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This study examines the impact of political risk on the likelihood of takeover 
completion and on deal duration. Using a sample of US deals between 2002 and 
2019, we find a negative and significant relationship between the takeover 
completion likelihood and the bidder’s political risk. Our findings also suggest 
that firms take more time to complete deals when the bidders face higher political 
risk. As firm-level political risk breeds uncertainty, bidders faced with higher 
political risk are more likely to cancel bids before closing and delay deal 
completion. Political shocks can expose acquirers to default risk and make it 
costly for bidders to raise external funds to undertake mergers and acquisitions 
(M&As). Our results are robust, after controlling for potential endogeneity 
concerns. 

1. Introduction 
Risks related to political systems, especially politics associated with 

regulation, trade, tax policy, economic policy and budgets, and the 
enforcement of rules, have a major impact on the business environment. 
Recent events, such as repeated shutdowns in the US Federal Government 
and the United Kingdom’s (UK) decision to leave the European Union (EU), 
have provided valuable insights into the risks emanating from political systems 
and their economic effects on company investments, employment, and capital 
expenditures. Many firms are subject to political risks. For example, Google 
and Amazon spend millions of dollars each year on lobbying to influence the 
government not to engage any antitrust lawsuits. 

Hassan et al. (2019) argue that an increase in the firm-level degree of political 
risk-taking leads to a significant increase in firm-specific stock return volatility 
and a significant decrease in the firm’s investments, planned capital 
expenditures, and hiring. Gad et al. (2019) find that lender-level political risk 
has a significant effect on the supply of credit and affects loan pricing. Using a 
novel measure of firm-level political risk, this paper examines the relationship 
between political risk and deal completion takeover and duration. 

M&As are an important form of investment decision, and managers must 
consider the political environment at the firm level and at the country level 
before engaging in such decisions. Despite the prevailing importance of 
political risk in management studies, related theoretical and empirical 
developments are lacking in the field of research concerning M&As (Sitkin & 
Pablo, 2005). Therefore, examining whether political risk affects the likelihood 
of a company completing a deal is likely to make a novel contribution to the 
literature. A priori, an increase in political risk faced by the bidder decreases the 
propensity of firms to engage in M&A investments (Cao et al., 2017; Dang et 
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al., 2022; Nguyen & Phan, 2017). Hence, the entities involved in deals tend to 
withdraw this irreversible investment as they face greater uncertainty and the 
expected synergy may not be realised. While this argument seems convincing, 
some empirical studies have found that uncertainty positively affects M&A 
decisions through possible mechanisms of real option and prospect synergy 
effect (Shen et al., 2021). Therefore, this debate is still to be settled. We 
contribute to this debate by empirically examining the effect of political risk on 
M&A decisions, using a sample of US deals. 

Our M&A data were retrieved from the Securities Data Company (SDC) 
Platinum database. Our sample spans from 2002 to 2019 to match the 
availability of the political risk measurement data. We used the firm-level 
political risk measure developed by Hassan et al. (2019). This measure is 
constructed using the entire conference call held, in conjunction with an 
earnings release. The overall measure of political risk is the weighted sum of 
bigrams associated with political risk or uncertainty in a firm’s quarterly 
earnings conference call. This measure indicates the percentage of the 
conversation dedicated to politics, using the firm’s quarterly earnings 
conference call with market participants (usually financial analysts). Intuitively, 
when market participants ask more questions about political topics or when 
management disclose more political information in their discussions, the firm 
is more likely to be exposed to political risk. Indeed, we include several controls 
in all the regressions to ensure that our political risk measure is not a proxy for 
other factors that can have an impact on the likelihood of deal completion. 

Using a sample of 18,341 firm-year observations of 3,262 unique firms over 
the 2002 to 2019 period, we find a negative relationship between political 
risk and the likelihood of deal completion. Our findings also suggest that an 
increase in the firm-level measure of political risk leads to a significant increase 
in deal duration. While canceling bids and a longer deal duration can impair 
the reputation and credibility of the firm, M&A deal completion can also incur 
a dramatic cost for the company. Indeed, the empirical evidence shows that the 
acquirer will tend to be prudent with their investment strategy during periods 
of high political risk. 

Our study makes several contributions to the ongoing debate about the 
factors that affect acquisition decisions made by the bidder. Firstly, our study 
complements the literature on the pre-completion stage of the acquisition 
process. While most of the literature focuses on post-acquisition performance 
to explain M&A success, our study provides valuable insight into the 
importance and complexity of the intermediary acquisition phase to explain 
M&A failure. Studying this phase is crucial because of the complexity of the 
bargaining process and the importance of the learning experience, insight into 
which can be useful for the bidder. Secondly, our study contributes to the 
previous literature by showing that acquirers’ political risk is an important 
factor determining the likelihood of merger completion. Within the M&A 
literature, most attention has been paid to explaining completion likelihood 
or outcomes of M&A deals using economic or political factors related to the 
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target’s country. Relatively less attention has been paid to the bidder firm 
and firm-level factors, and especially political risk, which can influence deal 
completion likelihood. 

Our paper is closely related to the studies of Nguyen and Phan (2017) and 
Cao et al. (2017), both of which found that political uncertainty affects M&A 
takeovers. We nevertheless differ from these papers by focusing on US M&As 
using a firm-level measure of political risk. Prior research in this area explores 
how variations in the aggregate measure of political risk exposure (such as 
a firm’s sensitivity to (economic policy uncertainty) EPU) can affect M&A 
decisions. We contribute to the existing literature by using a new measure of 
political risk that enables us to explore how the variation in firm-level political 
risk can affect investment-related decisions (such as deal completion and 
duration). 

Moreover, our study adds to the literature dealing with risk management 
and uncertainty, providing important initial evidence on how political risk – 
unlike other types of risk – affects deal completion and duration. A firm’s 
exposure to political risk creates uncertainty regarding the potential for 
political and regulatory interference in its operating and investment decisions. 
From a policymaker’s perspective, we also show that some types of political risk 
(especially political risks associated with health, environment and economic 
policy) are more detrimental than others with respect to the likelihood of 
completing an M&A deal. Finally, our study has implications for corporate 
decision-makers, given the higher failure rate of M&A deals. This study can 
be useful for acquirers trying to increase M&A success by enhancing the 
performance of the acquisition at any stage of the acquisition process. Previous 
research has shown that learning from prior experiences can be beneficial for 
executives in managing the integration process more effectively. 

This paper is structured as follows. Section 3 describes the data and 
construction of variables and provides summary statistics for the variables used. 
The empirical analysis results are discussed in Section 4. In Section 5, we 
provide the results of the robustness tests. In Section 6, we conclude the 
discussion and the paper. 

2. Empirical Literature and Hypothesis 
This section reviews several relevant studies on how uncertainty may affect 

investment decisions and presents our hypotheses to guide the following 
empirical analysis. 

Previous research has studied the effect of politics on corporate investments. 
Julio and Yook (2012) found a negative relationship between capital 
expenditures and political uncertainty. In particular, firms tend to reduce their 
capital investments by an average of 4.8% during election years. Using national 
elections as a source of variation in political uncertainty, Cao et al. (2017) 
argued that political uncertainty affects the volume and outcome of M&As. 
They also found that markets react favorably in the period prior to a national 
election in the country of the acquiring company. Bonaime et al. (2018) 
showed how political and regulatory uncertainty is negatively related to the 
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likelihood of deal completion. Indeed, they argued that the bidder is more 
likely to engage in vertical mergers and to acquire a foreign firm during periods 
of political uncertainty. 

