645* 0.539

0 1.12% 4. 177~ 1.129

+1 0.11% 0.661 -2.750**

+2 -0.10% 0.083 -2.412**

+3 0.35% 1.469% -1.738*

+4 -0.10% 0.388 -2.455**

+5 -0.54% -2.077* -2.792**

+6 -0.38% -2.260* -3.720***

+7 -0.10% 0.780 -0.472

+8 -0.35% -1.055 -3.257%*

+9 -0.54% -2.343* -3.787*%+*
+10 0.06% 0.678 -1.735*%
+11 -0.09% -1.411% -2.879**
+12 -0.42% -0.570 -3.134*+*
+13 -0.07% 0.317 -2.796**
+14 -0.39% -1.412% -4,395%**
+15 -0.18% -1.415% -2.606**
+16 -0.74% -2.477* -4.508***
+17 0.18% 0.162 -3.699***
+18 -0.11% 0.340 -1.256
+19 -0.38% -0.779 -3.920***
+20 -0.33% -1.607% -3.644***
+21 0.21% 0.690 -3.021**
+22 -0.05% -0.097 -1.723*
+23 -0.50% -1.069 -3.395%**
+24 -0.21% -0.249 -2.505**
+25 -0.14% -0.909 -1.828*
+26 0.10% -0.151 -2.156*
+27 -0.16% -0.105 -2.882**
+28 0.30% 1.191 -1.051
+29 -0.32% -1.002 -4,236*+*
+30 -0.51% -3.489* -3.487***
+31 0.82% 3.98%** -0.820
+32 -0.39% -1.935* -3.316***
+33 0.28% 0.846 -1.574%
+34 0.21% 0.844 -1.348%
+35 -0.28% -1.509% -2.694**
+36 0.33% 1.439% -1.118

The symbols $,*, **, and *** denote statistical sificance at the 0.10, 0.05, 0.01 and 0.001 levels,
respectively, using a 1-tail test.
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Table 6-7 Acquiring firm post-acquisition buy-and-hold abnormal returns
(BHAR based on the alternative benchmarfortfolio)

This table presents the mean post-acquisition Imaykeold abnormal returns (BHAR) of
the sample deals. Column 1 is the time window usedalculate the BHARs (deal
announcement month is month 0). Column 2 showsrtban buy-and-hold abnormal
returns for each time window. Columns 3 and 4 preske Patell Z statistic and

Generalized sign Z statistic respectively.

Mean Patell Generalized

Months BHAR z Sign Z

+1,+6 -0.46% -0.708 -5.237%**
( )
(+1,+12) -1.49% -1.629% -7.303%**
(+1,+18) -2.66% -2.383** -8.905*%**
(+1,+24) -3.48% -2.702*%* -11.518%**
(+1,+36) -3.68% -2.393** -12.024***

The symbols $,*, **, and *** denote statistical siicance at the 0.10, 0.05, 0.01 and 0.001 levels,
respectively, using a 1-tail test.

6.2.3 Comparison between my CAR and BHAR results ofcquirers with

previous studies

In order to compare my CAR and BHAR results witteypous studies, | first
summarize previous studies of M&A performance ibl&&-8. As shown in the table,
the majority of studies report negative abnormalimes over the post-M&A (long
run) period and suggest that M&A deals, on averagder-perform in the long-run.
As for the M&A short-run (announcement) performgnoeost of the previous
studies report significant positive cumulative afonal returns around the deal
announcement, although the empirical results areebow mixed and less clear than
those about long-run performance. As shown in Téb8e in my review, 18 studies

report positive announcement returns and 14 studbésct negative announcement
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returns.

My results of short run (announcement) M&A perfonmoa show significant positive
cumulative abnormal returns (CARS) for acquirerdVi&®A announcements, which
suggest that the market views M&A announcementsg@sd news and reacts

positively to them. This finding is consistent wittost previous studies.

For the long run post-M&A performance, my study agp significant negative

buy-and-hold abnormal returns (BHARS) over the lomg post-M&A time window.

These findings are consistent with the majority r@vpus studies.
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Table 6-8Summary of the studies about acquiring firms long-un and short-run (announcement) performance

Long run performance

Short run performance

The sign (+/-)

The sign (+/-)

of abnormal Studies of abnormal Studies

return return

(number of the (number of

studies) the studies)
Mandelker (1974); Malatesta (1983); Rosen (2003);
Magenheim and Mueller (1988); Kummer and Hoffmeister Fuller, Netter, and Stegemoller (2002

+ Loughran and Vijh (1997); + (1978); Bouwman, Fuller, and Nain (2003);
Rau and Vermaelen (1998). Sicherman and Pettway (1987); Bhagat, Dong, Hirshleifer, and Noah
(4 studies) (18 studies ) | Maquieira, Megginson, and Nail(2005);

(1998);

Kohers and Kohers (2000);
Jarrell and Bradley (1980);
Leeth and Borg (2000);
Floreani and Rigamonti (2001);
Bradley, Desai and Kim (1982);
Kohers and Kohers (2001).

Lang, Stulz, and Walkling (1989);
Moeller, Schlingemann, and Stulz
(2005);

Jarrell and Poulsen (1989);
Bradley (1980).

(13 studies)

Dodd and Ruback (1977); Kohers and Kohers (2000};

Conn, Cosh, Guest, and
Hughes (2003); Varaiya and Ferris (1987)
Asquith (1983); Ferris and Park (2001);
Loderer and Martin (1992); Rosen (2003);

Malatesta (1983); Langetieg (1978).
Kennefy and Limmack;

Gregory (1997);

Agrawal, Jaffe, and

Mandelker (1992);

Louis (2002);

(14 studies)

Delong (2001);

Byrd and Hickman; (1992)
Asquith, Bruner, and Mullins
(1987);

Servaes (1991);

Healy, Palepu, and Ruback (1992);
Kaplan and Weisbach (1992);
Mulherin and Boone (2000);

Houston, James, and Ryngaert Walker (2000);

(2001);

Berkovitch and Narayanan
(2997);

Morck, Shleifer, and Vishny
(1990);

Delong (2003);

Kuipers, Miller, and Patel (2003);
Moeller (2005).
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6.3 Regression results

To examine the role of CEO narcissism in M&A deaisinaking and in explaining
firm M&A performance empirically, | run a series ofgression analyses to test
the hypotheses established in chapter 3. In tletiose the regression results are
presented and discussed. The three parallel measug#s0 narcissism — Holder67,
media portrayal, and content analysis of CEO speeate used in each regression.
In each result table, the parameter estimatestisst (or Z-Statistic), and F-test (or

LR statistic) are reported.

6.3.1 Correlation matrix

Table 6-9 shows the correlations between the inublgr® variables used in my
regression models. In general, the correlationwéx most of the variables are very
low. Three variablesMO, CG andPayment) have correlations higher than 0.1 with
variableHN (proxy for high level of CEO narcissism). The coatgn betweerVO
(CEQO’s vested option holding) anHIN is 0.17. This correlation may result
mechanistically from the method of varialtd® construction, since classification as
HN CEOs according to the Holder67 measure requive<CEOSs to hold the highly
in-the-money vested options for longer, which megd to the high CEQO’s vested
option holding. The correlation betwe@ index (the higher the index, the poorer
the corporate governance quality) and varidhi is 0.12, which may suggest the
positive role of the corporate governance mechaimsourbing the CEO narcissistic
tendency. That is, the poorer the corporate govemauality, the higher thelN.

Finally, the correlation between variallRayment (Payment=1 for cash financing
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deals) and variablEIN is 0.18. One possible explanation of this positeerelation
is that, due to his/her inflated self-view and esspee confidence, the highly
narcissistic CEO often feels that his/her firm'scktas undervalued and therefore
they would be reluctant to use stock as the paymesthod in M&As. In other
words, in the eyes of narcissistic CEOs, using theéewvalued stock to make the

payment is relatively expensive compared with 4 qas/ment.

148



Table 6-9 Correlation matrix

HN is a dummy variable equal to 1 for highly nas@tic CEOs, and equal to O otherwise. (HN is d=tifrom Holder67.) Size is the natural logarithnaofuirer total assets
at the end of the last fiscal year before the deabuncement year. SO is the fraction of compamgkstwned by the CEO at the end of the last figear before the deal
announcement year. VO is the CEO’s holdings of @gable options, as a fraction of common sharestanding. CF is the normalized ratio of firm cakiwf given by

earnings before extraordinary items plus deprematlivided by beginning of the year capital. (élerapital is measured as property, plant and ewgrip) Q represents
the Tobin’s Q, defined as the market value of adlsebk value of assets, where the book value @taisstotal assets, and the market value of ass@iml assets + market
equity - book equity. Market equity = common shaméstanding x fiscal year closing price, and boquity = total assets-total liabilities - preferrsibck + deferred taxes.
CG is the GIM’s G index, the proxy for corporatergmance quality (the higher the index score, ther@r the corporate governance quality). Rsizhds¢lative size of the
target firm. return o o TEPTESENLS the 1-year lagged stock return. Grasmhe target's M/B ratio, which is used to proxy & firm's growth options. Attitude is a binary

variable, where 1 signifies that the deal attitidelassified as “hostile”, and 0 signifies “fridgtor “neutral”. Payment is a binary variable whekt signifies that the method
of deal payment is cash, otherwise 0. relatedreeashinary variable, where 1 signifies that thstfiwo digits of the SIC code of the acquirer dmase of the target are the
same.

-1

HN Sze SO VO CF Q CG RSze  return., ., Growth Attitude Payment relatedness
HN 1
Sze 0.09* 1
O -0.03*  -0.16* 1
VO 0.17* -0.15* 0.09* 1
CF 0.09 0.07* 0.05* 0.13* 1
0 0.07*  -0.27* 008  0.07* 026* 1
CG 0.12* 0.16* -0.09* -0.10* -0.05* -0.11* 1
RSze 0.09 -0.32**  -0.04 -0.05 0.04 0.06 0.09 1
return, 006 004 002  -003 011* 0.13* -006  0.03 1
Growth 004 005 005 0.06* 0.5 0.04*+ 005 -008 004 1
Attitude 0.03 0.02 0.03 0.02 -0.05 0.03 0.02 0.04* -0.03 500 1
Payment 0.18* -0.08 007 009 008  -009 004 -0.31*  0.06 0.06 -0.16 1
relatedness  0.09  -0.09* 005 008  -0.07* -005 -0.08  0.06 -0.04  0.06 0.03 0.06 1

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.
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6.3.2 The impact of CEO narcissism on M&A decisiomaking

My first logistic regression analysis is to tes thypothesi$#il relating to the impact
of CEO narcissism on M&A activity, and aims to answee question “Are highly
narcissistic CEOs more likely to conduct mergershtlmvly narcissistic CEOs?”

Table 6-10 provides the results of this regression.

In model 1, | find a positive and significant (et5% significance level) coefficient
0.32 on variablddN (Holder67), which suggests a positive relationdiepwveen the
level of CEO narcissism and the likelihood of a CEfDducting M&A deals. This
result supports my first hypothesid. It appears that a high narcissism CEO is more
likely to conduct M&A deals than a low narcissistB@. To gain better intuition, |
convert the parameter estimates to odds ratiosh@®rbasis, the odds ratio of 1.38
indicates that the odds of an HN CEO conductingad ae around 40% higher than
the odds of an LN CEO doing so. This result is caestswith Malmendier and Tate
(2008), and provides new evidence to support pusvtbeoretical propositions (e.g.,
Roll, 1986; GervaisHeaton and Odean, 2003). We might explain this agpa
strong relation between CEO narcissism and the sitiyjeness of a firm in four
ways. First, HN CEOs, by virtue of their personalligve excessive confidence in
their own abilities, and believe that they will fiem better than the target CEOs.
Therefore, they are more likely to conduct a memerncquisition. Second, CEO
narcissism leads to an increase in the bid prenthah he/she is prepared to pay,
which increases the probability of winning the @arct(conducting the deal). Third,
importantly, my results are consistent with HN CE@#g M&A activity as their

stage on which to act out a drama to gain atterdimh admiration (Chatterjee and
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Hambrick, 2007). Finally, as highly narcissistic CE@re usually glory-seekers and
have a strong need for a “rapid change of cour€&atterjee and Hambrick, 2007;
Lubit 2002), they tend to use M&A activity as a wafybuilding up their glories and

feeding their need for excitement.

My results also show that three control variables sagnificant. The odds ratio for
Szeis 1.26, and significant at the 1% significanoeelgsuggesting that the CEOs of
larger firms are a quarter more likely to conduargers or acquisitions compared
with those of smaller ones, which is consistenhuwilite prior literature. One possible
explanation for the firm size effect on firm acqtneness is that large firms have
fewer financial constraints (i.e., more internatl axternal resources) than smaller
firms in making M&A deals. In addition, we may suse that the CEOs of larger
firms are likely to have a greater propensity tdibk high levels of narcissism
because of their associated greater power, autheompensation, reputation and
public profile compared to the CEOs of smaller firraad thus be more likely to
conduct M&A deals. Another control variabl€F, is also found to be positively
related to firm acquisitiveness. The parameter edgérfor CF is 0.22 and significant
at the 10% level. This finding is consistent witle finee cash flow hypothesis in the
literature. That is, firms with large amounts of essive cash flow tend to invest in
such projects as mergers or acquisitions, as theg Bbundant internal resources to
conduct such deals. | also find a significant (et 5% level) positive coefficient of
0.17 forQ. This suggests that firms with a higher value dbifis Q are more likely
to conduct a merger, which is consistent with theéh@ory of mergers (Servaes,
1991). It seems that a firm’s M&A activity may pgrbe a response to profitable

reallocation opportunities (Jovanovic and Rouss2a02). In addition, the one-year
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lagged stock return is positively associated witinfacquisitiveness at the 10%
significance level. We may explain this from twopests. On the one hand,
inefficient markets often overvalue good past penfance, and the consequently
overvalued stock is then used as “cheap currengyCBOs to conduct M&A deals

(Dong, Hirshleifer, Richardson, and Teoh, 2006). e other hand, we may
speculate that good recent stock market performarae serve to provide positive
feedback reinforcing a CEQ’s narcissistic persoypaliaracteristics, further inflating

his/her self-view leading to additional M&A deals.

Table 6-10 also presents the regression resultsooel 2 that uses media portrayal
as the CEO narcissism measure. The results are istmilaose of model 1, although
the significance level for some parameter estimabesmges slightly. The coefficient
on HN is still positive and significant (at the 10% I8yalthough the odds ratio is
slightly lower, down from 1.38 using the Holder67easure to 1.27, and the
significance level decreases from 5% to 10%. Onwhele, my results are not

sensitive to the change of measure for CEO naroissis

As mentioned before, the content analysis of CE€eslp measure is not used here,
as the construction of this measure is based omanhé/sis of CEO speech about a
specific deal, and it is impossible to have sushbeech from the CEO who has never
conducted an M&A deal. (In this regression, theeobations include both CEOs

who have conducted deals and those who have not.)
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Table 6-10 Logistic regression: CEO narcissism andl&A decision making

Y=a, + BHN + B,CG+ B,Sze+ £SO+ fVO+BCF + BQ+ [, T&tUMN g, , + &

The dependent variabMis a binary variable which equals 1 if the firm anncech at least one deal (successful bid and comptigad) in a specific firm year
during the period from January 1, 1993 to Decen8igr2005, otherwise 0. HN is a dummy variable edaal for highly narcissistic CEOs, and equal to 0
otherwise. (HN is derived from Holder67 in modehdd the media portrayal narcissism proxy measureaddel 2). CG is the GIM’s G index, the proxy for
corporate governance quality. Size is the natagdlithm of acquirer total assets at the end ofldbefiscal year before the deal announcement Bfaris the
fraction of company stock owned by the CEO at thet &f the last fiscal year before the deal annommacg year. VO is the CEO’s holdings of exercisaiggons,
as a fraction of common shares outstanding. Clkeisibrmalized ratio of firm cash flow, given by mags before extraordinary items plus depreciatitivided by
the beginning of the year capital. (Here, capi&aheasured as property, plant and equipment.) pf@sents Tobin’s Q, defined as the market valuesséts/book
value of assets, where the book value of assattaFdssets, and the market value of assets =assaits + market equity - book equity. Market ggaitommon
share outstanding x fiscal year closing price, landk equity = total assets-total liabilities-preéat stock + deferred taxes. | report the regresseunlts based on
using Holder67 and media portrayal as the measiir€&O narcissism respectively. retugn, represents the 1-year lagged stock return. i talso shows
the coefficients in the form of odds ratios.

Model 1 Model 2
Variables (Based on Holder67) (Based on media portrayal)
Coefficient Odds ratio z-Statistics Coefficient Qddtio z-Statistics
HN 0.32 1.38 2.51* 0.24 1.27 1.76*
CG 0.01 1.01 0.64 0.00 1.00 0.48
Size 0.23 1.26 2.76%* 0.22 1.24 2.54**
SO -0.89 0.41 -0.76 -0.94 0.39 -0.66
VO -0.53 0.59 -0.61 -0.51 0.60 -0.44
CF 0.22 1.24 1.80* 0.20 1.22* 1.77*
Q 0.17 1.19 2.08** 0.18 1.20 2.11**
returfear-1 0.10 1.10 1.73* 0.08 1.08 1.75*
LR statistic 64.12%+* 59.71%*
Observations 22,103 16,418

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.
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6.3.3 The impact of CEO narcissism on M&A short run (announcement)
performance

To examine empirically the market reactions toM&A deals announced by highly
narcissistic CEOs, | conduct a multiple regressioalysis to test my second
hypothesisH2 relating to the impact of CEO narcissism on M&A auncement
performance. The results are presented in Table 6-Ihe dependent variable is the
3-day (-1, +1) event window CAR. The binary variabibl is derived from three
measures of CEO narcissism-Holder67, media portrayal content analysis of

CEO speech in models 1, 2, and 3, respectively.

The regression results of model 1 show a signifi¢ahtthe 5% level) negative
coefficient of -0.015 for variablelN (Holder67). | also find a significant (at the
5% level) negative coefficient of -0.037 for valakCG (proxy for quality of
corporate governancé&).In addition, the coefficients of two other contvalriables,
Payment and Sze, are also found to be significant. The coefficient variable
Payment (the payment method of a deal) is 0.013 and iigaificant at the 1%
level. The coefficient of the variabigze is -0.190 and significant at the 5% level.
When using the media portrayal measure (model dla coefficient of -0.009
for variable HN and the significance level decreases to 10%. Wemment
analysis of the CEO speech measure is used in n3aekignificant (at the 5%
level) negative coefficient of -0.013 is reportsdnilar to the result for model 1.
On the whole, the use of different proxies for lgwel of CEO narcissism does not

have significant effects on my results, thoughrttfagnitude of the coefficients and

* The CG index is constructed in such a way that, higher the index, the lower the corporate
governance quality.
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the significant level for some coefficients do charslightly.

