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The purpose of this study is to investigate whether M&A actions increase shareholder wealth
in the short and/or long-run. Mergers and acquisitions have become one of the most popular
ways for companies to sustain business growth and increase competitive advantage during
the last decades. Supporting evidence can be found for the fact that larger company size
results in enhanced performance, and that M&As are the most common ways for companies
to increase in size. However, the evidence on M& As creating shareholder wealth is yet to be
found.

The methodology used to examine the possible shareholder wealth effects is event study
which is widely adopted by researchers in the field of M&A. It allows for measuring the
effect of a specific event into a firms’ value using financial market data. Measuring abnormal
returns is the key concept of event studies, since they provide information on whether the
returns of a company react to economic events, in this case, mergers and acquisitions.

The results of this study do not support the idea of M&As creating shareholder wealth in
neither short-run nor long-run. This study is not able to find positive abnormal returns
following takeover actions. Instead, M&A actions seem to destroy value in the long run,
which is indicated by the significantly negative post-transaction abnormal returns.
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Tyon tavoitteena on tutkia, luovatko yrityskaupat lisdarvoa osakkeenomistajille lyhyelld
ja/tai pitkélld aikavélilld. Viime vuosikymmenten aikana yrityskaupat ovat nousseet yhi
yleisemmaéksi tavaksi kasvaa ja hankkia kilpailuetua. Tutkimukset ovat osoittaneet, etti
kasvamalla yritykset kykenevédt usein parantamaan tuloksellisuuttaan, ja ettd yrityskaupat
ovat suosituin keino hakea kasvua. Aiemmat tutkimukset eivit ole kuitenkaan yksimielisid
siitd, luovatko yrityskaupat lisdarvoa osakkeenomistajille.

Tutkimusmenetelméni kiytetdan tapahtumatutkimusta, joka on yleisesti kdytetty menetelma
etenkin yrityskauppojen piirissd. Sen avulla voidaan mitata jonkin tietyn tapahtuman
vaikutusta yrityksen arvoon hyddyntdmailld rahoitusmarkkinadataa. Epdnormaalien
tuottojen mittaaminen on olennainen osa tapahtumatutkimusta, silld ne kertovat, mikali
tutkittavien yritysten kurssit reagoivat kyseessd olevaan tapahtumaan, kuten esimerkiksi
yrityskauppoihin.

Tédmidn tutkimuksen tulokset eivit tue véitettd, jonka mukaan yrityskaupat tuottaisivat
lisdarvoa osakkeenomistajille lyhyelld ja/tai pitkélld aikavalilla. Tutkimuksessa ei havaittu
yrityskaupan julkistamisesta syntyvid epdnormaaleja tuottoja, vaan tulokset puolsivat
yrityskauppojen vaikuttavan yrityksen arvoon negatiivisesti pitkélld aikavélilla.
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1 Introduction

1.1 Research background & Motivation for the study

This research focuses on the effect of mergers and acquisitions on company performance
and shareholder wealth. As the need for companies to beat their competition and create value
for their shareholders is constantly pushing them to be more profitable, organisations must
find ways to achieve competitive advantages and survive in the constantly changing markets.
This forces the companies into being flexible, adaptable, and efficient. Mergers and
acquisitions have become one of the most popular ways for companies to sustain business
growth and increase competitive advantage. As Figure 1 shows, the number of M&A

transactions worldwide has increased significantly during the last decades.
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Figure 1 Mergers & Acquisitions worldwide (IMAA 2022)

Mergers and acquisitions are ways in which companies consolidate their operations and
assets, either by combining the existing firms into a larger organisation (merger) or one
company buying the other (acquisition). (Kongpichayanond 2009, 379) Globalisation has
helped the field of M&A spread across countries and it is constantly becoming a more

important part of the corporate world.. (Gaughan 2011, 17)
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Figure 2 Types of M&A

Even though the positive correlation between company size and competitiveness has been
widely supported in research, there is no consensus about the impact of mergers and
acquisitions in company performance. The results of previous research seem to be
inconsistent. However, M&As remain as the most common ways for companies to increase
in size. (Finkelstein & Cooper 2018, 31) Companies carry out M&As in seek for corporate
growth and increased market capability, profitability, and shareholder wealth. While the
existing evidence on M&As enhancing corporate performance and value-creation remains
weak, they continue to gain popularity in the field of finance and strategic management.
(Finkelstein & Cooper 2018, 33-34) Thus, the lack of consistent results on whether M&As
enhance company performance and increase shareholder wealth provide a motivation to

further examine the possible relationship of these factors.

In conclusion, supporting evidence can be found for the fact that larger company size results
to enhanced performance, and that M&As are the most common ways for companies to
increase in size. However, the evidence on mergers and acquisitions increasing company
performance is yet to be found. Thus, the objective of this study is to evaluate whether M&As
result in enhanced profitability and shareholder wealth through the following research

questions:



1. Do M&As increase shareholder wealth:
a. In the short-term?
b. In the long-term?

Shareholder wealth will be measured both in the short- and long-term by utilising the event
study methodology, which is widely adopted by researchers in the field of M&As. It allows
for measuring the effect of a specific event into a firms’ value using financial market data.
Measuring abnormal returns is the key concept of event studies, since they provide
information on whether the returns of a company react to economic events, in this case,
mergers and acquisitions. This study examines a sample of 97 M&A deals of acquirers
included in the S&P 500 index, and by measuring abnormal returns tries to investigate the

possible connection between M&A and increased shareholder wealth.

1.2 Research structure

This research will follow the structure presented below in Figure 3. After the introduction,
the study will move on to the part of the theoretical background, in which an introduction to
the history of mergers and acquisitions and the M&A process are included, followed by the
motivations and strategies behind mergers and acquisitions. The second section will also
provide a look into the previous research done on the relationship of M&As and corporate
performance, after which the data and methodology of this research are presented in section
3. In the fourth section, the results of the study are presented and evaluated against the results
of previous studies on the topic. Lastly, the fifth section includes the conclusion and
discussion part, where the limitations of this study as well as suggestions for further research

are presented.
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2 Mergers and acquisitions, previous literature

This section presents the theoretical background for the study, introducing the history of
M&As including the six merger waves of the U.S. market. The process for mergers and
acquisitions is also introduced, including the motivations and strategic reasons behind
M&As. A more extensive presentation of the previous literature regarding the effects of
M&A activities on company performance and shareholder wealth is also included in this

section.

2.1 History of Mergers and acquisitions

On the field of M&As, little attention is paid to their history, which according to Gaughan
(2011, 35) is likely to be the reason behind the reoccurrence of same mistakes throughout
the years. Being familiarised with the history of M&As will help in recognising possible
problematic features in the deals and therefore it is surprising how much interest is paid on
the latest innovations rather than utilising the possibility of learning from the past. This

section will focus on the M&A trends and waves of the past.

In the U.S. market, there are six periods in which higher frequency of mergers have occurred,
and these periods are referred to as merger waves, which reflects the pattern of both number
and total value of M&A deals over time. (Martynova & Renneboog 2008) The waves are
characterised by high levels of mergers and are followed by periods including considerably
lower number of deals. As can be seen from Figure 4, the first four merger waves appeared
between years 1897 and 1991, after which the activity in the field declined. The fifth and
sixth merger waves occurred in the 1990s and at the beginning of the 2000s. (Gaughan 2011,
35-36)

According to research, the combination of economic, regulatory, and technical shocks seems
to be the cause of merger waves. Economic shocks can relate to economic expansion, which
creates the need for companies to expand to meet the growing demand in the economy,
whereas regulatory shocks can involve the removal of legal restrictions, and technological
shocks come in the form of technology driven changes. (Gaughan 2011, 35-36; Harford

2005) Additionally, merger waves seem to occur in times of economic recovery, thus, a
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decline in stock markets and a recession is often followed by a wave of mergers. (Martynova

& Renneboog 2008)
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Figure 4 The intensity and duration of the 6 merger waves in the U.S market (Anchorcapital, 2017)

The first merger wave is characterised by various horizontal mergers and industry
consolidations; thus, it is often known for creating large monopolies and even a near
monopolistic market structure. Whereas the first wave has a monopolistic character, the
second wave is often referred to the oligopolistic wave, as many industries were
consolidated. Due to multiple vertical mergers and mergers of unrelated industries, a first
large-scale birth of conglomerates took place, leading to a situation where industries were
dominated by few large companies rather than one. However, the third wave is the one which
is referred to as the conglomerate merger period. Typically, it is the large firms that target
smaller organisations, but for the third wave it was common that smaller companies acquired
the larger ones, and firms were seeking access to new markets outside their primary business

areas. The third wave did not have as large of an impact on the degree of competition
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between industries, due to the popularity of forming conglomerates rather than merging

vertically or horizontally. (Gaughan 2011, 36-45; Martynova & Renneboog 2008)

