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This thesis aims to empirically examine the impact of cross-border mergers and 

acquisitions on the target’s industry rivals, and to investigate factors explaining 

differences in the effects of cross-border acquisitions on the target’s industry rivals.    

The dataset consists of a sample of 709 U.K. cross-border takeovers (637 developed-

market and 72 emerging-market acquisitions) between 1990 and 2011. A rival sample 

of 41,455 firms, of which 37,584 are from developed-market countries and 3,871 from 

emerging-market, is associated with the deal sample. The aim of the thesis is 

addressed using standard study methodology and a set of multivariate regressions. 

The main finding of the event study is that emerging- and developed-market rivals 

react differently to the entry by a foreign firm. The results indicate that a foreign entry 

to an emerging-market country is damaging to local competitors, whereas developed-

market rivals experience a positive or no reaction. The results for the multivariate 

regressions are also different for the two samples. Rival characteristics, such as the 

rival market-to-book and efficiency ratio, explain the reaction of rival firms in 

developed markets. In contrast, macroeconomic (e.g. M&A activity and level of 

shareholder protection) and deal characteristics (e.g. relatedness of acquisition and 

target size) play a key role in explaining rival’s reaction in the emerging markets. 
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1 INTRODUCTION 

1.1. Background and motivation 

There is an extensive strand of literature on the impact of cross-border mergers and 

acquisitions, finding that, on average, targets earn positive and acquirers earn positive 

or no returns (see e.g. Bris & Cabolis, 2008; Chari et al., 2010). Interestingly, the 

literature on the impact of cross-border mergers and acquisitions on the local industry 

rivals is a less studied field. The limited research on how cross-border takeovers affect 

local industry rivals is perhaps, given the surge in cross-border investments over the 

past decades, somewhat surprising. In fact, today the volume of cross-border mergers 

and acquisition has come to account for a substantial amount (44.3% in Q3 2012) of all 

global M&A activity (Mergermarket, 2012). 

An almost parallel phenomenon to the increase in cross-border investment has been 

the rise of the emerging markets. This is reflected, for example, in the global inflows of 

foreign direct investments. In fact, 2010 was the first year that the wealthy nations, as 

defined by the UNCTAD, received less than half of the global FDI (UNCTAD, 2010). In 

a world where capital inflows and mergers and acquisitions are becoming increasingly 

global, the need to understand how these transactions impact the local markets is of 

great interest. However, in spite of this development, the majority of the existing 

literature is focused on the developed countries and domestic takeovers.  

At the heart of the thesis is a comparison of results between the emerging and 

developed markets. This is relevant due to several reasons: Firstly, given the 

liberalization of the emerging markets that has occurred in the past decades, the 

question whether an increase in foreign direct investments has been beneficial for the 

local economies is certainly relevant from a regulatory perspective. Secondly, an often 

presented notion is that a foreign entry to an emerging market is damaging to local 

competitors. This is something that Akhigbe and Martin (2000) briefly discuss in their 

paper, the idea that the competitive threat of cross-border acquisitions on the local 

competitors is related on the acquirer’s home country. However, Burns and Liebenberg 

(2011) find that, in fact, emerging market rivals react positively to the entry of a foreign 

(U.S) firm. This is similar to the results of previous studies regarding developed 

markets that indicate that rivals of the merging firms earn, on average, positive 

abnormal announcement-related returns (see e.g. Eckbo, 1983; Mitchell & Mulherin, 

1996; Shahrur, 2005).  
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An interesting aspect regarding the literature on the impact of mergers and acquisitions 

on competitors is that, as Song and Walkling (2000) highlight, there is little 

explanation for the wide cross-sectional variation in rival abnormal returns, and why 

only 50-60% of rival firms earn positive abnormal returns. Previous studies by Song 

and Walkling (2000), Shahrur (2005) and Burns and Liebenberg (2011) try to bridge 

this gap. Especially in this context it will be certainly interesting to see if the cross-

sectional variation in rival abnormal returns is driven by different factors for the two 

samples.  

A set of hypotheses has been proposed regarding the impact of mergers and 

acquisitions on the industry rivals, mainly focusing on horizontal takeovers (e.g. Eckbo, 

1983; Fee & Thomas, 2004; and Shahrur, 2005). For example, an often cited and tested 

hypothesis is the market power hypothesis developed by Eckbo (1983), which states 

that by reducing the number of industry players the likelihood of collusion and 

monopoly rents increases, thereby benefiting the remaining firms. The acquisition 

probability hypothesis is another widely cited hypothesis, proposed by Song and 

Walkling (2000), which assumes that due to an increased probability of other firms 

also becoming targets, rival firms will earn significant positive abnormal returns at the 

takeover announcement of initial industry targets. Especially the implications of the 

acquisitions probability hypothesis are relevant for this thesis and will be discussed 

later in the study. 

Finally, the focus on U.K. takeovers in emerging and developed countries is motivated 

by a set of factors. By departing from the U.S.-centric literature a unique dataset is 

created in comparison to previous studies. For example, it will be interesting to see if 

the perceived competitive threat of a foreign entry to an emerging market is dependent 

on the acquirer’s country of origin. It is also worth highlighting that for larger parts of 

the 1980s and 1990s U.K. was one of the leading nations regarding foreign acquisitions 

(UNCTAD, 2000)1.  

1.2. Purpose and research question of the study  

The purpose of the study is to examine the impact of cross-border mergers and 

acquisitions on the target’s industry rivals, and investigate factors explaining 

differences in the effects of cross-border acquisitions on the target’s industry rivals. 
                                                        
1 To illustrate the role of U.K. in global cross-border mergers and acquisitions; in 1996 U.K. accounted for 

16% of the global cross-border M&A, and in 1999 for 30% of the acquisition purchases (UNCTAD, 2000). 
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1.3. Contribution 

The thesis contributes to the existing literature on the impact of cross-border 

acquisitions on industry rivals in several ways. Firstly, it is, to the best of the author’s 

knowledge, one of the more extensive studies investigating the differences between 

emerging and developed markets – both regarding the industry wealth effects of cross-

border takeovers (in the form of abnormal returns) and identifying a set of factors 

explaining differences in the effects of cross-border acquisitions2. In fact, it is to best of 

the author’s knowledge the first study using a European country as the acquirer’s home 

country that studies the impact of cross-border takeovers on the industry rivals in the 

emerging markets.  

Secondly, an important contribution is investigating factors explaining differences in 

the impact of cross-border takeovers. This branch of the literature has begun to emerge 

during the 2000s in the form of studies by Song and Walkling (2000), Shahrur (2005) 

and Burns and Liebenberg (2011), but is still far from complete. 

1.4. Limitations of the study 

The study entails a set of limitations that are mainly related to the data sample and the 

methodology used in the study. The data sample is based firstly, on a number of 

successful transactions announced between 1.1.1990 and 31.12.2011 that fulfill the 

criteria used in the study, for the set of countries included in the study; and secondly, 

on the firms identified as rival firms for which a certain level of data is obtained. The 

start date (1.1.1990) is chosen in somewhat arbitrage fashion, but ensures that the 

impact of more liberalized capital markets in the emerging markets is captured3. The 

                                                        
2 By using stock market data – and only focusing on one type of foreign direct investments – the thesis 

distinguishes itself from the extensive amount of studies investigating the impact of all forms of FDI on 

local productivity (see Görg & Greenaway (2004) for an extensive summary). These studies usually focus 

on one country, investigate the impact of all forms of FDI (greenfield investments, mergers and 

acquisitions and joint ventures) and use various productivity measures, such as total factor productivity or 

labor productivity. One of the potential limitations of these studies is the endogeneity concerns caused by 

the productivity measures; acquirers may simply target industries in which the productivity prospects are 

the best (hence, the industry being characterized by increasing productivity). By using stock market data, 

the announcement effects of an acquisition should only reflect new information conveyed by the 

acquisition (Fama, 1971).   
3 Due to limitations on foreign direct investments, especially in the emerging markets, the reported 

transaction activity in, and before, the early 1990s is very limited. However, the liberalization of capital 

markets begun in the late 1980s and 1990s, especially in South America and many Asian countries. The 

development was driven by requirements by the International Monetary Fund and World Bank in 

exchange for financial support in the aftermath of the Latin American debt crisis and Asian crisis the 1980s 

and 1990s (Latin American Market Report, March 2000). 
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division of countries into emerging and developed countries follows the study by Burns 

and Liebenberg (2011), who in turn base the division on a country’s level of economic 

development.   

 

The procedure of rival identification is an important part of the study. Even if there is 

no standardized definition of rival firms or competitors used in prior studies, previous 

studies are used as a reference point. Rival firms are defined, in line with Burns and 

Liebenberg (2011), as domestically listed firms with the same 2-digit SIC code as the 

target. Thereby, the study includes a broad sample of mergers and acquisitions that is 

not only restricted to horizontal mergers and acquisitions, such as the studies by Eckbo 

(1983), Fee and Thomas (2005) and Shahrur (2005). Also, data availability needs to be 

sufficient, both regarding stock market and accounting data, in order for a firm to be 

included in the final sample. This restricts the sample significantly in the emerging 

markets. 

 

Also the methodology of the study entails a set of assumptions that need to hold. As 

always is the case with short-window event studies, a crucial assumption is that the 

short event window used assesses the full wealth impact of the corporate 

announcement. There is a growing literature questioning whether the event studies 

using short event windows, in fact, can capture the entire impact of, for example, 

merger announcements. However, as Andrade et al. (2001) highlight, there are a large 

number of methodological concerns with long-term event studies. Furthermore, by 

applying a similar methodology as similar studies, this enables a comparison of the 

results with prior results. 

1.5. Definitions of key concepts 

The terms merger, acquisition, merger and acquisition, takeover and M&A are used 

interchangeably throughout the thesis, with the exception of when referring to prior 

research. When referring to prior studies the aim is to use the same terminology as in 

the original paper. 

1.6. Structure of the study 

The study continues by a review of relevant theories and literature regarding mergers 

and acquisitions, mainly focusing on the impact of mergers and acquisitions on the 
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industry rivals, in Section 2. The third section encompasses an overview of the 

hypotheses of the study. In Section 4 the data and methodology of the study are 

presented and reviewed in detail. Finally, Section 5 presents the results and analysis of 

the study and Section 6 presents a conclusion with remarks on potential future 

research. 
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2 LITERATURE AND THEORY 

2.1. Overview of merger literature 

The empirical research on stock markets gains from mergers and acquisitions has 

attracted extensive attention since the 1980s. Whereas the first studies regarding the 

wealth effects at merger announcements focus on the U.S. market and domestic 

transactions (e.g. Dodd, 1980; Asquith, 1983; Bradley et al., 1988), the literature on 

international and cross-border transactions has increased since the late 1980s. The 

overall findings regarding the wealth effects of takeovers announcements on the firms 

involved in the transaction can be summarized accordingly: the combined wealth 

effects of mergers and acquisitions are positive; target firms shareholders earn 

significantly positive abnormal returns, and consequently earn the majority of the 

gains; and the results regarding the acquiring firm returns have been mixed. 

 

This thesis focuses predominately on the competitors of the merging firms. However, a 

short overview regarding the overall findings regarding the wealth effects of mergers 

and acquisitions on the bidders and targets is presented. The review aims by no means 

to be exhaustive, but to review some of the more relevant empirical findings regarding 

the firms involved in the transaction, before focusing on rival firms. Even if the 

determinants of wealth effects for the acquirer and target returns certainly is an 

interesting topic, this section will only focus on the magnitude of the wealth effects.  

2.1.1. Domestic acquisitions 

As mentioned earlier, the first studies on the valuation effects of mergers and 

acquisitions focus on domestic transactions in the United States (U.S.). One of the first 

widely cited studies is conducted by Dodd (1980), who investigated 151 merger 

proposals between 1971 and 1977. Interestingly, the author finds that targets gain 

significantly and that acquirers experience a negative wealth effect at merger 

announcements. However, Asquith (1983) reports the contrary for acquirers and argues 

that previous studies have failed to take into account factors, such as target size and 

time period when the proposal occurs. Similar findings as Dodd (1980) and Asquith 

(1983) – positive combined wealth-effects of the combined stockholders, and that the 

majority of the gains are earned by the targets shareholders – are documented by 

Jensen and Ruback (1983) in an early review of the existing merger literature. 
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Later studies by Bradley et al. (1988), Mulherin and Boone (2000), Goergen and 

Renneboog (2004)4 and Andrade et al. (2000)5 document similar results for the 1990s. 

Interestingly, whereas the bidder returns are zero or negative in the aforementioned 

studies, the overall picture regarding the bidder wealth effects is less unambiguous. For 

example, Moeller et al. (2004) study a large sample of U.S. mergers and acquisitions 

between 1980 and 2001, and find that acquirer shareholders, in fact, earn significantly 

positive returns67. An aspect highlighted by Cools et al. (2007) is the need to not only 

look at averages, but also the distribution of announcement returns. Cools et al. (2007) 

find that, in fact, even if the average transaction in Europe between 1992 and 1996 

decreased value for the acquirer shareholders, in 47% of the deals the wealth effects 

was positive for the acquirer, and in these cases the average gain was 6%. One reason, 

proposed for example by Dobbs et al. (2006)8, for the varying for acquirer/bidder 

announcement returns can be due to the returns evolving over time. 

2.1.2. Cross-border acquisitions 

The literature on the wealth effects of cross-border mergers and acquisitions is lesser 

compared to domestic mergers and acquisitions. A common factor in the majority of 

the existing studies is the focus on U.S. firms, either as the acquirer or target nation. To 

what degree these studies reflect the general wealth effect of cross-border takeovers is 

debatable. Nonetheless, U.S. firms tend to be involved in a large portion (on average, 

40-50%) of all cross-border acquisitions (Chari et al., 2010; Erel et al., 2011). However, 

more recently there have been studies using a more diverse sample of mergers and 

acquisitions (e.g. Chari et al., 2006). This section reviews some of the main findings of 

prior studies on cross-border takeovers. 

 

                                                        
4 Georgen and Renneboog (2004) study 118 large takeover bids in Europe (1993-2000) and find that 

targets earn positive cumulative abnormal returns of 10.22% (-1,0), 12.72% (-2.2) and 22.74% (-40,0).  
5 Andrade, Mitchell and Strafford (2000) study 3,688 acquisitions in the US for the time period 1973-1998. 

Target firms earn cumulative abnormal returns of 16% and 23.8% for the (-1,1) and (-20,0) event windows; 

whereas the acquisitions destroy value for the acquiring firms, -0.7% and -3.8%, respectively. However, it 

is worth highlighting that the negative bidder returns were not significantly different from zero. 
6 Even if Moeller et al. (2004) find that acquirer shareholders earn significant abnormal returns in 

percentage terms, in dollar terms the results are somewhat different. The acquirers lose on average USD 25 

million, indicating that large companies make large dollar losses  and smaller companies make small gains. 
7 Moeller et al. (2004) have a sample of 12,000 acquisitions for the time period 1985-1995, and find that 

bidders earn positive announcement returns of 1.17% (CAR) for the event window (-1,1). 
8 The study deviates from most of the previous studies as it uses a different measure the short-term 

cumulative abnormal returns; measures such as deal value added (DVA) and proportion of overpaying 

companies (POP) are used. 
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One of the early studies on the wealth effects of cross-border acquisitions is conducted 

by Doukas and Travlos (1988). The authors study the wealth implications of 

internationalization through foreign acquisitions by U.S. firms for the announcement of 

301 transactions between 1975 and 1983. The results indicate that acquiring firm stock 

prices react positively, but the results remain insignificant. Datta and Puia (1995) also 

study a sample of U.S. firms, this time from 1978-1990, finding that the acquirers earn 

significantly negative abnormal returns. The authors present two main reasons why 

their results differ from the ones presented by Doukas and Travlos (1988): firstly, Datta 

and Puia (1995) only focus on large U.S. firms, which might affect the generalizability of 

their results, since a notable amount of foreign acquisitions are small; and secondly, the 

acquirer returns might have decreased as a function of increased competition in the 

foreign markets in the early 1990s.   

 

Given the focus on U.K. firms in this study, the results of Cakici et al. (1996) are 

reviewed. The study’s results indicate that there is a large deviation in the acquirer’s 

returns for different countries. Even if the author’s overall sample has a positive 

reaction (a CAR of 1.96% for a 21-day event window), only acquirers from certain 

countries earn abnormal returns (United Kingdom, Australia and Japan).  

 

Two other studies that report findings regarding U.K. companies are Eun et al. (1996) 

and Gregory and McCorriston (2005). Eun et al. (1996) report that Japanese firms earn 

positive abnormal returns when acquiring a U.S. target; however, U.K. firms earn 

negative returns in similar transactions. The study by Gregory and McCorriston (2005) 

investigate, again from the acquiring firm’s perspective based on a sample of 343 deals, 

the valuation impact of foreign acquisitions by U.K. firms. However, the authors’ 

results indicate that there is no significant valuation effect of a foreign merger proposal.  

 

Since the comparison between emerging and developed markets is at the core of this 

study, studies that focus on cross-border takeovers with emerging markets are certainly 

interesting. Chari et al. (2006) study mergers and acquisitions where the acquirer 

country of origin is developed, and the target is either from emerging or developed 

markets. Interestingly, the results for the two distinct samples are very different: When 

the target is from a developed country the announcement has a wealth-destructive 

impact of -0.6 % for the (-1,1) event window, but for an emerging market target the 

reverse is true, and the acquirer earns an abnormal return of 8.68%. Also the results by 
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Harris and Ravenscraft (1991) are highly interesting, indicating that target returns tend 

to be higher in cross-border takeovers compared to domestic transactions.  

 

Overall, the prior research on the wealth effects of mergers and acquisitions indicates 

that there might be some unique wealth creation aspects in cross-border mergers and 

acquisitions, in comparison to domestic mergers and acquisitions, which might also be 

present regarding rival firms. With this in mind, the focus in the rest of the thesis is 

entirely on the industry rivals of the merging firms.  

2.2. Rival abnormal returns 

There is an extensive literature studying the impact of mergers and acquisitions on the 

merging companies’ rivals (see e.g. Song & Walking, 2000; Fee & Thomas, 2004; and 

Shahrur, 2005), of which this section will review the main findings. Studies regarding 

the determinants of rival abnormal returns are reviewed in a subsequent section. It is 

worth highlighting that the majority of studies referred to focus on domestic takeovers, 

predominately on the U.S. market. It is also worth stressing that there is no unanimous 

definition of a rival firm in prior studies, and thereby different studies use different 

definitions of rival firms. The overall finding of previous studies is that rivals earn 

significant, positive abnormal returns surrounding the merger announcement (see e.g. 

Eckbo, 1983; Mitchell & Mulherin, 1996; Shahrur, 2005). The findings are summarized 

in greater detail in Table 1 and are discussed briefly in this section. 

 

In a widely cited study Eckbo (1983) studies the collusive and anticompetitive effects of 

horizontal mergers in the U.S. The author finds that rivals in horizontal mergers earn 

positive abnormal returns surrounding a merger announcement, however limited 

support is found regarding any collusive and anticompetitive effects. In a later paper, 

Eckbo and Weir (1985) also record positive abnormal returns for target’s industry 

rivals. 

 

Mitchell and Mulherin (1996) study 607 U.S. firms that are subject to a takeover or 

restructuring, and find positive valuation effects of takeover announcements on the 

industry rivals. The authors document a positive abnormal stock reaction of 0.5% for 

the announcement month for the target’s rival firms. However, the theoretical rationale 

for the industry effects of merger announcements differ from Eckbo’s (1983); since 

takeovers and restructurings are mainly caused by industry shocks, the positive share 
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price reaction is due to an anticipation of future industry-wide restructuring (Mitchell 

& Mulherin, 1996).  

