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This thesis examines the relationship between the ESG performance of target firms and the
post-acquisition financial performance of acquiring firms in M&A transactions completed
between 2012 and 2023. The post-merger performance is assessed using long-term Buy-and-
Hold Abnormal Returns (BHARSs) and changes in valuation multiples (market capitalisation
to EBIT ratio). The purpose of the study is to evaluate whether target firms’ ESG scores are
linked to improved financial outcomes for acquirers, and whether these effects differ
between the U.S. and European markets.

The sample consists of 193 listed M&A deals in the United States and Europe. The primary
data source is the Refinitiv Eikon database, from which ESG scores, company financial
information, and market prices have been collected. Target firm ESG scores are used to
construct acquirer portfolios categorized by low, medium, and high ESG levels. BHARs are
calculated over 180-, 360-, and 720-day horizons following acquisition completion, and OLS
regressions are used to analyse these BHARSs as well as changes in MCAP/EBIT over similar
intervals. Regional sub-sample analysis is performed to capture market-specific effects.

The findings indicate that high ESG scores do not correlate with improved post-merger stock
performance. Instead, acquirers of high-ESG targets tend to underperform over longer
horizons, particularly in the U.S. market. However, a positive relationship is observed
between ESG scores and acquirer valuation ratios, especially in Europe.
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Tutkimuksessa tarkastellaan kohdeyritysten ESG-suoriutumisen ja ostajayritysten
taloudellisen suoriutumisen vilistd suhdetta vuosien 2012-2023 vilissd toteutetuissa
yritysostoissa. Yrityskauppojen jdlkeistd suorituskykyé arvioidaan pitkdn aikavilin Buy-
and-Hold (BHAR)-tuottojen ja arvostuskertoimien (markkina-arvo suhteessa EBIT)
muutosten avulla. Tutkimuksen tarkoituksena on arvioida, ovatko kohdeyritysten ESG-
pisteet yhteydessd ostajayritysten parantuneisiin taloudellisiin tuloksiin ja eroavatko ndma
vaikutukset Yhdysvaltojen ja Euroopan markkinoilla.
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mukaan. BHAR-tuotot lasketaan 180, 360 ja 720 pidivdn ajanjaksoille yritysoston
paittymisen jdlkeen, ja OLS-regressioita kéytetddn ndiden BHAR-tuottojen seké
MCAP/EBIT-muutosten analysointiin vastaavilla ajanjaksoilla. Alueellinen
osandyteanalyysi suoritetaan markkinakohtaisten vaikutusten havaitsemiseksi.

Tulokset osoittavat, ettei korkea ESG-pisteytys ole yhteydessd parempaan yritysoston
jalkeiseen ylituottoon. Sen sijaan korkean ESG-tason kohdeyritysten ostajat alisuoriutuvat
pidemmilla aikavéleilld, erityisesti Yhdysvaltojen markkinoilla. Voimakkaampi positiivinen
yhteys havaitaan kuitenkin ESG-pisteiden ja ostajayritysten arvostuskertoimien vililld
Euroopassa.
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1 Introduction

In 2018 Bayer AG acquired U.S. agrochemical company Monsanto for 63 billion USD,
aiming to become the world’s largest agricultural science company. However, the move,
initially hailed as a transformative strategic decision, turned into one of the most
controversial corporate acquisitions in recent history (Bender 2019). Within weeks of
signing the deal, Bayer was faced with a substantial number of lawsuits tied to Monsanto’s
flagship herbicide Roundup, which was linked to causing cancer. In just one year after the
deal’s completion, Bayer’s share price had fallen by over 30%, and shareholder confidence
was severely damaged, leading to a rare vote of no confidence in Bayer CEO Werner
Baumann, citing failure to anticipate the ESG-related risks associated with Monsanto

(Atkins 2019).

This case strongly illustrates the value of Environmental, Social, and Governance (ESG) due
diligence in mergers and acquisitions and how ESG factors can radically influence not only
the financial value of an acquisition but also the long-term stability, reputation, and strategic

direction of the acquiring company.

The aim of this thesis is to investigate the role of ESG factors in the context of mergers and
acquisitions (M&As), with a particular focus on whether acquiring firms benefit when their
target companies demonstrate strong ESG performance. The research explores both long-
term market reactions and valuation effects by using a dataset of M&A transactions
completed in the United States and Europe between 2012 and 2023. The main question
addressed is whether high ESG ratings in target firms are correlated with improved financial

outcomes for acquiring firms.



1.1 Background and motivation

Environmental, social, and governance (ESG) factors have become central to corporate
strategy, long-term value creation, and risk management. The pressure for companies to
integrate sustainability into the core of their operations is growing among stakeholders such
as investors, consumers, and regulators. The CEO of BlackRock, Larry Fink (2022), stated,
“Putting your company’s purpose at the foundation of your relationship with your
stakeholders is critical for long-term success,” positioning ESG as a core pillar for market
competitiveness. ESG success has now become a quantifiable and comparable factor which
is closely tied to fulfilling shareholder demands and expectations and possibly securing

access to capital.

At the same time, mergers and acquisitions serve as a vital instrument for corporate growth
and transformation. These transactions can create value through operational synergies,
market expansion, or technological innovation; however, they also entail significant risks—
particularly when non-financial factors, such as ESG, are overlooked. Although the role of
ESG consideration in investment analysis has advanced, the integration of it in M&A

valuation and due diligence is still inconsistent (Freiberg, Rogers, & Serafeim 2020).

This study is motivated by the limited academic research at the intersection of ESG and
M&A. Most existing work focuses on either ESG in isolation or traditional M&A
performance, and it's mostly confined to U.S. markets. A comparative analysis is needed to
evaluate how the ESG performance of target companies influences the financial outcomes
of acquiring companies, particularly in different regulatory and stakeholder environments.
By including regional differences, further relevance is added to this research, as regulatory
and stakeholder expectations may vary considerably across different countries and regions.
A study of M&A conducted by Deloitte (2024) found that 64% of European companies
considered ESG as a key factor in their M&A strategies, compared to just 46% in North
America. This disparity between regions highlights how regional priorities and strategic

considerations differ in the context of ESG integration and valuation.



Similarly, S&P Global (2025) reports that the U.S. market made up for over half of global
M&A value in 2024, at the same time European markets have experienced steady growth,
recording a 6% increase in yearly M&A value. This research addresses this gap by analysing
193 M&A transactions across the U.S. and Europe, providing answers into how ESG

performance influences acquirers’ post-M&A success in different markets.

1.2 Contribution to existing literature

As mentioned earlier, this study contributes to existing literature by addressing three
important research gaps in the intersection of ESG performance. Firstly, most M&A studies
are conducted on the U.S. markets, which may cause a potential overlooking of the regional
variations in ESG implementation and valuation. While some studies have been conducted
in either U.S. or European markets independently, there is a clear lack of comparative
analyses that take multiple market regions into consideration within a single framework. By
including both U.S. and European transactions, this study provides a comparative

perspective highlighting how the relevance of ESG varies across markets.

Second, while ESG has gained increasing attention in the academic literature centred on the
investment and corporate governance, its specific influence on M&A success and
performance is still relatively underexplored. The existing literature on the subject provides
mixed results on the matter. For example, Zheng, Li, Ren, & Guo (2023) found a positive
correlation between acquirer companies’ ESG rating and the post-M&A performance in the
Chinese markets. To add, they also found that the outcome of the post-M&A performance

is heavily dependent on the companies’ prior ESG performance.

Conversely, recent studies conducted by Tampakoudis, Noulas, Kiosses & Drogalas (2021)
found the context-dependent nature of ESG efforts. Their study found that the ESG
initiatives had negative valuation effects during the COVID-19 crisis. They further argue
that, from the perspective of shareholder value creation, the funds allocated towards ESG

activities should be reallocated to more value-creating activities.

Third, this thesis adopts a dual-performance metric framework that integrates post-merger

market performance of the acquirer with the valuation ratios to assess the success of the



acquisition of the target company. This methodology addresses the limitations of single-

metric studies and captures both market responses and underlying financial performance.

1.3 Objectives and questions

This study has three research questions, which are listed in this chapter. They are meant to
critically examine the role of Environmental, Social, and Governance (ESG) factors in the
M&A process, particularly in relation to the selection and evaluation of target companies.
Specifically, this study examines the extent to which ESG ratings may shape acquirers’
decision-making process and their evaluation of the potential target companies. The research
questions are structured to not only explore how the ESG consideration affects these
investment decisions and outcomes but also how their influence may differ across different

financial markets and the three time horizons.