What characterises the fourth merger wave is the number of hostile takeovers that took place
during it. Additionally, during the fourth wave relatively many large organisations became
targets of acquisition, thus, the fourth merger can also be referred to as the megamerger. It
also included other unique characteristics such as the arbitragers gambling on the likelihood
of takeovers being executed and the aggressive use of debt and investment bankers in
executing the M&A deals. Nationwide takeovers also became more popular as companies
began to seek for possibilities to expand to foreign markets during the fourth wave. The fifth
wave had similar features to the fourth one, despite the smaller amounts of hostile takeovers
and less reliance on debt when financing the deals. Some unique differentiators of the fifth
merger wave are that it was international on a historical level. The value of M&A deals in
Europe almost reached the level of the U.S. Additionally, a new type of acquirer, the
emerging market bidder was introduced as they began to grow in size and even target western

companies. (Gaughan 2011, 57-70)

The sixth wave was characterised by low interest rates that boosted the private equity
businesses. The low interest rates made leveraged buyouts less expensive, and the acquired
companies could be sold at a higher value after their value had increased due to the rising
market, which increased the demand of M&A targets and created the sixth merger wave.
(Gaughan 2011, 71-72) Even though scholars generally seem to agree that merger waves are
caused by different shocks in the economy, additional insight on what drives merger waves
was presented by Rhodes-Kropf et al. (2005). In their study, they found that misvaluation
explains a significant fraction of merger activity. They state that while economic shocks may
be the fundamental drivers behind merger waves, misvaluation is the determining factor in
how these shocks are propagated, since the over- and undervaluation of the stock market
affects the roles of acquirer vs. target and the method of payment for the transaction. Similar
findings have been presented by Rhodes-Kropf & Viswanathan (2004) and Shleifer &
Vishny (2003).
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2.2 Theory & motives behind M&A

According to literature, the theories of M&A can be divided into neoclassical and behavioral.
The neoclassical theory is based on the idea that managers decisions and choices are rational,
and done to maximise shareholder wealth, whereas the behavioral theory suggests that
management’s decisions are not always rational or represent the shareholders’ best interests.
(Finkelstein & Cooper 2018, 38) Shleifer & Vishny (2003) state that while the neoclassical
theory has considerable explanatory power, it fails to provide reasoning for merger waves
and the choice of method used to finance the transaction. Additionally, the neoclassical
theory of M&A seems to argue with some stock market evidence, such as the efficient market
hypothesis suggesting that stock prices reflect all available information correctly and thus

there should be no possibility for misvaluation of the companies. (Shleifer & Vishny 2003)

While the neoclassical theory of M&A expects management to make rational decisions that
maximise shareholder value, and only engage in deals that result in a positive net acquisition
value (introduced below) and create synergistic gains, the behavioural theory of M&A
introduces the possibility that management may act against best interest of shareholders and
engage in deals that are not results of rational decision making, but rather driven by the self-
interest of the acquirer management. According to research, there is an incentive for
management to drive for organisational growth even beyond the optimal size of the firm,
due to increased compensation and power for instance (Jensen 1986). This can be referred
to as the agency motive, indicating that the actions driven by management’s self-interest
create agency costs, which reduce the total value of the transaction and thus does not
maximise shareholder wealth. (Finkelstein & Cooper 2018, 38; Berkovitch & Narayanan
1993)

Despite the existence of agency motive, two of the most common motives behind companies
engaging in M&A activities are growth and synergy. Additionally, factors such as enhanced
management, tax benefits, cost reductions, increased monopoly rents, mitigated agency costs
and diversification often provide the motivation to engage in M&A activities. (Finkelstein
& Cooper 2018, 37; Gaughan 2011, 125; Walker 2000 Healy et al. 1992) M&As are popular
for companies seeking growth because internal growth is seen as a slow and uncertain
process. Expanding to new markets through internal growth requires knowledge of the new

market and hiring of local staff, and even though M&As are not risk free, they are often seen
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as less risky. The reduction of cross-country barriers has resulted in an increased number of
international deals. Especially for companies seeking international growth, M&As are
considered less risky and a more effective way to expand to foreign markets. (Gaughan 2011,

125-129)

In the hope of enhanced profitability through synergistic gains, companies engage in M&A
activities which often end up in sales growth, rather than increased shareholder wealth.
Synergy refers to a phenomenon where two factors combined can produce a greater effect
together than they would separately. For companies this means increased profitability due to
M&A actions. The term net acquisition value (NAV) is introduced in the context of synergy,
because the synergistic benefits may cover the costs of the M&A process and account for

shareholder premiums, resulting in a positive net acquisition value.
NAV = Vyp— [V, + V] —P—E (1)
where:
V45 = the combined value of the two companies
V, = the value of company A
Vg = the value of company B
P = the premium paid for company B

E = the expenses of the acquisition process

For the merger to be justified, the synergistic effect:

[Vag — (V4 + V)]

needs to be higher than the sum of the expenses of the acquisition process and the premium
paid for the acquired company B. This results in a situation where the fundamental value of
the acquiring firm increases and hence the deal brings value to the acquirer’s shareholders.

(Gaughan 2011, 132-133: Guest et al. 2010)

Synergy can be further divided into two main categories: operating and financial synergy.
Operating synergy accounts for enhanced revenue and reduced costs. Financial synergy

refers to the possible opportunity for lowered cost of capital due to combined companies.
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Revenue-enhancing operating synergies may come in the form of gaining a stronger
distribution network or cross-marketing possibilities for example, but these are often hard to
quantify. Whereas revenue enhancing synergies may be difficult to achieve, it is
considerably easier to estimate the amount of cost-reduction that operating synergies bring.
Some examples of cost-reducing operating synergies are economies of scale, which refers to
decreasing unit costs caused by an increase in the scale of operations, and economies of
scope, referring to the ability to broaden the service/product line due to wider operational

possibilities. (Feix 2020, 61; Gaughan 2011, 133-138)

2.3 M&A strategies

As discussed above, the main reasons for companies to engage in M&A activities are growth
and synergy. In this sub-section, the different ways in which M&As are used to obtain
growth and synergistic gains, that is, the strategic objectives of M&A will be more
thoroughly introduced. Figure 5 summarizes these objectives originally presented by Venzin

et al. (2018)
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Strategic objectives behind
M&A

1. Improving target company performance through business portfolio optimisation
. Retain valuable assets only = cost reduction and enhanced profitability

2. Consolidating to remove excess capacity
. Cost synergies & economies of scale = market power

3. Accelerating market access
. Overcome of market entry barriers = access to new markets

4. Accessing new skills and technologies
. Faster/lower cost access to important resources = cost benefits, competitive advantage

5. Picking winners, helping them develop, and stopping them from serving

competitors
. Prevent competitors access to similar technology = competitive advantage

6. Buying cheap

. Acquiring undervalued firms = profits from increase in target company value

7. Transforming
. Transform of e.g. business processes, units, functions = transformational gains

8. Financing
. Acquiring low-leveraged companies = lower WACC, lower financing costs

Figure 5 Strategic objectives behind M&A

Improving target company performance through business portfolio optimisation involves
buying the target company and only retaining the assets that are considered valuable, while
discarding the rest. It can considerably reduce the company’s costs and thus make it more
profitable. As briefly discussed above while introducing the concept of synergies,
acquisitions of companies within the same industry can provide economies of scale by
allowing decreased unit costs and possibly a broader range of products/services. This
enhances the market power of the acquiring company and is referred to as consolidating to
remove excess capacity. Especially for smaller companies, overcoming the market entry
barriers and accessing new markets can be difficult. Mergers and acquisitions are often
considered a quick but risky alternative to overcome such difficulties, hence, accelerate

market access by making the product offering more available. (Venzin et al. 2018, 38-52)

M&A can allow fast access to important resources such as intellectual property, including

for example advanced technology and patents or natural resources such as precious metals.
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Additionally, access to industrial assets or human capital can be the underlying strategies
behind M&A activities. By investing in products or services at the beginning of their life
cycle and helping them develop, the acquirers can, in the best-case scenario, gain
competitive advantage by preventing their competitors to have access to similar advanced

technology.