Given the importance of M&A investments and their effects on the 
economy, several studies have focused on the post-integration process to 
explain M&A failure. Despite the relevance of the post-completion phase, 
focusing on pre-merger activities is crucial, as empirical evidence suggests that 
more than 25% of bids are abandoned at some point in the pre-completion 
stage (Dikova et al., 2010). Deal abandonment can severely impact both parties 
involved in the M&A. Besides incurring huge costs like penalties or 
termination fees, the reputation and share price of these parties can be affected. 
For example, the telecommunications corporations of Norway (Telenor) and 
Sweden (Telia) announced their intention to merge on 20 January 1999. 
“Despite gaining praise from analysts and the press, it was abandoned in 
December 1999” (Muehlfeld et al., 2012, p. 4). This termination was 
considered as “the most extreme case of a merger failure, where none of the 
potential synergies were realized, and where the merger costs were substantial” 
(Meyer & Altenborg, 2008, p. 522). 

Other factors have been documented in the literature to explain deal 
completion likelihood. Using a sample of 1,556 completed US mergers, Deng 
et al. (2013) found that acquirers with high levels of corporate social 
responsibility (CSR) have higher likelihoods for deal completion, with shorter 
durations for such completion. Using the similarity in firms’ CSR practices as 
a proxy for cultural fit, Bereskin et al. (2018) show how firms with a better 
cultural fit are more likely to complete deals, as they incur lower costs 
associated with their integration. Similarly, Bena and Li (2014) identified a 
positive relationship between technological similarities and the likelihood of 
deal completion. Luo (2005) argued that the stronger the market reaction, the 
greater the likelihood of deal completion. Acquirers learn from the market 
during M&As and may cancel the merger at the closing if the deal has a lower 
market reaction. Likewise, Luypaert and De Maeseneire (2015) found that 
acquiring larger target firms, funding deals with stock or engaging in hostile 
deals increases their complexity. However, bidder experience, shareholders’ 
support for the deal and overpayment accelerate deal completion. Nguyen and 
Phan (2017) suggested that M&A operations undertaken during periods of 
high policy uncertainty are more likely to fail and take longer to complete. 
In this study we add to the literature by explaining that firm-level political 
uncertainty proxied by political risk can explain deal completion and duration. 

M&As are among some of the most important decisions companies may 
have to make and are risky and irreversible investments. Previous studies have 
investigated the effect of uncertainty on companies’ investment decisions by 
distinguishing between reversible and irreversible investments, such as M&As. 
For instance, Gulen and Ion (2016) pointed out that uncertainty can depress 
corporate investments as firms with higher levels of investment irreversibility 
are more likely to delay such investments. Rodrik (1991) argued that firms are 
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more likely to delay irreversible investments during periods of high uncertainty. 
Im et al. (2017) further reported that uncertainty reduces a firm’s current 
investments and increases the probability of it holding cash. Risks related to 
politics, such as risks arising from the events surrounding a national election, 
can change a firm’s business environment and, therefore, create uncertainty. 
Hassan et al. (2019) demonstrated how a rise in a firm’s political risk triggers 
a decrease in its rate of capital investment. Banerjee and Dutta (2022) 
demonstrated that the higher the political risk, the more likely it is that a firm 
will postpone its ‘irreversible’ capital investments and increase its reversible 
short-term working capital investments. The political context and government 
regulation have a substantial influence on firms’ economic environment and, 
therefore, on their decisions and policies. Recent literatures have discussed the 
effect of political uncertainty proxied by political risk on firms’ decisions, such 
as leverage decisions (Gyimaha et al., 2022), excess cash holdings (Jeon et al., 
2022), corporate investment (Choi et al., 2022) and innovation (Ahmed et al., 
2022), but few literatures study the influence of firm-level political uncertainty 
on M&A decisions. For instance, Shen et al. (2021) found that firm-level 
political uncertainty proxied by geopolitical risk positively affects M&A 
decisions through possible mechanisms of real option and prospect synergy 
effect. 

Hence, we contribute to this existing literature and we expect a significant 
relationship between firm-level political risk and M&A decisions (completion, 
deal likelihood and deal duration). Firstly, based on the real option theory, 
firms postpone M&As as the real options value increases with uncertainty. In 
line with this theory, Borthwick et al. (2020) and Nguyen and Phan (2017) 
found that policy uncertainty negatively affects M&A investments both in 
terms of the number and the aggregate value of M&A deals. Dang et al. (2022) 
found that policy uncertainty influences deal completion because the expected 
short- and mid-term synergistic gains can be affected. Consistent with this 
theory, political uncertainty might lower firms’ willingness to conduct M&A 
transactions by cancelling the deal announced. Another strand of the 
literature, based on agency theory, has argued that managers are more likely 
to conduct M&A deals when they face higher political uncertainty. Managers 
use external growth to manage the total volatility. For instance, Garfinkel and 
Hankins (2011) found that bidders conduct M&As to hedge cash-flow 
volatility. Furthermore, bidders may engage more in M&A operations and are, 
therefore, more likely to complete M&A deals to hedge against the volatility 
that arises from the political risk they are facing. 

Consistent with the evidence in the literature, we predict a negative 
relationship between political risk and completion likelihood because political 
risk breeds uncertainty and is more likely to affect investments in M&A. We 
also expect that the greater the acquirer’s political risk, the longer will be the 
deal completion duration. Faced with political risk and its adverse effects, 
bidders with higher political risk are expected to be careful with their 
investment strategy. They are less likely to complete an M&A deal and more 
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likely to delay deals when their firms face higher levels of political risk. We argue 
that bidders facing higher political risk are more likely to cancel M&A deals 
before closing. 

H1: Bidders that are less exposed to political risk are more likely to 
complete deals. 

H2: The higher the acquirer’s political risk, the longer the deal 
completion duration. 

3. Data and Methodology 
3.1 Data 

Our initial sample includes all completed and failed M&As retrieved from 
the SDC Platinum database. The deal value disclosed in SDC was valued at $1 
million or more from 2002 through to 2019. We placed no restrictions on the 
public status of the target or the bidder. We collected several deal characteristics 
from SDC, including payment method (stock, cash), deal attitude (hostile, 
friendly), the degree of relatedness between the acquirer and the target 
(diversifying/non-diversifying deal), relative deal size, offer structure (tender/
non-tender offer), and a high-tech indicator. We extracted data on firm 
characteristics1 from Compustat. We then merged our M&A data with 
political risk data and Compustat data to obtain the full sample for the ‘deal-
completion-likelihood’ analysis. This merging produced a final sample of 
18,341 failed and completed M&As involving 3,262 unique firms. 
3.2 Variable Measures 

In this section, we discuss the variables used in our study. Our main 
dependent variables include takeover completion likelihood and deal duration. 
The bidder’s political risk is our focal explanatory variable. 
3.2.1 Measure of Takeover Completion Likelihood 

To estimate takeover completion likelihood, we used a dummy variable that 
takes the value 1 if the announced acquisition is completed, and 0 otherwise. 
The speed of deal completion is computed as the difference between the 
completion date and announcement of an acquisition. 
3.2.2 Measure of a Firm’s Political Risk and Non-political Risk 

We used the HHLA measure developed by Hassan et al. (2019) to proxy 
for political risk. Hassan et al. (2019) developed firm-level measures of political 
and non-political risk faced by firms listed in the US using textual analysis of 
quarterly earnings conference-call transcripts. They relied on a simple pattern-
based sequence-classification method developed in computational linguistics 
to distinguish between patterns of language dealing with political versus non-

The definitions of these variables are presented in Appendix 1. 1 
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political issues. Firstly, they defined a training library of political texts2 and 
another training library of non-political texts,3 identified either through the 
textbook-based approach or the newspaper-based approach. Each training 
library (political and non-political) was the set of two-word combinations 
(‘bigrams’)4 frequently used in political and non-political texts. For the topic-
specific measure of political risk, they followed the same approach. They 
defined a training library of eight political topics (e.g. economic policy and 
budget, environment, trade, institutions and political process, health care, 
security and defense, tax policy, and technology and infrastructure) to identify 
the patterns of language commonly used when discussing a particular political 
issue. 