It is valuable to examine whether ESG performance is associated with the long-term market
success of acquiring companies. As ESG consideration has become more relevant in
strategic decision-making, this first question helps evaluate whether targeting companies

with high ESG performance transforms into better value creation over time.

L What is the relationship between acquirer after-market performance and target

company ESG scores in M&A deals?

Acquiring target companies with high ESG performance could influence the acquirer’s
valuation in the eyes of stakeholders such as investors. This question investigates whether
such acquisition leads to a change in the acquirer’s valuation ratio, possibly reflecting

improved perceived sustainability and reduced risks.

11 What is the relationship between acquirer valuation ratio and ESG scores in

M&A deals?

Lastly, the role of ESG is likely shaped by different regional norms, expectations of

investors, and regulatory standards. By comparing the U.S. and European contexts, this



question examines whether the financial implications of ESG differ across markets with

varying ESG expectations and policies.

11l How does the effect of ESG rating on M&A value creation differ between U.S.

and European financial markets?

1.4. Thesis structure

This thesis is structured into six chapters. Chapter 2 reviews the relevant literature and
theoretical background related to ESG and mergers and acquisitions. Chapter 3 presents the
research hypotheses based on the reviewed studies. Chapter 4 introduces the data, variables,
and methodology used in the empirical analysis. Chapter 5 presents and discusses the results
of the regression models and event study. Finally, Chapter 6 concludes the thesis by
summarizing the findings, discussing their implications, and suggesting areas for future

research.



2 Literature review

Chapter 2 reviews key academic literature relevant to the study. The basics of mergers and
acquisitions (M&A), including transaction types and classifications, are first described.
Secondly, it explores the main strategic, financial, and managerial motives behind M&A
activity. The chapter further examines evidence of value creation in M&A and the growing
role of Environmental, Social, and Governance (ESG) factors in deal outcomes. Lastly, it
presents shareholder and stakeholder theory as the conceptual foundation for ESG analysis

in M&A settings.

2.1 Fundamentals of mergers and acquisitions

Mergers and acquisitions (M&A) are a widely used as a general term referring to the
consolidation of businesses through various forms of different financial arrangements. These
activities allow and provide companies with the opportunity to reshape industries, expand
their current market presence, and pursue strategic growth objectives which could be
difficult — or even impossible — to achieve via organic means alone. (DePamphilis 2015,
Cartwright & Schoenberg 2006). Beyond just facilitating possible expansion opportunities,
M&A can be an essential mechanism for a company to gain a competitive advantage, enter
new markets, acquire innovative technologies and adapt to changing industry conditions

(Hitt, Harrison & Ireland 2001).

While the terms “merger” and “acquisition” are often used together and sometimes blurred
in common everyday language, they have distinct definitions in a formal corporate context.
An acquisition takes place when a company takes over another one and takes control of it at
the same time. This usually leads to the acquired company losing its independent existence.
A merger, on the other hand, involves two companies joining together to form a new entity;
however, the practical outcomes of the merger may vary considerably depending on the
structure of the deal and the specifics of the transaction arrangement. (Ross, Westerfield &
Jaffe 2010). These transactions can be executed through several mechanisms, each with its
own distinct legal, strategic, and financial implications, which enhances the complexity of

these previous distinctions even further. Stock acquisition involves purchasing the target



company's voting shares either via private negotiations or through public tender offers,
which allows the acquiring company to bypass the target company's management and to
directly approach shareholders of the company. (Damodaran, 2002) Asset acquisitions offer
an alternative mechanism in which the acquirer purchases selected assets of the target rather
than acquiring the whole company. This approach allows for greater discretion in choosing
the specific components providing value (KPMG 2024). In their traditional form, merger
transactions involve the absorption of one company by another, resulting in a single

surviving entity (Gaughan 2017).

Mergers and acquisitions are often categorized based on the relationship between the
acquiring and target companies within their industry value chains. The three main types of
these are horizontal, vertical and conglomerate. A horizontal merger occurs when two
companies which operate in the same industry and at the same stage of the value chain
merge. The motive for these deals is typically aimed at increasing the market share and
reducing competition (DePamphilis 2015; Sheen 2013). These deals can also lead to
economies of scale, as companies often merge with the intention to eliminate overlapping

functions and therefore realize cost synergies (Le Pape & Zhao 2014).

Vertical mergers take place between companies that operate in the same supply chain but in
different stages of it, for example, when a manufacturer acquires a distributor. These types
of transactions are typically driven by the goal of achieving operational synergies and

improving the coordination along the value chain (DePamphilis 2015).

In contrast, conglomerate mergers involve companies from completely unrelated industries
and are generally motivated by diversification and risk reduction strategies (Gaughan 2017).
By spreading operations across multiple different industries, these mergers can help a
company to stabilize their revenue and reduce possible exposure to industry-specific

downturns (Witt 2022).



2.2 Motives for Mergers and Acquisitions

M&As are complex and strategically significant decisions influenced by a diverse variety of
motivations. The three commonly identified motives for M&A activity are strategic,
financial, and managerial (Rabier 2017; King, Bauer & Schriber 2018). It is important to
keep in mind that these motives are not generally mutually exclusive, and in many cases
M&As are driven by a combination of interconnected factors, which reflects the complex

nature of corporate restructuring (DePamphilis 2015).

Strategic motives for acquisitions often focus on strengthening the company’s competitive
position and the goal of creating long-term value for the shareholders. Rather than just
relying on organic growth, companies often seek to acquire other companies from other
regions in order to enter new markets, acquire new technical innovations or secure business-
critical resources faster. Acquisitions can also provide the company access to new customer
segments and geographic regions, enhancing the overall market reach of the company.
Another common strategic acquisition motive is the acquisition of technological capabilities
or intellectual property (IP). By acquiring innovative companies, especially in fast-paced
sectors like high technology and biotechnology, firms can accelerate digital transformation

and improve operational efficiency (Graebner, Eisengardt & Roundy 2010).

Financial motives for M&A include the pursuit of an improved capital structure, potential
tax savings and the efficient use of cash and capital reserves (King et al. 2018). For example,
a company with excess cash holdings may pursue acquisition to generate higher profits from
the cash reserves than the profits forecasted from internal investments or paying dividends,
SO an acquisition can serve as a substitute for a firm’s internal research and development
(R&D) project (King, Slotegraaf & Kesner 2008; Jensen 1986). Typically, the realisation of
these financial gains in M&A requires only a limited level of organisational integration,
since financial synergies such as tax benefits and improved capital structures can often be

achieved without deep operational alignment. (Haspeslagh & Jemison 1991).

Managerial motives, while occasionally value-enhancing, can also introduce agency
problems. Executives of a company may pursue M&A to increase the size of the company

that they control, a phenomenon referred to as ‘empire building’ (Jensen & Meckling 1976).



This may be driven more by personal ambition and performance-based bonus models than
by the goal of maximising shareholder value. The motives for a CEO of a company to pursue
M&A can also be higher pay, since the management salaries can be linked to the size of the
company. (Devers, McNamara, Halening & Yoder 2013) The hubris hypothesis further
suggests that managers often overestimate their ability to generate value from the target
company acquisition, leading to overpayment and poor post-merger performance (Roll
1986). This underscores the notion that not all organisational change is purely a rational or
economically driven consideration. Instead, the decision-making process often is shaped by
human characteristics such as cognitive biases, emotions and social dynamics, which may

significantly influence the outcome of M&A. (Graebner, Heimeriks, Huy, & Vaara 2017)

A comprehensive understanding of M&A motives provides a foundation for evaluating the
rationale behind transactions and sets the stage for assessing their actual performance

outcomes.

2.3 M&A and value creation

A great deal of previous literature has been devoted to the question of whether M&A deals
are value-adding from both the acquiring and target shareholders’ perspectives. From a
theoretical standpoint, value creation in mergers and acquisitions is understood to arise from
several distinct channels, such as synergies, tax efficiencies, improved managerial
capabilities, and market power consolidation (Martynova & Renneboog 2008). The
synergies gained from the acquisition may be financial, such as improved capital structure
and tax savings, or operational, such as cost reduction of economies of scale. However, for
value to be realized, these potentially gained benefits must outweigh the cost of acquisition

and integration (Trautwein 1990).