The results thus suggest that CEO narcissism hagndicant negative impact on
acquiring firm short run cumulative abnormal regjrwhich support my hypothesis
H2. It seems that the market is able to identify Mh&A deals announced by HN
CEOs and responds accordingly, which is consist@&httive findings of Malmendier

and Tate (2008).
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Table 6-11 Multiple regression: the impact of acquing firm CEO narcissism on firm short run (announcement) M&A performance

CAR=a, + y,HN + §,S0 + yVO + y,CG + y.RSze + y relatedness + y,Growth + y, Attitude + y,Payment + y,Size + £

The dependent variable is the 3-day (-1, 1) evantlew CAR for the acquiring firm. HN is a dummy iable equal to 1 for highly narcissistic
CEOs, and equal to 0 otherwise. (HN is derived fidoider67 in model 1, media portrayal in model 2¢d @ontent analysis of CEO discourse in
model 3.) CG is GIM’s G index, a proxy for corp@aovernance quality. SO is the fraction of compstock owned by the CEO at the end of the
last fiscal year before the deal announcement y#aiis the CEO’s holdings of exercisable optionadsaction of common the shares outstanding.
Attitude is a binary variable, where 1 signifieattithe deal attitude is classified as “hostile’d @nsignifies “friendly” or “neutral’. Payment &
binary variable, where 1 signifies that the metbbdeal payment is cash, otherwise 0. relatedrseadinary variable where 1 signifies that the firs
two digits of the SIC code of the acquirer and ¢ghoSthe target are the same. Rsize is the relaireeof the target firm. Growth is the target’sBvI/
ratio, which is used to proxy for firm growth opt® Size is the natural logarithm of acquirer tatdets.

Model 1 Model 2 Model 3
Variable (Based on Holder67) (Based on media portrayal) (Based on content analysis of CEO speech)

Coefficient t Statistics Coefficient t Statistics odficient t Statistics
HN -0.015 -2.336** -0.009 -1.920* -0.013 -2.581**
CG -0.037 -2.492** -0.039 -2.399** -0.021 -1.779*
SO 0.078 1.227 0.080 1.106 0.057 0.971
VO 0.112 1.021 0.107 1.193 0.120 1.204
Attitude -0.002 -0.177 -0.001 -0.183 -0.000 -0.149
Payment 0.013 2.845%** 0.012 2.737%** 0.015 2.911***
relatedness 0.007 1.001 0.006 0.974 0.004 0.834
RSize 0.145 0.183 0.147 0.179 0.129 0.163
Growth 0.121 0.328 0.130 0.301 0.172 0.297
Size -0.190 -2.481** -0.183 -2.330** -0.158 -1.905*
AdjustedRZ 0.06 0.05 0.05
F- test 9.67*** 9.58*** 13.49***
Observations 1,888 1,722 1076

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.
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To further investigate the market reaction to CEfcissism tendency in M&A
deals, | divide the full M&A sample into two groupdeals conducted by high
narcissism CEOs and those conducted by low nantisSiEOs. Then | calculate
the average cumulative abnormal returns to the iangufirms in each group
respectively. Table 6-12 presents the results. dverage three-day cumulative
abnormal return (CAR) in my full sample is 0.36%g(sficant at 1% level). The
average CAR to the deals conducted by high nasossCEOs is 0.12%
(significant at 5% level) and it is 0.73% (signdmt at 1% level) for the deals
conducted by low narcissism CEOs. The average CARhodeals by HN CEOs
is 24 basis points below the full sample average @h basis points below the
average CAR for the deals by LN CEOs. There are twterpial interpretations of
this negative impact of CEO narcissism on firm shont performance. First, high
narcissism CEOs make a bid due to their inflated-\selvs and excessive
confidence and the market can identify this unséaliexpectation and react
negatively. Second, as high narcissism CEOs areefgmthe overbidding problem,

the market views the bids by HN CEOs as bad news.

Table 6-12 Average CARs of the deals conducted byNHand LN CEOs

This table presents the results of the mean cuimelabnormal returns (over the three-day
announcement time window) of the full sample de#ite deals conducted by highly
narcissistic CEOs and the deals conducted by loatgissistic CEOs, respectively.

Full sample Deals conducted  Deals conducted
(%) by HN CEOs (%) by LN CEOs (%)
Mean CAR 0.36 0.12 0.73
(-1, +1) day
Patell Z 5.609*** 2.793** 4.368***
Statistics

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.
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BesidesHN, my regression results also show that some comtmoébles have a

significant impact on firm short run M&A performasc

The quality of corporate governance has the expeeféstt: better corporate
governance (lowerCG) is associated with better short-term (announcémen
performance, which is consistent with the generatigepted argument that good

corporate governance can mitigate the agency proale enhance firm value.

My results also demonstrate that the short-terrm@ancement event window)
market reaction to firms conducting cash paymemisies better than that to firms
conducting non-cash (mainly stock financing) payteeals. This finding is

consistent with most of the previous M&A literatuieg., Travlos, 1987; Asquith,
Bruner, and Mullins, 1987). One explanation for freeyment method effect is the
signalling hypothesis: if the CEO believes that fi@’s stock is overvalued in the
market, he/she would prefer to use equity to fieatiee deal. If the CEO believes
that the firm’s stock is undervalued, he/she woptdfer cash payment to stock
payment. Therefore, in the eyes of investors, th@'si decision to use cash to
finance the deal constitutes a positive signal aboeireal value of the firm’s stock,
and, in parallel, the firm’s decision to use stdickancing conveys a negative signal

about its future prospects.

In addition, my finding that the acquirer’s sizensgatively associated with M&A

announcement performance at the 5% level is cemdistith the results of Moeller,
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Schlingemann, and Stulz (200%). A possible explanation of this size effect from a
narcissism perspective is that, once again, the GiEQarge firms usually receive
higher rewards and more attention than those ofldimas, thus increasing their
tendency to adopt narcissistic beliefs and behayvend generally reinforcing their
narcissistic personality. Consequently, the CEO$afe firms are more likely to
conduct value-destroying deals than those of smétias, driven by their greater

propensity towards destructive narcissism.

6.3.4 The impact of CEO narcissism on firm long rurpost-M&A performance

In examining the impact of CEO narcissism on firrndorun post-M&A
performance, my hypothesi$3is tested through regression analysis using equatio
(3). In this case, the dependent variable is the 2-¢Ba24 month) post-M&A deal
event window BHAR. The binary variabldN is derived from three measures of
CEO narcissism — Holder67, media portrayal, and dbetent analysis of CEO

speech in models 1, 2, and 3, respectively. Thdtseste reported in Table 6-13.

| find significant and negative coefficients -0.020.017 and -0.024 on variable
HN in all three models, significant at the 5% levsing Holder67, and at the 10%
level using media portrayal and content analysisC&O speech. This finding
suggests that, on average, a high level of CEO swmson has a significantly
negative impact on acquiring firm long run post-M&#&rformance. This result
supports my hypothesk3 and is consistent with the findings of previousafice

and management studies (e.g. Aktas et al, 2005i€2jeee and Hambrick, 2007).

5 They find that the acquirer announcement retumougjhly two percentage points higher for small
acquirers than large acquirers, irrespective ofdhe of financing.
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Table 6-13 Multiple regression: the impact of acquing firm CEO narcissism on firm long run post-acquisition performance
BHAR =a, + y,HN + y,S0 + y,VO + y,CG + y.RSze + y, relatedness + y,Growth + y, Attitude + y, Payment + y,,Sze + ¢

The dependent variable is the 2-year (1, 24 mdBHAR for the acquiring firm. HN is a dummy varialdgual to 1 for highly narcissistic CEOs,
and equal to 0 otherwise. (HN is derived from Hobdein model 1, media portrayal in model 2, andtenhanalysis of CEO discourses in model 3.)
CG is GIM’s G index, a proxy for corporate govercamuality. SO is the fraction of company stocked by the CEO at the end of the last fiscal
year before the deal announcement year. VO is B@'€holdings of exercisable options as a fractibthe common shares outstanding. Attitude
is a binary variable, where 1 signifies that thaldstitude is classified as “hostile”, and 0 sfggs “friendly” or “neutral”. Payment is a binary
variable, where 1 signifies that the method of gglment is cash, otherwise 0. relatedness isaybirariable, where 1 signifies that the first two
digits of the SIC code of the acquirer and thostheftarget are the same. Rsize is the relatieedfithe target firm. Growth is the target's M/Bioa
which is used to proxy for a firm's growth optior®ize is the natural logarithm of acquirer totaleds.

Model 3
Model 1 Model 2 (Based on content analysis of CEO
Variable (Based on Holder67) (Based on media portrayal) speech)
Coefficient t Statistics Coefficient t Statistics odificient t Statistics

HN -0.019 -2.444** -0.017 -1.743* -0.024 -1.828*
CG -0.023 -2.571** -0.020 -2.336** -0.016 -2.203**
SO 0.068 0.794 0.065 0.647 0.053 0.564
VO 0.174 2.939*** 0.169 2.788*** 0.148 2.510**
Attitude 0.000 0.109 0.000 0.117 0.000 0.097
Payment 0.015 1.769* 0.015 2.417* 0.011 1.836*
Relatedness 0.049 0.877 0.052 0.909 0.061 0.845
RSize 0.065 0.157 0.057 0.174 0.049 0.148
Growth -0.031 -0.210 -0.033 -0.312 -0.021 -0.316
Size -0.091 -0.844 -0.088 -0.902 -0.069 -0.887
AdjustedR? 0.05 0.04 0.05
F- test 8.96*** 8.73*** 11.44%*
Observations 1,888 1,722 1076

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.
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To investigate further the impact of CEO narcissigndency on firm long run
post-acquisition performance, | compare the buyasld abnormal returns to the
deals conducted by high narcissism CEOs and thasa@ucted by low narcissism
CEOs. Table 6-14 shows the results. The average @éaplyuy-and-hold abnormal
return (BHAR) in my full sample is -3.64% (signiict at 5% level). The average
BHAR for the deals conducted by high narcissism CEB04.74% (significant at the
5% level) and it is -2.43% (significant at the 5étdl) for the deals conducted by
low narcissism CEOs. The average BHAR for the deglgid CEOs is 110 basis
points below the full sample average and 231 hasists below the average BHAR
for the deals by LN CEOs. This result further canrmy regression results, and
suggests a negative association between level of EC€ssism and firm long run

post-acquisition performance.

Table 6-14 Average BHARSs of the deals conducted YN and LN CEOs

This table presents the results of the mean buyhaidi abnormal returns (over a one-year
post-acquisition time window) of the full sampleatle the deals conducted by highly
narcissistic CEOs and the deals conducted by loatgissistic CEOs, respectively.

Full sample Deals conducted  Deals conducted
(%) by HN CEOs (%) by LN CEOs (%)
Mean (+1, +12) -3.64 -4.74 -2.43
month BHAR
Patell Z Statistics -2.432** -2.397** -2.361**
Cross-correlation -2 365+ -2 30g#k L2 270%

adjusted t-te§t

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.

“ | also report the adjusted t-test using Mitcheldl &Stafford (2000) to account for cross-correlation
(cross-sectional dependence) of BHARs
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A possible interpretation of the negative relatlopsbetween CEO narcissism
tendency and firm long run post-M&A performanceassfollows. The M&A decision
of HN CEOs may often be driven by their destructiagcissistic personalities, with
them mistakenly believing that they have supermlitees, and that “they can run the
acquired firm better than the incumbent managem@dlatterjee and Hambrick,
2007). However, in realityy, HN CEOs are “frequenthyeak at implementing
programs” as “their lack of attachment to a setvalues” often leads to sudden
changes in organizational plans, “never finishing process of building needed core
competencies” (Lubit, 2002). The poor post-M&A imagon problem, reported in
the strategic management literature, clearly résléas attribute of CEO narcissistic

personality, and is a plausible explanation forltmg run M&A underperformance.

My results also show significant positive coeffidi® of 0.174 (significant at the
1% level), 0.169 (significant at the 1% level), ahd48 (significant at the 5%
level) for variableVO (CEO vested option holdings) in model 1 (based on
Holder67), model 2 (based on media portrayal), amwdlel 3 (based on content
analysis of CEO speech). This finding suggests tmathigher the CEO vested
option holdings are, the better the long run postger performance. A possible
explanation for this is that the CEQO’s stock optmmpensation package aligns
his/her interests with those of the shareholdefgreby improving firm

performance.

Another control variableRayment (the payment method of a deal), is also found to

be significantly positively associated with firmnp run post-M&A buy-and-hold
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abnormal returns. The coefficients of the varidPégment are 0.015 (significant at
the 10% level), 0.015 (significant at the 5% leyvahd 0.011 (significant at the 10%
level) in models 1, 2, and 3, respectively. Theselte are consistent with findings in
previous studies (Franks, Harris and Mayer, 198&atval, Jaffe, and Mendelker,
1992) and suggest that, as in the regression asafdirm short run performance,
firms that conduct cash deals also perform bettehé longer run than those that
conduct non-cash (mainly stock) deals. A possikfdamnation of this is as follows: a
firm whose stock is undervalued in the market igenikely to finance a deal by
cash, because stock financing would be relativedyenexpensive. After a period of
time, the price of the undervalued stock will graltjymove up to a more normal
level, and therefore we observe better long-terrst-p&A performance in cash
deals. Similarly, a firm whose stock is overvalugdthe market is more likely to
finance a deal through equity, since this is re&y “cheap currency”. However,
after a period of time, the price of the overvalséatk will gradually move down to
a more normal level. In this case, we would obséneerelatively poorer long-term
post-M&A performance of equity deals compared witie performance of cash

deals.

Finally, the significant negative coefficients -B3) -0.020, and -0.016 for the
variable CG are reported in models 1, 2, and 3, respectivEe significance
levels are 5% across all models. This result corsfithe generally accepted view
that a good corporate governance mechanism can tonorthe M&A

decision-making, mitigate agency problem, and cguestly enhance firm value.
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6.3.5 The impact of target firm CEO narcissism on MA announcement and
long run post-M&A performance

As mentioned before, previous studies only focushenCEO narcissism (or related
constructs) of acquiring firm, with any potentiarpllel impact of the narcissistic
personality of the target firm CEO not consideredtHis study, | argue that CEO
narcissistic tendency, as a personality trait,egumlly exist among target firm CEOs.

Therefore, in this sub-section, | include variattg, (target firm CEO narcissism

dummy) in my multiple regression model to examihe parallel impact of target
firm CEO narcissism on M&A announcement and long npost-acquisition

performance. My two hypothesé$4 andH5, are tested.

Results are presented in Tables 6-15 and 6-16.d€pendent variable is again the
3-day (-1, 1) event window CAR when examining thgact of target firm CEO
narcissism on acquiring firm M&A announcement parfance in Table 6-15, and
the 2-year (1, 24 month) event window BHAR whenmixang the impact of target
firm CEO narcissism on acquiring firm long run p&&A performance in Table
6-16.The value oHN, is derived from the Holder67 measure in modehé,media
portrayal measure in model 2, and the content aisalyf CEO speech measure in
model 3. The value dfiNris derived from the Holder67 measure in model 4, the
media portrayal measure in models 2 and 3. Hate,riot use the content analysis of
CEO speech proxy to measure the level of target@E® narcissism. The reasons

for this have been discussed in section 4.4.2.3.

Table 6-15 shows the results of model 1 which reaaignificant (at the 10% level)
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negative coefficient -0.007 for varialii,, while the coefficient for variable
HN is -0.008 but not significant. The results for med2land 3, however, report
significantly negative coefficients for both varies. In model 2, the coefficient of
HN, is -0.012, which is more negative than that of elall but the significance
level decreases from 5% to 10%. The coefficientHd is -0.005 and significant
at the 5% level. In model 3, the coefficient 8N, is -0.009 and significant at the
5% level. The coefficient ofHN, is still negative (-0.003), though the significanc
level decreases from 5% to 10%. In brief, the coieffits for the variableHN, and
HN, are reported as being significantly negative acedsthree models except for
the coefficient oHN, in model 1. This exception might be a reflectiortiug small
sample size in model 1, with only 342 observatiofise sample size of model 1
(based on Holder67) is smaller than that of modeland 3 because the model
requiring the construction of Holder67 for both @euiring and target CEO limits
my sample to a small number of cases in which dney sample firms acquired
another one of my sample firms. In other wordsjliydave 342 such acquirer-target

CEO (firm) pairs in my CEO dataset.

The results for models 2 and 3 thus support my lngsis H4, and suggest a
negative impact of such a narcissistic tendencyacqguiring firm cumulative

abnormal returns during the announcement periopgogsible explanation could be
the overpayment (overbidding) problem. More naisisc target firm CEOs are
likely to have an inflated idea of their own selbsth and abilities, and believe that
they can perform at least as well as, or even béftien, the potential takeover

management. They will therefore require a highecgoduring the bidding process,
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leading to the acquirer having to pay a higher thptimal premium to complete the
deal successfully. The market seems to have thayatml detect such a potential
overpayment, and consequently, target firm CEO ssisin is reflected in the firm’s
cumulative abnormal returns during the short rural d@ahnouncement period
negatively. My regression results on M&A short performance thus highlight the
role of target firm CEO narcissism in explaining M&hort run performance and
provide empirical evidence for the original predintmade by Malmendier and Tate

(2003), but not empirically tested by them.