 

In another widely cited study, Song and Walking (2000) develop and test the 

acquisition probability hypothesis, stating that rivals of initial acquisition targets will 

react positively to takeover announcements due to an increased probability of 

becoming targets themselves. The authors study a dataset spanning 1982-1991, 

covering 141 unexpected acquisitions and 2459 rival firms, finding that industry rivals 

of initial acquisition targets earn positive abnormal returns surrounding the takeover 

announcement. The abnormal stock price reaction is 0.35 % for the (-1,0) event window 

and 0.56 % for the (-5,5) interval.  

 

One of the few papers studying the effects of foreign acquisitions on rival firms is by 

Akhigbe and Martin (2000). The study uses a sample of 165 cross-border acquisitions 

from 1984 to 1996 in the U.S. The authors find that the domestic competitors earn 

significantly positive abnormal returns of 0.2-0.5% surrounding the takeover 

announcement, and that the results are robust to different definitions of rival firms. 

 

In more recent studies, Fee and Thomas (2004) and Shahrur (2005) study the impact 

of horizontal mergers on the corporate customers, suppliers and rivals. Fee and 

Thomas (2004) study rivals of firms initiating in horizontal mergers for the time period 

1980-1997, and find that rivals earn positive abnormal returns close to the 

announcement (e.g. abnormal returns of 0.54% for the overall sample for the (-1,1) 

event window). In a very similar study, Shahrur (2005), while studying successful 

mergers and tender offers, also finds a positive reaction for rival firms in the days 

surrounding a horizontal merger announcement. Shahrur (2005) reports a cumulative 

abnormal price reaction of 0.39% for the (-2,2) event window for the overall sample. 

When studying takeovers where the combined wealth effect of the acquirer and target 

are positive the rival reaction is significantly positive for the (-1,0), (-2,2) and (-10,10) 

event windows (and similarly, the results are significantly negative when the combined 

wealth effects are negative). 

 

In another more recent study Burns and Liebenberg (2011) find that whereas rival 

firms in the developed markets have an insignificant reaction to the announcement of a 

takeover, the emerging market rivals earn significantly positive cumulative abnormal 

returns of 1.19% for the 11 day event window surrounding the announcement. When 
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comparing the reaction of rival firms in the emerging and developed markets, both the 

results of the event study and multiple regression analysis indicate that rival firms in 

the emerging and developed markets react differently to the entry of a foreign firm. 

 

Whereas the majority of the existing literature finds that rivals earn on average positive 

abnormal returns at takeover proposals, there are some studies indicating otherwise. 

Akdogu (2009) studies non-horizontal takeovers in telecommunications industry and 

finds that rivals earn negative abnormal announcement-related returns. However, it is 

worth stressing the narrow scope used by Akdogu (2009). Another study finding 

similar results is Aktas, de Bodt and Roll (2007) who study rivals from a regulatory and 

find that rivals for takeovers in Europe between 1990 and 2000 earn negative abnormal 

returns. Despite some variation in the results of previous studies, the overall results 

indicate that rival firms earn positive returns at a merger announcement.  
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Table 1   Summary of prior studies regarding the announcement-related rival abnormal returns  

Study Year 
Sample 

size 
Time period 

Country of 

acquirer 

Country of 

target 
Takeover type/segment Event window Rival CA(A)R (%) 

Eckbo 1983 102 

  

1963-1978 USA USA Horizontal mergers, unchallenged (-20,10) 

(-10,5) 

(-3,3) 

(-1,1) 

 

1,10 % 

1,17 %b 

0,76 %b 

-0,07 % 

 

Eckbo  1983 57  1963-1978 USA USA Horizontal mergers, challenged (-20,10) 

(-10,5) 

(-3,3) 

(-1,1) 

 

2,45 %a 

0,91 %c 

0,90 %b 

0,44 % 

 

Eckbo and Weir 1985 65 1963- 1978  USA USA Horizontal mergers (-20,10) 

(-10,5) 

(-3,3) 

(-1,1) 

 

2,4 %a 

0,7 % 

0,8 %b 

0,2 % 

 

Eckbo and Weir 

 

1985 17 1978 – 1981 USA USA 

 

Horizontal mergers (-20,10) 

(-10,5) 

(-3,3) 

(-1,1) 

 

2,4 %c 

0,7 % 

0,1 % 

0,3 % 

Mitchell and Mulherin 1996 607 1982-1989 USA USA Takeover or restructuring Month of 

announcement 

 

0,5 %a 

Song and Walking 2000 141 1982-1991 USA USA Acquisition, initial industry target rivals (-1,0) 

(-5, 5) 

0,35 %a 

0,56 %a 

 

Akhigbe and Martin 2000 165 1984-1996 Foreign USA Acquisition, 4-digit SIC rival 

 

(-11,-2) 

(-1,0) 

(+1,+10) 

 

0,06% 

0,5%a 

0,09% 

Akhigbe and Martin 2000 165 1984-1996 Foreign USA Acquisition, 3-digit SIC rival 

 

(-11,-2) 

(-1,0) 

(+1,+10) 

 

0,38% 

0,48%a 

-0,10% 

 

Akhigbe and Martin 2000 165 1984-1996 Foreign USA Acquisition, 2-digit SIC rival 

 

(-11,-2) 

(-1,0) 

(+1,+10) 

 

0,13% 

0,23%a 

0,14% 

(continued on next page) 
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Study Year 
Sample 

size 
Time period 

Country of 

acquirer 

Country of 

target 
Takeover type/segment Event window Rival CA(A)R (%) 

Fee and Thomas 2004  1980-1991 USA USA Horizontal mergers, single-segment (overall): 

All 

Challenged 

High level of industry concentration  

High change in industry concentration 

 

 

(-1,1) 

 

 

  

 

0,54 %a (0,24 %c) 

1,13 %c (1,21 %c) 

2,01%b (0,67 %) 

2,53%a (1,10 %c) 

Shahrur 2005 455 1987-1999 USA USA Horizontal takeovers (-1,0) 

(-2,2) 

(-10,10) 

(10,20) 

0,08 

0,39a 

0,52 

0,01 

Shahrur 2005 271 1987-1999 USA USA Horizontal takeovers, positive combined wealth 

effect (CWE)  

(-1,0) 

(-2,2) 

(-10,10) 

(10,20) 

0,43a 

1,25a 

1,95a 

0,07 

Shahrur 2005 184 1987-1999 USA USA Horizontal takeovers, negative CWE (-1,0) 

(-2,2) 

(-10,10) 

(10,20) 

-0,41a 

-0,85a 

-1,67a 

-0,06 

Burns and Liebenberg 2011 1839  1988-2009 Developed  Developed Takeover 

 

(-5,5) 

 

-0,13 % (0,04 %) 

Burns and Liebenberg 2011 286  1988-2009 Developed  Emerging Takeover 

 

(-5,5) 1,19a (0,57 %a) 

 

Note: a, b, c denotes significance at 1%, 5% and 10% levels. Eckbo (1983) and Eckbo and Weir (1985) calculates the cumulative average abnormal return (CAAR). Eckbo and Weir (1985) defines 

the cumulative average abnormal return as:       
 

 
 ∑   ̂

 
    , where N = number of mergers; D = number of days in the event-window; and   ̂ = average one-day abnormal return for the 

portfolio of rivals during the event window. Eckbo (1983) also studies the impact of merger announcements on vertical mergers. In this case, the results are insignificant for both the 

challenged sample (11 mergers) and unchallenged sample (57 mergers) for all the event windows used.  Eckbo and Weir (1985) use different sub-samples with a different definition of rival 

firms (defined according to 5-digit SIC codes and defined as agency rivals); the results remain significant, and the significance of the results actually improve for the agency rivals subsample. 

Akhigbe and Martin (2000) defines industry rivals as firms with the same 4-digit SIC codes as the target, but also use 2- and 3-digit SIC codes in order to examine the robustness of the results 

in regard to the definition of rival firms. Fee and Thomas (2004) define rival firms as firms that have the same 4-digit SIC codes as the overlapping segments of the merging firms. The rivals 

included in the single-segment rivals segment only operate in one 4-digit SIC code industry. The authors define a high level of industry concentration is as a Herfindahl index above 2000 and 

a high change in the level of industry concentration as change over 100 in the Herfindahl index. Burns and Liebenberg (2000) define industry rivals as local firms with the same 2-digit SIC 

codes as the target. 
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2.3. Determinants of rival abnormal returns 

Despite an extensive literature finding that rivals of merging firms earn, on average, 

positive abnormal returns surrounding a takeover announcement (e.g. Eckbo, 1983; 

Mitchell & Mulherin, 1996; Shahrur, 2005), there is, as Song and Walkling (2000) 

highlight, little explanation for the wide cross-sectional variation in rival abnormal 

returns and why only 50-60% of rival firms earn positive abnormal returns. Studies by 

Song and Walkling (2000), Akhigbe and Martin (2000), Fee and Thomas (2004) and 

Shahrur (2005) have tried to bridge the gap. Furthermore, in a recent study Burns and 

Liebenberg (2011) investigate the impact of acquisitions the target’s industry rivals, 

whilst comparing the emerging and developed markets.  

 

This section presents the main findings of the aforementioned studies regarding 

potential determinants of rival abnormal returns associated with takeover-

announcements. In the next section, factors at four levels – macroeconomic, industry, 

acquisition and rival – will be reviewed, expanding the findings of prior studies 

regarding potential determinants of rival abnormal returns. 

2.3.1.  Shahrur (2005) 

Shahrur (2005) investigates a large sample of horizontal takeovers, focusing on 

upstream, downstream as well as horizontal interest groups. The study examines the 

determinants of cumulative abnormal returns for the (-2,2) event window surrounding 

the merger announcement for the aforementioned interest groups. Of the nine 

variables reported (see Table 2) two coefficients have an explanatory power at the 5% 

significance level on rival abnormal returns in both regression models employed in the 

study9: the combined wealth effects of the acquirer and target, and the coefficient 

reflecting the interaction between the supplier concentration and change in industry 

concentration. Whereas the combined wealth effect of the acquirer and target is 

positively related to the impact of the merger-announcement on rival firms, the 

coefficient capturing the interaction between supplier concentration and change in 

industry concentration (measured by the Herfindahl Index) is negatively related. This 

could indicate that rivals only benefit from a large merger when their suppliers are 

concentrated (Shahrur, 2005) 

 

                                                        
9 Shahrur (2005) uses two samples: all rivals and state rivals. State rivals are defined as rivals that have 

their headquarter the same state as either the acquirer or target. 
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Alongside the aforementioned results a few coefficients show some explanatory power 

(at the 10% significance level) in one or either of the samples. The degree of industry 

concentration, or competition, exhibits signs of significance; both the Change in 

Herfindahl Index coefficient and coefficient capturing the interaction between the 

Herfindahl Index and Foreign competition (defined as the industry’s total imports 

divided by its total supply) are negatively related to the rival announcement-related 

returns.  The former result is in line with Eckbo (1985, 1992), but in contrast with what 

the collusion hypothesis would imply. Finally, the coefficient for supplier concentration 

has a negative relationship with the rival abnormal returns.  

2.3.2. Akhigbe and Martin (2000) 

Akhigbe and Martin (2000) study the effects of foreign acquisitions in the U.S. using a 

sample of 165 acquisitions between 1984 and 1996. The authors study the cross-

sectional variation in rival abnormal returns, finding a set of variables that significantly 

affect the rival abnormal returns: relatedness of the acquirer and target (positive); 

whether the target operates in a technologically intensive industry (positive); the target 

2-day abnormal return (positive); the correlation between the target and portfolio of 

rivals (positive); past performance of each rival, based on the abnormal return for the 

past 12 months before to the takeover announcement (negative); and prior presence in 

the U.S. market by the acquirer (negative). The correlation measure is used as a proxy 

for similarities in cash flows, and is measured for a 200-day period starting 220 days 

before the acquisition announcement. Even if the variable for financial leverage is 

found insignificant for the overall sample, when only studying the most leveraged firms 

the variable had a significantly negative impact on abnormal returns.  

2.3.3. Burns and Liebenberg (2011) 

The paper by Burns and Liebenberg (2011) is the most similar study to this thesis due 

to its focus on comparing how rival firms react in the emerging and developed markets. 

The authors study a broad sample of mergers and acquisitions, reaching from 1989 to 

2011. What is interesting regarding the results is the different nature of results for the 

emerging and developed markets. 

In the second part of the study, the authors study the role of country-, industry-, rival- 

and deal-specific characteristics as determinants of the rival abnormal returns. The 

results indicate that rival firm’s response to an acquisition announcement is dependent 
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on very different characteristics in the emerging and developed markets. In the 

developed markets, individual rival characteristics (such as rival size, efficiency growth 

opportunities and leverage) play an important role as drivers of rival abnormal returns. 

However, for the emerging markets, the picture is quite different, and the country-, 

industry- and acquisition characteristics (such as level of shareholder protection and 

economic development, industry and percent acquired) are the main determinants of 

rival announcement-related abnormal returns. The results of the study are presented in 

detail in Table 2. 

2.3.4. Song and Walkling (2000) 

As earlier mentioned, Song and Walkling (2000) developed and tested the acquisition 

probability hypothesis.  The authors study the relationship between rival abnormal 

returns for initial acquisition targets and a set of firm and industry characteristics. 

Since the intuitive idea conveyed by the acquisitions probability hypothesis – that there 

is a strong relation between the cross-sectional variation of rival abnormal returns and 

variables that are associated with the likelihood of a takeover – the paper is reviewed in 

greater detail.  

 

The underlying theoretical idea behind the acquisition probability hypothesis is that the 

value of a firm can be viewed as a weighted average of the values of the firm under 

current and alternative managements and the probability of each scenario.  If the 

expected benefits from an acquisition are larger than the costs, a takeover attempt will 

follow. Driven by external catalysts, such as changes in the regulatory environment, the 

values of the different scenarios alter, thereby affecting the probability of a takeover 

attempt. If an initial acquisition, which is characterized by a degree of surprise, occurs 

in an industry this signals that at least for one firm in the industry the benefits 

overweight the costs of a takeover. 

 

The initial industry acquisition will have an impact on the industry rivals, which Song 

and Walkling (2000) define as: 

            [       ] 

In the formula AR stands for the abnormal return;        for the probability of rival r 

becoming a target and  [       ] the expected returns in such a transaction, both 

conditional on an acquisitions attempt. In this case,       and      are vectors for 



 

 

17 

characteristics that are associated to the probability of and acquisition and firm value; 

finally, the     is a result of the change in the probability of the firm itself becoming a 

target, caused by the initial industry acquisition. 

The results of the study are certainly interesting with regards to the scope of this thesis. 

The study sheds some light on drivers of rival abnormal returns by reporting a set of 

variables that drive rival abnormal returns. Firstly, the results indicate that there is a 

strong association between the cross-sectional variation of rival abnormal returns and 

variables that are associated with the likelihood of a takeover. Secondly, when the 

degree of surprise is higher in acquisitions, rivals tend to earn higher abnormal returns. 

Also, the characteristics of initial acquisitions targets are similar to those of subsequent 

targets, but different from rivals that are not acquired. These results imply that factors 

that are associated with the aforementioned relationships between rival abnormal 

returns and rival characteristics should be explored as potential drivers of rival 

abnormal returns. Here previous research acts as a reference point, for example 

Hasbrouck (1985) finds that low growth opportunities tend to be associated with the 

likelihood of a takeover and similarly does low levels of leverage, as this could be an 

indication of unused debt capacity (Hasbrouck, 1985) or inefficient management 

(Palepu, 1986). 

 

More specifically, the authors identify several characteristics, both on the industry and 

firm level that are significantly related to rival abnormal returns. Of the industry 

characteristics Growth (negatively), Management ownership (negatively) and 

Leverage (positively) have a significant impact on the rival returns. Regarding the 

industry characteristics, the length of the Dormant period (positively), Industry rank 

(positively) based on the Value Line classifications and degree of industry competition 

based on the Herfindahl Index (negatively) drive rival firm’s reaction to initial 

acquisition targets. 

2.3.5. Fee and Thomas (2004) 

Fee and Thomas (2004) study a large sample of horizontal takeovers from 1980 to 

1997, focusing on upstream, downstream as well as horizontal interest groups. Even if 

the authors do not explicitly study factors explaining the reaction of rival firms, the 

results for the various sub-samples give relevant indication of potential determinants of 

rival abnormal returns.  
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The results indicate that there is a relationship between the industry concentration 

level, as well as the change in industry concentration caused by the merger, and rival 

abnormal returns at the merger announcement. This can on an indicative basis be 

concurred from the results for the three sub-samples studied – challenged mergers, 

mergers in concentrated industries and mergers resulting in large changes in industry 

concentration. The announcement-related cumulative abnormal returns for the (-1,1) 

event-window for the overall rival sample is 0,54% (0,24 %); when similar results are 

1,13% (1,21%) for challenged mergers,  2,01% (0,67%)  for industries with a high level of 

concentration (defined as an industry Herfindahl index above 2000) and 2,53% 

(1,10%)10 for industries where the mergers resulted in a large change in industry 

concentration (defined as a change in Herfindahl index of above 100).  

 
 
 
 
 
 
 
 

                                                        
10 Due to potential challenges caused by firms operating in different business segments, as discussed by 

McAfee and Williams (1988), Fee and Thomas (2004) use two different samples of rivals – single- and 

multiple-segments. Rivals are identified as firms operating in the same 4-digit SIC-segment where the 

merging companies overlap. The single-segment segment includes rivals that only operate in one segment. 

