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Automotive industry has faced intense consolidation pressure, which has lead to 

increasing number of M&As. However, empirical evidence has given controversial 

results suggesting that most of M&As are value destructive for acquiring companies 

and for acquiring companies’ shareholders. The objective of this master’s thesis is to 

examine how acquiring companies’ shareholders react to acquisition announcement  

and is the reaction in line with the long-term performance. This study uses empirical 

evidence from automotive industry, which has been characterized as an industry that 

holds large amount of vertical and horizontal synergies. Transaction data consists of 

65 acquisitions made by publicly listed companies between 2008-2010. The short-

term impact is tested by applying event study methodology while the long term 

operative performance is examined with accounting study methodology.  

The event study results indicate that during the three days after acquisition (t= 0-2), 

the acquiring firms’ stocks generate an abnormal return of 1.22% on average across 

all acquisitions.  



 

 

 

When long term performance is studied it is evident that acquiring companies perform 

better than the industry median pre- and post-transaction but there is no statistically 

significant evidence that the performance has increased. The only performance ratio 

indicating statistically significant decrease is Return on Equity (ROE). On long-term 

horizontal acquisitions seem to outperform conglomerate ones but otherwise deal 

characteristics do not have any statistically significant impact. 
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1. INTRODUCTION 

During the last decades of the 20th century and the beginning of the 21st century many 

industries have faced increasing merger and acquisition (M&A) activity. At the same 

time mergers and acquisitions have drawn interest from academics. As a result, many 

empirical studies have been made from various aspects of M&A including trends in 

M&A activity, characteristics of the transactions and value creation for shareholders of 

target and acquiring company. Automotive industry has been one of the industries 

facing a lot of consolidation pressure (Laabs & Schiereck 2010). The global mega 

trends and development of new technologies are changing the industry in a fast pace.  

Competitive pressures together with the search for greater profits and increased 

efficiencies are forcing automotive manufacturers to make restructurings. The goal 

has been to create large-scale production that reduces the value of fixed costs per 

unit and at the same time increases the optimum economic scale. This pressure has 

internationalized the industry and forced companies to specialize. Consolidation and 

adaption of new technologies have often been made through mergers and 

acquisitions. (MacNeill & Chanaron 2005)  

However, competition and technological development are not the only factors 

affecting M&A activity. Macroeconomic factors are also putting pressure on the 

industry, especially into the retail sector. Bad economic conditions have caused a 

strong decline in new car registrations, which has put pressure on car manufacturers 

(Roland Berger, 2012). This has forced car manufacturers to search synergies 

through M&As, for example the merger of Volkswagen and Scania in 2014 (Reuters, 

2014).   

The purpose of this study is to find out what kind of impact does the announcement of 

acquisition have on acquirer’s share pricing and is the possible share price shock in 

line with the long-run performance of the acquiring company i.e. do investors see 

acquisitions as value creating and do they really create value in long-run. Automotive 
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industry works as a good proxy for finding out the research objectives, since 

automotive companies have faced a lot of consolidating pressure in the past decades. 

This study combines two widely used methodologies in order to examine both short 

and long term impact of the acquisitions on acquiring company. The chosen approach 

enables to evaluate investor’s abilities to monitor transactions and also see what 

happens to long term operative performance of acquiring companies. Taken in 

account the recent boom on M&A activity it is essential for investors to know whether 

or not acquisitions are value creating, and for managers it is essential to understand 

how has similar transactions performed in the past. 

The share price shock is studied by applying an event study where the possible 

market reaction is examined. The long-term performance is examined by looking into 

accounting information of acquiring companies four years pre- and post-transaction. 

In this study the analyzed time period is from 2004 to 2014, and the transactions must 

have taken place between 2008 and 2010 in order to have data available four years 

prior and after the deal. The time period is chosen based on the availability of 

accounting data. We note that financial crisis might distort the pre transaction data. 

However, the time window is set to be four years, which should normalize the 

distribution.  

The previous results on companies’ performance show controversial results. Some 

results show no significant impact on acquirers’ performance (Dube & Glascock 2006; 

Laabs & Schiereck 2010), while some results indicate negative performance (Moeller, 

Schlingemann & Stulz 2003; Loughran & Vijh 1997). Findings on short-term 

performance indicate abnormal positive performance (Argwal, Jaffe & Mandelker 

1992; Healy, Palepu & Ruback 1992). To puzzle the results even more, many 

researchers have found results to be consequence of estimation bias (Mitchell & 

Stafford, 2000; Zollo & Harbir, 2004; Ghosh, 2001).  
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Various methodological difficulties associated with studies on both short- and long-run 

performance of M&As occur, which have led to quite different outcomes, depending 

on geography and industry. King et al. (2004) list four commonly examined variables 

that explain post acquisition performance. Performance has been studied in terms of 

if the acquisition was by a conglomerate firm, whether or not the acquisition was of a 

related firm, the method of payment used for the acquisition, and whether or not the 

acquiring firm had prior acquisition experience.  

Laabs and Shiereck (2010) point out that most of the automotive M&As are value 

destructive in long-term. However, at the same time companies seek growth from 

M&As (MacNeill & Chanaron 2005). Laabs and Shiereck (2010) argue that most 

M&As are disastrous from the investors’ point of view, but this fact does not change 

the behavior of managers. This study continues the work on the field of M&A research 

in order to find out further evidence of shareholder reaction and the real long-term 

outcome of M&As.  

The overall empirical evidence on the performance of automotive industry M&As 

remains scarce even though the industry has seen a large amount of M&A deals over 

the past ten years. The motives and objectives for carrying out a M&A transaction are 

different across different industries (Brouthers, van Hastenburg & van den Ven 1998). 

Automotive industry has unique characteristics, as it is one of the largest industries in 

the world. The industry has the capacity to affect the labor- and capital markets and 

governments’ industrial goals (Conybeare, 2004).  

The results of this study indicate that acquiring companies face 1.22% abnormal 

returns on three day time window from the annonucement date. In a long-run 

acquiring companies perform better than the industry median pre- and post 

transaction but there is no statistically signifcant evidence that the performance 

changes after the transaction. However, based on the accounting study results, return 

on equity (ROE) faces statistically significant drop. In the automotive industry, only 

horizontal 
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 acquisitions outperform conglomerate ones but otherwise deal characteristics do not 

have impact on the long-term performance, even though investors value cash M&As 

higher.  

The objective of the study is first introduced together with the research questions. The 

second part of the study explains why automotive industry can be considered as an 

unique industry and what kind of industry specific characteristics it holds. The thrid 

chapter provides theoretical background for the study and constructs hypothesis 

based on the theory. In chapter four, a brief introduction to previous studies is given 

and key findings are presented. Data and methodology will be described in chapter 

five and the results and analysis in chapter six. Finally, the study is concluded in the  

chapter seven. 

 

1.1 Research Problem, Objectives and Limitations 

The factors that drive the success or failure of M&As have been studied diligently in 

the strategic research field (Calipha et al., 2010; Cartwright & Schoenberg, 2006). 

The link between performance and strategic characteristics of the merging firms has 

been considerable interest to researchers (Carpenter, 2002; Harrison et al., 1991). 

The automotive industry has been constantly under consolidation pressure as new 

technologies need to be adapted and competition gets fiercer. Manufacturers need to 

meet consumer preferences for a more economical and environmentally friendly 

alternative. Global mega trends together with supply chain integration force 

companies to seek growth through mergers and acquisitions.  

Automotive industry is depended on the overall macroeconomic development and has 

suffered from the previous economic downturns. Companies in the industry have not 

been able to fulfill shareholders’ needs with organic growth. For this reason, 

companies have been seeking growth and economies of scale through acquisitions. 

However, previous literature suggests that M&As often failure to create value and 
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therefore act against shareholders’ interest, yet many transactions have been made 

in the automotive industry. Companies often try to maximize shareholder value on 

long time horizon but the potential value of the transaction is often seen immediately 

in the share pricing. Basically, shareholders judge whether or not the decision to 

make acquisition is right and this judgment can be observed immediately in the 

market price of the company or otherwise there would be possible arbitrages 

available. Management of the acquiring company is often less focused on short-term 

impact as they have long term goals in their mind. However, there should be link 

between the immediate market reaction and the long term operative performance 

since share prices should reflect all the future cash flows to investors. 

This study tries to find out how shareholders value transactions and are automotive 

companies able to turn acquisitions into better performance and thus increase the 

value of the company. The study examines the link between short term market 

reaction to acquiring companies’ share pricing and the long run operative 

performance.  

The research question of this study consists of two parts:  

1) Is there a market reaction to the acquirer’s stock price after an acquisition 

announcement?   

2) Is the market reaction in line with the long-term performance?  

By answering these questions, it is possible to evaluate whether or not acquisitions in 

automotive industry have value-creating outcome and if investors are able to 

capitalize on this possible value creation. We will focus only on acquiring companies 

since there is already large amount of evidence from targets’ perspective. This study 

is executed as a combination of event and accounting study in order to capture both, 

the long- and short-term impact.  
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Bruner’s (2002) meta-analysis point out that most of the M&A performance studies 

are either event or accounting studies and therefore focusing on either short-term 

market reaction or long-term performance. The purpose of this research is to combine 

the two widely used methodologies and widely studied topics. 

 

Figure 1 Theoretical Framework 
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Figure 1 illustrates the structure of the study. First, a broad review of the existing M&A 

theory is done. This allows us to detect the possible theoretical issues, which are 

likely to lead to conflicting findings. Second, on the basis of theoretical review two 

major approaches are presented and the key findings of previous studies are 

examined. The analyses lead to a critical examination of the methodological issues of 

the previous studies that puzzle the results. The third step is to use the insights drawn 

from these analyses to empirically test the research questions.  
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2. AUTOMOTIVE INDUSTRY 

As stated earlier global automotive industry has faced a lot of consolidation pressure 

due to increased competition. Automotive industry has been under tight pressure and 

faced a lot of challenges during the past three decades. As can be seen from the 

Figure 2 more production and consuming have shifted towards Asian countries, which 

have made China, Japan, South Korea and India the largest automobile producers. 

Traditional companies have been forced to adapt the situation, which has led to 

increased activity in M&A markets.  

 

Figure 2 Global Automobile Production 
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The automotive industry has experienced consolidation since the beginning of the 

20th century. However, the most significant mergers and acquisitions have been made 

in the 1980s, the 1990s, and during the first decade of the 21st century (MacNeill & 

Chanaron 2005). M&A activity is taking off again after a couple of low volume years. 

According to Pricewaterhousecoopers’ report (2014) the global automotive industry is 

now having the highest average disclosed deal value since 2009. The deal volume 

rose by 13% in the first half of 2014 and the average deal size increased 66%. M&A 

volume is going to increase in the future as companies improve technology, grow 

their customer base, and expand geographic footprint. To stay ahead and maintain 

growth in a competitive industry, companies have to cooperate across the automotive 

network in order to overcome roadblocks on the horizon. The strategies emerging 

from cooperating actions will involve M&A transactions. The trend in transactions can 

be seen in the Figure 3. 

 

Figure 3 Automotive industry transactions (S&P Capital IQ) 
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in Europe where a large share of industry players are located (MacNeill & Chanaron 

2005).  Professional services company KPMG (2015) points out in their market report 

that the optimization of traditional fossil fuel-based propulsion technologies dominates 

the investment and technological roadmap. In the future E-car market is expected to 

play significant role and the development of E-car technologies will accelerate the 

transaction market as well. 

According to MarketLine (2015) the global car manufacturing has grown between 

2010 and 2014 with compounded annual growth rate (CAGR) of 5%.The Asia-Pacific 

and US industries grew with CAGRs of 5.3% and 16.2% respectively over the same 

period, indicating that the role of Europe has dramatically decreased. MarketLine 

estimates that car production volumes will reach 83.5 million cars by the end of 2019, 

representing a CAGR of 5.2% for the 2014-2019 period. This volume increase would 

result in a total market value of $1,172.9 billion by the end of 2019. 

The overall success of many transactions still remains subject to empirical 

investigation. Mentz and Schiereck’s (2006) studies have shown that in the 

automotive industry companies making acquisitions are able to realize significant 

positive short-term returns because of the global synergy and efficiency potential 

underlying the transaction. However, the evidence on long-run performance is 

narrow. The economic failures of the automotive industry like the divestment of Rover 

by BMW and divestment of Chrysler by Daimler indicate the need for further 

investigation of M&As performance and the factors affecting it.   

The recent increase in M&A activity can be seen in all geographical regions. 