Table 6-16 shows the regression results for theofesrget firm CEO narcissism on
acquiring firm long run post-acquisition performand¢ do not find any significant
link between target firm CEO narcissism and acqgiriirm long run

post-acquisition BHARs. Although three negative fioents (-0.001, -0.003, and
-0.002) for variableHN, are reported in models 1, 2 and 3 respectivelgenof

them is statistically significant. However, it isgsible that the impact of target firm
CEO narcissism on firm long run post-acquisitionf@enance is overwhelmed by

many other effects as there are so many otherrfatiiat could affect firm long run

performance.
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Table 6-15 Multiple regression: the impact of targefirm CEO narcissism on acquiring firm short run (announcement) M&A performance

CAR =aqa, + y;HN, + y,HN; + ,S0 + y, VO + y.CG + y,RSze + y,relatedness + y,Growth + y, Attitude + y,,Payment + ,,Sze + £

The dependent variable is the 3-day (-1, 1) eventdow CAR for the acquiring firm. HNmeasures the acquiring firm CEO narcissism, ang s
equivalent for the target firm. HNand HN- are dummy variables equal to 1 for highly narsissiCEOs, and equal to O otherwise. Hisl derived from
Holder67 in model 1, media portrayal in model 2] aontent analysis of CEO discourse in model 35 i$Nderived from Holder67 in model 1, and media
portrayal in models 2 and 3. CG is the GIM’s G ixde proxy for corporate governance quality. S@hésfraction of company stock owned by the CEO
at the end of the last fiscal year before the demlouncement year. VO is the CEO’s holdings of @gable options as a fraction of common shares
outstanding. Attitude is a binary variable, whéresignifies that the deal attitude is classified“lasstile”, and O signifies “friendly” or “neutral”
Payment is a binary variable, where 1 signifies tha method of deal payment is cash, otherwigel@tedness is a binary variable, where 1 signifias

the first two digits of the SIC code of the acquiaed target are the same. Rsize is the relatae i the target firm. Growth is the target's M/&io,
which proxies for firm growth options. Size is tha&tural logarithm of acquirer total assets.

Model 1 Model 2 Model 3
(HN,: Holder67, (HN,: media portrayal, (HN,: content analysis of CEO speech,
Variable HN;, : Holder67) HN, : media portrayal) HN, : media portrayal)
Coefficient t Statistics Coefficient t Staitist Coefficient t Statistics

HNa -0.007 -2.092* -0.012 -2.140* -0.009 -2.236**
HN- -0.008 -1.509 -0.005 -2.227** -0.003 -1.880*
CG -0.028 -1.396 -0.030 -1.742* -0.017 -1.429
SO 0.025 1.171 0.067 1.203 0.049 1.193
VO 0.055 0.924 0.113 1.011 0.098 0.979
Attitude -0.000 -0.095 -0.002 -0.142 -0.000 -0.127
Payment 0.017 2.470%* 0.011 2.682*** 0.013 2.593***
relatedness 0.010 1.397 0.007 1.416 0.006 1.725*
RSize 0.155 0.148 0.132 0.177 0.100 0.165
Growth 0.188 0.299 0.127 0.357 0.153 0.318
Size -0.130 -1.973* -0.174 -2.482** -0.149 -2.230**
AdjustedRZ 0.07 0.06 0.06
F- test 9.17*** 12.46*** 10.71%**
Observations 342 1316 661

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.
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Table 6-16 Multiple regression: the impact of targefirm CEO narcissism on acquiring firm long run post-acquisition performance
BHAR =a, + y,HN, + y,HN; + ),S0 + VO + y,CG + y,RSze + y,relatedness + y,Growth + y, Attitude + y,,Payment + y,,Sze + £

The dependent variable is the 2-year (1, 24 mddHAR for the acquiring firm. HIN measures acquiring firm CEO narcissism, and: ¢ equivalent
for the target firm. HIN and HN- are dummy variables equal to 1 for highly narsissiCEOs, and equal to 0 otherwise. Hisl derived from Holder67 in
model 1, media portrayal in model 2, and conteatyais of CEO discourse in model 3. HIS derived from Holder67 in model 1, and mediatiayal in
models 2 and 3. CG is the GIM’s G index, a proxydorporate governance quality. SO is the fractibnoompany stock owned by the CEO at the end of
the last fiscal year before the deal announcemeat. WO is the CEO’s holdings of exercisable otias a fraction of common shares outstanding.
Attitude is a binary variable, where 1 signifiegttithe deal attitude is classified as “hostile"d &nsignifies “friendly” or “neutral”. Payment & binary
variable, where 1 signifies that the method of greegiment is cash, otherwise 0. relatedness isamybirariable, where 1 signifies that the first tdigits of

the SIC code of the acquirer and target are thees&wsize is the relative size of the target firmoviah is the target's M/B ratio, which proxies fiimm
growth options. Size is the natural logarithm ajuicer total assets.

Model 1 Model 2 Model 3
(HN,: Holder67, (HN,: media portrayal, (HN,: content analysis of CEO speech,
Variable HN, : Holder67) HN, : media portrayal) HN, : media portrayal)
Coefficient t Statistics Coefficient t Statistics odificient t Statistics

HNa -0.028 -1.791* -0.031 -2.220** -0.025 -0.819*
HNt -0.001 -0.916 -0.003 -0.987 -0.002 -0.933
CG -0.029 -1.812* -0.018 -2.438** -0.025 -2.301**
SO 0.086 0.701 0.056 0.803 0.071 0.785
VO 0.146 1.861* 0.152 2.606*** 0.137 2.362**
Attitude 0.000 0.134 0.001 0.185 0.001 0.160
Payment 0.020 1.509 0.011 2.214** 0.009 1.836*
relatedness 0.031 0.587 0.045 0.792 0.057 0.613
RSize 0.022 0.133 0.064 0.194 0.038 0.168
Growth 0.001 0.147 -0.028 -0.217 -0.015 -0.194
Size -0.037 -0.662 -0.071 -0.829 -0.064 -0.714
Adjusted R2 0.06 0.05 0.06
F- test 8.99%** 13.75%* 11.50***
Observations 342 1,316 661

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.
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6.4 Summary

In this chapter, | first investigate acquiring firglhort run (announcement) M&A
performance and long run post-acquisition perforredny conducting event studies
based on different models and market indices. Thempirically examine the role
of CEO narcissism in M&A decision-making and its #ep on firm M&A

performance by conducting a series of multiple esgion analyses. My five

hypotheses are tested respectively.

My results from the event studies report significanmulative abnormal returns
around the M&A announcement, which suggest thatthat aggregate level, the
market views an M&A announcement as good news aadts positively. On the
other hand, in the long run event studies, sigaificnegative mean BHARs are
reported, which suggest that, at the aggregatd, laequiring firms underperform
their benchmark portfolios in the long run. My ritsware not sensitive to the choice

of different models and market indices.

Following the evaluation of firm M&A performance ekamine the role and impact
of CEO narcissism in M&A activity. The main resulté my multiple regression

analyses are as follows:

First, in my logistic regression analysis, a sigaifitly positive relationship between
the level of CEO narcissism and the likelihood cZEBO conducting M&A deals is
detected, which supports my first hypotheldis. The result suggests that a high

narcissism CEO is more likely to conduct M&A deddar a low narcissism CEO, as
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consistent with Malmendier and Tate (2008). My hssalso suggest that the CEOs
of larger firms are a quarter more likely to condenergers or acquisitions compared
with those of smaller ones; CEOs of firms with abamtdcash flows are more likely
to conduct M&A deals; and CEOs of firms with a higbbin’s Q are more likely to
conduct M&A deals. The results of the two modelsngisHolder67 and media

portrayal as CEO narcissism measures are very simila

Second, my result of OLS multiple regression anslys firm short run M&A

performance supports my hypothesi2, and suggests that acquiring firm CEO
narcissism has a significant negative impact onuiacg firm short run

(announcement) cumulative abnormal returns. Theetlparallel measures of CEO
narcissism — Holder67, media portrayal, and cordeatysis of CEO speeches — are
used in the regression analysis, and the reswdtsiarilar across all three measures.
In addition, I find that, in the short run, cashdncing deals perform better than
non-cash financing deals; smaller acquirers perfoetter than large acquirers; and
the market reaction to a deal conducted by a fiith good corporate governance is

better than that conducted by the firm with poapooate governance.

Third, my multiple regression analysis of firm lomgn post-M&A performance
reports a significantly negative relationship beswecquiring firm CEO narcissism
and firm post-acquisition buy-and-hold abnormalumnet This result supports my
hypothesisH3 and suggests that, on average, CEO narcissismivelgampacts on
firm long run performance. In addition, my resustisggest that the CEO vested

option holding is positively associated with firmon run post-acquisition
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performance; acquirers with good corporate gover@ahave better long run
post-acquisition performance; and cash paymensdsaiform better than non-cash

payment deals in the long run.

Finally, the results of my parallel multiple regses), including target firm CEO
narcissism, support my hypothekid, and show a significantly negative relationship
between target firm CEO narcissism and acquiring tumulative abnormal returns
during the announcement period. On the other hdhdre is no significant
relationship detected between target firm CEO nsisns and acquiring firm long

run post-acquisition performance.
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Chapter 7 Additional analysis

7.1 Introduction

In last chapter, | examined the role of acquirimgpfand target firm CEO narcissism
in M&A decision-making and their impact on acqugifirm M&A short run and
long run performance by testing a series of hym®bkeThe main research questions
of this study have been addressed and discuss@gtudg there are three interesting
guestions needing to be further investigated. Fifsall, does CEO narcissism in
large firms have the same (or same degree of) ingpad&A decision-making and
firm performance as that in small firms? Secondy gaod corporate governance
help to ameliorate the negative impact of CEO naisms in M&A? And finally,
what is the impact of CEO narcissism on firm M&A feemance when such a
narcissistic tendency exists in both the acquiriingn and the target firm

concurrently?

To address these questions in this chapter, Ideselop a set of hypotheses and then
conduct a series of additional regression analyseest these hypotheses. | also
calculate and compare the average CG score ofrthe Wwith high narcissism CEOs
and that of the firms with low narcissism CEOs toestigate the potential

association between corporate governance and CE@siatic tendency.

This chapter is organized as follows: section 7.2etips a set of hypotheses
regarding the three additional research questiSastion 7.3 present the regression
models employed in additional analyses. Sectiorrépérts and discusses the results

of the additional regression analysis. Sectionsdrfimarises the chapter.
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7.2 Hypotheses

7.2.1 CEO narcissism in large firms and small firms

In this sub-section, | develop my hypotheses raggrthe relation between firm size
and CEO narcissism and its impact on a firm's M&Aiaty, based on three

perspectives — CEO compensation, public attentioth,camprehensiveness.

There is a rich literature (e.g. Ciscel and Cart®i80; Murphy 1985; Gomez-Mejia,
Tosi, and Hinkin, 1987; Kostiuk 1989; FinkelstemdaHambrick, 1989; Zhou, 2000)
exploring the link between firm size and CEO compéine and the majority of
previous studies suggest a strong positive relshigpnbetween CEO pay and firm
size. That is, CEOs of large firms receive higher pensation than those of small
firms. High CEO compensation may provide positivedigack (Paredes, 2005),
which could promote excessive CEO confidence (ackeyacteristic of a narcissistic
personality) about his/her own abilities or reim®rhis or her already existing
narcissistic tendency. Therefore, it is reasonablexpect that on average the CEOs
of large firms have a higher degree of CEO nargisdisan those of smaller firms
and consequently this may have a larger impaciron M&A decision-making and

performance.

Besides CEO compensation, the different degreesubligpattention received by
CEOs of large and small firms could be another neasby we expect different
degrees of CEO narcissism in firms of different siZEhe literature (e.g. Hayward,

Rindov, and Pollock, 2004) shows that CEOs of |dirges are more likely to attract
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public attention (media coverage) and to becoméelxiy” than those of small
firms. Such media eulogising may again lead to a GB@restimating his/her
abilities and promoting an inflated self-image, @¥hiconsequently triggers, or
further enhances existing narcissistic tendencidgerefore, | propose that such
public attention and praise could be a second @ldeading to a higher degree of

CEO narcissistic tendency in large firms compareithad in small firms.

Finally, previous studies suggest that psycholdda@ors have a stronger impact on
decision-making when an individual faces a situatiith higher degree of

complexity (Nofsinger, 2005). The literature (e.gediickson and laquinto, 1989)
shows that the complexity is positively relateditm size. In other words, the larger
the firm, the more complex the situation that aislen-maker faces. Therefore, we
may expect that CEO narcissism has a stronger inggab&A decision-making in

large firms than that in small firms as the sitoatin large firms is usually more

complex.

Although the potential links between the impacC&O narcissism and firm size in
the context of M&A have not been formally examined far, some related
suggestions have been raised in previous studies. dxample, Moeller,
Schlingemann and Stulz (2004) find that large fioften pay a higher premium than
small firms in an M&A deal; they explain their fimd) as evidence that managerial
overconfidence (a key characteristic of a nardissigersonality) has a stronger

impact on M&A decision-making and performance irg&firms.
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Drawing on these perspectives, | establish thewotig hypotheses:

Hypothesis 1. The positive link between CEO narcissism and the likelihood of a CEO

conducting a deal is stronger in large firms than that in small firms.

Hypothesis 2. Acquiring firm CEO narcissism has a more negative impact on firm

short run M&A announcement performance in large firms than that in small firms.

Hypothesis 3. Acquiring firm CEO narcissism has a more negative impact on firm

long run post-M& A performance in large firms than that in small firms.

7.2.2Corporate governance and CEO narcissism

The empirical results in Chapter 6 have shown thatet is a positive relation
between CEO narcissism and firm acquisitiveness, aarah a CEO narcissistic
tendency has a significantly negative impact om fM&A performance in both the

short run and long run. If CEO narcissism reduceditm value in M&A, can good

corporate governance curb such a destructive s@ticstendency? This question
can be broken down into two sub-questions: (1) whahe relation between the
quality of corporate governance and the existerideighly narcissistic CEOs? (2)
what is the role of corporate governance in amafiog the negative impact of CEO
narcissism in M&A? To address these questions;st flevelop further hypotheses
around the two questions in this sub-section, drehtl empirically test these

hypotheses in next section.
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According to the theory of corporate governance, blasic function of corporate
governance is to ensure that managers maximizeelsblder value, and
value-destroying managers should be removed thrtuglgovernance mechanisms.
However, many ineffective managers (e.g. CEOs wiighlia destructive narcissistic
tendency) may survive due to weak corporate govema-or example, Shleifer and
Vishny (1988; 1989) show that strong manageriatezichment (usually closely
associated with poor corporate governance) canceedbe probability of an
ineffective manager to be replaced. Weisbach (1988)s that the association
between firm performance and CEO turnover is strorajethe firms that have
“outsider-dominated” boards than the firms thatéhamsider-dominated” boards. In
addition, Ippolito (2005) suggests that managetasnofise anti-takeover mechanisms
(e.g. poison pills, staggered boards, anti-greehretn) to prevent themselves from

being taken over, even with evidence of poor pentorce.

So weak corporate governance could be a possilarmation for the continued
existence of CEOs with high narcissistic tendencyinms although they have a
negative impact on firm performance as my resulfgrevious analyses have shown.
On the other hand, strong corporate governance anesths may effectively identify
and remove CEOs with high narcissistic tendencgven prevent highly narcissistic

managers rising to the position of CEO in the faisice.

Hence, | set up the following hypothesis whichelkated to my first sub-question:

176



Hypothesis 4. The relationship between CEO narcissism and the quality of corporate
governance is negative. That is, high CEO narcissism is associated with poor
corporate governance and low CEO narcissism is associated with good corporate

governance.

Besides the role that corporate governance playgemtifying and removing highly
narcissistic CEO or even preventing highly narctgsiadividuals from rising to the
position of CEO in the first place, good governangechanisms may also play an
important role in curbing CEO narcissistic tendennoythe process of M&A
decision-making in two ways. First, effective carte@ governance mechanisms may
help to correct the distorted beliefs of highly assistic CEOs consequently
preventing them from making value-destroying decisi For example, a strong
board with a large proportion of outside directonay be capable of “drawing
managerial attention to information that might cate that their perceptions are
wrong” (Heaton, 2002). Second, good corporate geavse can help keep a CEQO’s
power under control (curb his/her absolute powshich means that even if a CEO
has a highly narcissistic tendency and tends toematue-destroying decisions,
he/she will lack the absolute or dominant powegéb his/her proposal approved.
Indeed, not only the CEQO’s narcissistic tendenclyaso “the ability of the CEO to
impose his or her views on the firm’s decisionstgBn and Sarma, 2007) matters.
In these ways, then, effective governance mechanmay serve to curb the adverse
impact of CEO narcissism in M&A decision-making, seguently ameliorating its

negative impact on firm performance. Hence, thimvahg hypotheses are laid out:
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Hypothesis 5. The positive link between CEO narcissism and the likelihood of CEO
conducting a deal is weaker in firms with good corporate governance, and such link

is stronger in firms with poor corporate gover nance.

Hypothesis 6. Acquiring firm CEO narcissism has less negative impact on firm short
run M&A announcement performance in firms with good cor por ate governance than

in firms with poor corporate governance.

Hypothesis 7. Acquiring firm CEO narcissism has less negative impact on firm long
run post-M&A performance in firms with good corporate governance than in firms

with poor corporate gover nance.

7.2.3The impact of the coexistence of acquiring firm CEQharcissism and target
firm CEO narcissism

In this study, | argue that not only acquiring fi@EQOs, but also target firm CEOs
can be prone to a highly narcissistic tendencthénregression analysis in Chapter 6,
| examine the impact of acquiring firm CEO narcissiend target firm CEO
narcissism on M&A respectively. The empirical reswhow that both acquiring firm
and target firm CEO narcissism have a negative itmpadirm short run and long
run M&A performance (though the impact of targetfiCEO narcissism on firm
long run M&A performance is not significant). Inighchapter, | will go one step
further by raising the question — what is the impaicCEO narcissism on a firm
M&A performance when CEO narcissism exists in bt acquiring firm and the

target firm concurrently?
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As already discussed (Chapter 3, Section 3.2.3pteha&, Section 6.3.5), highly
narcissistic target firm CEOs are likely to ovenmestie the value of their firm to a
bidder and to be overconfident about their ownitghib create value (they believe
they can create as much as or even higher valuethigapotential acquiring firm’s
management team). Consequently, such target firm @&€lssism can push the bid
premium up. Facing a much higher than optimal biehpum, potential acquiring
firm CEOs with high narcissistic tendency may be enlikely to accept this than
CEOs with low narcissistic tendency as they will @gtimate their ability to recoup
the high premium paid or feel entitled to be susfitdsn completing the deal. In this
sense, we may expect that the most serious ovegrgypnoblem occurs, with most
negative impact on firm M&A performance, when battquiring firm and target

firm CEO narcissism exist concurrently. This leadmolast two hypotheses:

Hypothesis 8. The negative impact of CEO narcissism on firm short run M&A
announcement performance is strongest when both acquiring firm and target firm

CEO narcissism exist concurrently.