The single-segment results are reported first and the overall results are reported in the following brackets. 
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Table 2   Summary of prior studies regarding the determinants of announcement-related rival abnormal returns 

Study Year Sample size Time period Determinants of rival abnormal returns Results 

Akhigbe and Martin 2000 165 1984-1996 Relative size (D) 

Correlation in stock returns 

Target abnormal return 

Financial leverage 

Degree of competition 

Performance 

Currency strength 

Technology-intensive industry (D) 

Manufacturing-intensive industry (D) 

Relatedness (D) 

Prior presence (D) 

Positivec 

Positivea 

Positivea 

- 

- 

Negativea 

- 

Positiveb 

- 

Positivea 

Negativea 

  

Song and Walking 2000 2084 (firm) 

1062 (industry) 

1982-1991 Growth 

Log size 

Blockholder ownership (D) 

Tobin’s Q 

Management ownership 

Leverage 

Dorman period 

Industry rank (acc. Value Line) 

Herfindahl index 

Horizontal initial industry target (D) 

Negative (4/4) 

Negative (1/4) 

- 

Positive (2/4) 

Negative (4/4) 

Positive (2/4) 

Positive (4/4) 

Positive (4/4) 

Negative (3/3) 

- 

  

Shahrur 2005 445 1987-1999 Herfindahl index 

Change in Herfindahl index 

Herfindahl index x Change in H. index 

Supplier concentration  

Supplier concentration x Change in H. index 

Customer concentration 

Foreign competition 

Herfindahl Index x Foreign competition 

Combined wealth effects 

- 

Negativec 

- 

Negativec 

Positivea 

- 

- 

Negativec 

Positivea 

  

 

  

 

 

 

    (continued on next page) 
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Study Year Sample size Time period Determinants of rival abnormal returns Results 

Burns and Liebenberg 2011 1889 to 1967 (O) 

1645 to 1718 (D) 

244 to 249 (E) 

 

1988-2009 Country characteristics 

Emerging target (Y/N) 

GDP per capita 

IMD competitiveness ranking 

Shareholder protection index 

M&A activity 

Exchange rate strength 

UK (Y/N) 

Industry characteristics 

Technology industry (Y/N) 

Manufacturing industry (Y/N) 

Herfindahl Index 

Deal characteristics 

Public target (Y/N) 

Target size 

Related acquisition (Y/N) 

Cash acquisition (Y/N) 

Percent of target acquired 

Prior presence (Y/N) 

Rival characteristics 

Rival Herfindahl contribution 

Rival size 

De-listed rival (Y/N) 

Rival ADR (Y/N) 

Rival (sales/assets) 

Rival market-to-book 

Rival leverage 

Overall (O) 

Positive (2/3) 

Negative (1/1) 

- 

Positive (3/5) 

- 

- 

Positive (1/6) 

 

- 

- 

Negative (1/5) 

 

Positive (6/6) 

Negative (5/6) 

- 

- 

- 

- 

 

  

Developed (D) 

 

- 

- 

- 

- 

- 

- 

 

- 

- 

- 

 

- 

- 

Negative (4/5) 

- 

- 

- 

 

Negative (1/4) 

Positive (4/4) 

Positive (4/4) 

- 

Positive (3/4) 

Negative (4/4) 

Positive (4/4) 

Emerging (E) 

 

Negative (1/2) 

- 

Positive (4/5) 

- 

Negative 

 

 

Positive (4/5) 

- 

- 

 

Negative (4/5) 

- 

- 

- 

Negative (4/5) 

- 

 

- 

- 

- 

- 

Positive (4/4) 

- 

Negative (2/4) 

 

Note: a, b, c denotes significance at 1%, 5% and 10% levels. Information in brackets (e.g. Negative, 1/5) regarding the results refers to the number of regression in which the coefficient was 

significant. A set of variable definition is presented to give an indication of some of definitions used in prior studies. Akhigbe and Martin (2000): Relative size (dummy variable, equal to one 

for relatively small rivals); Correlation in stock returns (correlation in stock returns between the target and rival firm, based on the (            ) estimation period; Target abnormal return 

(2-day CAR); Financial leverage (industry-specific, defined as the median ratio of long-term debt and to total equity); Degree of competition (based on the Herfindahl index); Performance 

(based on the median abnormal return, on a monthly level for the previous 12 months before the acquisition announcement); Currency strength (relative strength of the acquirer’s home 

country); dummy variables for technology- and industry-intensive sectors, relatedness of target and bidder and prior presence). Song and Walkling (2000): Growth: Log size; Blockholder 

ownership (dummy); Management ownership; Leverage; Dormant period (months since the previous acquisition announcement occurred in the industry); Industry rank (based on Value 

Line industries).        
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2.4. Factors affecting rival abnormal returns 

This section continues the review of potential determinants of rival abnormal returns in 

cross-border takeovers based on prior research. By segmenting the discussion into four 

distinctive segments – regarding macroeconomic-, industry-, acquisition- and rival 

factors – an enhanced picture of the determinants of rival abnormal returns is 

obtained. Potential proxies for the factors are presented in more detail later on in the 

thesis.  

2.4.1. Macroeconomic characteristics 

Macroeconomic factors – such as the strength of exchange rates, takeover activity and 

level of economic development – are likely to affect the valuation effects of cross-border 

takeovers (Erel et al., 2011). Starting with the impact of currency valuations, Erel et al. 

(2011) find that countries whose currency has recently appreciated are more likely to be 

acquirers and countries with a weak currency targets in cross-border acquisitions. Since 

a weak currency attracts more FDI (Froot and Stein, 1991; Erel et al., 2011) this implies 

that a takeover announcement when the local currency is weak is more likely to signal 

subsequent future acquisitions in a target country. Thereby, there is expected to be a 

negative relationship between rival abnormal returns and the strength of the target’s 

home country’s exchange rate. Another macroeconomic variable that Burns and 

Liebenberg (2011) include in their study is takeover activity. Markets with lower levels 

of takeover activity should be less likely to have merger waves. In a historical context, 

emerging markets have experienced less takeover activity (defined as the ratio between 

takeovers of public firms and the number of public firms). 

 

The impact of a cross-border acquisition on a target’s competitors is likely to vary in 

line with the difference in economic development between the target and acquirer’s 

home countries. Akhigbe and Martin (2000) briefly tangent this, when stating that the 

competitive threat of the acquired firm, whether real or perceived, is related upon the 

acquirer’s home country. Here foreign direct investment theories – for example by 

Findlay (1978) and Glass and Saggi (1998) – can be used to depict why the origin of the 

home and host economics in cross-border takeovers might affect the industry-wide 

effects of a takeover. 

 

Findlay (1978) highlights the importance of the distance between two economies 

regarding their levels of development. As this distance grows, there will be more 
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opportunities for improvements in the less developed economy and more pressure for 

change, hence effectively improving the speed at which new technology is imitated and 

adopted. In other words, when a developed market firm acquires an emerging market 

firm – compared to developed-market firm – the potential up-side for local rivals is 

higher. This is due the emerging market rivals having more to learn from the more 

developed acquirers (referred to as spillover effects discussed later in Section 2.5.3). 

Hence, the larger the difference in economic development between the acquirer and 

target’s home nations, the greater the potential for technology transfers and thereby 

stronger the contagion (positive) effect. 

 

However, as Glass and Saggi (1998) point out, the technological distance between the 

acquirer and target’s home country impacts if potential spillover effects are absorbed by 

the local market: if the host country lacks the human capital, infrastructure and 

distribution networks that are needed to adopt new technologies, the local competitors 

might be at a disadvantage. Thereby the technological distance between the acquirer 

and target’s home countries might affect the potential gains from spillovers. However, 

the evidence on whether positive spillover effects exist is, in fact, mixed (see e.g. Görg 

and Greenaway, 2004). 

2.4.2. Industry characteristics 

Factors on the industry level, such as the degree of competition, presence of foreign 

competition and industry type, could affect the impact of takeovers on target’s industry 

rivals. For example, studies by Akhigbe and Martin (2000), Fee and Thomas (2004) 

and Shahrur (2005) investigate how factors associated with industry structure might 

impact the competitors of merged firms. 

 

The degree of competition and the change in the degree of competition have been 

previously studied as potential drivers of rival announcement-related returns (e.g. 

Shahrur, 2005; Akhigbe & Martin, 2000). Shahrur (2005) finds some indication that 

industry concentration, measured by the Herfindahl index, is related to the impact of 

merger announcements on rival firms. Fee and Thomas (2004) report that the reaction 

is stronger for rivals in industries with a higher level of concentration, and when the 

change in industry concentration is higher. Also, Song and Walking (2000) find that 

there is a negative relationship between the level of industry concentration and rival 

abnormal returns.  
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The type of competition, whether it is predominantly domestic or foreign, could have 

an impact on the valuation effects of takeovers. Akhigbe and Martin (2000) present the 

argument that in an already highly competitive industry, the impact of a foreign 

competitor with presumably net competitive advantages is more likely to have a 

negative impact on the rivals. Nonetheless, rivals in less competitive industries could of 

course experience a competitive effect (for example, increased competition might force 

ineffective players to enhance their productivity). Furthermore, findings by Shahrur 

(2005) indicate that a coefficient reflecting the interaction between the Herfindahl 

index and foreign competition has some explanatory power over rival returns. 

However, foreign competition itself (defined as the takeover industry’s total imports 

divided by its total supply), has no impact on rival abnormal returns according to the 

study by Shahrur (2005).  

 

Industry type could be an important consideration when assessing the impact of a 

cross-border acquisition on the rivals. Spillover effects, such as transfers of technology, 

could be more likely to occur in technology-intensive industries. There is some research 

indicating that this might be the case. Akhigbe and Martin (2000) find that the stock 

reaction is stronger in technology-intensive industries, when studying rivals of 

acquisition targets in cross-border acquisitions in the U.S. Burns and Liebenberg (2011) 

find similar results for their emerging market sample. However, for the overall sample 

and in the developed markets, the industry type (technology) has no significant impact 

on rival target abnormal returns.  

2.4.3. Acquisition characteristics 

Acquisition characteristics, such as the percentage of target acquired and the market 

power of the target may play a role in how an acquisition impacts the target’s industry 

rivals. Shahrur (2005), Akhigbe and Martin (2000) and Burns and Liebenberg (2011) 

studied how acquisition characteristics impact competitor’s reaction to takeover-

announcements.  

 

One of the main considerations is whether the acquisition creates a firm with 

competitive advantages compared to rival firms, and what potential proxies could best 

capture this effect. One potential characteristic linked to the potential competitive 

threat of the acquired firm is how an acquisition is financed. Since cash-financed deals 
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tend to have higher target gains (e.g. Bradley et al., 1988; Harris & Ravenscraft, 1991), 

this could signal the emergence of a competitively stronger target. Furthermore, the use 

of stock-financing could signal that other firms in either the takeover industry or 

related industries are overvalued. However, Shahrur (2005) finds, in line with Betton 

and Eckbo (2000) that rival abnormal returns are not related to the financing of a deal.  

 

Interestingly, Shahrur (2005) finds that there is a strong correlation between the 

combined wealth effect of the acquirer and the target, and the wealth effect on the rival 

firms. Acquisitions that create value for the firms engaged in the transaction also seem 

benefit other stakeholders, such as horizontal rivals. This could of course be due to the 

merger signaling an increased probability of future consolidation in an industry. 

 

The prior presence of the acquirer could also influence the impact of a cross-border 

acquisition on the rival firms. Akhigbe and Martin (2000), studying the influence of 

foreign acquisitions in the United States, present the notion that by already having 

established a presence in the target’s home country, the acquirer will be better able to 

focus on its competitive advantages. However, by already being established in the 

target’s domestic market, the effect might be lesser, since the potential impact on the 

local market might already be incorporated in the stock prices. The results of Akhigbe 

and Martin (2000) indicate that the prior presence of the acquirer could have a 

negative relationship with rival abnormal returns. 

 

The relatedness of the acquirer and target is also likely to impact how rival firms react; 

since related acquisitions have a higher likelihood of realizing economies of scale or 

scope (e.g. Caves, 1971), the outcome of a related merger could be a more competitive 

competitor, negatively affecting rival firms. Akhigbe and Martin (2000) find that 

relatedness affects positively the abnormal returns of target firms’ rivals. However, 

Song and Walking (2000) find that industry relatedness does not influence the realized 

abnormal return of rival firms. 

 

The percentage acquired of the target could also influence the outcome of a takeover. 

The larger the acquired share, the stronger the incentives of the acquirer to transfer any 

potential sources of competitive advantages to the target, potentially creating a more 

competitive effect. However, at the same time, if there are spillover effects on the 

domestic market, a higher share acquired could facilitate the transfer of knowledge to 

rival firms, thereby causing a positive effect on the rivals firms. Burns and Liebenberg 
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(2011) finds that for U.S. cross-border takeovers in emerging markets, the percentage of 

target acquired is a significant factor driving rival announcement returns. However, the 

results are limited to the emerging-market sample.  

2.4.4. Rival characteristics 

Rival characteristics are likely to affect how individual rivals react to acquisition 

announcements. As Song and Walkling (2000) highlight, there is limited explanation 

for the wide cross-sectional variation in rival abnormal returns and why only 50-60% of 

rival firms earn positive abnormal returns. By taking into account individual rival 

characteristics some additional light might be shed on the questions raised by Song and 

Walkling (2000). 

 

Financial leverage, both regarding the level of leverage and access to additional 

financing, is likely to be characteristics worth exploring. Higher levels of leverage can 

negatively affect rival firms ability to compete due to restricted ability to make 

investments to respond to competitive challenges (Stultz, 1990; Akhigbe & Martin, 

2000). In line with this, competitors with access to additional financing – such as 

cross-listed firms – are likely to be at a competitive advantage due to accessibility to 

financing. Doidge et al. (2004), Pagano et al. (2002) and Reese and Weisbach (2002) 

have found that there is a positive relationship between cross-listing status and access 

to financing. This might especially be the case in the emerging markets, where lower 

liquidity can make it more difficult to finance projects with equity. However, Burns and 

Liebenberg (2011) find that the cross-listing status of a rival firm has no effect on the 

reaction to the entry of a foreign firn. Nonetheless, in the developed markets the impact 

of financial leverage might be different. Since there are more options available for firms 

to finance themselves, high levels of debt could also signal higher quality of firms (Ross, 

1977), thereby indicating that the firms is in a relatively good position to respond to 

competitive challenges. 

 

Similarly to the impact of leverage of individual rival firms, the market-to-book ratio 

can be a factor worth considering. On a broad level market-to-book ratios tend to drive 

cross-border mergers and acquisitions (Erel et al., 2011). Countries that have 

experienced an increase in stock market valuations tend to be acquirers and countries 

with weaker-performing stock markets tend to be targets. On an individual rival level 

firms with low growth opportunities (Hasbrouck, 1985) are more likely to be acquired; 
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since firms with low market-to-book ratios tend to be associated with lower growth 

opportunities than firms with higher market-to-book ratios (and thereby have a higher 

likelihood to be acquired), a negative relationship is assumed to exist between the 

market-to-book ratio and abnormal returns earned by rival firms at takeover 

announcement.  

 

Additional individual factors, such as growth options and efficiency of rival firms, have 

been studied by Burns and Liebenberg (2011). One could reason that rivals with strong 

growth opportunities are in a position to benefit from the potential positive spillover 

effects, such as technology transfers or more efficient production processes, caused by 

the acquisition. At the same time, the competitive challenge of a stronger target firm 

could either force the less efficient firms to reduce inefficiencies or put them at a 

further disadvantage. If there is a boost in the overall productivity of an industry, this 

should be reflected in stock prices due to enhanced future cash flows. Burns and 

Liebenberg (2011) find that for the emerging markets sample the coefficient for rival 

efficiency (defined as sales divided by assets) is positive and significant, indicating that 

more efficient rivals are in a better position to compete with foreign competition. When 

it comes to financial flexibility, the authors report that higher levels of leverage are 

negatively related to rival announcement abnormal returns; this is, however, in 

contrast to the results for developed markets (which are positive and significant).  

 

Furthermore, the size of rival firms and consequently their market power could be a 

factor driving cross-sectional differences in rival abnormal returns. The results by 

Burns and Liebenberg (2011) indicate that rival size is a significant factor explaining the 

reaction of rival firms in developed markets, however similar results are not obtained 

for the emerging markets. Larger firms could be in a better position to respond to the 

competitive advantage caused by a foreign takeover of a competitor. This should also be 

the case for rival firms with relatively greater market power. Fee and Thomas (2004) 

find that rivals with a small market share (defined as a market share below 5%) 

experience an abnormal return of 0.40% (significant at the 5% level) whereas large 

rivals earn no significant abnormal return. Also, Schumann (1993) finds a similar 

pattern of returns in his study. 

 

Finally, in line with the acquisition probability hypothesis, the possibility of rivals 

themselves becoming targets in the future could be a key driver of rival abnormal 

returns. Song and Walkling (2000) find that competitor’s returns over the 
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announcement period are positively related to the magnitude of surprise of the 

acquisition. The results indicate that there is a strong relation between the cross-

sectional variation of rival abnormal returns and variables that are associated with the 

likelihood of a takeover. Such factors could be low growth opportunities (Hasbrouck, 

1985; Song and Walkling, 2005), low leverage or smaller size. The rationale between 

low leverage is based on the low leverage signaling unused debt capacity (Hasbrouck, 

1985), inefficient management (Palepu, 1986) or smaller size (Asquith et al., 1983; 

Hasbrouck, 1985; Mikkelson & Partch, 1989). Another interpretation is provided by 

Mitchell and Mulherin (1996) who conclude that since takeovers and restructurings are 

driven by industry shocks, the positive abnormal returns earned by competitors might 

simply be reflect expectations of ongoing industry-wide restructuring.  

2.5. Overview of existing hypotheses 

In the final section of the theoretical part a number of different theories that have been 

proposed to explain rival firms reaction at the announcement of mergers and 

acquisitions are presented. This section reviews existing hypotheses and their 

implications on rival returns. The section is summarized in the Table 3. 

2.5.1.  Market power hypotheses 

The market power hypothesis was developed by Eckbo (1983, 1985) and Eckbo and 

Weir (1985) in the context of horizontal mergers. The hypothesis consists of two sub-

hypotheses: the collusion hypothesis and the predatory pricing hypothesis. 

 

Collusion hypothesis 

The underlying dynamics of the collusion hypothesis follow the theory of oligopoly of 

Stigler (1964): the reduced number of industry firms, as a result of a horizontal 

takeover, reduces monitoring costs, thereby facilitating collusion among the remaining 

firms. This increased probability of collusion among the remaining firms results in 

monopoly rents, which will be captured by the merging firms as well as their direct 

competitors (Eckbo, 1983).  Due to the reduced number of industry participants, and 

an increased likelihood of collusion, the industry rivals should have a positive abnormal 

price reaction to a horizontal takeover announcement – and subsequently, a negative 

reaction to a potential antitrust complaint challenging the takeover.  
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Despite the wide citation of Eckbo’s (1983) study and the collusion hypothesis, there is 

very limited empirical support for the collusion hypothesis. In his seminal paper, 

Eckbo’s (1983) finds limited support of the potentially collusive implications of 

mergers, implied by the hypothesis. Subsequent work by Stillman (1983), Eckbo and 

Wier (1985) and Song and Walking (2000) also concludes that their results are 

inconsistent with the collusion hypothesis. 

 

Predatory pricing 

The other sub-hypothesis of the market power hypothesis, the predatory pricing 

hypothesis, is based on the economies of scale rationale behind a merger. Due to the 

increased market share of the combined firms, the new entity might be in a position to 

engage in a monopolistic price war (Eckbo, 1983). Hence, a takeover should have a 

negative impact on the rivals of the merged firm. However, Eckbo’s (1983) results 

indicate the contrary; no evidence is found supporting predatory behavior of the 

merged firm. Instead, the evidence indicates that the stock price reaction of the 

merging firm and the rival are closely related, thereby meaning that a positive reaction 

for the merging firms is followed by a similar reaction by the rivals. 

2.5.2. Productivity increases hypotheses 

Efficiency hypotheses suggests that if the merged or target firm becomes a more 

efficient competitor with a competitive advantage over rival firms, the market value of 

the merging firms or target should increase and the market value of the competitors 

should be negative (Eckbo, 198311; Eckbo & Weir, 1985). The sources of competitive 

advantage can be the target gaining access to capital, technology and know-how 

through the acquirer. For instance, Kelley and Woidtke (2006) find that when U.S. 

firms acquire firms in less developed countries, they use their better access to financing 

as a comparative advantage.  

2.5.3. Information-signaling hypotheses 

Information-signaling hypotheses suggest that the share price reaction of competitors 

at a merger announcement reflects information about either the target/rival firm’s 

industry or the rival firms. This could be due to the increased probability of the rivals 

                                                        
11 Eckbo (1983) and Eckbo and Weir (1985) include the productivity increases and information-signaling as 

two sub-branches of the economic efficiency hypothesis. However, in the literature review of this thesis the 

productivity increases and information-signaling hypothesis are presented separately. 
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becoming takeover targets themselves (acquisition probability hypothesis; Song & 

Walkling, 2000), expected productivity increases of the rivals due to contagion effects 

or a re-evaluation of the assets owned by rivals, to mention a few. For example, if two 

merging firms can create a competitive advantage by utilizing scale-increasing 

technological innovations, this should have a negative impact on rival firms. However, 

the merger could also signal that there are expected gains for rival firms by employing 

similar technology, for example by mergers (Eckbo, 1983). Furthermore, a takeover 

could also signal an increase in the value of the assets/resources owned by the target 

and rival firms. Hence, the rival firms share price should react to the potentially good 

news indicated by a takeover (Eckbo, 1983). Two other hypotheses, the acquisition 

probability hypothesis and the contagion effect hypothesis will be presented below in 

more detail.  