However, in 2014 targets and acquirers within the same borders transacted 92% of 

deal value. The most active markets were Europe and North America, which were 

dominated by several megadeals. (Pricewaterhousecoopers 2014) 

Conybeare (2004) points out that automotive M&As face some industry specific 

characteristics that deviate from the traditional M&A explanations. Automotive 

companies, as other companies, tend to seek economies of scale from production. 
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However, in automotive industry production-linked economies of scale are not usually 

achieved through M&As because economies of scale are typically found at the plant-

level, not company level. The intense competition has forced companies to operate at 

minimum efficient scale, which means that further cost savings are hard to reach from 

plant-operations. Cost savings are found more from areas like R&D. R&D costs are 

expected to play an increasing role in future M&As, since the importance of 

innovations are increasing.  

Other automotive industry specific characteristics that Conybeare (2004) lists are for 

example the fact that companies are motivated to make M&As in order to acquire 

products or enter markets more efficiently and faster that would be the case if they 

had to operate on their own. Wengel et al. (2003) point out that companies expand 

into unsaturated markets like Eastern Europe and China in a search for new markets. 

These trends explain the high 1990’s M&A activity. 

Seth (1990) describes market power as an ability of a market participant or group to 

control the quantity, price or nature of product sold, and thereby generate additional 

profits. Automotive companies have searched for market power through M&As. 

According to Conybeare (2004) market power is unlikely to be reached from reduced 

competition since automotive companies are facing intense competition at the 

company level. However, vertical integration could attain market power. The problem 

for automotive companies is that due to increased consolidation of the supply industry 

and the intensified use of modular sourcing, the establishment of market power has 

been ruthlessly limited. 
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3. THEORETICAL BACKGROUND 

This chapter describes the process and concepts of M&A and gives the theoretical 

background for the study. Shareholders’ reaction and the performance of acquiring 

companies are addressed through common theories, which can be used for 

explaining both, the stock price effect and the long-term performance.  The theories 

presented are vital in understanding shareholder wealth effects, companies’ 

performance and the link between two of these. However, the empirical evidence 

around the theories has not clearly distinguished among the motives possibly due to 

the simultaneous existence of different explaining theories.  

 

3.1 M&A Process 

Immonen (2008) categorizes the M&A process into three steps 1) Planning phase, 2) 

Execution phase, and 3) Adaption phase. The steps can be seen from the Figure 4. 

The three main phases have been further divided into sub phases. 
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Figure 4 M&A Process (Immonen, 2008) 
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of the transaction a valuation must be done. Valuation could be based on free cash 

flow or market multiples. Usually several different valuation methods are used and the 

different outcomes are evaluated. Synergies and negotiation tactics play major role in 

determining the final transaction price. A crucial part of the execution phase is Due 

Diligence (DD), which is done by a third party. The purpose of DD is to ensure that 

the acquirer will have what is promised and no “red flags” are raised.  

The after-care and final integration of the target company smoothen the adaption 

phase. Waldman & Javidan (2009) point out that organizational factors like 

management and leadership have high importance in successful integration. Many 

transactions fail because the adaption phase is not done properly and the planned 

synergies cannot take place (Gates & Very, 2003).  

Adams & Neely (2000) argue that M&As may fail due to number of issues like weak 

strategy concept, poor social authority by the bidding firm, cultural differences or 

weak working moral. However, if the M&A process is done properly and acquiring 

company has strong management, the success rate is likely to be much higher.  

 

3.2 M&A Types and Key Concepts 

Ross et al. (2013) and Damodaran (2002) categorize acquisitions into four different 

forms 1) merger or consolidation, 2) acquisition of stock, 3) tender offer, and 4) 

acquisition of assets. A merger refers to absorption of one firm by another. After a 

merger the acquired firm ceases to exist as a separate business entity. In a merger 

companies need stockholder approval from both firms. A consolidation is the same as 

a merger except that an entirely new firm is created. In a consolidation, both the 

acquiring firm and the acquired firm terminate their previous legal existence and 

become part of the new firm. Both mergers and consolidations are often referred just 

as mergers. 
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The second form is acquisition of stock where one company purchases the target’s 

voting stock in exchange for cash, shares of stock, or other securities. The process 

may start as a private offer to management of the target company and at some point 

the offer is taken directly to target’s stockholders by a tender offer. In the tender offer 

the target company continues to exist as long as there are dissident stockholders 

holding out. Successful tender offers become mergers and no shareholder approval is 

needed. If a firm acquirers another by buying all of its assets it is called acquisition of 

assets. The target firm does not necessarily vanish because its “shell” can be 

retained. A formal vote is required in an acquisition of assets. In this procedure 

minority shareholders do not present problems.  

A company’s own management can also do acquisition. This kind of action is called 

buyout. In a buyout target company continues to exists but as a private enterprise. 

Buyout is usually accomplished with a tender offer. The classification of different type 

of acquisitions can be seen from the Figure 5. 

 

Figure 5 Different Types of M&As (Damodaran, 2002; Ross et al., 2013) 
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Companies usually pursue economies of scope, economies of scale and 

strengthened market power with horizontal acquisitions (Singh & Montgomery 1987). 

One of the most known horizontal M&As was the merger between Daimler and 

Chrysler in 1998. 

Vertical acquisition occurs if two companies in a same industry but in different steps 

of the production process combine their operations. One of the prime motivations for 

a vertical M&A is the prevention or elimination of potential hold-up problems, which 

might diminish the efficiency and effectiveness of operations (Ross, Westerfield & 

Jaffe 2013). In the automotive industry many vertical acquisitions where a car 

manufacturer has acquired parts supplier have been made (Laabs & Schiereck 2010). 

The third type Ross et al. (2013) list is the conglomerate acquisition. In this type of 

M&A the acquirer and the target are not related to each other. Conglomerate 

acquisitions are popular especially in the technology area. Conglomerate acquisitions 

target for establishment of an internal capital market and risk reduction trough 

diversification, and the establishment of management counseling to different 

segments.  

 

3.3 Behavioral Theories 

In the field of corporate finance researchers have identified several different 

psychological factors affecting managerial decision-making. Managerial motives are 

important factors for the outcome of the M&A as managers may act to maximize their 

own utility, not the firm value, and aim to ‘empire building’ (Zalewski, 2001). 

Behavioral theories explain the success of M&As by looking into anomalies and 

reactions to information. The following behavioral theories are commonly used to 

explain M&A transactions and the outcomes of the transactions. These theories 

concentrate on the monitoring and guiding function of financial markets. Behavioral 
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theories are often linked together with event studies as these theories primarily 

explain shareholder actions. 

 

3.3.1 Signaling Theory 

Signaling theory assumes that markets are not efficient and therefore there is an 

information asymmetry between management and the market. Managers might make 

financial decisions to convey information to markets or even fool the markets. (Yook, 

2003)  

According to Halpern (1983) acquisition offer is a signal of the value of a target 

company or information concerning more efficient way to lead the company. Signaling 

theory has been used in M&A context especially in explaining the choice of financing. 

Previous research of Wansley et al. (1983), Asquith et al. (1987), Franks et al. (1988) 

and Brown & Ryngaert (1991) has examined the role of the method of payment in 

explaining announcement returns for acquiring companies. Their findings suggest that 

returns for stock acquisitions are lower than cash acquisitions, or even negative 

Hansen (1987) argues that the acquirer prefers to offer stock when the target holds 

private information regarding its value, which is signal for both sided asymmetric 

information. When an acquirer’s stocks are overvalued, the acquirer makes an all-

stock offer. In the other hand, all-cash offers can be considered as signal for 

undervaluation of the acquirer. Yook (2003) gives explanation for this phenomenon. 

He argues that exchange of stocks, as payment is a type of new common stock 

offering whereas cash payment is likely financed by new issuance of debt. Because 

debt issuance is less expensive stock market values cash payments higher.  

In general signaling theory explains that higher returns in cash offerings occur 

because an acquirer with private information offers stock only when its shares are 

overvalued and cash when assets are undervalued (Yook, 2003). Markets react to 
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this phenomenon by correcting share pricing after the announcement. However, the 

valuation of assets is not the only source of asymmetric information that causes 

signaling to market. Yook (2003) point out that asymmetric information arises from 

expected synergies and pro-formed valuations of target and bidder. These other 

sources of asymmetric information signal markets that if the transaction is financed 

with cash, bidder’s evaluation of the synergy and the total value of the transaction are 

higher than the current market valuation. The impact on share pricing should be 

observed from the long-term performance, as current stock price should reflect all the 

future cash flows for investors. 

In this study the short-term impact on share pricing is first examined and the results 

are then compared against the long-term performance. If the signaling theory holds, 

the market reaction should be observable in the long-term performance as well. We 

are also going to examine if the method of payment has similar impact as the theory 

suggests. 

 

3.3.2 Efficient Market Hypothesis 

Eugene Fama (1965) first introduced Efficient Market Hypothesis (EMH) in a research 

that examined features of efficient markets. According to Fama (1972) in the efficient 

markets all the decisions that corporate managers make are reflected to the current 

value of a company. Markets should work efficiently without any transaction fees and 

the information should be available for everyone without any costs. This information 

reflects to companies’ stock prices when every market participants have 

understanding on how the information affects the share pricing. When all the 

assumptions hold investors cannot beat the market because existing share prices 

incorporate all relevant information instantly. According to EMH stocks always trade 

at their fair value, which means that investors are not able to purchase over or 

undervalued stocks. The assumptions behind the EMH are very theoretical and 

because of that fact, Fama created three forms of efficiency.  
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Weak-form efficiency - In weak form, firm values incorporate all the relevant 

information from the past transactions including information of price development and 

volume. Because all the relevant historical information is incorporated, investors 

cannot earn excess returns by analyzing prices from the past. Prices might not 

remain at equilibrium but market participants will not be able to systematically profit 

from market inefficiencies. 

Semi-strong-form efficiency – In semi-strong-form, only publicly available new 

information will affect share pricing. This kind of information is for example annual and 

quarterly reviews. Share prices adjust to this new information very rapidly and 

unbiased in a way that no excess returns can be earned by trading on that 

information.  

Strong-form efficiency – In strong-form efficiency, all the information is included in 

share prices, both public and private information. Investors will not be able to earn 

any excess returns. If legal barriers for private information becoming public occur, 

strong-from cannot be achieved. As we know, there are insider trading laws and laws 

that enable M&A advisors to announce transactions to public, therefore the strong-

form is not achievable and that is why share pricing changes when M&As are 

announced. 

Despite the simplicity of EMH, it has generated a lot of controversy. EMH questions 

the ability of investors to detect miss-priced securities and capitalize on these. This 

assumption does not sit very well with portfolio managers and analysts. In this 

research we background the possible market reaction to EMH. As the strong form is 

not achievable, we propose that based on the semi-strong-form there should be a 

market reaction but it will faint away in a fast pace. 
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3.3.3 Hubris 

According to Sudarsanam (2010) hubris refers to situation where corporate 

managers’ arrogant pride explains corporate takeover activity. Managerial hubris is 

associated with overconfidence as managers think that they have the required skill 

set to reduce risks and successfully complete transactions while they are really 

underestimating the likelihood of failure.  

According to hubris hypothesis corporate managers are likely to overpay for 

acquisitions. Many companies stay active on the M&A markets year after year but for 

most managers M&A opportunities occur only once in a career, which may lead to ill-

judged decisions of a target company’s market price. In these situations managers 

often convince themselves that the price is right and the ultimate goal is just to 

execute the transaction when the outcome is too high price, which leads to increased 

target value and decreased acquirer value. (Roll, 1986) 

One assumption behind the hubris hypothesis is that markets have EMH strong-form, 

where all irrationalities are cancelled out since most of the investors are acting 

rationally. Thus, the market prices of companies represent a fair valuation. In this kind 

of situation no synergies or other potential takeover gains exist even though some 

managers believe that such gains occur. The acquirer’s valuation should be a random 

variable whose mean is equal to the market price of the target company. All deviation 

from the market price is considered as an error. As the situation is that no seller will 

sell unless the bid price exceeds the market price, there are only negative errors for 

the acquirer and positive errors for the target. Managerial hubris leads to situations 

where corporate managers intentionally act against shareholder interest. (Roll, 1986) 

If investors believe in managerial hubris, the share price impact on announcement 

should be negative and the long-term performance should remain unchanged. So the 

overall impact is more on value than operating performance side. Hayward & 

Hambrick (1997) use three different types of proxies for explaining managerial hubris 

and large acquisition premiums. 1) Recent organizational success, 2) media praise 
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for managers, 3) manager self-importance. They argue that takeover premium was 

positively correlated with the measures for hubris and the larger the premium was the 

larger was the shareholder wealth loss. 

 

3.4 Neoclassical Theories 

Behavioral theories ground on irrational human psychology and focus strongly on 

market reactions and especially stock markets. Neoclassical theories in the other 

hand assume that humans act rationally and the theories deal more with the actual 

operational performance of companies. Neoclassical theories are also referred as 

synergistic theories or value creating theories.  

