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ABSTRACT
As in the last decade the number of M&A has been increasing, there is a need to better understand this type of transaction that puts firms into a restructuring process and affects all the interested parties. In this study we concentrate our interest to shareholders and the short-term wealth creation for the 6 countries, from Continental Europe, which are the major players in the market for corporate control for the period 2002-2007: Germany, France, Sweden, Netherlands, Spain and Italy. Our findings suggest that shareholders of the bidding firm receive an abnormal return that is statistically insignificant from zero while target shareholders earn a return of more than 7% in the period four days around the announcement date. When we look at the combined gain from M&A, we find a statistically significant return of almost 1,5% for the day of the announcement.

It is also of great importance to look at the factors that influence the shareholder value creation. From the cross-sectional analysis performed we discovered that a stock mode of payment results in lower wealth creation for both bidding and targets whereas the opposite is true for a diversification strategy which doesn’t appear to have an influence on the Cumulative Abnormal returns of shareholders. Moreover, the former takeover experience of the acquirer does not affect the returns for the acquiring firm, only those of the targets and in a positive way. Finally, the investor protection and the form of law enforcement do not have a significant explanatory power on shareholder returns. 

TABLE OF CONTENTS

2PREFACE AND ACKNOWLEDGEMENTS


3ABSTRACT


4TABLE OF CONTENTS


7CHAPTER 1


7INTRODUCTION


71.1 THE MARKET FOR CORPORATE CONTROL


81.2 THESIS OBJECTIVE


91.3 THESIS SETUP


10CHAPTER 2


10LITERATURE REVIEW


102.1 INTRODUCTION


102.2 HISTORICAL PERSPECTIVE: TAKEOVER WAVES


112.2.1 First Wave (1980-1904)


112.2.2 Second Wave (1919-1929)


112.2.3 Third Wave (1959-1973)


122.2.4 Fourth Wave (1983-1989)


122.2.5 Fifth wave (1993-2000)


122.3 INDUSTRIAL WAVES


132.4 DRIVERS OF TAKEOVER WAVES


13A. Economic and Regulatory changes


14B. Psychological Reasons


152.5 MOTIVES IN M&As


15A. SYNERGY


17B. MANAGERIAL HUBRIS


17C. AGENCY PROBLEM


19CHAPTER 3


19THEORY AND HYPOTHESES


193.1 INTRODUCTION


193.2 WEALTH CREATION IN M&A


20AN OVERVIEW OF THE EMPIRICAL LITERATURE PER WAVE


203.2.1. First Wave


203.2.2. Second wave


213.3.3. Third wave


213.3.4. Fourth Wave


213.3.5. Fifth Wave


233.3 THE DETERMINANTS OF THE TAKEOVER ANNOUNCEMENT RETURNS


233.3.1.
Attributes of the transaction


23a. Hostile vs Friendly Takeovers


24b.
Conglomerate Acquisitions vs Industry-related acquisitions


26c. Cross- border vs National Acquisitions


27d. Cash vs Stock Acquisitions


29e. Public vs Private target firm


30e. Experience vs non-experience


323.3.2. Attributes of the bidding and target firm


32a.
Firm size


32b.
Cash Flows


33c.
Tobin’s Q ratio


33d.
Toehold stake


343.3.3. Corporate Governance Regime


373.4. HYPOTHESES


38CHAPTER 4


38DATA AND METHODOLOGY


384.1 INTRODUCTION


384.2 DATA


404.3 METHODOLOGY


404.3.1. EVENT STUDY METHODOLOGY


444.3.2. OUTLIER ANALYSIS


444.3.3. REGRESSION ANALYSIS


45a. Stock vs Cash


45b. Diversification vs Focus


45c. Experience vs Non-experience


46d. Weak investor protection and low law enforcement vs strong investor protection and high law enforcement


46a. Firm size


47b. Tobin’s Q


49CHAPTER 5


49RESULTS


495.1 INTRODUCTION


495.2 EVENT STUDY RESULTS


595.3 REGRESSION ANALYSIS RESULTS


65CHAPTER 6


65CONCLUSION AND LIMITATIONS


656.1 INTRODUCTION


656.2 CONCLUSIONS


676.3 LIMITATIONS AND SUGGESTIOS FOR FUTURE RESEARCH


68REFERENCES


73APPENDIX




TABLES CHAPTER 5-RESULTS

50Table 5. 1 -Average Abnormal Returns of Acquirers


51Table 5. 2 -CAAR OF ACQUIRERS


54Table 5. 3- Average Abnormal Returns of Targets


55Table 5. 4- CAAR OF TARGETS


57Table 5. 5- Combined Average Abnormal Returns


58Table 5. 6– COMBINED CAAR


60Table 5. 7- Coefficients from the regression analysis




FIGURES CHAPTER 5-RESULTS

53Figure 5. 1- Bidder CAAR


56Figure 5. 2- Target CAAR


56Figure 5. 3- Bidder- Target CAAR


59Figure 5. 4- Combined CAAR




TABLES IN APPENDIX
73Table 1- Number of bidding companies per country


73Table 2- Number of target companies per country


75Table 3- Sample of Announcements


76Table 4- Descriptive statistics AAR acquirers before outlier analysis


77Table 5 - Descriptive statistics AAR acquirers after outlier analysis


78Table 6 - Descriptive statistics AAR targets before outlier analysis


79Table 7 - Descriptive statistics AAR targets after outlier analysis


80Table 8– CORRELATION MATRIX


80Table 9- CORRELATION MATRIX


81Table 10- Coefficients for the initial sample without the outlier analysis


82Table 11– Coefficients for the final sample for 9 variables




FIGURES IN APPENDIX
74Figure 1- Number of bidding companies per country


74Figure 2 - Number of target companies per country





CHAPTER 1

INTRODUCTION
1.1 THE MARKET FOR CORPORATE CONTROL

Nowadays, as economic markets become more complex and global it is a frequent phenomenon for both small and large companies to proceed to Mergers and Acquisitions in order to capture the implicated benefits such as synergies and economies of scale and scope and in that way earn a competitive advantage that will help them become leaders in their market of keep pace with their competitors. However, the market for corporate control has a long history, for over a century and takeover activity tends to cluster over time. There have been five major waves and as it is pointed out by Banal-Estañol, Heidhues, Nitsche, Seldeslachts (2006), merger activity is intense during economic booms and subdued during recessions while the more efficient acquirers earn higher merger profits during “merger waves” than outside of waves.

There is a difference in the definition of an Acquisition and a Merger
, but throughout our study we will treat both terms equivalently. And the most important reason for that is that they both imply a restructuring process for two at least firms where a productive reallocation of assets takes place. Moreover, they often imply dramatic changes for employees, competitors, customers and suppliers (Bittlingmayer, 1998). But shareholders are also highly affected as it is stated by Wang and Xie (2007): “The synergy effect of corporate governance is shared by target shareholders and acquiring shareholders “. However, there is an asymmetric distribution of gains since acquisitions are a mixed blessing for the shareholders of acquiring firms, even when they create synergies (Capron, Pistre, 2002) while target shareholders are almost always winners.

In the long history of the takeover activity, Anglo-American markets have always been ultimate players in M&A from the first of the five waves in the early 1900s since nowadays. However, Continental Europe became eager to participate only in the last wave of 1990s. In fact, the volume of M&A activity in Europe did rise significantly in the latter part of the nineties, after doubling in 1998 and 1999, the volume peaked in the latter year at USD 1,53 billion (Campa and Hernando, 2004). It is widely believed that the introduction of the Euro, the globalization process, technological innovation, deregulation and privatization, as well as the financial markets boom spurred European companies to take part in M&As during the 1990s.(Martynova, Renneboog 2006)

1.2 THESIS OBJECTIVE

As a result of the increasing importance and number of M&A, their performance implications have been of considerable interest to researchers over the last couple of decades. Previous empirical research is focused on the United States and the United Kingdom and there are also several more recent papers for Europe. However, as far as I know, there is no research paper that focuses on the major players of the market for corporate control in the area of Continental Europe and more precisely France, Germany, Sweden, Italy, Netherlands and Spain.

Among our objectives is to investigate the effects that M&A have on shareholders of the bidding and the target firm but also to determine how much is the combined net economic gain from the announcement of a takeover. Furthermore, we will try to identify the factors which may explain differences in wealth creation. Those factors pertain to the characteristics of the transaction such as the mode of payment, the chosen strategy, the type of the bid and also to external factors such as the legal and regulatory environment.

So the main research questions can be summarized in the following way:

· Do M&A result in shareholder wealth creation?

·  Which are the factors that have the biggest influence in shareholder value creation?

1.3 THESIS SETUP

The thesis is divided in 6 chapters. Chapter 2 presents the theoretical framework of M&A through a review of the existing literature. Chapter 3 is about the theory regarding the shareholder wealth creation and the factors that contribute to it and also about the hypotheses that we will try to prove through the remaining chapters. In Chapter 4, the data and the methodology that will be used are described and in Chapter 5 the results of the implemented methodology are discussed. Finally, Chapter 6 concludes with the main findings of our research and also some limitations of the present study.

CHAPTER 2 

LITERATURE REVIEW

2.1 INTRODUCTION 

In this chapter, the theoretical framework of Mergers and Acquisitions will be analyzed extensively. Firstly, we will investigate the takeover activity from a historical perspective throughout the different takeover waves that span more that a century from 1880 until recently. Through that historical flashback we will try to identify the most important patterns and characteristics of each of the wave and the underlying factors that drive the takeover activity to cluster over time.

Finally, the main motives behind M&A are stated and analyzed so as to understand the driving forces of the market for corporate control. The market for corporate control is best viewed as an arena in which managerial teams compete for the rights to manage corporate resources (Jensen and Ruback, 1983).

This chapter consists of four units. In unit 2.2 there is a review of the major takeover waves, in 2.3 we refer to the industrial waves and in 2.4 we discuss the drivers of the takeovers waves. Finally, in the last unit 4.5 we report the main motives for merging activity.
2.2 HISTORICAL PERSPECTIVE: TAKEOVER WAVES

It is a common conclusion of the literary community that Mergers and Acquisitions follow a pattern and occur in cyclical waves. Actually, in the long history of the market for corporate control there have been five major waves (Martynova, Renneboog, 2005). The first one started in 1880 and ended in 1904 and was followed by the second wave which was initiated in 1919 and lasted for 10 years when it ended in 1929. The third wave occurred during the 1950’s and 1960’s and ended in 1973 while the fourth came two decades later in the 1983 until the 1989. The fifth and last wave was in 1993 and stopped in 2000. However, these waves weren’t all international. The first two were mainly concentrated in the United States, while the third had an Anglo-American character with the participation of both the US and the UK and only in the fourth and the last wave the Continental Europe become an important player. 
2.2.1 First Wave (1980-1904)
The second industrial revolution with all its economic, political and technological implications was one very important reason that initiated the first wave which was named the “Great Merger Wave”. The main argument of the companies was to reduce the competition through the creation of monopolies and the concentration of market power. But the crash of the equity market around 1905 signaled the end of the first wave.

2.2.2 Second Wave (1919-1929)

In contrast with the first wave and its monopolies, the second wave of 1910’s and 1920’s was characterized by the formation of oligopolies through the merger of small firms and with the incentive to achieve economies of scale. However, again the stock market crash of 1929 led the second wave to an end.

2.2.3 Third Wave (1959-1973)

The third takeover wave was initiated by a regulatory change, the tightening of antitrust regime in 1950
. It is called the “Conglomerate Wave” due to the creation of large conglomerate companies that were seeking for new growth opportunities through new products and new markets. So the characteristic of the wave was the high degree of diversification but it was ended by the oil crisis of 1973.

2.2.4 Fourth Wave (1983-1989)

The fourth wave came along with technological and financial changes such as the deregulation and creation of new financial markets. Technological innovation has spurred investment and corporate restructuring, while deregulation has opened up new opportunities (Salleo, 2008). As opposed to the previous wave, this one is a non-conglomerate one or a “Refocusing wave” or a “Consolidation wave” as most companies tried divestiture and concentrated on their core business. Another important characteristic of that wave is that it experienced the largest number of hostile bids in U.S. history (Betton, Eckbo, Thorburn, 2008). Also in this case the end of the wave came with the stock market crash of 1987.
2.2.5 Fifth wave (1993-2000)

Finally, the last wave of 1990’s is called the “Global Wave” or “Strategic Merger” or “Dot-com” wave and coincided with the boom in the financial markets and the process of the economic globalization. Because of the large number of cross-border transactions and also because of the large value of these transactions, this most recent wave is the biggest but also the most impressive in terms of countries participation since all US, UK Continental Europe and Asia tried to become part of the new global market (Martynova, Renneboog, 2005). Moreover, because of the wide spread of takeover defenses this wave had a more friendly character than the previous one. However the collapse of the last wave came along with equity market collapse of 2000.

2.3 INDUSTRIAL WAVES

Apart from the five major waves, Floegel, Gebken and Johanning (2005) identified the existence of 18 industry merger waves and discovered an interesting pattern within each wave, the wave effect. According to that pattern, in the first half of a wave, bidders experience an average abnormal return of 1.5562% but at the second half this return decreases to –1.1079%. The same pattern also holds for “rivals”, firms in the industry other than the bidder and the target who at the beginning receive a return of 0.3123% and at the end the returns becomes negative (–0.1244%). A possible explanation could be that at the end of the wave the number of potential targets decreases so that bidders are more likely to overpay so as not to lose the last “competitive edge providing” targets. However, it could also be due to the confidence of managers of the acquiring firm which boosts as the wave evolves.