Agrawal and Jaffe (2000) conducted a study analysis on long-term post-merger performance
and found consistent evidence of negative abnormal performance for acquiring firms’ post-
mergers. Their results were robust over a wide range of periods and methodologies. Moeller,
Schlingemann & Stulz (2005) focused their study on the US markets; their findings suggest
that during the years from 1980 to 2001, a total of 240 billion US dollars was lost by

acquiring companies’ shareholders following M&A transactions. In contrast to this study
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while analysing 3,811 mergers and acquisitions announced between 2010 and 2015 in the
US, Alexandridis, Antypas & Travlos (2017) found that acquirers generated an average

cumulative abnormal return (CAR) of 1.42%.

A meta-analysis by Meckl & Rohrle (2016) covering 55,399 transactions from 1950 to 2010
confirms that, on average, M&A transactions do not have a positive impact on acquirer
success, though target shareholders tend to benefit significantly. Their findings also indicate
that the time horizon and the type of M&A transaction are key variables to assess the
performance. Even though the academic literature offers well-established channels through

which M&A can create value, the empirical findings remain mixed.

The underperformance of acquirers documented by Agwal & Jaffe (2000) and Moeller et al.
(2005) may be linked to the high integration costs and the potential overpayment for target
companies, as well as difficulties in accurately estimating and achieving projected synergies
from the transaction. This perspective is also reinforced by King, Dalton & Covin’s (2004)
meta-analysis, in which they conclude that on average, M&As fail to generate value for
acquiring companies’ shareholders. They attribute this trend to the difficulties faced in

realising anticipated synergies and overpayment problems that can offset the potential gains.

These observations highlight well the critical role of precise due diligence, careful planning
and realistic synergy expectations set to determine M&A success. Bruner (2002) similarly
emphasises that the quality of due diligence and the effectiveness of post-merger integration
are vital attributes in the M&A outcomes. Given these mixed findings, further empirical
research is warranted for clarification of in which circumstances M&A can deliver sustained

value, particularly considering evolving factors such as ESG considerations.
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2.4 ESG and value creation

The effect of a company’s ESG performance in the context of M&A is an emerging area of
academic research, with findings that are often inconclusive and mixed. The growing
importance and relevance of ESG factors in investment decision-making has sparked
academic investigation into whether acquiring companies can enhance value creation by

targeting companies with strong ESG performance.

Recent studies provide evidence as to whether ESG considerations can influence M&A
outcomes. Aktas, de Bodt & Cousin (2021) found that companies making socially, and
environmentally responsible investments are rewarded by the stock market. Their findings
indicate that acquirers targeting companies that particularly engage in socially responsible
investing (SRI) may achieve notable improvements in both their environmental and social
performance post-acquisition. However, other studies, such as Feng (2021), report no
significant relationship between the target companies’ ESG scores and acquiring companies’
post-acquisition market performance. The mixed findings underscore the ongoing debate in
the academic literature about to what extent strong ESG performance can contribute to value

creation, if to any at all.

Despite these mixed results, a growing amount of research would support the argument that
acquirer can boost its performance by acquiring high-ESG target companies. Deng, Kang &
Low (2013) found support for the arguments of stakeholder theory - which will be discussed
further in Chapter 2.5. - by examining the value-creating effect of ESG in M&A deals
focusing on the US markets. Their study shows high-CSR acquirers are subjected to higher
returns and larger increases in the post-merger long-term performance because of M&A
activity. Furthermore, their study found that mergers involving high-CSR acquirers are less

likely to suffer failure, and they take less time to complete the acquisition.

Nevertheless, the literature is not unanimous; Puttonen & Puttonen (2021) note that until
now, investing in sustainable companies has been profitable from the perspective of an
investor. However, they argue that it is unclear whether the abnormal return received from
investing in high-ESG companies is due to responsibility itself or whether the excess return

i1s explained by simple company characteristics other than ESG factors. This ambiguity
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points out that it requires further research to extract the value effects of ESG from other

confounding variables that may drive M&A outcomes.

Alongside the academic research, industry analysis and reports provide needed practical
information about how ESG considerations can shape the outcome of M&A. A recent study
by Boston Consulting Group (BCG 2023), notes that the operational efficiency and strategic
value creation can be enhanced by incorporating the ESG factors into the deal process.
According to them, transactions with a well-motivated and clear ESG rationale may
experience stronger market reception, and shareholder trust, leading to better long-term
shareholder returns. Although these findings are not in academic nature, they align with the
view that ESG can serve as a meaningful value driver when it is effectively incorporated into

company’s M&A strategy.

In summary, while there exists growing evidence that suggests that high ESG performance
can contribute to M&A value creation, the relationship is nuanced and dependent on
contextual factors. Additional empirical research is needed in order to clarify the
complicated mechanism through which ESG factors can influence post-acquisition
outcomes and whether these effects are comparable and consistent across different

industries, geographies, and types of deals.
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2.5 Shareholder and stakeholder theory

A central longstanding debate in corporate governance revolves around the question, whose
interests should a company prioritise. The traditional view, introduced by Friedman (1970),
states that the primary responsibility of a company is to maximise shareholder value,
typically focusing on the short-term financial results. This view, known as Shareholder
theory, views the managers of a company as agents of the company owners with the primary

responsibility to act in its best financial interests.

This narrow theory has sparked a lot of criticism and challenge. Jensen (2001) argued that
this view can generate negative externalities - such as social inequality and environmental
problems due to the exclusive emphasis on creating value for the shareholders and striving

to maximise profits over broader societal impacts.

In contrast, Freeman (1984) introduced the Stakeholder Theory which contends that
companies should consider the interests of all stakeholders, not just the shareholders.
Freeman noted that long-term business success depends on balancing and considering the
diverse interests of a wider stakeholder group, such as the employees, customers, and
suppliers. The approach has gained wide attention in recent decades with growing
recognition that stakeholder consideration and engagement can enhance reputation, reduce

risks, and drive sustainable value creation (Harrison & Wicks 2013).

These contrasting arguments are particularly relevant in the context of M&A, since the
decisions to practice mergers and acquisitions can affect a wide range of different
stakeholders. Although both theories offer strong and compelling arguments, tension and
criticism often arise when the priorities of shareholders and stakeholders diverge. The
emergence of the ESG framework may offer a potential bridge between these opposing
views. ESG consideration aims to align the profit-driven objectives of the shareholders with
the broader interest of stakeholders, which could include the customer, employees and

society as a whole (Martynova & Renneboog 2020).

ESG considerations have become increasingly central to company strategies, reflecting the

shift in defining long-term value creation. Companies with strong ESG practices have been
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shown to outperform their peers in terms of financial performance, supporting the arguments

of Freeman. (Friede, Busch & Bassen 2015).

Alongside the growing importance of ESG considerations, the practices of corporate
governance and executive compensation have evolved. The Business Roundtable (BRT)
issued a historic declaration in 2019 that redefined a corporation's mission to serve a wider
range of stakeholders, including communities and employees, in addition to shareholders
(Business Roundtable 2019). This is consistent with the views of Freeman’s Stakeholder
theory. It highlights the important role of active stakeholder consideration in achieving long-

term business success.

Some critics argue that expanding corporate purpose may weaken the accountability of
managers and make performance evaluation more difficult (Jensen 2001). However, some
argue that strategies that are aligned with ESG principles provide a more sustainable route

to long-term success.

As Kay, Brindisi, and Martin (2020) highlight, ESG metrics are increasingly being
incorporated into executive incentive structures. Stakeholder-related goals, like employee
well-being and supply chain sustainability, are now considered essential business
requirements rather than just social obligations. These developments demonstrate that ESG
has become a central component of corporate strategy, reshaping how companies define and
pursue long-term value creation. Recent empirical research indicates that incorporating ESG
and stakeholder considerations into corporate decision-making can strengthen firm value and
resilience—especially in mergers and acquisitions, where reputational and post-merger

integration risks are particularly pronounced (Eccles, loannou & Serafeim 2014).
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3 Hypothesis building

Chapter 3 presents the main hypotheses of the study, which are tested through the selected
empirical methods that are presented later in chapter 4. The hypotheses are grounded in both
stakeholder and shareholder theory and are formulated based on prior academic research and
literature. The objective is to evaluate how ESG characteristics of M&A targets relate to
acquirer performance, valuation, and market differences. The selected hypotheses are
primarily based on prior academic studies that explore the role of ESG in M&A contexts
(Zheng et al. 2023; Wang, Zhang & Sun 2021; Borodin, Sayabek, Islyam & Panaedova
2020).