Hypothesis 9. The negative impact of CEO narcissism on firm long run post-M&A

performance is strongest when both acquiring firm and target firm CEO narcissism

exist concurrently.

179



7.3 Regression models in additional analysis

To examine the set of hypotheses developed indestion, | run a series of

additional regressions using my earlier models wathvant interaction terms.

Specifically, 1 add three interaction terms in thedels used in Chapter 6:
HN*Sze, HN*CG, HNa*HNy. The interaction oHN with Sze is used to examine
if CEO narcissism in large firms has the same &nesdegree of) impact on M&A
decision-making and firm performance as that inlsfitens (Hypotheses 1, 2, 3).
The interaction ofHN with CG is employed to explore if good corporate
governance can help to ameliorate the negativedtrgdadCEO narcissism in M&A
(Hypotheses 5, 6, 7). The purpose of the interadBomHN,*HNy is to examine
the impact of CEO narcissism on firm M&A performangben such narcissistic
tendency exists in both the acquiring firm and theget firm concurrently
(Hypotheses 8 and 9). The five regression modeitayoadditional analysis are as

follows:

Model 1: (Logit regression): to test the relationship betw€EO narcissism and
M&A decision-making

Y=a,+ B HN+ B,CC + B,Sze + 5,80 + SVO + S;CF + B;Q + Byreturn o,
+ B,High _tech _dummy + B,,HN * Sze + S, HN *CG + ¢ (1)

Model 2 to test the impact of acquiring firm CEO narcissisn firm M&A short run
(announcement) performance

CAR =a,+ y,HN + y,S0 + p,VO + y,CG + y.RSze + y,relatedness + y,Growth + y, Attitude + y,Payment
+ V0 Sze + y, High _tech _ dummy + y,,HN * Sze + y,,HN * CG + & 2
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Model 3 to test the impact of acquiring firm CEO narcissisn firm long run

post-acquisition performance

BHAR =a, + y;HN + y,S0 + y,VO + y,CG + y, RS ze + y,relatedness + y,Growth + y, Attitude + y, Payment

+y,,Sze+ y,, High _tech _dummy + y,,HN * Sze+ y,,HN * CG + & 3

Model 4 to test the impact of the (concurrent) coexisten€ both acquiring and

target firm CEO narcissism on acquiring firm shai (announcement) performance

CAR=a,+ y,HN, + y,HN; + y,SO + y VO + y,CG + y;RSze + y,relatedness + y,Growth + y, Attitude 4
+ o Payment + y,,Sze + y,,High _tech _dummy + y;,,HN, * Sze + y; ,HN ,* CG + ), .HN , * HN; + &

Model 5 to test the impact of the (concurrent) coexisten€ both acquiring and

target firm CEO narcissism on acquiring firm longn rpost-M&A performance

BHAR = a, + y;HN, + y,HN; + y,S0 + VO + .CG + y,RSze + y,relatedness + y,Growth + y, Attitude (5)
+ o Payment + y,,Sze + y,,High _tech _dummy + y;,HN, * Sze + ;) HN ,* CG + y;,.HN , * HN; + &

Different from the definitions in previous chapteirs this chapterdze is defined as
the natural logarithm of acquirer market capitdiga at the end of the last fiscal
year andRSze is the relative size of the target firm, whichdisfined as the ratio of

the acquirer’s size (market capitalisation) to ¢étigysize (market capitalisation).

7.4 Results of additional analysis

This section presents and discusses the resultiseofegressions that address my
three additional research questions. Tables 72, 7-3, 7-5, and 7-6 report the

regression results.
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7.4.1 CEO narcissism in large firms and small firms

To investigate the hypotheses (1, 2, and 3) reggrtlie role and impact of CEO
narcissism on M&A decision-making and performancérms of different sizes, |
run additional regressions analyses by includirgyittteraction termrHN*Sze in

my models.

In the logistic regression analysis which examitiesrelationship between level of
CEO narcissism and the likelihood of a CEO conducting&A deal (Table 7-1), |
find that the coefficient on the interactiontdN with Sze is positive (0.15 based on
Holder67 measure and 0.13 based on media portreyedsure) and highly
significant (significant at 1% level). This resultpports Hypothesis 1 and suggests
that the relationship between the level of CEO isarsin and the likelihood of a
CEO conducting M&A deals is stronger in large firtign that in small firms.
Besides the three explanations (CEO compensatidiicmttention, and complexity
of situation) discussed in section 7.2 on the dgwekent of hypotheses above, we
may also interpret this finding from another tw@eds. First, in general, CEOs of
large firms often have a higher reputation and iputofile and greater power and
authority, which makes them more likely to domin#itte M&A decision-making
process, while CEOs of small firms usually lack swadminant power. In other
words, CEOs of small firms may lack the power totgetr M&A proposal approved
even if they have a highly narcissistic tenden@cddd, large firms usually have
fewer financial constraints (i.e., more internald aexternal resources) than small
firms when making M&A decisions. In small firms,ethhighly narcissistic CEOs

who would conduct an M&A deal if they had sufficidmancial resources may not

182



be able to do so due to financial restraints. Tioeeewe may observe a weaker link
between level of CEO narcissism and firm acquisi@ss in small firms than large

firms.

| also run another two additional regressions testigate if CEO narcissism in large
firms have the same (or same degree of) impacironM&A performance as that in

small firms. The results are presented in Table(3h2rt run performance) and Table
7-3 (long run performance). The negative coeffideon the interaction term

HN*Sze are reported in both short run and long run peréorce regressions and
they are highly significant across all of the thneeasures of CEO narcissism
(Holder67, media portrayal, and content analysi€BO speech). Specifically, in the
CAR regression, the coefficients on the td#iN* Sze are -0.032 (significant at 5%

level), -0.040 (significant at 1% level), and -G60@ignificant at 5% level) based on
the Holder67 measure, media portrayal measurecam@nt analysis of CEO speech
measure respectively (Table 7-2). In the BHAR rsgian, the comparative

coefficients on the ternHN*Sze are -0.073 (significant at 5% level), -0.081
(significant at 1% level), and -0.068 (significeeit 5% level) based on Holder67
measure, media portrayal measure, and content samaly CEO speech measure
respectively (Table 7-3). These results suggestttigahegative relationship between
CEO narcissism and M&A performance is stronger ngdafirms. In other words,

CEO narcissism has more negative impact on M&A parémce (both short run and
long run) in large firms than in small firms. Thiading supports Hypothesis 2 and

Hypothesis 3.
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Table 7-1 Additional logit regression: CEO narcissm and M&A decision making

Y =a,+ BHN + B,CG + B,Size + 5,50 + BNO + B,CF + B,Q+ fyretun,, , + B,High _tech _dummy + B, HN * Size + B,,HN * CG + ¢

The dependent variab¥is a binary variable which equals 1 if the firm annceth at least one deal (successful bid and compdiztal) in a specific firm year during
the period from January 1, 1993 to December 31526therwise 0. HN is a dummy variable equal torlhighly narcissistic CEOs, and equal to 0 othsew{HN
is derived from Holder67 in model 1 and the medianayal narcissism proxy measures in model 2).i€the GIM's G index, the proxy for corporate gawamnce
quality. Size is the natural logarithm of acquineairket capitalisation at the end of the last figealr. SO is the fraction of company stock owngdhie CEO at the
end of the last fiscal year before the deal anneoment year. VO is the CEO’s holdings of exercisaipigons, as a fraction of common shares outstand@if is the
normalized ratio of firm cash flow, given by eamgnbefore extraordinary items plus depreciationidéd by the beginning of the year capital. (Hexapital is
measured as property, plant and equipment.) Qsepts Tobin’s Q, defined as the market value sétathook value of assets, where the book val@ssdts =
total assets, and the market value of assets Fassats + market equity - book equity. Market ggaicommon share outstanding x fiscal year clogirige, and
book equity = total assets-total liabilities-preéet stock + deferred taxes. We report the regresseults based on using Holder67 and media paitray the
measures of CEO narcissism respectively. retyrmepresents the 1-year lagged stock return. High_themmy equals to 1 if the acquiring firm is cléissi as
high-tech firms by Thomson One Banker, otherwis€His table also shows the coefficients in the fafrodds ratios.

Model 1 Model 2
Variables (Based on Holder 67) (Based on media portrayal)

Coefficient Odds ratio z-Statistics Coefficient Qddtio z-Statistics
HN 0.29 1.34 2.44% 0.22 1.25 1.74*
CG 0.02 1.02 0.89 0.02 1.02 0.59
Size 0.23 1.26 2.69%+* 0.20 1.22 2.48**
SO -0.89 0.41 -0.69 -0.92 0.40 -0.63
VO -0.52 0.59 -0.61 -0.49 0.61 -0.38
CF 0.20 1.22 1.78* 0.23 1.26 1.82*
Q 0.15 1.16 2.02** 0.18 1.20 2.13*
returfear1 0.11 1.12 1.81* 0.08 1.08 1.70*
High_tech_dummy 0.02 1.02 0.76 0.03 1.03 0.82
HN*CG 0.13 1.14 2.11** 0.11 1.12 1.83*
HN*Size 0.15 1.16 2.92%* 0.13 1.14 2.74%*
LR statistic 69.17*** 62.84***
Observations 22,103 16,418

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.

184



Table 7-2 Additional regression: the impact of acqining firm CEO narcissism on firm short run (announcement) M&A performance

CAR =a, + y;HN + y,S0 + y VO + y,CG + y,RSze + y relatedness + y,Growth + y, Attitude + y,Payment + y,,Size + y;,High _tech _dummy + y;,HN * Size + ;,,HN *CG + &

The dependent variable is the 3-day (-1, 1) evemdow CAR for the acquiring firm. HN is a dummy iable equal to 1 for highly narcissistic CEOs, and
equal to 0 otherwise. (HN is derived from Holder6model 1, media portrayal in model 2, and contemdlysis of CEO discourse in model 3.) CG is
GIM’s G index, a proxy for corporate governanceliqua SO is the fraction of company stock ownedthg CEO at the end of the last fiscal year before
the deal announcement year. VO is the CEO’s hotdaigxercisable options as a fraction of commerstiares outstanding.  Attitude is a binary vagiabl
where 1 signifies that the deal attitude is clésdifis “hostile”, and 0 signifies “friendly” or “né&ral”. Payment is a binary variable, where 1 digs that

the method of deal payment is cash, otherwisel@tedness is a binary variable where 1 signifies the first two digits of the SIC code of the aceu
and those of the target are the same. RSize izkaigve size of the target firm, which is defineslthe ratio of the acquirer’s size to target's s@rowth is
the target’s M/B ratio, which is used to proxy fom growth options. Size is the natural logaritlwacquirer market capitalisation. High_tech_dummy
equals to 1 if the target firm is classified asthigch firms by Thomson One Banker, otherwise 0.

Model 3
Model 1 Model 2 .
Variable (Based on Holder 67) (Based on media portrayal) (Based on cg:t::;r%nalyss of CEO

Coefficient t Statistics Coefficient t Statistics odificient t Statistics
HN -0.014 -2.31% -0.010 -1.99% -0.012 -2.50%*
CG -0.036 -2.38%* -0.038 -2.40%* -0.022 -1.78*
SO 0.072 1.14 0.084 0.97 0.054 0.97
VO 0.104 1.01 0.100 1.19 0.109 1.04
Attitude -0.000 -0.17 -0.001 -0.18 -0.002 -0.16
Payment 0.009 2.62%k* 0.007 2. 5Q*k* 0.010 2.60%+*
relatedness 0.007 0.84 0.006 0.90 0.004 0.77
RSize 0.138 0.18 0.140 0.17 0.125 0.16
Growth 0.117 0.28 0.121 0.20 0.159 0.20
Size -0.184 -2.32%* -0.176 2.17% -0.161 -2.13%
High_tech_dummy 0.008 1.31 0.012 1.69* 0.009 1.48
HN*CG -0.021 -1.38 -0.014 -1.29 -0.027 -1.41
HN*Size -0.032 -2.58%* -0.040 -2.64%%* -0.036 -2.58%*
AdjustedR? 0.06 0.08 0.07
F- test 11.39%** 12.96%+* 14.53%*
Observations 1,888 1,722 1076

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.
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Table 7-3 Additional regression: the impact of acquing firm CEO narcissism on firm long run post-acquisition performance
BHAR = a, + ;HN + ),S0 + VO + ,CG + y,RSze + y,relatedness + y,Growth + y;, Attitude + y,Payment + y,,Sze + y,,High _tech _dummy + y,,HN * Sze + y,,HN * CG + £

The dependent variable is the 2-year (1, 24 mdBHAR for the acquiring firm. HN is a dummy varial#@gqual to 1 for highly narcissistic CEOs, and edod otherwise.

(HN is derived from Holder67 in model 1, media paytal in model 2, and content analysis of CEO disses in model 3.) CG is GIM's G index, a proxy fmrporate

governance quality. SO is the fraction of compstogk owned by the CEO at the end of the last Ifigear before the deal announcement year. VO i€#@’s holdings

of exercisable options as a fraction of the comsiwares outstanding.  Attitude is a binary variabfieere 1 signifies that the deal attitude is cfassias “hostile”, and 0
signifies “friendly” or “neutral”. Payment is a lary variable, where 1 signifies that the methodexdl payment is cash, otherwise 0. relatednesbiizaay variable, where
1 signifies that the first two digits of the SICdeoof the acquirer and those of the target aresdinee. RSize is the relative size of the target, fiumich is defined as the
ratio of the acquirer’s size to target’s size. @#tois the target's M/B ratio, which is used to yydor a firm’s growth options. Size is the natulagarithm of acquirer

market capitalisation. High_tech_ dummy equals ifotle target firm is classified as high-tech fgioy Thomson One Banker, otherwise 0.

Model 3
Variable (Baselt\j/lcc))?]ell—léldem?) (Based ohgorﬁgg?at portrayal) (Based on cc;rgfgééa)nalyas of CEO

Coefficient t Statistics Coefficient 8stics Coefficient t Statistics
HN -0.016 -2.38** -0.019 -1.99%* -0.020 -BY
CG -0.020 -2.46** -0.019 -2.30%* -0.017 -2.24%*
SO 0.080 1.01 0.070 0.74 0.068 0.68
VO 0.173 2.81%* 0.169 2.80%* 0.157 2.61**
Attitude 0.000 0.12 0.001 0.12 0.001 0.13
Payment 0.019 1.80* 0.017 2.47** 0.014 1.99*
relatedness 0.039 0.79 0.048 0.89 0.056 0.75
RSize 0.066 0.20 0.058 0.18 0.045 0.19
Growth -0.032 -0.19 -0.039 -0.44 -0.025 -0.40
Size -0.087 -0.79 -0.092 -0.92 -0.069 -0.85
High_tech_dummy -0.015 -0.95 -0.019 -1.00 -0.016 .100
HN*CG -0.041 -1.25 -0.018 -1.13 -0.035 -1.20
HN*Size -0.073 -2.43** -0.081 -2.89%** -0.068 2.4
AdjustedR? 0.07 0.06 0.06
F- test 11.07*%* 10.96*** 13.99%+*
Observations 1,888 1,722 1076

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.
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7.4.2 The role and impact of corporate governancaiameliorating the adverse
impact of CEO narcissism in M&A.

In this section, | examine the role of corporatevegoance in curbing CEO
narcissistic tendency and in mitigating the impa€tsuch tendency on M&A
decision-making and performance. As mentioned reefthis additional research
guestion can be decomposed into two sub-questjbhsvhat is the relation between
the quality of corporate governance and the le¥&@BO narcissism? (2) what is the
role of corporate governance in ameliorating thgatige impact of CEO narcissism
in M&A? | present and discuss my results regardingse two questions in the

following two sub-sections respectively.

7.4.2.1 The relation between the quality of corpotta governance and the level of
CEO narcissism

To investigate the relationship between CEO nasnssnd corporate governance, |
divide my full sample of CEOs into two groups: th& Kroup (high narcissism
CEOs) and the LN group (low narcissism CEOs). Theammare the value of CG
(the proxy for the quality of corporate governanicedhe HN group with that in the
LN group, based on the use of Holder67, media agatr and content analysis of
CEO speech as respective measures of CEO narcisBmnindependent-sample t
test and Mann-Whitney test (z test) are used aanpeiric and non-parametric tests

here.

Results are presented in Table 7-4. The mean vdl{@Gois 9.92 (based on the

Holder67 measure), 9.76 (based on the media pattragasure), and 9.86 (based on
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the content analysis of CEO speech measure) in thagidup. The mean value of
CG is 9.50 (based on the Holder67 measure), 9.88etb on the media portrayal
measure), and 9.47 (based on the content analy§SIE© speech measure) in the LN
group. The median value of CG is 11 in the HN grand 10 in the LN group, and
this result is consistent across all of three CE@issism measures. These results
show that both the mean and the median value o€ ®f the HN group are higher
than that of the LN group across all three CEO sarsim measures. The CG score
(mean and median) difference between HN group ahdtoup is highly significant
(at the 1% significance level) using both the irslegent-sample t test and
Mann-Whitney test (z test). As the CG index is ¢arded in such a way that, the
higher the value of CG, the poorer the quality ofporate governance, this finding
suggests that, on average, the corporate govermdrice firms with high narcissism
CEOs is significantly poorer than that of firms widw narcissism CEOs. In other
words, low CEO narcissism is associated with reddyibetter corporate governance
and high CEO narcissism is associated with relatipelorer corporate governance,
which supports my Hypothesis These results might indicate that good corporate
governance mechanisms may help effectively remoatuevdestroying high
narcissism CEOs or even prevent the individuals \Wwithhly narcissistic tendency

from rising to the post of CEO.

We may speculate that some important componenta cbrporate governance
regime may help to curb CEO narcissism and mitigetenegative effects. For
example, an appropriate performance measurement@ngensation scheme may

provide CEOs with feedback that avoids reinforcinGEBO’s narcissistic tendency;
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effective board monitoring may be able to iden@£O narcissistic tendencies at
early stage and prevent narcissistic CEOs from ngakalue-destroying decisions;
and well-structured external governance mechanigngs the market for corporate
control) may help remove value-destroying narcigsSEOSs in a timely manner. At
the same time, we need to be aware that it ispseible that an HN CEO may tend
to ensure a weaker corporate governance regimeeShéehis under less control.
Therefore, the causality between the level of CECrissism and the quality of

corporate governance mechanisms needs to be funtrestigated in future study.
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Table 7-4 Value of the CG index (high narcissism Vilew narcissism CEOS)

The full sample of CEOs is divided into two sub-péas according to their level of narcissistic teme— the HN (high narcissism) sub-sample and
LN (low narcissism) sub-sample. Column 2-7 presémtsmean CG (corporate governance index), theaned, the standard deviation of CG for
each sub-sample. Column 2 and 3 are based on ¢hef udolder67 as the CEO narcissism measure; coimnd 5 are based on the use of media
portrayal as a CEO narcissism measure; and coluamd6/ are based on the use of content analySi€6f speech as the CEO narcissism measure.
The independent-sample t test is reported as #teofethe difference between the means of the mmsaimples. The non-parametric test — Mthe

ann-Whitney test z-test) is also reported.

