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Takeover, Distress, and Equity Issuance:

Evidence from Korea

We study the motive and the economic effects of takeover in Korea, which 

has not been actively studied due to difficulties in collecting data. Using the data 

of largest shareholder change disclosed in the Korea Exchange's public 

disclosure system in 2004-2017, we estimate logit regressions of the likelihood 

that the firms to be a target. We also estimate panel regressions to examine the 

effect of takeovers on financial performances. The results show that takeovers in 

Korea occur in relation to financial distress, and that some companies tend to be 

targeted repeatedly. However, after the takeover, the financial distress is not 

resolved, indicating poor performance of takeovers motivated by financial 

distress.

Keywords: Takeovers, Financial distress, Equity issuance, Financial Performance, 
Method of Takeover

JEL Classification: G34, G32, G30, L25
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 Ⅰ. Introduction

Korea’s M&A environment is quite different from that of the US and 

other countries in that the market for corporate control is well-developed. 

First of all, the control of Korean companies usually changes through 

control stake acquisition that is less likely to incur a potential loss of 

control benefits through dilution (Kim, 2012). Due to the lack of a 

mandatory takeover bid rule, M&A occurs by transferring the shares held 

by a small number of controlling shareholders. Second, most targets are 

listed even after the change in controlling shareholders. Third, hostile 

M&As are hardly observed and therefore have only a small disciplinary 

role (Park et al, 2017). Finally, the level of M&A activity is very low. 

According to Rossi and Volpin (2004), the M&A volume of Korean listed 

companies is 4.81%, which is much lower than the world average of 

23.54%. These differences in M&A market characteristics are largely 

attributable to differences in company ownership structures. In other 

words, unlike US companies that have dispersed ownership structures, 

Korean companies have significant stakes in their controlling shareholders.

This study is initiated to find out what motivates takeovers in this 

environment. Many explanations based on the US market have been 

suggested and tested to explain the motive for takeovers. Among them, 

the four major motives are synergy, agency problems, hubris, and 

mispricing. The synergy motive is related to the economic gains of the 

target and acquirer such as revenue enhancement, cost reduction, and tax 

benefits. The agency problem motive is related to the private interest of 

the acquirer’s manager such as empire building preferences. The hubris 

motive is related to a misjudgment due to the overconfidence of the 

acquirer’s manager. Lastly, the mispricing motive is related to the 

undervaluation of the target or overvaluation of the acquirer in the stock 

market. However, these studies have mainly looked at countries where the 

market for corporate control is well-developed, so they can only partially 

explain the motive for takeovers in countries where the M&A market is 
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less developed. Nevertheless, little is known about the motives behind 

acquisitions of Korean companies. This study contributes to the related 

literature by empirically studying the influence of controlling shareholders 

on the motive for and process of takeovers, as follows.

First, it seems that the target company is often a financially distressed 

company whose controlling shareholders have difficulty in pursuing 

private benefits. We also find that such firms tend to be repeatedly taken 

over by other controlling shareholders. Second, a frequently used method 

is to issue new shares and assign them to the new controlling 

shareholder. This method is different from what previous M&A studies 

analyzed in that the acquirer pays to the target, not to the shareholders 

of the target. Third, a takeover between controlling shareholders tends to 

occur for the pursuit of private benefits, and thus does not increase the 

corporate value after the takeover.

We first looked at cases in order to find out the cause of changes in 

controlling shareholders in Korean listed companies, and found several 

features of such changes. First of all, despite the very low level of M&A 

activity, some companies are targeted repeatedly. Another notable feature 

is that the target firm issues new shares to the acquirer for the control 

transfer. Anecdotal evidence suggests that these are related to the distress 

of the target firm and its shareholders. For example, the largest general 

transport company in Korea, Korea Express, was an affiliated firm of 

Dong-Ah business group. When Dong-Ah Group went bankrupt in 2000, 

Korea Express was in severe financial distress and its shares were 

transferred to creditors. In 2005, STX Group became the largest 

shareholder by acquiring shares from the creditors, and the next year, 

Goldman Sachs became the largest shareholder through a debt-equity 

swap. In 2008, Kumho-Asiana Group was selected as the preferred bidder 

and acquired newly issued shares through private placement. However, 

Korea Express was eventually sold to CJ Group when Kumho-Asiana 

Group fell into financial distress under the influence of the global 

financial crisis. In the case of Korea Express, the transfers of corporate 
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control were largely related to the financial distress of the target or of its 

controlling shareholders. Debt-equity swaps and private placement equity 

issuance were used as the methods of transferring control. 

A hypothesis based on this anecdote is as follows. In Korea, managers 

and shareholders are reluctant to transfer corporate control because they 

value the private benefits of control. In particular, Cronqvist and Nilsson 

(2003) show that the controlling family does not want to give up control, 

which leads to a lower probability of a takeover, or a higher probability 

of financial distress. Meanwhile, the private benefits of control are 

positively related with firm performance (Albuquerque and Schroth, 2010; 

Barclay and Holderness, 1989). When the deficit continues and financial 

distress becomes severe, the private benefits of control are reduced due to 

the depletion of resources and heavy scrutiny. Therefore, we hypothesize 

that a takeover is likely to occur when the target firm is financially 

distressed and the motive of M&A is the resolution of the financial distress. 

On the other hand, distressed firms need to raise funds to resolve 

their losses. Funding through capital markets is crucial for the survival of 

the company. However, due to high debt ratios, companies with financial 

distress usually have difficulty in taking out additional loans or issuing 

debt securities. Alternatively, to avoid bankruptcy, a firm may choose to 

raise capital by issuing shares (Moreno-Bromber and Vo, 2017). This can 

be interpreted in line with the pecking order theory, in that firms issue 

equity as a last resort. Högfeldt and Oborenko (2005) also argue that 

equity issuance reflects a lack of internal capital and difficulty issuing 

liabilities, i.e. financial distress, especially when a large wedge exists 

between control and ownership. Since controlling shareholders can use the 

whole sum of retained earnings with a smaller proportion to cash flow 

rights, internal capital is a less expensive method of financing for them. 

On the other hand, external capital is costly for the incumbent controller 

because control is diluted and a compensating transfer is required from 

incumbent shareholders to outside shareholders. In this context, equity 

would be issued when the firm’s internal reserves have been depleted. In 
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particular, distressed firms may be expected to choose private placements 

when issuing shares because most of them have high degree of 

uncertainty and information asymmetry (Gomes and Phillips, 2012; 

Cronqvist and Nilsson, 2005; Wu, 2004; Chaplinsky and Haushalter, 2010; 

Chakraborty and Gantchev; 2013). This prediction is supported by 

empirical evidence suggesting private placements are related to financial 

distress (Krishnamurthy, Spindt, Subramaniam and Woidtke, 2005; 

Chakraborty and Gantchev, 2013; Kim, Ko, and Wang, 2018). Thus, the 

method of issuing new shares to the acquirer is expected to be used 

primarily in takeovers for firms with financial distress since the funds are 

infused to the target firm and mitigate financial distress at the same time 

as the takeover. 

In addition, we hypothesize that the financial distress of the 

shareholders could also be a motive. According to Boone and Mulherin 

(2007), the takeover process usually begins when the target firm decides 

to sell and seek potential bidders. In Korea, where there are few hostile 

takeovers, a seller’s decision whether to sell or not has a decisive effect 

on whether a takeover transaction occurs. So why do the bidders acquire 

a distressed firm? We hypothesize that the reason could be an agency 

problem such as an empire-building preference. Managers have an 

incentive to acquire other companies even if it does not maximize 

shareholder value because the greater the size of the company controlled 

by the manager, the more power the manager has, and compensation is 

also tied to firm size (Jensen, 1986). For this reason, mergers aimed at 

the manager’s private benefits tend to overpay and have low synergy, 

resulting in bad M&A performance (Harford, Humphery-Jenner, and 

Powell, 2012). Such takeovers are thus not effective in resolving the 

financial distress and the distressed company is repeatedly targeted.

Of course, other restructuring methods, such as a corporate 

rehabilitation process, can be used to ease financial distress. In reality, 

however, M&A is actively encouraged even if a Korean firm applies to the 

court for rehabilitation. When creditors become majority shareholders, 
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they tend to be more interested in the redemption of their bonds than in 

reviving the company. Therefore, the court actively uses M&A to secure 

responsible shareholders who can redeem bonds by reviving the distressed 

firm and continue to manage it (Lee and Kang, 2009). A straightforward 

alternative is a hypothesis that the acquirers buy a temporarily undervalued 

target to create synergies and make the M&A market efficient. This 

alternative hypothesis does not predict the increase in the financial distress 

of the targets and the acquirers after the acquisition. However, we found 

that the financial distress of the targets and the acquirers worsened after 

takeover. We further confirmed that there is no deterioration of the financial 

distress proxies in the non-targets and the non-acquirers through placebo tests. 

To confirm whether the case of Korea Express can be generalized to a 

large sample of takeovers and to confirm that the hypothesis is correct, 

we examine takeovers of listed companies during 2004-2017 in Korea. 

