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The impacts of reference prices on mergers and acquisitions
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ABSTRACT

This study examines how psychological reference prices affect M&A activities
and performance in publicly traded firms in Taiwan. We find that the acquiring firms
use the target firms’ historical stock prices as reference points or judgmental anchors in
setting the offer prices, even when other control variables related to the target firms’
fundamental values are taken into account. The results show the offer price is
positively affected by the historical lowest prices of the target although such prices are
economically unremarkable. Though the offer price is driven by the historical lowest
prices, this anchoring effect does not show significantly negative impact on the
bidder’s short-term performance, but it may have significantly negative influence on
the bidder’s long-term performance.
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