The first hypothesis is about how the ESG performance of the target company influences the
stock performance of the acquiring companies post-M&A. Zheng et al. (2023) found a
positive relationship between a high ESG score and post-merger long-term returns in the
Chinese market for the acquirer, suggesting that ESG alignment can enhance post-merger
success. However, Wang et al. (2021) warn that excessive spending on ESG investments
could destroy value, proving that the benefit of ESG investment depends on strategic fit and

efficiency.

H1: Acquisitions of target firms with higher ESG scores are associated with improved post-

merger stock performance of the acquiring firm.

An acquisition of a target firm with a high ESG rating may positively affect the acquisition's
valuation. Enhanced investor perceptions of sustainability and reduced investor perceptions
of risk could result in an increase in the firm's value. Tampakoudis, Nerantzidis, Soubeniotis
& Soutsas (2018) support these findings by showing that acquirers of firms with strong ESG

performance often benefit from an increase in market value.

H2: Acquirers of firms with higher ESG scores experience an improvement in their valuation

ratio in the period following the acquisition.

Finally, the role of ESG consideration may not be similar across different marketplaces. The
differences in stakeholder expectations, institutional environments, and regulatory

frameworks between the U.S. and Europe can influence how ESG performance is valued by
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investors and stakeholders. Borodin et al. (2020) highlight that post-M&A performance
patterns differ between the U.S. and Europe. For this study, this could suggest that there are

regional differences in how ESG is perceived and priced.

H3: The positive relationship between target ESG scores and acquirer performance is

stronger in European financial markets than in U.S. markets.
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4 Methodology and Data

This chapter outlines the data and methodology applied in the study. It begins by presenting

the criteria used for selecting M&A data, followed by a description of the dataset and its

descriptive statistics. Finally, it explains the methodological framework employed in the

analysis.

4.1. Data collection

The primary data source for this study was Refinitiv. Workspace, which offers

comprehensive company data related to M&A transactions, ESG factors and company

financial data.

Criteria for M&A sample selection

Deal value must exceed USD 2 million

Deal announcement date must fall between 1 January 2012 and 31 December 2023
Deal must be completed

Both the acquirer and target must be publicly listed companies

The target company must have an ESG score available

The acquiring company must be listed in either the United States or in a European
country included in the regional focus

The acquirer’s ownership stake must exceed 50% following deal completion

These criteria were applied to ensure consistency in data quality, deal comparability, and the

relevance of ESG consideration to the transaction.
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4.2. Data sample description

The final sample consists of 193 M&A transactions across two major regional markets: the
United States and Europe. The European sample includes deals from 15 acquirer countries:
Austria, Belgium, the Czech Republic, Denmark, Finland, France, Germany, Italy, the
Netherlands, Norway, Poland, Spain, Sweden, Switzerland, and the United Kingdom. The
majority of deals originate from the United States, which accounts for 103 out of 193

transactions (53.4%).

The general characteristics of the M&A transactions are summarised in table 1, which
presents descriptive statistics for deal size across the entire dataset. The average deal value

across the entire M&A sample is 7209,8 million USD.

By comparing regions, the average deal value in the United States is notably higher (9038,2
million USD) than the average in Europe (5117,3 million USD), which reflects a notable
disparity in the deal sizes between this study’s market regions. These differences are well
documented in the prior literature and can be reflections of differences in capital market

structures and sizes and deal structures across regions (Netter Stegemoller & Wintoki 2011).

The sample is divided into three different portfolios based on the target companies’ ESG
scores by this classification, the role of sustainability in M&A transactions is further
investigated. The aim of these portfolios is to capture the variations in deal characteristics
associated with different levels of ESG performance of the target companies. The Low ESG
portfolio is constructed by the transactions where the target companies’ ESG score falls
within the 25" percentile of the whole sample. The medium ESG portfolio includes the deals
where the target company’s ESG score is between the 25" and the 75 percentile, naturally
the High ESG portfolio then contains the deals involving the targets with the ESG score in
the top 25" percentile. This classification allows a comparative analysis across different ESG

performance tiers.
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Table 1: Mean M&A Deal Values by Year and Region (2013-2022, Million USD)

Year Europe U.S. Whole data
2013 2105,9 3704,4 3065,0
2014 6729,5 11808,5 10380,0
2015 20863,7 10615,8 14502,9
2016 12949 12496,2 8542,8
2017 3217,0 7947,6 5345,8
2018 3046,1 15254,2 7929,3
2019 2682,0 15135,1 7524.9
2020 2062,9 815,9 1751,1
2021 2647,7 3573,6 3166,2
2022 1953,8 2199,8 2052,2
Total 5117,3 9038,2 7209,8

The largest average deal values occurred in 2014 and 2015, aligning with a period of high
global M&A activity. A notable dip appears in 2020, likely reflecting the uncertainty caused
by the COVID-19 pandemic, as global M&A deal volumes and values fell sharply during
this period due to economic uncertainty, operational disruptions, and reduced investor

confidence (Ethos Data 2021; BCG 2020).
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Figure 1: Yearly Count of M&A Transactions in Sample (2013-2022)

Figure 1 shows the annual distribution of M&A transactions included in the sample, based
on the year the deal was announced from 2013 to 2022. The data reveals peaks in 2014 (32
deals) and 2015 (29 deals), reflecting a period of increased M&A activity. Deal volume
declined between 2016 and 2018, with a notable drop in 2020 likely due to the COVID-19
pandemic. A moderate recovery followed in 2021. Having transactions in each of the ten

years adds to the credibility of the study’s long-term performance comparisons.

4.3 Methods

This chapter presents the methodological framework applied in this study. The research
employs three main analytical approaches: event study analysis, Buy-and-Hold Abnormal
Returns (BHAR) analysis, and multiple linear regression. These methods are designed to
assess the relationship between ESG characteristics of M&A targets and the financial

performance of acquiring firms, both in terms of market reaction and valuation impact.
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4.3.1 Refinitiv ESG score

This study uses the data from London Stock Exchange Group (LSEG), formerly known as
the Refinitiv ESG dataset. The dataset is one of the most comprehensive and most widely

used ESG scoring methodologies available.

Based on over 870 publicly reported metrics, the scores are designed to objectively assess
the company’s relative environmental, societal, and governance performance. From this
wider dataset, a subset of 186 of the most comparable and material indicators per industry is
selected to calculate the final ESG score. After that, the said indicators are grouped into three

core pillars: Environmental, Social and Governance.

The scoring methods are designed to consider the industry-specific relevance of ESG issues
by incorporating a materiality matrix; with this, they ensure that the most impactful factors
of a given sector have been considered. The final ESG scores range from 0 to 100 and are
benchmarked against the industry peers, enabling a transparent and meaningful cross-
company comparison. Figure 2 illustrates the composition of these scores by pillars and

themes.

For this study, using a consistent ESG score data provider across both the U.S. and European
markets is critical for guaranteeing transparent comparability. With this consistent reliance
on the same methodology and ESG scoring logic, biases are avoided that could result from
methodological differences between different data providers, thus enabling reliable cross-
market insights on how the ESG performance of a target company influences M&A

outcomes.
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Figure 2: Composition of LSEG ESG Scores by Pillars and Themes (LSEG 2024)

4.3.2 Return data

To compute the daily stock returns for acquirers over the event window, daily logarithmic

returns were calculated based on closing price data using the standard formula.

R, =In Pic (1)
K Pt q

Where,
R;+ = log return of firm i on day t
P; + = closing price of the stock on day t

P; +_1 = closing price on the previous trading day

These daily returns serve as the basis for calculating buy-and-hold abnormal returns (BHAR)

over various post-merger horizons.
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4.3.3. BHAR

Event studies are a widely used to examine how corporate actions such as M&A activities
affect stock price performance over a selected period. The analysis uses the Buy-and-Hold
Abnormal Return (BHAR) method, which captures long-term stock performance by
comparing actual returns to those of a benchmark index over a defined holding period. The
BHAR approach is consistent with the methodology employed by Zheng et al. (2023), who

used it to assess post-acquisition performance in the context of ESG-related M&A.