2.4 DRIVERS OF TAKEOVER WAVES

The Mergers and Acquisitions activity extends over a period of more than a century and regardless the differences between the five major waves we notice the existence of many similar characteristics which pertain mostly to the factors that initiate and end a wave. The main reasons that may trigger the creation of a wave are the reasons that could lead a company into a restructuring process. This restructuring process can be initiated when merger intensity is highest in industries with strong growth prospects, high profitability, and near capacity (Andrade, Stafford, 1999). These reasons are more general since they don’t refer to the motives from the part of a company but they are affected by more external factors that pertain to the environment of the firms. They can be categorized to two main drivers:

a. Economic and Regulatory changes

b. Psychological reasons 

A. Economic and Regulatory changes
The most important reasons are the shocks to the business environment. Those shocks can be changes in economic growth and in market capital conditions such as shocks to the stock market or changes in the interest rates that affect the borrowing capacity of the firms and also disequilibrium in product markets with differences in supply and demand.
Industry specific shocks have also a high explanatory power for justifying the creation of merger waves. Some examples are deregulation, oil price shocks, foreign competition and financial innovations (Andrade, Mitchell and Stafford, 2001). Moreover, technological changes can affect the degree of takeover activity as was the case in 1980’s and 90’s with the appearance of information technology. Regulatory and technological changes, and shocks to aggregate liquidity, appear to drive out market-to-book ratios as fundamental drivers of merger waves (Betton, Eckbo, Thorburn, 2008). What happens is that market-to-book ratio can be a good proxy for market overvaluation and high market valuation drives bidders to use overpriced stock to buy targets and thus drives merger waves. Financial constrains, access to external financing, cash position are important factors that affect a company’s “mood” to initiate a takeover.

B. Psychological Reasons

As oppositely to the above economic and financial factors-drivers there is another theory that supports more psychological factors as wave drivers. These factors are related to the herding behavior from the part of managers or companies. In that case, firms tend to mimic the actions of other firms and as other companies engage in successful takeovers, they are encouraged to undergo similar activity. As Martynova and Renneboog (2005) very successfully put it:” A series of successful M&As wets other firms appetite to do a takeover, whereas a series of unsuccessful ones leads to the decline in takeover activity”. However, overconfidence also leads the managers to overvalue the synergistic gains of a takeover and thus commit a managerial hubris but it can also be that through the M&A managers pursue their own personal objectives and satisfy their appetite for empire-building. 

2.5 MOTIVES IN M&As

The motives pertain more to the factors from the perspective of the company and are less influenced by the more general factors of the economic and regulatory environment that drives M&A to cumulate over periods and therefore become waves of takeover activity. There are three major motives:

a. Synergy

b. Managerial Hubris

c. Agency Problem
A. SYNERGY

The purpose of an acquisition is the creation of value. That value can come from the combined returns of the two firms such that the value of the one firm is greater than the sum of the two independent firms.

According to some theories of M&As the incentives for a takeover are based on efficiency motivations, such as reaping economies of scale or scope, the transfer to the target of the bidder’s supposedly superior managerial skills or a significant increase in market power (Salleo, 2008). So as it is implied by Salleo but also by the majority of authors, one major motif for two companies to merge is the creation of synergies which in turn create value for the new companies. Synergy is the additional value that is generated by combining two firms, creating opportunities that would not been available to these firms operating independently (Damodaran, 2005). Potential reductions in production or distribution costs, often called synergies, could occur through the realization of economies of scale, vertical integration or the adoption of more efficient production or organizational technology (Jensen and Ruback, 1983). Synergy gains come from increases in market power, from offsetting profits from one firm with tax loss carry-forwards of the other, from combining R&B labs or marketing networks, or simply eliminating functions that are common to the two firms. (Mork, Shleifer and Vishny, 1987)
What is actually the result of a synergy is that the new firm can either increase its cash flows or achieve lower discount rates. The most important types of synergies are the operating synergies and the financial ones. In a survey by Devos, Kadapakkam and Krishnamurthy (2009), they found that the synergistic gains amount to 10.03% of the combined equity value of the merging firms and from that almost 8.38% is due to operating synergies. By operating synergies it is meant the creation of economies of scale which pertain to the cost advantages that the new company can have because of the expansion effect of the takeover. Those advantages can be managerial, purchasing, financial through lower borrowing interest rates or marketing and R&D due to the spreading of these fixed costs. Moreover, through the enlargement of the new firm and the resulting combination of different functional strengths, it can increase its growth opportunities (both in new and existing markets) and achieve a greater market share and thus have higher margins and operating income.

Among the Financial Synergies the most important ones are the increase in debt capacity and the tax benefits which accounts for the remaining 1.64% of the synergistic gains as showed in the research of Devos, Kadapakkam and Krishnamurthy (2009). The dept capacity results in a lower cost of capital for the combined company because the earnings and the cash flows of the combined entity can become more stable and thus more predictable (Damodaran, 2005). However, this argument has to be treated with caution because as it is implied Brealey and Myers (2006) it can be a dubious one in case of bankruptcy where the shareholders of both firms will have to bear the burden of paying back the debt. The tax benefits come from the different tax legislation that different countries have or in the ability to report lower incomes by acquiring companies with losses.
Finally, there is also diversification but it is the most ambiguous source of synergy as it can be both value-creating and value-destroying. This factor is extensively analyzed in latter chapters so we will not elaborate on it more here. 

B. MANAGERIAL HUBRIS

That incentive for conducting M&A is based on the manager's overconfidence about the expected synergies which results in overpaying for the target company. Managers overestimate the synergistic value that may result from a corporate takeover and that can lead to a value-destroying M&A. So the hubris hypothesis is highly related with a valuation error and is based on the assumption that the management of a company can make mistakes in evaluating potential targets (Roll 1986).

C. AGENCY PROBLEM

In contrast with the hubris phenomenon where a takeover mistake is made due to a valuation error, the agency problem is related to a conscious action of the management to act at the detriment of the shareholders in order to satisfy their own ambitions. Managers of firms with large excess free cash flows, “the free cash flow problem” often do not pay out these cash flows to their shareholders, as this would decrease the resources under their control and thus their power and instead they use this cash to finance acquisitions that can increase their private benefits. (Jensen 1986)

This problem is the result of the desire of managers for “empire building” which results in higher gains for them, such as higher salaries, more prestige as they are in charge of a larger company, and not necessarily for the maximization of shareholder wealth. This agency conflict between the management and shareholders is most pronounced in widely-held corporations where shareholder activism and efficient monitoring of the management may be lower (Martynova and Renneboog, 2008).

There are said to be two elements that might imply the existence of managerial arrogant behavior: a diversification strategy and the negative bidder returns. Martin and Sayrak (2003) state that the decision to diversify may result from the pursuit of managerial self-interest at the expense of stockholders since a diversification strategy is often accompanied by negative returns. Finally negative returns to bidders suggest that acquisitions might be driven by managerial motives rather than value maximization (Morck, Shleifer, and Vishny (1990)).
CHAPTER 3

THEORY AND HYPOTHESES

3.1 INTRODUCTION
In the third chapter we focus on the wealth creation of M&A for the shareholders of both the bidding and the target firm. We will document the shareholder abnormal returns due to the takeover activity over the time period extending from the first takeover wave until the later and until recently and try to identify any pattern or any significant increase or decline in the returns for both acquiring and target firm by reviewing several research papers. 

Moreover, an extensive survey of the factors that influence and drive the abnormal returns will be conducted at the end of the unit. The analysis of these factors and of their impact will lead to the formulation of the hypothesis regarding my research.
3.2 WEALTH CREATION IN M&A

In the previous chapter we discussed about the factors that drive the merger waves and the incentives for undertaking a takeover activity. But no matter what lies behind such a decision, the main goal should be the creation and more precisely the maximization of wealth for the shareholders for both the acquiring and the target company.

AN OVERVIEW OF THE EMPIRICAL LITERATURE PER WAVE

A unanimous conclusion of the empirical evidence is that M&A are expected to create value for the shareholders of the bidding and the target company combined but with the majority of these gains to pertain to the target shareholders. So for target shareholders there is a wide consensus that they win in that “game” of corporate control but regarding the shareholders of the bidding firm the evidence is controversial, they may win, they may lose or they may not be affected. Corporate takeovers generate positive gains; target firm shareholders benefit and bidding firm shareholders do not lose (Jensen and Ruback, 1983). Acquirers, however, receive at best modest increases in their stock price, and the winners of bidding contests suffer stock-price declines as often as they do gains (Jarrell, Brickley and Netter, 1988).

3.2.1. First Wave

The evidence for the value creation during the first takeover wave is limited so there are not a lot of research papers focusing on that period perhaps due to the lack of sufficiently available data due to the law disclosure requirements.
3.2.2. Second wave
As for the second and third takeover wave the vast majority of the research is focused on the US market for corporate control since the US were the biggest player in that market.
Leeth and Borg (2000) examine the shareholder wealth creation during the 1920’s merger wave in the US and find that the shareholders of the target firm receive a cumulative abnormal return of 15,6% for a window one month before announcement to completion while the shareholders of the bidding company neither lose nor gain. But their most important finding was that these abnormal returns were not greatly influenced by the mode of acquisition, the means of payment and the degree of industrial relatedness, factors that are really important in affecting returns for the later years.

What is also worth noticing is that it is believed that the Securities Act in 1933 and the Securities and Exchange act in 1934 increased the acquisition costs and changed the flow of gains from bidders to targets.
3.3.3. Third wave
For the US, Eckbo (1983) studied the period 1963-78 and discovered that for a two days window around the event date the cumulative average abnormal returns for bidders were 0,07 but not statistically significant while for targets the returns was 6,2% and statistically significant at the 1% level. However, for a longer event window (-20, +10), CAARs increase and become 14% for targets still significant at the 1% level and almost 1,6% for bidders but not significant.
Regarding the UK, Franks and Harris (1989) examined 1800 acquisitions covering a 30-year period from 1955 to 1985 and focusing mainly on the third wave and tried to identify if the pattern prevailing in the US is also consistent for the UK. They find that target shareholders receive a statistical significant positive abnormal return of about 23% while bidder shareholders earn a much smaller return around 1%.

3.3.4. Fourth Wave

Franks, Harris and Titman (1991), study 399 US takeovers over the period of the fourth takeover wave (1975-1984) and find for the entire sample for an event window of 10 days around the event day a statistically significant cumulative abnormal return of almost 4% which is unfortunately unevenly distributed between that of the acquirer’s shareholders which receive a negative return of -1% and the target shareholders that earn a significant return of 28%.
3.3.5. Fifth Wave

Martynova and Renneboog (2006) study the performance of the European market (28 countries) for corporate control during the fifth wave and find that over a 10-day window around the event day, bidder returns are 0.79%while the target returns are 15.83%

Campa and Hernando (2004), in their research, study the period 1998 to 2000 and focus on European Union (15 countries) and also find that target firm shareholders receive a positive and significant cumulative abnormal return ranging from 4% over the period (t-1, t+1) to around 9% for the period (t-30,t+30) while the acquirer’s cumulative abnormal returns are null on average. For the combined gains to both firms, they find statistically significant cumulative abnormal returns of 0,9% to 3,6% depending on the event window.
Jensen and Ruback (1983) in their study summarized 13 studies and document that the estimated two-day abnormal returns immediately around the merger announcement for target shareholders range from 6.2% to 13.4% with a weighted average abnormal return of 7.7% while the weighted average one-month return is 15.9%. The evidence on bidder returns is mixed but on the whole it suggests that returns to bidders in mergers are approximately zero. The weighted averages are 1.37% for the one-month announcement effects and -0.05% for the two-day announcement effects.
Fuller, Netter, Stegemoller (2002) in their research study 3135 bids in the United States which span from the beginning of 1990 until the end of 2000 and report the CARs for the full sample of bidders to be a statistically significant positive 1.77 percent.
Finally in many of the above articles there were implications about declining returns over time. Akbulut and Matsusaka (2003) also confirm that the peak returns during the conglomerate and post-conglomerate waves are quantitatively larger than the peak returns during the consolidation and dot-com waves. The returns in the two earlier waves are significantly higher than the returns in the two later waves at the 5 percent level. 

HYPOTHESES

1. In M&A the acquirer’s cumulative abnormal returns are null on average

2. In M&A target companies shareholders receive positive abnormal returns 

3.  In M&A, the combined results for both bidders and targets lead to an increase in the shareholder value

3.3 THE DETERMINANTS OF THE TAKEOVER ANNOUNCEMENT RETURNS

After an extensive study of the existing literature about M&A most authors conclude that the factors that influence the profitability of a takeover and the wealth creation of the shareholders for both acquiring and acquired firms pertain to the three very important characteristics:

· Attributes of the transaction 

· Attributes of the bidding and the target firm

· Attributes of the corporate governance regime

Attributes of the transaction

The attributes of the transaction are characteristics of the takeover and can be divided in the following sub-categories:

· Hostile vs Friendly Takeovers

· Conglomerate Acquisitions vs Industry-related acquisitions

· Cross-border vs National Acquisitions
· Cash vs Stock Acquisitions
· Public vs Private target firm

· Experience VS non-experience

a. Hostile vs Friendly Takeovers
One of the most important factors that characterize a transaction is the attitude that the acquirer adopts. The acquiring company has two options, either to make the offer to the Board of Directors of the company or to bypass them and make the offer directly to the shareholders of the company. In the second case, the attempt is considered as a hostile one because either the Board of Directors has rejected the offer and the bidder continues to pursue it, or because the bidder company has simply chosen not to inform them. The importance of such an attitude is the impact that is considered to have on the shareholders. A hostile takeover can lead to higher returns for targets since there may be a better offer price from other competitive bids and therefore bidders may experience negative returns since they would have to pay a higher premium. When a hostile bid is made, the target share price immediately incorporates the expectation that opposition to the bid may lead to upward revisions of the offer price. (Martynova, Renneboog, 2005)

It is also noticed that disciplinary takeovers
 are more often hostile and synergistic ones are more often friendly (Mork, Shleifer and Vishny, 1987)

Betton, Eckbo, Thorburn (2008) point out the sharp decrease in hostile takeovers after 1988. This was also discovered during my research since from the initial sample of 96 announcements only 1 of them was hostile. It is also supported by Martynova and Renneboog (2006) who state that the prevailing concentrated ownership structures make hostile takeovers and tender offers virtually impossible in Continental Europe. However, their findings confirm what is expressed in theory. For bidders, on the event day, opposed bids are accompanied by negative returns (-0,39%) while friendly announcements result in significantly positive returns (0,78%). For targets, announcement returns for hostile takeovers are 15,47% significantly higher than the 2,75% of friendly ones.
b. Conglomerate Acquisitions vs Industry-related acquisitions
The definition for a conglomerate acquisition is the combination of two business units that operate in different industries under the common control of a single company. There are a lot of reasons why a firm would choose to diversify but it is argued that the benefits of diversification result from the imperfectly correlated cash flows of the two separate firms that give the advantage to the new entity to have greater dept capacity and lower taxes.