Buying cheap indicates that by acquiring undervalued firms, the acquirers can earn
considerable profits if the target companies end up going up in value. Additionally, M&A
can be used as a tool for transformation processes and financing. The transformation of for
example business processes, capabilities, functions, or units requires extensive planning but
can allow for transformational synergies if executed properly, whereas acquiring a low-
leveraged target will have a lowering effect on the buyer’s weighted average cost of capital
and thus allow for easier access to new financing opportunities and lower costs. (Venzin et

al. 2018, 38-52)

2.4 The M&A process

The M&A process is divided into two parts, the pre-acquisition phase, and the post-
acquisition phase. The distinguishing element between the two phases is the transfer of
ownership to the acquiring party. As can be noted from Figure 6 below, the complementary
phases of M&A are not as clearly defined or separated and may be conducted in different
order and even simultaneously. (Gomes et al. 2013) Figure 6 presents a simplified structure
of the M&A process, and the crucial parts of it, such as target selection, due diligence,
valuation, as well as the integration process are more thoroughly introduced in the following

sections.
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Figure 6 The M&A process (Feix 2020)

2.4.1 Pre-M&A activities

The Pre-M&A activities include target selection and the due diligence process, which are
discussed in this sub-section. The M&A process starts with identifying a portfolio of suitable
target firms. Target selection includes creating a target profile, identifying potential target
candidates, and comparing them to the target profile. According to literature, the possible
targets are often analysed from the following two perspectives: what kind of a strategic fit
and what kind of an organisational fit they are. It is recommended to start targeting potential
firms withing existing business partners, because factors such as partner-specific knowledge
and combined relational capabilities affect the likelihood of a successful transaction. (Venzin

et al. 2018, 81; Gomes et al. 2013)

While choosing suitable candidates for the target portfolio, the following factors should be
identified and assessed: the historical results of the partner and the processes which have led
to these results, knowledge of the target firm’s management and cultural characteristics, as
well as the prospects of the target’s business. Building a well-constructed target portfolio
not only improves the likelihood of a successful transaction but provides the possibility to

plan additional acquisitions and buy multiple companies at once instead of one and does not
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leave the acquirer empty-handed in the case where the selling party decides to pull off the
deal. (Venzin et al. 2018, 88-90)

After constructing the target portfolio, it is time for the due diligence process. This includes
providing both the seller and the acquirer valuable information on each other. Information is
gathered to the best possible extent, including knowledge on strategy, finance, legal,
organisational, production, sales, R&D and human resources. The purpose of the due
diligence process is to identify possible risk factors in the deal, which is why a thorough
analysis is required, and why M&A processes often get interrupted during this phase.

(Venzin et al. 2018, 95)

It is in the seller’s incentives to provide the buyer with only positive information, which
provides a risk for information asymmetry between the two parties. To evaluate the
truthfulness of the information provided from the seller’s side, all business areas need to be
carefully assessed. Knowledge on factors such as hidden costs, potential charges or
additional risks in the deal are crucial in determining the suitable price for the transaction.
(Venzin et al. 2018, 96) The figure below, (Figure 7) indicates the key areas which should
be addressed throughout the whole due diligence process to prevent possible surprises or

issues during the post-merger phase.

Due Diligence
Business/operations Finance/accounting

* Accuracy of financial
statements

*  Major factors affecting
financial results

* Portfolio of products/services

*  Customer segmentation

¢ Compatibility of customer base
vs. post-acquisition strategy

Key focus

arcas

Legal/regulatory Organisational
* Pending legal issues/threats *  Assessment for the need of
Governance personnel/management change
Regulation *  Compatibility of cultures

*  Employee retention

Figure 7 The Due Diligence process (Venzin et al. 2018)
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The due diligence process can be further divided into three stages. During the first phase, an
initial value for the target firm is determined and a nonbinding indication of interest is
submitted. The valuation of the target company is estimated with common metrics such as
discounted cash flow analysis, analysis done on comparable companies, precedent M&A
transaction analysis and asset analysis. As the correct valuation of the target company is the
most sensitive factor in the M&A process, it will be discussed in more detail in the sub-
section below. In the second phase, a letter of intent, including details on the purchase
agreement and the proposed purchase price, is submitted. After the submitted letter of intent
(LOI) is accepted by the seller, the acquirer will be provided with additional and exclusive
information on the target firm, such as private and confidential company documents, and
therefore will be able to determine the value of the company more accurately. (Venzin et al.

2018, 97-98)

2.4.2 Valuation

When determining the value of a company, a distinction between the market value and
intrinsic value is done. A market value is the price that a buyer is willing to pay for a
company based on its exposure to the open markets, whereas an intrinsic value is the actual
value of the company, including the value of brand, patens, contacts, and copyrights for
instance. The intrinsic value, given its nature, is harder to estimate accurately, and there are
various methods that investors use to compute it. To assess whether the market is pricing the
target firm appropriately, comparison of prices with the help of market comparables, that is,
metrics such as revenue, EBITDA and earnings multiples is done between the target and its

peer group. (Venzin et al. 2018, 124-125)

Intrinsic valuation requires more effort since it includes uncertain factors and therefore
highly relies on estimation. It is based on discounted cashflows, meaning that the value of
the company relies on the future cash flows it can produce, which are discounted to this
moment. The discounted cash flow model should consider the growth opportunities of the
company, but also risk, which as a factor will be discussed more in the following Thus, the
value of a company which can create predictable and high cash flows should be higher than

of one’s whose cash flows include volatility and are low. (Venzin et al. 2018, 125)
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As discussed earlier, the engaging parties in the deal often have different incentives: the
buyer is willing to close the deal with the lowest price possible and often has limited
knowledge on different viewpoints than their own, whereas the seller wants to get the highest
price possible and may therefore try to hide information that would negatively affect the
value of the company. The third party, for example the financial advisor has the knowledge
and can recognize risks that lie in the deal but is often motivated to close the deal at any cost.
Thus, identifying and managing biases and distinguishing between the different incentives
between the parties is crucial in successful deals. As the driving factor behind M&As is often
to change the historical results and the status quo, computing the intrinsic value based on
them may not provide relevant outcomes. Instead, the intrinsic value should be computed
using the projections of future cash flows, weighted with the probability of possible

outcomes. (Venzin et al. 2018, 125-126)

As risk is the determinant of the rate at which the expected future cashflows are discounted,
and even a slight change in the used discount rate can cause relatively high fluctuation in the
valuation outcomes, understanding the theory behind finance and risk is essential for the
outcome. As Venzin et al. (2018) state in their book: “Company valuation is art supported
by science”. A successful deal brings value to the acquirer. This suggests that the returns of
a value-generating deal should exceed the minimum requirement set, in other words, the cost
of capital that is used to compound the discounted cash flows. Simply put, transactions that
cost less than what is the intrinsic value of the target will create value for the acquirers due
to them not paying the full cost for expected synergies. Due to the multiple uncertain and
thus estimated factors being part of the valuation process, there is no single successful
methodology for determining the accurate value for a company. (Venzin et al. 2018, 126-

127)

2.4.3 Post-M&A activities

No less attention should be paid on the post-merger integration phase of the M&A than to
the planning and execution phases. The acquired firm must be integrated in a way which
creates value. The biggest threat for merger fails is the failure of integration of soft factors,
such as geographical and corporate styles, ethics, and approaches. A failure in the cultural

integration can prevent the realisation of synergies and thus threatens the long-term success
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off the deal. A cultural integration requires open communication, understanding and respect
in all M&As and in the case of a cross-border merger the cultural clashes between
organisations may require even more resources and time than in the domestic ones. As
Venzin et al. (2018) have stated, integration does not mean total absorption, and therefore
the mutual respect between the engaged parties and their cultural differences is crucial in

making the deal successful. (Venzin et al. 2018, 179, 181, 188)

Communication with all stakeholders, not only the employees but also customers and
business partners, is essential during the post-merger phase. Keeping the stakeholders
informed about the purpose and progress of the transaction helps in keeping them involved
and thus enhances the probability of a successful integration. Similarly, the importance of
clear vision and branding is essential for all stakeholders. Poor branding may lead to
inadequate realisation of synergies due to different visions and miscommunication between

the company’s stakeholders. (Venzin et al. 2018, 211-212)

During the integration of culture and business processes and while focusing on
communication between all stakeholders, it is easy to forget about the daily business. As
M&A processes often involve the whole organisation, intentional or not, the success of the
transaction becomes a centre of focus which can have a negative effect on the core business.
The deal-value gets diluted if while the M&A process is ongoing, the firm loses value due
to attention not being paid to keeping the original business processes running. The success
behind avoiding such mistakes, according to Venzin et al. (2018) is adapting the following
guidelines to the M&A process: keep the business running and focus on current year’s
results, separate those in charge of running the integration process from those in charge of
running the business, announce the new management team as soon as possible, and lastly,
retain important talent and customers through appropriate incentives and communication. In
conclusion, making the integration successful requires full attention on the integration of

cultures, systems, and processes. (Venzin et al. 2018, 179, 181, 188)