The sample is split into three portfolios according to the target companies' ESG score to
examine the performance of the acquiring companies using buy-and-hold abnormal returns
(BHAR). This method is particularly relevant and widely used in analysing post-event
performance. The compounding mechanism follows Barber & Lyon's (1997) foundational
approach to avoid rebalancing bias in long-term studies. The BHAR is calculated by

compounding the return difference between the firm and the benchmark as follows:

T T
BHAR; 1 = ﬂ(1 +Ri) — 1_[(1 +Rm¢) (2)
t=1 t=1

Where,

BHAR; 1 = Buy-and-hold abnormal return for firm i over period
R+ = Return of firm i in period

R+ = Market return in period t

T = Total number of periods
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4.3.4. Market indices for BHAR calculation

For the calculation of Buy-and-Hold Abnormal Returns (BHAR), two separate market
benchmarks are used for the U.S. and the European portfolios. The MSCI USA index is used
as a benchmark for the U.S. portfolio. The selected index is designed to reflect and capture
the performance of large- and mid-cap companies in the U.S. It covers over 85% of the U.S.
free float-adjusted market capitalisation, with 589 constituents, the selected index provides
a broad representation of the U.S. equity market, making it a suitable reference point for the

evaluation of portfolio performance (MSCI 2025a).

In the case of the European portfolio, the selected benchmark is the MSCI Europe Index,
which tracks large- and mid-cap companies across 15 developed European markets. The
index represents approximately 85% of the free float-adjusted market capitalisation and 414
constituents in European markets. The MSCI Europe Index offers a thorough view of the
developed European markets. This choice allows the portfolios to be benchmarked against

appropriate market indices. (MSCI 2025b).

4.3.5. Multiple linear regression

Linear regression is a widely used statistical method to examine the relationship between a
dependent variable and one or more independent variables. The aim is to explain the
variation in the dependent variable by analysing the influence of each independent variable
used in the calculation (Seber & Lee 2012). This study employs two multiple linear
regression models to investigate the relationship between the acquiring company’s post-
acquisition performance and the ESG performance of the target company. This method
allows for estimating the effect of the key explanatory variable, the ESG score of the target
company, while controlling for other additional variables that could otherwise bias the
results. So, by incorporating these control variables, the effect of the target company ESG
score can be better isolated on the post-acquisition outcomes of acquirer company. This
approach helps to draw a reliable conclusion about the role of ESG in M&A performance.

The general form of the multiple linear regression model can be expressed as follows.
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Vi = Bo + Bixix + BaxXiz + -+ Bpxip + & (3)

Where,

y; = Dependent variable
Bo= Constant

B, = Coefficients

x;1= Independent variables

&;= Error term

4.3.6. Market Capitalisation to EBIT Ratio

To assess changes in firm valuation post-acquisition, the study uses the Market

Capitalisation to EBIT (MCAP/EBIT) ratio, calculated as:

Market Capitalisation; ;
EBIT; ,

MCAP/EBIT;, = (4)

Where,

Market Capitalisation; , = Share Price; ¢ X Shares Outstanding, ,

EBIT = Earnings Before Interest and Taxes at time ¢

This ratio provides a measure of how the market values a firm relative to its operating
earnings. An increasing MCAP/EBIT ratio following an acquisition may indicate investor

optimism and valuation premium.
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4.4. Variables used

In this study, the variables were selected based on prior empirical research on mergers and
acquisitions, particularly studies that examined the impact of environmental, social, and
governance factors on post-acquisition outcomes. Below is an overview of each variable

included in the regression models, along with a justification for its inclusion.

The ESG rating of the target company serves as the main independent variable. Prior
research suggests that higher ESG ratings may enhance the acquiring firm's post-merger
performance through improved stakeholder trust and reduced integration risks (Zheng et al.
2023; Wang et al. 2021). The high-technology dummy variable indicates whether the target
company operates in a high-technology sector (Wang et al. 2021). Percentage of stock used
measures the proportion of the acquisition paid with the acquirer’s stock. The payment
method is relevant in M&A structures, as it can reflect sentiment and the acquiring
company's confidence in the deal (Wang et al. 2021). Acquirer Revenue, Target Revenue,
and Acquirer Market Capitalisation to EBIT (MCAP/EBIT) are included to capture the
financial performance and valuation profile of the acquirer and target, which may influence
both deal structure and post-merger outcomes (Wang et al. 2021). The logarithmic values of
Acquirer Debt and Target Debt were also included to account for the companies’ leverage
positions, as financial risk and capital structure can significantly impact the success of post-
merger integration. The natural logarithm of debt is used, as the data is skewed. The total
value of the transaction is a standard control in M&A research, as larger deals attract greater
attention and may involve more complex integration risks (Zheng et al. 2023; Tampakoudis

et al. 2018; Wang et al. 2021).

To ensure the validity of the regression analysis, correlation coefficients were calculated
between all independent variables included in the two models. This step was taken to identify
any potential multicollinearity that could manipulate the regression estimates. No pairwise
correlation for either model went above the frequently mentioned multicollinearity cutoff of
0,8 (Khadka 2023). In the first regression model, the highest observed correlation was
between Acquirer EBIT and Acquirer Revenue (r = 0,36), which is still moderate and
economically justifiable. All other variables displayed low or insignificant correlations,

indicating that multicollinearity is unlikely to be an issue.
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In the second model, all correlations among independent variables remained low to
moderate. Deal Value and Acquirer Revenue had the strongest correlation (r = 0,44), which
is also significantly below problematic levels. These findings support the robustness of the

regression models in terms of collinearity diagnostics.

Variance inflation factor (VIF) tests were conducted on all regression models included in the
study to assess a possible presence of multicollinearity among all the independent variables.
Multicollinearity arises when two or more independent variables in a regression are strongly
correlated. This may lead to inflation in the variance of coefficient estimates and potentially
undermine the statistical significance of the predictors. Across all models, the VIF values
for individual variables ranged from 1,03 to 1,71, with mean VIFs between 1,15 and 1,26.
These values are well below the commonly accepted conservative threshold of 5. The VIF
values indicate that multicollinearity is unlikely to bias the coefficients used in the study.

(O’Brien 2007)
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5 Analysis and results

Chapter 5 presents the empirical findings of the study, with a focus on the relationship
between target firm ESG ratings and post-acquisition performance, measured using Buy-
and-Hold Abnormal Returns (BHAR) and MCAP/EBIT ratio. The results are based on three
holding periods (180, 360, and 720 days), with MSCI USA and MSCI Europe Indices used
as benchmarks for the respective regional portfolios. Tables 2—4 report median and mean
BHARs for Low, Medium, and High ESG portfolios, alongside p-values from the Wilcoxon

rank sum test for medians and Student’s t-test for means.

Table 2: Buy-and-Hold Abnormal Returns (BHAR) by ESG Portfolio (Full Sample)

Panel 1 Median BHARs both portfolios

180 days 360 days 720 days
Low 1,91 % 3,96 % 8,26 %
Medium -1,61 % 0,80 % 8,39 %
High -8,45 % -4,64 % -11,93 %
Low - High 10,36 % 8,60 % 20,19 %
p -value 0,054 0,199 0,020

Panel 2 Mean BHARSs both portfolios

180 days 360 days 720 days
Low 2,23 % 1,82 % 8,21 %
Medium -1,55% 3,47 % 4,06 %
High -4,57 % -5,41 % -11,86 %
Low - High 6,80 % 7,23 % 20,07 %
p -value 0,132 0,269 0,025
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Table 2 shows BHARSs for the full sample. Acquirers of low ESG-rated targets consistently
outperform those acquiring high ESG-rated firms, particularly over longer horizons. While
differences are not statistically significant at shorter timeframes, the underperformance of
the high ESG portfolio becomes statistically significant at the 720-day horizon. High ESG
scores are not linked with improved long-term market-adjusted returns in M&A deals and
may even indicate lower financial performance over time. The findings partially support H1
by confirming that ESG scores affect acquirer performance. However, the observed
relationship is negative—contradicting the expected value-enhancing role of high ESG

ratings.

To further understand the effect of ESG on post-acquisition performance, the sample is

divided into U.S. and European acquirers.

Table 3: Buy-and-Hold Abnormal Returns (BHAR) by ESG Portfolio (U.S. Sample)

Panel 1 Median BHARs U.S. portfolio

180 days 360 days 720 days
Low 2,55% 2,42 % 14,27 %
Medium -0,22 % -3,10 % 1,02 %
High -8,46 % 2,11 % -17,73 %
Low - High 11,01 % 0,31 % 32,00 %
p -value 0,159 0,604 0,056

Panel 2 Mean BHARs U.S. portfolio

180 days 360 days 720 days
Low 3,32 % 1,34 % 10,40 %
Medium -1,07 % 1,65 % -10,71 %
High -5,56 % -2,23 % -18,72 %
Low - High 8,88 % 3,57 % 29,12 %
p -value 0,131 0,692 0,030

Table 3 presents the results for the U.S. sample. The results show that acquirers of low ESG-

rated targets outperform those of high ESG targets across all periods, with the most
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pronounced difference emerging over the 720-day horizon. While short- and medium-term
differences are not statistically significant, the long-term underperformance of high ESG
acquisitions becomes statistically significant in both median and mean returns at 10% and
5% level. In the U.S. market, higher ESG ratings of target firms do not lead to superior long-
term performance for acquirers and may, in fact, be associated with weaker market-adjusted

returns over time.