Another argument for diversification is that it adds value by facilitating the financing of positive net present value projects that cannot be financed as stand-alones
 (Fluck, Lynch, 1998). Finally, diversification creates internal capital markets that lead to a more efficient allocation of resources across businesses. (Balmaceda, 2004)

However, independently of the motives for diversification, it is believed that corporate diversification, especially conglomerate diversification, destroys shareholder wealth such that the shares of diversified firms sell at a discount (Martin and Sayrak, 2003).
Akbulut and Matsusaka (2003) using a sample of 3,455 acquisitions over the period 1950-2002, of which about a third were diversifying, found that combined returns from diversifying acquisitions were significantly positive overall—in the range of 1.1% to 1.3% over a four day window. When treated separately, the acquirers mean and median returns are usually negative. Three of four means are indistinguishable from zero at conventional levels of statistical significance, but all four medians are significantly negative. When it comes to targets, 86% of the returns are positive so the mean return is positive for any meaningful subsample.

The degree of relatedness between the businesses of the buyer and the seller is positively associated with returns. (Campa, Hernando, 2004). This is also confirmed by the results of Martynova and Renneboog, 2006 who find that for bidders and for the event day, a diversification strategy yields lower returns (0,36%) compared with focus strategies (0,63%). However, for targets the opposite is proved since a diversification strategy yields a return of 10,78% while a focus one a lower return of 8,39% and the difference becomes even bigger for the longer period of 120 days around the announcement (31,98% and 24,34% respectively). When managers launch diversification programs, they maybe creating no value for the shareholders, but only satisfy their own preferences for growth (Mork, Shleifer and Vishny, 1987).
Doukas, Travlos and Holmen (2001) document that the announcement gains are also greater for firms that choose to expand their core lines of business and suggest that in a diversification strategy, the agency costs (related to the agency problem and the excess free cash flow problem) outweigh the possible benefits from internal capital markets. Finally, there appears to be some support for the fact that the enthusiasm for diversification from the part of investors has declined after the 1970s.
HYPOTHESES

· In M&A a diversification strategy results in lower shareholder wealth creation for the bidding company

· In M&A a diversification strategy results in higher shareholder wealth creation for the target company
c. Cross- border vs National Acquisitions

Firms that engage in takeover activity have the task to decide whether their acquisition will lead to higher concentration in their existing geographical market and thus acquire a company in the same country (national context). The alternative would be to prefer to expand in other geographical areas and countries and therefore acquire firms in other countries or even in other continents and realize a cross-border transaction. Their decision would be based upon several factors but the outcome is that it will influence the returns of the firm’s shareholders but with a less certain direction since the evidence is somewhat contradictory.

Salleo (2008) confirms that cross-border takeovers are followed by higher returns and gives his own explanation that cross-border deals are performed by more dynamic firms and result in improved profitability. This could be due to the fact that the ex ante difficulties in integrating firms operating within different institutional and market frameworks encourage a form of screening that selects only the more committed, better managed firms. 

On the other hand, Goergen and Renneboog (2003) document that domestic bids create larger short-term wealth effects than cross-border mergers and acquisitions. Their results are based on the use of country dummies as a proxy for institutional differences, such as different corporate governance regimes (ownership concentration, takeover regulation, protection of shareholder rights and informational transparency). However, in my research I control for these differences through Legal Origin-Law enforcement variable and therefore I didn’t include such a classification into my sample.

d. Cash vs Stock Acquisitions

An acquiring company in its decision of the way of financing the takeover activity has to choose between 3 alternatives. An all cash bid, an all stock bid or the combination of cash and stock. In that decision there are a lot of factors that the company should take into account but it is actually a tradeoff between corporate control concerns of issuing equity and diluting the ownership structure of current shareholders or raising financial distress costs by issuing debt (Faccio, Masulis, 2004). As a result an acquiring company in a decision for cash financing will have to consider its cash position and the liquidity of its assets since they will affect its debt capacity whereas in a stock financing decision, it should outweigh the risk of loss of corporate control created by the dilution of shareholder’s voting rights. However issuing debt isn’t always an option to consider or a matter to worry about because according to the Jensen’s (1986) theory of free cash flow, there are cash-rich firms that have an excess supply of cash and thus an incentive to proceed to a cash-financed merger or acquisition. 

Overall, the bidding company in its decision of payment method should consider the pecking order of Myers and Majluf (1984) which is in accordance with the financing cost under asymmetric information and thus first choose to use internally generated cash then debt and as a last option equity.

However another very important factor that should be taken into consideration is the reaction that this financial decision will create to the market as a result of the announcement of the M&A. Martynova and Renneboog (2006), Goergen and Renneboog (2002) and (2003) and Datta, Narayanan, Pinches (1992) document that all-cash payments trigger substantially higher abnormal returns than all-equity payments for both acquiring and target firm. The same conclusion was also reached by Akbulut and Matsusaka, (2003) when they documented mean returns significantly positive for cash acquisitions and the negative return for stock-financed acquisitions can be entirely accounted for by the well documented -3 percent event return from equity issues.

 It is generally believed that financing an acquisition with only equity may mean that the company believes that its shares are overpriced in the stock market. Acquisitions for stock are made by overvalued acquirers of the relatively less overvalued targets and are likely to result in negative shareholder returns (Shleiter, Vishny, 2001). Fuller, Netter, Stegemoller (2002) find that in acquisitions of public targets, the bidder’s returns for cash or combination offers are insignificant but are significantly negative (-1.86) when stock is offered.
Finally, stock financing forces target shareholders to share the risk that the acquirer may have overpaid (Martin, 1996). It is also argued that the possibility of using stock increases with the higher acquirer’s growth opportunities and the higher the pre-acquisition market.

HYPOTHESES
· In M&A a stock payment method results in lower shareholder value for the bidding firm
· In M&A a stock payment method results in lower shareholder value for the target firm 
e. Public vs Private target firm

The legal status of a firm is included in the researches of many authors as a factor that influences the shareholder wealth creation (Martynova and Renneboog (2006), Faccio, McConnel and Stolin, (2004)). More precisely the private status of a firm is related with higher cumulative abnormal returns than a public status. Acquirers of listed targets earn an insignificant average excess return of –0.38%, while acquirers of unlisted targets earn a significant average excess return of +1.48% (Faccio, McConnel and Stolin, 2004).

Fuller, Netter, Stegemoller (2002) find that bidders earn significantly positive returns when acquiring private or subsidiary firms and significantly negative when acquiring public ones. According to the liquidity effect, bidders have to pay a lower offer price when they acquire a private or subsidiary company because they cannot be bought and sold that easily as the publicly traded ones. It is the illiquidity factor of private firms that makes such an investment decision less attractive for bidders.
However, this “listing effect”, after the correction for all the other more important influencing factors such as the payment method and the geographical dispersion of the takeover, is time and country persistent and therefore not so important. For that reason and in order to have access to readily available data for both bidder and target companies, I will not include that variable in my research.

e. Experience vs non-experience

There is a saying that people learn from their mistakes and as a company is a living entity the same is true for any firm. So firms have the ability to be taught by their mistakes so as not to repeat them and in general they can enhance their learning skills due to their experience. So what is implied here is that firms with prior experience with a merger or an acquisition have more possibilities to perform better in later attempts. Haleblian and Finkelstein (1999) report that specialized knowledge and skills that a firm develops through the acquisition process aid the firm in subsequent acquisitions. However, they stress out that the outcomes of organizational experience may depend on the similarity between past acquisitions and the present acquisition.
The rational behind the argument that former experience is a competitive advantage, is that experienced acquirer’s may gain the knowledge to distinguish when it is profitable to acquire and when it’s not, which targets have the most attractive characteristics and also what other external financial and legal resources are needed or not.

Another logic argument is based on the organizational learning theory and the repetitive momentum. The last term has to do with the tendency of a firm to repeat its previous actions and by becoming experienced and familiar with their current activities continue learned behaviors in the future (Collins and al. 2008). The result of that experience is better performance in following acquisitions that will lead to higher returns.

The evidence regarding the relationship between experience and the performance of the combined firm is controversial. In some surveys it is discovered that there is a positive relationship between the prior acquisition rate of a company and the subsequent performance due to the acquired experience. For example, Bradley and Sundaram (2004) examined the strategies and performance of acquirers in 12.476 completed acquisitions by US publicly listed firms in the 1990s and discovered that frequent acquires outperformed infrequent ones. But what was the most interesting in their survey is that they distinguished between two available strategies: growing through a few large acquisitions or through many small ones. They leaned towards the second one since smaller acquisitions are easier to be integrated; they are more likely to be in related businesses and are more likely to benefit acquirers from learning-by-doing while they are less likely to be done for reasons of hubris and empire-building or to be financed with stock.
 However, McCarthy (1963) finds a negative relation between the prior acquisition rate of a company and its subsequent performance when the rates are considerably high. So perhaps there is an optimal level of undertaken acquisitions that works in favor of the acquiring company.

HYPOTHESES
· In M&A the former experience of the acquiring firm result in higher wealth creation for the bidding company

· In M&A, the former experience of the acquiring firm result in higher wealth creation for the target firm
3.3.2. Attributes of the bidding and target firm

 The most important characteristics of the firms are the following:

a. Firm size

b. Cash Flows

c. Tobin’s Q ratio

d. Toehold stake

a. Firm size
The size of the acquiring and the target firm is also a considerable factor. Large size for the acquiring company is very often related with managerial hubris so managers pay larger premiums and thus reduce their returns. The target size is also relevant. Usually targets are smaller that bidders. When the target is small in relation to the bidder, target abnormal returns are higher while bidder returns are virtually zero.

However, Asquith, Bruner and Mullins (1983) in their research include the size effect and confirm their hypothesis that if the bidding firm’s value is affected by a merger, the observed abnormal return should be related to the relative size of the bidding and target firm. They find that the cumulative excess returns are significantly greater when the target firm is larger. 
b. Cash Flows
This factor pertains to the excess free cash flow problem of firms which gives the managers the opportunity for empire building. Thus, this attribute is related with value-destroying acquisitions that signal lower returns for the shareholders of the acquiring company. This effect can also be worse when the target company has a low leverage and high cash flows because then the bidder might pay a considerably higher premium even though it might not be representative for the acquiring firm. On the other hand, this can have positive results for the shareholders of the target firm.

c. Tobin’s Q ratio
The Tobin’s Q is the ratio of the market value to the book value. This ratio is a good proxy for the overvaluation or undervaluation of a company and can affect the returns of shareholders. Servaes (1991) finds that higher returns are achieved when a high q firm takes over a low q firm. The same opinion is also supported by Shleiter and Vishny (2001) “Firms with overvalued equity might be able to make acquisitions, survive, and grow, while firms with undervalued, or relatively less overvalued, equity become takeover targets themselves.” On the other hand, Moeller, Schlingemann and Stulz (2004), by examining a sub-sample of large loss deals, find that acquiring firms in that sample have higher q that the other acquiring firms. So the results concerning the ratio of acquirers are contradicting. However, a low q ratio for the target firm may be an indication that the company is undervalued and may be worth buying it. 

d. Toehold stake
The toehold stake implies that the bidding company holds a large ownership position in the target company before the takeover. As there is an increase in the proportion of shares held by the large block holder, this will result in a lower takeover premium paid by the acquirer (Shleifer and Vishny, 2001), so the returns will be higher for both bidder and target shareholders. However, Franks and Harris (1989) documented larger gains when the toehold stake was less than 30%.

3.3.3. Corporate Governance Regime
Legal Origin-Ownership structure

It is widely accepted that the legal regime and the characteristics of the corporate governance of a country can affect the success of M&A and influence the distribution of the shareholder’s gains. As such, the weak investor protection and low disclosure in Continental Europe enable bidding firms to act opportunistically towards the target firm’s incumbent shareholders (Martynova and Renneboog, 2006).

Most Continental European countries are owned by large block holders who hold almost the majority of stakes and that is why these companies have a more concentrated ownership structure (Faccio and Lang 2002). More precisely, while the percentages for widely held firms for the United Kingdom are around 63%, for the Continental Europe those percentages are much lower like for Sweden 39%, for Germany 10%, for Italy 13% for the years 1996 to 1999. The opinions regarding the presence of a large block holder are contradictory. On one hand, a large block holder can be associated with higher takeover returns as he can ensure that the takeover decision is driven by greater shareholder wealth creation. However, as La Porta et al. (1998) point, there is a strong negative correlation between concentration of ownership and the quality of legal protection of investors and the weak investor protection that characterizes the Continental European countries may give the opportunity to large block holders to use the acquisition as a mean to transfer wealth from minority shareholders to themselves (Faccio and Stolin 2006). This fact can lead to a negative reaction of the market in the announcement of such M&As.

Martynova and Renneboog (2006) examine the impact of legal origin and ownership structure in the returns of the shareholders and discover that Scandinavian civil law countries (Sweden for my research), where the corporate governance legislation and the institutional financial environment are closer to those of the UK, show strongly positive CAARs of 20, 82% for targets (including the price run-up) while for French civil law countries the CAARs are quite low (1,71%).

There is a strong relation between the shareholder wealth creation and the investor protection that is provided through the corporate governance regimes. As an example, in the 1980s, takeover defenses adopted by firms, state antitakeover laws, and judicial decisions protecting targets all developed to further shift the bargaining balance from bidders to targets (Fuller, Netter, Stegemoller, 2002).

Moreover, Masulis, Wang and Xie (2005) in their research try to investigate the impact of investor protection in their regression analysis. To do so they divide the sample into two sub-samples: the democracy and the dictatorship sub-sample. The first is the one that offers greater investor protection by having fewer provisions that enhance managerial power. More precisely they find positive CARs for democracy group of 0.7% and negative CARs for the dictatorship group. Their results confirm that the legal environment can affect the wealth creation for shareholders.

 However, there are significant differences between the takeover laws that govern the different countries of Europe. In an effort to alleviate these differences, the European Union introduced in 2002 a number of rules and reforms that pertain to the takeover market of corporate control. However there are a lot of concerns about the effectiveness of this regulatory harmonization. Hertic and McCahery (2003), in their analysis, highlight that the proposed Takeover Bids directive raises a few problems for Continental European corporate governance systems by proposing a break-through rule that would, in effect, alter the structures of ownership and concentration of voting rights of firms but not necessarily in the advantage of firms and investors. The current proposals are considered to be too static and incomplete and deprive firms from the freedom to choose the rules that match their particular characteristics and the resulting cost advantages.