Ⅱ. Data and Variables

1. Data

Data were collected manually from 2004 to 2017 by referring to the 

disclosure of the largest shareholder change of listed firms from the 

homepage of the Korea Exchange (KIND).

Panel A in Table 1 shows the sample selection procedure, from initial 

disclosures to the final sample. This study focuses on the actual changes 

in the control of non-financial companies. Therefore, financial targets are 

excluded. We also exclude takeovers between related parties since the 

actual control remains unchanged in these cases. Such takeovers mainly 

occur due to inheritance and the transition of the governance structure to 

the holding company system. We first determine whether the seller and 

the acquirer are related parties on the basis of the disclosure. In addition, 

if the new shareholder is a company, we identify its largest shareholder 

and cross check with official documents disclosed before and after the 
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takeover. Next, we assume that a single takeover transaction involves the 

transfer of control from a non-financial entity to a non-financial entity. In 

the case of “Indirect-type” transactions through financial institutions, we 

remove the intermediate financial institutions. We note that, in indirect 

cases, the time and method of control transfer is determined when the 

transfer to the financial institution occurs because we are interested in the 

financial distress at the time of the first transfer of control. In cases 

where we cannot find the non-financial entity who sold the target firm to 

the financial entity during the sample period, we track the transactions 

and identify the previous controlling shareholder and the time and 

method of the control transfer. In addition, we exclude control changes 

that occur due to unilateral declines in the equity stakes of the previous 

largest shareholders, because the new largest shareholder did not have an 

active intention to acquire control. We also exclude the cases where 

takeovers are canceled after disclosure, as well as miscellaneous cases such 

as SPAC listings. In the case of an SPAC listing, the shareholders of the 

merger will receive shares of the special purpose acquisition company 

(SPAC) in accordance with the merger ratio, so that the unlisted company 

goes through the SPAC for the listing and the actual control will remain 

unchanged. Also, takeovers in which the value of the acquired stock is 

less than 5% of the market value are excluded, which is similar to the 

filtering method of Mitchell and Lehn (1990). Finally, we exclude deals 

with less than 1 billion KRW to rule out the effect of very small 

takeovers. The amount of takeover is calculated by multiplying the stock 

price at the reporting date and the new controlling shareholders’ 

increased number of shares. We note that the date and stock price of the 

Indirect-type is based on the current transaction. 

Panel B reports the number of times the target was acquired during 

the sample period. Since most targets remain listed even after the 

acquisition, it is possible to observe the changes of control over time. 

Almost half of the targets experience more than two control changes 

during the sample period.
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Table 1. Sample Selection Procedure

This table presents the sample selection procedure of takeovers of Korean listed companies 
(including KRX and KOSPI) during 2004-2017. The procedure details the number of takeover 
transactions filtered out at each reason. The amount of takeover is calculated by multiplying the 
stock price at the reporting date and the new controlling shareholders’ increased number of 
shares.

Panel A. Takeover Samples

Total disclosures 4,171

(1) Target is a financial firm 255

(2) Deals between related parties 1,038

(3) Deals between financial firms in Indirect-type takeovers 449

(4) Previous controlling shareholders unilaterally reduce their shares 209

(5) In case the contract is canceled after disclosure, financial statements are 
missing and miscellaneous such as SPAC listing 252

(6) If the amount purchased is less than 5% of mark value 491

(7) If the amount purchased is less than 1 billion won 94

Final sample 1,383

Panel B. Frequency of Takeovers

Number of firms (%) Number of takeovers (%)

1 time 389 (53.1) 389 (28.1)

2 times 170 (23.2) 340 (24.6)

3 times 89 (12.2) 267 (19.3)

4 times 49 (6.7) 196 (14.2)

5 times 26 (3.5) 130 (9.4)

6 times 9 (1.3) 54 (3.9)

7 times 1 (0.0) 7 (0.5)

Total 733 (100.0) 1,383 (100.0)

Further, we divide the sample into two groups according to the way 

that control is transferred: New-type and Old-type. New-type refers to the 

transfer of control through the issuance of new shares by the target, and 

Old-type refers to the transfer of control through the payment by the 

acquirer of cash or stock of the acquiring firm to the target’s 

shareholders. Acquisition methods have been studied in a wide range of 

contexts such as taxes, information asymmetry, capital structures and 

behavioral motives (Eckbo, 2009). In the point of this new classification, 
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they are in fact all Old-types. Prior studies focus on cash or stocks as a 

means of payment, and the issuer of the stocks is the acquirer. On the 

other hand, in our New-type classification, the issuer is the target firm. 

Thus, the New-type in which target issues new shares is expected to be 

used primarily in takeovers for firms with financial distress since the 

funds are infused to the target firm and mitigate financial distress at the 

same time as the takeover. The shareholders of the target do not get 

paid and lose control. The New-type takeover, however, may also be 

beneficial to the shareholders of the target firm. They may be able to sell 

their shares at a higher price after financial distress is resolved, even 

though they will not be paid instantly for the transfer of control. This 

could be a good alternative for an incumbent controlling shareholder in a 

situation in which a company has to choose between liquidation or 

recapitalization.

In addition, we assume that a single takeover transaction involves the 

transfer of control from a non-financial entity to a non-financial entity. 

From this point a view, we define a transaction in which control is 

transferred from a non-financial entity to a non-financial entity as a 

"Direct" transaction, and a transaction via a financial institution as an 

"Indirect" transaction. In indirect transactions, we determine whether the 

target or shareholders are distressed at the moment control is transferred 

to the financial institution, since we are interested in whether the target 

experiences financial distress at the beginning of the transfer of control.

Table 2 shows the frequency and the size of each of the four types of 

takeover transactions. Takeovers are classified into Direct and Indirect types 

depending on whether it goes through a financial institution or not, and 

as New and Old types depending on whether the target issues new shares 

or not. New-type accounts for 34% of the frequency, but 50% of the total 

amount. Old-type accounts for the rest. Direct-type, meanwhile, accounts 

for 87% of the frequency, but 60% of the total amount. Indirect-type 

accounts for the rest. In terms of the size of the takeover, the 

Indirect-type is larger than the Direct-type, and New-type is larger than 
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the Old-type. This suggests that large takeovers tend to occur in a 

New-Indirect manner, given that New-Indirect takeovers account for 7% in 

terms of frequency but 30% in terms of total amount. The average 

transaction amount of this type is 212 billion KRW, which is the greatest 

among all types. 

Table 2. Different Types of Takeovers

This table classifies takeover transactions into four types. New and old types are distinguished by 
the way control is transferred. Direct and indirect types are distinguished by whether the transfer 
goes through a financial institution. Panel A reports the number of takeover transactions and the 
proportion for each type. Panel B reports the total amount of takeovers and the proportion for each 
type. Panel C reports the average and median amounts for each type.

Panel A. Frequency of Takeovers

Direct Indirect Sum

N (%) N (%) N (%)

New 381 (28) 86 (6) 467 (34)

Old 827 (60) 89 (6) 916 (66)

Sum 1,208 (88) 175 (12) 1,383 (100)

Panel B. Total Amounts of Takeovers (Units: KRW billions, %)

　 Direct Indirect Sum

New 13,219 (23) 13,419 (24) 32,821 (47)

Old 24,556 (43) 5,678 (10) 32,353 (53)

Sum 31,271 (66) 25,372 (34) 65,174 (100)

Panel C. Average [Median] Amounts (Unit: KRW billions)

Direct Indirect All

New 34.7 [5.8] 156 [12.2] 57 [6.4]

Old 29.7 [7.2] 63.8 [11.9] 33 [7.4] 

Sum 31.3 [6.7] 109.1 [11.9] 41.1 [7.0]

Next, we examined the distributions of the ownership ratio of 

controlling shareholders before and after takeovers by year. The new 

controlling shareholders newly acquired 21% of shares at the time of the 

takeover, and they had owned 2% of shares on average even before the 

takeover. On the other hand, the former controlling shareholders had 
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held 13% of shares in the New-type and 25% in the Old-type before 

takeovers. Since the target firm in a new-type takeover is likely to be 

implementing restructuring measures such as reduction of capital, the 

share of existing shareholders is often lowered at the time of acquisition. 

The ownership after the acquisition of the former controlling shareholders 

is 7% in New-types and 5% in Old-types. In New-types, the ownership of 

the former controlling shareholders is diluted because the target firm 

issues shares to the new shareholders, even though they do not sell to 

the new shareholders. Meanwhile, the former controlling shareholders in 

Old-type takeovers keep their shakes only below the level where they can 

exercise considerable control.

2. Variables

Financial distress refers to a situation where a firm is unable to meet 

its debt obligations (Wruck, 1990; Gilson, 1989). In particular, 

Purnanandam (2008) separates financial distress from insolvency and 

defines the former as follows: “a low cash-flow state in which the firm 

incurs losses without being insolvent.” Opler and Titman (1994) also 

make a distinction between financial distress and default in a similar 

context. This study follows the definition of Purnanandam (2008).