Table 4: Buy-and-Hold Abnormal Returns (BHAR) by ESG Portfolio (Europe Sample)

Panel 1 Median BHARs Europe portfolio

180 days 360 days 720 days
Low 1,39 % 7,63 % 7,23 %
Medium -1,90 % 3,80 % 12,60 %
High -8,44 % -8,04 % -9,42 %
Low - High 9,83 % 15,67 % 16,65 %
p -value 0,276 0,288 0,187

Panel 2 Mean BHARSs Europe portfolio

180 days 360 days 720 days
Low -0,16 % 2,74 % 3,82 %
Medium -2,07 % 5,48 % 20,36 %
High -4,02 % -7,27 % -7,87 %
Low - High 3,86 % 10,01 % 11,69 %
p -value 0,529 0,228 0,376

Table 4 presents the results for European acquirers. Across all time horizons, acquisitions of
low ESG-rated targets tend to outperform those involving high ESG targets, with differences
widening over time. However, none of the return differences reach conventional levels of
statistical significance. While the medium ESG portfolio shows comparatively stronger
long-term performance in both mean and median terms, the results do not provide conclusive
evidence that ESG scores meaningfully influence post-merger performance in the European
markets. Within these results, the H3 is strongly supported: in the U.S. sample, higher ESG

scores are linked to statistically significant negative BHARs, while in the European sample,
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ESG scores show no significant relationship with acquirer performance. This indicates

regional divergence in how markets interpret ESG signals.

5.1 Regional Comparison of BHAR by ESG portfolio group

To examine whether regional differences affect long-term performance following M&A
transactions, Welch’s t-tests were conducted to compare the mean buy-and-hold abnormal
returns between the U.S. and Europe portfolios across the three ESG-based acquirer
portfolios (Low, Medium, and High ESG). The Welch’s t-test was chosen due to its
robustness to unequal variances between groups, making it particularly suitable for

comparing financial performance data across different market contexts.

Table 5 summarises the test results:

Table 5: Welch’s t-test Results Comparing Mean BHAR Between U.S. and Europe
Across ESG Portfolios

Time Mean Mean
ESG Portfolio Horizon (Europe) (U.S) Difference p-value
Low 180d -0,16 % 3,32% -3,48 % 0,509
360d 2,74 % 1,34 % 1,40 % 0,866
720d 3,82 % 10,40 % -6,55 % 0,585
Medium 180d -2,07 % -1,07 % -0,99 % 0,814
360d 5,48 % 1,65 % 3,83 % 0,534
720d 20,36 % -10,71 % 31,06 % 0,091
High 180d -4,02 % -5,56 % 1,54 % 0,814
360d -7,27 % -2,23 % -5,04 % 0,574
720d -7,87 % -18,72 % 10,85 % 0,437

In the Low ESG portfolio, there were no statistically significant differences in mean BHAR
between U.S. and European acquirers across any of the three time horizons (180, 360, and

720 days). While the U.S. acquirers recorded higher returns on the 180- and 720-day horizon,
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the European acquirers outperformed their U.S. counterpart in the 360-day horizon. These
differences between regions were still considerably small and statistically insignificant,
indicating broadly similar performance across two regions for the transactions that involve

low-ESG rated target companies.

For the medium ESG portfolio, a marginally significant difference emerged at the longest
720-day time horizon. European acquirers reported a notably higher mean BHAR
(+20,36%) compared to their U.S. counterparts (—10,71%). This difference, while only
marginally significant, suggests that the medium ESG-target deals generate greater long-
term value in the European market. However, short- and medium-term results (180 and 360
days) showed no significant regional difference, while the differences between mean BHAR

values were relatively small.

In the High ESG portfolio, both regions displayed negative average BHARS across all time
horizons. At 720 days, European deals again outperformed the U.S. with a less negative

mean BHAR (-7,87% vs. —18,72%), but still the difference was not statistically significant.

Therefore, no definitive conclusions can be made about regional differences in the outcomes
of high ESG-target acquisitions. The Welch t-test offer some support for the H3, indicating
that regional disparities occur and are most pronounced within longer time horizons and the
medium ESG-targets. This pattern implies that the interaction between ESG alignments and

geographical market context may influence the long-term effectiveness of M&A strategies.
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5.2 Regression Analysis

In this chapter, the results of the multivariate regression are presented. The analysis
investigates the effect of the target company's ESG score on the acquiring company's post-
merger performance. This is measured by Buy-and-hold Abnormal returns (BHAR) over

three different time horizons: 180, 360, and 720 days.

The following model was used to estimate the impact of ESG and financial variables on

post-deal acquirer performance:

Model 1. Specifications

+ [3Acquirer Debt + B, Acquirer EBIT (5)

+fsTarget Debt+ B¢ Acquirer Revenue + &

Where,

Dependent Variable:

BHAR = Buy-and-Hold Abnormal Return for the acquirer at 180-, 360-, and 720-days post-
deal.

Independent Variables:

ESG = Target firm’s ESG score

High Tech = High Technology dummy variable

Acquirer Debt = Total debt of the acquiring firm

Acquirer EBIT = Earnings Before Interest and Taxes of the acquirer
Target Debt = Total debt of the target firm

Acquirer Revenue = Total revenue of the acquiring firm
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Table 6 Regression Results: Impact of Target ESG Score on Acquirer BHAR (Full

Sample)

Numbers in brackets refer to p-values, and the significance of each coefficient is shown by ***  **

and * at the 1%, 5%, and 10% levels, respectively.

BHAR
Time Frame 180 days 360 days 720 days
ESG -0,001 -0,001 -0,002
[0,106] [0,274] [0,360]
- kekk _ %k _
High Tech 0,199 0,200 0,255
[0,002] [0,035] [0,183]
- - * kek
Acquirer Debt 0,003 0,008 0,016
[0,430] [0,090] [0,018]
skkock skskok
Acquirer EBIT 0,00 0,008 0,018
[0,681] [0,000] [0,000]
Target Debt 0,000 0,000 0,000
[0,329] [0,101] [0,226]
. 0,009 0,000 -0,058%*
Acquirer Revenue
[0,315] [0,454] [0,033]
-0,070 0,119 0,784
Constant
[0.674] [0,232] [0,147]
r 0,082 0,094 0,124

Over the shortest time horizon (BHAR 180 days), the ESG score of the target company

exhibits a negative coefficient. and the relationship is insignificant, indicating no reliable

investor response to ESG performance of target companies in the short term.

The high-tech dummy variable shows a strong negative effect that is statistically significant

at the 1% level, which indicates that the deals involving high-technology targets tend to

underperform in the short term after the acquisition, this could be due to market caution

toward high-tech acquisitions, which could be due to possible overvaluation concerns

regarding the high-tech deals.
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By the 360-day horizon, the ESG score remains negatively signed but statistically
insignificant, consistent with the results observed over the 180-day horizon. The high-tech
dummy retains its negative effect and is now statistically significant at the 5% level,
implying that the underperformance of high-tech acquisitions persists through the 360-day
time horizon. The acquirer debt shows a negative and marginally significant coefficient at
the 10% level, suggesting possible market caution toward highly leveraged deals. Acquirer
EBIT emerges as a strong positive and statistically significant at the 1% level predictor of

returns, indicating growing investor emphasis on profitability over time.

ESG remains negatively signed on the 720-day horizon while still being statistically
insignificant, providing no support for hypothesis 1 of the study, which expected that the
acquisition of high-ESG targets would enhance acquirer stock performance. The high-tech
variable loses significance, which may suggest that the scepticism regarding overvaluation
of high-technology investments may diminish on a longer time horizon. Over a long time
period, the acquirer debt becomes a significant positive factor at the 5% level, indicating
investors’ favourable view on leverage when supported by strong performance. Acquirer
EBIT remains as a key driver of stock return, underscoring the critical role of strong
operational profits of the acquiring company, whereas the acquirer’s revenue shows a
significant negative effect — potentially reflecting the market’s concern over the efficiency

and sustainability of post-deal revenue growth.
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5.2.3 Regional Subsample Results

Table 7. Regression Results: Impact of Target ESG Score on Acquirer BHAR by
Market Region

Numbers in brackets refer to p-values, and the significance of each coefficient is shown by ***_ **

and * at the 1%, 5%, and 10% levels, respectively.