They then computed the measures associated with political risk, non-
political risk as well as the measures of political risk associated with the eight 
political topics. To construct the measure of overall exposure to political risk, 
they calculated the frequency of the bigrams used in a conference call in 
conjunction with synonyms of ‘risk’ or ‘uncertainty’ and divided this 
frequency by the total length of the conference call to obtain a measure of 
political risk.5 

Prior studies have used an aggregate measure of political risk exposure (such 
as the aggregate economic policy uncertainty (EPU)) which prevents them 
from exploring the rich variation in a firm’s political risk that exists within 
the firm (the ‘within-firm’ variation). In addition, several recent studies have 
used pre-defined dictionaries of significant words to construct their concept of 
interest. This approach lacks the ability to identify the distinct issues related 
to politics. Indeed, prior studies have used newspaper archives and corporate 
disclosures as source texts, whereas the approach adopted by Hassan et al. 
(2019) relies on conference calls, which provide a natural context to assess a 
firm’s overall exposure to a certain risk. 
3.2.3 Control Variables 

Following Nguyen and Phan (2017), we include bidder size, market-to-
book ratio, book leverage, the previous 12-month stock returns, firm age, stock 
dummy, cash dummy (to avoid perfect collinearity, mixed stock-cash payment 
is not included), high-tech dummy, diversifying dummy, hostile dummy, and 
tender-offer dummy. 

Articles from the political sections of US newspapers and an undergraduate textbook on American politics. 

“an accounting textbook, articles from non-political sections of US newspapers, and transcripts of speeches on non-political issues” Hassan et 
al. (2019, p. 2). 

Hassan et al. (2019) identify bigrams such as “the constitution” and “interest groups” as most pivotal when using the textbook-based approach, 
whereas more topical bigrams (such as “[health] care reform” and “President Obama”) are identified when using the newspaper-based 
approach. 

They follow the same procedure to compute the non-political risk measure and the measures of political risk associated with the eight political 
topics. 

2 

3 

4 

5 
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4. Baseline Empirical Results 
4.1 Descriptive Statistics 

Table 1 presents the distribution of M&A deals in our study according 
to acquirer industry. As shown in this table, most of the acquirers are in 
manufacturing (36.628%), finance, insurance and real estate (22.234%), and 
services (21.312%). We also present the distribution of our sample across years 
in Appendix 2. The number of M&A operations in each year increased 
gradually until the global financial crisis of 2007–2008. It dropped thereafter, 
from 1,215 deals with an aggregated value of US$ 651,663.4 million in 2006 
to 697 deals with an aggregated value of US$ 371,012.8 million in 2009. It 
increased again in 2010 with 953 deals. 

Table 2 provides descriptive statistics of our sample of M&As. The whole 
sample consists of 18,341 firm-year observations of 3,262 unique firms. 

For the political risk variable, the mean and median are equal to 0.111 
and 0.058 respectively. In our sample, 65.2% of the deals were successfully 
completed, while 34.8% failed to close. As reported in Table 2, bidders show 
an average market-to-book ratio of 1.912. The average leverage is 0.261, with 
a median of 0.231. Approximately half (54.9%) of the deals are all-cash offers. 
Less than 50% of the bidders are in the same industry (30%) or are high-tech 
firms (25.5%). Table 2 also gives additional characteristics about the M&A 
deals related to tender offer (the mean is approximately 0.971) and deal attitude 
(1% of deals are hostile). Moreover, the examination of matrix correlation 
shows that there is no correlation problem between variables.6 

4.2 Cross-sectional Regression Analysis 
In this section, we provide results for the takeover completion likelihood and 

deal duration. 
4.2.1 Political Risk and Takeover Completion Likelihood 

Our first empirical test concerned the relationship between the probability 
of completing the M&A deal and the acquirer’s political risk. To investigate 
this relationship, we estimated the probability that the deal would be 
successfully completed using the following probit model: 

Where: 
the dependent variable in the probit regression is a dummy variable that 

takes the value of 1 if the acquirer is more likely to complete the deal, and 0 
otherwise. 

Xi represents the acquirer’s political risk measure developed by Hassan et al. 
(2019)7 and F is the standard normal distribution. 

The correlation matrix is not reported here but can be provided upon request. 

We performed an additional test using the eight topic-specific measures of political risk: economic policy and budget, environment, trade, 
institutions and political process, health care, security and defense, tax policy, and technology and infrastructure. 

6 

7 
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Table 1. Sample Distribution by Industry 

Year 
Agriculture, forestry, and 
fisheries (01–09) of M&A 

bids 

Mineral industries and 
construction (10–17) 

Manufacturing 
(20–39) 

Transportation and 
communications 

(40–48) 

Wholesale trade 
and retail trade 

(50–59) 

Finance, 
insurance, real 

estate 
(60–69) 

Service 
industries 

and 
administration 

(70–97) 

Total 

0 1 2 3 4 5 6 

2002 1 19 212 25 31 70 120 478 

2003 1 41 283 52 47 137 169 730 

2004 1 56 362 58 58 174 239 948 

2005 3 55 436 74 76 228 258 1,130 

2006 1 62 448 96 74 275 259 1,215 

2007 1 71 535 84 100 272 279 1,342 

2008 2 62 489 83 79 188 311 1,214 

2009 0 28 310 58 38 82 181 697 

2010 1 52 355 80 71 171 223 953 

2011 2 48 463 95 95 232 272 1,207 

2012 0 51 407 79 99 253 218 1,107 

2013 4 49 352 91 80 232 213 1,021 

2014 5 60 438 127 86 325 254 1,295 

2015 5 37 439 104 123 387 249 1,344 

2016 2 65 337 73 73 295 175 1,020 

2017 0 42 340 94 95 325 186 1,082 

2018 2 70 381 99 81 319 216 1,168 

2019 0 14 131 28 17 113 87 390 

Total 31 882 6,718 1,400 1,323 4,078 3,909 18,341 

SIC % 0.169 4.808 36.628 7.633 7.213 22.234 21.312 100 

This table presents sample distribution across industries. The sample consists of 18,341 failed and completed deals between 2002 and 2019. The transaction value is in millions of US dollars as reported by the SDC Platinum database. All 
variables are defined in Appendix 1. (SIC: Standard Industrial Classification.) 
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Table 2. Descriptive Statistics of Control Variables 