CEO narcissism measure

Holder 67 Media portrayal Content analysis of CEO speech
HN LN HN LN HN LN
sub-sample sub-sample sub-sample sub-sample sub-sample sub-sample

(n=1014) (n=2148) (n=792) (n=1517) (n=298) (n=476)
Mean CG 9.92 9.50 9.76 9.38 9.86 9.47
Median CG 11 10 11 10 11 10
Standard deviation 2.44 2.86 2.79 2.71 2.58 2.62
T-est 2,97+ 3.14%% 2.91%%
Mann-Whitney Test (Z-test) LD 7 kek LD Ggrek DGRk

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.
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7.4.2.2 What is the role of corporate governance iameliorating the negative
impact of CEO narcissism in M&A?

To further investigate the role of corporate goaace in ameliorating the negative
impact of CEO narcissism in M&A, | run additionabressions analyses including
the interaction ternHN*CG in the models. The results of these regressions are

presented in Table 7-1, 7-2 and 7-3.

In the logistic regression analysis which aimeexamine the relationship between
the level of CEO narcissism and the likelihood o£BO conducting M&A deals
(Table 7-1), | find that the coefficient on theardction ofHN with CG is positive
(0.13 based on the Holder67 measure and 0.11 loaisée media portrayal measure)
and significant (significant at 5% level based dre tHolder67 measure and
significant at 10% level based on the media poalrayeasure). This result supports
Hypothesis 5 and suggests that the relationshipdat the level of CEO narcissism
and the likelihood of a CEO conducting M&A dealsstsonger in firms with poor

corporate governance than in the firms with goaghamte governance.

In the CAR and BHAR regressions, | find consistemigative coefficients on the
interaction termHN* CG though none of them is significant. In the CARression
(Table 7-2), the coefficients are -0.021, -0.017 €0.027 based on Holder67, media
portrayal, and content analysis of CEO speech measspectively. In the BHAR
regression (Table 7-3), the coefficients age41, -0.018, and -0.035 based on the
three CEO narcissism measures. It seems that pgoorate governance strengthens

the negative relationship between CEO narcissism M&# performance (both
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short run and long run) and good corporate govemameliorates such negative

relationships, although this finding is not statally significant.

7.4.3 The impact of the coexistence of acquiringrfin CEO narcissism and target
firm CEO narcissism

To examine Hypotheses 8 and 9 regarding the ingdaCEO narcissism on M&A

performance when acquiring firm and target CEO msarem coexist, | run

additional regressions analyses by including theraction termHNA*HN7 in the

models. The results of regression are presentedhle -5 and 7-6.

In the short run performance regression, | repgrificant negative coefficients on
the interaction ternHNA*HNr. They are -0.103 (significant at 5% level), -0.125
(significant at 1% level), and -0.117 (significaatt 5% level) based on Holder67,
media portrayal, and content analysis of CEO spemehsure respectively. This
result suggests that the negative impact of CEOQisssm on firm short run M&A
performance is strongest when both acquiring fimd target firm CEO narcissism
exist concurrently. It appears that the market ickemtify the serious overpayment
problem resulting from the coexistence of acquirfimgh and target firm CEO
narcissism and consequently discount it more hganilshare price. On the other
hand, in the long run M&A performance regressiomol not find any significant
coefficients on the interaction teridNa*HNy As mentioned in last chapter, the
insignificance of the impact of target firm CEO rnastsm on firm long run
post-acquisition performance might simply reflebatt the overpayment problem
resulting from target firm CEO narcissism may berswad by many other factors in

the long run.
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Table 7-5 Additional regression: the impact of targt firm CEO narcissism on acquiring firm short run (announcement) M&A performance

CAR=a,+ y,HN, + y,HN; +),S0+ y VO + y.CG + y,RSze+ y relatedness + y,Growth + y, Attitude
+ y Payment + ;. Size+ y;,High_tech_ dummy+ y;,HN, * Sze+ ), ,HN,* CG + ), HN, * HN; + &

The dependent variable is the 3-day (-1, 1) eveémiloww CAR for the acquiring firm. HNmeasures the acquiring firm CEO narcissism, angl tHN equivalent for the
target firm. HN, and HN- are dummy variables equal to 1 for highly narsiésiCEOs, and equal to O otherwise. HiN derived from Holder67 in model 1, media
portrayal in model 2, and content analysis of CESga@lrse in model 3. HNis derived from Holder67 in model 1, and mediatfayal in models 2 and 3. CG is the
GIM’s G index, a proxy for corporate governance lfuaSO is the fraction of company stock ownedthg CEO at the end of the last fiscal year befbeedeal
announcement year. VO is the CEO's holdings of@sable options as a fraction of common sharedanding. Attitude is a binary variable, where gndfies that
the deal attitude is classified as “hostile”, andignifies “friendly” or “neutral”. Payment is arary variable, where 1 signifies that the methddeal payment is
cash, otherwise 0. relatedness is a binary varialilere 1 signifies that the first two digits 0€tBIC code of the acquirer and target are the sB®ze is the relative
size of the target firm, which is defined as thiioraf the acquirer’s size to target’s size. Groglthe target's M/B ratio, which proxies for firgnowth options. Size is
the natural logarithm of acquirer market capitdi@a High_tech_dummy equals to 1 if the targetnfiis classified as high-tech firms by Thomson Oranir,
otherwise O.

Model 3
(HN,: content analysis of CEO speech,

Model 1
(HN,: Holder 67,

Model 2
(HN,: media portrayal,

Variable HN, : Holder 67) HN, : media portrayal) HN, : media portrayal)
Coefficient t Statistics Coefficient t Statcsti Coefficient t Statistics
HNa -0.006 -1.93* -0.011 -2.16* -0.008 -2.25%*
HNy -0.007 -1.49 -0.003 -2.21** -0.002 -1.87*
CG -0.024 -1.38 -0.028 -1.74* -0.015 -1.40
SO 0.026 1.16 0.071 1.40 0.049 1.19
VO 0.048 0.72 0.098 0.79 0.101 0.97
Attitude -0.000 -0.09 -0.000 -0.12 -0.001 -0.13
Payment 0.014 2.37* 0.011 2.69%** 0.013 2.59%**
relatedness 0.009 1.39 0.008 1.38 0.005 1.71%
RSize 0.161 0.15 0.139 0.19 0.112 0.21
Growth 0.187 0.29 0.119 0.28 0.142 0.32
Size -0.127 -1.93* -0.172 -2.40** -0.147 -2.23**
High_tech_dummy 0.007 1.31 0.011 1.70* 0.010 1.42
HNA*CG -0.017 -1.37 -0.015 -1.31 -0.024 -1.39
HNA*Size -0.028 -2.48** -0.033 -2.60*** -0.031 -2.57**
HNA*HN; -0.103 -2.26%* -0.125 -2.98%** -0.117 -2.38*
AdjustedR2 0.08 0.07 0.08
F- test 11.72%** 14.66*** 10 *x*
Observations 342 1316 661

*Significant at 10%; ** significant at 5%; ***sigfiicant at 1%
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Table 7-6 Additional regression: the impact of target firm CEO narcissisn on acquiring firm long run post-acquisition performance

BHAR =a, + y,HN, + y,HN; + ),S0O + y VO + ).CG + y,RSze + y,relatedness + y,Growth + y, Attitude

+ y,Payment + y,,Sze + y;,High _tech _dummy + y;,,HN, * Sze+ y;,,HN, * CG + y,.HN ., * HN; + &

The dependent variable is the 2-year (1, 24 mdBHAR for the acquiring firm. HN measures acquiring firm CEO narcissism, and: ¢ equivalent for the target
firm. HN, and HN- are dummy variables equal to 1 for highly narsissiCEOs, and equal to 0 otherwise. Hisl derived from Holder67 in model 1, media poréday
in model 2, and content analysis of CEO discounsmadel 3. HN is derived from Holder67 in model 1, and mediatfayal in models 2 and 3. CG is the GIM’s G
index, a proxy for corporate governance quality.iS@e fraction of company stock owned by the GEGhe end of the last fiscal year before the daabuncement
year. VO is the CEQ's holdings of exercisable amgias a fraction of common shares outstanding.itudé is a binary variable, where 1 signifies tttet deal attitude

is classified as “hostile”, and 0 signifies “fridgtor “neutral”.

Payment is a binary variable, ere 1 signifies that the method of deal paymenagh, otherwise 0.

relatedness is a binary variable, where 1 signtfias the first two digits of the SIC code of themjairer and target are the same. RSize is thevelsize of the target
firm, which is defined as the ratio of the acquiesize to target’s size. Growth is the target'sBMatio, which proxies for firm growth options. 8izs the natural
logarithm of acquirer market capitalisation. Higicli_ dummy equals to 1 if the target firm is clasdifas high-tech firms by Thomson One Banker, ottser 0.

Model 1

(HN,: Holder 67,

Model 2

(HN,: media portrayal,

Model 3

(HN,: content analysis of CEO speech,

Variable HN, : Holder 67) HN, : media portrayal) HN, : media portrayal)
Coefficient t Statistics Coefficient t Statistic Coefficient t Statistics

HNa -0.019 -1.72* -0.024 -2.18* -0.017 -1.74*
HN+ -0.002 -0.92 -0.004 -0.99 -0.002 -0.93
CG -0.025 -1.77* -0.016 -2.45** -0.022 -2.20**
SO 0.085 0.71 0.061 0.88 0.072 0.77
VO 0.148 1.83* 0.157 2.59%** 0.136 2.31*
Attitude 0.001 0.14 0.001 0.17 0.000 0.15
Payment 0.019 1.48 0.015 2.25%* 0.013 1.90*
relatedness 0.025 0.53 0.039 0.74 0.050 0.58
RSize 0.024 0.14 0.062 0.20 0.041 0.17
Growth -0.009 -0.15 -0.016 -0.17 -0.007 -0.18
Size -0.036 -0.63 -0.069 -0.81 -0.061 -0.68
High_tech_dummy -0.009 -1.32 -0.014 -1.46 -0.011 -1.39
HNA*CG -0.033 -1.18 -0.017 -1.12 -0.029 -1.17
HN,*Size -0.069 -2.39** -0.076 -2.76%** -0.063 -2.38**
HNA*HN 1 -0.091 -0.17 -0.087 -0.16 -0.079 -0.10
AdjustedR2 0.07 0.08 0.06
F- test 11.83*** 16.32*** 14.58*
Observations 342 1,316 661

*Significant at 10%; ** significant at 5%; ***sigficant at 1%
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7.5 Summary

This chapter explores three additional researchtiguss (1) Does CEO narcissism
in large firms have the same (or same degree gfpanon M&A decision-making
and firm performance as that in small firms? (2n@ood corporate governance
help to ameliorate the negative impact of CEO naisis in M&A? (3) What is the
impact of CEO narcissism on firm M&A performance wheuch narcissistic
tendency exists in both the acquiring firm and theget firm concurrently? To
address these questions | first develop a set phthgses and then conduct a series
of additional regression analyses which includevaht interaction terms to test

these hypotheses.

In summary, my key findings are as follows:

First, the positive link between CEO narcissism dhd likelihood of a CEO
conducting an M&A deal is stronger in large firngn that in small firms. | also
find that  acquiring firm CEO narcissism has moegative impact on firm M&A
performance (both short run announcement performamd long run post-M&A
performance) in large firms than that in small BtnThese results suggest that the
problems associated with high level of CEO naramssis the context of M&A may
be severer in large firms than in smaller firmsgtéir CEO compensation, more
public attention, higher complexity of situationpra dominant power of CEO, and
less financial constraints associated with largendi might be some possible
explanations for these results. Therefore curbirgy dbsolute power of a CEO,

effectively monitoring the use of financial resocescand setting an adequate level of
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CEO compensation in large firms may help ameliotlagestrong adverse impact of

CEO narcissism on M&A decision-making and perforneaimcthese firms.

Second, | find evidence that the level of CEO narsm is negatively associated
with the quality of corporate governance. That ightCEO narcissism is associated
with poorer corporate governance and low CEO nastisgs associated with

stronger corporate governance. My results also shaivthe positive link between
CEO narcissism and the likelihood of a CEO conducindVi&A deal is weaker in

firms with stronger corporate governance, and dughis stronger in firms with

poor corporate governance. These empirical resnight suggest that effective
corporate governance mechanisms may help to c@@EQ@'’'s narcissistic tendency
and ameliorate, to some extent, the negative impialcigh level of CEO narcissism
on firm M&A decision-making. Specifically, strong oxporate governance
mechanisms may be able to effectively remove vdesroying high narcissism
CEOQOs, prevent high narcissism individuals from gsia the post of CEO in the first
place, or correct the distorted beliefs of highciemism CEOs in the process of

decision-making.

Finally, I find evidence that the negative impatC&O narcissism on firm short run
M&A performance is strongest when both acquiringnfiand target firm CEO
narcissism coexist concurrently. This result maygesg that target firm CEO
narcissism might further exacerbate the overpaympeatilem. On the one hand, high
narcissism target firm CEOs tend to require highantoptimal premium as they are

likely to overvalue their firm or they believe thegn create at least as much value as
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bidders’ management team. On the other hand, hégbissism CEOs of potential
acquiring firms may be more likely to accept thghar than optimal bid premium as
they are overconfident about their ability to egtravalue from the deal.

Consequently this may cause a more serious ovemrayproblem. The market
appears to be able to detect such exacerbatedayweemt problem and discount it
more heavily in share price. Realising the coeristeof acquiring firm and target
firm CEO narcissism and understanding its impactirom M&A performance could

be useful for investors to make investment decsion
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Chapter 8 Summary, conclusion and future research

8.1 Introduction

This thesis aims to investigate the role of a CE@is@nality characteristic — CEO
narcissism — in explaining the motives and the qrernce of M&A activity.
Specifically, this study intends to address th&feing four main research questions:
(1) are HN (high narcissism) CEOs more likely to det mergers and acquisitions
than LN (low narcissism) CEOs? (2) what is the impaicthe degree of CEO
narcissism on the market reaction to the M&A anmmamnent? (3) what is the impact
of the extent of CEO narcissism on acquirer longpast-acquisition performance?
(4) what is the impact of the level of target fi@EO narcissism on acquiring firm

M&A performance?

In addition, to further investigate the impact &@ narcissism on M&A activities in
firms of different sizes, the relationship betwela quality of corporate governance
and CEO narcissism, and the impact of the concuoeistence of acquiring firm
CEO narcissism and target firm CEO narcissism, kertisee additional questions as
follows: (1) Does CEO narcissism in large firms héve same (or same degree of)
impact on M&A decision-making and firm performanae that in small firms? (2)
Can good corporate governance help to amelioraentggative impact of CEO
narcissism in M&A? (3) What is the impact of CEO cissism on firm M&A
performance when such a narcissistic tendencysexigboth the acquiring firm and

the target firm concurrently?
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These research questions are raised on the basicahprehensive review of the
literature. First, | review the literature aboundprun and short run (announcement)
M&A performance. Second, previous studies aboutdinees (or motives) of M&A
deals are reviewed. Third, | explore the conceptastissism and related studies in
personality, psychology, and the strategic managefierature. Finally, | review the

role of CEO narcissism and related constructs in MaAvity.

Based upon the review and discussion of the retditarature, a set of hypotheses is
developed in Chapter 3 and 7. To test these hypesheor, more specifically, to
empirically explore the role and impact of CEO nssi@m in M&A decision-making
and performance, | need to address three methadalagsues: (1) the measurement
of CEO narcissism; (2) the evaluation of firm M&Arfmance; and (3) the way to
examine the link between CEO narcissism and M&A slenimaking and
performance. Therefore, Chapter 4 introduces myarebe methods from the
following three aspects. First, | describe the waygonstruct my three CEO
narcissism measures: Holder67, media portrayalcantent analysis of CEO speech
respectively. Second, | introduce the event studthmds employed to evaluate firm
short run (announcement period) M&A performance dodg run post-M&A
performance. Finally, | present my logistic and Om8ltivariate regression models
used to test the hypotheses. The dependent variabtbpendent variables, and

control variables are also introduced.

The test of the developed hypotheses and the catistiutof my CEO narcissism

measures require six types of data: CEO data, faua @stock price and financial

199



items), M&A data, CEO media portrayal dada, CEO speea@about M&A deals, and
other supplementary data. Thus, in Chapter 5, the staurces, sampling procedure,
data selection criteria, data descriptions androtbkited issues are introduced in

detail.

Chapter 6 presents and discusses the main empgats of this study. To examine
the impact of CEO narcissism personality on firm M&@&rformance, | first conduct
a series of event studies on M&A deals to evaldiate short run (announcement)
M&A performance and long run post-acquisition periance. Specifically, |
calculate the cumulative abnormal returns (CARguad deal announcement and
long run buy-and-hold abnormal returns (BHARs) &ach M&A deal. Then |
examine the link (if any) between the level of CE&@amssism and likelihood of a
CEO conducting a deal through logistic regressioalysis, and investigate the
impact of CEO’s narcissistic tendency on firm M&Aosh run and long run
performance through a set of OLS multivariate regjien analyses. The key findings

and associated analyses are summarised in thevinfjsection.

On the basis of the main empirical analyses preseimt chapter 6, | go one step
further in chapter 7 to address my three additioes¢arch questions. | first develop
a set of additional hypotheses relating to the chpd CEO narcissism on M&A

activities in firms of different sizes, the relatghip between the quality of corporate
governance and CEO narcissism, and the impact otdheurrent coexistence of
acquiring firm and target firm CEO narcissism. Thaohduct a series of additional

analyses to test these hypotheses by includingrameteinteraction terms in my
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regression models. In addition, | explore the padassociation between the quality
of corporate governance and CEO narcissism tendégmoygh the calculation and
comparison of average CG (corporate governancexjrstmres of firms with high

narcissism CEOs and that of firms with low narcissiSEOs. The empirical results
of these additional analyses and the associatedis$ion are summarised in the

following section.

