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ABSTRACT 

 
We examine the premiums paid by acquiring firms in cross-border acquisitions (CBAs) to determine 
why they rely on prior premium decisions in the host market than on a rigorous assessment of the deal. 
Approaching this underexplored area of research, we apply information-based imitation framework as 
an explanation for foreign acquirer’s premium decisions. Hypotheses are developed and tested on 2,397 
CBAs that occurred during 1994–2008. Results show that the premium paid by acquiring firms in CBAs 
is positively related to prior premiums paid by earlier foreign acquirers in that host country. We further 
show that this imitation behaviour is influenced by several organization-level characteristics.  
 

INTRODUCTION 

It is generally believed that acquisition premiums is an important determinant in the success of mergers 
and acquisitions (M&As) (Beckman & Haunschild, 2002; Haunschild, 1994). Empirical studies show 
that the high premiums paid by acquiring firms are one of the most important reasons why M&As fail to 
realize their anticipated returns. Highly asymmetric information between acquiring and cross-border 
target firms will make it difficult for the acquirers to assess the true value of the target firm.  
 
In this study, we find that firms use imitation strategy to address the premium problem and avoid the 
high costs of overcoming asymmetric information. We show the evidence that foreign acquirers imitate 
the buying behaviours of prior foreign acquirers who have previously paid premiums in that host 
country. We further show that this imitative behaviour is strengthened if little time has elapsed between 
prior and focal acquisitions and if the prior acquirer is from the same home country or industry. 
Acquisition premiums in CBAs are a good setting to test the presence of interorganizational imitation 
due to the presence of high degree of uncertainty and asymmetric information. 
 

 
THEORY AND HYPOTHESES DEVELOPMENT 

 
The literature suggests that imitation is prominent in environments characterized by uncertainty and 
ambiguity (Delios, Gaur and Makino, 2008). This is due to several reasons. First, managers in uncertain 
and ambiguous environments are unsure about the outcomes of their decisions and find it difficult to 
ascertain ‘cause-effect relationships’. According to the information-based perspective on imitation, firms 
in an uncertain environment will seek signals that convey useful information on the environment 
(Delios, Gaur and Makino, 2008). They do this by looking at the actions of other firms to understand the 
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information implicit in them. This underlying information will influence managers’ beliefs on the 
available options and their possible consequences. Moreover, by copying others, firms can help reduce 
the costs associated with searching for valid information. Second, according to the institutional 
perspective on interorganizational imitation, managers prefer to imitate in an uncertain environment to 
model themselves on others, commonly referred to as mimetic isomorphism (Baretto and Baden-Fuller, 
2006). The benefit of modeling others in an uncertain environment is that the managers may seem more 
legitimate and successful, thus enhancing their status (Henisz and Delios, 2001).  
 
In this study, we argue that deciding how much premium to pay for international targets include high 
uncertainty and non-financial influence (Haunschild, 1994), and thus, encourage foreign acquirers to 
imitate prior premia. Acquirers are often unclear on premiums that will convince target firm 
shareholders to sell their shares, deter competitive bids, and at the same time, be a true reflection of the 
actual value of the firm. It is often suggested that acquirers avoid performing due diligence and complex 
calculations in arriving at the true value of a target firm and the process is “not nearly [as] analytical and 
segmented” (Haspeslagh & Jemison, 1991: 41). The possibility of using complex analytical techniques 
is further reduced because of high asymmetric information in CBAs, making it difficult for acquirers to 
assess the true value of the target firm. Drawing from the information-based imitation framework, we 
argue that in CBAs, prior foreign acquirers in a given host country signal important information 
concerning the competitors’ beliefs about the market and the value of firms in a given country and 
industry. Faced with insufficient information on the target country and industry, firms will turn to the 
premium decisions of prior foreign acquirers for information about how to evaluate and assess the target 
firms. By imitating, focal firms benefit by reducing uncertainty (Haunschild& Miner, 1997), and by 
economizing on “search costs” by assuming that prior foreign acquirers faced similarly uncertain 
environmental conditions (Semadeni & Anderson, 2010). Taken together, it can be argued that the 
insights on premiums from others that have made prior acquisitions will influence the premiums paid by 
the focal firm.   

 
Hypothesis 1: The premium paid by the focal acquiring firm in CBAs is positively related to the 
prior premium paid by a foreign acquirer. 

 
It is reasonable to expect that events in the recent past are more likely to be imitated than events in the 
distant past. Recent acquisitions will generally create more awareness than those in the distant past and 
recent events will signal more complete and updated information––on the target industry and the host 
country––to the current acquirers. Also, the most recent acquirer will likely have made some correction 
to the premium information from prior acquisitions. Therefore, we argue that the impact of premiums 
paid by earlier firms on current premium will be weaker if the elapsed time between two acquisitions is 
longer.   

 
Hypothesis 2: The relationship between the premiums paid by the focal acquiring firm in CBAs 
and prior premium paid by a foreign acquirer is weakened if the elapsed time between the current 
and the immediately previous acquisition is longer.  