Descriptive Statistics Descriptive Statistics 

# of Obs. Mean SD 25th pct. Median 75th pctl. 

Firm Characteristics Firm Characteristics 

Bidder Size 17,827 7.828 1.947 6.513 7.698 8.979 

Book Leverage 17,650 0.261 0.220 0.079 0.231 0.400 

Buy & Hold Return 17,650 0.119 0.520 -0.132 0.084 0.311 

Firm Age 18,341 27.322 19.832 13.738 22.652 34.083 

Market-to-book 16,082 1.912 1.209 1.161 1.557 2.219 

DealDeal Characteristics Characteristics 

Cash 18,341 0.549 0.247 0.000 1.000 1.000 

Stock 18,341 0.029 0.170 0.000 0.000 0.000 

High-tech 18,341 0.255 0.435 0.000 0.000 1.000 

Relative Deal Size 16,034 0.136 0.596 0.019 0.052 0.123 

Diversifying 18,341 0.314 0.464 0.000 0.000 1.000 

Hostile Attitude 18,341 0.001 0.037 0.000 0.000 0.000 

Tender Offer 18,341 0.971 0.027 1.000 1.000 1.000 

Political Risk Measure 18,341 0.111 0.193 0.019 0.058 0.131 

Deal Completion 18,341 0.652 0.476 0.000 1.000 1.000 

Deal Duration 18,341 42.505 117.423 0.000 0.000 43 

The table reports means, standard deviations and medians of all the variables used in this study. The sample consists of completed and failed US M&A deals 
between 2002 and 2019. M&A operations are made by US acquirers, where the transaction value is at least $1 million. Bidder size is equal to the natural logarithm 
of book value of total assets (in $ million). Market-to-book ratio is the ratio of the market value of assets over the book value of assets. Book leverage is the ratio 
of the acquirer’s book value of total debts over the book value of total assets. Buy and hold return is the acquirer’s 12-month buy-and-hold stock return in the 
preceding year. Firm age is the year of firm incorporation as it appears in Compustat. High-tech, deal attitude (hostile/friendly), diversifying and tender offer are 
indicator variables. Deal duration is equal to the difference in days between the completion date and the announcement date of an acquisition. All controls are 
described in Appendix 1. 

We also controlled for several deal and firm characteristics, all of which have 
been shown in previous research to be associated with takeover completion 
likelihood. These controls include bidder size, market-to-book ratio, book 
leverage, the previous 12-month stock returns, firm age, high-tech dummy, 
diversifying dummy, stock dummy, cash dummy, hostile dummy, tender offer 
dummy and relative deal size. The definitions of these variables are presented in 
Appendix 1. 

Table 3 reports the estimation results of the M&A probit regression 
(Models 1 and 2) using year and industry-fixed effects. To account for 
heteroskedasticity, t-statistics are calculated using standard errors adjusted for 
heteroskedasticity and acquirer clustering (similar to Deng et al. (2013)). 
Clustering the standard errors by years provides similar results. In Model 2, 
we include only independent and control variables without year and industry 
fixed effects and we estimate the effect of these variables on the completion 
likelihood. Among the firm characteristics, we find that the coefficients 
associated with bidder size, buy-and-hold return and firm age are significant in 
Model 1. Larger-sized bidders are more likely to complete M&A deals. 
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Table 3. Probit Regressions 

(1) (2) (3) 

Political Risk Measure Political Risk Measure -0.159*** (0.003) -0.113** (0.040) -0.148** (0.031) 

Firm Characteristics Firm Characteristics 

Bidder Size 0.015** (0.026) 0.022** (0.044) 

Market-to-book -0.009 (0.336) -0.017 (0.194) 

Book Leverage 0.089 (0.111) 0.323*** (0.000) 

Buy-and-hold Return 0.225*** (0.000) 0.157*** (0.000) 

Firm Age -0.001*** (0.003) -0.002*** (0.001) 

Deal Characteristics Deal Characteristics 

High-tech Dummy -0.306*** (0.000) -0.240*** (0.000) 

Stock -0.173** (0.029) -0.195** (0.032) 

Cash -1.179*** (0.000) -1.191*** (0.000) 

Diversifying -1.029*** (0.000) -1.110*** (0.000) 

Hostile Attitude -1.550*** (0.000) -1.483*** (0.000) 

Relative Deal Size -0.031* (0.082) -0.030* (0.089) 

Tender Offer -0.944*** (0.000) -0.957*** (0.089) 

# of Obs. # of Obs. 18,341 16,034 16,034 

Year Fixed Effect yes no yes 

Industry Fixed Effect yes no yes 

Adj. R-Squared 0.053 0.248 0.278 

This table reports the results obtained from the first regression. The results obtained from the probit are presented in columns 1 and 2. The probit regressions are 
based on a sample of 18,341 failed and completed US bids between 2002 and 2019, where the transaction value is at least $1 million. The dependent variable is 
‘takeover completion’, which is equal to 1 if the announced acquisition is completed, and 0 otherwise. The independent variable is the bidder’s political risk. We 
present the definitions of all other variables in Appendix 1. Year and industry-fixed effects are included in Models 1 and 3. ***, **, *, indicate significance at the 1%, 
5%, and 10% levels, respectively. Values in parentheses represent the p-values. 

Additionally, the results suggest that the failure rate is higher for bidders 
acquiring a high-tech target. Across all columns, we argue that deal completion 
likelihood decreases when there is a hostile offer or a diversifying deal because 
they require much higher administrative costs. 

We then include a measure of the acquirer’s political risk and all associated 
controls in the second model. In column 2, we find evidence that completion 
likelihood is negatively related to political risk, corroborating Hypothesis 1. 
As shown in Table 3, the coefficient associated with political risk is negative 
(β=-0.148) and statistically significant at the 5% level. 

In another analysis, we used additional measures of political risks developed 
by Hassan et al. (2019). These authors constructed some topic-specific 
measures of political risks. These measures are associated with eight specific 
political topics: economic policy and budget, environment, trade, institutions 
and political process, health care, security and defense, tax policy, and 
technology and infrastructure. Political risks attributable to the institutions 
and political process include risks related to government reform, constitutional 
reform, campaign finance, immigration, and federal elections. Given that all 
these risks are related to elections and their financing, they are more likely 
to impact a firm’s decisions or policies such as funding policy, rather than 
deal completion likelihood. Political risks attributable to security and defense 
are the risks related to “discussions of how government budget cuts and the 
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winding down of activities in Iraq and Afghanistan affect the demand for the 
firm’s products” (Hassan et al. (2019), p. 28). As specified in this definition, 
these risks are more likely to affect the demand for the firm’s products. 
Therefore, we do not anticipate a significant relationship between deal 
completion likelihood and these types of risks. Political risks associated with 
technology and infrastructure are inherent to risks dealing with weapons 
programmes, aerospace, and computers and information technology. Thus, we 
expect a non-significant relationship between deal completion likelihood and 
these specific political topics. Political risks associated with trade are essentially 
the risks that pertain to free-trade agreements. Political risks linked to tax policy 
are the risks are attributable to tax reform. These risks could have an impact 
on the completion of cross-border-deals. As only approximately 10% of 
announced deals are cross-border, the resulting sample would likely be so small 
as to be almost meaningless. However, we except a significant relationship 
between political risks related to environment8, health9 or economic policy and 
deal completion likelihood, as these types of risks breed uncertainty. Regarding 
political risk associated with economic policy, Nguyen and Phan (2017) find 
that uncertainty arising from economic policy affects M&A investment. In the 
same vein, Bose et al. (2021) argued that environmental issues matter in M&A 
decisions. 