HYPOTHESES
· In M&A, a better investor protection and a higher enforcement of laws result in lower shareholder wealth creation for the bidding firm
· In M&A, a better investor protection and a higher enforcement of laws result in higher shareholder wealth creation for the target firm
3.4. HYPOTHESES

To sum up, based on the theory of the above two chapters I formulated my research hypotheses and through the next two chapters I will try to confirm or reject the following:
1. 1.In M&A the acquirer’s cumulative abnormal returns are null on average
2. In M&A target companies shareholders receive positive abnormal returns 

3. In M&A, the combined results for both bidders and targets lead to an increase in the shareholder value

4. In M&A a diversification strategy results in lower shareholder wealth creation for the bidding company

5. In M&A a diversification strategy results in higher shareholder wealth creation for the target company

6. In M&A a stock payment method results in lower shareholder value for the bidding firm

7. In M&A a stock payment method results in lower shareholder value for the target firm 

8. In M&A the former experience of the acquiring firm result in higher wealth creation for the bidding company

9. In M&A, the former experience of the acquiring firm result in higher wealth creation for the target firm

10. In M&A, a better investor protection and a higher enforcement of laws result in lower shareholder wealth creation for the bidding firm
11. In M&A, a better investor protection and a higher enforcement of laws result in higher shareholder wealth creation for the target firm
CHAPTER 4

DATA AND METHODOLOGY

4.1 INTRODUCTION

In this chapter, information will be given regarding the data and the methodology used in order to test the shareholder wealth creation and to verify or reject the hypothesis formatted in the previous chapter. More precisely, in section 4.2 we will describe the criteria that we set in order to create our initial sample of announcements and in section 4.3 we will explain the methodology used to process the data: the event study methodology (section 4.3.1.), the outlier analysis (section 4.3.2.) and the regression analysis (section 4.3.3.)

4.2 DATA

In order to create the dataset used in the research, Thomson One Banker was used. The dataset consists of the Mergers and Acquisitions that fulfilled the following criteria:

· The announcement date has to be among the 1st of January of 2002 until the 31st of December of 2007. So the data covers a time frame of 6 years.

· The bidder company has to originate from the Continental Europe and more specifically from France, Germany, Sweden, Italy, Netherlands and Spain which are the 6 countries with the most intense merging activity in the geographical area of Continental Europe (see table 1 and chart 1 in the appendix for numbers of announcements per country).

· The target company must also be in the geographical area of Continental Europe and especially in the same 6 countries which also happen to be the most frequent target regions for acquiring companies

(See table 2 and chart 2 in the appendix).

· The bidder company has to be a public company so as to be listed in order for the data to be readily available. And because we are also interested in the shareholder wealth creation of the target company the same must apply also for the acquired firm.

· The percent of shares acquired in transaction must be more than 50%
 so that the acquiring company has fully or at least acquired the majority of the target company’s shares.

· The deal value
 must be more than 20 million dollars so as to exclude from the sample transactions that have an insignificant deal value.

As a result of this advanced search an initial sample of 96 Mergers and Acquisitions was collected. However, 50 announcements had to be removed because of the existence of multiple bids during the estimation period that would influence the results since the precise impact of a specific announcement could not be isolated and measured. Finally 6 announcements had to be removed due to lack of data either for the acquirer or for the target firm. As a result, the final sample consists of 40 announcements (see in the appendix table 3 for a complete list of the announcements with the bidder and target companies and the date of the announcement).
4.3 METHODOLOGY

In order to measure the announcement effect of M&A, the stock price reactions of the involved firms have to be examined. The stock price based on the Efficient Market Hypothesis reflects all the relevant publicly available information that is known about the company and its future (Fama, 1970). As a result, when there is new information on the market about the firm, such as an announcement of a merger or an acquisition, the stock price should react accordingly. In order to measure that reaction an event study methodology is needed.
4.3.1. EVENT STUDY METHODOLOGY
The event study consists of eight steps (Schleifer, 2000, Chapter 13):

1. Identify the event date

2. Define the event window

3. Define the estimation period

4. Select the sample of firms

5. Calculate the normal returns

6. Calculate the abnormal returns

7. Calculate the cumulative abnormal returns

8. Determine the statistical significance of the ARs and the CARs

1. The event day is the day on which the event occurred. In our case the event is the merger or the acquisition so we will focus on the announcement day of the M&A as it is considered to be the first time that the market becomes informed about the new information.

2. The next step after having identified the event date is to define the number of days prior and after that day in order to create the event window. In that point we have to stress out that under the hypothesis of the perfectly efficient market, the price reaction to the announcement of M&A should be instantaneous. However since modern markets are not perfectly efficient, it is not rare for the market to take more than one period to fully interpret the new information. This is also accentuated by the fact that the new information may be leaked out in some period earlier than the official public announcement by the firm. This is the case of leakage which occurs when somebody involved in M&A, maybe a lawyer, a board member or else leaks information to the market about the upcoming merger or acquisition. After all, most acquisition announcements are not complete surprises and the market has often impounded its expectations into the stock price. (Damodaran, 2005). Those factors influence our choice regarding the size of the event window. The event window should be long enough to cover the whole event but short enough so as to exclude the unnecessary days that may negatively affect the power of the test. So in our case for almost certain event days and for events with a possibility of leakage a window of -15 until +15 should be chosen. 

3. The estimation period is the period during which no event has occurred and is necessary because we need to determine how the stock returns should be in the absence of the event. And because we need an unbiased estimate of the firm’s stock price we have to make sure that the estimation period and the event window do not overlap and thus no contamination occurs. Moreover, it can be before or after the event window but in our case we need it to be before, so as to calculate the normal returns. Regarding the size of the period it has to be wide enough to capture the relationship between the stock and the market but also, not that wide so as not to distort the estimated relationship. In our case an estimation period of 135 days is selected.

4. The sample of the firms was collected by the Thomson One Banker Database and consists only of those firms that met the previously described criteria
5. Normal returns are the returns on the stock in the absence of the event.

The returns can be measured in a daily or monthly basis but as Chatterjee (1986) noted, monthly market returns potentially confound a study's results because this measure uses such a large window around an acquisition event that there is an increased likelihood of capturing information that is unconnected to the acquisition. Therefore we will use daily returns.
 In order to calculate them we can use 4 different methods. The Mean Return
, the Market Return
, the Proxy/Control portfolio return
 and the Risk-Adjusted Return. The first and the second alternatives are considered to be very simple and since the Proxy does not fit our case as we don’t investigate announcements in a particular sector, we will use the Risk-Adjusted Return in which ARs are calculated as the difference between the actual and the expected return for each day in the event window where the last is defined through a regression model.
And if we denote Rit as the normal return for a stock i in time t and Rmt the return for the market, then the above relationship can be expressed by the following equation

Rit = ai + bi Rmt + eit 
(1)
Where eit is the statistical error term with zero mean

6. As a result Abnormal Returns are calculated as the difference between actual return and expected return which is equal to the return on the market each day.
We define abnormal return for stock i in month t as
ARit = Rit – E (Rit), 
(2)
Where Rit is the stock's realized return for month t 
And E(Rit) is its expected return in the absence of a merger.
7.  After having calculated the abnormal returns we need to sum them for any given period (to, t1) in order to calculate the cumulative abnormal returns.

CAR (t0, t1) = [image: image2.png]t=eoARiL




(3)
Moreover the Average Abnormal returns (AAR) are calculated by adding the abnormal returns for all the stocks for a moment t and dividing it by the number of stocks (N).

AAR=1/N [image: image4.png]=1 ARIt




(4)
Finally the Cumulative Average Abnormal Returns (CAARs) are calculated by adding up the AAR for a given period within the event window.
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8. The last step in the event methodology is to evaluate the results by measuring the statistical significance. The purpose is to test the null hypothesis of no impact of the announcement in the stock prices of the companies involved. The basis for inference is the t-statistic which is the ratio of the Average Abnormal Return in time t divided by the standard deviation S which is the squared root of the variance which is calculated based on the AAR from the estimation period.

T (AAR) = AAR/ S(AAR) or
(6)
T (CAAR) = CAAR (t0, t1) / (S (AAR)* √ (t1-t0))
(7)
4.3.2. OUTLIER ANALYSIS

After the calculation of the abnormal returns an outlier analysis is needed so as to discover the values that could affect the calculation of the average abnormal returns and would disrupt the CAR that is used in the regression analysis as the dependent variable. The marginal prices outside the rule of the three standard deviations from the average will be winsorized which means that these extreme values will be trimmed and replaced with the value of the average plus/minus three standard deviations so there is no need to exclude them from the sample since we will control for their influence (Silveira, Barros, 2007).

4.3.3. REGRESSION ANALYSIS

The last step of the methodology is to examine the relative explanatory power of the factors mentioned in the theory part and included in the hypothesis, influencing shareholder wealth creation. This can be achieved through a Regression Analysis which will model the CAR as a function of the four chosen factors. Our goal is to explain differences in CAR with these four factors.

These four factors are:
a. Stock vs Cash (STOCK)

b. Diversification vs Focus (DIVERSE)

c. Experience vs Non-experience (EXPER)

d. Strong investor protection and high law enforcement vs weak investor protection and low law enforcement (LEGAL)
Since all the four key variables are qualitative, we will use a dummy variable so as to include them in the regression analysis. The possible values that are more often used are 0 and 1 and each one represents a different qualitative criterion.
a. Stock vs Cash

This dummy variable takes the value of 0 when the takeover is financed with cash and the value of 1 when the takeover is financed with stock of any other means different from cash.

Out of the whole sample of 40 announcements, 16 were financed with cash and the rest either with stock or a combination of cash, stock and other ways.
b. Diversification vs Focus

This dummy variable takes the value of 0 when there is a focus takeover which means that both the bidder and the target operate in related sectors and the value of 1 when there is a diversification takeover and the bidder and target operate in unrelated businesses. Regarding the definition of related industries previous studies have defined focus strategies at the 2-digit level (Matsusaka, 1993), 3-digit level, or 4-digit level (Morck, Shleifer, and Vishny, 1990). Since theory does not point to any particular definition, we will use the 2-digit primary SIC code leading to a fairly conservative definition of diversification. 
From the 40 cases, 16 were conglomerate takeovers and the 24 were focus takeovers.
c. Experience vs Non-experience

This dummy variable takes the value of 0 when the company has no previous experience in M&A and the value of 1 when the company has former experience in M&A. 

The proportion of firms with prior experience is 35 firms out of 40 of the whole sample and that leaves only 5 firms without any prior takeover experience. This high percentage can be explained by the fact that as markets become more and more competitive, companies seek ways of undertaking new strategic activities that will help them earn a competitive advantage and keep pace with their competitors. Initiating M&A is one of these strategies.

d. Weak investor protection and low law enforcement vs strong investor protection and high law enforcement

This dummy variable takes the value of 0 when the company operates in a country with weak investor protection and low law enforcement (Netherlands, Italy, France, Spain) and the value of 1 when the company operates in a country with strong investor protection and high law enforcement  (German, Sweden).
Finally since the above four variables pertain more to the deal attributes and less to firm specific characteristics we include two additional variables to control for since they can affect the result of a takeover. These are:

a. Firm size
b. Tobin’s Q
a. Firm size
In the research of Moeller, Schlingemann and Stulz (2004), in all of their regressions, the estimate of the size effect is positive and significantly different from zero at the 1% probability level. As a result in their examined sample of 12,023 acquisitions by public firms from 1980 to 2001 they confirmed the existence of a size effect in acquisition announcement returns. The abnormal return was found to be almost 2 percentage points higher for small acquirers. So they discovered a negative correlation between acquirer announcement returns and acquirer size.
Also, Matravadi and Reddi in their study for Indian merging firms from 1991 to 2003 found that relative size does make some difference to the post-merger operating performance of ac​quiring firms and the returns to both firms.

Furthermore, Gorton, Kahl, and Rosen (2005) document that the profitability of acquisitions tends to decrease in the acquirer’s size. Large acquirers overpay while small acquirers tend to engage in profitable acquisitions. Firms of intermediate size sometimes engage in profitable and sometimes in unprofitable acquisitions.
For controlling for the difference in the size of the acquiring and the target firms I will use the relative size control variable (SIZE) which is the ratio of the targets total assets to the total assets of the acquirers.
b. Tobin’s Q
The second control variable is the Tobin’s Q which is the ratio of the market value to the book value of the company. Based on the article of Servaes (1991) it can be a good indicator for the valuation misperception of the company that may exist in the market. If the ratio has a greater value than one, then the company is overvalued, whereas the opposite is true when the company is undervalued.

When a company is undervalued, then it is a good nominee for takeover, whereas an overvalued firm has the qualifications for becoming a bidder company. Servaes, (1991), states that the best takeovers, in terms of value creation are those where a high q firm takes over a low q firm. The opposite scenario holds for the worst case takeovers-low q firms taking over high q firms. So, the author by analyzing the relation between takeover gains and the q ratios of targets and bidders for a sample of 704 mergers and tender offers over the period 1972-1987, he finds that target, bidder, and total returns are larger when targets have low q ratios and bidders have high q ratios.
As a result, the necessity for controlling for the overvaluation or undervaluation of both companies is apparent and therefore the market to book ratio is used as a control variable (MTBVAC for acquirers and MTBVTA for targets). However in order to make sure that the current acquisition does not affect the value of the ratio, I will use the Tobin’s Q for t= -151 which is the day before the estimation period.
As a result our regression model is the following:

CAR = α + β1 STOCK + β2 DIVERSE + β3 EXPER + β4 LEGAL + β5 SIZE + β6 MTBVAC + β7 MTBVTA + ε
Where 

STOCK: the dummy for stock vs cash
DIVERSE: the dummy for diversification vs focus
EXPER: the dummy for experience vs no experience
LEGAL: the dummy for the 
SIZE: the relative size of the targets to acquirers
MTBVAC: market to book value for acquirers
MTBVTA: market to book value for targets
CHAPTER 5

RESULTS

5.1 INTRODUCTION

In this chapter, the results from both the event study and the regression analysis will be presented and analyzed. We will comment on the numbers and their sign and interpret their value and their significance. Based on these results we will answer the main research questions of this paper by rejecting or verifying the hypotheses made in the previous chapters. This chapter is divided in 2 sections. Section 5.2 is about the results of the event study and the treatment of hypotheses 1, 2 and 3. Section 5.3 reports the results of the regression analysis and gives answers to the hypotheses pertaining to independent variables, 4, 5, 6, 7, 8, 9, 10 and 11.