 

Acquisition probability hypothesis  

The acquisition probability hypothesis was developed by Song and Walking (2ooo), and 

states that rivals of initial acquisition targets will react positively to a takeover 

announcement due to an increased probability of becoming targets themselves. Overall, 

the authors find support for their hypothesis, that is, that rival firms of initial 

acquisition targets earn positive abnormal returns surrounding the takeover 

announcement, independent of the acquisition outcome. Also, the evidence indicates 

that the rival’s returns over the announcement period are positively related to the 

magnitude of surprise of the acquisition. The results indicate that there is a strong 

relation between the cross-sectional variation of rival abnormal returns and variables 

that are associated with the likelihood of a takeover.  An additional finding, which will 

be tested in this thesis, is that the rival’s abnormal returns are independent on the 

industry relation between the acquirer and target.  

   

Contagion effect (increased productivity) hypotheses 

The contagion effect implies that if the target’s or merging firms’ industry rivals benefit 

from a proposed takeover they should react positively to the announcement. This could 

be due to several reasons: technology transfers, increased efficiency or improved 

governance. For example, if the entrance of a foreign firm increases the industry 

productivity, thereby increasing the expected future cash flows of the industry firms, 

this should be reflected in the stock prices. Here the potential benefits can be 

concretized by foreign direct investment (FDI) theories.  
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When a firm decides to build or acquire, for example, a foreign plant, the company is 

expecting to earn a higher rate of return compared to an equivalent investment in the 

domestic market. This higher return results from the ownership of some kind of firm 

specific assets, usually some kind of technological advantage12 (Görg & Greenaway, 

2004). If an acquirer has, for example, technological advantages, such as modern 

technologies, improved corporate governance or efficient production, these could 

“spillover” to the local markets when the acquirer enters the market. Hence, the 

potential benefits for local firms steam from potential indirect technology transfers 

from the acquiring company.  

 

Görg and Greenaway (2004) identify four main transmission channels that can 

increase the productivity of the local firms (due to positive spillover effects): imitation 

(such as implementation of new production methods), competition (e.g. reduction in 

inefficiencies due to the increased competition), acquisition of human capital (from the 

foreign firm) and exports (by learning how to export from multinationals). Whether the 

abovementioned spillover effects exist in reality is debatable. As Görg and Greenaway 

(2004) conclude, the empirical support for positive spillovers is, at best, mixed. 

Nonetheless, there is some evidence indicating that, for example, improved governance 

can act as a spillover effect. Bris et al. (2008) present the argument that when the 

acquiring firm comes from a country with a higher level of investor protection, there 

will be corporate governance transfers throughout the industry of the country with a  

lower level of investor protection.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                        
12 Note: the term technological advantage should be given a wide interpretation; it could include everything 

from innovative management to new production processes. 
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Table 3   Summary of theories predicting the source of takeover gains and implications 

Theory predicting the source of the takeover gains 

 

Abnormal returns to rival firms 

Market power hypothesis: 

Collusion 
Positive (monopoly rents) 

Market power hypothesis: 

Predatory pricing 
Negative (costs of price war) 

Economic efficiency hypothesis: 

Productivity increases of merging firm/target 
Negative (competitive disadvantage) 

Information-signaling 

undervalued assets 
Zero or positive (undervalued resources) 

Information-signaling hypothesis:    contagion 
effects (increased productivity) 

Zero or positive (possible productivity increases) 

Information-signaling: 

acquisition probability hypothesis (APH) 

Positive (increased probability of competitors becoming 
targets themselves) 

Source: Adapted and developed from Eckbo and Weir (1985) 



 

 

32 

3 HYPOTHESES OF THE STUDY 

The research questions of the thesis are outlined in a set of hypotheses, which are 

derived from previous studies and theoretical frameworks established in prior studies. 

The first section of hypotheses is based on the rival wealth effects of takeover 

announcements, whilst the other section of hypotheses is related to determinants of 

rival abnormal returns. The second section of hypotheses is further divided into four 

sub-segments: macroeconomic, industry-, deal- and rival-specific factors. The 

hypotheses are separately tested for three different samples in the emerging part: an 

emerging-market, a developed-market and a joint sample. 

 

It is worth highlighting that the statistical significance of all hypotheses is tested with 

the null hypothesis that a variable has no effect on the rival CAR (and in the case of the 

event study that the CAR is equal to zero), using a two-sided t-test. However, the 

hypotheses are presented based on the expected outcomes which are derived from the 

theories and prior studies presented previously in the thesis. 

3.1. Wealth effects of cross-border mergers and acquisitions 

Hypothesis 1.1: The target’s industry rivals earn significantly positive (negative) 

abnormal returns at the takeover announcement. 

 

There are a number of studies reporting that rivals of merging firms earn, on average, 

positive abnormal returns at the takeover announcement (e.g. Eckbo, 1983; Mitchell & 

Mulherin, 1996; Shahrur, 2005). Overall the results are robust for both different event 

windows and definitions of rival firms. The findings can be supported by several 

theories, such as the collusion theory (Eckbo, 1983; Eckbo & Weir, 1985) and the 

acquisition probability hypothesis (Song & Walkling, 2000). However, whereas the 

majority of the existing studies focus on the U.S. and horizontal takeovers, this study 

uses U.K. firms as the country of reference for the acquirers and also includes different 

types of takeovers (vertical, horizontal and private equity) for both emerging- and 

developed-market rivals. 

 

Hypothesis 1.2: Emerging-market industry rivals earn significantly higher 

(lower) abnormal returns compared to developed-market rivals at the 

takeover announcement. 
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Whether emerging- or developed-market rivals react differently to takeover 

announcements is purely an empirical question and will depend on whether the 

competitive or contagion effects are dominant. Interestingly, the results by Burns and 

Liebenberg (2011) indicate that emerging market rivals earn positive abnormal returns 

that are significantly different from developed-market rivals. One set of explanations 

can be derived from FDI theories and positive spillover effects. In line with Findlay 

(1978), local emerging-market rivals might benefit more due to a larger potential for 

positive spillover effects caused by the foreign takeover. However, the opposite could 

also be the case in line with the work of Glass and Saggi (1998) if the technological 

distance between the acquirer and target’s home county are significant, causing 

domestic firms to be in a less advantageous position to compete with the newly 

acquired firm.  

3.2. Determinants of rival abnormal returns 

3.2.1. Macroeconomic factors 

 

Hypothesis 1.3: There is a positive (negative) relationship between the 

difference in economic development between the acquirer’s and target’s 

countries of origin and the abnormal returns earned by the target’s industry 

rivals. 

 

In their paper Akhigbe and Martin (2000) briefly discuss the idea that the competitive 

threat of the acquired firm might be related upon the acquirer’s home country. This 

reasoning is well highlighted, as is discussed in the previous section, by the works of 

Findlay (1978) and Glass and Saggi (1998). The different level of economic 

development and technological distance between the host and home countries can 

either be a source of gains or losses for the local rivals. In line with Findlay (1978), 

there might be a larger potential for positive spillover effects if the level of economic 

development is significantly higher in the home country of the acquirer – resulting in a 

positive relationship between the difference in economic development between the 

acquirer’s and target’s countries of origin and the abnormal returns earned by the 

target’s industry rivals. However, at the same time a significant technological distance 

between the acquirer and target’s home countries might put the local firms at a 
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significant disadvantage to compete against the newly acquired firm, and hence causing 

the aforementioned relationship to be negative.   

 

Hypothesis 1.4: There is a negative relationship between the abnormal returns 

earned by the target’s industry rivals at the takeover announcement and the 

exchange rate strength of the target’s domestic currency. 

 

The relative valuation levels of exchange rates tend to drive cross-border M&A activity 

(Erel et al., 2011). Erel et al. (2011) find that countries whose currency has recently 

appreciated are more likely to be acquirers and countries with a weak currency targets 

in cross-border acquisitions. Since a weak currency attracts more FDI (Froot & Stein, 

1991; Erel et al., 2011) this implies that a takeover announcement when the local 

currency is weak is could signal the possibility of subsequent future acquisitions in the 

target country. Hence, there should be a negative relationship between rival abnormal 

returns and the strength of the local currency. 

 

Hypothesis 1.5: There is a positive relationship between a country’s M&A 

activity and the abnormal returns earned by the target’s industry rivals at the 

takeover announcement. 

 

Mitchell and Mulherin (2000) argue that mergers and acquisitions are primarily driven 

by industry shocks, and a positive reaction by industry rivals might be in anticipation of 

further restructuring within an industry. Thereby, if the level of cross-border M&A 

activity is high in a given year, this could indicate that there is an increased probability 

of an ongoing restructuring within an industry, which should be reflected in a positive 

price reaction of rival firms.  

 

Hypothesis 1.6: There is a negative relationship between the level of 

shareholder protection in the target’s home country and the abnormal returns 

earned by the target’s industry rivals at the takeover announcement. 

 

Bris et al. (2008) suggest that when the acquiring firm comes from a country with a 

higher level of investor protection compared to the target country, firms in the target 

country will be subject to corporate governance transfers. Hence a negative relationship 

between the level of shareholder protection in the target’s home country and the 

abnormal returns earned by the target’s industry rivals is expected. 
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Hypothesis 1.7: There is a negative relationship between the level of cultural 

distance between the acquirer and target countries of origin and the abnormal 

returns earned by the target’s industry rivals at the takeover announcement. 

 

The cultural fit between the acquirer and target is a likely factor driving the success of a 

merger. The study by Datta and Puia (1995) gives support to this notion; the authors 

measure the cultural distance between the acquirer’s and target’s home countries based 

on an index which utilizes the Hofstede’s (1980) classification of country cultures. 

Hence, if the cultural distance increases, the likelihood of a successful merger – and the 

creation of a newly acquired firm with a competitive advantage – decreases. 

3.2.2. Industry factors 

 

Hypothesis 1.7: Rival firms’ announcement-related abnormal returns are 

higher for rivals in technologically-intensive industries. 

 

As discussed earlier in the thesis, the existence of positive spillover effects could benefit 

local firms, for example due to indirect technology transfers from the acquiring 

company to local competitors. Even if the existing empirical evidence on the topic is 

mixed (Görg & Greenaway, 2004), there is some indication that this could be the case. 

If this is the case, the potential for indirect technology transfers is expected to greater in 

technology-intensive industries. 

 

Hypothesis 1.8: Rival firms’ announcement-related abnormal returns are 

higher for rivals in manufacturing-intensive industries. 

 

Similarly to the previous hypothesis the existence of positive spillover effects could be 

greater in manufacturing-intensive industries, for example due to local firms imitating 

the processes used by the target firm by adoption of new production methods. 

 

Hypothesis 1.9: There is a positive (negative) relationship between the degree 

of competition in an industry and the abnormal returns earned by the target’s 

industry rivals at the takeover announcement. 
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The degree of competition is a potential factor impacting the abnormal returns earned 

by rivals at the takeover announcement, and has been studied in several papers (e.g. 

Akhigbe & Martin, 2000; Fee & Thomas, 2004; Burns & Liebenberg, 2011). Increased 

competition due to the entry of a foreign firm could enforce the local players to reduce 

inefficiencies, thereby enhancing productivity and the value of discounted future cash 

flows, which should reflect in a positive price reaction.  This dynamic, if observed, is 

assumed to be stronger in industries with a less competitive industry structure. 

 

On the other hand, if an industry is already characterized by a high degree of 

competition, the entry of a foreign firm with a net competitive advantage is likely to 

have a negative impact on the rival firms, hence there could also be a negative 

relationship between the degree of competition in an industry and the abnormal 

returns earned by the target’s industry rivals at the takeover announcement.  

 

The empirical findings to date on the issue are somewhat mixed. Song and Walkling 

(2000) report that that the degree of competition (measured by the Herfindahl index) 

is negatively related to the announcement-related stock price reaction of rival firms. 

Akhigbe and Martin (2000) find the relationship to be negative, but insignificant; 

Shahrur’s (2005) results indicate that the relationship between the Herfindahl index 

and rival abnormal returns is positive, but again the results remain insignificant; and 

Fee and Thomas (2004) find some indication that the abnormal returns earned by 

rivals in more competitive industries are significantly positive.     

3.2.3. Deal factors 

 

Hypothesis 2.0: Rival firms’ announcement-related abnormal returns are 

negatively related to the size of the target. 

 

There is expected to be a negative relationship between a rival’s announcement-related 

abnormal returns and the size of the target. Larger firms are expected to have greater 

market power, and thereby the potential effect on the competitive environment is 

assumed to be more significant. If the newly acquired target has a net competitive 

advantage – for example, due to access to financing, in line with the work of Kelley and 

Woidtke (2006) – the stronger market position is likely to make the impact on rival 
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firms more detrimental. For the overall sample, Burns and Liebenberg’s (2011) results 

support the aforementioned hypothesis.    

 

Hypothesis 2.1: The announcement-related abnormal returns earned by rival 

firms is higher (lower) when the target firm is public than when it is private. 

 

Parallel with the reasoning presented in the previous hypothesis, the size of the target 

might be a characteristic worth studying. Using a similar line of argumentation, since 

public firms tend to be larger than private firms, they are more likely to exercise more 

market power. Hence, if the target is a public company, it should have a negative 

impact on the target’s rival firms. There is another information aspect worth 

considering regarding any positive spillover effects; since information tend to be 

disseminated more quickly for public firms, any spillover effects are likely to be 

captured more quickly by local rivals, and hence they should have a positive reaction to 

the takeover announcement. This line of argumentation is presented by Burns and 

Liebenberg (2011), however the authors’ results are certainly mixed: the coefficient is 

significantly positive for the overall sample, insignificant for the developed-market 

sample and negative for the emerging market.   

 

Hypothesis 2.2: Rival firms’ announcement-related abnormal returns are 

negatively (positively) related to the percentage of target acquired. 

 

If the target firm gains access to a competitive advantage as a result of being acquired, 

then the larger the ownership stake of the acquirer, the more significant are the 

incentives for the acquirer to pass along any potential sources of a competitive 

advantage – and hence, the effect on the rival firms is negatively related to the 

ownership stake acquired. However, in line with the FDI theories and potential 

spillover effects discussed previously; if there in fact is a spillover effect, then there 

could be a positive relationship between a rival’s announcement-related abnormal 

returns and percent of target acquired (due to the incentives of the acquirer to pass 

along any potential sources of competitive advantages). For example, Burns and 

Liebenberg (2011) report that the percent of target acquired is negatively related to the 

target’s industry rival’s announcement-related returns for the emerging market sample.    

 

Hypothesis 2.3 Rival firms’ announcement-related abnormal returns are lower 

when the transaction is entirely financed by cash. 
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Financing of a transaction could function as a proxy of any potential competitive 

advantages associated with a deal. Since cash-financed deals tend to have higher target 

gains (e.g. Bradley et al., 1988; Harris & Ravenscraft, 1991), this could signal the 

emergence of a competitively stronger target. Also, if a transaction is financed by stock 

this could signal that other firms in the takeover industry or related industries are 

overvalued. Nonetheless, Shahrur (2005) finds, in line with Betton and Eckbo (2000) 

that rival abnormal returns are not related to the financing of the deal. 

 

Hypothesis 2.4: Rival firms’ announcement-related abnormal returns are 

higher (lower) in related takeovers. 

 

Since acquisitions where the parties involved operate in related industries are more 

likely to realize economies of scale (Caves, 1971), this could result in the creation of a 

stronger competitive force in an industry, thereby having a negative impact on the 

competitors. At the same time, a related acquisition could signal the increased 

probability of future consolidation within an industry, which would impact positively 

the industry rivals. This could partially explain why Akhigbe and Martin (2000) report 

that relatedness affects positively the abnormal returns of target firms’ rivals. However, 

in their study Song and Walking (2000) find that industry relatedness does not 

influence the abnormal returns realized by rival firms.  

3.2.4.  Rival factors 

 

Hypothesis 2.7: Rival firms’ announcement-related abnormal returns are 

positively related to the market position/size of a rival firm. 

 

Not only is the degree of competition, as discussed previously, a likely factor affecting 

rival’s announcement-related abnormal returns, but also the size and market power of 

an individual rival.  Rival firms with a stronger market position or are larger are likely 

to be less negatively influenced by a takeover.  

 

Hypothesis 2.8: Rival’s announcement-related abnormal returns are positively 

related to the efficiency of the rival firm. 
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Rival firms that are operated in a more efficient manner are assumed to be in a better 

position to react to potential competitive threat posed by the acquisition of a foreign 

firm. Thereby, there is assumed to be a positive relationship between the abnormal 

returns earned by rival firms and the individual efficiency. 

 

Hypothesis 2.9: There is a positive (negative) relationship between the rival 

market-to-book ratio and the abnormal returns earned by a rival firm at the 

takeover announcement.    

 

In accordance with the acquisition probability hypothesis, the possibility of rivals 

themselves becoming future targets could be a key driver of rival abnormal returns. 

Hence, factors that are associated with the likelihood of a takeover are likely to drive 

rival abnormal returns. One such factor could be low growth opportunities (Hasbrouck, 

1985); since firms with low market-to-book ratios tend to be associated with lower 

growth opportunities than firms with higher market-to-book ratios, a negative 

relationship is assumed to exist between the market-to-book ratio and abnormal 

returns earned by rival firms at a takeover proposal. 

 

Hypothesis 3.0: There is a positive (negative) relationship between a rival’s 

level of leverage and the abnormal returns earned by the rival at the takeover 

announcement. 

 

An implication of a high level of leverage might be a reduced ability to respond to 

competitive challenges (Stultz, 1990), which would imply negative relationship between 

a rival firm’s level of leverage and the abnormal returns earned at the takeover 

announcement. Nonetheless, the impact of leverage might be different in the developed 

and the emerging markets; since there are more options available for firms to finance 

themselves in the developed markets, high levels of debt could also signal higher 

quality of firms (Ross, 1977), thereby indicating a more favorable price reaction.  

 

Also, as a low leverage might be associated with an increased probability of becoming a 

takeover target due to low leverage possibly signaling unused debt capacity 

(Hasbrouck, 1985) or inefficient management (Palepu, 1986), lower leverage levels 

could be associated with a more positive stock price reaction by rivals firms, as the 

probability of themselves becoming targets increases. 
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4 DATA AND METHODOLOGY 

4.1. Data sample 

4.1.1. Sample identification 

The sample of mergers and acquisitions is collected from the Thomson Reuters One 

Banker database.  Cross-border takeovers, announced between January, 1990 and 

December, 2011, where the acquirer is a public or private U.K. firm and the target is 

from one of the 25 developed and 16 emerging countries used in the study, are included 

in the sample. The division of countries into emerging and developed market 

countries13 is based on the level of economic development, as defined by the World 

Bank, and follows the division used by Burns and Liebenberg (2011). By having all 

acquisitions from a single country the legal and economic environment of the acquirer 

are held constant. 

Another set of limitations and specifications is introduced regarding the deal sample 

identification: firstly, a transaction needs to be completed by December 2011 and the 

target can be either a public or private company. Secondly, the reported value of a 

transaction needs to exceed $10 million. Thirdly, the acquirer must control less than 

50% of the target before the transaction and over 50% after the transaction. Despite it 

being possible to exercise control with less than 50% of the shares (or voting rights), 

the 50% threshold is commonly used in previous studies and certainly is a good 

indication of majority control. Fourthly, if the acquirer or target is either a utility or 

financial services company or operates in a highly regulated industry, it is excluded 

from the sample14. For example, the balance sheet of a financial services company is 

different from a manufacturing company, hence making the interpretation of several 

balance sheet variables used later in the study difficult. Also, the regulatory 

environment for utilities companies tend to be different compared to the overall 

sample. Finally, for a stock to be included in the sample it has to be actively traded 

                                                        
13 Developed-market countries: Australia, Austria, Belgium, Denmark, Finland, France, Germany, Hong 

Kong, Hungary, Ireland, Israel, Italy, Japan, Luxembourg, Netherlands, New Zealand, Norway, Portugal, 

Singapore, South Korea, Spain, Sweden, Switzerland, Taiwan. Emerging-market countries: Argentina, 

Brazil, Chile, Colombia, Czech Republic, India, Indonesia, Malaysia, Mexico, Peru, Philippines, Poland, 

Russia, South Africa, Thailand. 
14 If a target’s primary 4-digit SIC code belongs to one the following segments the deal is excluded from the 

sample: 4000-4099, 4500-4599, 4800-4999 and 6000-6999. The procedure follows Fee and Thomas 

(2004). 
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during the estimation period used in the event study15. The procedure to control for 

illiquid stocks is especially important for the emerging-market sample, where lower 

liquidity-levels can distort the results if not accounted for properly. In the few instances 

were not a single rival was included in the rival sample the acquisitions were excluded. 