Columns 1 through 8 of Table 4 provide empirical support for results 
presented in Table 3. Consistent with this prediction, the coefficients 
associated with specific political topics such as trade, institutions and political 
process, security and defense, technology and infrastructure, and tax policy 
are not significant. This means that political matters related to these specific 
topics do not directly affect deal completion. Moreover, the results presented 
in Table 4 indicate a negative and significant relationship between political 
risk associated with environment (1), healthcare (4) and economic policy (7), 
and likelihood of completion. This negative relationship is highly statistically 
significant for political risks associated with economic policy. Our results 
suggest that the effect of deal completion likelihood is more pronounced with 
the political risk associated with economic policy. Our findings are in line 
with Hassan et al. (2019) who suggested that uncertainty about economic 
policy is a major component of the aggregate variation in political risks. Our 
results show that firms should integrate political risk related to economic policy 
when investing in M&As. Hassan et al. (2019) stipulated that political risk 
generated by economic policy results in an increase in a firm’s propensity to 
lobby government on that topic of ‘economic policy and budget’ in the 
following quarter (political risk measures are quarterly measures). 

As stipulated by Rusty Wiley, CEO of Datasite, “Climate-change concerns are viewed as the greatest emerging risk to completing M&As in the 
next 12 months, ahead of concerns over COVID-19, which has been a consistent concern for businesses since the pandemic hit in March 2020, 
inflation, regulation, and geopolitics”. https://www.nasdaq.com/articles/preparing-for-climate-changes-impact-on-ma-2021-10-20 

Hassan et al. (2019) stated that “the firm’s executives are rooting for healthcare reform not because of its effect on the firm’s health plan, but 
because it reduces the likelihood of Congress developing climate legislation”. Therefore, when Congress reduces its willingness to develop 
climate legislation, these actions can hugely affect the firm’s strategies and corporate investments like investing in M&As. 

8 

9 
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Table 4. Probit Regressions Using Different Political Risk Measures 

(1) (2) (3) (4) (5) (6) (7) (8) 

PoliticalPolitical  RiskRisk  Measures Measures -0.002* 
(0.079) 

-0.002 
(0.256) 

-0.003 
(0.118) 

-0.002* 
(0.066) 

-0.000 
(0.981) 

-0.001 
(0.468) 

-0.005*** 
(0.004) 

-0.002 
(0.110) 

Firm Characteristics Firm Characteristics 

Bidder Size 0.022* 
(0.045) 

0.022** 
(0.046) 

0.022* 
(0.045) 

0.022** 
(0.046) 

0.021** 
(0.048) 

0.022* 
(0.047) 

0.022** 
(0.042) 

0.022** 
(0.046) 

Market-to-book -0.018 
(0.184) 

-0.017 
(0.189) 

-0.017 
(0.194) 

-0.017 
(0.204) 

-0.017 
(0.191) 

-0.017 
(0.189) 

-0.017 
(0.188) 

-0.018 
(0.185) 

Book Leverage 0.324*** 
(0.000) 

0.324*** 
(0.000) 

0.325*** 
(0.000) 

0.323*** 
(0.000) 

0.325*** 
(0.000) 

0.324*** 
(0.000) 

0.324*** 
(0.000) 

0.326*** 
(0.000) 

Buy-and-hold Return 0.157*** 
(0.000) 

0.158*** 
(0.000) 

0.157*** 
(0.000) 

0.157*** 
(0.000) 

0.158*** 
(0.000) 

0.158*** 
(0.000) 

0.157*** 
(0.000) 

0.158*** 
(0.000) 

Firm Age -0.002*** 
(0.001) 

-0.002*** 
(0.001) 

-0.002*** 
(0.001) 

-0.002*** 
(0.001) 

-0.002*** 
(0.001) 

-0.002*** 
(0.001) 

-0.002*** 
(0.001) 

-0.002*** 
(0.001) 

Deal Characteristics Deal Characteristics 

High-tech Dummy -0.240*** 
(0.000) 

-0.240*** 
(0.000) 

-0.239*** 
(0.000) 

-0.239*** 
(0.000) 

-0.241*** 
(0.000) 

-0.241*** 
(0.000) 

-0.238*** 
(0.000) 

-0.240*** 
(0.000) 

Stock -0.195** 
(0.033) 

-0.196** 
(0.032) 

-0.195** 
(0.032) 

-0.195** 
(0.032) 

-0.195** 
(0.032) 

-0.194** 
(0.033) 

-0.194** 
(0.033) 

-0.195** 
(0.032) 

Cash -1.191*** 
(0.000) 

-1.190*** 
(0.000) 

-1.190*** 
(0.000) 

-1.191*** 
(0.000) 

-1.191*** 
(0.000) 

-1.191*** 
(0.000) 

-1.191*** 
(0.000) 

-1.190*** 
(0.000) 

Diversifying -1.110*** 
(0.000) 

-1.110*** 
(0.000) 

-1.111*** 
(0.000) 

-1.111*** 
(0.000) 

-1.110*** 
(0.000) 

-1.110*** 
(0.000) 

-1.111*** 
(0.000) 

-1.111*** 
(0.000) 

Hostile Attitude -1.481*** 
(0.000) 

-1.483*** 
(0.000) 

-1.483*** 
(0.000) 

-1.481*** 
(0.000) 

-1.481*** 
(0.000) 

-1.481*** 
(0.000) 

-1.482*** 
(0.000) 

-1.483*** 
(0.000) 

Relative Deal Size -0.030* 
(0.088) 

-0.030* 
(0.087) 

-0.030* 
(0.087) 

-0.030* 
(0.088) 

-0.030* 
(0.087) 

-0.030* 
(0.087) 

-0.030* 
(0.085) 

-0.030* 
(0.086) 

Tender Offer -0.957*** 
(0.000) 

-0.957*** 
(0.000) 

-0.956*** 
(0.000) 

-0.955*** 
(0.000) 

-0.957*** 
(0.000) 

-0.957*** 
(0.000) 

-0.958*** 
(0.000) 

-0.956*** 
(0.000) 

# of Obs. # of Obs. 16,034 16,034 16,034 16,034 16,034 16,034 16,034 16,034 

Year Fixed Effect yes yes yes yes yes yes yes yes 

Industry Fixed Effect yes yes yes yes yes yes yes yes 

Adj. R-Squared 0.278 0.277 0.278 0.277 0.277 0.277 0.278 0.278 

In this table, we present the results obtained from the probit model. The dependent variable is the deal completion likelihood that takes the values. The dependent 
variable is takeover completion, which is equal to 1 if the announced acquisition is completed, and 0 otherwise. The independent variable is the bidder’s political 
risk. Definitions of variables are provided in Appendix 1. The sample consists of completed and failed US takeovers, where the transaction value is at least $1 
million. Bidder size is equal to the natural logarithm of book value of total assets (in millions of $). We include year and industry fixed effects in all specifications. 
***, **, *, indicate significance at the 1%, 5%, and 10% levels, respectively. The results of political risk associated to environment (1), trade (2), institutions and 
political process (3), health care (4), security (5), technology and infrastructure (6), economic policy (7) and tax (8), are presented in Table 4. Values in parentheses 
represent the p-values. 