BHAR
Region U.S. Europe
Time Frame 180 days 360 days 720 days 180 days 360 days 720 days
ESG -0,002** -0,001 -0,002 -0,001 -0,001 -0,002
[0,057] [0,502] [0,483] [0,106] [0,274] [0,360]
. -0,109 -0,047 -0,250 -0,199***  -0,200** -0,255
High Tech
[0,317] [0,776] [0,158] [0,002] [0,035] [0,183]
. -0,003 -0,013** 0,019%* -0,003 -0,008* 0,016%*
Acquirer Debt
[0,587] [0,023] [0,013] [0,430] [0,090] [0,018]
. 0,000 0,009%** 0,016%** 0,000 0,008***  (,018%**
Acquirer EBIT
[0,610] [0,001] [0,008] [0,681] [0,000] [0,000]
0,000 0,000 0,000 0,000 0,000 0,000
Target Debt
[0,751] [0,045] [0,169] [0,329] [0,101] [0,226]
. 0,005 0,000 0,020 0,009 0,000 -0,058%*
Acquirer Revenue
[0,698] [0,371] [0,528] [0,315] [0,454] [0,033]
0,022 0,156 -1,042 -0,070 0,119 0,784
Constant
[0,924] [0,199] [0,113] [0,674] [0,232] [0,147]
r 0,051 0,135 0,227 0,082 0,094 0,124

These results reveal significant regional differences in how markets initially respond to ESG
considerations in M&A transactions. In the Europe sample, target ESG scores show no
statistically significant relationship with the acquirer abnormal results in the 180-day time
horizon, indicating that European investors don’t immediately reward or penalize
acquisitions based on the targets ESG performance. Contrarily, the U.S. market demonstrates
a statistically significant, at the 10% level, negative response to higher target ESG scores.
This finding indicates that U.S. market investors initially react with scepticism to
acquisitions of high-ESG targets. This finding strongly supports H3, demonstrating clear
regional differences in ESG effects, with US markets showing significant negative reactions

while European markets remain neutral.

In Europe the high-tech acquisitions are significantly penalized, indicating a general caution

around tech-sector transactions shortly after deal execution.



37

In the 360-day horizon, ESG scores become statistically insignificant in both regions, and
investor attention appears to shift toward operational fundamentals. Acquirer EBIT emerges
as a strong positive predictor of returns in both U.S. and European models, signalling that
profitability becomes a more important factor over time. The persistent negative effect of

high-tech deals in Europe reinforces continued investor caution toward these sectors.

By the 720-day time horizon, the ESG score remains as statistically insignificant in both
markets, indicating that — whether high or low — the target company’s ESG performance
does not translate into a systematically higher or lower long-term abnormal return for the

acquirer.

This absence of significance implies that over time, the initial ESG consideration loses its
predictive power over abnormal returns, with the market concerns and attention gradually
shifting away from the sustainability values toward more traditional financial performance

indicators such as acquirer EBIT and debt — an interpretation further supported by the results.

5.3 Univariate Regression Analysis of Explanatory Power for Acquirer BHAR

To complement the multivariate regression analysis, this chapter further studies the
explanatory power of every individual variable for predicting acquirer Buy-and-Hold
Abnormal returns. Using a simplified OLS regression, each explanatory variable was

regressed individually across the three event windows of the study — 180, 360 and 720 days.

Table 8 reports the R? values for each explanatory variable, providing a comparative view
of the individual standalone contribution of each variable across the regions and different

time horizons.

In the U.S. market, ESG Score has the highest explanatory power at 180 days (R? =0,033),
but its effect diminishes at 360 days (R? = 0,006) and recovers slightly at 720 days (R? =
0,015). Whereas acquirer EBIT becomes increasingly important over time, with its
explanatory power rising from R? = 0,003 (180 days) to 0,041 (360 days) and 0,099 (720
days). A similar upward trend is observed for acquirer debt and acquirer revenue, indicating

that financial fundamentals gain prominence in explaining long-term acquirer performance.
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In the European sample, the high-tech dummy initially has the highest explanatory power at

180 days (R? = 0,097), but its contribution declines steadily over time. While it dominates

short-term variation in returns, its relevance diminishes at longer horizons. Over the 720-

day period, acquirer EBIT and acquirer revenue emerge as the most explanatory variables,

indicating that financial fundamentals increasingly drive abnormal returns in the long term.

The ESG score of the target the company remains relatively stable across all the time

horizons, indicating a consistent yet limited role in explaining the acquirer BHAR-

performance within the European market.

Table 8. Explanatory Power of Variables for Acquirer BHAR

Region U.S. Europe

Time Frame 180 days 360 days 720 days | 180 days 360 days 720 days
ESG 0,033 0,006 0,015 0,015 0,020 0,014
High Tech 0,009 0,000 0,049 0,097 0,057 0,011
Acquirer Debt 0,000 0,009 0,096 0,006 0,005 0,001
Acquirer EBIT 0,003 0,041 0,099 0,003 0,021 0,036
Target Debt 0,001 0,007 0,004 0,026 0,027 0,010
Acquirer Revenue 0,001 0,006 0,057 0,000 0,000 0,036

5.4 Regression Results: ESG and Post-Acquisition Valuation

This chapter presents the results of the regression analysis examining how the target

company’s ESG performance affects the acquiring firm's valuation, proxied by the market

capitalisation-to-EBIT ratio (MCAP/EBIT), at 180, 360, and 720 days following the

acquisition. The analysis controls for deal characteristics and acquirer-specific factors,
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including high technology sector involvement, acquirer stock return, acquirer revenue, the

proportion of the deal paid in stock, and deal value.

Model 2. Specification:

MCAP/EBIT= B, + B,ESG + B,High Tech
+ 35 Acquirer Return + B, Acquirer Revenue (6)

+[sPercentage of Stock + PgDealValue + ¢

The following model was used to estimate the impact of sustainability-related and financial

variables on post-deal acquirer valuation:

Dependent Variable:
MCAP/EBIT = Market capitalization divided by Earnings Before Interest and Taxes for the
acquirer at 180-, 360-, and 720-days post-deal

Independent Variables:

ESG = Target firm’s ESG score

High Tech = High Technology dummy variable
Acquirer Return = Stock return of the acquiring firm
Acquirer Revenue = Total revenue of the acquiring firm
Percentage of Stock = Share of deal value paid in stock

Deal Value = Total transaction value

This multivariate regression framework aims to isolate the effect of target ESG performance

while controlling for acquirer characteristics and deal structure.
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Table 9: Regression Results: Impact of Target ESG Score on Acquirer Valuation, Full

Sample

Numbers in brackets refer to p-values, and the significance of each coefficient is shown by ***  **

and * at the 1%, 5%, and 10% levels, respectively.

Market Cap/Ebit
Time Frame 180 days 360 days 720 days
-0,294 0,248** 0,412%*
ESG
[0,819] [0,015] [0,043]
Hieh Tech -62,988 23,874 62,308%**
8 [0,655] [0,032] [0,005]
Acquirer Return -205,689* 15,145%** 10,350**
q [0,054] [0,003] [0,040]
Acquirer R 0,000 0,000 0,000
cquirer Revenue [0,753] [0.444] [0.360]
-0,956* 0,062 0,086
Percentage of Stock ) ’ ’
[0,077] [0,141] [0,3006]
Deal value -0,001 0,000 0,000
[0,640] [0,799] [0,127]
77,665 -3,596 -16,223
Constant
[0,246] [0,496] [0,128]
2 0,056 0,115 0,098

The ESG score of the target company is positively and significantly linked with
MCAP/EBIT at both the 360-day and 720-day horizons, with significance at the 5% level.
This finding supports the second hypothesis of the study, indicating that acquiring companies

with strong ESG performance leads to a valuation premium in the long run.

Furthermore, acquisitions involving high-technology targets are also positively linked with
valuation increases at both 360 days, being significant at the 5% level, and 720 days, being
significant at the 1% level, indicating a consistent market preference for technology sector

deals, especially when aligned with ESG considerations. Acquirer stock returns present a
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time-sensitive effect: a negative association at 180 days (significant at the 10% level), which
becomes strongly positive by 360 days (1%) and 720 days (5%), indicating that immediate
post-deal volatility may be offset by improving market confidence over time. The evidence
is consistent with H2, which suggests that acquirers of ESG-strong targets benefit from

enhanced valuation ratios in the 360- and 720-day time horizons.

