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The last decades increased the activity of mergers and acquisitions have attracted 
many researchers. There has been a lot of literature of M&A, but from the Nordic 
countries there are only a little evidence. Because researchers have not been that 
interested in M&A topic in Nordic countries, this study tries to fill that gap and focus 
on how merger and acquisition deals affect acquirer’s side in Sweden. Sweden is 
the most significant M&A market in the Nordic countries and covering more deals 
than Finland, Denmark and Norway together.  

This study analyzes 120 M&A deals made between 2009 and 2016. Event study 
method is used to test short-term wealth effects on acquirer´s side of the deal. The 
results show that acquiring side shareholders earn on average 1,84% abnormal 
return on announcement date. During the first two days from the announcement, 
shareholders earn cumulative average abnormal returns 3,06%. Little evidence is 
found that different deal characteristics would affect abnormal returns gained in 
M&A. Most clear results show industry-related deals as wealth-building 
characteristics. 
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1. INTRODUCTION 

After the financial crisis and dramatic drop in total value of merger and acquisition 

deals, the global deals trend has recovered to standard and is now an extremely 

healthy level. The year 2007 has been the one of most significant year in history 

when comparing the total values of mergers and acquisitions (M&A) deals. The 

overall worth of deals has already reached over 5,1 trillion US dollars. In the past, 

there have been announced a lot of megadeals. For example, in 2016, the biggest 

telecompany in the US, AT&T Inc called Time Warner Inc for mammoth deal 107,8 

billion US dollars. Even though the last years have been favorable for merger and 

acquisition deals, economic and political uncertainty have affected negatively to 

M&A activity in 2016. Uncertainty all around the world is the result that is caused by 

major events like Trump's victory in U.S. presidential election and Britain’s exit from 

EU. (KPMG 2017) 

With ongoing challenging economic conditions and stagnant growth after the global 

financial crisis have negatively affected to many companies, especially large 

companies. Challenging conditions have decreased the median weighted average 

cost of capital (WACC) of S&P 500 companies. These challenging conditions have 

prompted companies to seek other sources to complement their organic growth. 

Firms have complemented organic growth with acquisitions to access new locations, 

products, and knowledge. Also, the low costs of funding have induced acquisitions. 

(J.P. Morgan 2017) Despite these challenges, global economic growth seems to be 

catching up, after long subdued time. Recently, many economic indicators have 

given signals, which have made global future prospects brighter. The mergers and 

acquisitions have been attractive options in the challenging past to complement 

organic growth; those continue to be engaging in the future.  

The United States has always dominated the field of mergers and acquisitions. The 

year 2016 was no exception. The US accounted for 54 of the top 100 deals 

regarding the target, and 45 of the top 100 regarding the bidder. The United 

Kingdom was also involved in many announced cross-border deals in 2016. Even 

though the US and UK firms are central players in mergers and acquisitions deals, 

Chinese companies have joined the game, and they are the main reason for the 
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excellent drive in M&A in 2015 and 2016. Other companies also in Asia and Europe 

continued to be acquisitive. One interesting point from Nordic countries is that 

Norway is the fifth largest destination country by Financial Services deals and 

Sweden is the third largest destination country by Healthcare & Pharma deals. One 

significant deal in Nordic countries was a merger of Instrum Justitia AB and Lindorff 

Group AB, with the amount of 4,4 billion US dollars. (KPMG 2017) Because of 

dominant roles in M&A deals, the US or the UK markets have been the center of 

attention by researchers and academics in previous literature. Big markets are the 

reason why other smaller countries and markets like from Nordic countries; Sweden, 

Norway, and Finland have received such limited attention. Of course, the volume of 

M&A deals is substantially lower compared to bigger markets, which might be the 

main reason why researchers have not been interested in Nordic countries. 

When comparing Nordic countries, Sweden overcomes other countries with no 

doubt. If comparing countries with M&A deal breakdown by country, both buy and 

sell side, Sweden had 114 buy-side and 93 sell-side deals in the year 2016. Total 

M&A deals done in Sweden were 207. The second was Denmark, whole 66 deals 

done and third Finland; total deals done was 59. When deals in Norway was together 

55, it means that the number of M&A deals done in Sweden exceeds other Nordic 

countries together. These numbers give perspective how more important in M&A 

deals Sweden is compared to others. (EY 2017)  

Increased activity of mergers and acquisitions have attracted many researchers with 

a growing interest in M&A. The topic has been prevalent and raised the debate 

between researchers and academics. It has also conducted numerous empirical 

studies on the issue. Academics have studied the characteristics of M&A from many 

perspectives, like an example how stock markets react to M&A announcements in 

short- or long-run, what kind of features every transaction have and what are the 

wealth effects of domestic and cross-border acquisitions. Of course, not only the 

researchers and companies’ shareholders have interested in the outcome of 

acquisitions. Investors are always seeking opportunities to make profit and 

acquisitions usually give a good alternative for that. Also, the other beneficiaries like 

creditors and suppliers have their personal interest in such kind of deals.  
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Because researchers have not been that interested in M&A topic in Nordic countries, 

this study tries to fill that gap and focus on how merger and acquisition deals affect 

acquirer’s side in Sweden. Sweden is the most significant M&A market in the Nordic 

countries and covering more deals than Finland, Denmark and Norway together.  

1.1 Research objectives and question 

The primary focus of this study is to examine mergers and acquisitions carried out 

by Swedish public companies. The study aims to find out whether there are short 

term wealth effects for Swedish bidders on M&A deals. Are mergers and 

acquisitions creating value or are those seen as value eroding deals by investors 

and shareholders. Like said earlier the Swedish M&A market is the biggest in Nordic 

countries and has more deals by itself compared to the other three countries. 

Therefore, it would be essential to focus on Swedish listed companies.  

Event study one of the most used empirical methods to study mergers and 

acquisitions effects to on short term. This study divides the M&A characteristics into 

three different categories. Those categories are, type of M&A deal, target 

destination and type of financing. Types of deals can be divided into industry related 

and conglomerate. The destination can be split into domestic acquisitions and cross-

border acquisition. Last, of categories, financing type can be divided into three 

different. Either the deals are paid with (1) cash or (2) stock or both with cash and 

stocks which can be categorized as a (3) mixed.  

Based on the existing literature, theories and previous findings on mergers and 

acquisitions, two research question were formed for this study: 

• Does the M&A announcement cause market reaction to the acquirer’s stock 

price in the short term? 

• Is the possible short-term market reaction positive or negative? 

By answering these questions, it is possible to evaluate whether acquisitions in 

Sweden create value for acquiring side in short-term or not. It is focused only on 

acquiring companies because there is not that much research compared to target 
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side. Event study method is used to capture to short-term impact on acquiring firm 

stock price.  

1.2 Theoretical framework and structure of the study 

First part of the paper introduces the mergers and acquisitions. Second part deep 

dives the background and tries to classify different types of M&A’s. Third part of the 

study focuses on most important theories and motives behind the M&A. The fourth 

part presents the existing literature on short-term wealth effects of M&A’s. It also 

shows different characteristics affecting M&A deals short-term differently. Figure 1 

shows theoretical framework of the study which helps to clarify the topic of merger 

and acquisition wealth effects on short-term period. 

 

 

 

 

 

 

 

 

 

 

Figure 1. Theoretical framework 
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2. BACKGROUND OF MERGER AND ACQUISITIONS 

In straightforward meaning, mergers and acquisitions (M&A) are transactions where 

the company’s ownership or functions are sold or merged with participated 

companies. Mergers and acquisitions are two different processes with a slight 

difference in their characteristics.  When mergers are agreements where two 

companies combine their functions into one, acquisitions are seen more like deals, 

where one company purchase other company’s ownership or parts of it. (Ross, 

Westerfield & Jaffe 2013) 

Mergers and acquisitions are known to execute in cyclical waves and to follow 

closely to business cycles. In history, there have been a lot of M&A waves, and 

typically those occur when the economies grow. When the economy is booming, 

more mergers and acquisition deals are done because the companies want to put 

a good account on that growth. Vice versa, when there is an economic downslide, 

less M&A deals are done. (Goergen & Renneboog 2004) One good example was 

the recent financial crisis when the value of total M&A deals dropped 1,2 billion from 

2008-2009 (KPMG 2017).  

