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How much to pay for opacity and how? Negotiating premiums and the method of payment in M&As

We focus on the choice of the bid premiums and the method of payment for different degrees of opacity of bidder and
target firms. Our goal is to quantify the impact of informational frictions on managerial decisions, studying a sample of
bids by and for U.S. publicly listed firms over the period 19792011. In particular, we condition cross-sectionally on the
basis of firms stock trading properties, which we assume to be representative of individual firm opacity, and we study
the joint effect of target and bidder opacity on the simultaneous determination of the method of payment and the bid
premium. Target opacity is associated with higher premiums and, for transactions of substantial materiality, with the use
of stock. Bidder opacity is related to lower premiums in stock bids and indirectly affects the choice of stock as the
method of payment, since more opaque bidders anticipate offering relatively smaller premiums. For bids of considerable
materiality, preference for stock payment is in fact positively associated with the difference in how much bidders
anticipate to offer in, respectively, cash and stock bids.
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