To measure financial distress, financial indicators or predicting models 

are mainly used. Indicators include interest coverage ratio (Bruyland and 

Maeseneire, 2016; Andrade and Kaplan, 1998; Bernanke and Gertler, 

1995), leverage (Gilson, 1989), net profit (Ang and Nathan, 2011) and 

continuous deficits (Wu, 2004; Hertzel and Smith, 1993). Models for 

predicting financial distress include Altman’s Z-score and Ohlson’s O-score. 

In this study, a variety of financial distress measures are used: three 

continuous variables (ROA, Lnintcov, Kscore) and three dummy variables 

(Deficit, Caper, Dintcov). First, ROA, Lnintcov, Deficit, and Dintcov are 

related to the firm’s profitability. ROA is net income scaled by the book 

value of total assets. Lnintcov is the log value of interest coverage ratio



This table shows the number of takeover deals between 2004 and 2017 and the average ownership of the former controlling shareholders and 
the new controlling shareholders before and after the takeover. New and old types are distinguished by the way control is transferred. 

No. of deals 
Ownership (%)

New-type Old-type

Year Sum New-type Old-type
Old-shareholder New-shareholder Old-shareholder New-shareholder

Before After Diff Before After Diff Before After Diff Before After Diff

2004 19 7 12 8.0 1.7 -6.3 0.1 35.3 35.2 32.5 3.1 -29.4 1.2 38.2 37.0 

2005 95 26 69 12.8 6.2 -6.6 2.7 22.0 19.4 26.5 7.2 -19.3 1.6 24.6 23.0 

2006 134 29 105 12.4 8.8 -3.5 1.1 19.6 18.5 25.4 6.3 -19.1 2.9 23.1 20.2 

2007 220 65 155 12.0 6.6 -5.4 1.6 19.8 18.2 22.9 4.1 -18.7 2.0 20.4 18.4 

2008 208 59 149 12.0 6.9 -5.1 1.3 22.4 21.1 21.4 4.6 -16.8 2.3 21.5 19.2 

2009 145 60 85 12.0 6.8 -5.2 1.4 23.8 22.4 22.9 4.2 -18.6 3.3 25.2 21.9 

2010 104 31 73 12.7 7.9 -4.9 1.4 23.8 22.4 25.1 5.5 -19.6 2.2 25.8 23.7 

2011 49 13 36 16.6 13.0 -3.6 3.8 34.8 31.0 29.6 7.0 -22.5 3.5 24.7 21.3 

2012 54 14 40 13.3 8.0 -5.3 2.3 27.8 25.5 30.0 6.2 -23.9 2.9 27.3 24.4 

2013 43 17 26 19.0 9.3 -9.7 1.5 28.7 27.2 25.7 4.7 -21.1 1.4 23.8 22.3 

2014 52 19 33 14.1 7.3 -6.8 2.9 25.5 22.5 34.5 4.1 -30.4 2.2 33.1 30.8 

2015 80 35 45 15.9 7.7 -8.2 2.8 26.0 23.2 29.3 4.4 -24.9 0.9 26.5 25.6 

2016 97 39 58 11.6 6.7 -4.9 1.6 20.3 18.7 24.8 4.4 -20.4 1.3 18.7 17.4 

2017 79 30 49 11.9 8.0 -3.9 0.8 18.1 17.3 29.4 3.8 -25.5 1.4 25.2 23.8 

Sum 1,379 444 935 12.9 7.4 -5.5 1.7 23.0 21.3 25.3 5.0 -20.3 2.2 23.7 21.5 

Table 3. Ownership of Controlling Shareholder before and after Control Changes
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plus 2, while Deficit is a dummy variable with a value of 1 if net income 

is negative for two consecutive years, or 0 otherwise. Dintcov is a dummy 

variable with a value of 1 if operating income is less than interest 

expenses, or 0 otherwise. Caper is related to the capital structure. A firm 

is considered in capital erosion when paid-in-capital (book equity － 
retained earnings) is greater than or equal to book equity. Finally, we use 

the Altman (1995) K-score, introduced to predict the probability of 

bankruptcy of Korean companies. The lower the index, the higher the 

risk of corporate insolvency. Kscore1 calculated with the market value of 

equity can be applied to listed firms, and Kscore2 calculated with the 

book value of equity can be applied to unlisted firms (see appendix for 

more details). Kscore1 below –2.00 or Kscore2 below –2.30 indicates 

severe distress potential, while Kscores above 0.75 are interpreted as 

distress-free for both Kscores. 

Other variables that may affect the likelihood of takeover or the 

method of acquisition from previous studies are included as control 

variables. Hasbrouck (1985) uses a logit model to predict takeovers and 

includes size, q ratio (market to replacement value), liquidity, and 

leverage. Palepu (1986) uses logit estimates using sales growth, leverage, 

size, market-to-book ratio, price-earnings ratio, and liquidity. Schwert 

(2000) includes ROE, sales growth, liquidity, debt-to-equity ratio, 

market-to-book ratio, price-earnings ratio, and size in probit and 

regression models. Akhigbe, Martin, and Whyte (2007) provide logit 

estimates including size, institutional ownership, market-to-book ratio, free 

cash flow, leverage, performance, and fixed assets as the characteristics of 

the target. 

The empirical evidence suggests that the likelihood of takeover 

decreases with firm size due to transaction costs. Firms with a low 

market-to-book ratio are more likely to be an acquisition target since they 

may be perceived to be undervalued. For the free cash flow, predictions 

diverge. Smith and Kim (1994) argue that the higher the free cash flow, 

the more attractive the target candidate. Alternatively, if a high free cash 
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flow reflects excessive private benefits, it may reduce the probability of a 

successful takeover by increasing the offer premium. There also seems to 

be no consensus on the effect of the largest shareholder ownership. 

Shleifer and Vishny (1986) suggest that a takeover becomes more likely as 

the proportion of the firm's shares held by the large shareholder rises. 

They assume that a large shareholder replaces ineffective managers as a 

monitoring activity and accepts takeover even for a small increase in the 

firm’s profit. Alternatively, Stulz (1988) argues that an increase in the 

fraction of voting rights controlled by management decreases the 

probability of a successful tender offer. Meanwhile, firms with a high 

tangible asset ratio may be attractive targets because they provide 

additional production capacity to the bidders. With regard to institutional 

ownership, Clyde (1997) shows that the acquisition is used more like a 

disciplinary mechanism. Since most foreign investors in Korea are 

institutional investors, foreign rather than institutional ownership is used 

in this study. Faleye (2004) shows that firms with excess cash are less 

likely to be a target of a takeover since they have the ability to defend 

themselves against an unwanted bid. Lastly, since information asymmetry 

may affect the choice of acquisition method, age is included as a variable 

representing a firm’s information asymmetry. 
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Ⅲ. Empirical Analysis

1. Descriptive Statistics 

We first report the descriptive statistics of key variables for the target 

by the types of takeovers. According to Panel A of Table 4, more than 

half of the targets are in financially distress. The values of the dummy 

variables such as Deficit, Caper, and Dintcov are greater than 0.5. 

Meanwhile, non-target firms (firm-year) are the listed companies that have 

never been a target during the sample period. The univariate analysis of 

both samples indicates that a target is in greater financial distress than a 

non-target. Targets have negative profitability (ROA) on average, and their 

average Kscore1 is below –2.00, while non-targets have positive 

profitability and their average Kscore1 is over 0.75. In addition, the 

leverage and cash holdings over total assets of the targets are significantly 

higher than those of the non-targets. Also, targets have lower age, size, 

sales growth, largest shareholder ownership, foreign ownership, free cash 

flows, and tangible assets over total assets than non-targets. These are 

generally consistent with expectations based on the previous research. 

Although the market-to-book ratio is the opposite of our expectations in 

this table, the results of its multivariate analysis after controlling other 

variables are consistent. Furthermore, the average financial distress of the 

New-type is greater than the Old-type. Deficit, Caper, and Dintcov of the 

New-type takeover are 0.73, 0.83, and 0.85 respectively, which means that 

70%-80% of the targets are in financial distress. On the other hand, 

40%-60% of Old-type targets are in financial distress. 

We find that more than 50% of takeover targets are acquired more 

than one time, as shown in Table 1. Next, we check whether firms that 

are targeted again are less financially distressed compared to the previous 

acquisition. Panel B of Table 4 shows that the financial distress of target 

worsens as the order of takeover increases. Firms (firm-year) that are 

never targeted during the sample period are included in Order=0 

groups, firms that are acquired for the first time are in Order=1, firms 
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that are acquired for the second time are in Order=2, firms that are 

acquired for the third time are in Order=3, and firms that are acquired 

for the fourth time or more are in Order=4. As the order of takeover 

increases, the ROA and Kscore1 monotonically decrease, and Deficit, 

Caper and Dintcov monotonically increase. 

Table 4. Summary Statistics for Targets

This table presents the summary statistics of takeover targets. Panel A shows the summary statistics of 
the main variables for target firms and the comparison to non-targets. Panel B shows the distribution of 
target firms by the order of takeover transactions. ***, ** and * denote statistical significance at the 1%, 
5% and 10% levels, respectively. 