5.2 EVENT STUDY RESULTS

HYPOTHESIS 1

In M&A the acquirer’s cumulative abnormal returns are null on average

After applying the event study methodology and the outlier analysis we calculated the Abnormal Returns (AR) for all companies for each day in the event window (see tables 4-7 in the appendix for the descriptive statistics of AR). The Average Abnormal Returns (AAR) for the acquirers are reported in the table below.
Table 5. 1 -Average Abnormal Returns of Acquirers
	
	ACQUIRERS
	
	

	DAY
	AAR
	T stat.
	

	-15
	0.0003
	0.093
	

	-14
	-0.0026
	-1.254
	

	-13
	-0.0019
	-0.915
	

	-12
	-0.0074
	-2.731
	***

	-11
	-0.0010
	-0.429
	

	-10
	0.0008
	0.246
	

	-9
	0.0021
	0.564
	

	-8
	-0.0026
	-0.866
	

	-7
	-0.0030
	-1.124
	

	-6
	0.0012
	0.430
	

	-5
	-0.0051
	-1.528
	

	-4
	0.0005
	0.171
	

	-3
	-0.0069
	-2.715
	***

	-2
	-0.0015
	-0.452
	

	-1
	-0.0001
	-0.028
	

	0
	0.0039
	0.517
	

	1
	-0.0009
	-0.175
	

	2
	-0.0029
	-0.840
	

	3
	-0.0044
	-1.227
	

	4
	-0.0076
	-2.079
	**

	5
	-0.0025
	-0.786
	

	6
	-0.0035
	-0.913
	

	7
	-0.0043
	-1.229
	

	8
	-0.0010
	-0.291
	

	9
	-0.0032
	-1.010
	

	10
	0.0000
	0.010
	

	11
	0.0014
	0.362
	

	12
	0.0013
	0.220
	

	13
	-0.0059
	-1.614
	

	14
	-0.0054
	-1.584
	

	15
	-0.0018
	-0.532
	


*    denotes statistical significance at the 10% level
**   denotes statistical significance at the 5% level

*** denotes statistical significance at the 1% level

 In their majority they are statistical insignificant apart from t=-12, t=-3, t=4 which are significant at 1%, 1% and 5% level respectively, but perhaps this significance is incidental. This is also verified by the results of the following table where the Cumulative Average Abnormal Returns (CAAR) are presented for different event windows. 
Table 5. 2 -CAAR OF ACQUIRERS

	
	
	ACQUIRERS
	
	
	
	

	EVENT WINDOW
	CAAR
	T-stat.
	N negative
	N positive
	TOTAL
	z-stat. 
	

	(-15,+15)
	-0.0642
	-0.5380
	27
	13
	40
	2.214
	**

	(-14,+14)
	-0.0627
	-0.5954
	28
	12
	40
	2.530
	**

	(-13,+13)
	-0.0546
	-0.5908
	26
	14
	40
	1.897
	*

	(-12,+12)
	-0.0468
	-0.5802
	30
	10
	40
	3.162
	***

	(-11,+11)
	-0.0407
	-0.4839
	28
	12
	40
	2.530
	**

	(-10,+10)
	-0.0411
	-0.5503
	24
	16
	40
	1.265
	

	(-9,+9)
	-0.0420
	-0.5891
	26
	14
	40
	1.897
	*

	(-8,+8)
	-0.0409
	-0.6587
	28
	12
	40
	2.530
	**

	(-7,+7)
	-0.0373
	-0.6934
	27
	13
	40
	2.214
	**

	(-6,+6)
	-0.0300
	-0.6062
	26
	14
	40
	1.897
	*

	(-5,+5)
	-0.0277
	-0.6668
	26
	14
	40
	1.897
	*

	(-4,+4)
	-0.0201
	-0.5701
	25
	15
	40
	1.581
	

	(-3,+3)
	-0.0130
	-0.4282
	26
	14
	40
	1.897
	*

	(-2,+2)
	-0.0017
	-0.0642
	25
	15
	40
	1.581
	

	(-1,+1)
	0.0028
	0.1656
	22
	18
	40
	0.632
	

	DAY 0
	0.0039
	0.5171
	23
	17
	40
	0.949
	

	(-10,-1)
	-0.0146
	-0.5238
	22
	18
	40
	0.632
	

	(1,10)
	-0.0304
	-0.9133
	22
	18
	40
	0.632
	

	(-5,-1)
	-0.0131
	-0.8722
	24
	16
	40
	1.265
	

	(1,5)
	-0.0185
	-0.9088
	23
	17
	40
	0.949
	


*    denotes statistical significance at the 10% level
**   denotes statistical significance at the 5% level

*** denotes statistical significance at the 1% level

As we can see from the values of the t statistic, the CAAR are insignificant for all of the reported time intervals which strengthens the robustness of our results. 
As a result we can verify our initial hypothesis that in M&A the acquirer’s cumulative abnormal returns are null on average since the CAARs are insignificantly different from zero. Those results are in line with Leeth and Borg (2000) who found that the shareholders of the bidding company neither lose nor gain.
Despite the statistical insignificance of the results we can draw some interesting conclusions that must be treated with caution. For all the equally weighted windows around the event date, the CAARs are negative but as we are getting closer to the event date, the returns become less negative and finally 2 days around the announcement, the CAARs become positive. However, in order to better interpret the results, it is interesting to distinguish between pre-announcement and post-announcement period. For the pre-announcement we examine the (-10,-1) and (-5,-1) interval and we find that the return is negative without big difference between the two periods and is approximately -0.014. But because of the insignificance of the results there is no clear evidence that the market had anticipated the event or that there was leakage of information, inside trading or even rumors so as shareholders to experience abnormal returns before the event. For the post-announcement period the returns are also negative but from period (1, 5) until (1,10) there is a decrease in return from -0,018 to -0,030. At the day of the announcement the shareholders receive a positive return which shows that the market participants react in a positive way to the news of the transaction. However, after the announcement, there was no correction from the part of the market since the returns where again negative and kept felling with the higher negative return of 0,0642 at 15 days after the announcement.

Finally, it appears that in all event windows the Cumulative Abnormal Returns are negative for the majority of the companies as can be seen in the table above. We also report the z-values
 so as to see if the percentage of firms with negative returns are statistically higher than the 50% of the sample and we find that for most of the equally centered time intervals, returns are negative for the majority of the companies at different levels of significance (10%, 5% and 1%) except for intervals closer to the announcement date and the pre and post-announcement periods.
To sum up, the following graph represents the returns to shareholder of the acquiring firm for 30 days around the announcement date.

Figure 5. 1- Bidder CAAR 
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HYPOTHESIS 2
In M&A target companies shareholders receive positive abnormal returns 
Regarding the targets returns, the following table shows the AAR and we can see that we detect significance at the 5% confidence level, at t=-7 with a positive return of 0,0074 and at t=-5 with a negative return of -0,0078 which is actually the biggest negative return experienced during all days in the event window. Moreover, at t=0 with a positive return of 6,67% and t=10 with a negative one of 0,6% we find significance at the 1% level.
Table 5. 3- Average Abnormal Returns of Targets
	
	TARGETS
	
	

	DAY
	AAR
	T stat.
	

	-15
	0.0046
	1.107
	

	-14
	0.0039
	1.048
	

	-13
	-0.0011
	-0.497
	

	-12
	0.0001
	0.029
	

	-11
	0.0008
	0.209
	

	-10
	-0.0024
	-0.969
	

	-9
	-0.0010
	-0.247
	

	-8
	-0.0036
	-0.553
	

	-7
	0.0074
	2.068
	**

	-6
	-0.0042
	-0.854
	

	-5
	-0.0078
	-2.160
	**

	-4
	0.0062
	1.255
	

	-3
	0.0103
	1.398
	

	-2
	0.0049
	1.480
	

	-1
	0.0045
	1.526
	

	0
	0.0666
	3.722
	***

	1
	-0.0008
	-0.100
	

	2
	0.0030
	0.921
	

	3
	-0.0010
	-0.440
	

	4
	-0.0036
	-1.456
	

	5
	0.0002
	0.081
	

	6
	-0.0057
	-1.913
	

	7
	0.0012
	0.463
	

	8
	-0.0031
	-0.910
	

	9
	0.0004
	0.149
	

	10
	-0.0065
	-2.776
	***

	11
	-0.0039
	-0.952
	

	12
	0.0185
	1.637
	

	13
	-0.0020
	-0.721
	

	14
	-0.0003
	-0.096
	

	15
	-0.0020
	-0.759
	


*    denotes statistical significance at the 10% level
**   denotes statistical significance at the 5% level

*** denotes statistical significance at the 1% level

When we examine the results for the CAAR in the table below we see that they are positive and statistically significant at the 10% level for the four days surrounding the event day (-2, +2) and at the 5% level for the interval (-1,+1).

Table 5. 4- CAAR OF TARGETS
	
	
	TARGETS
	
	
	
	
	

	EVENT WINDOW
	CAAR
	T stat.
	
	N negative
	N positive
	TOTAL
	z-stat.
	

	(-15,+15)
	0.0838
	0.5327
	
	13
	27
	40
	2.214
	**

	(-14,+14)
	0.0811
	0.5732
	
	10
	30
	40
	3.162
	***

	(-13,+13)
	0.0775
	0.6053
	
	11
	29
	40
	2.846
	***

	(-12,+12)
	0.0806
	0.6816
	
	12
	28
	40
	2.530
	**

	(-11,+11)
	0.0619
	0.5007
	
	12
	28
	40
	2.530
	**

	(-10,+10)
	0.0650
	0.5505
	
	14
	26
	40
	1.897
	*

	(-9,+9)
	0.0739
	0.6421
	
	11
	29
	40
	2.846
	***

	(-8,+8)
	0.0746
	0.7194
	
	12
	28
	40
	2.530
	**

	(-7,+7)
	0.0813
	0.7820
	
	13
	27
	40
	2.214
	**

	(-6,+6)
	0.0726
	0.7416
	
	14
	26
	40
	1.897
	*

	(-5,+5)
	0.0825
	0.9996
	
	12
	28
	40
	2.530
	**

	(-4,+4)
	0.0901
	1.1866
	
	12
	28
	40
	2.530
	**

	(-3,+3)
	0.0875
	1.4120
	
	11
	29
	40
	2.846
	***

	(-2,+2)
	0.0782
	1.7058
	*
	9
	31
	40
	3.479
	***

	(-1,+1)
	0.0703
	2.2003
	**
	11
	29
	40
	2.846
	***

	DAY 0
	0.0666
	3.7221
	***
	13
	27
	40
	2.214
	**

	(-10,-1)
	0.0144
	0.3703
	
	16
	24
	40
	1.265
	

	(1,10)
	-0.0160
	-0.4025
	
	25
	15
	40
	-1.581
	

	(-5,-1)
	0.0181
	0.6968
	
	17
	23
	40
	0.949
	

	(1,5)
	-0.0023
	-0.1018
	
	25
	15
	40
	-1.581
	


*    denotes statistical significance at the 10% level
**   denotes statistical significance at the 5% level

*** denotes statistical significance at the 1% level

For the widows that the days are evenly distributed around the announcement, CAARs are all positive. However when we examine the pre and post announcement periods we see an interesting pattern. For the pre-announcement periods (-10,-1) and (-5,-1) the returns are positive. On the contrary for the post announcement period, for the period (1,5) target shareholders experience a negative return of -0,002 and with prolonging the period to 10 day after the event date we see that returns become even more negative (-0,016). However, based on the insignificance of the results, inferences should be treated with caution.

 
Finally, for all the event windows with equally distributed intervals around the event day, the returns are positive for the majority of the firms as it is implied by the statistically significant results of the reported z-values and by the highly significant CAAR at the event window (-1,+1) we can confirm our second hypothesis that in M&A target companies shareholders benefit more than the bidding companies shareholders by earning a 7% abnormal return which is also in line with Jensen and Ruback (1983) who by summarizing 13 studies found a weighted average abnormal return of 7.7%. In a graphic representation returns to targets for the 30 days around the announcement date look like figure 4 while for a better comparison figure 5 shows the returns of both bidder and target firms.

Figure 5. 2- Target CAAR
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Figure 5. 3- Bidder- Target CAAR
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HYPOTHESIS 3

In M&A, the combined results for both bidders and targets lead to an increase in the shareholder value

Finally, in order to judge the combined result of the announcement we will use the weighted average of the cumulative abnormal returns to both bidder and target companies. The weight that we used is the market capitalization of each of the company. If that value was not available, we used the market capitalization of the previous year or the last available value if the company was delisted. The combined results for the AAR are reported in next table.

Table 5. 5- Combined Average Abnormal Returns
	
	ACQUIRERS+TARGETS
	

	DAY
	AAR
	T stat.
	

	-15
	-0.0003
	-0.119
	

	-14
	-0.0011
	-0.494
	

	-13
	-0.0024
	-1.420
	

	-12
	-0.0054
	-2.535
	**

	-11
	-0.0003
	-0.111
	

	-10
	0.0004
	0.144
	

	-9
	0.0016
	0.470
	

	-8
	-0.0020
	-0.669
	

	-7
	0.0003
	0.174
	

	-6
	-0.0017
	-0.691
	

	-5
	-0.0054
	-1.906
	

	-4
	0.0012
	0.477
	

	-3
	-0.0020
	-0.533
	

	-2
	-0.0010
	-0.348
	

	-1
	0.0013
	0.449
	

	0
	0.0147
	2.221
	**

	1
	-0.0022
	-0.440
	

	2
	-0.0016
	-0.575
	

	3
	-0.0039
	-1.190
	

	4
	-0.0061
	-1.849
	

	5
	-0.0012
	-0.466
	

	6
	-0.0050
	-1.450
	

	7
	-0.0036
	-1.284
	

	8
	-0.0016
	-0.539
	

	9
	-0.0027
	-1.017
	

	10
	-0.0020
	-0.524
	

	11
	-0.0005
	-0.169
	

	12
	0.0068
	1.030
	

	13
	-0.0055
	-1.735
	

	14
	-0.0044
	-1.469
	

	15
	-0.0014
	-0.512
	


*    denotes statistical significance at the 10% level
**   denotes statistical significance at the 5% level

***  denotes statistical significance at the 1% level

For AAR we find a statistically significant return of -0.5% at t=-12 and t=-5 at the 5% and 10% level respectively which must be incidental and a 5% significance at the announcement day with a positive return of almost 1.5%. The results for combined CAAR are reported in the next table.