The rest of this chapter is organized as followstiee 8.2 presents a summary and
discussion of the empirical findings in this stu@ection 8.3 shows the main
contributions and implications of this researchctid® 8.4 discusses the limitations

of current study and section 8.5 outlines the patkdirections for future research.

8.2 Summary and discussion of the key results

There are a lot of studies on the performance ofgerterand acquisitions in the
finance literature. As shown in the literature esvj the majority of studies suggest
that M&A deals under-perform on average in the long. Although some studies
report positive short run announcement abnormalrmet most gains go to the
shareholders of the target firms and the sharel®ldiethe acquiring firms do not

benefit from such deals.

In this study, | argue that the personality chamastic of CEO narcissism can play
an important role in explaining the cause and cgmeece of M&A activities. A high
level of CEO narcissism, among others, can be onerdof M&A deals and may

have a significant impact on firm M&A performandawing on literature from the
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fields of finance, strategic management and psygywla set of hypotheses are
developed to test if there is a relationship betw€EO narcissism and the likelihood
of a CEO conducting a deal; if the level of CEO remism has an impact on firm
M&A short run and long run performance; and if tagget firm CEO narcissism also
matters in explaining M&A performance. These hypeH are tested through a
series of regression analyses based upon a langglesaf 3,162 CEOs and 1,888

M&A deals from 1993 to 2005.

One of the most challenging parts of this studythis construction of my CEO
narcissism measures. Three measures are usedsinsttidy: Holder67, media
portrayal, and content analysis of CEO speech. Héldases the CEQO’s own option
exercise timing behaviour to identify a high lee¢lCEO narcissism, while media
portrayal measures CEO narcissistic tendency basdwbw CEOs are perceived by
outsiders (media). These two measures have been hefede. In this study, |
construct a third new measure for CEO narcissisracapon the content analysis of
CEO speeches on M&A deals. More specifically, | tffgra CEO’s high narcissistic
tendency through examining the verbal tone of CE@atiges related to a specific
M&A deal using the software Diction 5.0. Interegfly) in most cases, | report
similar results when using these three measureschwtonfirms the construct

validity of these measures to some extent.

To test these hypotheses, | first evaluate firm tsmon and long run M&A

performance through event studies. | calculatesth@t run (announcement) daily

mean abnormal returns of my sample deals basetteomarket model and CRSP
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equally weighted index from day -20 to day +20. Thsults show that the most
significant mean abnormal returns are detected thesr(-1, +2) day time window
and they are -0.13% in day -1, 0.10% in day 0, %39 day +1, and 0.16% in day
+2, respectively. The highest mean abnormal retsirabserved in day 1, one day
after the deal announcement. On the basis of taisulation, to examine the
aggregate effects of M&A announcement on the firsteck price, | then compute
the cumulative abnormal returns (CAR) for the sangéals over different time
windows. The results (based on a market model an8RC&qually weighted index)
show significant positive (at 0.1% significant IBv€ARs 0.36%, 0.60%, 0.74%,
0.82%, and 0.93% for (-1, +1), (-2, +2), (-3, +8%/, +5), and (-10, +10) time
windows respectively, which suggests that, on ageréhe market views the M&A
announcement initially as good news and reactstipely. These results are
consistent with the findings of Malatesta (1983)ch8rman and Pettway (1987),

Leeth and Borg (2000), and Rosen (2003).

On the other hand, in the long run event studieg,results show that the mean
abnormal returns are positive in the months (-1tmot2 month, -3 month, -4 month,
-5 month, -6 month) before M&A deal announcement are significantly negative
in most months after M&A announcement, which intksathe negative effects of
M&A on firm long run performance. To evaluate aggate long run effects, |

calculate the buy-and-hold abnormal return (BHAR) each M&A deal over

different time windows (6 months, 12 months, 18 then 24 months, and 36
months). Significantly negative mean BHARs are regmb over 18 months, 24

months, and 36 months time windows, which sugdwestit the long run horizon, on
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average, acquiring firms under-perform their benatkmportfolios. This result

further confirms the general findings in the litewa that most mergers and
acquisitions destroy firm value in the long run ¢&gh, 1983; Loderer and Martin,
1990; Malatesta, 1983; Louis, 2002; Varaiya andi&et®87; Ferris and Park, 2001,
Langetieg, 1978). If mergers and acquisitions do lmenefit the shareholders of
acquiring firms, what is the driver of such dealg?investigate this question, | then
test my first hypothesis to examine the potentidt between CEO narcissism and

firm acquisitiveness.

My logistic regression analysis reports a signiiity positive relationship between
the level of CEO narcissism and the likelihood &2BO conducting M&A deals. |
find the odds ratio of variablelN (Holder67) is 1.38 (significant at the 5% level),
which indicates that the odds of a high narcissi3O conducting a deal are 38%
higher than the odds of a low narcissism CEO domgrée odds ratio of variable
HN is 1.27 and significant at 10% level, when medigtrayal is used as the measure
of CEO narcissism. These findings are consistent Malmendier and Tate (2008),
and support the propositions in Roll (1986) andva@is; Heaton and Odean (2003). |
interpret this result from the following four aspec(1l) high narcissism CEOs
usually have excess confidence in their abilities tb their inflated self image, and
they mistakenly believe that better performancel Wi achieved under their
leadership; (2) a high level of CEO narcissistidtarcy often makes a CEO willing
to pay more than the optimal price, which consetjyencreases the chance to win
the auction. Therefore, we observe more successfsilly high narcissism CEOs; (3)

using M&A as their stage, CEOs act out a drama deiwoto feed their needs for
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attention and admiration (Chatterjee and Hambr&)7); and (4) this result is a
good reflection of some key characteristics of acisaistic personality, such as
“glory-building”, “excitement-seeking” and “rapichange of course” (Chatterjee and

Hambrick, 2007; Lubit 2002).

In the logistic regression, | also find that sonmenteol factors are significantly

associated with firm acquisitiveness. My resultgasys that the CEOs of large firms
are about a quarter more likely to conduct mergeracquisitions than small firms.

One interpretation is that large firms often faewér financial constrains than small
firms when making decisions. In addition, it is mauthat the firms with a higher

level of cash flow are more likely to conduct M&&als, which is consistent with
the traditional free cash flow hypothesis that Srmith large excessive cash flow
tend to invest in more projects. My results alsggast that firms with a high Tobin’s
Q are more likely to conduct M&A deals, which prd@isupporting evidence for the
Q theory of mergers developed by Servaes (1991) ardconsistent with the

proposition of Jovanovic and Roussear (2002),daHatn’s M&A activity may partly

be a response to profitable reallocation opporiesit

Following the logistic regression analysis, | cocdmultivariate OLS regression
analyses to further examine the short run (annaueoé® market reaction to the
deals conducted by high narcissism CEOs. My regressesults show a
significantly negative association between CEO wsarsm and firm
announcement cumulative abnormal returns. The coefti of variableHN (high

narcissism) is -1.5% (based on holder 67 measu®9% (based on media
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portrayal measure) and -1.3% (based on contenysisaf CEO speech measure)
respectively. This negative relationship holds asral three models (based on
three alternative CEO narcissism measures). Furtirernh calculate the average
announcement cumulative abnormal returns for thalsdeonducted by high
narcissism CEOs and low narcissism CEOs respectiegld, find the average
three-day CAR for the deals by HN CEOs is 0.12%b&dis points below the full
sample average (0.36%) and 61 basis points belevatkrage CAR to the deals
by LN CEOs (0.73%). These results thus suggestrafisgnt negative impact of
CEO narcissism on acquiring firm short run (annoummat) performance, which
is consistent with the findings of Malmendier andtel (2008). Two possible
explanations are given in my analysis: (1) higlcisgism CEOs make a bid in line
with their inflated self-image and excessive coafice in their own abilities, and
therefore the market identifies this unrealistipestation and discounts the CEOs’
distorted self-views in the stock price; and (28 tharket reacts to the potential

overpayment problem associated with bids by highissism CEOs.

In this regression analysis, some other controtofacare also reported to be
significantly associated with M&A short run perfaaince. First, | find cash financing
deals perform better than non-cash financing dealshe short run, which is
consistent with the results in Travlos (1987) arsdjéith, Bruner, and Mullins (1987).
This finding provides the supporting evidence to signalling hypothesis that the
market views firm’s decision to use stock financexg a negative signal about its
future prospects. In other words, if the firm’s ctds overvalued, the firm would

prefer to use overvalued stock as “cheap curret@yfinance the M&A deal, and
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therefore the market will know that the firm’s gtas overvalued through the firm’s
stock financing decision. Second, | find that seralicquirers perform better than
large acquirers in the short run, which is consistgith the finding in Moeller,

Schlingemann, and Stulz (2004). A potential intetg@tion of this size effect is that
the CEOs of large firms have a greater propensitgdstructive narcissism than
those of small firms, as they usually receive higtevards and more attention,
which increases and reinforces their tendency tdsvamarcissistic beliefs and
behaviour, and consequently towards making mongevdéstroying deals. Finally, |
find that the market reaction to the deals condudtge firms with good corporate
governance is better than that towards those céeduxy firms with poor corporate
governance, which supports the generally acceptgdneent that good corporate
governance can mitigate the agency problem somearhtherefore enhance firm

value.

In my long run post-acquisition performance regumessanalysis, | report a
significantly negative relationship between acagriirm CEO narcissism and the
firm's 2 year post-acquisition buy-and-hold abnormeturn. The coefficient of
variable HN (high narcissism) is -1.9% (based oa Holder67 measure), -1.7%
(based on the media portrayal measure) and -2.4%ebon the content analysis of
CEO speech measure) respectively. To further inya&sti the impact of CEO
narcissism tendency on firm long run post-acqusifperformance, | calculate and
compare the buy-and-hold abnormal returns for tlealsd conducted by high
narcissism CEOs and those by low narcissism CEO=ctgely. The results show

that the average BHAR for the deals conducted b1 harcissism CEOs is -4.74%,
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231 basis points below the average BHAR for thdsdey LN CEOs (-2.43%) and
110 basis points below the full sample averagé4%.). These results thus suggest
that, on average, CEO narcissism has a significargbative impact on firm long
run post-acquisition performance, and provide newigcal evidence to support the
propositions of Aktas et al (2005) and Chatterjeel ddambrick (2007). Such
problems associated with the CEQO’s narcissistic qmaigy as overconfidence in
their management ability and poor implementatialissare plausible interpretations

of the long run underperformance of the deals cotedliby high narcissism CEOs.

In my long run regression analysis, my results alsggest that some control factors
have a significant impact on firm long run postsgion performance. First, a
significantly positive association between CEO wésiption holding and firm long
run post-acquisition performance is detected, whiohld be a reflection of the
positive role of CEO stock option incentive packagaligning the CEO'’s interests
with those of the shareholders thereby improving fiong run performance. Second,
similar to the finding about short run performancejso find that a cash payment
deal performs better in the long run. As mentiobetbre, a firm would prefer to
finance an M&A deal by cash if its stock is undéweal and by stock (non-cash) if
its stock is overvalued. After a period of time, weuld expect that undervalued
stock (in cash payment deals) will move up to arfimal” value and overvalued stock
(in stock payment deals) will move down to its “mad” value, if the market is
efficient. Therefore, we observe that cash paymeatsdperform better than stock
payment deals in the long run. Finally, | find thiae quality of corporate governance

has a significantly positive impact on firm longnrpost-acquisition performance,
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which again confirms the generally accepted vieat tjood corporate governance
mechanisms can effectively monitor managers’ behayithereby enhancing firm

value.

Besides the CEO narcissism of acquiring firms, is #tudy, | also argue that CEO
narcissistic tendency can equally exist among taigp CEOs and may have an
impact on M&A performance. To empirically test suem effect, | conduct
multivariate regression analysis including the ¢argfirm CEO narcissism

(variableHN, ) in the model. In the short run regression analysi negative

relationship between target firm CEO narcissism awdjuiring firm M&A
announcement period CAR is reported across allethmedels (based on the
Holder67 measure, media portrayal measure, ancegbanalysis of CEO speech
measure). Such a relationship is significant whengimedia portrayal and content
analysis on CEO speech as the CEO narcissism meahaegh it is not significant
when using the Holder67 measure. The finding thggests a negative impact of
target firm CEO narcissistic tendency on the markeaction to the deal
announcement. One plausible interpretation for thegative association is the
“overpayment” problem resulting from the highly aasistic personality of a target
firm CEO. That is, high narcissism target firm CEOsdt¢o require a very high
premium, as they believe that they can perforneastl as well as the bidding firm
management due to their inflated view of their -s@fth and abilities, which will
lead successful acquirers to have to pay more tharoptimal price. The market
appears to be able to identify and to respond ¢b potential overpayment problems

associated with a high level of target firm CEO rsamistic tendency. This finding
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supports my argument that target firm CEO narcisstsim also help explain the
M&A short run performance and provides originaldance for the prediction made

by Malmendier and Tate (2003).

In addition to the tests of my hypotheses relatmgny main research questions in
Chapter 6, in Chapter 7 | also test a set of amlthli hypotheses relating to the
impact of CEO narcissism on M&A activities in firmaf different sizes, the
relationship between the quality of corporate gnaace and CEO narcissism, and
the impact of the concurrent coexistence of acagifirm and target firm CEO

narcissism.

In my first additional analysis (the test of a sétadditional hypotheses relating to
the impact of CEO narcissism on M&A activities imfis of different sizes), | find a
significant positive coefficient (0.15 based on thab7 measure and 0.13 based on
media portrayal measure) on the interactiohlNfwith Sze in my additional logistic
regression. This result suggests that the posiinke detween CEO narcissism and
the likelihood of a CEO conducting a deal is strangdarge firms than that in small
firms. In my additional M&A short run (announcemeand long run performance
regressions, | find significantly negative coetticis on the interaction terkiN* Sze
across all of the three measures of CEO narcisslEmCAR regression, the
coefficients are -0.032 based on the Holder67 nreasQ.040 based on the media
portrayal measure, and -0.036 based on the coamatysis of CEO speech measure;
in BHAR regression, the coefficients are -0.073eldasn the Holder67 measure,

-0.081 based on the media portrayal measure, alb80based on the content
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analysis of CEO speech measure. These results supgohypothesis that CEO
narcissism has more negative impact on firm shart and long run M&A
performance in large firms than in small firms.smm, my findings might suggest
that the problems associated with the high levelC&O narcissism in M&A
activities are severer in large firms than in sevalirms. Higher CEO compensation
and more public attention might be possible exglana for my results. Specifically
higher compensation and more public attention agtemtwith CEOs of large firms
may further promote a CEQO’s inflated self-imagedieg to a higher degree of CEO
narcissism in large firms compared with that in Bifirans and consequently causing
a more negative impact on firm M&A decision-makemgd performance. Therefore a
well-designed CEO compensation package and an igdeatonitoring mechanism
that can correct a CEO’s distorted self-view maytaheliorate the strong adverse

impact of CEO narcissism in large firms.

My second additional analysis further explores rible of corporate governance in
ameliorating the negative impact of CEO narcissisrvi&A. | report evidence that

a high level of CEO narcissism is associated witbrpmrporate governance. The
mean value of CG of the HN group (9.92 based orHiblder67 measure, 9.76 based
on the media portrayal measure, and 9.86 basedh@rcdntent analysis of CEO
speech measure) are significantly higher thandahtite LN group (9.50 based on the
Holder67 measure, 9.38 based on the media portnagasure, and 9.47 based on the
content analysis of CEO speech measure) acrodsredd CEO narcissism measures,
which suggests that corporate governance of thesfwith high narcissism CEOs is

significantly poorer than that of firms with low negssism CEOs. In addition, | find
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that the positive link between the level of CEO rsmiem and the likelihood of a
CEO conducting M&A deals is stronger in firms witlbhgp corporate governance
than in firms with good corporate governance. In aalglitional logistic regression
analysis, significantly positive coefficients (0.k8sed on the Holder67 measure and
0.11 based on the media portrayal measure) onntkeaction ofHN with CG are

reported.

These results might indicate that strong corporategance mechanisms may help
to mitigate CEO narcissism and ameliorate the negatipact of CEO narcissism in
M&A decision-making to some extent. Effective gowamoe mechanisms may be
able to identify highly narcissistic individuals edirly stage and prevent them from
rising to the position of CEO in the first place arfm able to remove
value-destroying high narcissism CEOs before theynmawe harm. In addition,
strong board monitoring may help to curb the alisopower of high narcissism

CEOs in M&A decision-making.

My final additional analysis is to examine the irapaf the concurrent coexistence
of acquiring firm and target firm CEO narcissism aequiring firm M&A

performance. The result of my additional short ru&Aperformance regression
shows that the impact of CEO narcissism on firm tshan M&A performance is

most negative in the case of both acquiring firnd &arget firm CEO narcissism
coexisting concurrently. We might interpret thissuk as the exacerbated
overpayment problem resulting from the coexisteat@cquiring firm and target
firm CEO narcissism. It appears that the market datect this more serious

overpayment problem and consequently discount ierheavily in share price.
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In conclusion, this study empirically examines thke of CEO narcissism in M&A
decision-making and its impact on firm M&A shortnrand long run performance.
My main findings are as follows. First, high nastssn CEOs are more likely to
conduct mergers and acquisitions than low narers§i&€Os. Second, acquiring firm
CEO narcissism has a significantly negative impactimn short run announcement
performance and long run post-acquisition performeanThird, target firm CEO
narcissism also has a significantly negative impacthe acquiring firm short run
announcement performance, while it has no sigmfigapact on acquiring firm long

run post-acquisition performance.

| also find that the positive link between CEO nsssm and the likelihood of a
CEO conducting an M&A deal is stronger and CEO naisims has a more negative
impact on firm M&A performance in large firms thdahat in smaller firms. The
result of my additional analysis also shows tha tregative impact of CEO
narcissism on firm short run M&A performance isosigest when both acquiring
firm and target firm CEO narcissism coexist conautftge However, | find that level
of CEO narcissism is negatively associated withqinality of corporate governance
and the positive link between CEO narcissism and likelihood of a CEO
conducting an M&A deal is weaker in firms with goodrporate governance than
that in firms with poorer corporate governance. Ehéadings may suggest that
effective corporate governance mechanisms mighy piasitive roles in curbing
CEO narcissistic tendencies and in helping to amako to some extent, the adverse

impact of high level of CEO narcissism on firm M&&asion-making.
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8.3 Contributions

The contribution of this study is six-fold:

First, my results provide new empirical evidencetloa role of CEO narcissism in
M&A decision making and its impact on firm M&A permance. Compared with
Malmendier and Tate (2008), which is based on aptarof 477 large Forbes
companies and 3,900 firm-year observations forghaeod 1980-1994, my study
encompasses all non-financial, non-utility firmsveed by ExecuComp that meet
the necessary data requirements, and covers thedp&993-2005, including the
recent M&A wave and the Dot-com bubble. In totalyork with a total of 2,129

firms across the full size spectrum (S&P500, S&PD 4fiidcap, and S&P600
smallcap) and 22,103 firm-year observations. Ashsumy more comprehensive
sample structure allows me to investigate my refeguestions more completely,

and draw stronger conclusions from my analysis.