Panel A. Summary Statistics of Targets by Different Types

　 Target Non-target Diff NEW OLD Diff Direct Indirect Diff

N 1,383 35,522 467 916 1,208 175

ROA -0.25 0.01 -0.25 *** -0.40 -0.17 -0.24 *** -0.24 -0.26 0.02 

Lnintcov 4.66 4.82 -0.16 *** 4.60 4.70 -0.11 *** 4.67 4.63 0.04 

Kscore1 -4.68 5.09 -9.78 *** -11.97 -0.96 -11.01 *** -4.64 -4.98 0.34 *

Deficit 0.53 0.14 0.38 *** 0.73 0.42 0.31 *** 0.53 0.53 0.00 

Caper 0.61 0.21 0.40 *** 0.83 0.50 0.33 *** 0.60 0.67 -0.07 *

Dintcov 0.71 0.30 0.41 *** 0.85 0.64 0.21 *** 0.72 0.69 0.02 

Size 17.64 18.43 -0.80 *** 17.62 17.65 -0.02 17.56 18.20 -0.64 ***

Lev 0.55 0.50 0.06 *** 0.71 0.47 0.23 *** 0.54 0.68 -0.14 ***

Cash 0.09 0.08 0.01 *** 0.08 0.09 -0.02 *** 0.09 0.08 0.01 

Age 21.97 25.13 -3.16 *** 23.60 21.13 2.47 *** 21.71 23.76 -2.05 **

Sgr 11.34 18.77 -7.42 *** 8.45 12.82 -4.37 12.14 5.76 6.38 

Lown 26.23 40.33 -14.11 *** 19.08 29.87 -10.79 *** 26.30 25.73 0.56 

Fown 3.33 6.30 -2.96 *** 2.45 3.78 -1.33 *** 3.10 4.97 -1.87 ***

Mtb 2.02 1.36 0.66 *** 2.19 1.94 0.25 * 2.11 1.39 0.72 ***

Fcf -0.10 0.05 -0.14 *** -0.21 -0.04 -0.17 *** -0.10 -0.06 -0.04 

Tang 0.26 0.32 -0.05 *** 0.26 0.27 -0.01 *** 0.26 0.30 -0.04 **

Panel B. Targets by Order of Control Transfer (Mean) 

　 0 1 2 3 4 or more
N 35,522 733 344 174 132
ROA 0.01 -0.16 -0.31 -0.38 -0.39 
Lnintcov 2.25 2.05 1.18 1.14 1.01 
Kscore1 5.09 0.06 -7.66 -11.02 -14.80 
Deficit 0.14 0.42 0.60 0.70 0.72 
Caper 0.21 0.46 0.69 0.85 0.89 
Dintcov 0.30 0.61 0.78 0.85 0.89 
Size 18.43 17.84 17.48 17.37 17.28 
Lev 0.50 0.54 0.59 0.55 0.57 
Cash 0.08 0.09 0.09 0.08 0.09 
Age 25.13 21.30 22.16 22.61 24.32 
Sgr 18.77 10.20 14.63 10.10 10.72 
Lown 40.33 30.65 23.82 19.22 17.26 
Fown 6.30 4.36 2.12 1.59 3.07 
Mtb 1.36 1.79 2.27 2.21 2.44 
Fcf 0.05 -0.05 -0.16 -0.14 -0.17 
Tang 0.32 0.28 0.25 0.25 0.24　
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Table 5 documents the composition of the sellers and their 

characteristics. According to Panel A, a largest shareholder is an 

individual rather than a corporation. The shares of the largest 

shareholders are, however, the sum of the shares held by the individual 

as well as the related parties, and an individual or a corporation 

represent them by self-reporting. When the seller (or the representative of 

the largest shareholder) is an individual, it is difficult to know the 

financial status of the controlling shareholder at the time of sale. When 

the seller is a company subject to mandatory disclosure, then we can 

examine their financial status based on financial information disclosed 

around the time of the sale. We first identify 376 takeovers whose largest 

shareholder is a company subject to mandatory disclosure. Then we filter 

out the firms in the financial industry or with below 10% ownership 

before the sale. Some firms are eliminated due to a lack of financial 

information. Financial statements for some years may be unavailable 

because the list of companies subject to mandatory disclosure changes 

every year. Finally, we have 242 sellers with financial data who are 

non-financial companies.

Panel B shows the results of the comparison between the sellers and 

the non-sellers. The non-sellers are the controlling shareholders of listed 

companies who are non-financial firms with substantial ownership (the 

cutoff is 10%) and have not sold the control of their subsidiary during 

the sample period. We find that the sellers are more financially distressed 

than the non-sellers. Specifically, the sellers have negative values for ROA 

and Kscore2, 32% are in two consecutive years of deficits, 44% are in 

capital erosion, and 56% cannot cover interest costs with their operating 

income. On the other hand, the average ROA and Kscore2 of the 

non-sellers are positive, and the level of financial distress proxied by 

other indicators is significantly lower than that of the sellers. Moreover, 

the sellers have higher leverage and cash holdings and lower free cash 

flows and tangibility than the non-sellers. 
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Table 5. Summary Statistics for Sellers

This table reports the composition and characteristics of the sellers. Panel A documents the frequency 
of each group of sellers. Panel B presents the univariate comparison of firm characteristics between 
the sellers and the non-sellers. The non-sellers are the controlling shareholders of a non-financial 
listed company with more than 10% ownership and who have not transferred corporate control during 
the sample period. ***, ** and * denote statistical significance at the 1%, 5% and 10% levels, 
respectively. 

Panel A. Composition of Sellers

Company 545

Not subject to mandatory disclosure 169

Subject to mandatory disclosure 376

Individual 829

Unconfirmed 9

Total 　 　 1,383 　

Panel B. Comparison Statistics of Sellers

　 Seller Non-seller Diff　

N 242 4,195

ROA -0.08 0.04 -0.12***

Lnintcov 4.65 4.87 -0.22***

Kcore2 -1.20 10.68 -11.88***

Deficit 0.32 0.06 0.25***

Caper 0.44 0.12 0.32***

Dntcov 0.56 0.20 0.36***

Size 18.45 19.89 -1.44***

Lev 0.59 0.39 0.20***

Cash 0.06 0.04 0.01***

Age 23.75 35.16 -11.40***

Sgr 0.20 0.15 0.05

Fcf -0.02 0.05 -0.07***

Tang 0.20 0.22 -0.02*
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2. Determinants of the Frequency of Being Targeted

In this section, we analyze the factors that affect the frequency of 

being a target through ordered logit analysis and examine whether the 

target's distress is one of the factors. The dependent variable is the 

number of times (never, first, second, third, fourth or more, in sequential 

order) to be targeted, the same as “Order” in Panel B of Table 4. 

Explanatory variables include proxies of a firm’s financial distress and 

variables known to affect the likelihood of being a target introduced in 

Section 3.2. One-unit increase in an explanatory variable would result in 

the change coefficient in the ordered log-odds of being targeted a higher 

number of times with other variables in the model held constant. The 

financial distress variables are highly correlated and therefore analyzed in 

the separate specifications. We include 2-digit industry fixed effects to 

control for industry unobserved heterogeneity, and year fixed effects to 

control for unobserved time effects in our models. We also employ 

standard errors clustered at 2-digit industry level to address concerns over 

potential biases from correlated residuals within an industry.

Table 6 report the results of the ordered logit regression. As we 

predicted, financial distress is an important factor that affects the 

likelihood and the frequency of being a target after controlling other 

variables. More importantly, the number of times that a firm is targeted 

increases as financial distress become deeper. Specifically, lower ROA, 

Lnintcov, and Kscore1 would result in an increase in the ordered log-odds 

of being targeted a higher number of times. Also, distressed firms (deficit 

equals one, Caper equals one, or Dintcov equals one) are more likely to 

be targeted more often than non-distressed firms. In addition, smaller 

companies are more likely to be targeted, which are consistent with 

previous studies. Higher leverage also would result in being targeted a 

higher number of times. A low ownership share by the largest 

shareholder tends to increase the number of times being a target, which 

is consistent with Stultz (1988)’s argument that incumbent shareholders 
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pursuit of private benefits makes them avoid being targeted. The results 

suggest that companies with severe financial distress face frequent changes 

in corporate control. It also implies that financial distress is not resolved 

by a single takeover.

Table 6. Determinants of Order of Targets

This table gives coefficients of multivariate ordered logit regressions in which the dependent variable is 
the number of times a firm has been a takeover target. Standard errors (reported in parentheses) are 
clustered at the 2-digit industry level. ***, ** and * denote statistical significance at the 1%, 5% and 10% 
levels, respectively. 