2.5 Measuring M&A performance

The choice of suitable performance measures has been a challenge among research since the
beginning. Performance measures can be both objective and subjective. Objective measures

rely on data and quantifiable factors, such as accounting data and share-price movements,
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whereas subjective measures are based on managers’ self-evaluation reports for instance.
Objective measures are often seen as more reliable due to the incentive of management to
show best possible results. To enhance the reliability of subjective measures, external experts
can be used to generate reports that are independent of management and capital providers.
In his study, Schoenberg (2006) found that the lack of comparability between the results of
different performance measures indicates that when evaluating acquisition performance,
multiple measures should be employed. The adoption of multiple performance measures
provides a possibility to facilitate a holistic view of the deal outcome and thus account for

all the stakeholders of the company. (Schoenberg 2006)

Additionally, M&A performance measures can be divided into ex-ante and ex-post
indicators. Ex-ante performance measures are used to capture the initial reaction of the
capital market to the deal announcement, whereas ex-post measures reveal the long-term
outcome of M&As also covering the integration phase of the deal. As discussed, ex-ante
measures are used to capture the immediate reaction after the deal announcement, that is, the

immediate shareholder wealth effects and investors’ expectations. (Schoenberg 2006)

However, while the short-term performance of M&A deals is interesting, the long-term
performance measures are more valuable indicators of the overall success of the transaction.
Short-term performance measures often fail to fully capture the value-creation effects of the
deal since the information about the success of the integration process and the synergistic
gains are not fully available at the time. Additionally, the possible existence of biases such
as price pressure and market inefficiencies may distort the short-run performance measures.
Ex-ante performance measures should therefore be complemented with appropriate ex-post
performance indicators. (Schoenberg 2006; Renneboog & Vansteenkiste 2019) The different
M&A performance measures, including both financial and non-financial, will be discussed

in more detail in the following two sections.

2.5.1 Financial performance measures of M&As

The financial performance measures of M&As can be divided into market performance
measures and accounting performance measures. Market performance measures reflect the
market value of the company for example at the time of the deal announcement or deal

closing, and the systematic risk faced by the company. A common measure of systematic
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risk is the Beta coefficient, whereas the market value of a company is often determined using
measures such as cumulative abnormal returns (CAR), cumulative average abnormal returns
(CAAR) or buy-and-hold abnormal returns (BHARs). Meglio & Risberg 2011) According
to Tuch & Sullivan (2007) majority of the research on M&A performance is based on share
price data. They suggest that one possible reasoning behind the popularity of share price data

among research is the fact that it is not as easily manipulated as accounting data.

Accounting measures are based on the company’s financial information such as the
accounting records, and are often stated as values, ratios, and percentages. They can be
further divided into three dimensions: profitability, growth, and liquidity & leverage, which
are illustrated in figure 8. Profitability can be measured by net income, return on assets
(ROA) or return on sales (ROS) for instance. Growth of sales is a commonly used indicator
of overall growth, whereas cash flow is a popular measure for the third dimension. (Meglio
& Risberg 2011) As accounting-based performance measures can provide a more direct way
to measure synergistic gains and thus represent the value added by the transaction, mergers
often include write-downs, depreciation, restatements, and even subsequent M&A deals,
which creates noisiness to the accounting data. Therefore, it may be difficult to isolate the

actual effect of the M&A transaction. (Renneboog & Vansteenkiste 2019)

2.5.2 Non-financial performance measures of M&A

Non-financial performance measures can be divided into operational performance and
overall performance, which can be difficult to quantify. As can be noted from figure 8 below,
operational performance consists of marketing, innovation, and productivity. Marketing can
be measured via market share, whereas patent frequency and the number of patents can be
used as measures for innovation, and productivity can be measured by cost synergies for
instance. When it comes to the overall performance of the M&A deal, success can be
measured by the degree of achieved goals set for the deal, and the divestiture of the company

within a chosen time-interval can be used as a measure of survival. (Meglio & Risberg 2011)
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Type of measure Dimensional indicators

Risk (e g Jensen's Alpha Beta)
Market performance
L Market value (e.g. CAR. CAAR_ RSH. SPD. CPD)

Financial
measures r Profitability (e.g. ROA, ROL ROS, Net Income)

Accounting performance Growth (e g Sales growth)

- Leverage. Liqudity and Cash flow (e.g. Cash flow)

| Marketing (e g. Market share)

Operational performance Innovation (e.g. Number of patents)

Productivity (e.g. Cost synergies)

Non-financial

- measures

[ Success (e.g. Attainment of M&A goals)

Overall performance Survival (e.g Divestiture)

Figure 8 Measures of M&A performance (Meglio & Risberg 2011)

2.6 Previous research on M&A and corporate performance

In their study, Meglio & Risberg (2011) state that as M&A performance is not a universal
construct, the different measures used to indicate for M&A performance cannot be compared
as if they were measuring the same thing. However, they argue that finding or developing a
general measure for M&A performance is not desirable or even possible due to differences
between organisations and the circumstances in which M&A activities are done. Rather,
studies should clearly define how performance is measured and which indicators are used
for measuring it. They found that financial measures are the most popular amongst
researchers due to their objectivity and availability. While it is inevitable that data
availability limits the possibilities of the research, they criticise that research only focusing
on what is measurable may wrongly suggest that M&A performance is based on market and
accounting aspects solely. (Meglio & Risberg 2011) This section will present the key

findings of previous research considering M&A and corporate performance.
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2.6.1 Market performance

The typical method for measuring the market performance of acquiring companies is the
event-study methodology, which can be used for measuring both short-term and long-term
shareholder wealth-effects. (Tuch & Sullivan 2007) The assumptions and methodology of
event studies will be discussed in more detail in section 3. The results of studies on the stock-
performance of companies engaging in M&A are not unambiguous. Tuch & Sullivan (2007)
reviewed the existing empirical research on M&A and corporate performance both in the
short run and long run, and found that the majority of studies do not find evidence on positive
shareholder returns on acquiring companies neither in the short nor the long run. This is
supported by the study of Renneboog & Vansteenkiste (2019) as they state that many studies
fail to find evidence on long-term positive shareholder returns following takeovers and the

positive short-run announcement returns often fail to materialise in the long run.

Tuch & Sullivan (2007) focus on the acquirer’s point of view, which is the most common
approach amongst research considering M&A performance (Meglio & Risberg 2011;
Renneboog & Vansteenkiste 2019). While they find no positive acquirer shareholder wealth-
effects following M&A deals, Bruner (2004) and Martynova & Renneboog (2008), however,
suggest that target firm shareholders face positive abnormal returns following bid
announcements. Their findings are supported by Fueller et al. (2002) and Loughran & Vijh
(1997). On the other hand, Moeller et al. (2003) and Moeller et al. (2004) found that the
announcement returns are higher for small acquirers, which suggests that a size effect is
existent in acquisition announcement returns. They even state, that the size of the acquiring
firm is a more important factor than the payment method of the transaction. These deal
characteristics, such as the payment method and the size of the relative firm are widely

discussed among research and will be discussed more thoroughly below.

2.6.2 Accounting performance/Operating performance

As discussed earlier, accounting performance is usually expressed in values, ratios, and
percentages. In their study, Healy et al. (1992) used post-merger accounting data to catch
possible changes in the operating performance of companies engaged in mergers. They

found significant improvements in the merged companies’ operating cash flow returns, as a
9
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result from increased asset productivity. Similar findings have been made by Linn & Switzer
(2001) and Andrade et al. (2001) However, Ghosh (2001) argues that such approach where
the achieved results are compared to industry-median firms are biased, since acquisitions are
usually undertaken after a period of superior performance and the acquirers are often larger
than their industry-peers from the beginning. Thus, he suggests that firm performance and
size should be used as a benchmark rather than the commonly used industry. However, in
their study, Powell & Stark (2005) controlled for industry, performance, and size, but found
no significant difference in the results compared to ones where industry was the only

benchmark used, which does not support the argument by Ghosh (2001).

On the contrary, many researchers have found a decline in the operating performance of
companies engaging in M&A deals. Martynova & Renneboog (2008) state that most studies
focusing on the operating gains of the acquiring company report a decline in the long-term
performance of the merged firms. Gugler et al. (2002) found that for large companies,
mergers often result in decreased profitability and efficiency, while smaller firms are more
likely to gain profits through increased market share or efficiency. Martynova & Renneboog
(2008) conclude that studies which demonstrate a decline in post-merger operating
performance tend to apply earnings-based measures, while cash flow measures are most

common in studies showing an increase in post-merger profitability.

Overall, it is evident that the existing research has failed to find consensus on whether M&A
results in increased shareholder wealth. The lack of consistency among research on M&A
and company performance applies not only to the conclusions but also the methodology and
identification of both dependent and independent variables, and the high rate of M&A
failures indicates that neither scholars nor practitioners have complete understanding of the
complexity of the process or the variables affecting M&A performance. (Finkelstein &

Cooper 2018, 31, Gomes et al. 2013)

As most studies fail to find evidence for increased firm performance and shareholder wealth,
but rather demonstrate a decline in profitability, it remains a riddle why increased
profitability is the dominant motive for M&A and why they continue to gain popularity in
the field of finance and strategic management. (Finkelstein & Cooper 2018, 31-33) As
discussed, the most common approach to study M&A performance amongst scholars is using
financial performance measures and the acquirer’s point of view, and the number one

methodology to carry out such studies is the event study methodology, followed by
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accounting studies. The methodology chosen for this study will be further discussed in

section 3.

