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		Abstract

		This paper examines how debt affects firms following failed takeovers.  Using a sample of 573 unsuccessful takeovers, we find that, on average, targets significantly increase their debt levels.  Targets that increase their debt levels more than the median amount reduce their levels of capital expenditures, sell off assets, reduce employment, increase focus and increase their operating cash flows.  These leverage-increasing targets also realize superior stock price performance over the five years following the failed takeover.  In contrast, those firms that increase their leverage the least show insignificant changes in their level of investment and their operating cash flows and realize stock price performance that is no different than their benchmarks.  Those failed targets that increase their leverage the least, and fail to get taken over in the future, realize significant negative stock returns following their initial failed takeovers.  The evidence is consistent with the hypothesis that debt helps firms remain independent not because it entrenches managers, but because it commits the manager to making the improvements that would be made by potential raiders. 
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