Second, prior studies only focus on acquiring fl@BO narcissism in M&A deals,
failing to take potential target firm CEO narcissismo account. In this study, |
argue that such CEO narcissistic personality caralggaxist among the CEOs of
target firms. High narcissism target firm CEOs’ atéld self-views (self-worth and
ability) can make them believe that they can penfat least as well as the potential
acquirer's CEOs and therefore require a higher prigbich may lead to the
acquiring firms paying too much to win the bids. Slaverpayment (overbidding)
problem may consequently impact on firm M&A perfamee. In my empirical test,

the result shows that target firm CEO narcissismsdugve a significant negative
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effect on firm M&A short run announcement perforrcanFurthermore, | find that
the negative impact of CEO narcissism on firm M&Aoghrun performance is
strongest when both acquiring firm and target fi@EO narcissism coexist
concurrently. To the best of my knowledge, thiggtis the first to empirically test

the impact of target firm CEO narcissism on M&A merhance.

Third, most previous studies in this area focustenimpact of CEO narcissism on
firm short run announcement performance. The impasuch narcissistic tendency
on firm long run post-acquisition performance hexeived very limited attention. In
this study, | empirically test the effect of CEO aissistic tendency on firm M&A

performance over both the short run and long rurzbo.

Fourth, | develop a new measure of CEO narcississedan the formal content
analysis of CEO speeches and discourses aboutdébdispM&A deal. This measure
is appealing for three reasons. First, comparedh wilie Holder67 (option
exercise-based measure) and media portrayal meassed in the literature to date,
which are only able to measure CEO narcissism iengi@al way, this new proxy is a
measure of CEO narcissism as it relates directlyhéoparticular acquisition. In
other words, this new measure can help to overcthra€'non-specific” problem.
Second, this new measure can help to surmount #te availability problem
associated with the construction of the Holder67asnee as there is no need for
CEO option holding data. Third, this new measure rieyes the strength of
psychological and linguistic studies to help reskathe implications of CEO

personality characteristics in the finance area.t Bwh rich information about
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managerial psychological propensities can be peavioy a formal content analysis
of his/her own words suggests that this approachatso have value in researching
other corporate finance-related decision domaimsvéver, | also acknowledge that,
like most other measures used to date, this coatgalisis measure is also noisy as

the tone of a CEQ’s speech can be influenced by rotrer factors.

Fifth, my results have potential implications fdwet construction of corporate
governance mechanisms and investment practiceiskgathe existence of CEO
narcissism in M&A decision-making, firms may needal émphasize particular
governance mechanisms, for example, real boardpemience, to mitigate this
problem and reduce any potential adverse costadthtion, from an investment
perspective, if an investor can detect CEO narersgi®., identify high narcissism
CEOs) and understand the impact of such a naraetssestdency on firm short run
and long run performancejter alia, in the context of M&A bids, then this insight

could usefully be brought to bear when making inwest decisions.

Finally, I introduce the well-established psycholdzased concept of narcissistic
personality as relating to firm CEOs engaged in Mégals into my study. This
concept has both motivational and cognitive dimamsi and its characteristics are
well described in both the psychological and sgiatemanagement literature.
Narcissism provides a richer and more valid comstta work with than the terms
hubris and overconfidence used to date in thealitee which suffer problems due to
their inconsistent and lack of precise definitiongn fact, narcissism provides an

overarching measure, incorporating what both caiscape seeking to convey, and
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potentially enabling us to make a further connectietween different aspects of

CEO behaviour in corporate decision-making.

In addition, | summarise the differences betweenwoyk and Malmendier and Tate

(2008), a pioneering work in this area, in thedwaling table.
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Table 8-1 Differences between

Malmendier and Tat€008) and my study

(My incremental contribution to knowledge)

Malmendier and Tata (2008)

My study

A sample of 477 large Forbes firms and

Larger sample across the full size spectrum (S&Pla@ecap, S&P

Sample size 3,900 firm-year observations 400, madcap, and S&P600 small cap): 2,129 firms
22,103 firm-year observations
Time period 1980-1994 1993-2005

Concept/term used

CEO overconfidence

CEO narcissism-a richer concept to work with th&O®verconfidence

Acquiring firm / target
firm

Only focus on acquiring firm CEO
narcissism.

Both acquiring firm and target firm CEO narcissiara empirically
tested.

Short run / long run
performance

Only focus on short run M&A
announcement period performance

The impact of CEO narcissism on both short run M&&ouncement
period and long run post-M&A performance are exadin

Measures

Two measures used: Holder67, media
portrayal

Three measures used: Holder67, media portrayaladhidd new
measure based on the formal content analysis of §ie@ches and
discourses.

Media sources

Media portrayal measure is based on the
keywords searching in five leading busing
publications: The wall Street Journal, The|
New York Times, BusinessWeek, Financia
Times and The Economist.

Media portrayal measure is based on the keywomglsieg in a much
ssider range of media sources (37 business pulditgi

il
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8.4 Limitations

Due to data availability and some practical reasdnis study may suffer from the

following limitations:

First of all, the proxies for CEO narcissism are petfect and the imperfection of the
measures may introduce bias into the study. Aftemeeasuring such a psychological
propensity as narcissism is always a challengirsyg far researchers. New cleaner
measures need to be developed and the measuresubes study need to be further

improved.

Second, this study focuses on “destructive” CEOissigm (i.e., the dark side of the
narcissistic personality). However, some acaderteécg. Maccoby, 2007) argue that
CEO narcissism may play a positive role in someucirstances (i.e., the positive side
of the narcissistic personality). Therefore, “constive” CEO narcissism needs to be

further studied and discussed in the future.

Finally, my current M&A deal sample only consistscompleted (successful) deals. A

further study using a sample including both sudaéssid unsuccessful M&A bids will

help us to understand the role and impact of CEQisgsm in a broader context.
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8.5 Future research

My current study empirically tests the role and awofpof such a personality tendency
as CEO narcissism in the context of M&A decision-mgk based on three proxies
for CEO narcissism. However, as mentioned in thiedastion, the current study has
its limitations in several aspects, which need®eofurther addressed. In addition,
there are still some interesting unanswered questisuggesting opportunities for
future research. More specifically, the currentigtaan be further extended from the

following four aspects:

First, the keywords used to construct the medidrgygal measure are basically the
words that capture only one key characteristic BDOharcissism-overconfidence, and
they are unable to capture some other charactsrisi a narcissistic personality.
Therefore, | should develop a more comprehensivefskey words to construct my
media portrayal measure, in order to capture differaspects of the narcissistic

tendency.

Second, the role of corporate governance mechanisnalddressing the problems
associated with the high CEO narcissistic tendenegds to be further explored.
Analyses in this study are solely based on theofig®rporate governance index as the
proxy for the quality of corporate governance. Rert decomposition of this
comprehensive index into sub-components may help usiderstand the role of some
specific governance mechanisms (e.g. board steictaompensation, ownership

structure, etc.) in curbing CEO narcissistic tengearad therefore provide more insights
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into the construction of effective corporate gowrre mechanisms.

Third, the purpose of this study is to examine tile and impact of CEO narcissism
in M&A decision-making. A potential direction to ®nd my current work is to
investigate the CEO narcissistic tendency in a lepadntext, for example, in the
decision-making of general corporate investmenicfsd, such as the IPO (initial
public offering), dividend payment and project istraent, not specifically in the

context of M&A decision-making.

Finally, in my current study, | make inferences abGEO narcissistic tendency based
upon publicly available data (i.e., option holdihata, media coverage, or CEQO'’s public
speeches). However, the data collected through atkéhodologies, such as personality
questionnaires and surveys, may provide much risharces for us to construct direct
measures of CEO narcissism and to further exploeertie of such a narcissistic

tendency in corporate decision-making and its ihpadirm performance.
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Appendices

Appendix 1:

Formula and word lists used to construcvariable OPTIMISM (Source: Diction 5.0 User Manud)

Formula:OPTIMISM= [Praise + Satisfaction + Inspiration] {ne + Hardship + Denial]

Word list Description/ number of words/ sample words
Praise Description:  Affirmations of some person, group, or abstrautity Included are terms isolating important sbagiaalities, physical
qualities, intellectual qualities, esgreneurial qualities, and moral qualities. Alhterin this dictionary are adjectives.
Number of words: 195
Sample words: best, better, capable, favorable, good, great, itapty positive, profitable, strong, successful
Satisfaction Description: Term s associated with positive affective statéy moments of undiminished joy and pleasuralerdion, or with
moments of triumph. Also included armerels of nurturance.
Number of words: 315
Sample words. applaud, attracts, celebrate, comfortable, confidialighted, enjoy, enthusiasm, excited, pleasatisfied
Inspiration Description:  Abstract virtues deserving of universal respifedst of the terms in this dictionary are nounsasioly desirable moral
qualities as well as attractive per$gualities. Social and political ideals are alscluded.
Number of words: 122
Sample words: commitment, dedication, enrichment, improvemenialy, productivity, progress, promise, quality
Blame Description:  Terms designating social inappropriateness asaselownright evil compose this dictionary. In gidd, adjectives describing
unfortunate circumstances or unplanneidsitudes are included. The dictionary also aor# outright denigrations.
Number of words: 346
Samplewords: adverse, bad, bleak, careless, costly, grim, maediocre, struggling, troubled, unstable, upsetting
Hardship Description:  This dictionary contains natural disasters, hmsittions and censurable human behavior. It aldades unsavory political
outcomes as well as normal human faadsincapacities.
Number of words: 470
Sample words: alarmed, conflict, depressed, disappointing, disaged, fail, fear, hardship, problem, regret, sskbanfortunately, weakness
Denial Description: A dictionary consisting of standard negative cactions, negative functions words, and term sgiheging null sets.

Number of words: 39
Sample words: aren't, cannot, didn’t, shouldn't, don't, nor, nathing
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Appendix 2: An example of the output of Diction 5.0

Arbortext.txt
Total Words Analyzed: 128
Total Characters Analyzed: 882
Average Word Size: 5.67
Number of Different Words: 92

Alpha-numeric Identifier: 00000000

Active Custom Dictionaries:
Character Counts: (none)

View Character Counts: No

View Word Counts: No

Small File Option: Report extrapolations

Large File Option: Averaged (Analyze maxim&60,000 words)
Numeric File Name: C:\Program Files\Diction\Data\Research.num
Use Comma Separator: Yes

Print Input Text: No

View Input Text: Yes

Normative Values
Class: Business

Type: Corporate Public Relations
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Standard Dictionary Totals

Variable

Numerical Terms
Ambivalence
Self-reference
Tenacity
Leveling Terms
Collectives
Praise
Satisfaction
Inspiration
Blame

Hardship
Aggression
Accomplishment
Communication
Cognition
Passivity

Spatial Terms

Familiarity
Temporal Terms
Present Concern
Human Interest
Concreteness
Past Concern
Centrality
Rapport

Cooperation

Frequency

0.00
3.91
0.00
27.34
19.53
0.00
7.81
0.00
0.00
0.00
7.81
3.91
26.98
27.34
19.53
3.91
5.86

136.72
23.44
11.13
7.81
15.63
7.79
7.83
0.00
0.00

% of Words
Analyzed

0.00
0.78
0.00
5.47
3.91
0.00
1.56
0.00
0.00
0.00
1.56
0.78
5.40
5.47
3.91
0.78
1.17

27.34
4.69
2.23
1.56
3.13
1.56
1.56
0.00
0.00
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NormahBe Standard  Out of
Low gHi Score Range
3.14 16.12 -1.48 *
2.89 17.50 -0.86
0.00 7.97 -0.62
18.94 36.19 -0.03
4.79 13.36 2.44 *
4.32 13.69 -1.92 *
3.12 10.48 0.28
0.23 5.93 -1.08 *
1.46 15.84 -1.20 *
0.00 2.86 -0.82
0.83 7.79 1.01 *
1.54 8.16 -0.29
14.27 37.71 0.08
0.72 9.92 479 *
5.09 15.93 166 *
2.40 8.45 -0.50
3.09 15.12 -0.54
107.28 144.30 0.59
512 17.76 1.90 *
8.10 17.63 -0.36
14.27 44.85 -1.42 *
10.02 27.58 -0.36
0.25 5.40 1.94 *
2.72 10.45 0.32
0.89 4.50 -1.49 *
0.28 11.55 -1.05 *



Diversity 7.81 1.56 032 4.70 2.42

Exclusion 0.00 0.00 0.00 3.47 -0.94
Liberation 0.00 0.00 0.00 4.01 -0.95
Denial 7.81 1.56 0.61 7.95 0.96
Motion 0.00 0.00 0.00 3.78 -0.94

Words for Insistence Score

Word Occurrences
INFORMATION 3
MANUAL 2
NEEDS 2
PROCESS 3
PUBLISHING 2
TOOLS 2

Calculated Variables

Variable Frequency Normal Range n&sad Out of
Low High Seor Range
Insistence 32.81 9.40 99.67 -0.48
Embellishment 0.44 0.27 0.94 -0.48
Variety 0.72 0.45 0.53 5.42 *
Complexity 5.67 4.62 5.40 1.69 *

Master Variables

Variable Score Normal Range ut af
Low High Rpn
Activity 52.96 48.16 52.43 *
Optimism 46.84 48.21 55.58 *
Certainty 47.56 48.44 52.71 *
Realism 46.17 44.40 50.67
Commonality 47.24 48.40 54.08 *
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Appendix 3: Robustness check — different thresholdis the option exercise behaviour-based measure GEO narcissism (3 tables)

Table 1 Logistic regression: CEO narcissism and M&Adecision making
Y= a,+BHN + B,CG+ B,Sze+ f,S0+ fVO+ [CF + BQ+ [ TEUM g, +E

This table presents the regression results whdereift thresholds (50%, 67%, 80% in-the-money)aguglied in the option exercise behaviour-based oreasf CEO narcissism
are applied. The dependent varia¥lis a binary variable which equals 1 if the firrnannced at least one deal (successful bid and atetptieal) in a specific firm year during the
period from January 1, 1993 to December 31, 20@%rwise 0. HN is a dummy variable equal to 1 fighly narcissistic CEOs, and equal to 0 otherwid. is derived from
Holder X. CG is the GIM’s G index, the proxy forrporate governance quality. Size is the naturahditigm of acquirer total assets at the end of éisé fiscal year before the deal
announcement year. SO is the fraction of compaogksbwned by the CEO at the end of the last figealr before the deal announcement year. VO is t@’€holdings of
exercisable options, as a fraction of common shawestanding. CF is the normalized ratio of firnsttdlow, given by earnings before extraordinaryniseplus depreciation, divided
by the beginning of the year capital. (Here, cajstaneasured as property, plant and equipment.yep@esents Tobin's Q, defined as the market val@essets/book value of assets,
where the book value of assets = total assetsttancharket value of assets = total assets + mardkaty - book equity. Market equity = common shawtstanding x fiscal year
closing price, and book equity = total assets-tbddilities-preferred stock + deferred taxes. pad the regression results based on using Holdar&l7 media portrayal as the
measures of CEO narcissism respectivelyrn,....; represents the 1-year lagged stock return.  This &lso shows the coefficients in the form of odat®s.

Threshold applied in the option exercise behaviaged measure of CEO narcissism (Holder X)
50% 67% 80%

variables Coefficient Odds ratio z-Statistics Coefficient Qddtio Z-Statistics Coefficient Odds ratio Z-Siiids
HN 0.31 1.36 2.46** 0.32 1.38 2.51* 0.32 1.38 2.53*
CG 0.02 1.02 0.68 0.01 1.01 0.64 0.01 1.01 0.66
Size 0.23 1.26 2.69%** 0.23 1.26 2.76%** 0.22 1.5 2.74%*=
SO -0.85 0.43 -0.72 -0.89 0.41 -0.76 -0.90 0.41 -0.78
VO -0.50 0.61 -0.58 -0.53 0.59 -0.61 -0.52 0.59 -0.60
CF 0.21 1.23 1.78* 0.22 1.25 1.80* 0.23 1.26 1.84*
Q 0.18 1.20 2.05** 0.17 1.19 2.08** 0.17 119 2.06**
returNyear-1 0.09 1.09 1.71* 0.10 1.11 1.73* 0.09 1.09 1.70*
LR statistic 62.89 64.12%+* 65.03
Observations 22,103 22,103 22,103

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.
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Table 2 Multiple regression: the impact of acquirirg firm CEO narcissism on firm M&A short run (announ cement) performance

CAR=q, + jHN + §,S0 + yVO + y,CG + y.RSze + y relatednes + y,Growth + y,Attitude + y,Payment + y, Size+ &
BHAR=a, + y,HN + y,S0 + y,VO + y,CG + y.RSze + y, relatedness + y,Growth + y, Attitude + y,Payment + y,,Sze + £

This table presents the regression results whéerdift thresholds (50%, 67%, 80% in-the-money)agugied in the option exercise behaviour-based ureas
CEO narcissism. The dependent variable is the 3-dayl) event window CAR or the 2-year (1, 24 niBHAR for the acquiring firm. HN is a dummy vébla
equal to 1 for highly narcissistic CEOs, and edod otherwise. HN is derived from Holder X. CGA#M's G index, a proxy for corporate governanceliqya
SO is the fraction of company stock owned by theOC& the end of the last fiscal year before thd deaouncement year. VO is the CEO’s holdings of
exercisable options as a fraction of common theeshautstanding. Attitude is a binary variablegvehl signifies that the deal attitude is classifis “hostile”,
and 0 signifies “friendly” or “neutral”. Paymerg & binary variable, where 1 signifies that thehmétof deal payment is cash, otherwise 0. relatediea
binary variable where 1 signifies that the firsbtdigits of the SIC code of the acquirer and thafstie target are the same. Rsize is the relaibeedf the target
firm. Growth is the target’s M/B ratio, which isedto proxy for firm growth options. Size is theural logarithm of acquirer total assets.