2.7 The impact of deal characteristics

The impact of deal characteristics on M&A performance has been widely researched among
scholars, but there is no consensus about up to which stage factors such as the mood of the
bid, the method of financing the transaction, the relative size of the acquirer and the industry
relatedness of the firms engaging in the deal impact the outcome and successfulness of the
transaction. This section introduces the most commonly studied deal characteristics and

present the findings of previous literature considering their impact on M&A performance.

2.7.1 The mood of the bid

The mood of the bid is commonly characterised as either hostile or friendly. In the case of a
friendly bid, the boards of the engaged parties agree to recommend the bid to their
shareholders, whereas in the case of a hostile bid, the target company’s board does not
recommend such acceptance to its shareholders and the bidder tries to win their approval.
Some early studies relating to the mood of takeover bids suggested that managements self-
interest was the most likely motivation behind hostile bids. Additionally, the common
interpretation of hostile bids was that the management of the target company had failed to
achieve shareholder objectives and hence was afraid of being replaced following the
acquisition. However, some studies have been able to combine managerial hostility to

increased post-acquisition shareholder wealth, see e.g., Tuch & Sullivan (2007)

Thus, the research regarding the mood of the acquisition has shown varying results. Some
studies have reported positive abnormal results following opposed bids and negative
abnormal returns following unopposed bids, whereas some scholars have not been able to
find significant abnormal returns following neither hostile nor friendly takeovers. (Tuch &
Sullivan 2007) However, the overall conclusion by Tuch & Sullivan (2007) suggests that
while hostile bids may result in losses during the announcement period, they may provide

the acquirer with more gains in the long run.
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2.7.2 The payment method of the deal

According to Tuch & Sullivan (2007), several studies have shown that hostile takeovers and
tender offers are commonly financed by cash, whereas friendly takeovers often include an
equity component. They state that the evidence on cash bids resulting to better performance
both in the short and long term compared to stock financed acquisitions is fairly consistent.
The reasoning they believe could be behind the choice of cash vs. stock is that the acquirers
are likely to choose cash as a payment method when they believe that their shares are
undervalued, and equity when they think the opposite, which is supported by Renneboog &
Vansteenkiste (2019). This is due to the fact that cash bids may provide the signal that a
post-merger increase in the market price of the firm is expected, whereas equity-paid
transactions will result in a share price dilution and management is likely to expect lower

firm performance in the future. Tuch & Sullivan (2007)

Despite the findings of Gomes et al. (2013) where they state that friendly takeovers financed
with cash tend to perform better than the ones financed by equity, only a few studies have
been able to report positive announcement returns for equity-financed transactions.
However, multiple studies have shown that cash acquisitions result in either smaller losses
than equity acquisitions, or even gains, and hence it can be concluded that they are likely to

result in better post-acquisition performance than stock bids. (Tuch & Sullivan 2007)

2.7.3 Industry relatedness of the parties

As discussed earlier, one of the most common motives for M&A activities are synergies.
Thus, scholars argue that the industry-relatedness of the engaging firms plays a crucial role
in whether the synergistic effects are realised or not. Acquisitions of related companies are
more likely to provide economies of scale and corporate control benefits, whereas the
acquisition of unrelated companies may in the best-case scenario provide financial and
administrative synergies. (Singh & Montgomery (1987) in Tuch & O’Sullivan 2007)
Industry-related firms are also expected to be better “strategic fits” for each other and
therefore provide better post-merger performance as the acquirer is expected to have the
required skills and resources to manage the target firm compared to unrelated acquisitions.

(Tuch & O’Sullivan 2007; Renneboog & Vansteenkiste 2019)
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While theory suggests that related acquisitions should enjoy higher returns compared to
unrelated deals, some studies have found no evidence on better operating performance
following industry-related acquisitions relative to diversifying mergers. Positive abnormal
returns have been reported for both related and unrelated acquisition announcements, but
according to the study made by Tuch & O’Sullivan (2007), investors do not seem to fully

trust the synergistic opportunities of industry-unrelated acquisitions.

2.7.4 Relative size of the target and acquirer

According to the study made by Tuch & Sullivan (2007), previous literature on deal
characteristics has reported a number of reasons why the acquisition of larger organisations
may result in enhanced post-M&A performance. As the number of potential acquirers is
smaller in the case where small companies acquire larger ones, they may have more
negotiation power due to less competition. Additionally, while the acquisition of a larger
firm is likely to require more planning and effective risk recognition from a smaller bidder,
the deals are exercised with more care as the economic impact on the acquirer’s performance

is relatively high. (Tuch & Sullivan 2007)

The findings of Tuch & Sullivan (2007) find no consensus on whether the relative size of
the acquirer and target firm has an effect on the deal performance. According to their
research, some early studies have reported positive abnormal returns in cases where the
bidder has announced to acquire a relatively larger company. However, negative abnormal
returns have also been reported in cases where the bidder is very large in relation to the
target. The study made by Gomes et al. (2013) suggests that a balance of size between the

engaging parties is favourable for the outcome of the deal.
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3 Data and methodology

3.1 Data

The data of the study is collected from the Bloomberg terminal. The M&A deals included in
the study are announced between years 2010-2019, and the acquirers are all included in the
S&P 500 index. For a transaction to be included, it had to fulfil the following conditions: the
acquirer had to seek for 100% ownership of the target and the deal had to be completed.
Additionally, transactions where the acquirer had engaged in multiple M&A actions during
the research period were removed from the sample to avoid bias in the stock price reactions.
Data was collected on the engaging parties’ home countries, industries, and the payment
method of the transactions. The daily stock closing prices for years 2009-2020 were
collected for all the sample acquirers, after which the ones with incomplete stock data were
removed from the sample. This resulted in a sample of 97 M&A deals announced between

2010-2019.

As can be noted from Figures 9 & 10, most of the deals included in the sample are industry
related and domestic, indicating that a majority of deals in the U.S market are done between

companies within same industries and home countries.

B Domestic
¥ Cross-border

u Industry-related

Conglomerate

Figure 9 Industry related vs. conglomerate deals Figure 10 Domestic vs. Cross-border deals

Additionally, figure 11 presents the different payment methods and their respective
representation percentages in the sample population. Most of the deals (70%) of the sample
population are financed by cash, 21% of the deals are hybrid and only a small portion are

fully equity-financed.
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Cash Stock Cash & Stock

Figure 11 Payment methods of the sample deals

3.2 Research methodology

Event study methodology is a commonly used method to measure the effect of a specific
event into a firms’ value using financial market data. It has been widely used in economics
and law, due to its applicability to address an event’s economic impact to a particular class
of a company’s securities, common equity being the most frequent. As discussed, the event-
study methodology can be used for measuring both short-term and long-term shareholder

wealth-effects.

The measurement of abnormal stock returns is fundamental for event studies. While
conducting an event study, the definition of the companies included and the period over
which the effects of a certain event are studied are the first steps of the analysis. This period
is referred to as the event window, which is often defined so that it includes at least the day
of the announcement and the day after the announcement to capture the price effects
occurring after stock market closure on the day of the announcement. (MacKinlay 1997)
Figures 12 & 13 below present the event windows for both short- and long-term analysis,
including the estimation window used for determining the expected returns for the sample

firms.
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Estimation window Event window

A )

T-250 T1 T T+1 T+5 T+1y

Figure 12 Short-term event window

Estimation window Event window

A )

T-250 1 T T+ly

Figure 13 Long-term event window

For the companies included in the sample, daily closing prices of their stocks were computed

into daily logarithmic returns with the following formula:

Ri = In (1) @)
where:
R;¢ = the actual returns of the security at time t
P = the price of the security at time t
Pie—1y = the price of the security at time t-1

As will be discussed below, calculating the benchmark returns for the security requires
computing daily returns for the market portfolio, which in this case is the S&P 500 index.
Similarly as the daily returns of the sample firms, the daily logarithmic returns of the market

portfolio are calculated as follows:

Pm
R =In (;2) G)

where:

Rt = the actual returns of the security at time t
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Pt = the price of the security at time t

Pre-1) = the price of the security at time t-1

3.2.1 Measuring profitability of M&A

As discussed, the measurement of the event’s impact on the firm’s equity requires computing
the abnormal returns, which are calculated as the ex-post return of the firm over the event
window minus the normal expected return. For the short-term wealth effect analysis, the

cumulative abnormal returns will be computed. The formula of abnormal returns is defined

as follows:
ARy = Ry — E(Ry|Xy) “4)
where:
AR;; = the abnormal returns of the security
R;¢ = the actual returns of the security

E(R;:|X;) =the normal expected returns of the security over time period t.

