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E Q U I T I E S

Critics of hostile corporate takeovers frequently assert that takeover pressure forces managers to sacrifice profitable, but slow-yielding,
long-term investments in favor of less-productive short-term investments that offer immediate returns.

Evidence supporting takeover-induced short-sightedness, or myopia, is largely anecdotal, but a new economic model predicts that
adopting measures to discourage takeovers — so-called shark repellent — will enable corporate managers to increase profitable long-
term investments such as research and development (R&D).

We directly investigate whether takeover threats force managers to focus on the short term by examining expenditures on R&D
surrounding the introduction of antitakeover amendments. We find a decrease in R&D/sales following the implementation of antitakeover
amendments.

A possible explanation of the reduction in R&D is that antitakeover provisions entrench management and free them from the discipline of
the corporate control market. This interpretation is consistent with the stock price evidence that defensive measures harm target
shareholders. The finding of declining R&D/sales suggestion that shark repellents may exacerbate, rather than mitigate, managerial
myopia.
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