According to neoclassical theories M&As should be treated as any other investment 

decisions. The shareholder wealth maximization is satisfied when the added value by 

the acquisition of a company exceeds the cost of acquisitions i.e. the net present 

value of the transaction is greater than zero. Likewise, managers of the target would 

only accept the deal if it results in gains for its shareholders. The outcome is positive 

gains for both participants i.e. synergies. (Berkovitch & Narayanan 1993) 

Mergers and acquisitions often target for synergies. Merging companies will result in 

improved operations and a better financial and operational status. According to 

Sharma & Ho (2002) synergies occur when two firms operate more efficiently, with 

lower costs together than they would operate apart. Seth (1990) mentions that the 

common element for M&As is improved resource allocation, where an improvement in 

allocative efficiency is expected to promote overall economic gains. 
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3.4.1 Operating Synergies 

Damodaran (2005) explains operational synergies as synergies that allow companies 

to increase their operating income from existing assets, increase growth, or both. 

Operating synergies have impact on margins, returns and growth, and through these 

the value of the M&A. Damodaran (2005) categorizes operating synergies into four 

types that can be seen from the Figure 6. 

 

 

Figure 6 Operating Synergies (Damodaran, 2005) 

 

According to Damodaran (2005) economies of scale allow the combined firm to 

become profitable and more cost-efficient. Economies of scale typically arise from 

horizontal and vertical M&As. Ross et al. (2013) point out that cost-efficiency mainly 

comes from complementary resources and in elimination of inefficient management. 

The pricing power of merged companies improves as well because of higher market 

share, which should lead to higher margins and operating income (Damodaran, 

2005). The pricing power might increase also due to enhancements in marketing and 

strategic gains (Ross et al. 2013).  

The third factor on Damodaran (2005) operational synergies sources is the 

combination of different functional strengths. These synergies arise for example when 

a company with strong marketing skills acquires a company with a good product line. 

Functional strengths can be applied to wide variety of mergers since the functional 
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strengths can be transferred across businesses. Higher growth in new or existing 

markets arise typically from the combination of two companies operating in different 

market areas, for instance, if a US consumer products company acquires an 

emerging market company (Damodaran, 2005).  

 

3.4.2 Financial Synergies 

Financial synergies arise from the more efficient capital structure and lower cost of 

capital, which leads to reduced interest expenses. The benefits can arise also from 

higher cash flows. (Damodaran 2005) Figure 7 illustrates the different sources of 

financial synergies. 

 

 

Figure 7 Financial Synergies (Damodaran, 2005) 

 

Cash slack refers to M&A where a company with excess cash and a company with 

high-return projects and limited cash combine. The increase in value comes from the 

projects that can be undertaken with the excess cash of acquiring company. Cash 

slack related synergies are likely to occur when large companies acquire smaller 

ones, or when public companies acquire private businesses. (Damodaran 2005)  
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According to professional services provider Ernst & Young (2015), the recent 

transaction activity is driven by the technology sector where large companies are 

acquiring start-up companies that hold scarce new technology. The trend links 

straight to cash slack and financial synergies theory.   

According to Damodaran (2005), by combining two firms, the new firm can have more 

stable cash flows and better estimates of the future, which enables the company to 

increase its debt capacity, enjoy tax benefits and lower the cost of capital. Tax 

benefits can arise also from the legislation side. Acquiring companies are typically 

allowed to write up the target company’s assets or use net operating losses to shelter 

income i.e. a profitable company that acquires money-losing firm may use the net 

operating losses to reduce tax burden (Ross, Westerfield & Jaffe 2013).  

The fourth factor on Damodaran’s (2005) classification is diversification, which is the 

most controversial source of financial synergy. According to Trautwein (1990), 

financial synergies can be achieved by investing in unrelated businesses, which 

lowers the systematic risk through economies of scale. However, as Damodaran 

(2005) points out in most publicly traded companies, investors can diversify at much 

lower cost and easier than the company itself.  

 

3.4.3 Strategic Synergies 

As M&As get more and more strategic choice, theories explaining strategic synergies 

have been created as well. Strategic motives are often obtaining global presence, 

pursuing market power, acquiring competitor or raw materials, and creating barriers to 

entry (Brouthers, van Hastenburg & van den Ven 1998). Goold & Campbell (1998) 

argue that companies can achieve synergies by coordinating the strategies of both 

firms.  
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Ross et al. (2013) point out that strategic motivations behind M&As can be referred as 

change forces. By taking the opportunity offered by different strategies, the value of a 

company can be improved or retained unchanged when the other option might be a 

value decreasing due to change forces and inability of the management to react. 

Strategic synergies are much harder to measure compared to operating and financial 

synergies. Ross et al. (2013) argue that strategic benefits cannot be evaluated same 

way as other investment opportunities since they are more like options to take 

advantage of the competitive environment. However, valuation models for these 

option like situations have been made, like real option models.  

The findings of previous studies that state M&As are value-decreasing activities and 

often fail, might not notice the possible strategic synergies behind the transactions. 

The research field for strategic synergies needs more case studies where single M&A 

deals and their motives can be evaluated. 

 

3.4.4 Managerial Synergies 

As pointed out in the Chapter 2.3.1, operating synergies might involve synergies 

arising from combination of different functional strengths. Combining functional 

strengths, and especially managerial strengths, can lead to managerial synergies. 

Managerial synergies might arise in case the acquirer’s managers have the capability 

to lead the target better than its existing management. Jensen & Ruback (1983) point 

out that mergers and acquisitions can occur due to changes in technology or market 

conditions that require restructuring because the existing management is unable to 

adapt to these changes.  

Managerial synergies theory relies on Jensen’s (1986) free cash flow hypothesis with 

an addition that mergers are undertaken to promote efficiency or replace incumbent 

managers of target companies. The actual cash flow hypothesis state that M&As 

occur because they limit the wasteful behavior of the acquirer’s managers with 
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excess cash. In both cases, value is created to shareholders either directly or 

indirectly. (Jensen & Ruback 1983) 

 

3.5 Summary of the theories 

The market reaction to acquisition announcement should be positive since according 

neoclassical theories management’s goal is to maximize shareholder wealth and 

investments are done in a way that it benefits shareholders. However, if shareholders 

have monitored managers efficiently and find out that the transaction might be due to 

managerial hubris then the reaction should be negative. Whether the reaction is 

positive or negative it should be instant taken in account that efficient market 

hypothesis hold. Figure 8 highlights the key characteristics of different theories. 

 

Figure 8 Summary of Theories 
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Based on the synergistic theories acquisitions are not made if there are no synergies 

available and an acquisition should lead to increased market share, economies of 

scale and scope, improved pricing power or better management. In long term, these 

factors should be observable in improved operational performance like higher 

margins and operating income. 

 

3.6 Hypotheses 

The following hypotheses are constructed based on the combination of the theoretical 

background presented earlier and findings of the previous studies on the topic.  

 

H1: There is a positive short-term market reaction to the transaction 

According to neoclassical theories management’s goal is to maximize shareholder 

wealth and investments are done in a way that it benefits shareholders. As a result 

M&As are seen as value creating and investors will capitalize on these. Previous 

literature suggests that there is a price reaction, which confirms that EMH strong form 

does not hold. If management is really aiming to increase shareholder value, the price 

reaction should be positive. The price reaction is studied with event study 

methodology. 

 

H2: The market reaction is instant and will faint away in a short period of time 

Based on the EMH presented by Fama (1972) the announcement is new information 

and will be instantly incorporated into the stock price. As we know, strong form of 

EMH cannot be achieved so the announcement is new reaction to markets. Based on 

this, the new market information will have impact on share pricing, which leads to 
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abnormal returns. As the markets work efficiently the possible abnormal returns 

should faint away in a fast pace because investors act instantly. The hypothesis 

should be observable in the first days after the announcement. The market reaction is 

tested by event-study. 

 

H3: Long-run operating performance improves in the post-acquisition period  

Based on the synergistic theories acquisitions are not made if there are no synergies 

available and an acquisition should lead to increased market share, economies of 

scale and scope, improved pricing power or better management. In the long term, 

these factors should be observable in improved operational performance like higher 

margins and operating income. The improved operating performance affects 

shareholders positively as they can benefit from higher earnings and dividends. The 

hypothesis is tested by applying accounting study methodology.  

 

H4: Deal characteristics have impact on post-acquisition performance. 

Ghosh (2001), points out that cash acquisitions have performed better than stock 

acquisitions, as stock acquisitions could signal a decline in the future cash flows. 

Jensen (1986) argues that conglomerate acquisitions are less likely to succeed 

because managers of the acquiring company do not know the target’s industry. 

According to these arguments we examine whether or not the change in performance 

can be explained by deal characteristics. In addition to these two commonly 

examined variables, we try to find out if deal size has impact on performance. It is 

also necessary to find out if investors are able to recognize “good acquisitions” from 

bad ones based on deal characteristics. Therefore different type of transactions are 

examined in both, event and accounting study.   
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4. LITERATURE REVIEW 

Over the last three decades M&A related studies have been made in various aspects 

including trends in M&A activity, characteristics of the transactions and corresponding 

gains or losses to shareholders (Dutta & Yog 2009). Zollo and Meier (2008) point out 

that despite the large amount of done research, academics do not agree on how to 

measure acquisition performance. Approaches vary among different dimensions from 

subjective to objective measurement methodologies. The majority of existing studies 

focus on the short-term time horizon and stock returns, but some research on long-

run post acquisition performance also exists. However, during the past 10 years only 

a few accounting studies have been made (Martynova & Renneboog 2008; Zollo & 

Meier 2008; Krishnakumar & Sethi 2012).  

Figure 9 illustrates the M&A performance research field. Subjective measures that 

include surveys and case studies have been made in strategic management and 

organizational behavior field. These surveys and case studies have helped 

academics to understand the puzzling world of M&As and the studies have given 

depth and explanations to objective studies. The objective studies focus on d 

traditional economic and financial perspective of M&As. These studies are often 

executed as empirical researches. The two most commonly used methodologies are 

event and accounting studies, which are also used in this paper and thus the 

literature review focuses on these studies. 
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Figure 9 M&A Performance Measurement Alternatives (Hassett et al., 2011; Bruner, 2002) 

 

Most of the studies focusing on a long-run performance show underperformance 

while studies focusing on a short time window and stock price movement show 

positive market reaction (Bruner 2002). Whether the results are significant or not, has 

been constantly discussed because of the methodological problems of prior studies 

(Argwal, Jaffe & Mandelker 1992; Mitchell & Erik 2000). King et al. (2004) point out 

that most research focusing on post-acquisition performance has only engaged stock 

market event studies and ignored M&A effects on firm performance.  

According to Krishnakumar and Sethi (2012) the most commonly used methods to 

measure the performance of M&As are event studies and accounting studies, but 
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there are some studies made that use methods like data envelopment analysis and 

balanced score card. However, these more exotic research methods are sensitive for 

choosing the right input variables and thus require appropriate data sets.  

Bruner (2002) states “event studies examine the abnormal returns to shareholders in 

the period surrounding the announcement of a transaction.” Typically, the benchmark 

is the required return dictated by CAPM or the return on market index. Event studies 

are regarded to be forward-looking in the assumption that share prices are simply the 

present value of expected future cash flows to shareholders. Abnormal returns are 

usually measured as cumulative abnormal returns or CARs. Another measurement 

that for example, Mitchell and Stafford (2000) use is the buy-and-hold return (BHAR) 

that measure the average multiyear return from investing in companies that complete 

an M&A and then selling the stocks at the end of the holding period. The returns are 

then compared to returns from investing in otherwise similar ones that do not acquire. 

Dutta & Yog (2009) point out in their research that event studies different from 

methodological choices, which explains the differences in results. 

Accounting studies examine the reported financial results of acquirer in a time period 

before and after an M&A. The goal is to find out how financial performance has 

changed between the periods. Accounting studies focus on accounting-based 

measures such as net income, ROE, ROA, EPS, leverage, and liquidity of the firm. 

These studies are best executed as matched sample comparisons that match 

acquirers with non-acquirers based on the industry and size of the company.  Two 

samples are compared and the question is whether the acquirers outperformed their 

non-acquirer peers. Two commonly used methodologies for accounting studies are 

change model and regression analysis. (Bruner 2002) 

According to Bruner (2002) and Argwal & Jaffe’s (1999) surveys all researches 

indicate large positive abnormal returns for target firm shareholders. According to 

Bruner’s (2002) meta-analysis 21 studies revealed that target average abnormal 

returns range from 20-30%, depending on the time horizon. Acquirers’ shareholders 
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earn in some cases positive abnormal results but there is no consensus on outcomes. 

The next two sections summarize findings on event- and accounting studies. In the 

end of this chapter individual characteristics affecting the transaction are reviewed. 