Dependent variable=Order of takeover
(1) (2) (3) (4) (5) (6)

ROA -1.2693***

(0.2061)
Lnintcov -0.0905 *

(0.0517)
Kscore1 -0.0158 ***

(0.0034)
Deficit 0.7967 ***

(0.0729)
Caper 0.8502 ***

(0.1008)
Dintcov 0.8790 ***

(0.0857)
Size -0.5362 *** -0.5793 *** -0.5741 *** -0.5776 *** -0.5582 *** -0.5883 ***

(0.0588) (0.0729) (0.0611) (0.0592) (0.0591) (0.0605)
Lev 0.7275 *** 1.3689 *** 0.8900 *** 1.0385 *** 0.9281 *** 0.9704 ***

(0.2618) (0.2243) (0.2249) (0.2013) (0.2001) (0.1832)
Cash 0.5025 0.2284 0.5245 0.5400 0.6421 0.5173 

(0.6580) (0.8099) (0.6391) (0.6225) (0.6444) (0.6660)
Age -0.0053 -0.0084 ** -0.0054 * -0.0062 * -0.0068 ** -0.0055 *

(0.0033) (0.0039) (0.0033) (0.0033) (0.0031) (0.0031)
Sgr -0.0001 -0.0001 -0.0007 -0.0006 -0.0007 -0.0002 

(0.0006) (0.0008) (0.0006) (0.0006) (0.0006) (0.0005)
Lown -0.0320 *** -0.0361 *** -0.0338 *** -0.0312 *** -0.0290 *** -0.0321 ***

(0.0029) (0.0042) (0.0027) (0.0025) (0.0025) (0.0024)
Fown -0.0004 0.0076 0.0008 0.0015 0.0013 0.0021 

(0.0048) (0.0050) (0.0047) (0.0045) (0.0045) (0.0053)
Mtb -0.0151 0.0107 0.0146 -0.0129 -0.0237 -0.0057 

(0.0180) (0.0288) (0.0196) (0.0192) (0.0174) (0.0200)
Fcf 0.0860 * -0.0817 0.0053 0.0155 -0.0200 0.0376 

(0.0489) (0.0605) (0.0940) (0.0774) (0.0997) (0.0859)
Tang 0.2958 -0.4510 0.1783 0.1832 0.2439 0.2203 

(0.2447) (0.3781) (0.2375) (0.2227) (0.2324) (0.2525)

Industry FE Yes Yes Yes Yes Yes Yes

Year FE Yes Yes Yes Yes Yes Yes

Obj. 28,258 22,600 28,252 28,252 28,257 26,966

Pseudo R2 0.2 0.16 0.2 0.2 0.2 0.21
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3. Determinants of Takeover Types

In this section, we extend the analysis to explore whether financial 

distress affects the determination of takeover types. We use multinomial 

logit analysis to examine whether financial distress affects takeover types 

and whether the target’s distress has a significant effect. The firms that 

have never been a target during the sample period are the baseline 

group against New-type targets and Old-type targets. The explanatory 

variables are the same as the ordered logit model in the previous section. 

We also include 2-digit industry fixed effects and year fixed effects, and 

use industry clustered standard errors in our models. 

Table 7 reports the estimates of multinomial regressions. Since 

non-target firms are used as the baseline, the coefficients can be 

interpreted as the impact on the probability of a firm being selected for 

a specific type of takeover relative to no takeover. As financial distress 

becomes severe, the probability of both types of takeover tends to be 

higher than that of no takeover. However, the magnitude of the 

coefficient is greater in New-type than Old-type. This indicates the firms 

with severe financial distress tend to be acquired through New-type rather 

than Old-type. An additional chi-square test was conducted to examine 

whether the coefficients are significantly different between the two types. 

The last rows of the table show the results and report that the two 

coefficients are significantly different, except for Lnintcov. More 

specifically, the coefficient of ROA and Kscore1 are significantly different 

at 95% confidence levels, and Deficit, Caper, and Dintcov are significantly 

different at 99% levels. This implies that severe financial distress weakens 

the bargaining power of the incumbent shareholders, who may be obliged 

to accept unfavorable terms. That is because the New-type takeover is 

generally more disadvantageous to incumbent shareholders than Old-type 

in that they are not paid immediately for the control transfer.



 Table 7. Determinants of Takeover Types

This table gives coefficients of multinomial logit regressions in which the dependent variable has a value of 1 if the firm is a target of a New-type takeover, 2 
if it is that of an Old-type takeover, and 3 if it is not a target. Standard errors (reported in parentheses) are clustered at the 2-digit industry level. ***, ** and *

denote statistical significance at the 1%, 5% and 10% levels, respectively. 

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

New Old New Old New Old New Old New Old New Old

ROA -1.5250 *** -0.8977 ***

(0.2227) (0.2160)
Lnintcov -0.1381 -0.0869 **

(0.1112) (0.0412)
Kscore1 -0.0236 *** -0.0080 **

(0.0066) (0.0034)
Deficit 1.2677 *** 0.5379 ***

(0.1409) (0.0714)
Caper 1.4790 *** 0.5536 ***

(0.1675) (0.1037)
Dintcov 1.2376 *** 0.7352 ***

(0.1675) (0.0831)
Size -0.2841 *** -0.6421 *** -0.3317 *** -0.6255 *** -0.3005 *** -0.6755 *** -0.3246 *** -0.6573 *** -0.3073 *** -0.6402 *** -0.3627 *** -0.6548 ***

(0.0833) (0.0604) (0.1027) (0.0827) (0.0860) (0.0589) (0.0701) (0.0603) (0.0669) (0.0612) (0.0728) (0.0631)
Lev 1.7259 *** 0.3577 3.0027 *** 0.2288 1.9142 *** 0.4544 ** 2.0831 *** 0.4800 ** 1.9318 *** 0.3981 * 2.0989 *** 0.3143 

(0.2846) (0.2738) (0.3910) (0.2538) (0.2956) (0.2246) (0.2624) (0.2175) (0.2545) (0.2212) (0.2184) (0.2151)
Cash 0.2912 0.6465 1.5023 0.0589 0.3354 0.6503 0.4587 0.6662 0.5594 0.7329 0.5259 0.5452 

(0.7221) (0.7182) (1.3196) (0.8999) (0.6968) (0.7094) (0.6652) (0.6981) (0.6576) (0.7055) (0.6581) (0.7504)
Age 0.0018 -0.0106 *** 0.0010 -0.0136 *** 0.0008 -0.0104 *** 0.0003 -0.0111 *** -0.0007 -0.0117 *** 0.0016 -0.0111 ***

(0.0038) (0.0035) (0.0055) (0.0041) (0.0038) (0.0034) (0.0039) (0.0034) (0.0036) (0.0034) (0.0037) (0.0033)
Sgr -0.0001 0.0000 -0.0001 0.0003 -0.0006 -0.0004 -0.0007 -0.0003 -0.0008 -0.0004 -0.0003 0.0000 

(0.0009) (0.0007) (0.0011) (0.0008) (0.0009) (0.0007) (0.0008) (0.0007) (0.0009) (0.0007) (0.0008) (0.0006)
Lown -0.0639 *** -0.0192 *** -0.0703 *** -0.0244 *** -0.0653 *** -0.0207 *** -0.0606 *** -0.0188 *** -0.0559 *** -0.0174 *** -0.0616 *** -0.0183 ***

(0.0039) (0.0029) (0.0061) (0.0043) (0.0040) (0.0027) (0.0038) (0.0026) (0.0035) (0.0027) (0.0033) (0.0025)
Fown -0.0170 0.0036 -0.0158 0.0119 ** -0.0148 0.0041 -0.0100 0.0039 -0.0084 0.0038 -0.0074 0.0040 

(0.0128) (0.0046) (0.0141) (0.0053) (0.0121) (0.0046) (0.0119) (0.0045) (0.0113) (0.0046) (0.0119) (0.0055)
Mtb -0.0056 -0.0305 0.0572 -0.0126 0.0274 -0.0070 -0.0020 -0.0269 -0.0142 -0.0354 0.0078 -0.0191 

(0.0332) (0.0228) (0.0419) (0.0414) (0.0318) (0.0234) (0.0314) (0.0229) (0.0310) (0.0224) (0.0328) (0.0229)
Fcf -0.1148 0.0990 -1.3173 *** -0.6034 -0.2175 -0.0720 -0.1995 0.0073 -0.2580 -0.0556 -0.1434 0.0871 

(0.1370) (0.1148) (0.4154) (0.3834) (0.3372) (0.2734) (0.2422) (0.2034) (0.3262) (0.2512) (0.2480) (0.1817)
(Continued)



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

New Old New Old New Old New Old New Old New Old

Tang -0.5218 0.5595 ** -0.9102 -0.0673 -0.6460 0.5154 ** -0.6828 * 0.5260 ** -0.5903 0.5725 ** -0.6770 0.5936 **

(0.3941) (0.2392) (0.6806) (0.3628) (0.4217) (0.2346) (0.4010) (0.2242) (0.4005) (0.2338) (0.4212) (0.2405)

Cons 1.9465 8.6160 *** 1.9916 8.8597 *** 2.2875 9.2693 *** 2.0095 8.7177 *** 1.3777 8.3383 *** 2.4992 8.6175 ***

(1.6030) (1.0576) (2.0550) (1.3690) (1.6753) (1.0220) (1.3795) (1.0588) (1.3485) (1.0992) (1.4772) (1.0883)

Industry FE Yes Yes Yes Yes Yes Yes

Year FE Yes Yes Yes Yes Yes Yes

Obj. 28,258 22,600 28,252 28,252 28,257 26,966

Pseudo R2 0.25 0.21 0.24 0.25 0.25 0.26

　  chi2=6.05  chi2=0.29  chi2=5.18  chi2=32.10  chi2=50.87  chi2=12.13

 Prob chi2= 0.0139  Prob chi2=0.5906  Prob chi2=0.0229  Prob chi2=0.0000  Prob chi2=0.0000  Prob chi2=0.0005
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For the remaining variables, the size of the potential targets affects 

both types of takeovers, while the smaller firms are more likely to be 

acquired in an Old-type manner. Although the largest shareholder’s 

ownership of a firm also affects both types, firms with lower ownership 

tend to be acquired in a New-type manner. Interestingly, the proportion 

of property, plants and equipment contributes mainly to the possibility of 

an Old-type takeover. That is, the higher the proportion of property, 

plants and equipment, the greater the negotiating power of incumbent 

shareholders. 