Threshold applied in the option exercise behavizaged measure of CEO narcissism (Holder X)

Variable CAR BHAR
50% 67% 80% 50% 67% 80%
HN -0.014* -0.015** -0.015** -0.020** -0.019** -0.019**
CG -0.038** -0.037** -0.037** -0.022** -0.023** -0.022**
SO 0.079 0.078 -0.077 0.068 0.068 -0.067
VO 0.113 0.112 0.111 0.172% 0.174% -0.175%+
Attitude -0.001 -0.002 -0.002 0.000 0.000 0.000
Payment 0.013% 0.013% 0.014% 0.016* 0.015* 0.015*
relatedness 0.005 0.007 0.008 0.047 0.049 0.048
RSize 0.143 0.145 0.145 0.064 0.065 0.065
Growth 0.122 0.121 0.120 -0.029 -0.031 -0.030
Size -0.189** -0.190 -0.190%* -0.090 -0.091 -0.091
AdjustedR? 0.06 0.06 0.06 0.05 0.05 0.05
F- test 9,63+ .67 9.70% 8.89** 8.96*** 9.02%**
Observations 1,888 1,888 1,888 1,888 1,888 1,888

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.
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Table 3 Multiple regression: the impact of target irm CEO narcissism on acquiring firm short run (announcement) performance

CAR =a, + y,HN, + y,HN; + ;S0 + y,VO + y,.CG + ysRSze + y,relatedness + y,Growth + y, Attitude + y,,Payment + y;,Sze + €
BHAR =a, + y,HN, + y,HN; + y,S0 + y,VO + ),CG + y,RSze + y,relatedness + y,Growth + y, Attitude + y;,Payment + y,,Sze + £

This table presents the regression results whéerelift thresholds (50%, 67%, 80% in-the-money)agglied in the option exercise behaviour-based
measure of CEO narcissism. The dependent varialiteei 3-day (-1, 1) event window CAR or the 2-ygdar24 month) BHAR for the acquiring firm.
HN, measures the acquiring firm CEO narcissism, ang tHbl equivalent for the target firm. HMdind HN- are dummy variables, derived from Holder X,
equal to 1 for highly narcissistic CEOs, and eqad otherwise. CG is the GIM’s G index, a proxy éorporate governance quality. SO is the fraction
of company stock owned by the CEO at the end ofaigfiscal year before the deal announcement y&aiis the CEQ’s holdings of exercisable options
as a fraction of common shares outstanding. Aliitis a binary variable, where 1 signifies thatdbel attitude is classified as “hostile”, and ghéfies
“friendly” or “neutral”. Payment is a binary vabke, where 1 signifies that the method of deal payims cash, otherwise 0. relatedness is a binary
variable, where 1 signifies that the first two tBgof the SIC code of the acquirer and target lagesame. Rsize is the relative size of the taiget f
Growth is the target’s M/B ratio, which proxies fom growth options. Size is the natural logaritbfracquirer total assets.

Threshold applied in the option exercise behavimaged measure of CEO narcissism (Holder X)

Variable CAR BHAR

50% 67% 80% 50% 67% 80%
HNa -0.008* -0.007* -0.007* -0.026* -0.028* -0.027*
HN+ -0.007 -0.008 -0.007 -0.002 -0.001 -0.001
CG -0.029 -0.028 -0.028 -0.029* -0.029* -0.030*
SO 0.027 0.025 0.026 0.082 0.086 0.085
VO 0.053 0.055 0.054 0.143* 0.146* 0.147*
Attitude -0.001 -0.000 -0.000 0.001 0.000 0.000
Payment 0.018** 0.017** 0.017** 0.018 0.020 0.021
relatedness 0.010 0.010 0.009 0.033 0.031 0.030
RSize 0.154 0.155 0.155 0.018 0.022 0.021
Growth 0.190 0.188 0.187 0.001 0.001 0.002
Size -0.129* -0.130* -0.130* -0.036 -0.037 -0.037
AdjustedR2 0.07 0.07 0.07 0.06 0.06 0.06
F- test 9.26 9.17%** 9.20 9.10 8.99*** 9.02***
Observations 342 342 342 342 342 342

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.
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Appendix 4: Robustness check — high-tech dummy (alles)

Table 1 Logit regression: CEO narcissism and M&A deision making

Y=a,+ BHN+B,CG+ B Sze+ 5,80+ AVO+ [CF + BQ+ G, return, , + ByHigh _tech _dumy + ¢
The dependent variabMis a binary variable which equals 1 if the firm anncenh at least one deal (successful bid and comptigat) in a specific firm year
during the period from January 1, 1993 to Decen#dgr2005, otherwise 0. HN is a dummy variable edaal for highly narcissistic CEOs, and equal to 0
otherwise. (HN is derived from Holder67 in modeardd the media portrayal narcissism proxy measureaddel 2). CG is the GIM’s G index, the proxy for
corporate governance quality. Size is the natagdhdithm of acquirer total assets at the end ofdbefiscal year. SO is the fraction of compargcktowned by
the CEO at the end of the last fiscal year befbeedeal announcement year. VO is the CEO’s holdaigsxercisable options, as a fraction of commoaresh
outstanding. CF is the normalized ratio of firmfcdl®w, given by earnings before extraordinary iteplus depreciation, divided by the beginning & ttear
capital. (Here, capital is measured as properant@nd equipment.) Q represents Tobin's Q, ddfagethe market value of assets/book value of gssbere the
book value of assets = total assets, and the maakat of assets = total assets + market equibok lequity. Market equity = common share outstagdirfiscal
year closing price, and book equity = total assetst liabilities-preferred stock + deferred tax®@¢e report the regression results based on usirdesy and
media portrayal as the measures of CEO narcisstesmpectively.returne,..; represents the 1-year lagged stock return. High-dummy equals to 1 if the
acquiring firm is classified as high-tech firmsByomson One Banker, otherwise 0. This table alswstthe coefficients in the form of odds ratios.

Model 1 Model 2
Variables (Based on Holder 67) (Based on media portrayal)

Coefficient Odds ratio z-Statistics Coefficient Qddtio z-Statistics
HN 0.31 1.36 2.49** 0.25 1.28 1.78*
CG 0.01 1.01 0.63 0.01 1.01 0.47
Size 0.24 1.27 2.70%*x 0.21 1.23 2.59**
SO -0.92 0.40 -0.77 -0.94 0.39 -0.65
VO -0.51 0.60 -0.56 -0.53 0.59 -0.49
CF 0.21 1.23 1.80* 0.19 1.21 1.77*
Q 0.17 1.19 2.03* 0.18 1.20 2.07*
returfear-1 0.09 1.09 1.72* 0.09 1.09 1.76*
High-tech dummy 0.03 1.03 0.86 0.02 1.02 0.79
LR statistic 65.33**+* 60.92***
Observations 22,103 16,418

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.
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Table 2 Multiple regression: the impact of acquirirg firm CEO narcissism on firm M&A short run (announ cement) performance
CAR=a, + y,HN + §,S0 + yVO + y,CG + y,RSze + y relatedness + y,Growth + pgAttitude + y,Payment + y,,Sze + y,,High_tech_dummy + ¢

The dependent variable is the 3-day (-1, 1) evendow CAR for the acquiring firm. HN is a dummy iable equal to 1 for highly narcissistic CEOs,
and equal to 0 otherwise. (HN is derived from Hdédein model 1, media portrayal in model 2, andtenhanalysis of CEO discourse in model 3.) CG
is GIM’s G index, a proxy for corporate governamgrility. SO is the fraction of company stock owtgdhe CEO at the end of the last fiscal year
before the deal announcement year. VO is the CBGIdings of exercisable options as a fraction ahiewn the shares outstanding. Attitude is a
binary variable, where 1 signifies that the dettuate is classified as “hostile”, and 0 signifi#isendly” or “neutral”. Payment is a binary vabie,
where 1 signifies that the method of deal paymemish, otherwise 0. relatedness is a binary \angbere 1 signifies that the first two digits bét
SIC code of the acquirer and those of the targetle same. Rsize is the relative size of the tdirge Growth is the target's M/B ratio, which issed

to proxy for firm growth options. Size is the nalulogarithm of acquirer total assets. High-teamdy equals to 1 if the target firm is classifiesd a
high-tech firms by Thomson One Banker, otherwise 0.

Model 1 Model 2 Model 3
Variable (Based on Holder 67) (Based on media portrayal) (Based on content analysis of CEO speech)

Coefficient t Statistics Coefficient t Statistics odficient t Statistics
HN -0.012 -2.21%* -0.007 -1.90* -0.011 -2.46%*
CG -0.033 -2.30%* -0.036 -2.37% -0.019 -1.70*
SO 0.075 1.22 0.090 1.11 0.060 0.98
VO 0.109 1.02 0.102 1.19 0.117 1.20
Attitude -0.001 -0.17 -0.002 -0.19 0.000 -0.15
Payment 0.010 2.76%* 0.009 2.67%* 0.013 2.84%x*
relatedness 0.009 1.00 0.007 0.98 0.005 0.84
RSize 0.142 0.18 0.145 0.18 0.127 0.16
Growth 0.119 0.32 0.126 0.28 0.165 0.28
Size -0.187 -2.43% -0.179 -2.29%* -0.153 -1.83*
High-tech dummy 0.011 1.51 0.014 1.72* 0.012 1.69*
AdjustedR? 0.05 0.06 0.06
F- test 10.01%** 10.47%* 13.98%*
Observations 1,888 1,722 1076

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.
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Table 3 Multiple regression: the impact of acquirirg firm CEO narcissism on firm long run post-acquistion performance
BHAR =a, + y,HN + y,S0 + y,VO + y,CG + y,RSze + y, relatedness + y,Growth + y, Attitude + y, Payment + y,,Sze + y,,High _tech _dummy + &

The dependent variable is the 2-year (1, 24 mdaHAR for the acquiring firm. HN is a dummy varial@gual to 1 for highly narcissistic CEOs, and
equal to 0 otherwise. (HN is derived from Holderé#nodel 1, media portrayal in model 2, and conterdlysis of CEO discourses in model 3.) CG is
GIM’s G index, a proxy for corporate governanceliqua SO is the fraction of company stock ownedthg CEO at the end of the last fiscal year before
the deal announcement year. VO is the CEO’s hoddaigxercisable options as a fraction of the comsiwares outstanding. Attitude is a binary vaeabl
where 1 signifies that the deal attitude is clasdifis “hostile”, and 0 signifies “friendly” or “n&al”. Payment is a binary variable, where 1 Bigs that

the method of deal payment is cash, otherwisel@eness is a binary variable, where 1 signities the first two digits of the SIC code of the wicer
and those of the target are the same. Rsize ielhtve size of the target firm. Growth is thegetis M/B ratio, which is used to proxy for a fisrgrowth
options. Size is the natural logarithm of acquitgal assets. High-tech dummy equals to 1 if thgetafirm is classified as high-tech firms by Thams
One Banker, otherwise 0.

Model 1 Model 2 Model 3
Variable (Based on Holder67) (Based on media portrayal) (Based on content analysis of CEO speech)

Coefficient t Statistics Coefficient t Statistics odlficient t Statistics
HN -0.017 -2.40%* -0.018 -1.97* -0.022 -1.79*
CG -0.021 -2.49** -0.020 -2.34% -0.015 -2.16**
SO 0.072 0.91 0.066 0.70 0.055 0.57
VO 0.169 2.79%** 0.171 2.84%x* 0.148 2.51%*
Attitude 0.001 0.13 0.000 0.12 0.001 0.13
Payment 0.016 1.78* 0.015 2.42% 0.013 1.97*
relatedness 0.046 0.85 0.054 0.98 0.059 0.79
RSize 0.063 0.15 0.060 0.18 0.042 0.14
Growth -0.028 -0.17 -0.035 -0.40 -0.023 -0.39
Size -0.090 -0.79 -0.089 -0.92 -0.067 -0.85
High-tech dummy -0.018 -0.99 -0.022 -1.00 -0.019 -1.01
AdjustedR? 0.06 0.05 0.05
F- test 9.34%+* 9.19%** 12.25%+*
Observations 1,888 1,722 1076

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.
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Table 4 Multiple regression: the impact of target irm CEO narcissism on acquiring firm short run (announcement) performance

CAR =a, + y,HN, + y,HN; + y,0 + y,VO + y,CG + y;RSze + y,relatedness + y,Growth + y, Attitude + y,,Payment + y,,Sze + y,,High _tech _dummy + &

The dependent variable is the 3-day (-1, 1) evémdow CAR for the acquiring firm. HNmeasures the acquiring firm CEO narcissism, ang tHil equivalent
for the target firm. H)N and HN- are dummy variables equal to 1 for highly narsiésiCEOs, and equal to 0 otherwise. Hbl derived from Holder67 in model
1, media portrayal in model 2, and content analg6iSEO discourse in model 3. HNs derived from Holder67 in model 1, and mediatfagyal in models 2 and
3. CG is the GIM’s G index, a proxy for corporatevgrnance quality. SO is the fraction of compatogls owned by the CEO at the end of the last figealr
before the deal announcement year. VO is the CBQ&ings of exercisable options as a fraction ahown shares outstanding.  Attitude is a binaryalde,
where 1 signifies that the deal attitude is claésdifis “hostile”, and 0 signifies “friendly” or “oé&ral”. Payment is a binary variable, where 1 #iga that the
method of deal payment is cash, otherwise 0. mf&ss is a binary variable, where 1 signifies thatfirst two digits of the SIC code of the acquiaad target
are the same. Rsize is the relative size of tlgetdirm. Growth is the target's M/B ratio, whiclhopies for firm growth options. Size is the natugadarithm of
acquirer total assets. High-tech dummy equalsitaht target firm is classified as high-tech fgilmy Thomson One Banker, otherwise 0.

Model 1 Model 2 Model 3
(HN,: Holder 67, (HN,: media portrayal, (HN,: content analysis of CEO speech,
Variable HN;, : Holder 67) HN, : media portrayal) HN, : media portrayal)

Coefficient t Statistics Coefficient t Statistics oddficient t Statistics
HNj -0.008 -2.09* -0.014 -2.27** -0.010 -2.24%*
HN+ -0.008 -1.51 -0.006 -2.29** -0.004 -1.92*
CG -0.027 -1.38 -0.031 -1.77* -0.017 -1.43
SO 0.024 1.16 0.069 1.33 0.047 1.18
VO 0.052 0.87 0.101 0.83 0.104 1.09
Attitude -0.001 -0.10 -0.000 -0.13 -0.000 -0.13
Payment 0.016 2.39** 0.010 2.61%** 0.011 2.45%*
relatedness 0.012 1.41 0.008 1.42 0.007 1.74*
RSize 0.154 0.15 0.133 0.19 0.105 0.20
Growth 0.190 0.32 0.124 0.31 0.146 0.33
Size -0.129 -1.96* -0.175 -2.43** -0.150 -2.26**
High-tech dummy 0.01 1.47 0.012 1.71* 0.009 1.44
AdjustedR? 0.070 0.070 0.060
F- test 9.29%** 12.88*** 11.03***
Observations 342 1316 661

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.
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Table 5 Multiple regression: the impact of target irm CEO narcissism on acquiring firm long run post-acquisition performance.

BHAR =a, + y;HN, + y,HN; + y,SO + VO + .CG + y;RSze + y,relatedness + y,Growth + y, Attitude + y,,Payment + y,,Sze + y,,High _tech _dummy + &

The dependent variable is the 2-year (1, 24 mdBHAR for the acquiring firm. HN measures acquiring firm CEO narcissism, and: ¢ equivalent for the target
firm. HNA and HN- are dummy variables equal to 1 for highly narsigsiCEOs, and equal to 0 otherwise. Hil derived from Holder67 in model 1, media poréday
in model 2, and content analysis of CEO discounsmadel 3. HN is derived from Holder67 in model 1, and mediatiayal in models 2 and 3. CG is the GIM's G
index, a proxy for corporate governance quality.iS@e fraction of company stock owned by the GEGhe end of the last fiscal year before the deabuncement
year. VO is the CEO’s holdings of exercisable api@s a fraction of common shares outstanding.itud# is a binary variable, where 1 signifies ttfet deal
Payment is a binary valle, where 1 signifies that the method of dealnpent is cash,
otherwise 0. relatedness is a binary variable, fiesignifies that the first two digits of the St6de of the acquirer and target are the same. Rsthe relative size
of the target firm. Growth is the target’s M/B mtiwhich proxies for firm growth options. Size fetnatural logarithm of acquirer total assets. Hegth dummy
equals to 1 if the target firm is classified ashhtgch firms by Thomson One Banker, otherwise 0.

attitude is classified as “hostile”, and 0 sigrsfidriendly” or “neutral”.

Model 1
(HN,: Holder 67,
HN, : Holder 67)

Model 2

(HN,: media portrayal,
HN, : media portrayal)

(HN,: content analysis of CEO speech,

HN, : media portrayal)

Variable

Coefficient t Statistics Coefficient t Statistics odficient t Statistics
HNa -0.025 -1.77* -0.029 -2.20** -0.022 -1.80*
HNt -0.001 -0.90 -0.003 -0.96 -0.001 -0.88
CG -0.027 -1.79* -0.019 -2.50** -0.024 -2.29**
SO 0.079 0.68 0.054 0.79 0.069 0.75
VO 0.153 1.90* 0.161 2.69*** 0.142 2.37*
Attitude 0.001 0.14 0.000 0.17 0.001 0.16
Payment 0.024 1.53 0.014 2.24%* 0.011 1.84*
relatedness 0.027 0.58 0.043 0.78 0.054 0.59
RSize 0.020 0.13 0.059 0.19 0.036 0.16
Growth -0.013 -0.16 -0.019 -0.20 -0.011 -0.19
Size -0.036 -0.65 -0.070 -0.80 -0.063 -0.69
High-tech dummy -0.015 -1.42 -0.019 -1.69* -0.017 -1.56
AdjustedrR? 0.06 0.05 0.06
F- test 9.14%** 14.28*** 11.98***
Observations 342 1,316 661

* Significant at 10%; ** significant at 5%; *** sigificant at 1%.
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