Every year the M&A deals are more significant than the year before. It is a trend in 

acquisitions that transactions are made globally, and their size has grown 

substantially. According to Conn, Cosh, Guest and Hughes (2005), the total value 

of acquisitions made cross-border have more than tripled in 2000 when comparing 

to the 1980s. Kang (1993) states that most of the foreign direct investments (FDI) 

are nowadays cross-border mergers and acquisitions. FDI theory is an essential 

part of M&A because it has implications on shareholder wealth effects of M&A deals. 

Kang (1993) also describes in his study that according to foreign direct investments 

theory; multinational companies have a competitive advantage compared to 

domestic companies. This is because the cross-border acquisitions are more 

profitable than domestic deals. One reason is also the imperfect markets (Kang 

1993).  
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The theory Efficient market hypothesis (EMH) was created by Eugene Fama in 

1965. According to Fama’s (1972) theory when the markets are efficient, stock 

prices reflect all the available information both public and private. When the 

information is fully adapted and instantly included, the stocks always trade at their 

fair value, and there are not over or undervalued stocks. Because of very theoretical 

assumptions, Fama created three different forms: strong-form, semi-strong-form, 

and weak-form efficiency. 

Maximizing shareholders wealth is one of the essential financial theories, and it 

should be every company’s primary goal. According to theory, companies should 

invest in every project that has a positive outcome. M&A should be always 

performed in a way to maximize the shareholder's wealth. Of course, both acquiring 

and acquired company are looking for a positive deal for themselves. So, when 

considering shareholder maximization hypotheses, mergers and acquisitions should 

only happen when it benefits both sides of shareholders. (Berkovitch & Narayanan 

1993) 

When talking about acquisitions or takeovers, those include typically numerous 

amounts of different steps and types of transactions. The field for acquisitions is 

extensive, and there are many ways how acquisitions can be executed and 

structured. There are transactions where one company is merging with another one 

to create a new firm and business or where the company is aggressively taking over 

another company like a competitor. (Damodaran 2002, 702) According to Immonen 

(2014, 44-45), mergers and acquisitions can be approached from many different 

perspectives, and those can be a phase in different ways, depending on reviewers’ 

preferences and motive. Overall, we can say that acquisitions are very complex and 

diverse processes what need to be planned and executed with excess care.  

In this chapter it is described the concepts of merger and acquisition, giving the 

understanding how M&A is classified and how the process works from start to end. 

There are multiple different forms of acquisitions and multiple steps in process, this 

chapter summarizes all these together.  
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2.1 Classification of Merger and Acquisition 

Like said, there are various ways how mergers and acquisitions can be formed. 

Damodaran (2002) categorizes acquisitions to four different main forms. These 

forms are merger/consolidation, acquisition of stocks, tender offer, and acquisition 

of assets. The first form: merger or consolidation are like each other but have a little 

difference. In a merger or consolidation, two companies’ boards of directors agree 

to combine their businesses and try to seek approval of stockholders for the 

combining afterward. In most cases, owners of the target company and the bidding 

company can´t argue and must agree to the merger. The difference between merger 

and consolidation is there that in a merger, target company becomes part of the 

acquiring firm and stops their separate business entity. In consolidation, the 

acquiring firm and the target combine their businesses and creates a new firm after 

the merger. Both acquiring firm´s and the target firm´s independent legal existence 

is terminated.  

Acquisition of stocks is the second form. In the acquisition of stocks, acquiring firm 

offers to buy all the outstanding stocks of the target firm directly from the selling 

shareholders, for cash or other securities. With the acquisition of stocks, the buyer 

is assuming ownership of both assets and liabilities. Including all the liabilities from 

the past actions. The stock acquisition might be started as a private purchase offer 

but turn out to a public forum as a tender offer. A tender offer is communicated in 

public like advertisements and mailings where investors propose to buy all the 

stocks for a specific price at a specific time. In tender offers acquiring firm usually 

offers a higher price per share than the original price to allure shareholders to give 

up their shares. It must be remembered that shareholders are not required to sell if 

the offer is not satisfying. Tender offers are usually associated with a hostile 

takeover when buying all the shares directly from the shareholders. (Damodaran 

2002) 

The last form of acquisition is the acquisition of assets. The case is simple; acquiring 

firm buys all the assets of the target firm. In this form, the formal voting by the 

shareholders is needed, and shareholders must approve the deal, which is different 

compared to the acquisition of stocks. (Damodaran 2002; Ross et al. 2013)  



13 

 

Figure 2 summarizes the forms and results of acquisition from the target firms’ point 

of view.  

 

Figure 2. Classification acquisition (Amended from Damodaran 2002) 

 

Additional classification by Tenhunen & Werner (2000, 13) is to categorize 

acquisitions in two different types, diversify and expansive acquisitions. The goal 

with expansive acquisitions is to expand and increase the business related to your 

industry. Tenhunen & Werner (2000, 13) divides expansive acquisitions further into 

two categories, horizontal and vertical acquisitions. In horizontal acquisitions both 

the bidder and target operates within industry and the same position of the 

distribution chain. Those two firms are direct competitors to each other. With these 

kinds of deals, acquiring companies are seeking advantage from economies scale, 

scope and objectives to increase their market share and strengthen their competitive 

position. (Singh & Montgomery 1987) Horizontal acquisitions are believed to be the 

best way to increase a company’s performance (Buckley, Elia & Kafouros 2014). In 

vertical acquisitions, firms are also at the same industry but “vertically” in a different 

position of the distribution chain. This means that firms are not direct competitors 

but with the deal, they tries to secure and increase their efficiency in production and 

supply chain. 

Diversify acquisitions is divided into concentric and conglomerate acquisitions. The 

focus in these kinds of acquisitions is to expand to different industries in goal to 

secure future growth and profitability. It is common in concentric acquisitions that, 
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firms are operating in similar markets and have similar marketing and supply 

channels. Firms can also be using similar technology or have similar research and 

development functions. Focus and goal in concentric acquisitions are to expand 

business using similarities between acquiring firm and target firm operations. The 

last type of acquisitions is conglomerate acquisitions. (Tenhunen & Werner 2000, 

13) According to Ross et al. 2013, in conglomerate acquisitions, two firms, acquiring 

firm and target firm are different from each other and have no similar operations. 

Companies are looking for diversity and possibilities to expand their business to new 

markets with new products and services. Figure 3. draws the types of mergers and 

acquisitions all together. 

 

Figure 3. Types of acquisitions (Amended from Tenhunen and Werner 2000) 

 

Overall company can strive to grow their business by developing and expanding 

their business in organic way. There are also many types for mergers and 

acquisition, and choice depends on how fast and what kind of growth or expansion 

the company is looking for (Damodaran 2002). The focus is always to increase the 

company’s value and further the shareholders wealth. Like said earlier, M&As offers 

quicker way to achieve wanted growth and increase in value. Especially, when 

company seeks expansion to new markets, the acquisition will result in completed 

local expertise and a ready customer base (Ross et al. 2013). According to 

Tenhunen & Werner (2000, 60-61), the speed of an acquisition compared to organic 
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growth can motivate to choose the option of M&A, if the possible benefits from 

acquisition cannot be achieved within a reasonable time by internal growth. 

2.2 Process of M&A 

Immonen (2014, 45) categorizes merger and acquisition process into three 

simplified phases. The author also states that acquisitions can be approached and 

phased in many different, depending on acquirers’ preferences and the situation in 

hand. Immonen´s simplified categorization divides the M&A process into the 

planning, execution and adaptation phases. In figure 4. phases are pictured into 

process chart of mergers and acquisitions.  

 

Figure 4. Process of Merger and Acquisition (Immonen 2014) 
 

The first phase is planning, and it usually starts with screening the targets. Criteria 

can vary, and effective criteria for acquisition can be for example capital productivity, 

product range, distribution channels, customer structure, market position, 

management and personnel, and tax factors. Planning should be done with care. 
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The acquirer should develop a purchasing strategy and define the guidelines and 

goals for the acquisition. Careful planning also considers already the last phases of 

acquisitions like after care. After screening and finding the possible target, acquirer 

needs to define financial details of the target. Acquirer needs to focus on valuation 

and finding the possible synergies but also determine prospects for the business, 

profitability, organizational performance, and efficiency. (Immonen 2014, 44-45) 

Valuation is in a key role when determining the purchasing price. Valuation can be 

done multiple ways, and the most common ones are models based on free cash 

flows plus market multiples and dividend-based valuation model. What valuation 

method to use is always company and market dependent, and usually, there is not 

only one right model to use. Therefore, it is well-advised to use more than a one 

valuation model to determine the value and after that analyze the results and 

evaluate the suitability of the methods. (Katramo, Lauriala, Matinlauri, Niemelä, 

Svennas, Wilkman 2011) When the suitable target has been found, acquisition 

moves to the execution phase. 