5.5 Regression Results by Market Region

The regression analysis by market region reveals key differences in how target ESG scores

and deal characteristics influence the acquirer’s post-deal valuation.

Table 10: Regression Results: Impact of Target ESG Score on Acquirer Valuation by
Market Region

Numbers in brackets refer to p-values, and the significance of each coefficient is shown by ***_ **

and * at the 1%, 5%, and 10% levels, respectively.

Market Cap/Ebit
Region Us. Europe
Time Frame 180 days 360 days 720 days 180 days 360 days 720 days
BSG -0,790 -0,019 0,093 -0,156 0572%%= 0.903*=
[0,751] [0.888] [0.734] [0.689] [0.000] [0.007]

. -119.323 10,864 47.803%* -3,599 34,454 53,564
HighTech [0.586] [0.372] [0.045] [0.956] [0.181] [0.327]
Acquirer refum -458 578** 23 646%*% 15 643%* 15,463 0455 0786

[0.046] [0.001] [0.125] [0.585] [0.,171] [0.117]
. 0,000 0,000 0,000 0,000 0,000 0,000
Acquirer revenue
[0.781] [0.858] [0.181] [0.895] [0.406] [0.855
Percentage of Stock -1.973845* 0,000 0,001 0,061 0.109* 0.161
[0,079] [0.994] [0,993] [0.680] [0,063] [0,195]
. -0,001 0,000 -0,001== 0,000 0,000 0,000
Deal Value [0.708] [0.978] [0.021] [0.844] [0.936] [0.913]
Constant 164 257 11,679* 5526 16,158 -22.479%% 45 Q)%=
[0.179] [0,086] [0.680] [0.435] [0,008] [0,011]
r 0,116 0,149 0,155 0,022 0,236 0,135

In the U.S. portfolio, the target ESG score is not statistically significant at any time horizon.
High Technology dummy is statistically significant at 720 days on a 5% level. Acquirer

return shows a strong positive relationship at 180 and 360 days on a 5% and 1% level,
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respectively, while the deal value is negatively associated with valuation at 720 days, being

statistically significant at a 5% level.

The European sample shows a strong positive effect of ESG at 360 and 720 days, both being
statistically significant at the 1% level, indicating greater investor sensitivity to sustainability
factors. The percentage of stock is marginally significant at 180 and 360 days at a 10%
confidence level. These findings underscore that ESG is a more important valuation factor

in Europe, whereas U.S. valuations are more influenced by sector and stock performance.

A different pattern emerges in the European portfolio, where a strong positive effect of ESG
is demonstrated at both 360 and 720 days, with both results being statistically significant at
the 1% level. Overall, these results of market-based regressions highlight that ESG serves as
a more important valuation factor in Europe, while in the U.S. valuation appears to be more

influenced by sectoral and financial performance.

The results support the second hypothesis of this study: acquirers of high-ESG targets
experience stronger valuation ratios following the acquisition, particularly in European
markets and at longer time horizons. While U.S. investors continue to focus primarily on
financial and sectoral indicators, ESG performance appears to play a more important role in
European M&A activity, where it is increasingly viewed as a relevant signal on value. This
pattern aligns with stakeholder theory and recent growing institutional emphasis on

sustainable finance.
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6 Summary and conclusions

This thesis examined the relationship between target company ESG performance and the
financial performance of the acquiring companies in mergers and acquisitions, with a
particular emphasis on two key metrics: post-merger stock performance and valuation ratios.
Using a dataset of 193 M&A transactions completed in the U.S. and Europe between 2012
and 2023. The analysis tested whether higher ESG ratings of target companies contribute

towards better financial results for the acquirer and if these results effects differ by region.

6.1 Summary of Findings

Hypothesis 1 (H1) suggested that the acquisition of high-ESG companies would enhance
post-merger stock performance, which was assessed through Buy-and-Hold Abnormal
returns. However, the results of the study do not support this hypothesis. Especially in the
longer holding periods (720 days), the acquirers of high-ESG targets tended to underperform

relative to those acquiring targets with low ESG scores.

This underperformance was statistically significant in the U.S. markets in the 720-day time
horizon; therefore, H1 is not supported by the empirical evidence of the study. This contrasts
with earlier findings by Deng et al. (2013), who reported that CSR could enhance acquirer
value. This suggests that the relevance of ESG's value may be more conditional than

previously believed.

Hypothesis 2 (H2) proposed that higher ESG scores of target companies would be linked
with improved valuation ratios for the acquirer. The empirical evidence of this study
provides support for this hypothesis. The regression study reveals a positive and statistically
significant association between the target company’s ESG score and the acquirer company’s
MCAP/EBIT valuation ratio at both 360- and 720-day time horizons. The results suggest
that although ESG-driven acquisitions are not rewarded by the market with improved BHAR
returns, they are associated with a valuation premium for high-ESG deals in Europe.

Findings with the study by Srivastava & Anand (2023), who provide evidence that
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companies with higher ESG performance tend to demonstrate greater company value,

supporting the Stakeholder theory and long-term value creation.

Hypothesis 3 (H3) suggested that the positive relationship between ESG scores and acquirer
performance would be stronger in Europe than in the U.S. The study provides partial support
for this hypothesis. Particularly over longer time horizons, the ESG-related valuation effects
were found to be positive and statistically significant in European deals. However, U.S. deals

showed either no significant effect on valuation or a negative effect on abnormal returns.

This study’s findings diverge partially from earlier evidence, as no positive association was
found between the target companies’ ESG score and acquirer BHAR, and only partial
support was observed for the H3 in Europe, prior studies such as Deng et al. (2013) and
Zheng et al. (2023) report that high ESG acquirers, outperform in post-merger returns and
deal completion likelihood providing support for Stakeholder theory. Several factors may
explain these differences, firstly the market context and their regulatory environments vary.
Europe’s stricter ESG regulations may contribute to more positive valuation effects, while
in mature U.S. market ESG saturation may instead foster scepticism towards the valuation-
enhancing factor of ESG. Secondly, the methodological differences can cause differences in
the results. This study relied on smaller sample size, applied dual performance metrics and
adopted longer post-merger time horizons, compared to earlier studies. Thirdly, this study’s
focus on target ESG, unlike the acquirer focus on prior studies, highlights potential
overvaluation without integration synergies. Finally, the inclusion of the COVID-19 period

may have amplified the negative BHAR outcomes in the U.S. markets.

Overall, these findings highlight the fact that ESG scores’ impact in M&A 1s not uniform
and is highly context-dependent, and is shaped by differences in market expectations,

regulatory frameworks and investor behaviour across different regions.
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6.2 Limitations of the Study

This chapter outlines the limitations of the presented research examining the relationship
between target ESG scores and acquirer post-merger performance in M&A transactions
across the U.S. and Europe. Recognising these constraints helps interpret these results and
determining possibilities for future research. The study only consists of transactions for
which full ESG and financial data were available, which might lead to the possibility of
selection bias. The deals excluded due to missing or incomplete data may generally differ
from those deals examined in the study, potentially compromising the findings’ neutrality
and representativeness. Furthermore, this study focuses exclusively on public companies in
the U.S. and Europe. As a result, the findings may not extend to private companies or to
M&A activity in other regions, where ESG practices, regulatory environments and deal
dynamics may vary considerably. These limitations also suggest directions for future

research.

6.3 Implications of the Study

These findings provide several practical implications for corporate decision-makers and
investors. For acquiring companies, the evidence suggests that ESG performance of the
target company should not be viewed as a guarantee of improved financial outcomes in
M&A transactions. Particularly in the U.S. market, while the ESG factors may align with
broader company strategic and reputational values and goals, their associated financial
benefits — especially in terms of long-term post-merger stock performance - remain

uncertain.

An interpretation of the findings of this study is that the ESG performance of the target
company should not be interpreted as a guaranteed driver of stronger financial outcomes in
M&A transactions. In particular, within the U.S. market, while ESG factors may support
strategic and reputational objectives, yet their impact on long-term post-M&A stock
performance remains uncertain. The findings imply that ESG efforts should be assessed not

only from an ethical or strategic standpoint but also through critical financial perspective.
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Future research could extend the dataset to include private companies and transactions from
other regions, such as emerging markets, in order to test whether the regional differences
observed between the study’s marketplaces, the U.S. and Europe, persist under different

institutional conditions.

Overall, the findings suggest that ESG considerations influence acquirer outcomes
differently across markets and over time, showing that both regional context and time

horizon matter in M&A strategy.
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