4. Determinants of Being a Seller 

In this section, we identify the factors that affect the probability that a 

subsidiary is sold and analyze through logit regression whether the seller's 

own financial distress significantly affects the probability of a takeover. 

Since the financial information about shareholders is only available when 

they disclose their financial statements, we limit the analysis to the cases 

where controlling shareholders are mandatory disclosure firms. Financial 

firms and firms with ownership below 10% are also excluded.

The dependent variable is a dummy variable with a value of one if 

the firm is a seller or zero otherwise. Explanatory variables include the 

controlling shareholder’s financial distress, size, leverage, cash holdings, 

age, sales growth, free cash flow, and tangible asset ratio. In this analysis, 

we use Kscore2, which can be applied not only to listed companies but 

also to unlisted companies since some parent companies are unlisted. The 

remaining financial distress measures other than Kscore are the same as 

the previous analyses, but they indicate the financial distress of the 

incumbent controlling shareholder, not that of the target. We also include 

2-digit industry fixed effects and year fixed effects, and use industry 

clustered standard errors in our models. 
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Table 8. Determinants of Sellers

This table gives coefficients of binary logit regressions in which the dependent variable is a dummy 
variable with a value of 1 if the firm is a seller, and 0 otherwise. Standard errors (reported in 
parentheses) are clustered at the 2-digit industry level. ***, ** and * denote statistical significance at the 
1%, 5% and 10% levels, respectively. 

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

ROA -2.1223 ***

(0.7910)

Lnintcov -0.4496 

(0.2803)

Kscore2 -0.0201 

(0.0184)

Deficit 0.8626 ***

(0.2426)

Caper 1.1654 ***

(0.2731)

Dintcov 0.5484 **

(0.2687)

Size -0.5796 *** -0.6620 *** -0.5750 *** -0.5946 *** -0.5842 *** -0.6184 ***

(0.0993) (0.0939) (0.1095) (0.1032) (0.0976) (0.1008)

Lev 0.1718 0.6818 * 0.1858 0.3521 0.2059 0.5490 

(0.4926) (0.4116) (0.7661) (0.4646) (0.4680) (0.3950)

Cash 3.2622 *** 3.5475 ** 3.2635 ** 3.5501*** 3.5521 ** 3.7465 ***

(1.2062) (1.4718) (1.3684) (1.2650) (1.3930) (1.3843)

Age -0.0108 -0.0101 -0.0101 -0.0093 -0.0072 -0.0100 

(0.0113) (0.0147) (0.0116) (0.0117) (0.0120) (0.0135)

Sgr 0.0608 0.0368 0.0205 0.0348 0.0116 0.0576 

(0.0573) (0.0609) (0.0595) (0.0634) (0.0560) (0.0546)

Fcf -4.2044 *** -4.2898 *** -4.6946 *** -4.4663 *** -4.5883 *** -3.9841 ***

(1.0103) (1.0631) (1.0124) (0.9571) (0.9543) (1.0137)

Tang 0.3560 0.2395 0.6201 0.4142 0.3519 0.3764 

(0.5854) (0.5762) (0.6147) (0.5947) (0.6066) (0.5884)

Cons 8.9516 *** 12.4336 *** 8.9954 *** 9.0476 *** 8.8052 *** 9.2547 ***

(2.0149) (2.2921) (2.1154) (2.1519) (2.0141) (2.0802)

Industry FE Yes Yes Yes Yes Yes Yes

Year FE Yes Yes Yes Yes Yes Yes

Obj. 4,138 3,781 4,121 4,138 4,131 3,799

Pseudo R2 0.28　 0.28　 0.28　 0.28 　 0.29　 0.28 　
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Table 8 shows the results of the logit analysis. In general, the greater 

the financial distress of incumbent controlling shareholders, the more 

likely the takeover is to be made. Specifically, the coefficients of 

continuous variables among financial distress proxies are all negative, 

meaning that controlling shareholders’ own financial distress leads to the 

sale of a subsidiary. However, the effect of Lnintcov and Kscore2 on the 

probability of being a seller is not statistically significant, although the 

coefficient of ROA is significant. Meanwhile, the coefficients of dummy 

variables among financial distress proxies are all positive and statistically 

significant. In general, these results suggest that controlling shareholders 

fail to maintain control due to their own financial distress, resulting in 

the transfer of control. 

Ⅳ. Estimates of Takeovers’ Effect on Financial Distress

The preceding analysis has shown that financial distress can be a 

motive for takeover. However, in order for the takeover to take place, it is 

necessary to make a deal with the acquirer. Thus, we look at the 

intention of the acquirer to buy the distressed company. We hypothesize 

that the acquirer is taking over based on empire-building motives. Thus, 

it is expected that the performance of the acquirer after the acquisition 

will deteriorate. Also, the financial distress of the target will not be 

improved.

1. Financial Distress After the Takeover

We estimate multivariate models evaluating firms’ financial distress and 

evaluate whether they change when the firm is acquired, controlling for 

other potentially relevant factors. To test this hypothesis, we estimate 

equations predicting financial distress in a similar way to Erel, Chang, 

and Weisbach (2015). Specifically, we estimate the following specification:



Takeover, Distress, and Equity Issuance: Evidence from Korea 26

   

where AFTER is a dummy variable that takes a value of one after the 

takeover. The dependent variables are financial distress proxies such as 

ROA, Lnintcov, and Kscores. Control variables are the same as in the 

ordered logit model in the previous section. We also include 2-digit 

industry fixed effects and year fixed effects, and use industry clustered 

standard errors in our models. We report the result from corresponding 

logit models for the discrete dependent variables such as Deficit, Caper, 

and Dintcov. We establish a data set of the five years surrounding the 

takeover and exclude the firm-year observations of the takeover year. 

Therefore, the sample includes the two years preceding and following the 

takeover for the acquirers and the targets, respectively.

The estimates in the financial distress proxies in Panel A of Table 9 

are consistent with the hypothesis that the acquirer takes over based on 

empire-building motives. In particular, when the dependent variable is a 

continuous variable among financial distress proxies, the coefficients of 

AFTER are all significantly negative, and when the dependent variable is 

a dummy variable, the coefficients of AFTER are all significantly positive. 

This indicates that the financial distress of acquirer has increased after 

the takeover. Panel B, on the other hand, shows an increase in the 

financial distress of the targets after the takeover. In other words, when 

the dependent variable is a continuous variable among financial distress 

proxies, the coefficients of AFTER are all significantly negative, and when 

the dependent variable is a dummy variable, the coefficients of AFTER 

are all significantly positive, except Dintcov. These results are not 

consistent with the findings of Erel et al. (2015) that acquisitions relieve 

financial frictions of target firms in a way that improves the financial 

efficiency of the subsidiary. 
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Table 9. Effect of the Takeover on Financial Distress

This table shows the estimates of an equation predicting financial distress. AFTER is a binary variable 
that has a value of 1 for the years after the takeover, and 0 otherwise. Panel A presents the effect of 
the takeover on the financial distress of acquirers. Panel B presents the effect of the takeover on the 
financial distress of targets. Standard errors (reported in parentheses) are clustered at the 2-digit industry 
level. ***, ** and * denote statistical significance at the 1%, 5% and 10% levels, respectively. 