4.2.2 Political Risk and Deal Duration 
In addition to the takeover completion likelihood, we also investigated 

whether political risk affects the speed of deal completion. Empirical evidence 
advanced several factors that affect deal duration, such as information 
asymmetry, deal complexity, and profitability of the deal for both parties 
involved (Deng et al., 2013; Hussain & Shams, 2022; Luypaert & De 
Maeseneire, 2015; Nguyen & Phan, 2017). For instance, Nguyen and Phan 
(2017) found that policy uncertainty lengthens the time of deal completion. In 
contrast, Hussain and Shams (2022) argued the higher the bidder’s CSR scores 
relative to the target’s, the less time it takes to complete the deal. Drawing from 
the previous literature, we expected a negative relationship between firm-level 
political risk and the time taken to complete the deal. As M&As are irreversible 
and risky investments, firms are more likely to delay them during periods of 
high political uncertainty. 
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To examine the effect of political risk on deal duration, we used the Cox 
proportional hazard model (CPHM) (Bereskin et al., 2018). The CPHM is the 
most used statistical model for survival analysis in prior studies and particularly 
in M&A studies (Bereskin et al., 2018; Deng et al., 2013; Nadolska & Barkema, 
2007). In the context of M&As, CPHM determines the factors that affect 
the likelihood of deal completion. The concepts of hazard rate and survival 
function are both bases for the CPHM. Similar to Nadolska and Barkema 
(2007), we chose the CPHM to obtain estimates of the hazard rate due to its 
flexibility. Unlike discrete time models, such as lognormal models, the CPHM 
does not require the identification of a specific, distinct hazard function 
(Nadolska & Barkema, 2007). Another advantage of the CPHM is that it 
considers both censored and uncensored observations; consequently, it offers a 
suitable estimation of the equation parameters. The dependent variable is the 
number of days between the announcement date and the effective date of deal 
completion. Controls include bidder size, market-to-book ratio, book leverage, 
the previous 12-month stock returns, firm age, high-tech dummy, diversifying 
dummy, stock dummy, cash dummy, hostile dummy, and tender offer. The 
regression specification is as follows: 

Columns 1 and 2 of Table 5 report the regression results from a CPHM. 
This table shows the hazard ratios obtained from this model. The coefficients 
associated with political risk indicate that, as an acquirer’s political risk 
increases, the speed of deal completion decreases (longer duration to complete 
the deal). The hazard ratio for the political risk is significantly less than 1, 
indicating lower hazard rates and that M&As undertaken by acquirers 
engaging in high political risk take more time to complete. The result suggests 
that for a one-unit increase in the political risk of the bidder, the rate of deal 
completion decreases by 10.2% (1-0.898). Hence, this supports Hypothesis 
2 and, more specifically, implies that bidders exposed to lower political risk 
are more likely to complete M&A transactions more rapidly. Additionally, 
we estimated the relationship between political risk and deal completion 
likelihood using multivariate ordinary least squares (OLS) regressions. We 
found similar results and they are reported in column 3 of Table 5. 

As such, the estimates imply that firms delay M&As until political risk is 
resolved. It suggests that even if the bidders engage in M&A deals, it would take 
them more time to complete the deal when they face higher uncertainty. 

In summary, our empirical evidence shows that bidders with higher political 
risk are less likely to complete bids. Indeed, completion speed is longer when 
bidders are faced with higher political risk. Given that completion speed and 
cancellation rates are considered a critical component of post-M&A success, 
firms with lower political risk are more able to integrate effectively and are more 
likely to generate synergies. They can also be more valuable to the target firm. 
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Table 5. Cox Proportional Hazard Model (CPHM) 

(1) (2) (3) 

Political Risk Measures Political Risk Measures 0.891* (0.076) 0.898* (0.090) 9.313** (0.050) 

Firm Characteristics Firm Characteristics 

Size 0.894*** (0.000) 0.907*** (0.000) 9.600*** (0.000) 

Market-to-book 0.992 (0.599) 0.963** (0.069) -0.289 (0.725) 

Book Leverage 1.170** (0.031) 1.276*** (0.002) 2.526 (0.572) 

Buy-and-hold Return 0.963 (0.290) 0.997 (0.942) 4.816*** (0.007) 

Firm Age 0.997*** (0.000) 0.995*** (0.000) 0.542*** (0.000) 

Deal Characteristics Deal Characteristics 

High-tech Dummy 0.876*** (0.000) 0.863*** (0.006) 2.957 (0.182) 

Stock 0.596*** (0.000) 0.607*** (0.000) 50.277*** (0.000) 

Cash 0.822*** (0.000) 0.816*** (0.000) -6.417*** (0.001) 

Diversifying 0.708*** (0.000) 0.701*** (0.000) 10.529*** (0.000) 

Hostile Attitude 0.343*** (0.001) 0.285*** (0.005) 12.365 (0.616) 

Relative Deal Size 0.736** (0.005) 0.712** (0.002) 6.286** (0.000) 

# of Obs. # of Obs. 6,666 6,666 16,034 

Year Fixed Effect no yes yes 

Industry Fixed Effect no yes yes 

LR chi-2 749.23 51.34 

Adj. R-Squared 0.277 0.016 

This table reports the results from the CPHM. The independent variable in this table is the political risk taken by the bidder. The dependent variable is ‘deal 
duration’ and it is equal to the difference between the date of the acquisition announcement and the completion date. (Definitions of variables are provided 
in Appendix 1.) The sample consists of completed and failed US M&As where the transaction value is at least $1 million. In column 2, we report the hazard 
ratios for deal completion time, estimated using a CPHM. Column 3 presents the results obtained from the multivariate ordinary least squares (OLS) regressions. 
We include year and industry fixed effects in Model 2. Statistical significance at 1%, 5% or 10% levels are denoted by ***, **, *, respectively. Values in parentheses 
represent the p-values. 

4.2.3 Channel Analysis: Financial Constraints 
In this section we examine whether the negative relationship between firm-

level political risk and deal completion likelihood is mainly driven by a firm’s 
financial constraints. Given that uncertainty increases the cost of capital (Xu, 
2020) and, thereby, reduces the propensity of the firm to engage in M&A 
investments, we expect a more pronounced negative relationship between firm-
level political risk and deal completion likelihood when the bidder is under 
financial constraints. Based on the previous literature, small firms experience 
more financial constraints (Frank & Goyal, 2003). Therefore, we used acquirer 
size as a proxy of financially constrained bidders (Alshwer et al., 2011; Hadlock 
& Pierce, 2010). It takes the value of 1 if the acquirer size has a below-median 
size, and 0 otherwise. Then, we ran the cross-sectional regressions for 
financially constrained and unconstrained bidder sub-groups; the results are 
presented in Table 6. Consistent with the hypothesis that firms tend to 
withdraw deals when they are under financial constraints, we found that the 
coefficient estimate of the bidder’s political risk is negative and statistically 
significant at the 10% level in column 2, while losing its significance in column 
3. The negative effect of firm-level political risk on deal completion likelihood is 
consistent with the idea that financial constraint is a possible channel by which 
firm-level political risk influences deal completion likelihood. 
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Table 6. Channel Analysis: Financial Constraints 

Dependent Variable : Takeover completion 

Variables (1) (1) (2) Financially (2) Financially 
Constrained Constrained 

Sub-group Sub-group 

(3) Financially (3) Financially 
Unconstrained Unconstrained 

Sub-group Sub-group 

Independent Variables Independent Variables 

Political Risk -0.148** (0.031) -0.168* (0.069) -0.121 (0.243) 

Firm Characteristics Firm Characteristics 

Size 0.022** (0.044) 0.094*** (0.000) -0.020 (0.318) 