In execution phase firms will negotiate about the terms of the deal and execute the 

acquisition deal. One of the essential details of negotiation is the payment method 

and deal financing. Price agreed to is dependent on the future earnings of the 

acquired company. At the time of trade, only a fixed down payment is paid by 

acquirer. Due Diligence is essential part of execution phase, which means careful 

examination of the target of the acquisition. The purpose of the careful inspection is 

to ensure that the buyer is getting a proper and comprehensive evaluation of 

different parts to secure the purchase price and to identify all factors of legal and 

financial safety and control the associated risks. Due diligence is done by an 

independent third party to ensure everything is done right and acquirer is getting 

what was promised. (Immonen 2014, 45-48) 

Adaptation is the last phase. In this phase, two companies and their processes are 

adapted and integrated with each other. Angwin & Meadows (2015) argues that the 

adaptation phase after the acquisitions is one of the most critical parts of the M&A 

process and most delicate for value creation. Immonen (2014, 45-46) also states 

that adaptation is a susceptible and challenging process and not all the experiences 
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are exclusively positive. Many difficult questions are linked in this matter, and those 

should be resolved to ensure preconditions for business and personnel. Success of 

adaptation and integration phases are the most critical one to succeed in mergers 

and acquisitions. 

Adams & Neely (2000) emphasizes that there are many reasons why M&As do not 

work out as planned and why those tend to fail. They think that most common 

reasons to failure are the weak concept of strategy, weak social impact of 

management, cultural differences, poor working morale, and incompatible 

information systems. They also point out that most of the reasons are linked to the 

integration of a two company with the challenges it brings.   
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3. THEORIES AND MOTIVES BEHIND ACQUISITION 

There is always a reason for mergers and acquisition or a motive that drives a firm 

towards those. Most times the motive for M&A is firm to achieve business- or 

financial benefits. Katramo et al. (2011) state that motives can be for example 

strengthening the firm´s market share, supporting growth, reducing competition, 

increasing value of the firm and adding new production capacity or know-how. Of 

course, background motives vary from case to case, but according to the financial 

theories, the goal of every M&As should be maximizing shareholders wealth 

(Berkovitch & Narayanan 1993). Increasing shareholders wealth of the acquiring 

company is mainly achieved by creating synergies in mergers and acquisitions 

(Holmberg, Rost & Osterloh 2009) 

3.1 Agency theory 

One of the oldest social interaction forms is the relationship of agency. It is a 

relationship between two or more parties where one, named as the agent, represent 

for the other party, named as principal. It is always in contact with area of decision 

problem. (Ross 1973) Bosse & Philips (2016) states that the principal-agent 

relationship forms when the principal hires an agent to perform a task on behalf of 

the principal who presumably brings value to the principal. According to 

shareholders wealth maximization theory, managers acting as agent for 

shareholders should always aim to maximize the company’s value. The problem 

arises when the interest of managers and shareholders diverge, and managers have 

imperfect information about shareholders contributions (Bosse & Philips 2016). 

Ross (1973) was the first to present agency problem in financial context. After that, 

agency theory and its problems has been studied by numerous scholars in context 

of accounting, economics and finance, 

When both parties of principal-agent relationship are expected to maximize their 

personal benefit, it can be assumed that agent will not always perform the best way 

possible for the principal. The problem is called agency problem and to reduce it, 

company need to motivate their managers to guarantee that they will not take certain 

actions. Of course, this can generate costs to the company and those costs usually 
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are referred as agency costs. (Jensen & Meckling 1976) The authors define that 

“agency costs are the sum of the monitoring expenditures by the principal, the 

bonding expenditures by the agent and the residual loss”. Monitoring costs are 

occurring when principal tries to direct agent to wanted direction. Company needs 

to obtain monitoring designed to limit divergent activities of the agent, which can 

origin cost to the company. In some situations, firm can pay the agent to guide 

towards certain actions to maximize principal’s utility. Doing so principal ensure that 

both parties will be compensated with wanted actions. Those cost are referred as 

bonding costs. Jensen & Meckling (1976) refers the “residual loss” as the cost to be 

paid from reduced welfare that company experiences from the agency relationship 

when it is needed to push agent to desired direction and not getting the wanted 

outcome by agent´s own choice.  

Jensen (1986) states company that has substantial free cash flow are more exposed 

to agency cost than company that have limited cash or even financing acquisitions 

with debt. When company has more excess cash, there are more conflicts between 

shareholders and managers. Firms with large amount of free cash usually takes up 

more unprofitable or bad acquisitions instead returning dividends to shareholders. 

There is also problem that managers with excess cash have possibilities and 

motivation to grow their size of business beyond the optimal because usually 

compensation for managers grows when the sales and size of the firm grows. The 

author sees that with free cash flow theory, it is possible to anticipate what mergers 

and acquisitions are more likely to destroy value than to create value. There is 

always conflict in relationship of agent and principal, because acquisitions are 

possibilities to managers of spending cash rather than paying out dividends to 

shareholders.  

According to the theory of free cash flows (FCF), companies that have large FCF 

and strong ability to loan, are more likely to make weak decision on mergers and 

acquisitions. Firms might undertake M&As that has low profit or even projects that 

are destroying their own value. Theory argues that mergers and acquisitions funded 

with else than stock are more likely create net benefits even if there are some 

operating inefficiencies. Diversify acquisitions are more likely to generate lower total 

profits than expansive acquisitions. This kind of low profitable M&As are more likely 
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occurring in industries with large cash flows whose economics dictate that exit 

occur. (Jensen 1986) Other scholars have also found similar findings to support 

Jensen´s theory of free cash flows (Dhumale 1998; Agrawal & Jayaraman 1994) 

3.2 Efficient market hypothesis 

Efficient Market Hypothesis (EMH) theory was founded by Eugene Fama (1965). 

Theory focuses on fundamentals of market efficiency. The main question in the 

theory is that is it possible to make meaningful predictions of stock price´s changes 

using historical data and gain excess returns or is every change in stock prices more 

less random walk. (Fama 1965) Fama (1970) states in his theory that if the market 

is efficient, it fully reflects all the available information (public and private) on 

securities current price. This means that stocks are always traded at their fair value 

and there are not over or undervalued companies. According to Fama (1970) if 

capital markets would be efficient there should not be any transaction cost in trading 

securities, all available information needed to be available to all participants of 

market without any cost and all would need to agree that current information is 

implicated similarly on current price. Because EMH is based on very theoretical 

assumptions and not met in practice, Fama created three different forms of 

efficiency. Those forms are weak-form efficiency, semi-strong-form efficiency and 

strong-form efficiency.  

In weak-form efficiency, securities prices are reflecting all the possible information 

from historical transactions. Both price history and volume are included in the 

information. If the markets are working weak-form, there are no possibility to predict 

future prices and earn any excess returns because all the information from past is 

fully reflected in stock prices. Analyzing historical data does not give any advantage 

to profit systematically from market inefficiencies because all the historical data is 

already in the prices. This means prices follows random walk pattern throughout 

time. (Fama 1970) Malkiel (2003) explains that when the stock prices reflect 

immediately all available information, today’s price change will reflect only today´s 

news and same on tomorrow. In finance framework this means that the changes in 

prices are random, and you cannot predict those go up or down.   
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Semi-strong market efficiency is different compared to other forms because in this 

form current prices reflect only publicly available new information. For example, this 

information contains companies annual and quarterly reported financial reports, 

stock splits and company news. Public information is unbiased and affecting 

immediately to current share prices, so trading based on this information does not 

give any excess returns to investors from financial markets. (Fama 1970) 

The third and last from is strong market efficiency. In strong form stock prices fully 

reflect all information that are accessible, both private and public. This means that 

nobody has any advantage or exclusive rights to some available information. 