 

4.1 Event Studies 

Zollo and Meier (2008) reviewed 87 research papers on acquisition performance 

between 1970 and 2006. Their findings indicate that 41% used event study 

methodology in short-term studies and 16% in long-term studies. Laabs and 

Schiereck (2010) found that in the automotive supply industry acquirers are not able 

to sustain their positive announcement returns in the long run even though abnormal 

positive returns appear in a short time horizon. Meta-analysis of Bruner (2002) shows 

that acquirer does not receive as often abnormal returns. 13 out of 41 studies report 

significantly negative returns of which most in a longer event window. 17 studies 

report significantly positive returns, all in a shorter time period than one year. Most of 

the M&As showing positive returns were made in the late 1980s so the estimates 

might not necessarily hold for more recent transactions.  

MacKinlay (1997) points out that the most successful applications of event studies 

have been in the area of corporate finance. The primary justification is that event 

studies give a direct measure of shareholder value, they are not disposed to 

manipulation, events are easy to measure for listed companies and they show the 

impact not only of the firm action but also of rivals in the market.  

Moeller et al. (2003) and Loughran and Vijh (1997) found in their studies significant 

negative abnormal returns for the acquiring firm’s shareholders. Loughran and Vijh 

(1997) found out that the returns were significantly negative only in mergers, resulting 

average 15.9 % negative returns in a time period of 60 months. However, In case of 

tender offer there were no significant returns. The study of Moeller et al. (2003) 

calculated abnormal results using BHARs and the results showed 16.02% negative 
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returns for acquiring company’s shareholders. The time period used in the study was 

three years from completion date. Mitchell and Stafford (2000) examined also the 

BHARs in three years’ time period and their findings indicated no significant abnormal 

returns. Dube and Glascock (2006) used Fama-French calendar time portfolio 

regression to estimate abnormal returns. They did not find any significantly abnormal 

returns in the long term. Meta-analysis of King et al. (2004) illustrate that in the long-

term stock and accounting performance of acquiring companies are either not 

significantly changed or negative and the type of M&A does not change these 

hypotheses. 

Recent event studies have focused on short-term performance and the findings 

indicate a small significant abnormal return on the announcement day (Block 2005; 

Boateng, Qian & Tianle 2008). Masulis et al. (2007) argue that bidders with more 

antitakeover needs experience significantly lower abnormal returns around acquisition 

announcements. The results are robust to controlling for bidder characteristics, deal 

features, and other corporate governance mechanisms, and they are stronger when 

focused on the subset of antitakeover needs.  

Event studies have not been spared from criticism. Krishnakumar and Sethi (2012) 

point out that event studies require capital market efficiency and event studies only 

measure the impact of an M&A on the stock market not on actual firm level 

performance. Kothari and Warner (1997) argue that event studies might lead to miss 

specification as they often indicate abnormal performance when none is present.  

Mitchell and Stafford (2000) also raise concerns related to event studies. They point 

out that event studies might not be suitable for measuring long-term performance 

because of stock prices measure investor experience. In event studies, errors arise 

from new listings, rebalancing of benchmark portfolios, and skewness of multiyear 

abnormal returns. Fama (1998) argue against BHAR methodology due to the 

systematic errors that arise with imperfect expected return proxies are compounded 

with long-horizon returns.  
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4.2 Accounting Studies 

Event studies typically focus on stock performance and therefore the performance 

perceived by shareholders. To get a better measure of firm level performance, 

accounting studies are often used. Accounting studies examine the reported financial 

results (usually financial statements) of acquirers before and after acquisitions to see 

how financial performance has changed (Bruner 2002).  

The early studies of Hogarty (1978) used earning based accrual measures. The 

findings suggest that the performance of acquiring firms is generally worse than the 

average investment performance of other firms in the industry. Accrual measures 

using studies were made through the 1980’s by various authors (Philippatos et al. 

1985; Neely & Rochester 1987; Ravenschaft & Scherer 1987; Herman & Lowenstein 

1988). Majority of the findings point out that operational efficiency is not improved 

compared to control group. However, the study made by Neely & Rochester (1987) 

shows improvements in post-acquisition operating performance. The improvement 

can be seen in faster growth rates. 

Healy et al. (1992) contributed the growth of accounting study by applying cash flow 

based measurement as a performance indicator. They found out that stock price 

gains could be due to capital market inefficiencies and market mispricing. By using an 

operating cash flow measure their findings indicate significant operating cash flow 

improvements after mergers between 1979 and 1984. Earlier Ravenschaft and 

Scherer (1987) studied the post takeover performance of 153 tender offers executed 

between 1950 and 1976 and the performance of the bidding companies in a three 

years period between 1975 and 1977. They found that the mean operating income to 

assets was well below their non-merger control group. However, the findings are 

criticized because they examine the post-merger years that are not aligned with the 

merger. Krishnan et al. (1997) took management perspective in their accounting 

study and found out that complementary backgrounds have a positive impact on post-

acquisition performance in both related and unrelated acquisitions. Meta-analysis of 
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Bruner (2002) shows that bulk of accounting based research show no significant 

performance results.  

The more recent study of Kumar (2009) used operating performance approach to 

study merger-induced changes in the performance of 30 private sector companies 

that undertook merger activity during 1999-2002 in India. The findings indicate no 

improvements in performance. On the other hand, study made by Mantravadi and 

Reddy (2008) examined also Indian M&A’s and their results indicate that there is a 

differential impact of mergers for different industry sectors. For example, the banking 

sector saw a marginal improvement in profitability after merger, pharmaceuticals, 

textiles and electrical equipment sectors saw a marginal negative impact on operating 

performance. Another study done by Saboo and Gopi (2009), also focusing on Indian 

companies, show that the type of acquisition does seem to play an important role in 

the performance of the companies and it does make a difference.  

Sharma & Ho (2002) revealed an interesting pattern about accounting studies. They 

point out that studies that report losses apply earnings based measures while studies 

showing gains apply cash flow based performance measures. Taken in account their 

findings, this study aims to use both metrics.  

Accounting returns have a shortcoming when comparing companies from different 

geographical regions across the world because of differences in accounting 

standards, regulations and practices. Accounting returns also fail to take in account 

the market value of the firm and they are more easily manipulated than market based 

measurement tools such as stock prices. (Krishnakumar & Sethi 2012) In order to 

eliminate accounting differences, we use S&P Capital IQ standardized measures in 

our accounting study. 

Another issue often pointed out is the choice of accounting methods that may distort 

profitability-based measures of M&As (Chatterjee & Meeks 1996). The accounting 

choices relate strongly to immediate write-off versus capitalization for goodwill and 

restructuring costs and revisions to the value of assets acquired (Sharma & Ho 2002). 



 

 

 

44 

Chatterjee & Meeks (1996) further argue that merger related accounting distortions 

could be somewhat eliminated using operating cash flow as base.  

 

4.3 Determinants of post-acquisition performance 

As the chapter above illustrates, the empirical evidence of M&A performance and 

value creation potential is mixed. Researchers have dug deeper into M&A 

transactions and have tried to find out explaining factors for value creating and value 

destructing transactions. Widely researched topics have been the method of payment 

(Linn & Switzer 2001; Ghosh & Ruland 1998; Datta, Pinches & Narayanan 1992; 

Healy, Palepu & Ruback 1992), whether the acquisitions has been conglomerate or 

horizontal (King et al. 2004; Berger & Ofek 1995; Comment & Jarrell 1995), and how 

does the size of an acquisition affect the performance of acquirer (Fowler & Schmidt 

1989; Kitching 1967). 

The findings of Linn & Switzer (2001) suggest that change in performance is 

significantly smaller for cases where the acquiring company paid with stocks. They 

also point out that the results are not sensitive to whether the combination involved a 

tender offer or a negotiated merger. The results are in line with the studies of 

Loughran & Vijh (1997) and Peterson & Peterson (1991). Overall, the empirical 

evidence consistently indicates that both targets and bidders’ share prices respond 

positively to a cash takeover. It seems that cash payments result almost every time 

positive returns and performance while studies in general suggest zero or slightly 

negative long-term performance. The reason why stock purchases lead to lower 

benefits can be explained by negative signaling effect (Datta, Pinches & Narayanan 

1992). Companies financing the acquisition with stocks send a signal to markets that 

their stock is overvalued, which leads to negative price effect. Another factor 

explaining better performance of stock purchases is that cash transactions entail an 



 

 

 

45 

immediate tax liability on target firms, which often seek compensation in the form of 

higher premiums (Datta, Pinches & Narayanan 1992). 

The meta-analysis of King et al. (2004) illustrates that the empirical evidence on the 

impact of diversification on post-acquisition performance is mixed. The findings are 

similar to Loughran & Vijh (1997) findings, suggesting that most of the companies do 

not benefit from conglomerate acquisitions. It seems that firms benefit more from 

horizontal and vertical acquisitions where they can gain synergies. Beger & Ofek 

(1995) and Comment & Jarrell (1995) studied the performance of companies that had 

made conglomerate acquisition. Both researches came to the conclusion that 

economies of scope are negative for conglomerate firms and the benefits of new 

capital structure and taxation do not offset the negative impacts. However, some 

academics (Salter & Weinhold 1979) argue that conglomerate diversification is a 

value-enhancing strategy, since these companies have capability to generate value 

through takeovers.  

Kitching’s (1967) study point out that there is a strong positive relationship between 

the size of a target firm relative to an acquiring firm and organizational performance. 

The more recent study of Fowler & Schmidt (1989) found no correlation between 

transaction size and performance. However, the meta-analysis done by Bruner (2002) 

point out that takeovers of large targets achieve more likely larger operating synergies 

and economies of scale (if an horizontal merger) which eventually leads to stronger 

operating performance. Bruner’s (2002) meta-analysis suggests that if acquiring 

company’s management has large share of own money in the deal, the outcome will 

probably be better. This is often the case with leveraged buy-outs (LBOs), where the 

equity comes from the buying company’s management.   
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5. DATA AND METHODOLOGY 

This study examines quantitatively the impact of M&As on share pricing and long run 

performance of the acquiring firm in the automotive industry. We will test the 

hypotheses presented in Chapter 2 by applying event- and accounting study 

methodologies. Similar to the previous research, short-term stock market impacts will 

be studied using the event study methodology. The results and their consistency will 

be compared against the results of the accounting study, which is more suitable for 

longer time windows because of the methodological concerns of long run event 

studies.  

The following parts of Data and Methodology chapter describe the sample and how it 

was formed. The chapter also gives specific description for the applied 

methodologies. 

 

5.1 Data 

The data sample consists of automotive industry acquisitions that have been 

executed during the time period of 2008-2010. In order to examine the long-term 

impact and perform the accounting study, we have to have 4 years of available data 

pre- and post-deal. The chosen time period represents the most active time of M&A 

markets after the financial crisis (Ernst & Young 2014). The datasets for analysis 

were drawn from S&P Capital IQ database by first screening the transactions that met 

the requirements and then gathering financial information of each acquirer. Both, the 

stock price and accounting data is from the S&P Capital IQ database. 

The database provides information about the announcement and closing date of the 

acquisition. The closing date is used as reference for accounting study and the 

announcement day for the event study. The database also provides the name of the 

target, buyer and seller and their exchange tickers if the companies are publicly listed. 
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The total deal value for all of the transactions is available as well as the method of 

payment. There is also information available on the features (Tender offer, cross-

border M&A, acquisition of majority stake, etc.) of the deals. The deal type 

(Conglomerate, horizontal) is determined based by looking into the SIC –codes of the 

transaction participants. In the deal type categorizing, vertical acquisitions (i.e. 

acquisitions of sub-contractors or competitors) are listed under horizontal category, 

while acquisition of companies operating under different industries are considered to 

be conglomerate. 

To be included in the sample, either the acquirer or target must operate in the 

automotive industry. The acquirer must be publicly listed because the event study 

requires stock price information. The deal type must be a merger, a tender offer, a 

majority shareholder purchasing remaining shares, a minority shareholder gaining 

majority control, a full bid tender offer or an acquisition of majority stake. The 

acquiring company must have at least 4 years pre- and post-acquisition accounting 

data available and one calendar year of stock data available. The target company 

does not need to be publicly listed because this study focuses only on the acquiring 

firm. All LBOs and MBOs were excluded as suggested by Ghosh (2001).  

Only deals that are significant in size and therefore have impact on a company 

valuation are included. In order to meet this criterion, the transaction value has to be 

over 10 million Euros. The deal value is the total value paid by the acquirer, excluding 

fees and expenses. Transactions that did not have the value available are excluded. 

There are no geographical restrictions and cross-border deals are also included into 

the sample. The transactions are grouped by deal type, method of payment, and 

transaction size. 

In order to find out does the transaction’s method of payment affect the performance 

of acquiring company, payments, if available, are grouped into three categories: 1) 

100% cash payment, 2) 100% stock payment, 3) Hybrid i.e. combination of cash and 

stock payment. The transactions are further divided into horizontal and conglomerate 
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mergers and the size of transaction is divided into four groups as follows: 1) The 

smallest 25%, 2) 25-50% sized, 3) 50-75% sized, 4) The largest 25%. 