X, reflects the conditioning information (either the constant or the market return) for the
normal return model. It can be defined either as a constant, or the market return. While the
constant mean return model expects that the mean return of the given security remains
constant over time, the marked model assumes a linear connection between the returns of
the security and the market. Defining the estimation window is also essential while
estimating the parameters for the normal return model. The most common approach is to

define the estimation window as a period prior to the event window.

After computing the parameter estimates of the normal performance model the abnormal
returns can be calculated and the testing framework designed. Designing the testing
framework includes defining the null hypothesis and method to aggregate the firm-specific

abnormal returns. (MacKinlay 1997)

This study will be conducted using the market model as the conditioning information for the

normal return model, and the market portfolio used in the study is the S&P 500 Index. The
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market model relates the return of the given security to that of the market portfolio, and is

defined as follows:

Rit = a; + BiRmt + €t 5)
where:
R;¢ = return on security i for time period t
Rt = return on the market portfolio for time period t
it = the zero mean disturbance term

a; and 5; = the parameters of the market model

To be able to draw conclusions from the abnormal returns, they must be aggregated, both
through time and across securities. To account for the aggregation of abnormal returns for
an individual security through time, the cumulative abnormal returns (CARs) are calculated

using the formula below:

CAR; = I, ARy, ©)

Furthermore, the aggregation of the abnormal returns of individual securities is essential for
the investigation of abnormal returns across securities. This is done by calculating the sample

average abnormal returns (AR) via the following formula:
- 1
AR, = N Iivzt ARy (7)

This allows the analysis of the abnormal returns for any event period. To analyse the
abnormal returns through the complete event window, cumulative average abnormal

returns (CAR) are computed:

5 1
CAR; = N ?,:t CARy (®)

The statistical significance of the average abnormal returns and the cumulative average
abnormal returns will be tested with the cross-sectional t-test, due to the varying event

windows on each deal. The test statistic for testing Hy : E(AR) = 0 (the mean of the abnormal
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returns within the event window is zero, i.e. no statistically significant abnormal returns are

present following the event) is given by:

AR;
tag, = VN = 9)

O'ARt

where 0 AR, denotes the standard deviation of firms at time t based on:

1

AR = 5=

¥ \(ARy — AR (11)

and the test statistic for testing H, : E(CAR) = 0 is given by:

AR,
UCaR, = ‘/Namt (12)

where 0 CAR; denotes the standard deviation of the cumulative abnormal returns across the

sample based on:

oCAR, = \/ﬁ N (CAR; — CAR)"2 (13)

(eventstudytools, 2022).

3.3 The usage of CAARSs in previous studies

The usage of CAARs as the measure for short-term and long-term profitability of M&As
have been used in previous research for decades. Earlier research by Haugen & Udell (1972),

Mandelker (1974), Dodd, P (1980), Loderer & Martin (1992) has shown that while much
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work is left to be done in the field on M&A research, the acquirer shareholders seem to earn
positive abnormal returns following takeover actions both on the short and on the long-term.
However, Bradley et. al (1988) found that while the short-term results of M&A create
positive average abnormal returns for the acquirer shareholders, the long-term wealth effects

are significantly negative.

More recent research by for instance Moeller et. al (2004) and Faccio et. al (2006) has
presented varying results on both short- and long-term shareholder wealth-effects and
showed that deal-characteristics such as the payment method of the deal and the industry-
relatedness of the parties can result in opposite results regarding abnormal returns. This is in
line with the findings of Maquiera et al. (1998) and Rau & Vermaelen (1998) who presented
both negative and positive average abnormal returns depending on deal characteristics such
as the payment method of the deal. The findings of Maquiera et. al (1998) represented the
short-term outcomes of M&A while Rau & Vermaelen (1998) investigated long-term

shareholder wealth-effects following M&A actions.

Martynova & Renneboog (2008) made a concluding study in which they compared the
results of more than 100 M&A research papers. They found that on average, the shareholders
of the acquiring firms earn abnormal returns statistically indistinguishable form zero around
the announcement date. On a slightly longer timescale, around 1-month post announcement
date, they found that the acquisition type (i.e., hostile vs. friendly & cash vs. stock) seems to
have a role in defining the successfulness of the deal. They state that equity-financed
acquisitions underperform all-cash bids and that the CAARS of friendly bids are
significantly higher than those of hostile takeovers. However, in their study Martynova &
Renneboog (2008) state that despite the deal characteristics, the acquiring companies earn

insignificant cumulative average abnormal returns both prior and at the announcement date.

According to Martynova & Renneboog (2008), studies implying the market model as their
estimation for the benchmark return tend to report significant negative cumulative average
abnormal returns during the first years following takeover actions. According to the studies
presented in their research, the possible insignificance of the abnormal returns tends to
disappear when introducing the effects of deal characteristics into the study. It is done via
partitioning the population consisting of all deals into subsamples depending on the means

of payment, bid status and industry-relatedness for instance.
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All-equity financed deals seem to yield significantly negative long-term returns, while the
returns of all-cash deals sometimes result in positive abnormal returns. Somewhat
surprisingly, unrelated acquisitions (i.e., where the parties are not industry-related) seem to
outperform industry-related deals on the long-term. In conclusion, the evidence suggests that
M&As mostly lead to significantly negative shareholder wealth-effects in the long-run.
However, the impossibility of extracting the pure takeover effect from other events occurring
during the event period of several years and the assumption of capital market efficiency
should be kept in mind when drawing conclusions from M&A studies. (Martynova &

Renneboog, 2008)
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4 Results

The aim of the study was to investigate whether M&As increase shareholder value in the
short term and/or in the long term. This section will present the results for both the short and
long-run studies, as well as the results from breaking down the sample population into
domestic deals, industry related deals, and deals financed with cash. Both short and long-
term wealth effects are investigated with cumulative average abnormal returns, as well as
whether the deal characteristics such as the payment method of the deal, the industry-
relatedness of the target and acquirer and the home countries of the deal companies play a

role in the future shareholder wealth effects of the deal.

4.1 Short-term wealth effects

As discussed, the short-term shareholder wealth effects of M&As have been measured with
cumulative abnormal returns. Table 1 presents the results of the short-term analysis, showing
that on the timeline of -1 to 1 days around the announcement date, the shareholders on
average earn a -0,497% abnormal return, whereas on the day of the announcement, there is
a negative 0,019% abnormal return on the acquirers’ stock. Similarly, the five days post-
announcement time window indicates for negative shareholder wealth-creation. During the
first month after the announcement, the shareholders seem to continue earning even bigger
losses, indicated by the 3,88% negative cumulative average abnormal return presented in
Table 1. However, it should be noted that these results are not statistically significant and
therefore should be interpreted with caution. In conclusion, the short-term abnormal returns

of the study do not statistically differentiate from zero.
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Table 1 Short-term wealth-effects

[t1, t2] CAAR STDEV t-value p-value
[-1,1] -0,497 % 0,0681 -0,7183 0,4743
[0,0] -0,019 % 0,0348 -0,0538 0,9572
[-1,5] -0,979 % 0,1240 -0,7777 0,4387
[-1,1m] -3,882 % 0,2276 -1,6797 0,0963

This table presents the cumulative average abnormal returns, their
standard deviations and t-statistics as well as the p-values indicating
their statistical significance for the short-term event windows:

[-1,1] = from pre-announcement day to 1 day post-announcement
[0,0] = the announcement day

[-1,5] = from pre-announcement day to 5 days post-announcement
[-1,1m] = from pre-announcement day to 1 month post-announcement

4.2 Long-term wealth-effects

The long-term time window was set from -1 days to 1 year following the announcement
date, as presented in Table 2. While the short-term results showed no statistical significance,
the statistically significant cumulative abnormal returns that the acquirer shareholders earn
are -10,7% on average for the whole sample population during the 1-year time scale after
the announcement. Altogether, the results of table 1 and 2 indicate that M&As do not

increase shareholder wealth in the short- nor the long-run.