Because of this, under strong-form efficiency it is impossible to gain any excess 

returns from stock markets. This kind of form is not often or even ever exact 

definition of reality. (Fama 1970)  

3.3 Asymmetric information 

George Akerlof (1970) was one of the first who introduced asymmetric information 

is his study The Market for “Lemons”: Quality uncertainty and the Market 

Mechanism. The author used automotive industry as an example when he studied 

how asymmetric information effects on deals of the new and used cars. According 

to Akerlof (1970) only the seller knows if the used car is good or bad. The buyer of 

the car usually does not know the quality of the car as well and must rely on the 

seller’s information. This means that there is already asymmetry in information and 

buyer can do false decision on the information he has.  

According to Holmström (1979), main reason for difference in managerial behavior 

is the issue of moral hazard. Moral hazard problem is cause of information 

asymmetry within interparty in transactions, where the agent (manager) holds 

important private information that principal (company/owners) needs but do not have 

to observe and further to contract (Brown 2014). Kline & Brown (2019) suggest in 

their findings that companies should determine the riskiness of every merger and 

acquisitions with multiple different factors. Risks should be firm specific or even 

industry specific and should differ with every size of target. Managers 

compensations from acquisitions should plan in respect to risk and return of every 
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project. Xiang, J. Zhou, X. Zhou and Ye (2012) found similar evidence from 

construction markets that asymmetry information tends the increase the probability 

of failure in projects. Authors suggest that companies should reinforce regulations 

and rules, increase transparency of projects and, create appropriate incentive 

system for managers to reduce the risk from information asymmetry. 

When evaluating benefits and synergies in M&As, geographical location between 

acquirer and the target firm is in key role. When those two parties are located 

distance from each other, asymmetric information complicates valuation of the 

target. (Lehto 2006) Kang (1993) contradicts this and states that international firms 

can gain more advantages from market imperfections, creating more value with 

cross-border M&As compared to domestic ones. According to Lehto (2006) when 

acquirer is located closer from a potential target, they have better information of the 

target’s value. Closer location also effects on better ability to internalize potential 

synergies in close distance mergers and acquisitions. More synergies are gained in 

close domestic acquisitions compared to cross-border acquisitions, precisely based 

on the amount of information and market understanding. Internalizing potential 

synergies requires always monitoring and communication capabilities from the 

acquirer.  

When talking about asymmetric information in mergers and acquisitions, signaling 

theory is very important. Theory is based on assumption that markets are not 

efficient, and information is not available at the same time to all parties. This means 

that there is asymmetric information between the market and management. 

Information asymmetry can encourage management to communicate different 

information to the market with its financial decisions. (Yook 2003) Halpern (1983) 

argues that offer in an acquisition about the target company is important signal to 

the market about target company’s real value or information that there could be 

more efficient ways to manage the company.  

The role of asymmetric information, when choosing the payment method in mergers 

and acquisitions has been widely studied by multiple researchers. There are three 

ways that company can use as method of payments in acquisitions; cash, stocks or 

mixed payment with both cash and stocks (Brown & Ryngaert 1991). Multiple 
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scholars have found evidence that cash acquisitions generate higher returns 

compared to equity offering acquisitions (Wansley, Lane & Yang 1983; Fishman 

1989; Sudarsanam & Mahate 2003). According to Hansen (1987) acquirer uses 

stocks as method of payment only when acquirer has knowledge that their shares 

are valued over the market. This means that asymmetric information is both sided 

with acquirer and the target. With only cash offers the information is only one-sided 

asymmetric, from acquirer side. In this case acquirer is undervaluing the target and 

target only sells when the offer is higher than its own value.   

3.4 Synergy motives 

Gaughan (2011, 125) states that the two most common motives for mergers and 

acquisitions are growth and benefits from synergies. Companies pursuing growth 

have two ways to grow their business. First is to develop business by internal 

means, for example, evolve their company´s brand and growing their business piece 

by piece. The other way is through mergers and acquisitions. To achieve the 

company´s internal growth can be slow and uncertain, as nothing guarantees a 

change in the company´s competitive position or another influential factor in the 

desired direction, especially in the desired period. Especially in strongly competitive 

markets, achieving significant competitive advantages may require rapid 

movements regarding developing the business as well as growth. In that case, slow 

internal growth does not necessarily bring the desired results, because competitors 

can act quickly and gain a significant competitive advantage in the market, as the 

opportunities arise. (Gaughan 2011, 125-133) 

The other motive that Gaughan (2011) mentioned for merger and acquisition was 

positive synergies that can be achieved with M&As. King, Dalton, Daily & Covin 

(2003) states that everyone should search for positive synergies or the concept 

where the sum of two merging firms become more than their individual count. Rani 

(2016) thinks that previous greater sum can be achieved following, integrating firms 

in the same industry sector, seen as operational synergies. When firms have 

different financial resources, seen as financial synergies or when firms have 

different managerial resources, seen as managerial synergies. To add strategic 

synergies, these positive synergies form four main categories.  
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Operational synergies are generally those that increase operational earnings and 

reduce the operational cost. Operational synergies are especially pursued with 

horizontal and vertical acquisitions. There can be several reasons for the increased 

earnings. First, the acquisition can improve the company´s ability to price their 

products and services with fewer restrictions. This kind of situation is only applicable 

when the acquisition is directing at a competing firm in the same industry. The less 

competition market has, the more significant the impact with a single acquisition 

may have on pricing. However, it is good to remember that pricing is regulated with 

several regulations, like regulations considering monopolies and cartels. (Gaughan 

2011, 136-145) Damodaran (2005) also states that operational synergies generate 

increased operating income for the companies. Four ways that Damodaran 

enumerates can be seen in figure 5 below.  

 

 

Figure 5. Operational synergies (Amended from Damodaran 2005) 

 

In addition to benefits of operational synergies, acquisitions can also generate so-

called financial synergies. Financial synergies include in example reduction in the 

cost of capital. For example, banks can loan at a lower cost than before and on 

better terms when the company is seeking for lending. This is because after 

acquisition company can be seen as less risky for changes in the competitive 

situation and the market. Financial synergies can also be achieved when the 

acquired company has a lot of liquid assets but no productive projects to invest 

capital and acquirer company has profitable projects but not enough capital to 

handle those independently. With the acquisition, the wealthier party can get 
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together to more productive projects and companies do not need to seek expensive 

external funding anymore. (Gaughan 2011, 136-145) According to Damodaran 

(2005), financial synergies are achieved if merger or acquisition generates higher 

cash flows or lowers cost of capital or both. Damodaran names similar benefits and 

adds few other forms of financial synergies. Those financial synergies are presented 

in figure 6 below. 

 

 

Figure 6. Financial synergies (Amended from Damodaran 2005) 

 

Ferreira, Santos, Almeida & Reis (2014) states in their study that mergers and 

acquisitions are getting more and more strategically significant transactions for 

companies to gain growth and expand the business. M&A can improve companies’ 

performance and be the first action towards long-term strategic changes. Possible 

strategic synergies might be hard to notice behind the acquisition but can benefit 

companies in close future.  

Strategic synergies are not automatically realized, and realization depends on a lot 

how acquiring company manages the new organization after the M&A deal is closed 

(Datta 1991). Integration of two organizations and high interaction degree between 

two company is important in merger and acquisition process (Pablo 1994). Larsson 

& Finkelstein 1999 states in their study that acquiring company’s management 

should improve the quality of interaction between combining organizations in order 

the gain positive synergies. Poorly executed and managed integration is unlike to 

produce any substantial joint benefits. Managerial synergies can be achieved when 

new management can lead the target company better than the old management of 
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the target. According to Jensen & Ruback (1983) dramatic changes in existing 

technology or market conditions can be reasons for poor management in target 

company and creates an opportunity for acquirer to gain managerial synergies from 

acquisition.   