The stock price data on rivals’ returns is obtained from Thomson Datastream and 

logarithmic returns are used in the study.  

The procedure of rival identification is of paramount importance in the study. Even if 

there is no standardized definition of rival firms used in prior studies, these can be used 

as a reference point. Rival firms are defined, in line with Burns and Liebenberg (2011), 

as locally listed firms with the same 2-digit SIC code as the target16. 

A list of all public rival firms (both currently listed and de-listed) in each country is 

gathered from the Thomson One Banker Database. By including rival firms that were 

de-listed at some point after an acquisition any potential survivorship bias should be 

mitigated. It is worth noting that the One Banker database used to retrieve the SIC 

codes for rival firms has a potential limitation; the database only shows the current SIC 

code of the firms. Due to the fairly long time period used in the study there is a 

possibility that firms have changed their primary SIC code over the course of the 

sample period. In this case, however, the rather broad identification criterion is an 

advantage; whereas it is more likely that a company has changed from one sub-segment 

of to another within, for example, the manufacturing segment, it is less likely to have 

changed to a completely different segment, such as retail trade. In addition, Burns and 

Liebenberg (2011) find that using 2- and 4-digit SIC codes yields in the broad terms the 

                                                        
15 A stock needs to be actively traded on at least 70% of the trading days close to the announcement. This is 

controlled for by using the following procedure: if a transaction is announced in the first half of the year 

(e.g. H1 2010), then trading data for the current and previous year-halves (in this case, H1 2010 and H2 

2009) are taken into account for each stock. For this time period a stock needs to be traded on at least 70% 

of the trading days. 
16 01-09 Agriculture, Forestry, Fishing 

10-14 Mining 

15-17 Construction 

30-39 Manufacturing 

40-49 Transportation, Public Utilities 

50-51 Wholesale Trade 

52-59 Retail Trade 

60-67 Finance, Insurance, Real Estate 

70-89 Services 

91-99 Public administration  
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same results. However, it is worth to keep in mind the use historical SIC codes when 

analyzing the results. 

4.2. Methodology 

4.2.1. Event study 

The impact of a takeover announcement on the target’s industry rivals is measured as 

the percentage cumulative abnormal return (CAR) over an event window surrounding 

the announcement day. In other words, standard event study methodology is applied as 

described by Brown and Warner (1985). In order to enhance the robustness of the 

results different event windows are used in conjunction with both the standard market 

model and the adjusted market model. However, in the multivariate regression analysis 

an eleven-day CAR, starting five days prior to the announcement and ending five days 

after the announcement, is used as the dependent variable. The (-5,5) event-window is 

chosen in order to have a similar event window as Burns and Liebenberg (2011). By 

having an event window surrounding the actual announcement, any potential pre-

announcement stock price run-ups are captured. 

 

Since the returns of the rival firms cannot be assumed to be independent (for a given 

transaction the rival returns are not only for the same time period, but they react to the 

same external event, hence causing contemporaneous cross-correlation in returns), 

each acquisition is treated as a single observation. The returns of all domestically listed 

local rivals are combined into a value-weighted portfolio, which then is treated as a 

single observation (this is similar to Song and Walkling, 2000; and Burns and 

Liebenberg, 2011)17. 

4.2.2. Market model 

The excess returns of rival firms surrounding the acquisition announcement are 

calculated according to the market model described by Brown and Warner (1985). 

Firstly, the market model parameters – alfa and beta – are calculated based on an 

                                                        
17 The value-weighted portfolios have been calculated somewhat differently compared to Burns and 

Liebenberg (2011). The weights are based on the size of rival firms, however the size is calculated as the 

sum of the market value of equity and total liabilities. By including a balance sheet component in the 

calculation of weights, the rival samples used in the event study and multivariate regressions are made 

more similar (since firms that lack data on the total liabilities are likely to be excluded in the multivariate 

regression analysis due to lack of accounting data).   
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estimation period. The estimation period starts 200 days prior to the announcement 

and ends 6 days before the announcement. Secondly, the parameters are used in order 

to calculate an expected return – which reflects an assumed state without the takeover 

announcement – which is used as the basis for calculating the excess return for the 

event window. After calculating the abnormal returns for each rival separately, an 

aggregate abnormal return for each takeover is obtained through the formation of a 

value-weighted portfolio. 

 

The formula for the market model follows the Capital Asset Pricing Model (Sharpe, 

1964) 18 19 20: 

                           ) 

 

For the adjusted market model the abnormal returns is simply calculated as the 

difference between the stock return and benchmark index: 

 

                 

 

After having calculated the abnormal returns, cumulative abnormal returns (CAR) are 

calculated for each takeover: 

             ∑     

  

    

 

The statistical significance of the results is calculated using a standard t-test21: 

 

  
   

    √ 
 

 

If the t-statistic is significant it indicates that the CAR is significantly different from 

zero, and that the announcement of a cross-border takeover has an impacted the local 

                                                        
18 Country-specific indexes are used to calculate the market return for each country: the Morgan Stanley 

Capital Investment (MSCI) country indexes (e.g. MSCI Argentina, MSCI Brazil etc.) are used for all 

countries and the data is retrieved from the Thomson Datastream database.  
19 In this context it is worth highlighting that the data on the MSCI country-indexes was only available as 

price-index values. However, the use of price index data is motivated by the fact that the daily return data 

on rival firms is not adjusted for dividends either. 
20 All stock data is retrieved in the local currency, hence local currency returns are used in the study. 

However, the accounting data used in the multivariate regression analysis later in the thesis has been 

retrieved in U.S. dollars.  
21   stands for standard deviation and N for the number of observations 
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industry rivals. Furthermore, the difference (in means) between two groups is tested 

with an independent two-sample t-test, assuming unequal sample size and either equal 

or unequal variance, depending on which one is relevant.  

4.3. Multivariate regression 

The determinants of rival announcement-related abnormal returns in cross-border 

takeovers are examined by a set of characteristics in conjunction with a multivariate 

regression. The cumulative abnormal return for the (-5,5) event window is used as the 

dependent variable and a set of explanatory variables, that are derived from the 

hypotheses presented in an earlier section of the thesis, act as independent variables.  

4.3.1. Variables 

The variables used in the multivariate regressions are related to four main areas: 

macroeconomic-, industry-, acquisition- and rival-specific factors. The variables are 

summarized in Table 4. 

 
Macroeconomic characteristics 

 

Emerging-market target. A dummy variable getting the value of one if the target is 

from an emerging-market economy and zero if it is from a developed economy. The 

division of countries into emerging and developed economies is based on the paper 

by Burns and Liebenberg (2011)22. 

  

GDP per capita. The logarithmic value of GDP per capita is used and data is 

obtained from the World Bank’s Development indicators database. 

 

Shareholder protection. The shareholder protection variable is based on the anti-

self-dealing index developed by Djankov et al. (2008). A higher index value is 

associated with a higher level of shareholder protection.  

 

Same official language23. A dummy variable is used as a proxy for cultural distance 

between the acquirer and target’s countries of origin, equaling one if the home 

                                                        
22 With the exception of U.K. targets since all acquisitions are by U.K. firms 
23 The idea to use the official language dummy as a proxy of cultural distance is from the master’s thesis by 

Alahuhta (2008). As a matter of fact, Alahuhta (2008) reports a negative correlation (-0.59) between the 
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countries of the acquirer and target share a common official language. Countries 

where English is an official language, or has a position similar to an official 

language, are accounted for by a dummy variable. These include: Australia24, 

Ireland, Hong Kong, India25, South Africa, Philippines, New Zealand and Singapore. 

The information on official languages is from the CIA World Factbook. 

 

Exchange rate strength. The variable measures the strength of the target’s local 

currency in comparison to the U.K. pound26. First the average exchange rate 

between the target and acquirer nations’ currencies is calculated for the sample 

period (1990-2011). The strength of the local currency is calculated as the difference 

between the average exchange rate and the rate for the year of the acquisition, 

which then is divided by the average exchange rate. This follows Harris and 

Ravenscraft (1991). When the variable is positive (negative) this is interpreted as the 

local currency being strong (weak) in comparison to the U.K. pound. The data is 

retrieved from Thomson Datastream. 

 

M&A activity. The variable is defined as the number of cross-border takeovers in 

the target’s home country in a given year divided by the total number of listed firms 

in the target’s home country (this is similar to Burns and Liebenberg, 2011). The 

criteria used when calculating the number of cross-border takeovers in a country 

are similar to the ones used when identifying the deal sample, with the exception of 

using a minimum deal value of $1 million27 and that there are no restrictions on the 

acquirer nation. The data is obtained from the Thomson Reuters One Banker and 

World Bank databases. 

 

                                                                                                                                                                   
official language dummy and a dummy variable based on Hofstede’s (1980) country classifications (i.e. 

supporting the idea of using the same language dummy can be a rather good proxy of cultural distance).  
24 Australia has no official language, however English is used as the national language 
25 English has the status of subsidiary official language and is, according to the words of the CIA official 

world Factbook: “…is the most important language for national, political, and commercial 

communication”. 
26 The introduction of the euro (€) in certain developed economies somewhat impacts the calculations of 

the variable. Since the key is to measure the strength of the local currency in comparison to the entire 

sample period (in line with Harris & Ravenscraft, 1991), the data has to be comparable over the course of 

the entire period. Thereby data on the local currencies for countries that joined the euro-area is expressed 

in terms of the currency before the introduction of the euro. This data can be found in Thomson 

Datastream and basically applies the fixed exchange rate between the local currency and the euro that was 

established in the transfer phase for the post-euro time period. 
27 The acquirer must control less than 50% of the target before the transaction, and over 50% after the 

transaction; acquirer must be either public or private; target must be public; and deal value exceed USD $1 

million  
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Industry characteristics 

 

Technology industry. If the target industry is classified as technologically-intensive 

the dummy variable gets the value of one. The classification of technologically-

intensive industries follows Akhigbe and Martin (2000), hence rivals having 

primary 2-digit SIC codes of 28 (chemicals), 33 and 34 (metals), 35 (machinery), 36 

(electrical), and 38 (scientific instruments) are included. 

 

Manufacturing industry. If the target industry is classified as manufacturing-

intensive the dummy variable gets the value of one. The classification of 

manufacturing-intensive industries follows Akhigbe and Martin (2000), hence 

rivals having primary 2-digit SIC codes of 10 (mining), 13 (oil and gas), 14 non-

metallic minerals, 20 and 39 (manufacturing), 22 (textile mills), 26 (paper), 27 

(printing and publishing), 29 (petroleum and coal), 30 (rubber and plastics), 32 

(stone, clay and glass) and 37 (transportation equipment)28.  

 

Herfindahl index. The Herfindahl index is used as an indicator of the level of 

competition in an industry and is calculated based on the annual sales of rival firms. 

The Herfindahl Index includes all public rivals in the same industry (based on the 2-

digit SIC codes) and is defined as the sum of squared market shares all rivals in an 

industry. Hence, it is assumed that the level of competition among the public firms 

reflects the overall level of competition in an industry. A higher value indicates a 

less competitive industry.   

 

Acquisition characteristics 

 

Public target. If the target is publicly listed the dummy variable gets the value of 

one and zero if it is a private company. The data is retrieved from the Thomson 

Reuters One Banker database. 

 

Target size.  Target size is defined as the logarithmic value of the transaction 

reported by Thomson Reuters One Banker. The transaction value equals the price 

                                                        
28 Note: The impact of service-oriented industries – 47, 73, 80, 82 and 87 (services), 48 (communication), 

50 and 51 (wholesale), 53 and 54 (retail), 70 (hotels) and 78 (motion pictures) – is included in the 

intercept. 
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paid by the acquirer, including any liabilities assumed and excluding fees and 

expenses related to the transaction.    

 

Related takeover. A takeover is defined as related (horizontal) if the acquirer and 

target operate in the same industry, defined as having the same primary 2-digit SIC 

code. The dummy variable gets the value of one if an acquisition is related.  

 

Cash acquisition. If a takeover is entirely financed by cash, as reported by Thomson 

Reuters One Banker, the dummy variable obtains the value of one. 

 

Percentage of target acquired. The variable reports the percent of the target 

acquired. The data is retrieved from the Thomson Reuters One Banker database. 

 

Rival characteristics29 

 

Rival Herfindahl contribution. Rival Herfindahl contribution is a measure of the 

market power of an individual firm compared to its rivals. The variable is calculated 

according to Laux et al. (1998) and equals the squared market share of a rival 

divided by the industry Herfindahl index. 

 

Rival size. Rival size is calculated as the sum of the logarithmic value of the rival’s 

market capitalization and total liabilities. 

 

Rivals (sales/assets). The ratio between sales and total assets is used as a proxy of 

rival efficiency. A higher ratio indicates that the assets are used more efficiently.  

 

Rival market-to-book.  The variable is calculated as the logarithmic value of the 

market capitalization of equity plus total liabilities divided by total assets.   

 

Rival leverage. The variable is defined as the rival’s total debt divided by total 

assets. 

 

 

                                                        
29 All the financial ratios for the rival firms are calculated using the year-end accounting figures for the year 

prior to the acquisition (in line with Burns and Liebenberg, 2011). The Herfindahl index is calculated 

similarly. Data is gathered from Worldscope. 
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Table 4   Summary of variables 

Variable Description Source 

Dependent variable 

Cumulative abnormal 

return 

The cumulative abnormal return for the [-5,5] event 

window, calculated using the market model 

Datastream 

Macroeconomic 

Emerging Dummy variable: Emerging market country (1) or developed 

market country (0) 

Burns and Liebenberg (2011), 

World Bank 

GDP per capita Log value of GDP per capita World Bank’s Development 

Indicators 

Shareholder protection 

index 

The anti-self-dealing index by Djankov et al. (2008) is used 

as variable for shareholder protection. The index measures 

the legal protection of minority shareholders. A higher value 

indicates a higher level of shareholder protection. The 

values range between 1 and 5. 

Djankov et al., 2008 

M&A activity A variable measuring the cross-border M&A activity in a 

country. It is defined as the number public firms acquired 

by foreign acquirers in a given year, divided by the total 

number of listed firms in the same year. Only transactions 

of public firms with a deal value above $1 million where 

majority control is acquired are included. 

Thomson Reuters One Banker 

(number of acquisitions), World 

Bank’s Development Indicators 

and Central Bank of Rep of China 

(Taiwan) (number of listed firms) 

Exchange rate strength The currency strength of the target’s local currency in 

comparison to the U.K pound. Calculated according to 

Harris and Ravenscraft (1991). Positive (negative) values 

indicate that the local currency is strong (weak) relative to 

the UK pound. 

Datastream 

Same official language Dummy variable: If English has an official, or official-like 

status in the home country of the target (1), otherwise (0). 

The variable is used as a proxy for cultural distance between 

the acquirer and target’s countries of origin. 

CIA Worldbook 

Industry 

Manufacturing industry Dummy variable: if the target operates in a manufacturing-

intensive industry (1), otherwise zero. If the target operates 

in one of the following industries, based on the primary SIC 

codes, it is categorized as a manufacturing-intensive: 10 

(mining), 13 (oil and gas), 14 non-metallic minerals, 20 and 

39 (manufacturing), 22 (textile mills), 26 (paper), 27 

(printing and publishing), 29 (petroleum and coal), 30 

(rubber and plastics), 32 (stone, clay and glass) and 37 

(transportation equipment). The classification of firms is 

based on Akhigbe and Martin (2000). 

Thomson Reuters One Banker 

Technology industry Dummy variable: if the target operates in a technology-

intensive industry (1), otherwise zero. If the target operates 

in one of the following industries, based on the primary SIC 

codes, it is categorized as a technology-intensive: of 28 

(chemicals), 33 and 34 (metals), 35 (machinery), 36 

(electrical), and 38 (scientific instruments). The 

classification of firms is based on Akhigbe and Martin 

(2000). 

Thomson Reuters One Banker 

Herfindahl index The Herfindahl index is used as an indicator of the level of 

competition in an industry and is calculated based on rivals’ 

annual sales. The Index includes all public rivals in the same 

industry (based on primary SIC codes) and is defined as the 

sum of squared market shares all public rivals in an 

industry. A higher value indicates a less competitive 

industry.   

Worldscope 

(continued on next page) 
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Variable Description Source 

Acquisition 

Target size Defined as the log value of the transaction size. Thomson Reuters One Banker 

Public target Dummy variable: (1) for public firms and (0) for private. Thomson Reuters One Banker 

Related acquisition Dummy variable: if the acquirer and target operates in the 

same industry, based on the primary 2-digit SIC codes, the 

variable gets the value of (1), and otherwise (0). 

Thomson Reuters One Banker 

Method of payment  Dummy variable: if the transactions is entirely financed by 

cash, the dummy gets the value of (1), otherwise (0) 

Thomson Reuters One Banker 

Percentage of target 

acquired 

Percent of target acquired in the acquisition. Thomson Reuters One Banker 

Rival 

Rival size The size of rival firms is calculated as logarithmic value of 

the  sum of the rival’s market value of equity and total 

liabilities.  

Worldscope 

Rival (sales/assets) The ratio between sales and total assets is used as a proxy of 

rival efficiency. A higher ratio indicates that the assets are 

used more efficiently. 

Worldscope 

Rival market-to-book Calculated as the logarithmic value of the market 

capitalization of equity plus total liabilities divided by total 

assets.   

Worldscope 

Rival leverage Defined as the rival’s total debt divided by total assets. Worldscope 

Rival Herfindahl 

contribution 

Rival Herfindahl contribution is a measure of the market 

power of an individual firm compared to its rivals. The 

variable is calculated according to Laux et al. (1998) and 

equals the squared market share of a rival divided by the 

industry Herfindahl index. 
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4.4. Weaknesses of the event study methodology 

Despite the established role of short-term event studies when studying the impact of a 

certain event on firm value, it also entails a set of limitations that are worth discussing. 

Firstly, as always is the case with short-window event studies, a crucial assumption is 

that the event window assesses the full wealth impact of the corporate announcement. 

There is a growing literature questioning whether the event studies using short event-

windows, in fact, can capture the entire impact of, for example, merger 

announcements. However, as Andrade et al. (2001) highlight, there are a large number 

of methodological concerns with long-term event studies30.  

 

Another issue worth highlighting is that the information conveyed by a takeover 

announcement might, in fact, already be incorporated in share prices, due to, for 

example, insider trading or anticipation by the market. This can, however, be addressed 

by using an event window surrounding the announcement. Furthermore, even if the 

event windows are restricted to a limited number of trading days surrounding the 

takeover announcement, there is a possibility that other relevant information is 

released at the same time, distorting the relationship between the calculated CAR and 

the specific wealth impact of an announcement.  

 

                                                        
30 See papers by Kothari and Warner (1997), Fama (1998) and Mitchell and Stafford (2000) regarding the 

methodological issues with long-term event studies.  
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5 ANALYSIS AND RESULTS 

The analysis and results section starts with a presentation of the descriptive statistics 

for the sample of acquisitions and rival firms. After that the results of the event study 

(univariate analysis) are reviewed, followed by the results of the multivariate 

regressions.        