Table 2 Long-term wealth-effects

[t1, t2] CAAR STDEV t-value p-value

[-1,1y1] 10,717 % 0,4259 -2,4781 0,0150*]
This table presents the cumulative average abnormal returns, their
standard deviations and t-statistics as well as the p-values indicating
their statistical significance for the long-term event window:

[-1,1y] = from pre-announcement day to 1 year post-announcement

4.3 Industry-related deals

The industry-relatedness of the target and acquirer yielded statistically significant results on
the 1-month and 1-year time scale, but the cumulative average abnormal results continue to
be negative both on short and long-term. Around the announcement date, the average
abnormal returns are -0,47% and continue to grow as time passes. The negative wealth-

effects that have realised during the first year after the announcement date are 12,4% on
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average within the sub-sample consisting of only deals made between industry-related

companies. However, only the 1-month and 1-year results are statistically significant (5%

confidence level) within this sample. (Table 3)

[t1, t2]
['1!1]
[0,0]
[-1,5]
[-1,1m]
[-1,1y]

Table 3 Industry-related deals

CAAR STDEV t-value p-value
-0,472 % 0,0732 -0,6351 0,5269
-0,081 % 0,0384 -0,2075 0,8360
-1,441 % 0,1415 -1,0029 0,3184
-5,407 % 0,2598 -2,0503 0,0431*

-12,401 % 0,4422 -2,7623 0,0069**

This table presents the cumulative average abnormal returns for industry
related deals, their standard deviations and t-statistics as well as the p-
values indicating their statistical significance for different event windows:

[-1,1] = from pre-announcement day to 1 day post-announcement
[0,0] = the announcement day

[-1,5] = from pre-announcement day to 5 days post-announcement
[-1,19m] = from pre-announcement day to 1 month post-announcement

[-1,1y] = from pre-announcement day to 1 year post-announcement

4.4 Domestic deals

When investigating a sub-sample consisting only of domestic deals, the short-term wealth

effects seem to be positive, i.e., 0,126% during the -1 to 1 timescale, 0,353% on the event

day and 0,735% on the five days post-announcement date time window. However, as shown

in Table 4, these results once again do not show statistical significance. On the one month

and one year time scales, the cumulative average abnormal returns are statistically significant

at the 10% level, but again indicate for negative shareholder wealth creation following the

deal.



[t1, t2]
[-1,1]
[0,0]
[-1,5]
[-1,1m]
['1!1y]
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Table 4 Domestic deals

CAAR STDEV t-value p-value
0,126 % 0,0553 0,2245 0,8229
0,353 % 0,0218 1,5947 0,1141
0,735 % 0,0558 1,2977 0,1975

-1,868 % 0,1069 -1,7205 0,0886
-11,819 % 0,4199 -2,7721 0,0067**

This table presents the cumulative average abnormal returns for domestic
deals, their standard deviations and t-statistics as well as the p-values
indicating their statistical significance for different event windows:

[-1,1] = from pre-announcement day to 1 day post-announcement
[0,0] = the announcement day

[-1,5] = from pre-announcement day to 5 days post-announcement
[-1,9m] = from pre-announcement day to 1 month post-announcement
[-1,1y] = from pre-announcement day to 1 year post-announcement

4.5 Deals financed with cash

As discussed, some studies have shown that the payment method of the deal has a significant

effect on the deal performance. As shown in Table 5, the cumulative abnormal returns for

the first time period seem to be slightly positive (0,137%) whereas all the other timescales

including the day of the announcement yield negative returns for the shareholders of the

acquirer according to this study.

[t1, t2]
[-1,1]
[0,0]
[-1,5]
[-1,1m]
[-1,1y]

Table 5 Cash-financed deals

CAAR STDEV t-value p-value
0,137 % 0,0755 0,1788 0,8585
-0,219 % 0,0394 -0,5473 0,5854
-0,944 % 0,1505 -0,6175 0,5383
-3,884 % 0,2769 -1,3813 0,1704
-5,058 % 0,3756 -1,3263 0,1879

This table presents the cumulative average abnormal returns for cash-
financed deals, their standard deviations and t-statistics as well as the p-
values indicating their statistical significance for different event windows:

[-1,1] = from pre-announcement day to 1 day post-announcement
[0,0] = the announcement day

[-1,5] = from pre-announcement day to 5 days post-announcement
[-1,9m] = from pre-announcement day to 1 month post-announcement
[-1,1y] = from pre-announcement day to 1 year post-announcement

However, the one-year cumulative average abnormal returns seem to be notably lower (-

5,058%) within the population consisting of only deals financed by cash than in the other
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sub-samples. Once again, it should be noted that this study is not able to find statistically
significant cumulative abnormal returns for deals financed with cash and thus these results

should also be interpreted with caution.

4.6 Deals that are industry-related, domestic & financed with cash

Some research has shown that deals which are industry-related, domestic, and financed by
cash seem to be most successful, which is why such deals are studied in their own sub-
sample. As can be noted from table 5 below, the cumulative average abnormal returns are
positive during the first three time-periods, but negative during the one-month and one-year
horizon. The announcement date cumulative average abnormal return is very low (0,012%)
but the -1 to 1 days around the announcement date period indicates a 1,563% shareholder
wealth effect on the deals within this sub-sample. The -1 to 5 days period shows similar
results, i.e., a positive 1,629% cumulative abnormal return on the acquirer’s stock. The
results of this sub-sample indicate for positive shareholder wealth-creation in the short-term,
whereas in the long-term M&A actions seem to destroy value. The cumulative average
abnormal returns are statistically significant for all the periods, except for the event day for

deals that are industry-related, domestic, and financed by cash.

Table 6 Industry-related, domestic & cash-financed deals

[t1, t2] CAAR STDEV t-value p-value
[-1,1] 1,563 % 0,0510 3,0207 0,0032**
[0,0] 0,012 % 0,0170 0,0683 0,9457
[-1,5] 1,629 % 0,0548 2,9288 0,0043**
[-1,1m] -3,057 % 0,1198 -2,5139 0,0136*
[-1,1y] -6,016 % 0,2788 -2,1251 0,0361*

This table presents the cumulative average abnormal returns for
industry-related, domestic and cash-financed deals, their standard
deviations and t-statistics as well as the p-values indicating their
statistical significance for different event windows:

[-1,1] = from pre-announcement day to 1 day post-announcement
[0,0] = the announcement day

[-1,5] = from pre-announcement day to 5 days post-announcement
[-1,1m] = from pre-announcement day to 1 month post-announcement
[-1,1y] = from pre-announcement day to 1 year post-announcement
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In conclusion, the results of the study indicate that M&As seem to result in negative
shareholder value being created for the acquirers. In addition, the longer the timescale, the
bigger the shareholder losses (i.e., the bigger the negative cumulative average abnormal
returns). On the 1-year timescale, all the results presented above indicate for statistically
significant (expect for deals financed with cash) negative cumulative abnormal returns,
whereas the results of the short-term wealth effects are more divergent. The returns on the
event day are not statistically significant in any sub-sample, and the -1 to 1 timescale
cumulative average abnormal returns are positive only in domestic and cash financed deals.
The -1 to 5 days period shows statistically significant results for one sub-sample only. The
cumulative average abnormal returns are very low and mostly negative, indicating that
shareholder value is not created through M&A actions. A summary of all the results is

presented in Table 7.

Table 7 Summary of wealth-effects

CAAR; IR,
[t1, 2] CAAR; All CAAR; IR CAAR; Dom CAAR; Cash Dom, Cash
[-1,1]] -0,497 % -0,472 % 0,126 % 0,137 % 1,563%**
[0,0]] -0,019 % -0,081 % 0,353 % -0,219 % 0,012 %
[-1,5]] -0,979 % -1,441 % 0,735 % -0,944 % 1,629%**
[1,Am]| -3,882%  -5,407%" -1,868 % -3,884 % -3,057%*
[-1,1y]1| -10,717%* -12,401%** -11,819%"* -5,058 % -6,016%*

This table presents the cumulative average abnormal returns for all sub-samples,
with the asterisks indicating their statistical significance on different event windows:

[-1,1] = from pre-announcement day to 1 day post-announcement
[0,0] = the announcement day

[-1,5] = from pre-announcement day to 5 days post-announcement

[-1,1m] = from pre-announcement day to 1 month post-announcement

[-1,1y] = from pre-announcement day to 1 year post-announcement
An additional robustness check was performed by calculating the market adjusted returns
for all samples, see appendices 1-5. This resulted in slight differences in the cumulative
average abnormal returns and their statistical significance for the sub-samples of cash-
financed deals and deals that are industry-related, domestic, and cash-financed. However,

for the most part, the results remain qualitatively same.

The results of this study seem to be in line with the findings of Martynova & Renneboog
(2008). As discussed above, the shareholders of the acquiring firms mostly earn returns that
are statistically indistinguishable from zero around and at the announcement date, whereas

in the long-term, M&A actions seem to destroy value, indicated by the significantly negative
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post-transaction abnormal returns. As mentioned, and presented by the tables above, deal
characteristics such as the payment method of the deal, the industry-relatedness of the parties
and the home countries of play a role in the successfulness of the deal, shown by several
studies. However, the magnitude of their effect and the absolute impact (negative vs.

positive) on the abnormal returns remain controversial.
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5 Conclusions

The aim of this study was to investigate whether M&As create shareholder wealth-effects
both in the short- and/or the long-term. Within the short-term analysis there were three
different time periods, the announcement date, -1 to 1 days before/after the announcement
date and one month post-announcement date. The long-term analysis was made from the
announcement date to 1 year post-announcement. The study was conducted using
cumulative average abnormal returns and comparing them to a benchmark return. The data
of the study consisted of 97 deals made in the U.S. (acquirer home country), and the deals

were partitioned into subsamples depending on their deal characteristics for further analysis.