Market-to-Book -0.017 (0.194) -0.029 (0.059) 0.000 (0.969) 

Book Leverage 0.323*** (0.000) 0.370*** (0.000) 0.127 (0.372) 

Buy-and-hold Return 0.157*** (0.000) 0.184*** (0.000) 0.083 (0.217) 

Firm Age - -0.004*** (0.000) -0.001 (0.109) 

Deal Characteristics Deal Characteristics 

High-tech Dummy - -0.277*** (0.000) -0.205*** (0.031) 

Stock -0.195** (0.032) -0.569*** (0.000) 0.229* (0.098) 

Cash - -1.321*** (0.000) -1.109*** (0.000) 

Diversifying - -1.165*** (0.000) -1.097*** (0.000) 

Hostile Attitude - -1.144*** (0.030) -1.970*** (0.000) 

Relative Deal Size -0.030* (0.089) -0.012 (0.483) -0.099 (0.177) 

Tender Offer - -0.654*** (0.000) -1.405*** (0.000) 

# of Obs. 16,034 16,034 16,034 

Year Fixed Effect yes yes yes 

Industry Fixed Effect yes yes yes 

Adj. R-Squared 0.277 0.312 0.270 

This table reports the OLS regression results of the effect of firm-level political risk on deal completion for constrained and unconstrained bidders. The probit 
regressions are based on a sample of 18,341 failed and completed US M&As between 2002 and 2019, where the transaction value is at least $1 million. The 
dependent variable is takeover completion, which is equal to 1 if the announced acquisition is completed, and 0 otherwise. The independent variable is the bidder’s 
political risk. (We provide the definitions of all other variables in Appendix 1.) Year and industry fixed effects are included in all regressions. ***, **, * indicate that 
the parameter estimate is significantly different to 0 at the 1%, 5%, or 10% levels, respectively. Values in parentheses represent the p-values. 

5. Robustness Tests 
Bidders may fail to complete the deal in response to other types of risk or 

uncertainty. Therefore, we checked whether the decision to complete an M&A 
deal is essentially associated with political risk or rather with other measures 
of risk by conducting falsification and placebo tests using non-political risk. 
The results are presented in columns 1 and 2 of Table 7. Interestingly, while 
the acquirer’s political risk decreased the likelihood of deal completion, non-
political risk did not affect deal completion. As shown in Table 7, the 
coefficient associated with non-political risk is non-significant, indicating that 
takeover completion is mainly driven by political risk. 

Despite using several control variables to reduce omitted variables bias in 
our main equation, our results may still comprise endogeneity issues derived 
from unobserved omitted variables. To address these endogeneity concerns, we 
performed an instrumental variable (IV) probit model using one instrument 

Political Risk and Deal Completion Likelihood

Accounting, Finance & Governance Review 16



Table 7. Robustness Test 1: Falsification Tests (Probit Regression using Political and Non-political Risks) 

Variables (2) (3) 

Independent Variables Independent Variables 

Political Risk -0.147** (0.036) 

Non-political Risk -0.004 (0.631) -0.000 (0.974) 

Firm Characteristics Firm Characteristics 

Size 0.021** (0.048) 0.022** (0.044) 

Market-to-book -0.018 (0.188) -0.017 (0.194) 

Book Leverage 0.326*** (0.000) 0.323*** (0.000) 

Buy-and-hold Return 0.158*** (0.000) 0.157*** (0.000) 

Firm Age -0.002*** (0.001) -0.002*** (0.001) 

Deal Characteristics Deal Characteristics 

High-tech Dummy -0.241*** (0.000) -0.240*** (0.000) 

Stock -0.195** (0.032) -0.195** (0.032) 

Cash -1.190*** (0.000) -1.191*** (0.000) 

Diversifying -1.110*** (0.000) -1.110*** (0.000) 

Hostile Attitude -1.482*** (0.000) -1.483*** (0.000) 

Relative Deal Size -0.030* (0.089) -0.030* (0.089) 

Tender Offer -0.957*** (0.000) -0.957*** (0.000) 

# of Obs. 16,034 16,034 

Year Fixed Effect yes yes 

Industry Fixed Effect yes yes 

Adj. R-Squared 0.277 0.278 

This table reports the results obtained from the probit model using different measures of risk (political and non-political). The probit regressions were based on 
a sample of 18,341 failed and completed US M&As between 2002 and 2019, where the transaction value is at least $1 million. The dependent variable is takeover 
completion, which is equal to 1 if the announced acquisition is completed, and 0 otherwise. The independent variable is the bidder’s political risk. (We provide 
definitions of all other variables in Appendix 1.) Year and industry fixed effects are included in all regressions. ***, **, * indicate that the parameter estimate is 
significantly different to 0 at the 1%, 5%, or 10% levels, respectively. Values in parentheses represent the p-values. 

variable for political risk: the Partisan Conflict Index (PCI).10 Chatjuthamard 
et al. (2021) found that the degree of political risk is significantly correlated 
with the PSI. Therefore, the first condition satisfies the requirement for 
instrumental variables to be relevant. Moreover, the PCI is unlikely to be 
correlated with takeover completion except via its effect through political risk. 
There is no reason to believe that political risk could have a significant direct 
effect on takeover completion. Hence, the exclusion condition of instrumental 
variables is satisfied. Like Nguyen and Phan (2017), we performed two tests 
to confirm that our selected instrument is relevant: the weak identification 
test (the Cragg–Donald test) and the under-identification test (the 
Kleibergen–Paap test). 

In Table 8, we report the first-stage results obtained from the IV probit 
model. Like Deng et al. (2013), we included bidder characteristics, and 
industry and year fixed effects in the first stage as our independent variables. 
The political risk taken by the acquirer is our dependent variable. 

“The PCI tracks the degree of political disagreement among U.S. politicians at the federal level by measuring the frequency of newspaper 
articles reporting disagreement in a given month. Higher index values indicate greater conflict among political parties, Congress, and the 
President.” (Chatjuthamard et al. (2021, p. 15)) 

10 
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Table 8. Robustness Test 2: Endogeneity Concerns 

OLS IV Probit Model 

(1) 
First Stage* 

(2) 
Second Stage 

(3) 

Political Risk Measure Political Risk Measure -0.148** (0.031) -36.400*** (0.000) 

Instrumental Variable (PCI) Instrumental Variable (PCI) 0.067** (0.05) 

Firm Characteristics Firm Characteristics 

Size 0.022** (0.044) 0.004*** (0.000) 0.192*** (0.000) 

Market-to-book -0.017 (0.194) -0.002 (0.128) -0.093*** (0.000) 

Book Leverage 0.323*** (0.000) -0.016 (0.027) -0.462*** (0.000) 

Buy-and-hold Return 0.157*** (0.000) 0.004 (0.223) 0.401*** (0.000) 

Firm Age -0.002*** (0.001) 0.000 (0.996) -0.002** (0.021) 

Deal Characteristics Deal Characteristics 

High-tech Dummy -0.240*** (0.000) -0.329*** (0.000) 

Stock -0.195** (0.032) -0.137 (0.154) 

Cash -1.191*** (0.000) -1.165*** (0.000) 

Diversifying -1.110*** (0.000) -1.043*** (0.000) 

Hostile Attitude -1.483*** (0.000) -1.716*** (0.000) 

Relative Deal Size -0.030* (0.089) -0.031 (0.132) 

Tender Offer -0.957*** (0.089) -0.909*** (0.000) 

# of Obs. # of Obs. 16,034 16,038 16,038 

Year and Industry Fixed Effect yes yes yes 

Under-identification Test 
Kleibergen–Paap Test) 

(p-value<0.001) 

Weak Identification Test (Cragg–Donald test) (p-value<0.001) 

In this table, we present the results obtained from the IV probit model. The dependent variable in the first stage is the acquirer’s political risk. The IV is the US 
partisan conflict index (PCI). In the second stage, the dependent variable is takeover completion, which is equal to 1 if the announced acquisition is completed, 
and 0 otherwise. The independent variables are the bidder and deal characteristics. (Definitions of variables are provided in Appendix 1.) The sample consists of 
completed and failed US takeovers, where the transaction value is at least $1 million. ***, **, *, indicate significance at the 1%, 5%, and 10% levels, respectively. Values 
in parentheses represent the p-values. 