5.1. Descriptive statistics 

5.1.1. Description of acquisitions 

Altogether 709 acquisitions – 637 developed market and 72 emerging market – are 

included in the final sample. In the majority of the acquisitions the target is a private 

firm and the acquisition activity in the early 1990s is limited, especially for the 

emerging-market sample. The limited early transaction activity in the emerging 

markets is likely to be influenced by the restrictions on foreign direct investments that 

were present in the emerging markets in the 1990s. The transaction activity over time is 

summarized in Table 5. 

 

In total 44 countries have at least one acquisition given the restrictions imposed on the 

data sample. In the developed-market sample countries in Continental Europe, more 

specifically the Netherlands (10.4%), Germany (16.3%) and France (18.8%) account for 

the largest fraction of U.K. takeover activity; whereas Russia (9.7%), Brazil (13.9%) and 

China (13.9%) are the most frequent emerging-market target countries. Acquisitions of 

private targets account for the majority of takeovers in both samples. The figure for the 

emerging-market sample (68%) is somewhat lower than for the developed-market 

sample (85%). The distribution of acquisitions by country is presented in Table 6. 

 

The industry distribution of acquisitions, based on the target’s 2-digit SIC code is 

similar for both samples (see Table 6 Panel B): the manufacturing segment accounts for 

42.7% of the developed market acquisitions and 44.4% for the emerging market 

acquisitions, followed by the Services segment which accounts for 34.2% and 27.8% of 

the acquisitions, respectively. These figures are in line with the industry distribution 

results of the study by Burns and Liebenberg (2011). The main difference between the 

two samples is the concentration of Mining acquisitions in the emerging-markets 

sample (18.1% versus only 4.4% for the developed markets) 
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Table 5   Description of acquisitions 

Table 5 shows the sample of mergers and acquisitions that are included in the final sample. The deal sample is collected 

from the Thomson Reuters One Banker database. The time period of the study is from January 1990 to December 2011, 

and transactions need to be completed within the time period. The transaction value needs to be reported and exceed 

$10 million in order to be included in the study. Furthermore, the targets need to either be public or private and the 

acquirer must obtain majority control as a result of the transaction. Deals where the target is either a utility or financial 

services company or operates in a highly regulated industry are excluded from the sample (defined as having a primary 

4-digit SIC code belonging to one of the following segments: 4000-4099, 4500-4599, 4800-4999 and 6000-6999). The 

procedure follows Fee and Thomas (2004). Finally, there needed to be rival firms associated with the transaction in 

order for the deal to be included.  

 

 Acquisitions by year       

 Developed targets  Emerging targets 

Total 

acquisitions 
 Public Private 

% 

Public 
Total  Public Private 

% 

Public 
Total 

1990 2 18 10.0% 20  1 0 100.0% 1 21 

1991 4 9 30.8% 13  0 0 0.0% 0 13 

1992 1 10 9.1% 11  0 0 0.0% 0 11 

1993 4 17 19.0% 21  0 1 0.0% 1 22 

1994 2 27 6.9% 29  0 1 0.0% 1 30 

1995 3 20 13.0% 23  0 2 0.0% 2 25 

1996 6 18 25.0% 24  0 1 0.0% 1 25 

1997 3 40 7.0% 43  2 3 40.0% 5 48 

1998 5 42 10.6% 47  2 0 100.0% 2 49 

1999 7 33 17.5% 40  3 1 75.0% 4 44 

2000 10 42 19.2% 52  0 1 0.0% 1 53 

2001 9 30 23.1% 39  0 2 0.0% 2 41 

2002 2 21 8.7% 23  0 1 0.0% 1 24 

2003 3 17 15.0% 20  4 2 66.7% 6 26 

2004 3 12 20.0% 15  1 7 12.5% 8 23 

2005 3 42 6.7% 45  3 1 75.0% 4 49 

2006 8 26 23.5% 34  1 3 25.0% 4 38 

2007 7 42 14.3% 49  0 9 0.0% 9 58 

2008 2 26 7.1% 28  1 3 25.0% 4 32 

2009 5 12 29.4% 17  2 1 66.7% 3 20 

2010 6 17 26.1% 23  1 6 14.3% 7 30 

2011 3 18 14.3% 21  2 4 33.3% 6 27 

Total 98 539 15.4% 637  23 49 31.9% 72 709 
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Table 6   Description of acquisitions (continued) 

Table 6 shows the distribution of acquisitions by country. Overall 709 acquisitions are included in the final sample. The 

developed-market sample consists of 637 acquisitions of which in the majority the target is a private firm (539). 

Similarly, of the 72 emerging-market transactions the target is a private firm in 42.  

 

 Panel A: Acquisitions by country       

 Developed targets   Emerging targets 

 Public Private Total % Total   Public Private Total % Total 

Australia 20 46 66 10.4%  Argentina 0 2 2 2.8% 

Austria 3 5 8 1.3%  Brazil 2 8 10 13.9% 

Belgium 4 18 22 3.5%  Chile 0 0 0 0.0% 

Denmark 2 15 17 2.7%  China 1 9 10 13.9% 

Finland 2 3 5 0.8%  Colombia 1 2 3 4.2% 

France 14 106 120 18.8%  Czech Republic 0 1 1 1.4% 

Germany 15 89 104 16.3%  India 3 2 5 6.9% 

Hong Kong 0 10 10 1.6%  Indonesia 2 3 5 6.9% 

Hungary 0 2 2 0.3%  Malaysia 0 2 2 2.8% 

Ireland 4 32 36 5.7%  Mexico 1 2 3 4.2% 

Israel 0 3 3 0.5%  Peru 2 0 2 2.8% 

Italy 2 40 42 6.6%  Philippines 3 2 5 6.9% 

Japan 3 3 6 0.9%  Poland 1 2 3 4.2% 

Luxembourg 0 0 0 0.0%  Russia 1 6 7 9.7% 

Netherlands 6 67 73 11.5%  South Africa 6 8 14 19.4% 

New Zealand 1 7 8 1.3%       

Norway 7 8 15 2.4%       

Portugal 0 3 3 0.5%       

Singapore 1 7 8 1.3%       

South Korea 0 3 3 0.5%       

Spain 3 37 40 6.3%       

Sweden  10 17 27 4.2%       

Switzerland 1 15 16 2.5%       

Taiwan 0 3 3 0.5%       

Total 98 539 637 100%  Total 23 49 72 100% 

  

 Panel B: Industry distribution of targets        

  2-digit industry segment 

 

Developed targets 

 

Emerging targets 

01-09 
 

Agriculture, Forestry, Fishing 3 0.5% 1 1.4% 

10-14  Mining 28 4.4% 13 18.1% 

15-17  Construction 5 0.8% 0 0.0% 

20-39  Manufacturing 272 42.7% 32 44.4% 

40-49  Transportation & Public Utilities 36 5.7% 1 1.4% 

50-51  Wholesale Trade 51 8.0% 3 4.2% 

52-59  Retail Trade 24 3.8% 2 2.8% 

60-67  Finance, Insurance, Real Estate 0 0.0% 0 0.0% 

70-89  Services 218 34.2% 20 27.8% 

91-99  Public Administration 0 0.0% 0 0.0% 

  Total 637 100.0% 72 100.0% 
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Table 7 Other acquisition statistics 

Table 7 presents further statistics about the acquisitions. Data on the method of payment, acquisition size and percent of 

target acquired is obtained from the Thomson Reuters One Banker database. Significance in the difference of means is 

tested by a standard t-test. *, **, *** indicate significance at the 10%, 5% and 1% levels. 

 

 Other statistics      

Method of payment  Developed targets   Emerging targets  

  Public Private 
All 

developed 
 Public Private All emerging 

Cash-only  62% 55% 56%  78% 57% 64% 

Stock-only and mixed  38% 45% 44%  22% 43% 36% 

         

Acquisition size, m$  Developed targets   Emerging targets  

  Public Private 
All 

developed 
 Public Private All emerging 

Mean  886.2 82.6 206.2***  400.5 82.7 184.2 

Median  201.7 24.4 28.6  144.1 18.4 37.1 

         

Target acquired  Developed targets   Emerging targets  

  Public Private 
All 

developed 
 Public Private All emerging 

Mean  85.7% 96.0% 94.4%***  65.1% 88.0% 80.7% 

Median  95.0% 100.0% 100.0%  71.8% 100.0% 100.0% 

         

 

Finally, Table 7 presents a set of acquisition-related statistics. The deal samples differ 

in several ways from each other: the average acquisition size for developed targets is 

$206.2 million ($886.2 million for public targets and $82.6 million for private), which 

is statistically significantly different at the 1% level from the average size of $184.2 

million ($405.5 million for public transactions and $82.7 million for private) for the 

emerging-market sample. Also, percentage of target acquired by the acquirer is 

significantly different for the two samples; the average percentage of target acquired is 

94.4% for the developed markets and 80.7% in the emerging markets. Finally, all cash 

transactions are more likely to occur in the emerging markets (64%) than in the 

developed markets (56%). Especially for public emerging market targets, given the data 

sample of this study, all-cash acquisitions occurred frequently (78%). The data also 

highlights the rather substantial differences that exist between the characteristics of 

public and private acquisitions.  
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5.1.2. Description of rivals 

Descriptive statistics on the rival firms are presented in Table 8. In is worth 

highlighting that the statistics are for the overall sample of rivals that was included in 

the event study and multivariate regressions (when using the individual rival CAR as 

the dependent variable observations are lost due to lack of accounting data). Altogether 

37,584 rival firms are included in the developed-market sample and 3,871 in the 

emerging-market sample (in other words, CAR was calculated for altogether 41,455 

rival firms). On average, an acquisition in the developed markets has 59.0 rivals and 

emerging-market takeover 53.8 rival firms.  

 

As can be concluded from the financial characteristics of rival firms presented in Table 

8, the rival firms between the emerging and developed markets differ in their 

characteristics. The average size of a rival to a developed-market target is $3,077 

million (median: $175.5 million), whereas the corresponding figure for the emerging 

markets is $1,399.9 million (median: 361.1 million). Also the sales-to-assets ratio is 

significantly (at the 1% level) higher for developed-market rivals – 1.03 compared to 

0.79 – as well as the debt to total assets ratio, being 0.21 for the developed-market 

sample and 0.26 for the emerging-market sample. These findings are broadly in line 

with the study by Burns and Liebenberg (2011).   
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Table 8   Description of rival firms 

Table 8 describes the  sample of rival firms. The final sample consists of 41,455 rival firms, of which the majority (37,584) are from developed-market countries and the remaining 3,871 from 

emerging-market countries, associated with 709 acquisitions. Rival firms are defined as firms in the same country as the target with the same primary 2-digit SIC code. Data on the SIC codes 

is retrieved from Thomson One Banker. The accounting data is from Worldscope and is converted to U.S. dollars based on Worldscope’s exchange rates. Financial ratios (size, total 

debt/assets and sales/assets) are calculated based on accounting data for the year prior to the acquisition. Size (expressed in millions of dollars) is calculated as the sum of total liabilities and 

market value of equity (both are retrieved from Worldscope). Significance in the difference of means is tested by standard t-test. *, **, *** indicate significance at the 10%, 5% and 1% levels. 

 

 Panel A: Number of rivals      

  Developed targets   Emerging targets  

Rivals per acquisition  Public Private All  Public Private All 

Mean  90.8 53.2 59.0  32.4 63.8 53.8 

Number of acquisition  98 539 637  23 49 72 

Number of rivals  8,895 28,689 37,584  746 3,125 3,871 

         

 Panel B: Rival characteristics    
      

 Developed targets  Emerging targets 

 Public  Private  All  Public  Private  All  

 
Mean Median Mean Median Mean Median Mean Median Mean Median Mean Median 

Size 
2,088.8 87.3 3,382.9 208.2 3,077.0*** 175.5 1,500.5 293.5 1,376.4 371.3 1,399.9 361.1 

Total debt/assets 0.20 0.17 0.22 0.20 0.21*** 0.20 0.25 0.21 0.27 0.24 0.26 0.23 

Sales/assets 0.91 0.84 1.05 0.96 1.03*** 0.94 0.85 0.69 0.78 0.63 0.79 0.64 
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5.2. Wealth effects of cross-border takeovers 

This section presents the results in regards to the rival wealth effects of cross-border 

acquisitions, and relates them to both prior research and the theoretical frameworks 

presented in the theoretical section of the thesis. The first two hypotheses of the study, 

presented earlier in the thesis, are answered in this section. 

  

In total the results of 41,455 rivals are included in the event study, of which 37,584 are 

developed- and 3,871 emerging-market rivals. Since the returns of the rival firms 

cannot be assumed to be independent (for a given transaction the rival returns are not 

only for the same time period, but they react to the same external event, hence causing 

contemporaneous cross-correlation in returns), value-weighted portfolios are created 

and each acquisition is treated as a single observation. The procedure of treating each 

acquisition as a single observation follows Song and Walking (2000), Fee and Thomas 

(2004) and Burns and Liebenberg (2011)31. Furthermore, in order to increase the 

robustness of the results various event windows are used alongside two different 

models, the market model and adjusted market model, for calculating the abnormal 

returns. 

5.2.1. Overall samples 

Results for the main samples are presented in Tables 8, 9 and 10. Overall the results 

give some indication that rival firms of takeover targets experience a significant price 

reaction surrounding the acquisition announcement. Whereas the rival firms in the 

developed markets tend to earn significant positive abnormal returns, the opposite is 

true for the emerging-market rivals. However, the results are not robust for the 

different event windows and some of the significant results are only present in the 

results of the standard market model. 

 

Starting with the developed-market sample of 637 takeovers, rival firms earn positive 

abnormal returns surrounding the acquisition-announcement for all the event windows 

studied, both for the market and adjusted market model. However, only the average 

CAR for the (-5,5) event-window of 0.29% is statistically significantly different from 

                                                        
31 The only difference to Burns and Liebenberg (2011) being that in this study portfolios are calculated 

using weights based on the enterprise value (market capitalization of equity plus total liabilities) of rival 

firms, and not the market capitalization of equity. Whereas Burns and Liebenberg (2011) use value-

weighted portfolios, Fee and Thomas (2004) use equally weighted returns to calculate the portfolio-

returns. 
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zero at the 10% level. The results give some support to the notion that rival firms of 

takeover targets react positively to a merger announcement, and is overall in line with 

the findings of Shahrur (2005), Song and Walkling (2000) and Fee and Thomas 

(2004). However, the lack of robustness of the results needs to be taken into account. 

 

Interestingly, the results for the emerging markets indicate that the competitive effects 

are stronger than the contagion effects, and rival firms of acquisition targets tend to 

react negatively to a takeover-annoucement. For the 72 acquisitions included in the 

sample, the average CAR using the market model is -1.12% for the (-5,5) event-window 

(significant at the 5% level) and -0.72% for the shorter (-1,1) event window (significant 

at the 10% level). For the adjusted market model the CARs remain negative, however 

none of the results are significant. Interestingly, the results are in contrast to Burns and 

Liebenberg (2011) who found that emerging-market rivals (based on the standard 

market model) earn a positive mean CAR of 1.15%. 

 

When comparing the two samples, the results indicate that the industry-effects of 

cross-border takeovers are different for the emerging and developed markets (see 

Tables 10 and 11). For the market model the difference in sample means is significant 

for the (-5,5) and (-1,1) event windows, and for the adjusted market model for the (-1,1) 

event window. Hence, the results support the hypothesis that cross-border acquisitions 

impact the local markets differently in the emerging and developed markets. 

 

The negative price reaction of the emerging-market rivals, that also is different from 

the developed-market sample, can be related to the theories discussed and presented in 

the theoretical part of the thesis. If the acquisition by a U.K. firm results in the target 

firm having a significant net competitive advantage, this would likely have a negative 

impact on the rival firms.  In line with foreign direct investment theories, it can be 

reasoned that in order for a firm to acquire assets abroad and face the obstacles of 

operating in a foreign country, it needs to possess a competitive advantage. The 

competitive advantage can relate to, for example, technological know-how or, as Kelley 

and Woidtke (2006) argue, companies in less developed countries gaining access to 

additional financing. Also, the reasoning by Glass and Saggi (1998) presents a plausible 

explanation for the negative price reaction of the emerging-market sample; since there 

is a technological distance between the home countries of the acquirer, in this case the 

United Kingdom, and the target firms in the emerging markets, the local markets might 
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lack the necessary technological infrastructure needed in order to absorb any potential 

positive spillover effects caused by the acquisition.  

 

The positive share price reaction of the developed-market rivals can also be viewed 

from the theories presented in the theoretical part of the study. Starting with the 

collusion hypothesis presented by Eckbo (1983), in the case of a horizontal merger, the 

decreased number of competitors might result in monopoly rents earned by the 

remaining players. Another reason could be the increased probability of rival firms 

becoming targets themselves, as was proposed by Song and Walkling (2000) and the 

acquisition probability hypothesis, or simply that the acquisition signals an increase in 

value and/or demand of assets owned by firms in a certain industry (information-

signaling hypothesis). Also, the increased competition forced by a foreign competitor 

could increase the competition within an industry, and thereby increasing the overall 

industry productivity, which ought to be reflected in the share prices. 

 

So far the results for the overall developed- and emerging-market samples, alongside 

plausible theoretical justifications, have been reviewed. Before further analyzing the 

results of the univariate analysis in form of multiple regressions, the rival wealth effects 

for several sub-samples are presented. The sub-samples are created based on 

characteristics that could, based on the theories presented in the theoretical section, 

have an impact on the price reaction of rival firms.   

5.2.2. Results for sub-samples 

Results for various sub-samples are presented in Tables 10 and 11. Results are 

presented for acquisitions where the target is either a public or private firm, the 

transaction is entirely cash-financed and the takeover is related. The rationale for how 

the aforementioned deal-factors are expected to affect the rival CARs was presented 

earlier in 3. Hypotheses of the study section. 

 

The results for the acquisitions where the target is a public firm are overall in line with 

the results for the overall samples, however the results remain insignificant. Even if the 

average CAR for the emerging-market public acquisitions sample is -1.05% and -1.04% 

for the (-5,5) and (-1,1) event windows using the market model, the low number of 

acquisitions (23) affects the significance of the results. Nonetheless, for the private 

acquisition sample the results are significant; the average CAR for the (-5,5) event 
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window is 0.34% for the developed-market sample and -1.46% for the emerging market 

sample. 

 

The results for the private and public acquisitions sub-samples are broadly in line with 

expectations. Since the target firms that are public tend to be significantly larger than 

private targets (see Table 8), and thereby more likely to have a stronger market 

position, the CAR for rival firms was expected to be lower when the acquired firm is 

public. This was the case, at least on a descriptive level, for the developed-market 

sample. The information aspect that information of public firms tend to be 

disseminated more quickly (and hence one could expect that the reactions would be 

stronger when public firms are acquired), should be mitigated by the use of up to elven-

day event windows. 

 

For the cash-only sub-sample the results for the developed-market sample are 

insignificant for all event-windows, however for the emerging-market sample the 

average CAR for the (-5,5) event window using the market model is -1.46% 

(significantly different from both zero and the developed-market sample at the 5% 

level). Since target firms tend to have a more favourable reaction in all-cash 

transactions, this could be a proxy of the competitive strength of the target firm, rival 

firms might react more negatively in these transactions. On a descriptive level the rival 

CAR is somewhat lower than for the overall sample.  

 

Finally, the percentage of rivals earning positive CAR is studied using a binomial test. 

Even if 52.9% of the developed and 44.4% of the emerging market rivals earn positive 

abnormal returns, the results in Table 9 are insignificant. For the emerging market 

sample rivals of public takeover targets earn a positive CAR in 52.2% of the acquisitions 

when the corresponding figure for the rivals of private targets is only 40.8%.  
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Table 9   Percentage of rivals earning positive CAR 

Table 9 presents the percentage of rivals earning positive CAR (market model). Significance of the %CAR different from 

zero is tested using a binomial test. Significance in the difference of means between the emerging and developed 

markets is determined by standard t-test. *, **, *** indicate significance at the 10%, 5% and 1% levels. 