3.5 Managerial motives and overconfidence of management 

Managerial overconfidence, known in other words as Hubris theory, was first 

presented by Roll (1986) in his research “The Hubris Hypothesis of Corporate 

Takeovers”. Roll (1986) states that mergers and acquisitions tend to fail because of 

overconfidence of corporate management. When there is uncertainty present, 

managers do no not always make rational decisions and tend to overestimate their 

personal skillset. Because mergers and acquisitions reflect individual decisions, 

there is always room for errors. Acquiring firm often drives them in difficult position 

with overconfident managers and tend to overvalue the target firm and overestimate 

synergies that can be achieved with the acquisition. According to Roll (1986) one 

explanation for overconfidence is that corporate managers do not have experience 

with M&A. Even though that there are a lot of activity in M&A market, opportunities 

for merger and acquisitions can occur only one time for performing manager. There 

are also other studies around the world that support the hubris theory. Berkovitch & 

Narayan (1993) studied the US market and found supportive evidence for 

managerial overconfidence as a motive for M&A. Another study from European 

markets found related evidence and even the third of the companies engage in poor 

M&A because of overconfidence of their managers (Goergen & Renneboog 2004).  

Another evidence for overconfidence is that managers of large companies receive 

massive compensation and bonuses for acquiring other companies.  For example, 

international large companies Exxon and Travelers Group paid between 5 million to 

14 million US dollars cash bonuses to their managers for accomplishment mergers 

and acquisitions. CEOs and managers that have more leverage to their company´s 

boards decisions will receive significantly higher bonuses compared to those who 

do not have. It is interesting that there is positive correlation between the size of 

bonus and amount of time and trouble used in merger and acquisition deal, but no 

correlation between the size of bonus and performance of acquisition. Also, 
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managers that have more leverage to their board are more likely to accomplish 

bigger M&A deals compared to size of their company. Results are interesting 

because markets usually react more negatively for the bigger acquisition deals 

compared to smaller deals of acquisitions. (Grinstein & Hribar 2004)  

Misvaluation can be also affect to the medium of exchange. Rhodes-Kropf & 

Viswanathan (2004) suggests that target´s management must expect increased 

value of the deal in stock mergers. In stock offers, managers tend to make valuation 

errors often and therefore exchange medium has higher fraction compared to cash 

offers. This is because managers are not making errors in cash offers and offers are 

more likely to be in cash when markets are undervalued. Markets are more likely to 

react positively to news of a cash merger compared to stock merger.   
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4. PREVIOUS LITERATURE ON PERFORMANCE OF M&A 

In recent decades there has been numerous studies on mergers and acquisition 

from various aspects like M&A activity, deals characteristics and shareholders gains 

or losses. One of the most interesting among scholars has been to study the 

acquisitions effect on the value of acquiring company´s stocks and stock returns. 

(Dutta & Jog 2009) Zollo & Meier (2008) also show that many previous literatures 

focus on short-term effects on stock price. Even though there are many studies 

about M&A deals and short-term wealth effects, the research results vary a lot 

(Bruner 2002). The author also shows in his meta-analysis “Does M&A Pay? A 

Survey of Evidence for the Decision-Maker” in 2002, that event study approach has 

been the most used methodology when measuring the short-term shareholder 

wealth effects on merger and acquisition deals. Because the event study is the most 

used approach, it is also used in this study. The analysis of previous literature 

focuses mainly on these studies.  

4.1 Short-term stock performance 

Bruner (2002) summarizes in his meta-analysis over 130 studies from 1971 to 2001 

about profitability of merger and acquisition. Most of the studies shows that when 

the target company’s shareholders earn substantial positive market return in 

acquisitions, bidder side shareholders earn zero adjusted returns. When target and 

bidder adjusted returns are combined positive. From these findings, the study 

concludes that acquisitions and mergers are on average profitable. Goergen & 

Renneboog (2004) had similar findings in their study. Authors state that there is 

large announcement effect of 9 percent for target and cumulative abnormal returns 

are 23 percent. Acquiring firm also had statistically significant positive 

announcement effect, but moderately only close to zero. According to studies that 

are analyzed in Bruner’s (2002) study, target shareholders cumulative abnormal 

returns range average between 20-30 percent. Author combined 21 studies, and all 

had similar positive results. No target earned negative abnormal returns in event 

window period. When target side can say to be the winner in merger and acquisition, 

acquirer side is the controversial. Studies show that there is no consensus either 
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M&A have negative or positive outcome for bidder side. Bruner (2002) summarizes 

44 studies about returns to acquiring firm shareholders. From those, 20 studies were 

reporting negative abnormal returns for acquirer and 24 positive returns, where 

average return are close to zero.  

One other meta-analysis of mergers and acquisitions was done by King, Dalton, 

Daily & Covin in 2003. Authors analyzed 93 studies and the results clearly showed 

that both acquiring firm and the target earn positive abnormal returns on the 

announcement day. When acquired firms earned high returns and estimated r = 

0,70 for target, acquiring firm abnormal returns were modest with r = 0,09. For 

bidder, after the announcement day, results were either insignificant or negative. 

Authors state that mergers and acquisitions do not, on average, improve financial 

performance of bidder after the announcement day. Result showed that M&A have 

close to zero effect or modest negative effect on acquiring firm financial performance 

from the first day after the announcement. (King et. al. 2003)  

Kiymaz & Baker (2008) found similar results like Bruner (2002) and Goergen & 

Renneboog (2004). Authors examined short term market reactions of mergers and 

acquisitions to both acquirer side and target. Kiymaz & Baker (2008) study focus on 

M&A´s involving public US firms from 1989 to 2003 in different industries. This time 

period was fifth and the one of the largest waves in history of mergers and 

acquisitions (Moeller, Schlingemann & Stulz 2005). Kiymaz & Baker (2008) also 

compared whether the results differ across different industries. Overall, the result 

shows that acquirer side earn significantly negative abnormal returns and 

significantly positive returns for target. Results showed that there are a lot of 

differences between acquirer side depending on the industry, but targets showed 

similar results across industries (Kiymaz and Baker 2008).  

Black, Carnes, Jandik & Henderson (2007) had close to zero results for abnormal 

returns in their study. Authors studied international acquisitions of US firms from 

1985-1995 and results showed that abnormal returns were statistically significant 

close to zero. 
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In their study, Datta & Puia (1995) found that on average, large size acquisitions of 

US firms did not add value to the shareholders of the acquiring firm. Findings show 

that, when using event window five days before and after the M&A announcement, 

acquirer side earn cumulative excess returns -0,72 percent. Results were significant 

at the 0,10 level.  Datta & Puia (1995) state that cross-border acquisitions do not 

create value for acquirer side shareholders. Authors think that cross-border 

acquisitions fail to create value because acquiring managers tend to overpay to the 

target. Results fits to the theory of hubris, that Roll (1986) introduced. The reason 

behind overpayment is related to limited information that is available in unfamiliar 

markets that cross-border acquisitions represent (Datta & Puia 1995).  

Goergen & Renneboog (2004) state that US and UK markets has been dominating 

the field of M&A and the most of studies has focused on those markets. Authors 

concentrate in their study to European markets, and they define Europe as both 

Continental Europe and the UK. Like Kiymaz & Baker (2008), Goergen and 

Renneboog focused on wealth effects of M&A´s wave in the 1990s and studied the 

effects on both domestic and cross-border acquisitions within Europe. They also 

examined how the type of takeover bid impact on the share price short-term. Results 

showed that when the target firm earn 9% cumulative abnormal return on the event 

day, bidding firm earn only small returns of 0,7%. It matters a lot whether the 

acquisition is friendly or hostile. Goergen & Renneboog (2004) result showed that 

acquiring side cumulative abnormal returns are positive over 2% if the bid is merger 

or friendly acquisition. Hostile acquisition earns -2,51% abnormal returns for bidding 

side. When comparing the UK and Continental Europe together, UK showed over 

two times larger cumulative abnormal returns on both target and bidder side. 

Authors argued that this is because the ownership and control is much more 

concentrated in Continental Europe compared to UK and firms in UK are continually 

up for ownership change.  

Other study focusing on Continental Europe is Kräussl & Topper (2006) study 

focusing on gains from acquisitions on the Dutch market over the years 1980 to 

2003. Authors examined how different factors like company size, method of 

payment, organizational form of the target and domestic vs cross-border M&As 

effects on cumulative abnormal returns on acquiring firm. Result showed that 
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acquiring side earn 1,33% cumulative abnormal returns upon the announcement 

day. Results also implicated that small size companies earn ten times more (2,65% 

vs 0,20%) than large companies. Small companies’ abnormal returns were highly 

significant when large companies’ returns were insignificant. The findings were 

similar compared to results of Moeller, Schlingemann & Stulz (2004).   