The preliminary screening resulted 89 closed transactions that met the criteria. If a 

company had done several transactions during the chosen time period, only the first 

transaction would be included because in the latter transaction the prior transaction 

might bias the control period. If there were not enough stock trading data available, 

the company would be dropped out from the sample.  

The final sample consists of 65 transaction of which 20 took place in the EMEA region 

(Europe, Middle East, Africa), 21 in the Americas and 24 in Asia. 13 of the deals were 

announced in 2010, 16 in 2009 and 36 in 2008. The median deal value for the whole 

sample was €35.0 million and the majority of the transactions were paid by cash. The 

transactions were valued by a median EV/EBITDA multiple of 10.0x. The information 

can be seen from the Table 1. 

Table 1 Summary of Transactions 

Year Number of 

deals 

Deals in 

EMEA 

Deals in 

Americas 

Deals in 

Asia 

Value of 

deals m€  

Median deal 

value  m€ 

2010 13 3 6 4 1145.19 30.46 

2009 16 5 5 4 1425.54 35.05 

2008 36 12 10 16 5048.4 38.51 

Total 65 20 21 24 7619.09 35.03 

Automotive industry trends suggest that most of the transactions are horizontal 

because of strong consolidation pressures. This horizontal trend can be seen also 
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from the drawn sample. Figure 10 illustrates that 55 out of 65 transactions are 

considered to be horizontal.  

 

Figure 10 Type of Acquisition (Ghosh 2001) 

 

As previous research and theory point out, cash paid transactions tend to perform 

better both, in the long- and short-term. It is observable from the Figure 11 that in this 

sample 54 of the deals were cash transactions, while only 5 were stock- and 6 were 

hybrid deals where the payment consisted of both cash and stocks. 

55 

10 

Horizontal Conglomerate
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Figure 11 Method of Payment 

The size of different quartiles can be seen from the Figure 12. 

 

Figure 12 Groups by Transaction Size 
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5.2 Methodology 

 

5.2.1 Event Study 

Event study is an empirical investigation of the relationship between share price and 

company’s economic events. Event studies examine the abnormal returns to 

shareholders in the period surrounding some economic event like an announcement 

of merger and acquisition. The event study is popular among academics because it 

revokes the need to analyze accounting-based measures of profit, which are easily 

manipulated by managers and are dependent on different accounting standards. This 

problem is not evident with stock prices as managers and other company insiders 

cannot easily manipulate them, which make them better measurement tool. Event 

studies also work as a direct measure of value created for investors. According to 

widely known stock pricing theory, stock price should reflect the future value of an 

asset thus event studies are forward-looking measures of value creation. (Bruner, 

2002; McWilliams & Siegel, 1997; Strong, 1992) 

Bruner (2002) summarizes the methodology of event study as follows: “In an event 

study stock’s raw return for one day is simply the change in share price and any 

dividends paid, divided by the closing share price the day before.” The raw return is 

compared to abnormal return (raw return less a benchmark of what investors required 

that day). The benchmark is often some large market index. In this study MSCI world 

index is used as a benchmark index. Event studies rely on idea that share prices are 

simply the present value of expected future cash flows to shareholders. 

In this paper, the event study is used to find out how companies’ shareholders react 

to transaction announcements and then compare the reaction to long-term 

performance in order to see do the shareholders monitor companies efficiently. To 

analyze these phenomena, event study methodology is build based on the OLS 

market model. 
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The impact of the transaction announcement on the company’s share value is tested 

by looking at the cumulative abnormal returns (CARs) of the acquirer. This event 

study methodology makes no precise assumptions about how equilibrium stock prices 

are established (Strong, 1992). Positive CARs can be considered as a positive sign 

from shareholders whereas negative CARs indicate that shareholders believe that the 

transaction will destroy value. If shareholders monitor companies efficiently, the 

negative short-term impacts should be seen in negative long-term performance and 

vice versa. In order to see the impact of the announcement, each stock’s abnormal 

returns are tested individually and the results are combined from each individual 

analysis. 

The event study data consists of 240 trading days and the studied window is three 

days. The chosen window where the abnormal returns are studied is set to be as 

narrow as possible in order to have as unbiased results as possible but still be able to 

capture the whole event. The event window T is chosen to be three days T= [0;+2], 

where t=0 signifies the announcement day. If the event window would be longer, 

there is a great chance that other market events could affect the share pricing and a 

shorter window would not capture the whole event (Fama 1998). The impact of the 

announcement is analyzed by using three time periods: [0], [0;+1], and [0;+2].  

In order to see the impact on share pricing we need to calculate daily returns for the 

sample companies. We use logarithmic returns in order to have the results normally 

distributed and standard statistical tests could be applied. The calculation of 

logarithmic returns can be seen from Equation 1. 

 
𝑅 = ln

𝑃𝑡+1

𝑃𝑡
 (1) 

Where R is the logarithmic return, P is the price of the stock and t represents the time. 

Using the calculated logarithmic returns, control period for every sample stock is 

created. The period consists of 240 trading days in order to have enough trading data 
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available for all transactions. The following Equation shows the market model to 

estimate the returns. The expected returns are built based on the actual returns of  

the MSCI world index. 

 𝑅𝑖𝑡 = ∝  + 𝛽𝑥𝑡 + 𝜀𝑡 (2) 

Where, Rit  is the return of stock i at the time t, ∝ is the intercept, 𝛽 is the measure for 

expected returns of the MSCI market index, and 𝜀𝑡 represents the error term.  

The model parameters ∝ and 𝛽 are estimated using OLS-regression for each stock, 

which can be seen from Equation (3) 

 𝐸𝑅 = ∝̂ +  �̂��̅�𝑡 (3) 

Where ∝̂ and �̂� are the estimated parameters for each stock. The regression provides 

the expected daily returns.  

In order to find out if any abnormal returns occur during the chosen event window, the 

abnormal returns (AR) have to be calculated and averaged for the whole sample 

Equation 4 and 5 show the methodology for calculating the abnormal returns.  

 

 

 

𝐴𝑅 =  𝐴𝑐𝑡𝑢𝑎𝑙 𝑟𝑒𝑡𝑢𝑟𝑛 (𝑅) − 𝐸𝑥𝑝𝑒𝑐𝑡𝑒𝑑 𝑟𝑒𝑡𝑢𝑟𝑛 (𝐸𝑅) (4) 

 
𝐴𝑅̅̅ ̅̅ =  

1

𝑛
 ×  ∑ 𝐴𝑅𝑗𝑡

𝑛

𝑗=1

 (5) 

Where, n is the number of stock analyzed and t is the point in time analyzed. 

By summarizing each day’s abnormal returns we can see how large are the 

cumulative abnormal returns (CAR) i.e. what is the total effect to the market price 

(Equation 5). 
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𝐶𝐴𝑅[𝑡0;𝑡2] = ∑ 𝐴𝑅̅̅ ̅̅
𝑡

[𝑡0;𝑡2]

=  ∑
1

𝑛[𝑡0;𝑡2]
 ×  ∑ 𝐴𝑅𝑗𝑡

𝑛

𝑗=1

 (5) 

The statistical significance test is done based on the procedure described by 

Vaihekoski (2004) in his book of “Excel ja rahoitusalan sovellukset”. Similar 

significance test has been applied by Gibbons et al. (1989).  When we have 

calculated the average abnormal returns (AAR) and average cumulative abnormal 

returns (CAAR), we can examine whether or not he CAAR differences from zero i.e. 

is the abnormal return statistically significance. We can assume that there is no 

correlation between single stock cumulative abnormal returns and apply test statistic 

J1.  

   

 
𝐽1 =  

𝐶𝐴𝑅(𝑡1,𝑡2)

√𝜎2(𝑡1𝑡2)
~𝑁(0,1) (6) 

The variance 𝜎2(𝑡1𝑡2) in the equation has been calculated as sum of all individual 

variances divided by the power of two of transactions in the sample (N2). 

The variance for the whole sample in mathematical equation: 

 

 
𝜎2(𝑡1𝑡2) =  

1

𝑁2
∑(𝑡2 − 𝑡1 + 1)

𝑁

𝑖=𝑡

𝜎2(𝑡1𝑡2) = (𝑡2 − 𝑡1 + 1)𝜎2(𝑡1𝑡2) (7) 

 

5.2.2 Accounting Study 

Harrison et al. (1991) rationalize the use of accounting study, as it is not subject to 

market inefficiency or sensitivity of the market. Accounting based performance 

measurements incorporate the actual outcome of an acquisition and use same 
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measurements as companies’ managers use to evaluate M&A performance. 

According to Bruner (2002) accounting studies are credible since statements where 

financial information is gathered have been certified and accounts have been audited. 

Accounting study works as an indirect measure of economic value creation. 

The variables used in the accounting study are indicators that capture the operating 

efficiency and returns to shareholders. Performance ratios are divided into three 

group 1) Profitability ratios, 2) cash flow ratios, and 3) market based ratios. Economic 

performance cash flows measures are the best ones for mitigating the financing of the 

acquisition and the method of accounting for the transaction. Cash flow variables also 

measure period-by-period performance, which is affected by firm specific and industry 

factors. (Healy, Palepu & Ruback 1992) Operating cash flows are defined here as 

sales – COGS – S&A costs + depreciations and amortizations.  
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Figure 13 Performance Measurement Ratios 

 

Figure 13 shows the applied performance measures. The purpose of this study is to 

investigate whether acquisitions improve companies’ operative performance by 

creating synergistic gains and if shareholders are able capitalize on these 

opportunities. The financial ratios used reflect operating performance and returns to 

shareholders. This study takes into account both, accrual measures (Profitability 

ratios) and Cash flow measures in order to get as unbiased results as possible. In 

addition to these two widely used measures we apply Earnings Per Share (EPS) and 

dividend per share ratio since those capture the true gain for shareholders.  

M&A performance 

Profitability ratios Market based ratios Cash flow ratios 

ROA 

ROE 

CF/Sales 

CF/Assets 

EPS 

Dividend per share 

Net income margin 
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According to Chatterjee & Meeks (1996) accrual performance measures capture the 

profitability of a company relative to different items of a balance sheet. These 

measures show the performance of the management and their chosen strategies. 

Following the lead of Sharma & Ho (2002) we apply both ROE to measure the 

profitability to shareholders and ROA for all stakeholders. We also apply profit margin 

because it directly shows the value for investors. 

Cash flow ratios are applied (See Sharma & Ho, 2002; Healy et al., 1992) because 

they are not affected by accounting choices or asset revaluations. However, as 

Powell & Stark (2005) point out cash flow measures can also lead to biased results. 

In order to get normalized ratios and better results, cash flow are divided using total 

assets and sales. Market based values of assets are not used, because they are 

proved to decline systematically after acquisition which leads higher ratios even 

though no actual performance increases occur (Ghosh 2001). Sales are used as an 

alternative measure to deflate cash flows. 

 

Change model 

The performance change is first analyzed by applying change model similar to studies 

of Sharma & Ho (2002) and Ghosh (2001). The period under analysis is set to be four 

years. The two different time periods under analysis are [-4;-1] and [+1;+4]. In order to 

see how the performance has developed we need to have data four years prior and 

after the transaction. So for transactions made in 2008, we would need financial data 

from 2004 to 2012 and for transactions made in 2010 the data needs to run from 

2006 to 2014. The performance indicators are screened for each company 

separately.  

Once the performance measurements for the sample companies are calculated, we 

need to define what would the performance be without the M&A transaction. For 

defining the performance without the M&A we need to select a benchmark group of 
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companies that operate on a same industry (Ravenscraft & Sherer 1987). Previous 

literature has not agreed on what kind of control group should be used. Hogarthy 

(1978) and Ravenscraft & Screr suggest that the control group should be the whole 

industry while Ghosh (2001) and Sharma & Ho (2001) argue that the control group 

should be adjusted by the size of the merging firms. In this study we apply control 

group, which is mix of the whole industry and matched group. The control group 

consists of public companies that operate on automotive industry and have 

accounting data available from 2004 to 2014. The control group is not matched by 

size or geography because the sample consists of all sized companies located all 

over the world. By choosing only public companies we get control group that closely 

represents the sample. 

In the change model the performance indicators are time adjusted by subtracting the 

median performance of automotive industry (control group) from the acquirer 

performance for each equivalent year. After this procedure the average of years -4 to 

-1 and years +1 to +4 is taken. The impact of the transactions is analyzed by 

comparing the median annual industry adjusted performances before and after the 

deal (Equation 8 and Figure 14). 