5.1 Linking the study to previous literature

As discussed, the results of previous research on whether M&As create shareholder wealth-
effects are inconsistent. Whether studying the short- or long-term successfulness of the
transactions and apart from the methods used, the existing evidence on whether they pay off
or not is not unanimous. While several studies have found significant positive cumulative
abnormal returns following takeover actions, for the most part this study is not able to
support those results. Apart from one subsample, this research found no statistically
significant positive cumulative average abnormal returns following M&A transactions.
These findings are in line with the results presented by Martynova & Renneboog (2008),
who made a concluding study about the findings of over 100 studies on the M&A field.
According to their research, most deals do not create positive shareholder wealth-effects in

the short-term.

The long-term findings of this study are also in line with the results presented by Martynova
& Renneboog (2008). This study is not able to find positive abnormal returns following
takeover actions, but instead, the results indicate for significantly negative shareholder value
being created during the first year after the announcement. The findings stated above are
also in line with Tuch & Sullivan (2007), who reviewed the existing empirical research on
M&A and corporate performance both in the short run and long run. Tuch & Sullivan (2007)

found that the majority of studies do not find evidence on positive shareholder returns on
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acquiring companies neither in the short nor the long run. This is also supported by
Renneboog & Vansteenkiste (2019) as they state that many studies fail to find evidence on
long-term positive shareholder returns following takeovers and the positive short-run

announcement returns often fail to materialise in the long run.

5.2 Limitations of the study

Although the findings of this study are in line with research papers reviewing various studies
on the field of M&A, it is in contradiction with multiple papers which have been able to find
significantly positive cumulative average abnormal returns following takeover
announcements. Martynova & Renneboog (2008) state that according to their research, most
of the gains from M&A activities are captured by the target’s shareholders, which indicates
that the total takeover gains should be taken into consideration when determining the
successfulness of the deal, instead of solely focusing on the acquirer’s point of view. Even
though this study takes into consideration some of the deal characteristics shown to be of
importance within the field of M&A, there are multiple determinants such as the relative size

of the parties or the mood of the bid, that are not considered in this research.

It should also be noted that the estimation window used to determine the expected returns
for the sample firms only ends two days before the announcement date, and thus can be
biased if there are information leakages in the market. In other words, an estimation period
which ends further away from the deal announcement date is recommended to prohibit the
effects of information leakages in the analysis and thus make the results more reliable. The
usage of CAARs as the sole metric of the successfulness of the deal also limits the reliability
of the study. Although cumulative average abnormal returns have been used to measure the
short-term and long-term profitability of M&As for decades, other metrics should be
incorporated in order to generate more reliable results. Additionally, shareholder wealth-
creation is not the only factor determining the successfulness on M&A actions, and this study
does not take into consideration accounting performance measures such as growth and

profitability or non-financial performance measures such as market share and cost synergies.
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5.2 Suggestions for further research

Suggestions for future research can be drawn from the limitations of this study presented
above. That is, considering all the deal characteristics shown to be of importance by previous
studies within the field of M&A as well as observing the overall gains from the deal instead
of solely focusing on the acquirers or target’s point of view is recommended. Due to possible
information leakage and its effects on the share price reactions before the announcement
day, it is desirable to determine the estimation period so that it ends well before the
announcement date, i.e., more or less a month from the day of the announcement.
Additionally, the usage of multiple metrics, both financial and non-financial is recommended
due to the fact that there are more determinants to the successfulness of the deal than
shareholder wealth creation. However, the impossibility of extracting the pure takeover

effect from other events occurring during the event period remains to be unresolved.
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Appendices

Appendix 1. Market adjusted returns for the whole sample

[t1, t2] CAAR STDEV t-value p-value
[-1,1] -0,022 % 0,0533 -0,0401 0,9681
[0,0] 0,269 % 0,0223 1,1875 0,2380
[-1,5] 0,106 % 0,0523 0,1993 0,8425
[-1,1m] -1,733 % 0,0950 -1,7954 0,0757
[-1,1y]] -10,734 % 0,3308 -3,1962 0,0019**

This table presents the market adjusted cumulative average abnormal
returns, their standard deviations and t-statistics as well as the p-values
indicating their statistical significance for the short-term event windows:

[-1,1] = from pre-announcement day to 1 day post-announcement
[0,0] = the announcement day

[-1,5] = from pre-announcement day to 5 days post-announcement
[-1,9m] = from pre-announcement day to 1 month post-announcement
[-1,1y] = from pre-announcement day to 1 year post-announcement

Appendix 2. Market adjusted returns — Industry-related deals

[t1, t2]
[-1,1]
[0,0]
[-1,5]
[-1,1m]
['1,1y]

CAAR STDEV t-value p-value
-0,254 % 0,0591 -0,4238 0,6727
0,132 % 0,0241 0,5416 0,5893
-0,110 % 0,0568 -0,1902 0,8495
-1,641 % 0,0999 -1,6175 0,1090
-11,492 % 0,3626 -3,1215 0,0024**

This table presents the market adjusted cumulative average abnormal
returns for industry related deals, their standard deviations and t-statistics
as well as the p-values indicating their statistical significance for different
event windows:

[-1,1] = from pre-announcement day to 1 day post-announcement
[0,0] = the announcement day

[-1,5] = from pre-announcement day to 5 days post-announcement
[-1,1m] = from pre-announcement day to 1 month post-announcement
[-1,1y] = from pre-announcement day to 1 year post-announcement
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Appendix 3. Market adjusted returns — Domestic deals

[t1, t2] CAAR STDEV t-value p-value
[-1,1] -0,201 % 0,0573 -0,3448 0,7310
[0,0] 0,239 % 0,0233 1,0125 0,3138
[-1,5] -0,182 % 0,0561 -0,3190 0,7504
[-1,1m] -1,885 % 0,1026 -1,8105 0,0733
[-1,1y] -13,356 % 0,3606 -3,6474 0,0004***

This table presents the market adjusted cumulative average abnormal
returns for domestic deals, their standard deviations and t-statistics as well
as the p-values indicating their statistical significance for different event
windows:

[-1,1] = from pre-announcement day to 1 day post-announcement

[0,0] = the announcement day

[-1,5] = from pre-announcement day to 5 days post-announcement

[-1,1m] = from pre-announcement day to 1 month post-announcement
[-1,1y] = from pre-announcement day to 1 year post-announcement

Appendix 4. Market adjusted returns — Cash-financed deals

[t1, t2]
[-1,1]
[0,0]
[-1,5]
[-1,1m]
[-1,1y]

CAAR STDEV t-value p-value
0,452 % 0,0556 0,8000 0,4257
0,254 % 0,0225 1,1121 0,2689
0,427 % 0,0546 0,7709 0,4427

-1,481 % 0,0882 -1,6537 0,1015
-9,590 % 0,3397 -2,7808 0,0065**

This table presents the market adjusted cumulative average abnormal
returns for cash-financed deals, their standard deviations and t-statistics
as well as the p-values indicating their statistical significance for different
event windows:

[-1,1] = from pre-announcement day to 1 day post-announcement
[0,0] = the announcement day

[-1,5] = from pre-announcement day to 5 days post-announcement
[-1,1m] = from pre-announcement day to 1 month post-announcement
[-1,1y] = from pre-announcement day to 1 year post-announcement



Appendix 5. Market adjusted returns — Industry-related, domestic & cash-financed deals

[t1, t2]
[-1,1]
[0,0]
[-1,5]
[-1,1m]
[-1,1y]

CAAR STDEV t-value p-value
1,137 % 0,0752 1,4907 0,1393
-0,039 % 0,0278 -0,1367 0,8916
0,514 % 0,0756 0,6700 0,5044
-1,349 % 0,1132 -1,1741 0,2433
-12,170 % 0,4601 -2,6051 0,0106*

This table presents the market adjusted cumulative average abnormal
returns for industry-related, domestic and cash-financed deals, their
standard deviations and t-statistics as well as the p-values indicating their
statistical significance for different event windows:

[-1,1] = from pre-announcement day to 1 day post-announcement
[0,0] = the announcement day
[-1,5] = from pre-announcement day to 5 days post-announcement

[-1,9m] = from pre-announcement day to 1 month post-announcement
[-1,1y] = from pre-announcement day to 1 year post-announcement
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