Emerging markets have not attracted researchers that much and there is clear lack 

of extensive studies about mergers and acquisitions in emerging markets. Ma, 

Pagán & Chu (2009) argues that there are two reasons why researchers have not 

focused on M&As in emerging markets. First, there are no comprehensive database 

about the mergers and acquisitions and second, developing markets gain modest 

economies of scale and scope. Even though there are not that many studies from 

emerging markets, excellent economic performance in last decades have caught 

the interest of both investors and researchers (Wright, Filatotchev, Hoskisson & 

Peng 2005). Ma et. al. (2009) studied abnormal returns to acquirer side 

shareholders around the announcement day for ten emerging Asian markets. Result 

shows that from day -2 to announcement day, cumulative abnormal returns are 

significant 0,90% for bidder firm. Abnormal returns are highest one day after the 

announcement day and were 0,53%. Result also showed that cumulative abnormal 

returns were positive in all three event windows, two-day window (0,1), three-day 

window (-1, +1) and five-day window (-2, +2). Black, Doukas, Xing & Guo (2013) 

found similar evidence in their study from Chinese markets. Their result showed that 

over three-day event window, acquiring firm earn significant abnormal returns 

around two percent.  

Like emerging markets, also Nordics have left on little evidence about wealth effects 

of mergers and acquisitions. Rose, Sørheim & Lerkerød (2017) are trying to fill that 

gap. Authors examined 184 M&As from 1995 to 2014 in Nordic countries. The study 

showed that Sweden is dominating the M&A markets in Nordics and around 40% of 

the bidding firms were from Sweden. Results showed that for the 21-day event 

window, abnormal returns are small, negative and insignificant for bidding firm. 

Narrowing the event window, abnormal returns changes to positive but are still 

insignificant. Two days around the announcement day, the cumulative average 

abnormal returns (CAARs) were 0,98% and the results are significant. Results 
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implicates that in Nordic markets there are abnormal returns for bidding firms only 

when the event window is very narrow. 

4.2 Specifics affecting acquisition short-term financial performance  

Like earlier chapter showed, empirical evidence of value creation in M&A´s is mixed.  

In addition to the acquisition itself, many other specifics affect the financial success 

of acquisitions. In previous studies, the effects of these specifics have been 

analyzed relatively extensively, among the scholars. Such specifics affecting the 

success of the acquisition include the payment method for the acquisition, cross-

border versus domestic M&A´s and the industry-relatedness. In next chapter, there 

are concluded empirical evidence from earlier studies how these different 

characteristics have effect on acquisitions value.  

4.2.1 Payment method 

Brown & Ryngaert (1991) states that acquisition can be executed with different 

payment methods. Most common ones that are used as method of payment are 

cash, stocks or mixed payment with both cash and stocks combined. King et. al. 

(2003) explains in their study that managers of acquiring firm are always finding the 

most profitable way to finance an acquisition. Especially cases, when managers 

think that company´s stocks are undervalued they tend to use cash as a method of 

payment and equity when they think that stock is overvalued. Using cash as a 

method of payment may signal to the markets that manager of acquiring company 

is expecting the company´s performance after the acquisition to be strong and thus 

generate higher returns on short term.  

There are lot of studies comparing method of payments in acquisition performance 

on both acquiring and target side. Overall, when comparing cash and stock payment 

methods in acquisitions, earlier studies show evidence that acquisition financed with 

cash generate higher returns compared to equity offering acquisitions or others 

(Wansley, Lane & Yang 1983; Fishman 1989; Sudarsanam & Mahate 2003).  
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Kräussl & Topper (2006) had similar but still different evidence in their study with 

financing the acquisition on the Dutch market. Their findings showed that mixture of 

equity and cash generates highest abnormal returns (2,26%), followed by pure cash 

offers with 1,33% abnormal returns. Authors also argued that upon announcement 

of the transactions, equity as method of payment results the lowest returns. In their 

study, pure equity acquisitions had almost zero abnormal return (0,01%). These 

findings are similar with Moeller et. al. (2004) results from the US markets 

acquisition. Eckbo, Giammarino & Heinkel (1990) found evidence from Canadian 

market that acquisition results of 5,68% significant abnormal returns in mixed offers 

for acquirer.  

Martynova & Renneboog (2008) found in their meta-analysis of 65 studies that there 

are differences between US and Europe on acquirer’s abnormal returns financing 

differently. US studies clearly showed results that equity-based acquisitions yield in 

significantly negative abnormal returns on bidding firm shares and these 

acquisitions underperform compared to all cash bids. European studies showed 

opposite results. Acquisitions financed with equity, yield positive and even 

significant cumulative abnormal returns on bidding side.  

Like shown earlier, different studies really show mixed result on means of payment 

for bidding side cumulative average abnormal returns (CAAR’s) and it shows 

differences between regions (Martynova & Renneboog 2008). Moeller et. al (2004) 

states that even though there are lot of evidence that the method of payment results 

in different outcome for abnormal returns. Authors argues that over everything, the 

size effect of acquiring side impacts the most to deal characteristics, and it is not 

reversed over time.  

4.2.3 Domestic versus cross-border 

Gregory & O’Donohoe (2014) studied short term wealth effects on acquisitions 

announcements in UK between 1990-2005. Study focused on evidence from the 

acquisition of UK targets. Their result showed clearly that cross-border acquisitions 

outperform domestic acquisitions in general. Even though there were results differed 

between domestic and cross-border acquisitions, the overall study showed that for 
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bidder side, acquisitions failed to create any cumulative abnormal returns or even 

negative return of -1,30% in domestic acquisitions. Conn, Cosh, Guest & Hughes 

(2005) studied from the other side, UK companies on acquiring side but the result 

were similar. Cumulative abnormal return on domestic acquisitions were -0,99% and 

cross-border acquisition CAR were close to zero (-0,09%). 

Kräussl & Topper (2006) studied acquisitions made by Dutch companies between 

1980-2003. In their analyzes, they concluded cross-border and domestic deals as 

one of the deal characteristics. Findings showed that for acquiring side cumulative 

average abnormal returns on cross-border deals were positive 1,19% in three days 

event period. Domestic deals generated 1,87% CAR and both results were 

statistically significant at 1% level. Moeller and Schlingemann (2004) had similar 

results in their study from US markets where, domestic deals abnormal returns were 

almost 1% higher compared to deals made cross-borders.  

Biswas and Fraser (1997) found evidence in their study that cross-border deals 

outperform domestic deals internationally. When compared international companies 

M&A deals, two days cumulative return on international company cross-border deals 

were 0,1261% and domestic deals were -0,3991%. Evidence from the US bidders 

showed even bigger return, when CAR (-1,0) were 0,2769%. 

4.2.4 Conglomerate versus Industry-related 

Most of studies that argues that industry-related acquisitions generate higher 

abnormal returns. Morck, Shleifer and Vishny (1990) indicated in their early studies 

that CAR for industry-related M&A generate higher returns compared to industry-

diversifying M&A. Scanlon, Trifts and Pettway (1989) also find similar results in their 

study, industry-related M&A generated 4,20% higher abnormal returns than non-

related M&A 

Barai & Mohanty (2014) found similar evidence in their study in India. They argued 

that industry relatedness is a strong characteristic in order to gain significantly 

positive abnormal returns. In their findings, industry-related acquisitions generated 

positive 2,181% abnormal returns in three-day window. In same time window, non-

related acquisitions generated 1,898% return. 
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5. DATA AND METHODOLOGY 

Data and methodology used for analyzes, is presented in this chapter. Event study 

method is used to study short-term effects of merger and acquisition deals to 

acquiring company´s stock price. Data for both acquisition events and daily stock 

closing prices were collected using Refinitiv Workspace.  

5.1 Data 

For this study, about the Swedish mergers and acquisitions, the data was gathered 

from Refinitiv Workspace. Refinitiv Workspace supports the study and contains 

extensive information from acquisition including, announcement information, 

acquisitions closing dates, deal values and names and parties SIC codes. Data for 

types of financing and the types of deals are also found from the database. With the 

SIC codes, it is possible to determine whether the occurred deals were industry-

related or non-related acquisitions.  