 

 ∆𝑃𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒 =  𝑃𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒 𝑃𝑂𝑆𝑇 −  𝑃𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒 𝑃𝑅𝐸 (8) 
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Figure 14 Change model (Sharma & Ho, 2002) 

 

To incorporate possible persistence, a linear regression is applied where post-

acquisition performance is predicted with pre-acquisition performance (Healy, Palepu 

& Ruback 1992).  

 

Linear regression 

Authors like Healy et al. (1992) and Ravensracft & Scherer (1987) and Herman & 

Lowenstein (1988) have used linear regression for analyzing the post-acquisition 

performance of the companies. The general idea is to predict the post-acquisition 

performance with the pre-acquisition performance. Ghosh (2001) points out that if 

post M&A performance is predicted with the pre M&A performance the results will be 

biases in case that acquiring companies outperform industry median companies. The 

linear regression will be applied in this study in order to see does this claim hold. The 

regression model can be seen from the Equation 9. 

 

 𝑃𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒 𝑃𝑂𝑆𝑇 =∝ + 𝛽1𝑃𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒 𝑃𝑅𝐸 +  𝜀𝑖   (9) 
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Where, PerformancePOST is again the average industry median adjusted performance 

for each transaction 1-4 years after the transaction and PerformancePRE is the 

average industry median adjusted performance 1-4 years before the transaction. 

Intercept alpha measures the abnormal return i.e. the return over or under the 

industry median. Coefficient beta measures the correlation between pre and post 

transaction performance. Error term, as usual, is the residual that the model cannot 

explain.  

The measures used in the linear regression are the same as used in the change 

model. The regression is done for each performance ratio separately. By using t- and 

F-values and comparing those against t- and F-distribution, we examine the statistical 

significances of regression analyses. 

Deal characteristics and their impact on performance are examined if the chosen 

performance ratios show statistically significant change in pre- and post-performance. 

The individual aspects of transactions under analysis are transaction type, method of 

payment and transaction size. The impact of characteristics is examined by applying 

independent samples t-test or one-way ANOVA model. These models capture 

whether the change in performance after the transaction has varied among different 

type of deal characteristics. 
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6. RESULTS 

The impact of the announcement was first examined by applying event study 

methodology where the possible shock in share pricing was analyzed. The event 

study was first done for the whole sample, which consists of 65 acquisition 

announcements. After examining the whole sample, different deal characteristics and 

their impact on the stock pricing was studied. The consistency of event study results 

against long-run performance was then analyzed by constructing accounting study for 

the financial performance indicators of acquiring companies. If the post-acquisition 

performance differed statistically significantly from the pre-acquisition performance, 

single deal characteristics were further analyzed.  

After excluding outliers, the final sample consisted of 65 companies of which majority 

was cash financed horizontal M&As. The small amount of other financing methods 

and transaction types might bias the results. The transactions’ type and method of 

payment can be seen from the Appendix 1.  

 

Event study 

The main purpose of the event study was to see if there is a market reaction to the 

acquisition announcement. Hypothesis H1 and H2 were examined with the event 

study methodology. The previous results of event studies in general suggest that no 

significant abnormal returns occur, especially when the event window is set to be 

short (see Bruner, 2002; Mitchell and Stafford, 2000 and Dube and Glascock, 2006). 

Many studies have even found negative abnormal returns for acquirer (Moeller et al., 

2003; Loughran and Vijh, 1997). 

The results of the event study can be seen from the Table 2. Results are in line with 

Laabs & Schiereck’s (2010) results that indicated small abnormal returns for short 

time period for automotive companies. Our results suggest that in the event window 
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of three trading days (announcement day being the first), small significant abnormal 

returns occur on the first day of trading. Our hypothesis H1: There is a positive market 

reaction to the transaction can be fully accepted. The results also suggest that H2: 

The market reaction is instant and will faint away in a short period of time can be 

accepted since the abnormal returns on days two and three are not statistically 

significant anymore. The results indicate that markets are working quite efficiently 

since the abnormal returns are present only on the first day of trading.  

Compared to the previous event study results it is puzzling that automotive industry 

shows significant positive abnormal returns while other industries remain near zero or 

even negative. It is not just Laabs & Schiereck (2010) but Mentz & Schiereck (2006) 

also who have found positive abnormal returns for automotive industry. The authors 

of prior studies argue that automotive industry has industry-specific synergy potentials 

perceived by capital markets. The positive reaction from investor side might be due to 

fact that automotive industry has performed quite poorly and consolidations are seen 

as an effort to perform better. 

Table 2 Event study results 

Stock price reaction – Whole sample           

 
  CAR (0) CAR (0,1) CAR (0,2) AR (0) AR (1) AR (2) 

Average    1,08%* 1,25%* 1,22 %* 1,08 %* 0,17 % -0,03 % 

Variance   0,001 % 0,001 % 0,002 % 0,1711 % 0,1146 % 0,1039 % 

Min   -10,26 % -14,65 % -12,35 % -10,26 % -9,31 % -10,51 % 

Max   13,76 % 18,07 % 18,23 % 13,76 % 9,40 % 8,67 % 
                

Probability test               

N   65 65 65 65 65 65 

J1 statistic / t-ratio   13,58 11,151 8,864  4,288  0,692  -0,1313 

p-ratio   0,0001 0,0002 0,0026  0,006  0,4914  0,8959 

                

*=Statistically significant at 95% confidence level         

 
 

Table 3 illustrates the differences between horizontal and conglomerate acquisitions. 

It is evident that horizontal acquisitions perform better than the average of the whole 
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sample, which confirms the assumptions behind synergistic theories.  The findings of 

Gugler et al. (2003) and Jensen (1986) are in line with our findings. However, in our 

sample the amount of conglomerate companies is very small.  

In the conglomerate acquisitions, the abnormal returns on the second day seem to be 

statistically insignificant. Therefore, too straightforward assumptions between 

horizontal and conglomerate acquisitions cannot be made. On the other hand, 

horizontal acquisitions face significant abnormal returns on the first day while the 

returns on days two and three are small and insignificant. Based on the results it can 

be said that due to large amount of horizontal acquisitions the impact on whole 

sample comes mainly from horizontal acquisitions. 

 

Table 3 Horizontal and Conglomerate Acquisitions - Event Study Results 

    Horizontal Acquisitions     
 

    CAR (0) CAR (0,1) CAR (0,2)     AR (0) AR (1) AR (2) 

Average   1,26%* 1,36%* 1,61%*     1,26 %* 0,10% 0.25 % 

Variance   0,0001 % 0,0001 % 0,0002 %     0,0001 % 0,0001 % 0,0002 % 

N   54 54 54     54 54 54 

J1 statistic / t-ratio   4,19 3,20 12,84     4,192 0,333 0,833 

p-ratio   0,000 0,0007 0,000     0,0001 0,740 0,408 
                    

    Conglomerate Acquisitions  

    CAR (0) CAR (0,1) CAR (0,2)   AR (0) AR (1) AR (2) 

 
Average   0,19% 0,73%* -0,70%*   0,19 % 0,54%* -1,42 % 
Variance   0,0009 % 0,0017 % 0,0026 %   0,0009 % 0,0017 % 0,0026 % 
N   11 11 11   11 11 11 
J1 statistic / t-ratio   1,05 2,85 -2,23   1,05 2,97 -7,89 
p-ratio   0,315 0,013 0,000   0,258 0,039 0,084 
          

*=Statistically significant at 95% confidence level            

 

In Table 4 the results of different payment types are presented. The results are in line 

with previous findings confirming that in long-run cash acquisitions perform better 

than stock acquisitions (Linn & Switzer, 2001; Loughran & Vijh 1997). This 
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phenomena also confirms the assumptions behind signaling theory i.e. investors find 

stock acquisitions as negative signal for current valuation of company, which is 

observable in long-run performance as well.  

An interesting observation is that hybrid acquisitions have significantly larger returns 

than other types of payments and that the abnormal returns are statistically 

significant. However, this might be just an outlier since there are only seven 

acquisitions that were paid with hybrid payment of cash and stocks. Again, due to 

large number of cash acquisitions, the trend follows similar pattern as in the whole 

sample. 

Table 4 Payment Types of Acquisitions - Event Study Results 

    Cash Acquisition     
 

  

    CAR (0) CAR (0,1) CAR (0,2)     AR (0) AR (1) AR (2)   

Average   0,67%* 0,94%* 0,88%*     0,67%* 0,27% -0,06%   

Variance   0,0001 % 0,0002 % 0,0003 %     0,0001 % 0,0002 % 0,0003 %   

N   54 54 54     54 54 54   

J1 statistic/ t-ratio   2,21 2,20 1,68     2,21 0,88 -0,19   

p-ratio   0,013 0,014 0,046     0,030 0,379 0,842   
                      

    Stock Acquisition       

    
 

CAR (0) CAR (0,1) CAR (0,2)     AR (0) AR (1) AR (2)   

 
Average   -0,49%* 0,13% -1,75%*     -0,49% 0,62 % 1.62%*   
Variance   0,0002 % 0,0005 % 0,0007 %     0,0002 % 0,0005 % 0,0007 %   
N   4 4 4     4 4 4   
J1 statistic/ t-ratio   -3,13 0,59 6,44     -1,64 2,07 5,39   
p-ratio 
   

0,001 
 

0,276 
 

0,000 
     

0,177 
 

0,107 
 

0,006 
   

    Hybrid Acquisition          

    
 

CAR (0) CAR (0,1) CAR (0,2)     AR (0) AR (1) AR (2)   

 
Average   5,12%* 4,30%* 3,54%*     5,12%* -0,81 %* -0,77%*   
Variance   0,0001 % 0,0002 % 0,0002 %     0,0001 % 0,0002 % 0,0002 %   
N   7 7 7     7 7 7   
J1 statistic/ t-ratio   58,94 35,07 23,54     17,04 -2,70 -2,55   
p-ratio   0,000 0,000 0,000     0,001 0,030 0,038   
           

*=Statistically significant at 95% confidence level             
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The results from the event study suggest that if investors are monitoring companies 

efficiently, the long run performance of acquiring companies should improve. If the 

long run performance does not improve, it indicates that investors are either not 

acting rationally or failing to monitor acquiring companies efficiently.  

 

Accounting Study 

The purpose of the accounting study part of the research was to find out if the 

performance of acquiring company improves after M&A transaction and if the possible 

stock price reaction is in line with the long-term performance. The study was 

constructed by aligning performance measures four years before and after the deal. 

The first part of the study was to examine how the acquirers’ performance had 

changed in the long term by applying change model and then compare the change 

model results to regression analysis of the same sample. The performance measures 

and average yearly performance as well as pre- and post-transaction mean 

performance can be seen from the Table 5. The performance measures were 

normalized for each representing year by subtracting yearly industry median.   

It is evident from the Table 5 that acquirers’ performance has been better than the 

industry median performance before the transaction. This finding supports the 

findings of previous studies (see Ghosh, 2001) stating that acquirers perform better 

than the industry median and therefore engage in M&A transactions. The better 

performance is also evident in post-acquisition measures. However, the difference of 

pre and post shows us that all performance measures except Dividend per Share 

(Div/Shares) have decreased compared to pre-acquisition performance. The 

difference of pre- and post-acquisition means are statistically significant only for 

Return on Equity (ROE), where the change has been the largest.  
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Table 5 Accounting Study Change Model Results 

                  

Sample industry and time adjusted mean             

Years relative to Acquisitions   ROA ROE Net Margin CF/Sales CF/Assets EPS Div/Shares 

-4   -0,10 % 2,35 % -1,51 % -1,05 % -0,28 % 1,11 0,21 
-3   0,90 % 7,08 % 2,91 % -5,63 % -0,65 % 1,07 0,18 
-2   1,16 % -4,21 % 4,55 % -9,38 % -2,45 % 0,61 0,22 
-1   1,09 % 1,15 % 2,28 % -2,50 % -0,50 % 0,80 0,25 

Years -4 to -1 mean   1,88 % 8,11 % 1,23 % 0,90 % 0,62 % 0,84 0,27 
1   1,02 % 5,26 % -0,35 % -0,07 % -0,83 % 0,69 0,15 
2   0,81 % 7,14 % 0,01 % 2,40 % 0,63 % 2,05 0,20 
3   1,08 % 9,23 % 2,39 % 0,43 % -0,22 % 1,84 0,27 
4   -0,04 % 2,29 % -0,84 % -0,60 % -1,17 % 2,25 0,36 

Years 1 to 4 mean   1,02 % 2,24 % 0,44 % 0,00 % 0,16 % 0,69 0,33 

                  
                  

Acquirer performance measure - change model test           

    ROA ROE Net Margin CF/Sales CF/Assets EPS Div/Shares 

Mean performance -4 to -1   1,88 % 8,11 % 1,23 % 0,009 0,006 0,84 0,37 
Variance   0,002 0,013 0,001 0,002 0,001 3,98 0,27 
Min   -12,81 % -25,48 % -6,33 % -0,073 -0,091 -1,60 -0,09 
Max   13,44 % 36,28 % 12,92 % 0,167 0,079 11,28 2,45 
N   61 59 56 61 60 60 40 

Mean performance 1 to 4   1,02 % 2,24 % 0,44 % 0,000 0,002 0,69 0,46 
Variance   0,001 0,011 0,002 0,002 0,001 2,92 0,44 
Min   -6,84 % -39,63 % -6,61 % -0,190 -0,090 -3,63 -0,13 
Max   5,96 % 20,90 % 7,82 % 0,093 0,093 7,11 2,79 
N   61 59 56 61 60 60 40 

Difference of means test                 

ΔPerformance   -0,85 % -6,12%* -0,79 % -0,009 -0,005 -0,157 0,09 
Two sided t-test ratio   -1,374 -2,926 -1,167 -1,052 -0,664 -0,462 0,698 
Critical ratio   1,983 1,981 1,983 1,980 1,980 1,981 1,993 
p-ratio   0,172 0,004 0,246 0,295 0,508 0,645 0,487 

*=Statistically significant at 95% confidence level            
        

Note: The performance measures have been normalized by subtracting the corresponding year’s industry median from acquirers’ ratios. 
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The hypothesis H3 stated that: “Operating performance improves in the post-

acquisition period”. The hypothesis can be partly rejected since there is no statistically 

significant evidence on improvement. However, the performance decline of all, 

including the statistically significant ROE, is less than the decline of the whole 

industry, which is against the findings of Hogarthy (1978) and Ravenschaft & Scherer 

(1987). The trend in performance can be seen as well from the Appendix 2.  