Table 5. 6– COMBINED CAAR
	
	ACQUIRERS+TARGETS
	
	
	
	

	EVENT WINDOW
	CAAR
	T stat.
	
	N negative
	N positive 
	N total

	(-15,+15)
	-0.0366
	-0.3372
	
	25
	15
	40

	(-14,+14)
	-0.0349
	-0.3664
	
	24
	16
	40

	(-13,+13)
	-0.0294
	-0.3552
	
	22
	18
	40

	(-12,+12)
	-0.0216
	-0.2953
	
	21
	19
	40

	(-11,+11)
	-0.0230
	-0.2834
	
	20
	20
	40

	(-10,+10)
	-0.0222
	-0.3001
	
	23
	17
	40

	(-9,+9)
	-0.0207
	-0.2873
	
	23
	17
	40

	(-8,+8)
	-0.0196
	-0.3135
	
	24
	16
	40

	(-7,+7)
	-0.0160
	-0.2977
	
	25
	15
	40

	(-6,+6)
	-0.0127
	-0.2508
	
	24
	16
	40

	(-5,+5)
	-0.0060
	-0.1502
	
	20
	20
	40

	(-4,+4)
	0.0007
	0.0189
	
	21
	19
	40

	(-3,+3)
	0.0055
	0.1836
	
	20
	20
	40

	(-2,+2)
	0.0114
	0.4714
	
	21
	19
	40

	(-1,+1)
	0.0139
	0.8482
	
	20
	20
	40

	DAY 0
	0.0147
	2.2205
	**
	24
	16
	40

	(-10,-1)
	-0.0072
	-0.2696
	
	21
	19
	40

	(1,10)
	-0.0298
	-0.9590
	
	28
	12
	40

	(-5,-1)
	-0.0058
	-0.3880
	
	25
	15
	40

	(1,5)
	-0.0149
	-0.8549
	
	23
	17
	40

	(-10, 0)
	0.0075
	0.2156
	
	18
	22
	40

	(0, 10)
	-0.0151
	-0.3425
	
	24
	16
	40


*    denotes statistical significance at the 10% level
**   denotes statistical significance at the 5% level

***  denotes statistical significance at the 1% level

For CAAR, in the majority of the event windows reported, the combined returns are negative with the exception of the windows (-4,+4), (-3,+3), (-2,+2) and (-1,+1) but the results are statistically insignificant . Only for the day of the announcement the results are significant at the 5% level with the abnormal return of 0,0147. Consequently, our results do provide evidence so as to support our hypothesis. The combined effect can be explained by the fact that the positive cumulative abnormal returns to targets are offset to a large extent by the null cumulative abnormal returns to acquirers due to the fact that bidders are almost always significantly larger in size than targets (Campa and Hernando, 2004). The combined CAARs are also presented in a graphical form through the next figure.
Figure 5. 4- Combined CAAR
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5.3 REGRESSION ANALYSIS RESULTS
After having checked and control for the major econometrical (heteroskedasticity and multicollinearity) and statistical issues (outlier analysis of the independent variables) that could bias our results, we performed the regression analysis. For bidders we didn’t detect any statistical significance for any event window, however we will perform the regression analysis in different time intervals CAR(-10,+10), CAR(-5,+5) and finally CAR(-1,+1) so as to see the different influence of the factors. For targets, we found statistical significance for the event window (-1,+1) but we will also perform the regression analysis for the other windows as well so as to compare the results with that of the bidders and also see the different influence of the factors for different time periods.
In the table below, apart from the coefficients, we also report the adjusted R-square value of the regression analysis. The values reported above are quite high and very satisfactory compared to the adjusted R-squared of 0,074 in Fuller, Netter and Stegemoller (2002). Finally, it is worth noticing that the control variables in the model for the CAR of bidders are statistically insignificant with a higher statistical significance at the 26% level for the market to book ratio of acquirers in the shortest interval (-1,+1). For targets on the other hand, the control variable of the relative size is statistically significant at the 1% level of confidence for all the event windows.

Table 5. 7- Coefficients from the regression analysis
This table repots the results of the regression analysis. For each variable, we report the coefficient and underneath the p-values showing the level of significance. In the regression analysis we controlled for the problem of heteroskedasticity that could alter the standard errors and thus lead us to misleading inferences. Moreover, the problem of correlation between the independent variables called multicollinearity which can also influence the quality and validity of our results is non existent since from the correlation matrix of the four variables (see table 14 in the appendix) we can see that none of the values is above the critical 0,80 (Brooks, 2008) that could cause problems to the model. 
	
	ACQUIRERS
	TARGETS

	
	CAR

(-10, +10)
	CAR

(-5, +5)
	CAR

(-1, +1)
	CAR

(-10, +10)
	CAR

(-5, +5)
	CAR

(-1, +1)

	intercept
	-0.003
	0.033
	0.084
	-0.211
	-0.168
	0.011

	
	(0.979)
	(0.627)
	(0.048)
	(0.171)
	(0.268)
	(0.916)

	Stock
	-0.061
	-0.052
	-0.064
	-0.038
	-0.030
	-0.076

	
	(0.073)*
	(0.061)*
	(0.007)***
	(0.404)
	(0.476)
	(0.068)*

	Diverse
	0.022
	0.009
	-0.001
	-0.034
	-0.013
	-0.024

	
	(0.528)
	(0.735)
	(0.962)
	(0.472)
	(0.757)
	(0.552)

	Exper
	-0.002
	-0.044
	-0.055
	0.245
	0.188
	0.069

	
	(0.988)
	(0.453)
	(0.044)**
	(0.059)*
	(0.121)
	(0.329)

	legal 
	-0.003
	0.035
	0.039
	0.054
	0.047
	0.044

	
	(0.922)
	(0.136)
	(0.078)*
	(0.319)
	(0.406)
	(0.247)

	Size
	-0.007
	-0.002
	0.002
	0.029
	0.032
	0.018

	
	(0.360)
	(0.504)
	(0.401)
	(0.007)***
	(0.017)**
	(0.010)***

	mtbvac
	0.000
	-0.003
	-0.006
	0.003
	0.013
	0.006

	
	(0.966)
	(0.684)
	(0.263)
	(0.863)
	(0.434)
	(0.591)

	mtbvta
	0.002
	0.002
	0.000
	0.013
	0.008
	-0.001

	
	(0.836)
	(0.769)
	(0.973)
	(0.120)
	(0.287)
	(0.879)

	Adjusted R^2
	0.030
	0.013
	0.220
	0.220
	0.240
	0.140


*    denotes statistical significance at the 10% level
**   denotes statistical significance at the 5% level

***  denotes statistical significance at the 1% level

Finally, in table 16 in the appendix we also report the coefficient values from the regression analysis performed in the initial sample before the outlier analysis and the results are quite similar to the ones mentioned above. Moreover, we performed an additional regression analysis with the addition of two more control variables: the size of the acquirer and the size of the target so as to control not only for the relative size of the two firms but also for the absolute size and see the influence on our results. The coefficient values are reported in table 17 in the appendix and as we can see from the comparison with table 15 above, the results are quite the same. What is worth noticing is that the absolute size is not statistically significant for the returns of acquirers, but is highly significant for target returns at the 1% level for CAR (-10, +10) and at 5% level for CAR (-1, +1) following the same pattern of the relative size control variable.

After having seen the full regression models for bidders and targets, we comment each separately so as to reject or verify our remaining hypotheses.
HYPOTHESIS 4

In M&A a diversification strategy results in lower shareholder wealth      creation for the bidding company.

The coefficient for the independent variable of the strategy of the company: focus or diversification is not statistically significant and is positive for the windows (-10, +10) and (-5,+5) which is in contrast with the above mentioned hypothesis while it becomes negative for the window CAR(-1,+1) implying that a diversification strategy can be value destroying for the shareholders of the bidding company. However, the results are inconclusive and insignificant so we cannot conclude that the strategy chosen by the company does have an impact on the abnormal returns that shareholders of the bidding company receive and therefore our hypothesis is not accepted.

HYPOTHESIS 5
In M&A a diversification strategy results in higher shareholder wealth creation for the target company
For the target model, the coefficients of the dummy representing the strategic choice of bidders are statistically insignificant for all time intervals so our hypothesis does not hold.

HYPOTHESIS 6

In M&A a stock payment method results in lower shareholder value for the bidding firm
The coefficient for the independent variable of the mode of payment is negative for all 3 windows and significant for different levels of confidence. More precisely in the CAR(-10,+10) and CAR(-5,+5), the coefficient is significant at the 10% level, while for CAR(-1,+1) is significant at the 5% level and given the persistence of the minus sign and of its value that is around 0,06 we can conclude that the results are quite robust. As this dummy variable takes the value of 0 for cash and 1 for stock it implies that a stock payment compared to a cash one has a negative influence on the abnormal returns of bidder shareholders and therefore we can verify our hypothesis. Our results are in line with Fuller, Netter, Stegemoller (2002) who found that in acquisitions of public targets, the bidder’s returns for cash are insignificant but are significantly negative (-1.86) when stock is offered.
HYPOTHESIS 7

In M&A a stock payment method results in lower shareholder value for the target firm 
In the regression model for the target CAR, the coefficient for the mode of payment exhibits almost the same behavior with a negative sign in all time intervals and with a value that varies from 0,03 for the bigger windows, to 0,07 for (-1,+1). However, the variable is only statistically significant at the latter window at the 10% level in which our hypothesis that stock payments are accompanied with lower shareholder returns for target firms can be maintained for the period   (-1,+1).

HYPOTHESIS 8

In M&A, the former experience of the acquiring firm results in higher wealth creation for the bidding firm.

The coefficients for the dummy variable of former experience of the acquirer are negative and increase in value and significance as the windows become smaller. So, in the windows (-10,+10) and (-5,+5) the coefficients are insignificant whereas in the window (-1,+1) the coefficient with a t-value of -2.095 is significant at the 5% level and its negative sign (with 0 indicating no experience) means that the former experience of the bidder company can in fact negatively affect the abnormal returns of its shareholders and consequently the above hypothesis cannot be supported. Our results are in contrast with Bradley and Sundaram (2004) and their conclusion that frequent acquires outperformed infrequent ones. However, Fuller and al (2002) give a possible explanation that bidders, after making many quick acquisitions, negotiate less efficiently and create less synergy in later deals.

HYPOTHESIS 9

In M&A, the former experience of the acquiring firm result in higher wealth creation for the target firm.
For targets, the evidence regarding the influence of the former experience of the bidder in the abnormal returns of target shareholders is mixed. For the period     (-10,+10) is significant at the 6% level, for (-5,+5) at 12% and for (-1,+1) it looses completely its statistical significance so we can say that our hypothesis holds only for the first two time periods and the positive value is line with the proposed direction of influence and the former experience of the acquirer can increase the abnormal returns of target shareholders. However, we have to drop our hypothesis for the CAR(-1,+1) since the variable has limited explanatory power. 
HYPOTHESIS 10

In M&A, a better investor protection and a higher enforcement of laws result in lower shareholder wealth creation for the bidding firm
The evidence regarding the influence of the legal and regulatory environment in the abnormal returns of the shareholders is mixed. For the dependent variable CAR(-10,+10), the parameter estimator has a negative sign and is statistically insignificant. For CAR(-5,+5) it has a positive sign and is also statistically insignificant. For CAR(-1,+1) it has a positive sign and is statistically significant at the 10% level. The negative sign forces us to reject our hypothesis because the better investor protection and the higher law enforcement can positively affect the shareholder wealth creation of the bidding company.
HYPOTHESIS 11

In M&A, a better investor protection and a higher enforcement of laws result in higher shareholder wealth creation for the target firm

For the target firm, the coefficients of the dummy for investor protection and law enforcement, with t-statistics of 1.012 for (-10,+10), 0.841259 for (-5,+5) and 1.179209 for (-1,+1) are statistically insignificant but with a positive sign that is in line with our hypothesis. However, hypothesis 11 cannot be maintained. 

CHAPTER 6

CONCLUSION AND LIMITATIONS
6.1 INTRODUCTION

In this section, we will draw the conclusions of this research by summarizing the main points discussed and found in the previous chapters and also comment on the implications of our study and finally we will discuss some limitations of the present research and we will make some recommendations for future research. Section 6.2 discusses the conclusions and implications and section 6.3 the limitations and future suggestions.

6.2 CONCLUSIONS

In this study, the main objective was to investigate the short-term shareholder wealth creation that results from Mergers and Acquisitions. Our research focuses on Continental Europe and in the period of 2002 until 2007. The wealth creation concerns the shareholders of the bidding and the target firm but also the combined effect of the announcement. For that purpose an event study methodology was implemented.

Furthermore, our objective was to define the influence that certain factors have on Cumulative Abnormal Returns for both bidders and targets and therefore a cross-sectional analysis was used. 

Regarding the shareholder wealth creation we discovered that Cumulative Abnormal Returns to bidders are null on average implying that shareholders neither win nor lose when the company initiates a takeover activity. On the other hand, shareholders of the target firm do benefit when the company on which they have stakes is taken over. More precisely they gain a return of 7% in the period two days around the announcement date which is statistically significant at the 5% level and almost an 8% return with a 10% level of significance for the period of 4 days around the event day. When it comes to the combined gains of M&A we could say that the combined shareholder value is positive at around 1,5% and statistically significant at the 5% level for the announcement day.

Through the regression analysis we were able to draw some interesting conclusions regarding the influence that different factors have on the abnormal shareholder returns. The most important is that when companies choose stock as the mode of payment for the takeover, then this choice negatively affects the returns that shareholders receive both for the bidding and the target firm. 

Moreover, it is believed by academics that a diversification strategy is more often value destroying; however, due to the statistical insignificance of the results we cannot confirm that claim. What was the most surprising founding of our research was the fact that the former experience of the acquirer does not result in higher returns for the bidder shareholders but only for the shareholders of the target firm.