To be included in the sample, there are few restrictions on this study. First, the 

acquiring firm must be listed in OMX Stockholm and second, the home country must 

be Sweden. The time window for the study is between 2009 and 2016. Because of 

the selected time window, the acquisition must be completed before end of year 

2016. Also, the values of deals must be disclosed within that time period to be 

included in the sample. Additional restrictions for the study were that afterwards, 

acquiring company owned 100% of the target company shares and over 50% of 

shares were included in the deal. This restriction was used to exclude the minor 

share acquisitions from the study.  

Initial data screening with earlier restriction resulted 371 completed acquisitions. 

After the initial screening, companies that had several acquisitions during their event 

window were excluded from the data. This was done because, multiple acquisitions 

at the same time might have effect on stock prices and thus bias the results. Daily 

stock closing price were collected after the additional screening. Acquiring 

companies that had incomplete stock trading data between the event time window 



36 

 

were excluded from the final sample. After the strict screening, final sample in this 

study were 120 completed events.  

Earlier studies have shown that there are multiple characteristics that effect on 

success of acquisitions. There are two most argued value creating characteristics, 

that are cash financed M&A and industry-relatedness. In the following figures are 

presented characteristics used to divide the sub-samples in this study. 

Amount of different financed M&A deals are presented in figure 7. Most dominant in 

the final sample were mixed financed deals (mixed cash and stock) with 73 

completed events. Only 12 deals were financed with stock and rest 35 with cash. 

 

 

 

 

 

 

 

 

Figure 7. Payment method 

 

Domestic and cross-border deals are presented in figure 8. Total of 38 domestic 

deals and 82 cross-border deals were in final sample. From those deals, 18 deals 

were targeted to other Nordic countries, 37 deals to Europe, 20 deals to USA and 7 

deals to other countries in the worldwide. These subcategories were not used in the 

study because of small sample size of each category. 
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Figure 8. Domestic vs Cross-border 

 

 

Conglomerate and industry-related deals are presented in figure 9. In the final 

sample there were 45 conglomerate deals and 75, from the total of 120 deals, were 

industry related. 

 

 

 

 

 

 

 

 

Figure 9. Conglomerate vs Industry-related 
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5.2 Methodology  

The event study methodology is developed to study the effects on stock prices 

caused by unanticipated events. When these unforeseen “major” events are 

announced, the event study method estimates the average changes in stock prices. 

This method is one of the most used in the fields of economics and finance, to study 

the effects on stock prices caused by companies’ major announcements. There is 

a lot of different types of announcements, for example, investments, quarterly news, 

new products, merger and acquisitions, and other significant economic events. 

(McWilliams, Siegel and Teoh 1999)   

McWilliams et al. (1999) state that there are five critical issues to be taken into 

consideration when designing the research. First, the important thing is to define the 

type of event and to assemble an appropriate sample that will be examined. Then 

you need to determine time window and analyze stock returns of the company. The 

time window for can be divided to event window and estimation window.  After that, 

calculating abnormal returns for the stocks is needed. After these, it is necessary to 

settle with sample size and take control of the leakage of information and industry 

effects. In this study, mergers and acquisition announcements was used as a type 

of event to examine the short-term impacts on stock prices. As a length of event 

window for this study was used 21 days, including the event day and ten days both 

before and after the event day. The estimation window used in the study consisted 

of 250 days. The time window that was used in the study is demonstrated in figure 

10. 

 

  

 

 

 

Figure 10. Estimation window and event window 
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Data for total daily returns were needed to analyze short-term effects. Total returns 

were used because it also includes dividends and splits. Like said earlier, this was 

done and collected from the Refinitiv Workspace. For each stock and the market 

index, it is necessary to calculate logarithmic returns. The MSCI Sweden Index were 

used as market index. It is designed to measure the performance of the large and 

mid-cap segments of the Swedish market. Index covers almost 85% of equity 

universe in Sweden and it is regularly used by financial information and news 

providers. Logarithmic returns were calculated by using formula 1. 

 

r!" = ln	(
P"
P"#$

) 
 

(1) 

r!"	= return of security at time t 

P"	= value of security at day t 

P"#$ = value of security at day t-1 

 

If we want to study how the merger and acquisition announcements affect the 

returns of stocks, we need to estimate the abnormal returns. Abnormal returns are 

calculated by subtracting the actual return from the expected return of a stock. First, 

we need to evaluate the expected returns of each stock by using the market model. 

The market model assumes a linear relationship between the stock returns and the 

market returns. Expected returns was estimated with formula 2. After the expected 

returns we can calculate the abnormal returns for each stock, and it was done with 

formula 3. (MacKinlay 1997)  
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																																																				E(R%"|X") = α+βR& +	𝜀		 

 
 

(2) 

 

E(R%"|X")= expected return 

α = intercept term 

β =systematic risk of stock 

R& = market return 

𝜀 = error term 

 

 

AR%" = R%" − E(R%"|X") 

 
(3) 

AR%" = abnormal return 

R%" = actual return 

E(R%"|X") = expected return 

 

When we want to study the announcement effects on stock returns during specific 

event window, we need aggregate abnormal returns through time and across 

different stocks. There are three various measures to compare the impacts on share 

prices by the chosen events. Those are cumulative abnormal returns (CAR), 

average abnormal returns (AAR) and cumulative average abnormal returns (CAAR). 

When comparing single stock’s performance, the best choice is to use cumulative 

abnormal return. Stock’s CAR is the sum of its abnormal returns, and it was 

calculated by using formula 4. (Mackinlay 1997) 
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Because CAR is only used to study the performance of the individual stock, another 

measure is needed. A different measure is needed because it is impossible to make 

any relevant assumptions or conclusions from individual stock’s performance. That 

is why aggregation of abnormal returns through time and across separate stocks is 

necessary. The average abnormal returns (AAR) and cumulative abnormal returns 

(CAAR) are used to measure the impact of announcements on stock returns in the 

whole sample. The average abnormal returns estimate the announcements daily 

impact on stock returns of the entire sample, and it was measured with formula 5. 

(MacKinlay 1997) 

  

CAR% =3AR%"

'

%("

 (4) 

  

 

AAR) =
1
N3AR%"

'

%("

 

      

(5) 

										CAAR) =
1
N3CAR%"

'

%("

 

 

 

  

The cumulative average abnormal returns consider the sample stocks from 

the beginning of the event period and measure stocks average cross-

sectional performance. CAARs were calculated by using the formula 6. 

(MacKinlay 1997) 
 

(6) 
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6. HYPOTHESES 

Given previous literature and based on the research questions presented earlier, 

three hypotheses were formed. MacKinlay (1997) states that the null hypothesis H0 

of major events is that there is no statistically significant reaction of returns. The null 

hypothesis would mean that the abnormal returns are equal to zero. If the null 

hypothesis is rejected, the effect can be found on stock returns.  

According to the efficient markets’ theory, if the strong-form market efficiency holds 

it means that stock prices reflect all available information and there is no reaction by 

events. When compared to earlier studies, the strong-form market efficiency does 

not hold, and stock prices does not react on the announcement day. (Fama 1972) 

Price reaction means that companies see M&A either negative or positive things. 

When including shareholder maximization theory into the equation, it would suggest 

that merger and acquisition announcements have a positive impact on shareholders 

of acquiring the company. Based on these theories, two hypotheses were formed: 

Hypothesis 1: The stock prices react to M&A announcements on short-term. 

Hypothesis 2: The reaction to M&A announcements are positive on short-term. 

Like said earlier we could not achieve the strong-form market efficiency. If the 

market can achieve semi-strong form, it means that reactions of the stock market 

should be instant, and prices will absorb new information about merger and 

acquisition announcements very quickly. (Fama 1972) The semi-strong form states 

that there should not be any cumulative and abnormal returns. According to this, the 

third hypothesis is: 

Hypothesis 3: Market absorbs new information in the form of M&A announcement 

instantly, and there are no cumulative abnormal returns. 
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7. RESULTS 

Results for full sample are presented in table 1. Top part of the table presents the 

cumulative average abnormal returns for various time periods, where 0 indicates the 

event day. Bottom part of the table presents average abnormal returns on different 

date of the transaction. Average abnormal returns are presented in the way; the 

event date (0), one day before the event (-1) and one, two and five days after the 

event date. Results shows statistically significant positive reaction to the M&A 

announcement on the event date and few days around that. Results of CAAR´s are 

all statistically significant, except the days (1,5) after the event. Average abnormal 

returns on different date are statistically significant, except the two and five days 

after the announcement.  