An interesting observation is that all of the performance measures except ROE have 

remained relatively stable, which is in line with the findings of more recent studies 

(see Kumar, 2009; Mantravadi & Reddy, 2008), while earlier studies have found 

larger decreases compared to pre-acquisition period (see Philippatos et al., 1985; 

Herman & Lowenstein, 1988). Companies assets base usually increase after M&A, 

which means that in order to perceive ROA levels, returns have to increase quite 

greatly.   

Accounting studies have used both change model and regression as a measurement 

tool. In order to compare results against other authors, a regression model was 

formed next. Healy et al. (1992) and Sharma & Ho (2002) used regression in their 

researches and the results indicated improvements in cash flow ratios while other 

measures showed no significant change. Ghosh (2001) points out that if acquirer 

outperform industry median in the pre-acquisition period, the results of the regression 

are upward biased.  

The results of the regression analysis can be seen from the Table 6. Constant term 

alpha shows the abnormal industry adjusted return and regression variable beta 

measures the correlation between pre (average performance years -4 - -1) and post 

transaction (average performance years 1 - 4) performance. Betas are indicating the 

continuance of pre-acquisition performance after the transaction since they are 

statistically significant. Alphas are indicating that the post-acquisition performance is 

better than industry median because four out of seven measures are demonstrating 
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positive values. However, the alphas are not statistically significant. The reliability of 

the regression analysis suffers also due to relatively low R2 values.  

These results confirm the arguments regarding to the use of regression model 

(Ghosh, 2001). However, not all measures are positive so the assumptions behind 

the relation of pre-acquisition performance and the use of regression model are not 

that straightforward. Since the alphas of our regression are not statistically significant, 

no further conclusions can be made.  

Table 6 Regression analysis results 

Acquirer Performance Measure - Regression Analysis 
          

    ROA ROE 
Net 

Margin CF/Sales CF/Assets EPS Div/Shares 

α   0,004 -0,007 0,001 -0,003 -0,001 0,274 0,118 

p-value   0,222 0,672 0,859 0,573 0,759 0,174 0,133 

t-value   1,235 -0,425 0,178 -0,566 -0,308 1,377 1,526 

β   0,324* 0,358* 0,295* 0,381* 0,479* 0,48* 0,619* 

p-value   0,000 0,003 0,006 0,005 0,000 0,000 0,000 

t-value   4,300 3,158 2,842 2,934 4,086 5,302 5,633 

R2   0,488 0,386 0,361 0,357 0,473 0,571 0,619 

*=Statistically significant at 95% confidence level 
  
        

The analysis indicate slightly controversial results. While the regression model gives 

no significant results about post-acquisition performance, the change model suggests 

that ROE decreases significantly but still remains above the industry median. When 

one is interpreting the results it is important to remember that an investment is 

justifiable if it does anything else than destroys value (Bruner, 2002). Meaning that if 

no statistically significant positive abnormal change (performance above industry 

median) is found, the transaction cannot be considered as a failure. It just indicates 

that the M&A earned the return required.  

As ROE was the only measure that indicated statistical significance, we take closer 

examination on it. We try to see whether or not means of different transaction type, 

method of payment, or transaction size statistically differ from each other.  
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Table 7 Horizontal vs. Conglomerate Acquisitions - Post-Transaction Performance 

Horizontal vs. Conglomerate Acquisitions ROE - t-test 

    Horizontal Conglomerate 

N   49 10 

Mean   8,69 % -4,48 % 

Variance   1,38 % 2,38 % 

        

Difference of means test – Horizontal vs. conglomerate 

Two sided t-test ratio   -2,550   

Critical ratio   2,201   

p-ratio   0,027*   

*=Statistically significant at 95% confidence level   

 

Table 7 summarizes the independent samples t-test results where different 

transaction types’ post-acquisition performance was compared to each other. In the 

test the average post-acquisition ROEs (T= 1-4) of horizontal and conglomerate 

acquisitions are compared against. From the results we can see that the difference is 

statistically significant and we can say that horizontal acquisitions have higher ROE 

measures than conglomerate acquisitions. The results indicate that the possible 

capital structure and tax related advantages that conglomerate acquisitions might 

provide do not offset the poor performance of these companies. 

The results are again in line with previous studies and indicate that the assumptions 

behind the synergistic theories hold. The event study results indicated similar trend 

from investors’ side. Companies announcing horizontal acquisitions have higher 

abnormal returns and it seems that the stock price effect is in line with the long-term 

performance trend. 
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Table 8 Cash, Hybrid, Stock Acquisitions - Post-Transaction Performance 

Cash, Hybrid, Stock M&As ROE - One-way ANOVA   

    Cash Hybrid Stock 

N   48 7 4 

Mean   1,63 % 7,52 % 0,25 % 

Variance   1,18 % 0,93 % 0,21 % 
          

Difference of means test – Hybrid, Cash, Stock 

F-test ratio   1,041     

Critical ratio   3,162     

p-ratio   0,360     

*=Statistically significant at 95% confidence level     

 

Table 8 summarizes the results of the one-way ANOVA tests where the 4 year post 

acquisition ROEs were examined by the payment type. Since there are three 

variables, the differences of the means were compared with one-way ANOVA, which 

measures whether there are any significant differences between the means of three 

or more independent groups. The results are not statistically significant so we can say 

that the performance is not affected by the choice of the method of payment. These 

findings are in line with findings of Healy et al. (1992), Sharma & Ho (2002), Rau & 

Vermaelen (1998) and Powell & Stark (2005).  

The event study results indicated that investors react to the hybrid deals most 

positively and give less value to stock acquisitions. If the accounting study results 

would have been positive, we could say that investors are successfully monitoring 

acquiring companies. However, now it seems that investors give higher value to cash 

acquisitions since they believe in signaling effect. 
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Table 9 Deal Size and Post-Transaction Performance 

Deal size - One-way 
ANOVA         

    Smallest 25% 25-50% 50-75% Highest 25% 

N   14 15 16 14 

Mean   -2,21 % 3,59 % 2,26 % 5,21 % 

Variance   2,04 % 0,85 % 0,43 % 1,13 % 

            

Difference of means test – Smallest 25% , 25-50%, 50-75%, Highest 25% 

F-test ratio   1,315       

Critical ratio   2,773       

p-ratio   0,279       

*=Statistically significant at 95% confidence level 
      

In the Table 9 the average post-acquisition ROEs (T=1-4) of different sized deals 

were examined using again the one-way ANOVA test. The first impression is that post 

acquisition ROEs are the highest in the largest transactions. However, the difference 

is not statistically significant so we cannot confirm the observation.  

Hypothesis H4 stated that deal characteristics have impact on post-acquisition 

performance. We can only confirm that horizontal acquisitions have higher return for 

equity holders than conglomerate acquisitions. On average, conglomerate 

acquisitions have over 4% worse performance than other companies in the industry. 

Investors seem to be able to capitalize on this since stock reaction for horizontal 

acquisitions is positive and negative for conglomerate ones.  

 

Summary 

 

In order to answer the research questions stated in the Chapter 1, we need to 

summarize the findings of the event- and accounting studies. The questions asked 

were 1) Is there a market reaction to the acquirer’s stock price after an M&A 

announcement? And 2) Is the market reaction in line with the long-term performance?  
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Based on the findings of the event study we can say with high confidence that there is 

a market reaction and the reaction is positive. It seems that markets react quite 

efficiently since the abnormal returns are present only on the announcement day. 

According to the event study, investors value different type of transactions differently. 

Hybrid financed deals seem to have the largest abnormal returns, followed by cash 

paid deals. Horizontal acquisitions have higher abnormal returns than conglomerate 

acquisitions. The only kinds of transactions that have negative cumulative abnormal 

returns are stock financed and conglomerate transactions. Based on the sample, 

investors act rationally with these kinds of transactions since the ROE on 

conglomerate transactions decrease significantly in the long run. 

For the second research question the results are more controversial. First of all, 

based on the sample there is no clear evidence that the method of payment has 

impact on long-term performance so the behavior of investors is not rational. 

However, when we examine the whole sample we can say that investors in general 

act rationally and are able to capitalize on acquisition announcement since on long-

run acquisitions do not have significant value destroying effect. The factor that does 

raise concerns is that ROE, one of the most important ratios for equity holders, 

significantly decreases over period of four years, all though still remaining over 

industry median.  

In general bidding firms do not see large abnormal returns on announcement and this 

is rationalized when the long-run performance is examined. The long-run 

performance does not statistically significantly differ from pre-acquisition performance 

meaning that the ~1% cumulative abnormal return for acquirer on announcement 

seems reasonable. Investors and shareholders of acquiring companies are able to 

capitalize on announcements and recognize which transactions are value decreasing 

and which are worth of investing.  
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7. CONCLUSIONS 

The purpose of this study was to combine two widely used methodologies that 

examine performance of M&As in perspective of shareholder value and operating 

performance. The study examined post-financial crisis transactions from automotive 

industry that have taken place between 2008 and 2010. Automotive industry is often 

characterized as an industry, which has faced a lot of consolidation pressure so 

therefore it acted as a good proxy as many companies in various industries are 

seeking growth and strategic gains through acquisitions. Many studies have found 

that acquiring companies lose value over time, meaning that acquisitions fail. 

However, it is said that automotive industry holds specific vertical synergies, which 

should reflect to successful acquisitions. 

The research answered two research questions 1) Is there a market reaction to the 

acquirer’s stock price after an M&A announcement? And 2) Is the market reaction in 

line with the long-term performance? By first examining the commonly used theories 

that explain M&A and then looking into previous research on the topic. As more M&As 

have been executed over the past four decades, the transactions have drawn the 

attention of academics as well.  

M&A studies have been popular since the late 1970s and large amounts of research 

have been done. However, the results of the studies have been controversial for 

various reasons. Not only the performance, but also motivations and other reasons 

for diversification have been studied. In this study behavioral and neo-classical 

theories were combined. The latter theory rationalizes if mergers and acquisitions 

create value or produce competitive advantage while behavioral theories recognize 

other objectives as well.  

M&A performance is usually studied by applying either event study or accounting 

study where the former focuses on stock market and value creation for shareholders 

and accounting study examines the long-term performance and indirect value 
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creation for shareholders. In this study both of the methodologies were used, as the 

objective was to see if the market reaction is in line with the long-term performance. 

By applying event study and looking into the cumulative abnormal returns of acquiring 

companies, the effect of the announcement of an acquisition on share pricing was 

studied. The event study results were then compared to accounting study results. 

In the accounting study the performance of acquiring companies was measured by 

comparing the annual industry adjusted performance four years before and after the 

transaction. By industry adjusting the results, the difference in performance directly 

indicates how the acquirer has performed on average compared to the median 

performance of the whole industry. 

The research questions were answered through four hypotheses that grounded from 

the existing literature and theory. First two of the hypotheses could be accepted while 

the third hypothesis could be accepted only partly and hypothesis number four was 

rejected. It is clear that investors see acquisitions as value creating or at least not 

value destructing. The market reaction for an announcement of M&A transaction is 

positive and statistically significant, even though not very large. Markets act quite 

efficiently since the abnormal returns occur only on the announcement day. 