 Panel A. Effect of Takeover on Financial Distress of Acquirers 

　
OLS OLS OLS LOGIT LOGIT LOGIT

Dep=ROA Dep=Lnintcov Dep=Kscore1 Dep=Deficit Dep=Caper Dep=Dintcov

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

AFTER -0.0478 *** -0.0960 ** -3.1852 *** 0.5009 *** 0.6965 *** 0.5583 ***

(0.0162) (0.0382) (0.7515) (0.1807) (0.2115) (0.1484)

Size 0.0391 *** 0.1035 *** 4.2325 *** -0.6363 *** -0.7443 *** -0.3356 ***

(0.0086) (0.0301) (0.6067) (0.1283) (0.1113) (0.1215)

Lev -0.2378 *** -0.0528 -20.8436 *** 0.7000 * 1.4953 *** 1.0963 *

(0.0418) (0.0822) (1.7170) (0.4206) (0.5491) (0.6266)

Cash 0.1745 *** 1.4616 ** 9.2378 * -1.1917 0.5720 1.0922 

(0.0549) (0.5553) (5.0663) (0.8226) (1.1287) (0.7464)

Age -0.0014 *** -0.0026 -0.0445 0.0231 *** 0.0225 ** 0.0139 *

(0.0005) (0.0022) (0.0341) (0.0079) (0.0087) (0.0082)

Sgr 0.0173 ** -0.0027 0.6386 ** -0.0330 -0.0359 -0.2847 **

(0.0074) (0.0123) (0.2980) (0.0594) (0.0604) (0.1377)

Fcf 0.0080 0.0066 2.1666 -0.0458 -5.2665 *** -8.4134 ***

(0.0552) (0.0332) (1.4797) (0.4045) (1.1453) (1.8783)

Tang 0.0029 -0.1384 -3.8367 -0.0112 -0.9826 * 0.0103 

(0.0751) (0.0850) (3.2689) (0.7074) (0.5792) (0.7147)

Cons. -0.6359 *** 3.2702 *** -71.9484 *** 9.3237 *** 11.8322 *** 6.0623 ***

(0.1762) (0.3825) (12.0262) (2.3912) (2.0994) (2.1163)

Industry FE Yes Yes Yes Yes Yes Yes

Year FE Yes Yes Yes Yes Yes Yes

Obj. 1,387 1,295 1,372 1,341 1,349 1,272

R2 or Pseudo R2 0.35 0.21 0.57 0.20 0.30 0.30
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 Panel B. Effect of Takeover on Financial Distress of Targets

　
OLS OLS OLS LOGIT LOGIT LOGIT

Dep=ROA Dep=Lnintcov Dep=Kscore1 Dep=Deficit Dep=Caper Dep=Dintcov

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

AFTER -0.0486 *** -0.2638 *** -3.4241 *** 0.3360 *** 0.7543 *** 0.0186 

(0.0155) (0.0871) (0.7086) (0.0988) (0.0888) (0.1153)

Size 0.2204 *** 0.0442 7.5302 *** -0.5260 *** -0.7932 *** -0.4669 ***

(0.0294) (0.0517) (1.2485) (0.0851) (0.0940) (0.0898)

Lev -0.8120 *** -0.5983 *** -29.1385 *** 1.1755 ** 3.7893 *** 2.4779 ***

(0.0946) (0.1947) (1.9624) (0.5015) (0.3216) (0.2900)

Cash 0.3115 4.0393 *** -1.5579 -0.3885 -0.0788 0.3560 

(0.2630) (1.1387) (6.7426) (0.7920) (0.7383) (0.5396)

Age -0.0025 -0.0123 *** -0.0838 * 0.0194 *** 0.0302 *** 0.0046 

(0.0018) (0.0038) (0.0464) (0.0052) (0.0074) (0.0059)

Sgr 0.0001 0.0000 0.0014 0.0001 0.0002 -0.0001 

(0.0001) (0.0001) (0.0013) (0.0002) (0.0002) (0.0004)

Lown 0.0039 *** 0.0169 *** 0.1025 *** -0.0261 *** -0.0416 *** -0.0192 ***

(0.0014) (0.0027) (0.0301) (0.0040) (0.0039) (0.0033)

Fown -0.0051 *** 0.0287 *** -0.1265 *** -0.0087 0.0014 -0.0118 

(0.0012) (0.0059) (0.0422) (0.0098) (0.0080) (0.0100)

Mtb 0.0017 -0.0014 0.1107 * 0.0035 0.0269 ** -0.0020 

(0.0012) (0.0012) (0.0627) (0.0073) (0.0136) (0.0035)

Fcf 0.3998 -0.2391 45.3604 *** -2.1908 -5.7262 *** -8.7889 ***

(0.5111) (0.1541) (9.2320) (1.8308) (0.4534) (0.8342)

Tang 0.0860 -0.5530 -15.5815 *** 0.8417 ** 0.7886 ** 0.8850 **

(0.1708) (0.3648) (4.4901) (0.3436) (0.3173) (0.4387)

Cons. -4.2054 *** 0.6433 -124.2286 *** 3.1549 0.9753 -1.7938 

(0.4910) (1.0889) (22.8105) (2.0010) (2.1634) (1.8524)

Industry FE Yes Yes Yes Yes Yes Yes

Year FE Yes Yes Yes Yes Yes Yes

Obj. 4,855 2,435 4,854 4,811 4,817 4,606

R2 or Pseudo R2  0.55 0.28　 0.77　 0.22 0.38 0.31
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2. Robustness Checks

The analysis of estimating the final distress after the takeover in the 

previous section is only intended for companies where a takeover 

occurred, so it is not known how the degree of distress would have 

changed if the takeover did not occur. Therefore, we use a placebo test 

to check if the takeover has a similar effect on financial distress even in 

companies that are not actually taken over.

More specifically, we use propensity score matching to construct a 

control group similar to that of the acquirer and target based on the year 

before the takeover. Matching is performed in two stages. First, we 

construct a logit model using variables that represent a firm’s 

characteristics to calculate a propensity score. The probability of becoming 

an acquirer is calculated for all companies regardless of whether they are 

actual acquirers. The next step is to divide all firms into acquirers and 

non-acquirers (or targets and non-targets), and then find and match the 

acquirer and non-acquirer pairs with the closest propensity score. 

Matching is carried out by industry so that two firms in the matched pair 

are in the same industry. In addition, a caliper method that places an 

upper limit on the propensity score distance is used to improve the 

quality of matching. In this study, we use the following variables of the 

year before takeover to produce a propensity score: total assets (firm size), 

sales growth rate (growth opportunity), leverage (capital structure), and 

cash holdings (liquidity). We match firms using the propensity score in 

the same industry (KSIC 2-digit) with Caliper=0.05 without replacement. 

Further, if the acquirer is a publicly traded firm, it is matched with other 

publicly traded firms. Inversely, if the acquirer is a privately held firm, it 

is matched with other privately held firms. On the other hand, all targets 

in the sample are publicly traded, and their matched controls are also 

publicly traded. Table 10 shows the results of a balance test to verify that 

the matching of acquirers and non-acquirers (or targets and non-targets) 

was successful.
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Table 10. Balance Tests

Panel A of Table 10 shows that the non-acquirers are not significantly 

different from the acquirers in size, growth opportunities, capital structure, 

age, and liquidity. Similarly, in Panel B, non-targets consist of firms that 

do not differ from the targets in terms of size, growth opportunities, 

capital structures, age, and liquidity. Therefore, we use non-acquirer 

control and non-target control to analyze whether the financial distress 

estimates change before and after the matching point with the same 

model as in Table 9.

This table determines whether the observed characteristics are significantly different between the 
treated group and the control group. Propensity score matching is used to construct a control group 
similar to that of the acquirer and target based on the year before the takeover. We use the 
observed characteristics to calculate a propensity score such as total assets (firm size), sales 
growth rate (growth opportunity), leverage (capital structure), and cash holdings (liquidity), and match 
firms in the same industry (KSIC 2-digit) with Caliper=0.05 without replacement. If the acquirer is a 
publicly traded firm, it is marched with the publicly traded firms. Inversely, if the acquirer is a 
privately held firm, it is matched with the privately held firms. On the other hand, all targets in the 
sample are publicly traded, and their matched controls are also publicly traded. Panel A compares 
the characteristics of non-acquirers and acquirers after matching. Panel B compares the 
characteristics of non-targets and targets after matching. 

Panel A. Acquirer and non-acquirer controls

　 Non-acquirer
(N=342)

Acquirer
(N=342)

Diff t Value Pr > |t|

Asset 594 649 -54.56 -0.28 0.7826 

Sales growth 0.24 0.23 0.01 0.06 0.9496 

Leverage 0.47 0.47 -0.01 -0.29 0.7690 

Age 21.81 22.4 -0.59 -0.52 0.6010 

Cash 36 34 1.68 0.14 0.8893 

Panel B. Target and non-target controls

　 Non-target
(N=1,117)

Target
(N=1,117)

Diff t Value Pr > |t|

Asset 181 174 6.35 0.20 0.8428 

Sales growth 13 12 1.04 0.38 0.7062 

Leverage 0.56 0.54 0.02 1.48 0.1381 

Age 21.61 21.97 -0.36 -0.65 0.5166 

Cash 13 11 1.92 0.77 0.4401 
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Table 11. Placebo Tests

This table estimates the same regression as Table 9 using matched controls to check if the financial 
distress changes in the control group. Standard errors (reported in parentheses) are clustered at the 
2-digit industry level. ***, ** and * denote statistical significance at the 1%, 5% and 10% levels, 
respectively. 