 

 % CAR > 0       

Market model  Developed targets  Emerging targets  

  
% CAR > 

0 
P-value N  

% CAR > 

0 
P-value N Difference 

All  52.90% 0.154 637  44.44% .4095 72 0.177 

Public  52.04% 0.762 98  52.17% 1.000 23 0.991 

Private  53.06% 0.168 539  40.82% 0.2528 49 0.104 

          

 

 

In order to get a more comprehensive picture of the rival cumulative abnormal returns 

the distribution of CAR values is depicted in Figure 1. The potential issue of the average 

CAR being affected by a small number of exceptionally high values is mitigated by also 

calculating the median CAR, which is presented in Tables 10 and 11 (the results remain 

largely the same), but is further alleviated by looking at the distribution of CAR. As can 

be seen in Figure 1 the majority of (portfolio) rival CARs are between -2% and 2%. 
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Figure 1   Distribution of rival CAR (-5,5) 

Figure 1 presents the distribution of rival CAR based on market model for the (-5,5) event window. The 

y-axis presents share of acquisitions belonging to a certain category and x-axis the different categories.  
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Table 10   CAR for various sub-segments (market model) 

Table 10 presents the CAR for various sub-samples for different event windows calculated using the market model. Significance of mean CAR and significance in the difference of means between the 

emerging and developed markets is determined by standard t-test. *, **, *** indicate significance at the 10%, 5% and 1% levels. The standard market model is presented in section 4.2.2 Market model. 

A cash-only acquisition is solely financed with cash. A related acquisition is defined as the acquisition where the target and acquirer have the same 2-digit SIC code.  

 

Variable N 
Average 

CAR (-5,5) 
t-statistic 

Average 

CAR (-1,1) 
t-statistic 

Average 

CAR (1 day) 
t-statistic 

Average 

CAR (0,1) 
t-statistic 

Overall          

Developed 637 0.29% (0.19%) 1.77* 0.14% (0.02%) 1.39 0.01% (0.00%) 0.23 0.07% (0.02%) 0.97 

Emerging 72 -1.12% (-0.50%) -1.86* -0.72% (-0.49%) -1.68* -0.26% (-0.05%) -0.90 -0.46% (-0.47%) -1.04 

Difference  2.26**  1.95*  0.93  1.18  

          

Public          

Developed 98 -0.02% (0.13%) -0.07 0.06% (-0.07%) 0.28 -0.10% (-0.08%) -0.78 -0.04% (-0.08%) -0.22 

Emerging 23 -1.04% (0.44%) -1.00 -1.05% (-0.01%) -1.54 -0.02% (0.24%) -0.04 -0.81% (-0.32%) -1.21 

Difference  0.93  1.55  -0.11  1.12  

          

Private          

Developed 539 0.34% (0.20%) 1.89*** 0.15% (0.03%) 1.37 0.03% (0.01%) 0.54 0.09% (0.04%) 1.11 

Emerging 49 -1.15% (-1.35%) -1.56 -0.56% (-0.78%) -1.03 -0.37% (-0.38%) -1.21 -0.30% (-0.68%) -0.52 

Difference  1.97*  1.29  1.29  0.67  

          

Cash-only          

Developed 357 0.15% (0.17%) 0.71 0.00% (-0.08%) 0.02 -0.07% (-0.07%) -1.10 -0.07% (-0.02%) -0.67 

Emerging 46 -1.46% (-1.39%) -2.10** -0.40% (-0.72%) -0.71 0.05% (-0.11%) 0.15 -0.15% (-0.66%) -0.24 

Difference  2.21**  0.69  -0.36  0.12  

          

Related          

Developed 435 0.12% (0.11%) 0.60 0.09% (0.06%) 0.79 -0.02% (0.00%) -0.70 0.00% (0.01%) 0.96 

Emerging 57 -0.66% (-0.01%) -1.02 -0.73% (-0.40%) -1.47 -0.31% (-0.13%) -0.86 -0.44% (-0.59%) -0.81 

Difference  -1.15  -1.60  -0.78  -0.80  
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Table 11   CAR for various sub-segments (adjusted market model) 

Table 11 presents the CAR for various sub-samples for different event windows calculated using the adjusted market model. Significance of mean CAR and significance in the difference of means 

between the emerging and developed markets is determined by standard t-test. *, **, *** indicate significance at the 10%, 5% and 1% levels. The standard market model is presented in section 4.2.2 

Market model. A cash-only acquisition is solely financed with cash. A related acquisition is defined as the acquisition where the target and acquirer have the same 2-digit SIC code.  

 

Variable N 
Average 

CAR (-5,5) 
t-statistic 

Average 

CAR (-1,1) 
t-statistic 

Average 

CAR (1 day) 
t-statistic 

Average 

CAR (0,1) 
t-statistic 

Overall          

Developed 637 0.26% (0.15%) 1.53 0.15% (0.00%) 1.51 0.03% (0.03%) 0.50 0.07% (0.05%) 0.86 

Emerging 72 -0.53% (-0.87%) -0.78 -0.33% (-0.42%) -0.65 -0.10% (-0.01%) -0.32 0.00% (-0.28%) 0.01 

Difference  1.13  1.98**  0.40  0.14  

          

Public          

Developed 98 0.19% (0.05%) 0.48 0.10% (0.05%) 0.45 -0.07% (-0.05%) -0.56 -0.03%(-0.18%) -0.13 

Emerging 23 0.26% (-0.35%) 0.18 -0.38% (-0.62%) -0.53 0.44% (0.39%) 0.60 -0.25% (0.34%) -0.37 

Difference  -0.05  0.64  -0.69  0.31  

          

Private          

Developed 539 0.27% (0.19%) 1.45 0.16% (-0.03%) 1.44 0.05% (0.04%) 0.73 0.09% (0.06%) 0.99 

Emerging 49 -0.90% (-1.15%) -1.22 -0.30% (-0.56%) -0.45 -0.36% (-0.37%) -1.06 0.13% (-0.30%) 0.20 

Difference  1.54  0.69  1.18  -0.06  

          

Cash-only          

Developed 357 0.26% (0.17%) 1.16 0.05% (-0.03%) 0.35 -0.05% (0.00%) -0.77 -0.05% (0.02%) -0.44 

Emerging 46 -0.54% (0.17%) -0.70 -0.17% (-0.03%) -0.26 0.17% (0.00%) 0.43 0.28% (0.02%) 0.45 

Difference  1.00  0.32  -0.56  0.16  

          

Related          

Developed 435 0.10% (0.12%) 0.50 0.09% (0.05%) 0.81 -0.03% (0.03%) -0.38 -0.03% (0.04%) -0.26 

Emerging 57 -0.78% (0.96%) -1.12 -0.42% (-0.62%) -0.75 -0.23% (-0.07%) -0.53 -0.11% (0.32%) -0.85 

Difference  1.21  0.90  0.55  0.14  
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5.3. Multivariate regressions 

Determinants of rival abnormal announcement-related returns in cross-border mergers 

and acquisitions are analyzed with multivariate regressions. A set of explanatory 

variables – on the macroeconomic-, industry-, deal-, and rival-level – were identified 

based on previous research in the theoretical section of the thesis, and are employed in 

the analysis. The CAR for the (-5,5) event window, calculated using the standard 

market model, is used as the dependent variable.  

5.3.1. Portfolio analysis: emerging versus developed markets 

In the first set of regressions the portfolio CAR of the emerging and developed market 

acquisitions is used as the dependent variable. By controlling for factors that might 

affect the overall reaction of rival firms, the robustness of the results obtained in 

univariate analysis can be studied. By looking at regressions (3) and (5), which have a 

dummy variable for acquisitions in the emerging markets, the results reinforce the 

results of the univariate analysis – that rival firms in emerging markets have a 

significantly different (negative) reaction compared to developed-market rivals. In 

other words, when controlling for a set of factors that might drive the results obtained 

in the univariate analysis, the statistically different reaction of the emerging-market 

sample remains.  

 

Alongside the emerging market dummy-coefficient, only the GDP per capita coefficient 

has statistical explanatory power. In regressions (1) and (6) the coefficient is positively 

significant at the 10% level, indicating that there is a positive relationship between the 

level of economic development of the home country of the target and the rival abnormal 

returns. The Herfindahl index shows weak signals of being a driver of rival abnormal 

returns (with a robust t-statistic between -1.24 and -1.50), however the results remains 

insignificant. The negative Herfindahl index-coefficient indicates that rivals in 

industries with a lower level of competition (concentration) experience a more negative 

price reaction. 

 

The results regarding the emerging-market dummy and coefficient for economic 

development are linked in the sense that emerging market countries are, at least on 
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average, associated with lower levels of economic development32. The results can be 

related to Akhigbe and Martin (2000) who present the notion that the competitive 

threat of the acquired firm depends on the acquirer’s home country. In this case, it 

seems that when the level of economic development increases (measure by GDP per 

capita) the abnormal returns of rival firms increase as well. Firstly, as presented above, 

it seems that a foreign entry is damaging to competitors in the emerging markets when 

the difference in economic development between the home countries of the acquirer 

and target increases. Secondly, if positive spillover effects are in fact present, rivals 

from more developed countries might be in a better position to actually realize them 

(this can be related to Glass and Saggi (1998) who reason that if the technological 

distance between the home countries of the acquirer and target is significant, the local 

firms will not be able to benefit from any potential positive spillover effects). In 

summary, it might be that rival firms in less developed countries are at a disadvantage 

when competing with firms from more developed countries.   

 

When comparing the results for the portfolio analysis to Burns and Liebenberg (2011) 

the results for the emerging market dummy-coefficient are similar, however, the sign 

for the GDP per capita variable is different. This raises the question if the contagion 

effect, for example in form of positive spillover effects, is perceived stronger by the 

market when the acquirer is an American firm. Also, Burns and Liebenberg (2011) find 

the level of shareholder protection (using the corrected anti-director index by 

Spamann, 2010) to be a factor driving rival abnormal returns. However, the 

shareholder protection variable is insignificant in all three regressions (1,4 and 5). 

 

 

 

 

 

 

 

 

 

 

 

                                                        
32 This is in fact reflected in a correlation coefficient of -0.82, indicating a strong relationship between the 

emerging market dummy and the GDP per capita variable 
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Table 12   Portfolio analysis for developed and emerging markets 

Table 12 presents the results of OLS regressions using the CAR for the (-5,5) event window as the dependent variable 

and a set of macroeconomic, acquisition and industry-specific characteristics as independent variables. The variables are 

presented in detail in Table 4. Each transaction in treated as a single observation and rival returns are assigned weights 

based on size (market value of equity plus total liabilities). T-statistics are presented in the brackets and standard errors 

are robust to heteroskedasticity. *, **, *** indicate significance at the 10%, 5% and 1% levels. 

 

 (1) (2) (3) (4) (5) (6) 

Intercept -0.024 [-0.88] -0.033[-1.07] 0.013[0.88] 0.014[0.87] 0.022[1.27] -0.033[-1.31] 

Emerging target (D)  -0.013[-1.75]* -0.014[-2.06]**  

GDP per capita 0.010[1.84]* 0.010[1.46]    0.010[1.85]* 

Shareholder protection 

index 
-0.003[-1.24]   -0.003[-1.26] -0.003[-1.22]  

M&A activity  0.170[0.75] 0.177[0.80]    

Exchange rate strength  -0.006[-0.42] -0.004[-0.33]    

Same language 0.005[1.24] 0.002[0.5] 0.002[0.53] 0.005[1.13] 0.005[1.27] 0.002[0.51] 

Technology industry (D) -0.001[-0.31] -0.002[-0.43] -0.001[-0.32] -0.001[-0.32] -0.001[-0.19] -0.002[-0.42] 

Manufacturing industry (D) -0.002[-0.45] -0.001[-0.2] -0.001[-0.15] -0.002[-0.52] -0.002[-0.40] -0.001[-0.36] 

Herfindahl index -0.013[-1.35] -0.014[-1.41] -0.015[-1.50] -0.012[-1.24] -0.014[-1.42] -0.013[-1.31] 

Public target -0.003[-0.69] -0.004[-0.83] -0.004[-0.82] -0.003[-0.75] -0.003[-0.65] -0.003[-0.7] 

Target size -0.000[-0.01] -0.000[-0.16] -0.000[-0.11] 0.000[0.10] 0.000[0.03] -0.000[-0.07] 

Related acquisition -0.004[-1.08] -0.004[-1.13] -0.004[-1.02] -0.004[-1.16] -0.003[-0.96] -0.004[-1.08] 

Percent of target acquired -0.000[-0.10] -0.000[-0.21] -0.000[-0.27] 0.000[0.38] -0.000[-0.17] -0.000[-0.12] 

Cash acquisition -0.004[-1.16] -0.004[-1.1] -0.003[-1.01] -0.004[-1.11] -0.003[-1.06] -0.004[-1.21] 

Pre-2000 (D) 0.002[0.54] 0.003[0.73] 0.001[0.21] 0.001[0.27] 0.000[0.00] 0.002[0.62] 

F-statistic 1.06 0.83  0.78 1.13 0.96 

R-square 0.016 0.014  0.011 0.019 0.014 

Number of observations 700 698  700 700 700 
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5.3.2. Developed market acquisitions 

The analysis of the developed-market acquisitions consists of regression (1) using the 

portfolio CAR as the dependent variable and regressions (2) through (5) where the 

individual rival CAR is the dependent variable. The results are summarized in Table 13. 

Since clustering becomes an issue when using individual rival CARs as the dependent 

variable clustering (and heteroskedasticity) robust standard errors are used in order to 

mitigate the problem.    

 

For regression (1) only one variable, the dummy variable accounting for if an 

acquisition is related, is significant. The coefficient is negative, indicating that rival 

abnormal returns are lower for acquisitions were the target and acquirer operate in the 

same industry. This could be due to related acquisitions being more likely to realize 

economies of scale or scope (Caves, 1971), and thereby a horizontal acquisition could 

create a more competitive competitor, negatively affecting the rival firms. Interestingly, 

Akhigbe and Martin (2000) find the relationship between related acquisitions and rival 

abnormal returns to be significantly positive, whereas Song and Walkling (2000) find 

the relationship to be insignificant. 

 

The GDP/capita, which was significant in analysis of the joint sample, turns out to be 

insignificant for the developed-market sample. This could indicate that once the level of 

economic development reaches a certain level (the developed-market sample countries 

are characterized by high levels of economic development), the relationship between 

rival CAR and the level of economic development becomes insignificant. 

 

In order to analyze the impact of individual rival factors, individual rival characteristics 

are included in regressions (2) through (5). Overall the inclusion of rival-specific factors 

improves the explanatory powers of the variables in comparison to the portfolio CAR 

regressions, where only macroeconomic, industry and deal characteristics are 

considered. Interestingly, none of the macroeconomic variables turns to have any 

significant explanatory power. 

 

As for the individual rival CAR regression results, the related acquisition coefficient 

remains significant and negative. Two other variables show explanatory power in all the 

regressions – rival sales/assets and rival market-to-book. Furthermore, the dummy 
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coefficient for the technology industry (positive) and rival size (positive) show signs of 

explanatory power (at the 10% level) in one of the four regressions. 

 

Table 13   Developed market acquisitions 

Table 13 presents the results of OLS regressions for the developed-market sample. The CAR for the (-5,5) event window 

is used as the dependent variable and a set of macroeconomic, acquisition, industry and rival-specific characteristics as 

independent variables. The variables are described in greater detail in Table 4. When calculating the portfolio CAR each 

acquisition is treated as a single observation and rival returns are assigned weights based on size (market value of equity 

plus total liabilities). T-statistics are presented in the brackets and standard errors for the portfolio CAR regressions are 

robust to heteroskedasticity; standard errors for the individual rival CAR regressions are robust to heteroskedasticity 

and clustering. *, **, *** indicate significance at the 10%, 5% and 1% levels. Note: the sample of observations (rivals) 

decreases compared to the event study due to the lack of complete accounting data for some of the variables. 

 

Dependent variable Portfolio CAR Individual rival CAR 

 (1) (2) (3) (4) (5) 

Intercept -0.035[-0.61] -0.156[-1.92]* -0.056[-1.98]** -0.038[-1.67]* -0.127[-1.61] 

GDP per capita 0.009[0.74] 0.023[1.43]   0.020[1.23] 

Shareholder protection 

index 
-0.001[-0.20] 0.005[1.48] 0.004[1.29]   

M&A activity    0.243[1.03]  

Exchange rate strength    0.006[0.39]  

Same language 0.002[0.47] 0.000[0.01] 0.026[0.45] 0.004[0.84] 0.004[0.75] 

Technology industry (D) -0.002[-0.42] 0.008[1.59] 0.007[1.50] 0.007[1.42] 0.009[1.64]* 

Manufacturing industry (D) 0.001[0.22] 0.003[0.49] 0.002[0.43] 0.005[0.94] 0.002[0.37] 

Herfindahl index -0.014[-1.40] -0.012[-0.87] -0.10[-0.64] -0.020[-1.47] -0.014[-1.04] 

Public target -0.003[-0.53] -0.005[-0.81] -0.005[-0.70] -0.005[-0.76] -0.004[-0.68] 

Target size -0.000[-0.19] 0.001[0.35] 0.000[0.33] -0.000[-0.02] 0.000[0.26] 

Related acquisition -0.006[-1.75]** -0.01[-2.77]*** -0.011[-2.75]*** -0.010[-2.52]** -0.011[-2.63]*** 

Percent of target acquired 0.000[0.68] 0.000[1.03] 0.002[1.02] 0.000[1.21] 0.000[1.10] 

Cash acquisition -0.003[-0.88] -0.001[-0.33] 0.004[0.49] 0.000[0.00] -0.001[-0.27] 

Rival size  0.001[1.44] 0.001[1.77]* 0.001[1.31] 0.001[1.21] 

Rival sales/assets  0.0047[3.42]*** 0.005[3.46]*** 0.004[3.14]*** 0.005[3.42]*** 

Rival market-to-book  -0.008[-2.56]** -0.007[-2.43]** -0.008[-2.64]*** -0.008[-2.52]*** 

Rival leverage  0.002[0.35] 0.002[0.30] 0.003[0.49] 0.002[0.46] 

Rival Herfindahl contribution 0.001[0.09] -0.002[-0.28] -0.000[-0.05] 0.001[0.10] 

Pre-2000 (D) 0.004[0.86] 0.003[0.61] -0.000[-0.10] -0.002[-0.71] 0.002[0.41] 

F-statistic 0.69 2.33*** 2.50*** 2.09*** 2.09*** 

R-square 0.0128 0.010 0.009 0.008 0.009 

Number of rivals  28,771 28,771 28,498 28,771 

# of acquisitions (clusters) 628 623 623 622 623 
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The positive relationship between the rival sales/assets-coefficient and rival CAR 

indicate that more efficient rivals earn higher announcement-related abnormal returns. 

The results are similar to Burns and Liebenberg (2011), however in the authors’ study 

the results are significant at the 10% significance level (compared to significance at the 

1% level in this study).  

 

The significantly negative results for the rival market-to-book ratio can be related to the 

acquisition probability hypothesis by Song and Walking (2000) and Palepu (1986). As 

is implied by the acquisition probability hypothesis, the increased probability of rival 

firms becoming acquisition targets themselves ought to be a factor driving rival 

abnormal returns. Thereby, variables associated with the likelihood of a takeover 

should have a relationship with rival CAR. Since firms with low growth opportunities 

are more likely to be acquired (Hasbrouch, 1985; Palepu, 1986) and are associated with 

low market-to-book ratios, firms with low market-to-book rations could be expected to 

react more positively to the takeover announcement of a rival firm. Again, as for the 

sales/assets-variable, the results are similar to Burns and Liebenberg (2011).  