The results presented in Table 8 show that the correlation between the IV 
and the acquirer’s political risk is significant at the 1% level, which confirms 
the relevance of our instrument. Moreover, both the under-identification test 
and the weak identification test give more support to the relevance of our 
instrument. In Table 8, we also show in column 3 the second-stage results 
drawn from the IV probit model. Deal completion likelihood is used as the 
dependent variable, and the predicted variable of political risk, acquirer and 
deal characteristics, and industry and year fixed effects are the independent 
variables. We found that the coefficient associated with the predicted variable 
of political risk is negative and significant at the 1% level. 

The results from the IV probit model are similar to those obtained from 
the main model, which means that our results are robust in controlling for 
endogeneity concerns. 

6. Conclusion 
This study demonstrates the importance of the intermediary phase of the 

M&A process. Some M&A deals fail to complete due to both the complexity 
of the bargaining process and new information revealed to the acquirer during 
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this phase, which can affect the decision to engage in or complete an M&A 
deal. Acquirers, especially, tend to cancel bids before closing for regulatory 
reasons, or factors relating to policy or political uncertainty. 

This research provides evidence of other factors of deal failure associated 
with the political environment of the bidder. Using a firm-level measure of 
political risk, we found that the political risk taken by the acquirer has a 
significant effect on both takeover completion and deal duration. M&As are 
one of the most salient of corporate investments; we conclude that the political 
risk undertaken by the acquirer is a critical factor which firms should consider 
when engaging in such investment decisions. Firms should also engage in 
activities that can reduce the negative impact of political risk on corporate 
investments and improve investors’ perception of firms’ valuation and 
trustworthiness. For example, bidders can manage their political risks by 
engaging in political lobbying, as political risk affects firms’ decisions to 
complete or to delay the deals (Choi et al., 2022). CSR is also an effective hedge 
against stock return volatility arising from political risk (Andriosopoulos & 
Deepty, 2022). Our results also suggest a positive relationship between deal 
duration and political risk, indicating that lower political risk eases merger 
integration. However, our study presents certain limitations. Decisions to 
cancel M&A deals are also related to the political risk of the target firm. Our 
study can be also extended by examining whether bidders can mitigate their 
political risk by engaging in political lobbying or by using CSR initiatives. 
An important issue can also be developed in future studies, offering further 
insight, by examining the effect of the political risk distance between bidders 
and targets on the likelihood of takeover completion. 
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Appendices 
Appendix 1. Definitions of Variables 

Dependent Variable Dependent Variable 

Variables Variables Definition Definition Source Source 

Takeover Completion A dummy variable that equals 1 if the announced acquisition is 
completed, and 0 otherwise. 

SDC Platinum. 

Takeover Duration The difference between the completion date and 
announcement of an acquisition. 

SDC Platinum. 

Independent Variables Independent Variables 

Acquirer’s political risk Hassan et al. (2019) construct firm-level measures of political 
risk faced by firms listed in the US using textual analysis of 
quarterly earnings conference-call transcripts. They use a 
training library of political texts to create two-word 
combinations (‘bigrams’) that are frequently used in political 
texts. 

Hassan et al. 
(2019) 

Firm-level Variables Firm-level Variables 

Variables Variables Definition Definition Source Source 

Acquirer Size Natural logarithm of book value of total assets Compustat 

Market-to-book ratio The ratio of the market value of total assets to the book value 
of total assets. 

Compustat 

Book Leverage The ratio of the book value of total debts (short-term and long-
term debt) to the book value of total assets. 

Compustat 

Buy-and-hold Return The buy-and-hold 12-month stock return of the year 
preceding an M&A announcement. 

CRSP 

Firm Age The year of a firm’s incorporation as it appears in Compustat. Compustat 

Deal-level Characteristics Deal-level Characteristics 

Variables Variables Definition Definition 

Transaction Value Value of a transaction in millions of US dollars. SDC Platinum. 

Full Stock Payment A dummy variable; 1 if the deal is financed by 100% stock, 0 if 
the deal is 100% cash. 

SDC Platinum. 

High-tech Dummy A dummy variable that takes the value 1 if the bidder’s 4-digit 
SIC code is equal to 3571–3572, 3575, 3577–3578, 3661, 
3663, 3669, 3671–3672, 3674–3675, 3677–3679, 3812, 
3823, 3825–3829, 3841, 3845, 4812–4813, 4899, 
7371–7375, or 7378–7379, and 0 otherwise. 

SDC Platinum. 

Cash An indicator; 1 if an M&A deal is fully financed by cash, and 0 
otherwise. 

SDC Platinum. 

Diversifying Dummy An indicator; 1 if the bidder and target belong to the same 
2-digit SIC code industries, and 0 otherwise. 

SDC Platinum. 

Attitude A dummy variable; 1 for hostile deals, and 0 otherwise. SDC Platinum. 

Relative Deal Size (rdz) The ratio of the M&A transaction value (provided by SDC) to 
the acquirer’s market value of equity computed four weeks 
before a deal announcement. 

SDC Platinum. 

Tender Offer An indicator; 1 if an M&A deal is a tender offer, and 0 
otherwise. 

SDC Platinum. 
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Appendix 2. Sample Distribution Across Years 

Year No. of M&A bids % of M&A bids Transaction Value Transaction Value (%) 

2002 478 2.606 133,986.8 2.719 

2003 730 3.980 195,858.4 3.975 

2004 948 5.169 566,612.6 11.500 

2005 1,130 6.161 684,729.1 13.898 

2006 1,215 6.625 651,663.4 13.227 

2007 1,342 7.317 760,892.3 15.443 

2008 1,214 6.619 543,836.7 11.038 

2009 697 3.800 371,012.8 7.530 

2010 953 5.196 596,861.8 12.114 

2011 1,207 6.581 680,936.6 13.821 

2012 1,107 6.036 639,819.6 12.986 

2013 1,021 5.567 947,882.6 19.239 

2014 1,295 7.061 1,132,774 22.991 

2015 1,344 7.328 1,442,466 29.277 

2016 1,020 5.561 876,481.1 17.790 

2017 1,082 5.899 1,078,835 21.897 

2018 1,168 6.368 1,272,870 25.835 

2019 390 2.126 738,085.6 14.981 

Total 18,341 100 13,315,604.40 100 

This table illustrates sample distribution across years. The sample consists of 18,341 failed and completed deals between 2002 and 2019. 
The transaction value is in millions of US dollars as reported by the SDC Platinum database. (All variables are defined in Appendix 1.) 
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