Finally, we tried to investigate the impact that the legal and regulatory environment of the country in which the company operates has on the abnormal returns of the shareholders. For the bidding company we expected to find a negative relationship between investor protection and law enforcement while we discovered the opposite. For the target firm, we found that this variable does not have the explanatory power to justify higher shareholder wealth creation.

In general, this study contributed into shedding some more light in the takeover activity in the area of the Continental Europe. Most of the previous research is confined in the Anglo-American markets who had always been the ultimate players in the market for corporate control. This research by focusing on the ultimate players of M&A from the Continental Europe makes a contribution to the literature and tries to fulfil the gap in the existing empirical research. Finally, by using the variable of the legal and regulatory environment we tried to incorporate in our research variables that do not only pertain to the characteristics of the companies or of the transaction but have a broader scope. This has become a need since in contemporary complex economic markets more factors influence a company into entering into a restructuring face.
6.3 LIMITATIONS AND SUGGESTIOS FOR FUTURE RESEARCH

The first point of improvement could be the size of the sample. My sample consists only of 40 announcements which mean that the shareholder value creation was examined for 80 companies. As a result, due to the small size of the sample, the results should be treated with caution and more conservative inferences should be made about the whole population. 

One of the reasons for the limited number of announcements included is the strict criteria that were set to collect the data. So a suggestion would be to include in the sample more countries from Continental Europe and not to include only the most important players in the market for corporate control.

Moreover, another criterion was that the percent acquired in the transaction to be more than 50% which accounts only for majority acquisitions. However, it would be interesting to include also lower percentages and then make a distinction between full and partial acquisitions and therefore examine the impact of such a variable in the shareholder wealth creation. In the same spirit of suggestions would be to include transactions with deal value less than 20 millions so as to see how these lower value transactions alter the results.

Furthermore, I only included exchange listed firms so as to have readily available data but the inclusion also of private firms could have an important effect and it would be worth noticing the different impact of the legal status of a firm on the abnormal returns of the shareholders.

Finally, in this research paper only the short term announcement effects are examined. However, long term performance with event windows that span years around the event date would be also of great interest and perhaps could give more solid evidence for the total and actual gains of Mergers and Acquisitions not only from the perspective of shareholders but for the company in general. 
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APPENDIX

Table 1- Number of bidding companies per country
	COUNTRY
	Number of announcements

	UNITED KINDOM
	223

	FRANCE
	77

	GERMANY
	49

	SWEDEN
	47

	ITALY
	34

	NETHERLANDS
	25

	SPAIN 
	23

	SWITZERLAND
	23

	NORWAY
	20

	GREECE
	17

	BELGIUM 
	17

	DENMARK
	14

	FINLAND
	12

	GUERNSEY
	4

	PORTUGAL
	2

	LUXEMBOURG
	2

	LICHTENSTEIN
	1

	JERSEY
	1


Table 2- Number of target companies per country

	COUNTRY
	Number

	UNITED KINDOM
	235

	FRANCE
	77

	GERMANY
	43

	SWEDEN
	40

	NORWAY
	34

	ITALY
	31

	NETHERLANDS
	31

	SPAIN
	19

	GREECE
	17

	SWITZERLAND
	16

	DENMARK
	15

	FINLAND
	13

	BELGIUM
	10

	IRELAND
	8

	PORTUGAL
	5

	AUSTRIA
	5

	ICELAND
	4

	LUXEMBOURG
	4

	CYPRUS
	3

	JERSEY
	2

	MALTA
	1

	ISLE OF MAN
	1

	GUERNSEY
	1
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Figure 2 - Number of target companies per country
Table 3- Sample of Announcements 

	DEAL
	YEAR
	ACQUIRER COMPANY
	COUNTRY
	TARGET COMPANY
	COUNTRY

	1
	2007
	Boursorama Banque
	France
	OnVista AG
	Germany

	2
	2007
	XPonCard Group AB
	Sweden
	ACSC AB
	Sweden

	3
	2007
	Icade EMGP
	France
	Icade Fonciere des Pimonts
	France

	4
	2007
	Koninklijke KPN NV
	Netherlands
	Getronics NV
	Netherlands

	5
	2007
	TomTom NV
	Netherlands
	Tele Atlas NV
	Netherlands

	6
	2007
	Penauille Polyservices SA
	France
	CFF Recycling SA
	France

	7
	2007
	Unibail Holding SA
	France
	Rodamco Europe NV
	Netherlands

	8
	2007
	Eurosic SA
	France
	Vectrane SA
	France

	9
	2006
	Banche Popolari Unite Scrl
	Italy
	Banca Lombarda e
	Italy

	10
	2006
	QSC AG
	Germany
	Broadnet AG
	Germany

	11
	2006
	Grupo Inmocaral SA
	Spain
	Inmobiliaria Colonial SA
	Spain

	12
	2006
	ERG SpA
	Italy
	EnerTAD SpA
	Italy

	13
	2006
	Fonciere des Regions SA
	France
	Bail Investissement SA
	France

	14
	2006
	AcandoFrontec AB
	Sweden
	Resco AB
	Sweden

	15
	2005
	Belvedere SA
	France
	Marie Brizard et Roger Intl SA
	France

	16
	2005
	Vinci SA
	France
	ASF
	France

	17
	2005
	Capitalia SpA
	Italy
	FinecoGroup SpA
	Italy

	18
	2005
	Hagstromer & Qviberg AB
	Sweden
	HQ Fonder AB
	Sweden

	19
	2005
	AXA-UAP SA
	France
	Finaxa SA
	France

	20
	2004
	Nocom AB
	Sweden
	TurnIT AB
	Sweden

	21
	2004
	Investment AB Oresund
	Sweden
	Custos AB
	Sweden

	22
	2004
	AEM Torino SpA
	Italy
	AMGA SpA
	Italy

	23
	2004
	Continental AG
	Germany
	Phoenix AG
	Germany

	24
	2004
	Eurazeo SA
	France
	Rue Imperiale de Lyons SA
	France

	25
	2004
	Sanofi-Synthelabo SA
	France
	Aventis SA
	France

	26
	2003
	Banco de Sabadell SA
	Spain
	Banco Atlantico SA
	Spain

	27
	2003
	Radeberger Gruppe AG
	Germany
	Stuttgarter Hofbraeu Brau AG
	Germany

	28
	2003
	Groupe Air France SA
	France
	KLM
	Netherlands

	29
	2003
	Brime Technologies
	France
	Assystem
	France

	30
	2003
	Banca Popolare di Lodi Scarl
	Italy
	Banca Popolare di Cremona
	Italy

	31
	2003
	Siemens AG
	Germany
	Cycos AG
	Germany

	32
	2003
	Adera AB
	Sweden
	Mogul AB
	Sweden

	33
	2002
	Gecina SA
	France
	Simco SA
	France

	34
	2002
	Koninklijke BAM Groep NV
	Netherlands
	Hollandsche Beton Groep NV
	Netherlands

	35
	2002
	AGIV Real Estate AG
	Germany
	HBAG Real Estate AG
	Germany

	36
	2002
	AWD Holding AG
	Germany
	Tecis Holding AG
	Germany

	37
	2002
	Cie des Alpes SA
	France
	Grevin & Cie
	France

	38
	2002
	Saipem SpA
	Italy
	Bouygues Offshore
	France

	39
	2002
	media[netCom] AG
	Germany
	Internolix AG
	Germany

	40
	2002
	Seche Environnement SA
	France
	Tredi Environnement
	France


DESCRIPTIVE STATISTICS BEFORE OUTLIER ANALYSIS

For all different days in the event window the maximum value, the minimum value, the mean and the standard deviation of the Abnormal Returns are reported.

Table 4- Descriptive statistics AAR acquirers before outlier analysis

	
	
	ACQUIRERS
	

	DAY
	MAX
	MIN
	MEAN
	ST DEV

	-15
	0.0515
	-0.0383
	0.0003
	0.0201

	-14
	0.0220
	-0.0562
	-0.0029
	0.0143

	-13
	0.0310
	-0.0277
	-0.0019
	0.0134

	-12
	0.0274
	-0.0735
	-0.0077
	0.0182

	-11
	0.0900
	-0.0203
	-0.0001
	0.0182

	-10
	0.0394
	-0.0708
	0.0006
	0.0210

	-9
	0.1056
	-0.0261
	0.0027
	0.0262

	-8
	0.0369
	-0.1234
	-0.0038
	0.0244

	-7
	0.0281
	-0.0606
	-0.0032
	0.0175

	-6
	0.0455
	-0.0537
	0.0012
	0.0184

	-5
	0.0292
	-0.1373
	-0.0063
	0.0267

	-4
	0.0497
	-0.0258
	0.0005
	0.0174

	-3
	0.0271
	-0.0552
	-0.0069
	0.0161

	-2
	0.0577
	-0.0535
	-0.0015
	0.0216

	-1
	0.1084
	-0.0636
	0.0007
	0.0252

	0
	0.1088
	-0.1181
	0.0039
	0.0473

	1
	0.1179
	-0.1037
	-0.0006
	0.0353

	2
	0.0423
	-0.0878
	-0.0033
	0.0234

	3
	0.0559
	-0.1004
	-0.0049
	0.0247

	4
	0.0502
	-0.1013
	-0.0081
	0.0249

	5
	0.0452
	-0.1207
	-0.0036
	0.0248

	6
	0.0868
	-0.1133
	-0.0040
	0.0277

	7
	0.0705
	-0.0552
	-0.0041
	0.0225

	8
	0.0426
	-0.1498
	-0.0025
	0.0283

	9
	0.0492
	-0.0751
	-0.0034
	0.0210

	10
	0.0839
	-0.2019
	-0.0021
	0.0382

	11
	0.0740
	-0.0606
	0.0014
	0.0249

	12
	0.4090
	-0.0606
	0.0063
	0.0670

	13
	0.0319
	-0.1364
	-0.0070
	0.0279

	14
	0.0352
	-0.1020
	-0.0060
	0.0240

	15
	0.0519
	-0.0617
	-0.0018
	0.0213


DESCRPTIVE STATISTICS AFTER OUTLIER ANALYSIS

For all different days in the event window the maximum value, the minimum value, the mean and the standard deviation of the Abnormal Returns are reported.
Table 5 - Descriptive statistics AAR acquirers after outlier analysis
	
	
	ACQUIRERS
	

	DAY
	MAX
	MIN
	MEAN
	ST DEV

	-15
	0.0515
	-0.0383
	0.0003
	0.0201

	-14
	0.0220
	-0.0457
	-0.0029
	0.0143

	-13
	0.0310
	-0.0277
	-0.0019
	0.0134

	-12
	0.0274
	-0.0622
	-0.0077
	0.0182

	-11
	0.0546
	-0.0203
	-0.0001
	0.0182

	-10
	0.0394
	-0.0624
	0.0006
	0.0210

	-9
	0.0814
	-0.0261
	0.0027
	0.0262

	-8
	0.0369
	-0.0770
	-0.0038
	0.0244

	-7
	0.0281
	-0.0557
	-0.0032
	0.0175

	-6
	0.0455
	-0.0537
	0.0012
	0.0184

	-5
	0.0292
	-0.0866
	-0.0063
	0.0267

	-4
	0.0497
	-0.0258
	0.0005
	0.0174

	-3
	0.0271
	-0.0551
	-0.0069
	0.0161

	-2
	0.0577
	-0.0535
	-0.0015
	0.0216

	-1
	0.0763
	-0.0636
	0.0007
	0.0252

	0
	0.1088
	-0.1181
	0.0039
	0.0473

	1
	0.1054
	-0.1037
	-0.0006
	0.0353

	2
	0.0423
	-0.0736
	-0.0033
	0.0234

	3
	0.0559
	-0.0791
	-0.0049
	0.0247

	4
	0.0502
	-0.0829
	-0.0081
	0.0249

	5
	0.0452
	-0.0781
	-0.0036
	0.0248

	6
	0.0790
	-0.0870
	-0.0040
	0.0277

	7
	0.0634
	-0.0552
	-0.0041
	0.0225

	8
	0.0426
	-0.0876
	-0.0025
	0.0283

	9
	0.0492
	-0.0663
	-0.0034
	0.0210

	10
	0.0839
	-0.1167
	-0.0021
	0.0382

	11
	0.0740
	-0.0606
	0.0014
	0.0249

	12
	0.2074
	-0.0606
	0.0063
	0.0670

	13
	0.0319
	-0.0908
	-0.0070
	0.0279

	14
	0.0352
	-0.0780
	-0.0060
	0.0240

	15
	0.0519
	-0.0617
	-0.0018
	0.0213


DESCRIPTIVE STATISTICS BEFORE OUTLIER ANALYSIS
TABLE 6
For all different days in the event window the maximum value, the minimum value, the mean and the standard deviation of the Abnormal Returns are reported.

Table 6 - Descriptive statistics AAR targets before outlier analysis
	
	
	TARGETS
	

	DAY
	MAX
	MIN
	MEAN
	ST DEV

	-15
	0.2259
	-0.0522
	0.0071
	0.0396

	-14
	0.0742
	-0.0591
	0.0039
	0.0238

	-13
	0.0411
	-0.0368
	-0.0011
	0.0139

	-12
	0.0732
	-0.1161
	-0.0006
	0.0284

	-11
	0.0847
	-0.0703
	0.0010
	0.0255

	-10
	0.0333
	-0.0774
	-0.0029
	0.0179

	-9
	0.0606
	-0.0839
	-0.0011
	0.0261

	-8
	0.0818
	-0.1761
	-0.0049
	0.0460

	-7
	0.0764
	-0.0213
	0.0075
	0.0228

	-6
	0.1430
	-0.0850
	-0.0031
	0.0349

	-5
	0.0324
	-0.0971
	-0.0082
	0.0244

	-4
	0.1170
	-0.0579
	0.0065
	0.0324

	-3
	0.2962
	-0.0595
	0.0130
	0.0588

	-2
	0.1200
	-0.0368
	0.0059
	0.0251

	-1
	0.0814
	-0.0274
	0.0049
	0.0201

	0
	0.5728
	-0.0688
	0.0698
	0.1253

	1
	0.2765
	-0.1037
	0.0015
	0.0607

	2
	0.0712
	-0.0511
	0.0031
	0.0207

	3
	0.0389
	-0.0322
	-0.0010
	0.0143

	4
	0.0302
	-0.0443
	-0.0036
	0.0158

	5
	0.0449
	-0.0449
	0.0002
	0.0164

	6
	0.0380
	-0.1041
	-0.0065
	0.0222

	7
	0.0495
	-0.0547
	0.0012
	0.0174

	8
	0.0466
	-0.1721
	-0.0050
	0.0311

	9
	0.0497
	-0.0362
	0.0004
	0.0165

	10
	0.0165
	-0.0645
	-0.0068
	0.0158

	11
	0.1090
	-0.0880
	-0.0033
	0.0287

	12
	0.5057
	-0.0256
	0.0237
	0.0958

	13
	0.0452
	-0.0987
	-0.0028
	0.0211

	14
	0.0718
	-0.0523
	0.0001
	0.0185

	15
	0.0345
	-0.0565
	-0.0021
	0.0169


DESCRPTIVE STATISTICS AFTER OUTLIER ANALYSIS

For all different days in the event window the maximum value, the minimum value, the mean and the standard deviation of the Abnormal Returns are reported.