 
Extensive research on imitation has shown that firms can be similar in myriad ways (Baum, Li & Usher, 
2000). In this study, we propose that firms are more likely to be influenced if prior acquisition premiums 
are paid by acquiring firms that belong to the same industry or if they are based in the same home 
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country. Firms in similar industries have more knowledge of each others’ operations and processes than 
those which are in unrelated industries. If prior acquirers belong to the same industry or come from the 
same home country as the current or the focal acquirer, focal acquirers will feel greater levels of 
association with prior acquirers—this will increase the diagnostic value they will ascribe to prior 
premium decisions, increasing their inclination to imitate. Managers from similar firms (i.e., from the 
same industry or home country) are also likely to have met in industrial or home country business 
forums and will be more influenced by actions of these firms. Therefore, a stronger case for imitation 
can be made if we see that the acquirer’s behaviour is more imitative when those they are copying (i.e., 
previous acquirers) are from the same home country or belong to the same industry as the focal firm.      

 
Hypothesis 3a: The relationship between the premium paid by the focal acquiring firm in CBAs 
and prior premium paid by a foreign acquirer is strengthened if the previous acquiring firm is 
from the same acquiring country as the focal acquiring firm.  

 
Hypothesis 3b: The relationship between the premium paid by the focal acquiring firm in CBAs 
and prior premium paid by a foreign acquirer is strengthened if the previous acquiring firm is 
from the same industry as the focal acquiring firm. 

 
 

 
SAMPLE 

 
The sample consists of all completed CBAs made during the period from 1994 to 2008. The sample is 
collected from the Securities Data Corporation (SDC) Platinum database. Overall, our sample of 2397 
deals involves 68 unique acquiring countries and 48 unique target countries––this data provides 
meaningful variation to the constructs under study.    
 
 

RESULTS 
 

With a binomial dependent variable, premium values below or above the median, we used logistic 
regression for hypothesis testing. Table 1 provides the results for the logistic regression analysis. Model 
1 presents the baseline model, and models 2-6 test our hypotheses. In Hypothesis 1 we predict a positive 
relationship between the premium paid by the focal acquiring firm and the prior premium paid by a 
foreign acquirer in the same target country and industry. Model 2 shows that the regression coefficient 
for previous premium is positive and significant (β = 0.53, p < 0.001). Model 2 is also a significant 
improvement over model 1. Thus, there seems to be evidence of foreign acquirers imitating premium 
decisions made by prior foreign acquirers. This result supports Hypothesis 1.  
 
In Hypothesis 2 we predict that the relationship between previous premiums and focal acquisition 
premiums will be weakened if the elapsed time between the focal and the prior CBA is longer. Model 3 
shows that the regression coefficient for the interaction term between previous premium and elapsed 
time is negative and significant (β = –0.18, p < 0.01), thus providing support for Hypothesis 2. Model 3 
is also a significant improvement over model 2. The imitation behaviour is stronger if the elapsed time 
between the focal and prior CBA is shorter.   
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In models 4 and 5 we add variables to test for Hypothesis 3a and 3b.  In the models, coefficients for the 
interaction term between previous premium and same acquirer nation and same acquirer industry were 
significant and positive (β = 0.81, p < 0.001; β = 1.09, p < 0.001), and their inclusion significantly 
improved model fit, providing support for Hypotheses 3a and 3b. The imitation behaviour is stronger if 
the prior and the focal acquirer are from the same home country or are from the same industry. Model 6 
includes all variables that test for Hypotheses 1-3b. All the results are qualitatively similar.   Thus, the 
empirical results support hypothesis 1, 2 and 3 as developed before. 
 

 
CONCLUSIONS 

 
Our results can best be summarized in terms of three broad conclusions. First, the results provide 
support for the proposed interorganizational imitation behaviour among foreign acquirers in deciding 
premium payouts. As hypothesized, a focal firm’s decision on premium payout is significantly related to 
premiums paid by most recent foreign acquirers in the same host country and industry. Second, the 
results provide support for our extension of the imitation model, wherein we include the timing of prior 
acquisitions and the acquirer characteristics (same home country and related industry). Specifically, we 
show that if the time elapsed between the focal and the immediately prior CBA is longer, there is a 
weaker tendency for the focal acquirer to imitate. In other words, more recent events have a higher 
recall, create more awareness and may signal more updated information on the target industry and host 
country, encouraging focal acquirers to have greater trust in prior premium decisions. We also find that 
if prior acquirers come from the same home country or industry, there is a stronger tendency for focal 
acquirers to imitate. This shows that acquirers may associate greater legitimacy to other acquirers if they 
happen to be from the same home country or industry. It is also easier for focal acquirers to trust 
previous premium decisions by firms from similar traits as these may be generally accepted as ‘norms’ 
in its industry. Our findings support the inter-organizational imitation hypothesis and extents its 
application to the cross-border mergers and acquisitions. 
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TABLE 1. 
 

Results of Binomial Logit Analysis on Acquisition Premiumª 
 

 
ª Robust standard errors are reported.  
Year, Acquirer country dummies are included, but coefficients are not reported.  
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