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• The adoption of defensive measures, and the demise of the takeover market. 

• Poison pills are introduced and adopted at an increasing rate, while takeovers 

become less frequent. 

• Takeover premium are a benefit to shareholders, so why deter takeovers? 

• Tests on announcement effects show only a small negative effect. 



Is a poison pill adoption intended to deter takeover or increase 

bargaining power? 

• In most of the announcements, managers were asked about takeover 

possibility. 

• Most pill adoptions are followed by a takeover attempt. 

• The credit crunch. 

 

 



Self selection 

• Is poison pill adoption endogenous? 

o Adoption of a pill is simple and quick. 

o Do managers adopt a poison pill when they have knowledge of a takeover? 

 

 



Table 2 – Poison pill adoption wealth effect 

 



 



The Method 

• The two stage model uses first a Probit model to estimate the 

probability of adopting a poison pill. 

( ) ( )X'1PobPr βΦ==   

where ( )X'βΦ  is the cumulative standard normal distribution 

function. 



 

• The second stage uses either a Probit model or linear model where 

instead of using the actual pill adoption dummy variable, the 

expected probability and the residual are used. 

2121 'ˆˆ εβεγγ +++= XPY  
Where P̂  is the expected value from the first stage, and 1ε̂  is the 
residual. 
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