Panel A. Effect of Takeover on Financial Distress of Non-acquirers

　
OLS OLS OLS LOGIT LOGIT LOGIT

Dep=ROA Dep=Lnintcov Dep=Kscore2 Dep=Deficit Dep=Caper Dep=Dintcov

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

AFTER 0.0046 0.0590 0.1216 -0.0189 -0.3677 ** -0.1230 

(0.0070) (0.0456) (0.5983) (0.2179) (0.1762) (0.2354)

Size 0.0154 *** 0.0150 2.5805 *** -0.0838 -0.5381 *** -0.1146 

(0.0053) (0.0301) (0.3677) (0.1603) (0.1482) (0.1101)

Lev -0.1814 *** -0.6066 *** -25.8789 *** 2.6008 *** 4.3918 *** 2.5486 ***

(0.0395) (0.1295) (1.3877) (0.6014) (1.2398) (0.5609)

Cash 0.0348 1.1729 ** 4.5147 1.1704 -0.0876 -0.1087 

(0.0620) (0.5190) (4.8935) (1.1186) (1.6351) (0.9217)

Age -0.0012 *** 0.0034 -0.0613 * 0.0015 0.0261 0.0204 **

(0.0004) (0.0053) (0.0357) (0.0105) (0.0160) (0.0082)

Sgr 0.0227 ** -0.0005 0.5711 -0.0791 -0.0068 -0.4236 

(0.0099) (0.0207) (0.3487) (0.1498) (0.0861) (0.3428)

Fcf 0.1846 0.9305 * 9.5803 ** -3.5849 -1.9524 -5.3744 *

(0.1256) (0.4882) (3.9400) (2.4267) (1.8649) (2.9040)

Tang 0.0028 -0.0412 -2.8199 0.7805 0.6856 0.7967 

(0.0307) (0.1752) (2.2909) (0.7682) (0.8712) (0.7280)

Cons -0.4067 *** 4.6141 *** -36.0971 *** -0.8707 9.3004 *** 0.2127 

(0.1203) (0.6045) (7.2550) (3.6094) (2.4135) (2.3509)

Industry FE Yes Yes Yes Yes Yes Yes

Year FE Yes Yes Yes Yes Yes Yes

Obj. 1,136 966 1,129 1,012 1,006 953

R2 or Pseudo R2  0.26 0.21 0.65 0.21 0.30 0.21　
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Panel B. Effect of Takeover on Financial Distress of Non-targets

　
OLS OLS OLS LOGIT LOGIT LOGIT

Dep=ROA Dep=Lnintcov Dep=Kscore1 Dep=Deficit Dep=Caper Dep=Dintcov

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

AFTER -0.0009 -0.0685 -0.1176 -0.1493 0.1005 0.0041 

(0.0111) (0.0602) (0.3844) (0.0994) (0.1107) (0.0598)

Size 0.0753 *** -0.0006 3.6824 *** -0.1307 -0.4067 *** -0.2055 ***

(0.0173) (0.0356) (0.6970) (0.1536) (0.0873) (0.0721)

Lev -0.8599 *** -2.1282 *** -31.1003 *** 2.6916 *** 5.6671 *** 3.5896 ***

(0.2037) (0.2521) (4.1893) (0.6802) (0.7457) (0.3579)

Cash -0.5204 *** 3.2424 *** 6.4612 -1.1511 -0.9522 -1.0940 

(0.0871) (0.7407) (8.5582) (1.1497) (1.3986) (0.9239)

Age 0.0009 -0.0017 -0.0528 *** 0.0020 0.0106 * -0.0039 

(0.0009) (0.0030) (0.0176) (0.0058) (0.0058) (0.0067)

Sgr 0.0003 *** 0.0016 *** 0.0072 * -0.0040 -0.0036 -0.0046 

(0.0001) (0.0004) (0.0038) (0.0030) (0.0028) (0.0044)

Lown -0.0005 0.0084 *** 0.0291 -0.0249 *** -0.0265 *** -0.0172 ***

(0.0009) (0.0025) (0.0352) (0.0044) (0.0076) (0.0041)

Fown -0.0043 *** 0.0127 ** -0.0533 -0.0233 0.0086 -0.0042 

(0.0014) (0.0052) (0.0373) (0.0194) (0.0077) (0.0131)

Mtb 0.0077 -0.0088 0.9817 *** 0.0480 *** 0.0582 * -0.0197 

(0.0051) (0.0082) (0.3318) (0.0178) (0.0335) (0.0134)

Fcf 1.0163 *** 3.1123 *** 32.1535 *** -5.5950 *** -4.0735 *** -8.1958 ***

(0.1930) (0.4542) (7.8135) (0.6447) (1.0672) (0.6821)

Tang 0.1020 -1.5993 *** -1.1642 0.9231 *** -1.2075 *** 1.2094 ***

(0.0872) (0.3185) (3.8189) (0.3373) (0.3944) (0.3653)

Cons -1.2823 *** 4.2341 *** -38.9101 ** -1.0165 3.4982 ** 3.3858 ***

(0.3394) (0.5752) (14.8633) (2.6943) (1.6753) (1.2727)

Industry FE Yes Yes Yes Yes Yes Yes

Year FE Yes Yes Yes Yes Yes Yes

Obj. 3,057 2,420 3,056 3,013 2,980 2,867

R2 or Pseudo R2  0.64 0.40 0.64 0.27 0.34 0.27
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Table 11 shows that there is no effect of the takeover on financial 

distress in both control groups (non-acquirer control and non-target 

control). Panel A, which specifically analyzes non-acquirers, indicates that 

when the proxy of financial distress is a continuous variable, the 

regression coefficients of AFTER are all positive but statistically 

insignificant. In addition, when the proxy of financial distress is a dummy 

variable, the regression coefficients of AFTER are all negative. Panel B, 

on the other hand, analyzes non-targets and shows that all of the 

regression coefficients of AFTER are not statistically significant, so there is 

no increase in the final distress. These placebo tests provide more 

confidence that the increase in financial distress of acquirers and targets 

is the effect of the takeover.

Ⅴ. Conclusions

Unlike US companies whose shares are dispersed, in many countries, 

the shares are concentrated on the controlling shareholders. However, 

there have been few studies on takeovers through the transfer of control 

between controlling shareholders. Korea is one of the countries that have 

controlling shareholders who own a substantial share. A control block is 

transferred between the controlling shareholders in M&As. Therefore, I 

examined the motives and characteristics of takeovers in Korea. 

The evidence in this paper shows that, in Korea, firms in financial 

distress are likely to be targeted repeatedly for takeover. Takeovers rarely 

occur in normal circumstances due to the high private benefits enjoyed 

by the controlling shareholder, but if a firm falls into financial trouble, 

and its private benefits shrink, then it could be considered as a target. At 

the same time, the target firm needs outside capital to resolve its financial 

distress. That is the reason that the New-type takeover is widely used as a 

solution in companies with severe financial distress. In terms of sellers, 

they failed to maintain control because of their own financial difficulties. 

Empirical evidence indicates that the sellers are in financial difficulties just 
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before selling their subsidiary. Thus, the financial distress of a target or a 

seller can be a motive for a takeover. However, takeovers motivated by 

financial distress are not successful since bidders acquire the distressed 

target based on the intention of expanding the size rather than increasing 

the value of the company. Therefore, takeovers are not effective in solving 

the financial distress, and distressed firms are repeatedly targeted.

The contributions of this study can be summarized as follows: First, it 

suggests that the financial distress of a target or its controlling 

shareholders is a motive for corporate takeovers. Second, we introduce the 

New-type takeover which has the simultaneous effects of acquisition and 

financing, and compare it to the Old-type which has been mainly studied 

in previous literature. Lastly, this paper can also contribute to the 

literature on equity financing by providing an example of external equity 

financing is used as a last resort in M&A activities.
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Appendix: Definitions of Variables
　 Name Descriptions

Dependent variables

　 Target A dummy variable with a value of 1 if the firm is a target, and 0 otherwise

　 Type A variable with a value of 1 if the firm is a target of a New-type takeover, 2 if it 
is that of an Old-type takeover, and 3 if it is not a target

Distress variables

　 ROA Net income scaled by the book value of total assets 

　 Lnintcov Log value of 2 plus operating income divided by interest expense 

　
Kscore

Altman et al. (1995) introduced the following model to predict the probability of 
bankruptcy in the Korean companies:

  ××××

  ××××′
: log(Total assets)

: log(Sales/Total assets)

: Retained earnings/Total assets

(KS2): Market value of equity/Total liabilities

′(KS2): Book value of equity/ Total liabilites

　 Deficit A dummy variable with a value of 1 if net income is negative for two consecutive 
years, or 0 otherwise

　 Caper
A dummy variable with a 1 if capital erosion occurs, or 0 otherwise. Capital 
erosion is considered to occur when the paid-in-capital (the total book 
equity-retained earnings) is greater than or equal to the total book equity.

　 Dintcov A dummy variable with an value of 1 if operating income is less than interest 
expense or 0 otherwise

Control variables

　 Size Log of total assets

　 Lev Total liabilities/Total assets

　 Cash Cash and cash equivalents/Total assets

　 Age Number of years from the established year

　 Sgr Sales growth rate

　 Lown The largest shareholder ownership

　 Fown The foreign investor ownership

　 Mtb Market value of equity/Book value of equity

　 Fcf Operating cash flow/Total assets

　 Tang Tangible assets/Total assets
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