

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
				
			
		
			
		
			
				
			
		
			
				
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
				
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Corporate Acquisitions, Diversification, and the Firm's Lifecycle

	
    
        
            
            







    
    










    
    
    
    











			
                    NBER Working Paper No. w17463
 
        

    
	

	
	
		
		
			44 Pages
		
		

		Posted: 30 Sep 2011
		
			Last revised: 20 Mar 2023
		
		
	

	
		
			
			




	See all articles by Asli M. ArikanAsli M. Arikan
Kent State University
René M. Stulz
Ohio State University (OSU) - Department of Finance; National Bureau of Economic Research (NBER); European Corporate Governance Institute (ECGI)


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Corporate Acquisitions, Diversification, and the Firm’s Lifecycle
									

								
							
							
							
								Charles A. Dice Center Working Paper No. 2011-18, Fisher College of Business Working Paper No. 2011-03-018, ECGI - Finance Working Paper No. 317/2011
							

							
							
								
									Number of pages: 46
								
								
									Posted: 23 Sep 2011
								
								
									Last Revised: 05 Sep 2013
								
							

							
						

						
							
							Downloads
							  552
							
						

					

					
					

					
						
							
						

						
							
								
									Corporate Acquisitions, Diversification, and the Firm's Lifecycle

								
							
							
							
								NBER Working Paper No. w17463
							

							
							
								
									Number of pages: 44
								
								
									Posted: 30 Sep 2011
								
								
									Last Revised: 20 Mar 2023
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							   57
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: September 2011

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Lifecycle theories of mergers and diversification predict that firms make acquisitions and diversify when their internal growth opportunities become exhausted. Free cash flow theories make similar predictions. In contrast to these theories, we find that the acquisition rate of firms (defined as the number of acquisitions in an IPO cohort-year divided by the number of firms in that cohort-year) follows a u-shape through their lifecycle as public firms, with young and mature firms being equally acquisitive but more so than middle-aged firms. Firms that go public during the merger/IPO wave of the 1990s are significantly more acquisitive early in their public life than firms that go public at other times.  Young public firms have a lower acquisition rate of public firms than mature firms, but the opposite is true for acquisitions of private firms and subsidiaries. Strikingly, firms diversify early in their life and there is a 41% chance that a firm's first acquisition is a diversifying acquisition. The stock market reacts more favorably to acquisitions by young firms than to acquisitions by mature firms except for acquisitions of public firms paid for with stock. There is no evidence that the market reacts more adversely to diversifying acquisitions by young firms than to other acquisitions. 
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