Table 7 - Descriptive statistics AAR targets after outlier analysis
	
	
	TARGETS
	

	DAY
	MAX
	MIN
	MEAN
	ST DEV

	-15
	0.1261
	-0.0522
	0.0046
	0.0265

	-14
	0.0742
	-0.0591
	0.0039
	0.0238

	-13
	0.0405
	-0.0368
	-0.0011
	0.0138

	-12
	0.0732
	-0.0857
	0.0001
	0.0255

	-11
	0.0775
	-0.0703
	0.0008
	0.0249

	-10
	0.0333
	-0.0565
	-0.0024
	0.0158

	-9
	0.0606
	-0.0793
	-0.0010
	0.0257

	-8
	0.0818
	-0.1428
	-0.0036
	0.0411

	-7
	0.0759
	-0.0213
	0.0074
	0.0228

	-6
	0.1015
	-0.0850
	-0.0042
	0.0308

	-5
	0.0324
	-0.0813
	-0.0078
	0.0230

	-4
	0.1038
	-0.0579
	0.0062
	0.0313

	-3
	0.1893
	-0.0595
	0.0103
	0.0468

	-2
	0.0811
	-0.0368
	0.0049
	0.0210

	-1
	0.0653
	-0.0274
	0.0045
	0.0187

	0
	0.4456
	-0.0688
	0.0666
	0.1132

	1
	0.1838
	-0.1037
	-0.0008
	0.0510

	2
	0.0653
	-0.0511
	0.0030
	0.0203

	3
	0.0389
	-0.0322
	-0.0010
	0.0143

	4
	0.0302
	-0.0443
	-0.0036
	0.0158

	5
	0.0449
	-0.0449
	0.0002
	0.0164

	6
	0.0380
	-0.0731
	-0.0057
	0.0190

	7
	0.0495
	-0.0509
	0.0012
	0.0170

	8
	0.0466
	-0.0982
	-0.0031
	0.0216

	9
	0.0497
	-0.0362
	0.0004
	0.0165

	10
	0.0165
	-0.0541
	-0.0065
	0.0148

	11
	0.0827
	-0.0880
	-0.0039
	0.0262

	12
	0.3112
	-0.0256
	0.0185
	0.0716

	13
	0.0452
	-0.0661
	-0.0020
	0.0176

	14
	0.0555
	-0.0523
	-0.0003
	0.0169

	15
	0.0345
	-0.0527
	-0.0020
	0.0166


Table 8– CORRELATION MATRIX
In this table we check for the problem of correlation between the independent variables, called multicollinearity which can influence the quality and validity of our results. However, it is non existent none of the values is above the critical 0,80 (Brooks, 2008) that could cause problems to the model. The correlation is performed for the seven initial variables (4 key research variables and 3 control variables).
	
	CASH
	EXPER
	FOCUS
	LEGAL
	MTBVAC
	MTBVTA
	SIZE

	CASH
	1.000
	-0.309
	-0.271
	0.022
	-0.275
	-0.216
	0.287

	EXPER
	-0.309
	1.000
	0.000
	-0.222
	0.102
	-0.002
	-0.451

	FOCUS
	-0.271
	0.000
	1.000
	-0.131
	-0.021
	0.269
	-0.067

	LEGAL
	0.022
	-0.222
	-0.131
	1.000
	0.207
	0.254
	-0.022

	MTBVAC
	-0.275
	0.102
	-0.021
	0.207
	1.000
	0.119
	-0.140

	MTBVTA
	-0.216
	-0.002
	0.269
	0.254
	0.119
	1.000
	-0.149

	SIZE
	0.287
	-0.451
	-0.067
	-0.022
	-0.140
	-0.149
	1.000


Table 9- CORRELATION MATRIX
In this table we check for the problem of correlation between the independent variables, called multicollinearity which can influence the quality and validity of our results. However, it is non existent none of the values is above the critical 0,80 (Brooks, 2008) that could cause problems to the model. The correlation is performed for the nine variables with the inclusion of two additional control variables: the size of the acquirer and the size of the target. (4 key research variables and 5 control variables).

	
	DIVERSE
	EXPER
	LEGAL
	MTBVAC
	MTBVTA
	SIZE
	SIZEAC
	SIZETA
	STOCK

	DIVERSE
	1.000
	0.000
	-0.131
	-0.041
	0.267
	-0.061
	0.175
	0.019
	-0.271

	EXPER
	0.000
	1.000
	-0.222
	0.102
	0.019
	-0.453
	0.324
	0.111
	-0.309

	LEGAL
	-0.131
	-0.222
	1.000
	0.225
	0.267
	-0.017
	-0.468
	-0.704
	0.022

	MTBVAC
	-0.041
	0.102
	0.225
	1.000
	0.074
	-0.133
	-0.056
	-0.062
	-0.280

	MTBVTA
	0.267
	0.019
	0.267
	0.074
	1.000
	-0.134
	-0.059
	-0.260
	-0.227

	RELATIVE
	-0.061
	-0.453
	-0.017
	-0.133
	-0.134
	1.000
	-0.497
	-0.039
	0.280

	SIZEAC
	0.175
	0.324
	-0.468
	-0.056
	-0.059
	-0.497
	1.000
	0.726
	-0.133

	SIZETA
	0.019
	0.111
	-0.704
	-0.062
	-0.260
	-0.039
	0.726
	1.000
	0.127

	STOCK
	-0.271
	-0.309
	0.022
	-0.280
	-0.227
	0.280
	-0.133
	0.127
	1.000


Table 10- Coefficients for the initial sample without the outlier analysis
This table repots the results of the regression analysis which was performed in the initial sample without the outlier analysis of the dependent variable. For each variable, we report the coefficient and underneath the p-values showing the level of significance. In the regression analysis we controlled for the problem of heteroskedasticity that could alter the standard errors and thus lead us to misleading inferences.
	
	ACQUIRERS
	TARGETS

	
	CAR(-10, +10)
	CAR(-5, +5)
	CAR(-1, +1)
	CAR(-10, +10)
	CAR(-5, +5)
	CAR(-1, +1)

	intercept
	-0.114
	-0.002
	0.102
	-0.260
	-0.198
	-0.017

	
	(0.338)
	(0.978)
	(0.013)
	(0.158)
	(0.253)
	(0.885)

	Stock
	-0.059
	-0.054
	-0.065
	-0.030
	-0.019
	-0.072

	
	(0.139)
	(0.077)*
	(0.016)**
	(0.541)
	(0.678)
	(0.100)*

	Diverse
	0.027
	0.014
	0.000
	-0.036
	-0.021
	-0.026

	
	(0.487)
	(0.628)
	(0.996)
	(0.481)
	(0.640)
	(0.523)

	Exper
	0.070
	-0.024
	-0.062
	0.302
	0.224
	0.101

	
	(0.445)
	(0.649)
	(0.004)***
	(0.054)*
	(0.110)
	(0.231)

	Legal 
	0.013
	0.037
	0.047
	0.060
	0.055
	0.059

	
	(0.767)
	(0.203)
	(0.100)*
	(0.329)
	(0.430)
	(0.195)

	size
	0.019
	0.009
	-0.002
	0.034
	0.036
	0.022

	
	(0.249)
	(0.407)
	(0.862)
	(0.011)**
	(0.029)**
	(0.021)**

	mtbvac
	0.004
	-0.002
	-0.006
	0.000
	0.009
	0.003

	
	(0.737)
	(0.840)
	(0.191)
	(0.987)
	(0.622)
	(0.761)

	mtbvta
	-0.001
	0.000
	-0.002
	0.011
	0.009
	-0.001

	
	(0.800)
	(0.937)
	(0.576)
	(0.073)*
	(0.120)
	(0.700)

	Adjusted R^2
	0.015
	-0.006
	0.203
	0.240
	0.243
	0.168


*    denotes statistical significance at the 10% level
**   denotes statistical significance at the 5% level

***  denotes statistical significance at the 1% level

Table 11– Coefficients for the final sample for 9 variables
This table repots the results of the regression analysis performed to the final sample (after the outlier analysis) but with the inclusion of two supplementary control variables: the size of the acquirer and the size of the target. For each variable, we report the coefficient and underneath the p-values showing the level of significance. In the regression analysis we controlled for the problem of heteroskedasticity that could alter the standard errors and thus lead us to misleading inferences.
	
	ACQUIRERS
	TARGETS

	
	CAR

(-10, +10)
	CAR

(-5, +5)
	CAR

(-1, +1)
	CAR

(-10, +10)
	CAR

(-5, +5)
	CAR

(-1, +1)

	slope
	-0.026
	-0.008
	0.133
	-0.193
	-0.096
	0.038

	
	(0.873)
	(0.937)
	(0.024)**
	(0.343)
	(0.586)
	(0.784)

	cash
	-0.062
	-0.057
	-0.065
	-0.004
	0.003
	-0.049

	
	(0.112)
	(0.075)*
	(0.011)**
	(0.931)
	(0.932)
	(0.149)

	focus
	0.021
	0.010
	0.003
	-0.062
	-0.036
	-0.045

	
	(0.560)
	(0.739)
	(0.868)
	(0.168)
	(0.368)
	(0.234)

	experience
	-0.004
	-0.043
	-0.055
	0.218
	0.163
	0.048

	
	(0.970)
	(0.450)
	(0.041)**
	(0.093)*
	(0.175)
	(0.493)

	legal 
	0.006
	0.057
	0.028
	-0.027
	-0.045
	-0.023

	
	(0.906)
	(0.195)
	(0.286)
	(0.615)
	(0.451)
	(0.701)

	size
	-0.004
	-0.001
	0.000
	0.043
	0.042
	0.028

	
	(0.646)
	(0.836)
	(0.945)
	(0.001)***
	(0.004)***
	(0.002)***

	mtbvac
	-0.001
	-0.004
	-0.006
	0.015
	0.024
	0.015

	
	(0.932)
	(0.571)
	(0.187)
	(0.396)
	(0.138)
	(0.156)

	mtbvta
	-0.001
	0.000
	-0.002
	0.011
	0.006
	-0.003

	
	(0.846)
	(0.976)
	(0.624)
	(0.110)
	(0.517)
	(0.676)

	sizeac
	0.007
	0.003
	-0.005
	0.042
	0.033
	0.032

	
	(0.476)
	(0.735)
	(0.544)
	(0.003)***
	(0.029)**
	(0.068)*

	sizeta
	-0.004
	0.003
	-0.001
	-0.051
	-0.048
	-0.040

	
	(0.713)
	(0.793)
	(0.934)
	(0.001)***
	(0.005)***
	(0.054)*

	Adjusted R^2
	-0.021
	-0.032
	0.218
	0.321
	0.323
	0.266


*    denotes statistical significance at the 10% level
**   denotes statistical significance at the 5% level

***  denotes statistical significance at the 1% level
















































� An Acquisition occurs when a company, the acquiring, buys another company, the target, which ceases to exist and therefore only the shares of the acquiring are still traded. A merger occurs when two independent and almost equal companies decide to become one indistinguishable entity and therefore issue new stock for trading.


� The antitrust regime refers to the competition law that prohibited transactions that threaten the competitive character of the market. More precisely here, it refers to the Celler-Kefauver Act amended section 7 of the 1914 Clayton act (Martynova, Renneboog, 2005).


� According to the writers, a disciplinary takeover takes place when targets are older, poorly performing firms with old plant and equipment. The objective of the bidder is to restructure the firm, abandon the obsolete equipment and deploy the useful resources in more profitable ways.


� This can be attributed to different and more favorable tax and law regulations that exist in different industries.


� Excluding the toehold stake


� Value of Transaction ($ mil): Total value of consideration paid by the acquirer, excluding fees and expenses. The dollar value includes the amount paid for all common stock, common stock equivalents, preferred stock, debt, options, assets, warrants, and stake purchases made within six months of the announcement date of the transaction. Liabilities assumed are included in the value if they are publicly disclosed. Preferred stock is only included if it is being acquired as part of a 100% acquisition. If a portion of the consideration paid by the acquirer is common stock, the stock is valued using the closing price on the last full trading day prior to the announcement of the terms of the stock swap. If the exchange ratio of shares offered changes,  the stock is valued based on its closing price on the last full trading date prior to the date of the exchange ratio change. For public target 100% acquisitions, the number of shares at date of announcement (CACT) is used. (Definitions of Thomson One Banker)





� The mean return approach assumes that the mean of the stock’s return over the event window is expected to be equal to the mean over the estimation period and therefore ARs are defined as the difference between actual and expected return, where the expected return for each day in the event window is the same as the mean return on the stock over the estimation period.


� The market return assumes that the mean of the stock’s return over the event window is expected to be the same as the mean of the market’s return over the event window and therefore ARs are calculated as the difference between actual and expected return where the expected return is the same as the return on the market each day in the event window.


� The proxy/control portfolio approach is the same with the market return approach with the difference that instead of using the market as the expected return, an industry return is used.


� Z-values are calculated based on the following formula: z = (pt – p)/σ where pt is the actual percentage of firms with the desired characteristic, p is the 50% percentage used for testing our hypothesis (H0: p=50% or H1: p<> 50%) and σ is the standard deviation. ( Aczel, 1999 )
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