Table 1. Full sample 

 

Results of the whole sample are similar with study of Goergen & Renneboog (2004) 

and Rose, Sørheim & Lerkerød (2017). Both studies indicate small cumulative 
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average abnormal returns when the event window were narrow and only few days. 

In this study results shows that, acquiring side shareholders earn average 1,84% 

abnormal returns on event date. During the first two days from the announcement, 

shareholders earn cumulative average abnormal returns 3,06%. All these results 

are statistically significant at the 1% level. Results confirms that the first hypothesis 

(H1: The stock prices react to M&A announcements on short-term) holds and can 

be fully accepted with statistically significant results. Also, the hypothesis number 

two (H2: The reaction to M&A announcements are positive on short-term) can be 

fully accepted and confirmed by the results. Fama (1972) presented that if the semi-

strong market form is achieved, it means that reactions of the stock market should 

be instant, and prices will absorb new information about merger and acquisition 

announcements very quickly and there should not be any cumulative abnormal 

returns.   Because there are clear positive CAAR’s during the three days around the 

announcement, the third hypothesis (H3: Market absorbs new information in the 

form of M&A announcement instantly, and there are no cumulative abnormal 

returns) does not hold and is rejected.  

According to Datta & Puia (1995) cross-border acquisitions fail create value for 

acquirer side shareholders. Failure of creating value tend to happen because 

acquiring managers are overpaying to the target. The reason behind overpayment 

is related to limited information that is available in unfamiliar markets that cross-

border acquisitions represent. 

Differences between domestic and cross-border M&A deals are presented in Tables 

2 and 3 below. Results shows that domestic deals generates higher returns for 

Swedish aquirers than cross-border deals. Domestic deals average abnormal 

returns on the event date were 2,21%, when cross-border acquisitions AAR´s on 

the event date were slightly smaller, but sill positive 1,67%. Both results were 

statistically significant. Overall, only AAR´s (0) and (-1) were statistically significant 

on domestic deals and AAR´s (0) and (1) were statistically significant on cross-

border deals.   
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Table 2. Domestic deals 

 

Even though the earlier studies about cross-border versus domestic acquisitions 

performance are mixed, most of studies indicates that domestic acquisitions earn 

higher abnormal returns compared to cross-border deals (Gregory & O’Donohoe 

2014; Kräussl & Topper 2006; Moeller and Schlingemann 2004) When comparing 

the cumulative average abnormal returns, cross-border deals outperform domestic 

deals when comparing CAAR (0,2). These results are not in-line with most of the 

studies. Event date and two days after, CAAR of domestic deals is 2,49%. On the 

same event window cross-border deals generate cumulative 3,32% return. All 

CAAR results are statistically significant on both domestic and cross-border deals 

except CAAR (1,5). 
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Table 3. Cross-border deals 

 

Most of the earlier studies show evidence that, when comparing cash and stock 

payment methods in acquisitions, M&As financed with cash generate higher returns 

compared to equity offering acquisitions or others (Wansley, Lane & Yang 1983; 

Fishman 1989; Sudarsanam & Mahate 2003). Yet the earlier results are mixed and 

there are studies that other payment methods shows better wealth effects in M&A. 

Results for method of payment are shown in table 4, 5 and 6. When comparing 

abnormal average return on event day (0), acquisitions financed with stock 

outperform cash financed deals with over 1%. Mixed payment that is combined cash 

and stocks have similar results than stock financed deals and AAR (0) were 2,06%. 

All results were statistically significant. Even though the announcement day wealth 

effects were dominated by mixed and stock financed deals, cash financed deals 

have better results when comparing cumulative average abnormal returns. Results 

shows that CAAR (0,2) with cash financed deals were 3,25% and only 0,87% with 
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stock financed deals. Mixed payment financed deals had the best outcome and 

CAAR (0,2) were 3,33%. Both mixed payment and cash financed deals were 

statistically significant at 1% level, but stock financed not. Results in this study were 

similar with Kräussl & Topper (2006) from Dutch market and Eckbo, Giammarino & 

Heinkel (1990) from Canadian market. 

Table 4. Payment method 
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Comparison for industry-related and conglomerate deals are presented in table 5 

and 6 below. From the results it can be said that industry-related M&A´s slightly 

outperform conglomerate acquisitions. Average abnormal returns are on the similar 

levels on event date, industry-related deals have 1,98% and conglomerate 1,67% 

positive return. Both results are statistically significant. Similar results continue when 

comparing CAAR´s on both sides. Industry-related CAAR (0,1) is 3,06% and 

conglomerate 2,64%. CAAR (0,2) for industry-related deals is 3,21% and for 

conglomerate deals 2,96%. Results for CAAR (0,1) and (0,2) are also statistically 

significant.  

Table 5. Industry-related deals 

 

Operating the same industry is more value creating than when operating in different 

industries. The results are in line with earlier studies. Like Morck, Shleifer and 

Vishny (1990) argued in their study, industry-related M&A are more likely to create 

value compared to non-related deals. 
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Table 6. Conglomerate deals  
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8. CONCLUSION 

The purpose of this study was to analyze the short-term effects of merger and 

acquisition deals to acquiring company´s stock price. Study focuses on M&A deals 

that are carried out by Swedish listed companies. Event study method is used to 

capture short-term financial effects on acquirer’s stock price during the event 

window. This study analyzes 120 deals that were conducted between 1.1.2009 – 

31.12.2016. Suggested by earlier studies, it was also analyzed how different deal 

characteristics affect M&A wealth effects. Such characteristics effecting the success 

of the acquisition include the method of payment, cross-border versus domestic 

M&A´s and the industry-relatedness. 

This study answered the research questions whether there is any market reaction 

to an acquirer´s stock price and whether that reaction is positive or negative. These 

two research questions were answered through three hypotheses derived from the 

existing literature and theories. Results confirm that the first two hypotheses (H1: 

The stock prices react to M&A announcements on short-term) and (H2: The reaction 

to M&A announcements are positive on short-term) holds and can be fully accepted 

with statistically significant results. Because there were clear positive cumulative 

abnormal returns during the three days around the announcement, the third 

hypothesis (H3: Market absorbs new information in the form of M&A announcement 

instantly, and there are no cumulative abnormal returns) does not hold and is 

rejected. 

The results were similar to most of the earlier studies. Result showed that acquiring 

side shareholders earn average 1,84% abnormal returns on the date of 

announcement. We can say that acquiring side stock reaction is positive and small. 

Also, the result show cumulative abnormal results. During the first two days from the 

announcement, shareholders earn cumulative average abnormal return of 3,06%. 

When analyzing the deal characteristics, the results did not deviate much from most 

of earlier studies. All characteristics had similar positive effect on abnormal returns 

and cumulative abnormal returns.  

Overall, the field of mergers and acquisitions is fascinating, and there are still many 

possibilities for further research. The total value of merger and acquisition deals 
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have already overseen five trillion US dollars, and it is ever growing. More mega 

deals are done, and companies are concentrating on cross-border acquisition deals. 

Even though the M&A transactions are growing all the time, the focus of researchers 

is centralized in big countries like the United States and the United Kingdom. 

Because of this, smaller markets like Nordic countries do not get much attention in 

M&A literature. Nordic countries lifted their head about megadeals in 2016, when 

Lindorff Group AB (Norway) and Intrum Justitia AB (Sweden) closed their deal with 

huge 4,4 billion US dollars and made it to top 10 deals for Financial Services. 

Sweden has a lot of activity on M&A announcements, and that is why there should 

more studies about M&A in Sweden and other Nordic countries. 

One clear limitation for this study is the small overall amount of transactions for 

event study method. Dividing sample to smaller sub-groups can affect to the 

statistical power of analysis. Like dividing sample to sub-group for method of 

payments, stock financed deals had only twelve observations. Other possible 

limitation of this study is to focus on only Swedish markets. Although, on the other 

hand, Swedish market is bigger than the other Nordic markets.  

Possible future extensions could be to extend the sample to other Nordic countries. 

It could be also possible to add more deal characteristics to the sample, like size of 

the deal/company or premiums paid. It could be also interesting to focus on different 

industries from Sweden.  
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