We can say that the market reaction is in line with the long-run performance since 

investments are justified if they do anything else than destroy value. Based on our 

sample, only the return on equity (ROE) decreases statistically significantly when 

examined with change model and no statistically significant decrease is observed 

when examined with regression model. However, the hypothesis that operating 

performance increase in the post-acquisition period is declined.  

The final hypothesis concerned about the type of the deal and characteristics impact 

on performance. When the share pricing is examined, it is evident that investors value 

different type of acquisitions differently. Investors find deal characteristics, as signal 

for acquirer’s valuation but the reaction is not rational whit the long-term performance. 
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Conversely, transactions where synergies are targeted i.e. horizontal acquisitions 

have positive stock price reaction and better performance in the long-term.  

This study confirms that automotive industry acquisitions have valuable synergies and 

investors are able to capitalize on those. Unlike other researches have showed, in 

automotive industry acquirers are able to maintain performance, which is above the 

industry median. Investors are also able to get both short- and long-term gains, which 

is observable when looking into the stock price reaction after the announcement. This 

study confirms the observation of other academics that horizontal M&As perform 

better in terms of value and operating performance. Conversely, it does not confirm 

that method of payment has an impact on performance, even though it affects the 

share pricing on announcement. 

Future research could extend the time period under analysis and therefore get more 

observations from different deal types and methods of payment. By obtaining large 

enough sample, we could say with high confidence how different characteristics affect 

the performance. This study could also be repeated by matching the control group 

and sample by geography and dig into the different geographical differences that may 

occur. And finally, as stated in the text earlier, some case studies about single 

transactions and their strategic motivations need to be done in order to have deeper 

understanding on the operational performance. 
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Appendices 

Appendix 1. Sample Transactions 

Target Vendor 
Announceme

nt date 
Completio

n date 
Transaction value 

MEUR 
Method of 

payment 
Transaction 

type 

Instituto Sectorial de 
Promoción y Gestión de 
Empresas, S.A. 

Torreal, SCR, S.A.; Grupo 
Antolín-Irausa, S.A.; Grupo 
Riberas; Grupo Egana 1.7.2010 29.12.2010 246,63 Stock Horizontal 

Amtek India Limited 
(BSE:532282) - 29.5.2010 15.12.2010 30,46 Cash Horizontal 

Silverstone Berhad Lion AMB Resources Berhad 21.10.2010 10.12.2010 106,3 Hybrid Horizontal 
Heartland Recreational 
Vehicles, LLC Catterton Partners Corporation 17.9.2010 16.9.2010 160,19 Hybrid Horizontal 
Inergy Automotive Systems 
S.A. Solvay SA (ENXTBR:SOLB) 17.6.2010 8.9.2010 330 Cash Horizontal 

Maflow Polska Sp Z O O Maflow S.p.A. 14.6.2010 10.8.2010 18,16 Cash Conglomerate 

OMVL SpA SIT La Precisa S.p.A. 2.7.2010 2.7.2010 18,42 Cash Horizontal 
Linamar Hungary Autóipari és 
Gépgyártó Nyilvánosan 
Muködo Részvénytársaság - 2.7.2010 2.7.2010 22,22 Cash Horizontal 
CMW (Tianjin) Industry Co., 
Ltd. - 29.6.2010 29.6.2010 23,7 Cash Conglomerate 
Visteon Corp., Plant in 
Tuscaloosa 

Visteon Corporation 
(NYSE:VC) 26.5.2010 25.5.2010 11,88 Cash Horizontal 

Monotona Tyres Ltd. Ruia Group 30.4.2007 21.5.2010 20,43 Cash Horizontal 

AS Norma IFE Mezzanine 1.3.2010 14.4.2010 38,16 Cash Horizontal 

Dytech Ensa S.L. 
Dytech Dynamic Fluid 
Technologies S.p.A. 9.4.2010 9.4.2010 118,64 Cash Horizontal 

Timken Co., Needle Roller 
Bearings Business 

The Timken Company 
(NYSE:TKR) 29.7.2009 31.12.2009 235,01 Cash Horizontal 

Tigar Tyres d.o.o. 
Akcionarsko drustvo Tigar Pirot 
(BELEX:TIGR) 24.1.2008 15.12.2009 31,18 Cash Horizontal 

Utilimaster Corporation 
John Hancock Life Insurance 
Company, Inc. 19.11.2009 30.11.2009 33,16 Cash Conglomerate 

Wilhelm Karmann GmbH, 
Osnabrueck Plant Wilhelm Karmann GmbH 20.11.2009 20.11.2009 35 Cash Horizontal 
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BAF Technologies, Inc. - 23.9.2009 1.10.2009 20,65 Cash Horizontal 
Arvin Innovation, Inc., Steel 
Wheel Business Arvin Innovation, Inc. 4.8.2009 21.9.2009 124,93 Cash Horizontal 

Plastal Industri AB Plastal Group AB 2.7.2009 1.9.2009 35,05 Cash Conglomerate 
Teleflex Inc., Power Systems 
Business 

Teleflex Incorporated 
(NYSE:TFX) 20.7.2009 4.8.2009 10,55 Cash Conglomerate 

Halla Visteon Climate Systems 
Alabama Corporation 

Visteon Corporation 
(NYSE:VC) 26.6.2009 31.7.2009 44,82 Cash Horizontal 

Noble European Holdings B.V. Noble International, Ltd. 8.5.2009 17.7.2009 82,35 Cash Conglomerate 
Dongfeng Motor Group Co., 
Ltd, Own-Brand Business 

Dongfeng Motor Corporation, 
Ltd. 27.5.2009 1.7.2009 83,94 Cash Horizontal 

Hyundai Autonet Co., Ltd. 

Siemens Aktiengesellschaft 
(DB:SIE); Hyundai Motor 
Company (KOSE:A005380); 
Continental Automotive GmbH; 
Kia Motors Corp. 
(KOSE:A000270) 3.4.2009 25.6.2009 521,84 Stock Horizontal 

Navistar RV LLC Monaco Coach Corporation 26.3.2009 4.6.2009 85,99 Cash Horizontal 
Wuxi Zhongqiang Autocycle 
Co., Ltd. 

Wuxi Baoshiyun Autocycle Co., 
Ltd. 24.10.2008 4.5.2009 26,53 Hybrid Horizontal 

Samvardhana Motherson 
Reflectec Group Holdings 
Limited - 2.1.2009 6.3.2009 26,5 Hybrid Horizontal 
51% of Qijiang Gear 
Transmission Co., Ltd. and 
24.28% of Qijiang Gear Forging 
Co. Ltd. 

Shanghai Electric (Group) 
Corp. 6.1.2009 5.2.2009 28,04 Cash Horizontal 

CONTINENTAL MATADOR 
RUBBER, s.r.o. Matador Puchov 31.12.2008 31.12.2008 20,6 Cash Horizontal 
Man Star Trucks & Buses, 
Cable Harness Business MAN Bus Sp. z o.o. 8.10.2008 31.12.2008 21,4 Cash Horizontal 
Suzuki Motorcycle India Pvt. 
Ltd. - 26.11.2008 16.12.2008 31,57 Cash Horizontal 
Mahindra Kinetic Scooters & 
Motorcycles Ltd. Kinetic Motor Company Limited 30.7.2008 30.11.2008 16,66 Cash Horizontal 

GLO S.r.l. Oldco M Corporation 2.9.2008 28.11.2008 10,79 Cash Conglomerate 

Brembo Brake India Pvt. Ltd. 
Bosch Chassis Systems India 
Ltd 27.10.2008 18.11.2008 10,71 Cash Horizontal 

Zhucheng Shuguang Axle Co., Liaoning SG Group Co., Ltd. 27.10.2008 27.10.2008 436,61 Cash Horizontal 
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Ltd. 

AUDI AG (DB:NSU) - 25.9.2008 27.10.2008 85,77 Cash Horizontal 

SMP Deutschland GmbH 
Cerberus Capital Management, 
L.P. 29.8.2008 22.10.2008 218,5 Cash Horizontal 

Lovato Gas S.p.A. 
Assietta Private Equity SGR 
SpA 22.7.2008 13.10.2008 63 Cash Horizontal 

Central Motor Co., Ltd. 
Toyota Motor East Japan, Inc.; 
Toyota Auto Body Co., Ltd. 28.7.2008 1.10.2008 49,14 Stock Horizontal 

Pittsburgh Glass Works LLC 
Apogee Enterprises, Inc. 
(NasdaqGS:APOG) 20.12.2007 30.9.2008 18,91 Cash Conglomerate 

Nanjing Automobile 
Manufacturing Co., Ltd. Chunlan (Group) Corporation 10.7.2008 5.9.2008 15,73 Cash Horizontal 
Eicher Motors Ltd., Commercial 
Vehicles, Components and 
Engineering Design Services 
Business 

Eicher Motors Ltd. 
(BSE:505200) 10.12.2007 22.8.2008 237,84 Hybrid Horizontal 

Perfect Circle India Limited 
Anand Automotive Systems 
Limited 13.8.2008 13.8.2008 10,97 Cash Horizontal 

Magna Kansei Limited 
Intier Automotive Holding (U.K.) 
Ltd. 11.8.2008 11.8.2008 10,23 Cash Horizontal 

MV Agusta Motor S.p.A - 11.7.2008 8.8.2008 66,09 Cash Horizontal 
Consolidated Diesel 
Corporation CNH Global N.V. 18.7.2008 31.7.2008 38,51 Cash Horizontal 
Caterpillar Remanufacturing 
Drivetrain LLC Gremada Industries, Inc. 16.6.2008 31.7.2008 40,04 Cash Horizontal 

Pirelli Tyre S.p.A. 

One Equity Partners LLC; 
Mediobanca Banca di Credito 
Finanziario S.p.A. (BIT:MB); 
JPMorgan Chase & Co. 
(NYSE:JPM); Intesa Sanpaolo 
S.p.A. (BIT:ISP); UniCredit 
S.p.A. (BIT:UCG); Lehman 
Brothers Inc.; Gruppo Banca 
Leonardo S.p.A. 11.3.2008 9.7.2008 434,4 Cash Horizontal 

Trucktechnic S.A. - 3.7.2008 2.7.2008 11 Cash Horizontal 

JCIM, LLC 
Plastech Engineered Products, 
Inc. 13.6.2008 1.7.2008 128,95 Cash Conglomerate 

Shanghai Maple Guorun 
Automobile Company Limited 

Shanghai Maple Automobile 
Co., Ltd. 14.7.2007 1.7.2008 39,81 Stock Horizontal 
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Indus Motor Company Limited 
(KASE:INDU) 

Overseas Pakistan Investors 
AG 25.4.2008 27.6.2008 14,39 Cash Horizontal 

Compania Hulera Tornel, S.A 
de C.V. - 11.4.2008 13.6.2008 42,69 Cash Horizontal 
Jaguar Land Rover Automotive 
plc Ford Motor Co. (NYSE:F) 26.3.2008 2.6.2008 1606,43 Cash Horizontal 
Delphi Automotive Systems, 
LLC, Certain Assets At 
Kettering, Ohio Facility DPH-DAS LLC 7.3.2008 30.5.2008 12,37 Cash Horizontal 
Jingzhou Henglong Automotive 
Parts Co., Ltd. 

Hubei Wanlong Investment Co. 
Ltd. 22.1.2008 3.4.2008 17,25 Hybrid Horizontal 

Concentric Birmingham Limited Bridgepoint Advisers Limited 22.2.2008 1.4.2008 119,38 Cash Horizontal 

New Era Co., Ltd. Tadano Ltd. (TSE:6395) 21.12.2007 1.4.2008 18,33 Cash Conglomerate 
Beijing Enterprises Ever 
Source (Beijing) Company 
Limited - 14.1.2008 31.3.2008 78,5 Hybrid Horizontal 

S.C. Automobile Craiova SA. - 12.9.2007 19.3.2008 57,06 Cash Horizontal 

Public Joint Stock Company 
Avtovaz (MICEX:AVAZ) 

Rosoboronexport State 
Corporation; Troika Capital 
Partners-Private Equity 8.12.2007 4.3.2008 794,49 Cash Horizontal 

P.T. Isuzu Astra Motor 
Indonesia 

ITOCHU Corporation 
(TSE:8001); P.T. Arya 
Kharisma 6.2.2008 6.2.2008 19,09 Cash Horizontal 

Johnson Matthey Catalysts 
(Germany) GmbH 

Terex Material Handling & Port 
Solutions AG 10.12.2007 6.2.2008 214 Cash Horizontal 

Technol Eight Co., Ltd. OS Holding 21.11.2007 25.1.2008 18,84 Stock Conglomerate 
Lumax Industries Limited 
(BSE:517206) - 14.5.2007 22.1.2008 18,31 Cash Horizontal 
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Appendix 2. Performance Measures 

Graphs of time- and industry median adjusted performance measures where t 

indicates the transaction year. 
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Appendix 3. Cumulative abnormal returns from day of announcement 
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