 

Finally, there are weak indications that one of the industry characteristics, the 

coefficient for the technology-dummy, affects rival abnormal returns. The positive sign 

of the coefficient corresponds to the expected sign; if positive spillover effects exist they 

could be expected to be more significant in technology-intensive industries. The other 

variable that shows explanatory power in one of the regressions was rival size. This 

could imply that smaller rivals are in a competitive disadvantage to compete with the 

acquired firm.  

 

The group of variables that has the largest explanatory power on rival cumulative 

abnormal returns turns out to be rival characteristics. Interestingly, none of the 

macroeconomic characteristics has any impact on rival’s reaction. Overall the signs of 

the significant coefficients correspond to the expected signs and by and large fit the 

theoretical frameworks presented earlier in the thesis. 

5.3.3. Emerging market acquisitions 

The analysis of the emerging-market acquisitions is similar to the analysis of 

developed-market acquisitions; regression (1) uses the portfolio CAR as the dependent 

variable and regressions (2) through (5) have the individual rival CAR is the dependent 
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variable. Since there turns out to be indications of multicollinearity33 in some of the 

variable set-ups, the composition of regressions is somewhat different between the 

emerging and developed market regressions.  The results are presented in Table 4. 

Interestingly, and perhaps somewhat surprisingly, the explanatory power of the rival 

characteristics turns out to be low. Instead, mainly macroeconomic and deal 

characteristics are significant. 

 

Starting with the portfolio CAR and deal characteristics, the coefficient capturing the 

percentage of target acquired is significant and negative, which is similar to what Burns 

and Liebenberg (2011) find in their study. If a target firm gains access to a competitive 

advantage as the result of a takeover, then as the ownership stake increases, so does the 

incentives to transfer any potential sources of competitive advantages to the newly 

acquired firm (making it a more competitive). Thereby, a negative relationship could be 

expected between the shares acquired by the acquiring firm and rival CAR. Also, the 

dummy-coefficient for the manufacturing industry is negative and significant.  

 

Finally, the dummy variable controlling for acquisitions that are before 2000 was 

negative and significant. This could partially be linked to the regulations restricting 

foreign direct investments, especially for cross-border acquisitions, in the early 1990s. 

Hence, since the emerging markets were somewhat shielded from international 

competition, the developed-market firms that actually were successfully able to 

establish their operations in emerging-market countries were more likely – in 

comparison to post-2000 mergers and acquisitions – to have a net competitive 

advantage over indigenous firms. Not only is the significance of the coefficient worth 

highlighting, but also the magnitude of the coefficient (-0.051), indicating that the 

emerging market CAR for rivals firms is approximately 5% smaller for acquisitions in 

the 1990s.   

 

The remaining four regressions (2) through (5) study the individual rival CAR as the 

dependent variable. Interestingly, none of the rival characteristics turn out be 

significant, but several of the macroeconomic and deal variables do. Perhaps somewhat 

                                                        
33 The correlation matrix indicates that there might be multicollinearity between some of the variables. In 

order to mitigate the problem, variance inflation factor (VIF) coefficients are calculated for each of the 

regressions, and any combinations were at least one variable had a VIF close to 5 are excluded. A VIF > 5 is 

in some papers been regarded as an indication of severe multicollinearity (Marquardt and Snee, 1975). 
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surprisingly the GDP per capita variable is insignificant, but both the shareholder 

protection index and M&A activity variables are significant in two different regressions. 

 

Table 14   Emerging market acquisitions 

Table 14 presents the results of OLS regressions for the emerging-market sample. The CAR for the (-5,5) event window 

is used as the dependent variable and a set of macroeconomic, acquisition, industry and rival-specific characteristics as 

independent variables. The variables are described in greater detail in Table 4. When calculating the portfolio CAR each 

acquisition is treated as a single observation and rival returns are assigned weights based on firm size (market value of 

equity plus total liabilities). T-statistics are presented in the brackets and standard errors for the portfolio CAR 

regressions are robust to heteroskedasticity; standard errors for the individual rival CAR regressions are robust to 

heteroskedasticity and clustering. *, **, *** indicate significance at the 10%, 5% and 1% levels. Note: the sample of 

observations (rivals) decreases compared to the event study due to the lack of complete accounting data for some of the 

variables. 

 

Dependant variable Portfolio CAR Individual rival CAR 

 (1) (2) (3) (4) (5) 

Intercept 0.100[1.70]* 0.046[0.62] 0.044[0.75] 0.064[1.12] 0.031[0.42] 

GDP per capita -0.011 [-0.61] 0.003[0.20]   0.010[0.51] 

Shareholder protection index -0.007[-1.28]  -0.009[-3.43]***  -0.011[-3.73]** 

M&A activity    2.332[2.71] 1.879[2.25]* 

Exchange rate strength    0.015[0.96]  

Same language 0.011[0.81] -0.036[-3.47]***  -0.041[-3.92]***  

Technology industry (D) 0.213[1.62] 0.008[0.80] 0.022[1.79]* 0.007[0.61] 0.021[2.00]** 

Manufacturing industry (D) -0.023[-1.96]** -0.014[-1.44] -0.009[-0.74] -0.016[-1.59] -0.010[-0.86] 

Herfindahl index 0.021[0.46] 0.034[0.66] 0.010[0.19] 0.036[0.70] 0.007[0.12] 

Public target 0.006[0.41]  -0.014[-1.07]  -0.018[-1.45] 

Target size -0.003[-0.40] -0.007[-1.72]*  -0.009[-2.09]**  

Related acquisition 0.031[1.89]* 0.044[4.07]*** 0.038[3.65]*** 0.051[4.69]*** 0.041[3.94]*** 

Percent of target acquired -0.001[-2.94]*** -0.001[-3.09]*** -0.000[-1.56] -0.001[-3.29]*** -0.000[-1.73]* 

Cash acquisition 0.000[0.02] 0.003[0.28] 0.005[0.61] -0.002[-0.22] -0.002[-0.21] 

Rival size  -0.001[-0.27] -0.001[-0.51] -0.001[-0.43] -0.002[-0.82] 

Rival sales/assets  0.004[0.91] 0.005[1.01] 0.004[0.76] 0.004[0.74] 

Rival market-to-book  0.001[0.27] -0.002[-0.27] 0.004[0.82] 0.001[0.20] 

Rival leverage  0.002[0.16] 0.004[0.38] 0.003[0.26] 0.007[0.56] 

Rival Herfindahl 

contribution 
 0.031[0.83] 0.042[1.12] 0.020[0.52] 0.034[0.88] 

Pre-2000 (D) -0.051[-2.85]*** -0.075[-4.08]*** -0.063[-3.30]*** -0.083[5.41] -0.063[-3.45]*** 

F-statistic 2.33 17.56 20.75 29.11 24.68 

R-square 0.2864 0.161 0.164 0.167 0.169 

Number of rivals  3,419 3419 3416 3419 

# of acquisitions (clusters) 72 71 71 70 71 
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Starting with the coefficient for shareholder protection it is worth highlighting that 

when the variable is used together with the Same language dummy, the regressions 

might be subject to multicollinearity (VIF values around 5), which is somewhat 

indicated by the correlation matrix. Hence, the shareholder protection index and same 

language variables seem to catch the same underlying trend. 

 

The results for the shareholder protection variable (which is based on the anti-self-

dealing index developed by Djankov et al., 2008), indicate a negative relationship 

between the rival CAR and the shareholder protection index. The result can be 

interpreted in the light of Bris et al. (2008): the target’s home market might be subject 

to positive corporate governance transfers when the acquiring firm comes from a 

country with a higher level of investor protection. 

 

The Same language dummy is used as a proxy for the cultural distance between the 

acquirer and target. The study by Datta and Puia (1995) indicate that the cultural 

distance between the acquirer and target’s home countries is factor affecting the 

success of a merger. Hence, a negative relationship is expected between the Same 

language dummy and the rival CAR (a more successful merger creases a more 

competitive threat). The variable is used in regressions (2) and (4), and the results 

support the abovementioned reasoning. 

 

Turning the attention to the variable for M&A activity, the variable is significant and 

positive in regressions (5) and (6). The positive sign of the variable is line with what 

was expected; when the level of cross-border activity is high, this could be signal of 

expected future M&A activity within a country. If an acquisition increases the likelihood 

of rival firms also becoming targets, this ought to reflect in a positive share price 

reaction.  

 

Similarly to the developed-market sample, there are weak indications that one of the 

industry characteristics, the coefficient for the technology-dummy, affects rival 

abnormal returns. The positive sign of the coefficient corresponds to the expected sign; 

if positive spillover effects exist they could be expected to be more significant in 

technology-heavy industries.  

 

Finally, a set of deal variables turns out to be significant. The percentage of target 

acquired variable that is significant in the portfolio-regression, remained significant. 
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Somewhat interestingly, rival CARs are higher for related acquisitions, which is in 

contrast to the developed-market sample. This can be related to the work by Mitchell 

and Mulherin (2000) and the acquisition signalling of future ongoing industry-wide 

restructurings, as well as the acquisition probability hypothesis by Song and Walkling 

(2000). It can also, in line with Eckbo (1983), be a signal of expected gains for rival 

firms by engaging in mergers of their own. Also, Akhigbe and Martin (2000) find that 

relatedness affects rival abnormal returns positively. Finally, the size of the target is 

significantly negative in regressions (2) and (4). If the newley acquired target has a 

competitive advantage, a stronger market position could make the impact on rival firms 

more detrimental, thereby negatively affecting rival firms. 
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Table 15   Summary of results 

Variable Hypothesis 

Findings 

D & E D E 

Event study    

                
The target’s industry rivals earn significantly positive (negative) abnormal returns at the 
takeover announcement 

 + - 

                          
Emerging-market industry rivals earn significantly higher (lower) abnormal returns 
compared to developed-market rivals at the takeover announcement. 

Yes. However, results 
depend on the event-
window and model 

Macroeconomic  

Emerging target 
Emerging-market industry rivals earn significantly higher (lower) abnormal returns 
compared to developed-market rivals at the takeover announcement. 

-   

GDP per capita 
There is a positive (negative) relationship between the difference in economic 
development between the acquirer’s and target’s countries of origin and the abnormal 
returns earned by the target’s industry rivals. 

+ Insig. Insig. 

Shareholder protection index 
There is a negative relationship between the level of shareholder protection level of the 
target’s home country and the abnormal returns earned by the target’s industry rivals at 
the takeover announcement. 

Insig. Insig. - 

Cultural distance 
There is a negative relationship between the level of cultural distance between the 
acquirer and target countries of origin and the abnormal returns earned by the target’s 
industry rivals at the takeover announcement. 

Insig. Insig. - 

M&A activity 
There is a positive relationship between a country’s M&A activity and the abnormal 
returns earned by the target’s industry rivals at the takeover announcement. 

Insig. Insig. + 

Exchange rate strength 
There is a negative relationship between the abnormal returns earned by the target’s 
industry rivals at the takeover announcement and the exchange rate strength of the 
target’s domestic currency. 

Insig. Insig. Insig. 

Industry  

Manufacturing industry 
Rival firm’s announcement-related abnormal returns are higher for rivals in 
manufacturing-intensive industries. 

Insig. Insig. Insig./- 

Technology industry 
Rival’s announcement-related abnormal returns are higher for rivals in technologically-
intensive industries. 

Insig. Insig. + 

Herfindahl index 
There is a positive (negative) relationship between the degree of competition in an 
industry and the abnormal returns earned by the target’s industry rivals at the takeover 
announcement. 

Insig. Insig. Insig. 

Acquisition  

Target size 
Rival firm’s announcement-related abnormal returns are negatively related to the size of 
the target. 

Insig. Insig. - 

Public target 
The announcement-related abnormal returns earned by rival firms is higher (lower) when 
the target firm is public than when it is private. 

Insig. Insig. Insig. 

Related acquisition 
Rival firm’s announcement-related abnormal returns are higher (lower) in horizontal 
takeovers. 

Insig. - - 

Cash acquisition 
Rival firm’s announcement-related abnormal returns are lower when the transaction is 
entirely financed by cash. 

Insig. Insig. Insig. 

Percentage of target acquired 
Rival firm’s announcement-related abnormal returns are negatively (positively) related to 
the percentage of target acquired. 

Insig. Insig. - 

Rival  

Rival size 
Rival firms’ announcement-related abnormal returns are positively related to the size of a 
rival firm. 

 Insig. Insig. 

Rival (sales/assets) 
Rivals’ announcement-related abnormal returns are positively related to the efficiency of 
the rival firm. 

 + Insig. 

Rival market-to-book 
There is a positive (negative) relationship between the rival market-to-book ratio and the 
abnormal returns earned by a rival firm at the takeover announcement.    

 - Insig. 

Rival leverage 
There is a positive (negative) relationship between a rival’s level of leverage and the 
abnormal returns earned by the rival at the takeover announcement. 

 Insig. Insig. 

Rival Herfindal contribution 
Rival firms’ announcement-related abnormal returns are positively related to the market 
position of a rival firm. 

 Insig. Insig. 
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5.4. Modeldiagnostics 

Multicollinearity could be a potential issue in the cross-sectional regressions applied in 

the study. This is initially tackled by studying the correlations between the independent 

variables. Since some of the independent (see Appendix 1 and 2) turns out to have 

rather high correlation coefficients, indicating that multicollinearity could be an issue, 

variance inflation factors (VIF) are calculated for each of the regressions, excluding set-

ups with rather high VIF coefficients34.  

Another modeldiagnostic aspect that is worth tackling is the potential problems with 

heteroskedasticity35. This problem is mitigated by using heteroskedasticity robust 

standard errors (and for the regressions for individual rival characteristics clustering 

and heteroskedasticity robust standard errors are used in order to take into account for 

any contemporaneous cross-correlation in returns). Since only cross-sectional 

regressions are used in the study autocorrelation should not be an issue.     

5.5. Summary 

The results of the multivariate regressions are certainly interesting, especially in the 

sense that there are significant differences between the developed- and emerging-

market samples, both in regards to the overall reaction and the determinants of rival 

abnormal returns. Rival characteristics seem to play a key role in driving the rival 

abnormal price reaction for the developed acquisitions sample, whereas 

macroeconomic and deal characteristics have a more significant role for the emerging-

market sample. Also, the multivariate regression results support the results of the event 

study, that rival firms in the emerging and developed markets react differently to the 

acquisition of an industry rival.  

 

Focusing the attention on the results of the event study, the positive CAR of 0.29% for 

the developed-market sample is in line with the results of previous studies. For 

example, Song and Walkling (2000) report a CAR of 0.56% for the same event window 

and Shahrur (2005) an abnormal price reaction of 0.39% for the (-2,2) event window. 

                                                        
34 A VIF > 5 is in some papers regarded as an indication of severe multicollinearity (Marquardt and Snee, 

1975). Hence, and any combinations where at least one variables has a VIF close to or above 5 are excluded 
35 As a matter of fact, when analysing the different regressions with White’s test of heteroskedasticity, 

heteroskedasticity turns out to be a issue in many of the regressions (e.g. for all emerging-market 

regressions with the individual rival CAR as the dependent variable and many of the regressions in the 

portfolio analysis the null hypothesis of homoscedasticity is rejected).  
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Interestingly, the negative price reaction of the emerging-market sample deviates from 

the majority of the published papers. However, the limited robustness of the results 

(only significant for a few event windows) and significance (at the 10% level) of the 

results need to be kept in mind. 

 

The results can shortly be discussed in the perspective of the study by Burns and 

Liebenberg (2011). Even if there are many similarities a few key differences remain. 

Starting with the univariate analysis, the results are quite different for the emerging-

market sample. In contrast to the positive rival reaction found by Burns and Liebenberg 

(2011), the results are negative in this study. For the developed-market sample the 

results are by and large the same, in the sense that the results are mostly insignificant, 

with the exception of the (-5,5) CAR for the market model. However, both studies find 

that there is a significant difference in the share price reaction of the two samples. Also, 

both studies report that rival characteristics play a key role as determinants of rival’s 

abnormal price reaction in the developed markets.  

 

Even if a set of characteristics are significant in the regression analysis, many remain 

insignificant. Based on previous research one could have assumed that a few of the 

variables – e.g. leverage and the Herfindahl Index – would have been significant in 

some of the regression set-ups. However, since the Herfindahl Index is calculated based 

on public firms, as opposed to all firms, this might affected the results. 

 

A final note is made on the definition of rivals firms, relating back to the discussion in 

the section on the limitations of the study. A definition in line with Burns and 

Liebenberg (2011) is chosen for the study. If a narrower definition had been used, for 

example 4-digit SIC codes in line with Shahrur (2005), this would most likely have 

been problematic for many of the smaller countries, especially in the emerging markets, 

since there would have been problems identifying any rival firms. Hence, if the study 

had focused only on larger economies (such China, India and Germany) the 

generalizability of the results might have suffered.  

5.6.   Suggestions for further research  

Over the past decade a few prominent papers have been published regarding the impact 

of foreign takeovers on rival firms. Nonetheless, many questions still remain 

unanswered. Especially the question if local markets in less developed countries benefit 
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from cross-border mergers and acquisitions – and then, in what circumstances – is 

important in a world where capital flows are becoming increasingly global. Also, the 

analysis regarding the impact of cross-border mergers and acquisitions does not need 

to be restricted to rivals firms only, but customers and suppliers can be included 

similarly to Fee and Thomas (2004) and Shahrur (2005). In fact, to replicate the 

aforementioned studies with the emerging-market data would certainly be interesting. 
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6 CONCLUSION 

The past decades have not only witnessed a surge in the volume of foreign direct 

investments, but a shift the in relative importance of the developed and emerging 

markets. This is well reflected in the flow of M&A activity streaming from the developed 

world to the emerging markets. Whereas there are studies documenting that the parties 

involved in a transaction, the acquirer and target, benefit from cross-border 

acquisitions, the impact on the targets’ domestic market has not attracted equal 

amounts of interest in the academic community.    

The purpose of this thesis is to examine the impact of cross-border mergers and 

acquisitions on the target’s industry rivals, and investigate factors explaining 

differences in the effects of cross-border acquisitions on the target’s industry rivals. 

This is done by employing a unique dataset compared to the existing literature and by 

studying the impact of a wide set of potential explanatory factors on rival abnormal 

returns.    

The results indicate that wealth effects of cross-border mergers and acquisitions are not 

only limited to the acquirer and target, but are also present for the target’s industry 

rivals. However, and perhaps not so surprisingly, the results are different for the 

emerging and developed markets, both in regards to the wealth impact of takeovers and 

the factors driving rival abnormal returns associated with the acquisition. Whereas 

U.K. acquisitions, on average, have a positive impact on developed-market rivals, there 

were indications of the opposite being the case in the emerging markets. This supports 

the notion that a foreign entry to an emerging market is damaging to local competitors. 

Furthermore, rival characteristics play a key role in driving rival abnormal returns in 

the emerging markets, whereas macroeconomic factors have a more significant impact 

in the emerging markets.  

In summary, this study adds to the relatively scarce literature on how mergers and 

acquisitions impact the target’s local industry rivals by finding distinctive differences 

between the emerging and developed markets.   
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7 SVENSK SAMMANFATTNING 

7.1. Introduktion 

7.1.1. Bakgrund och motivation 

Det existerar ett vitt spektrum av studier som undersöker inverkan av 

gränsöverskridande företagsköp och -fusioner på sådana företag som är inblandade i 

transaktionen. Dock har inverkan av gränsöverskridande förvärv på konkurrenterna till 

det uppköpta bolaget inte uppmärksammats i en lika hög grad i modern akademisk 

forskning. Framförallt har studier med fokus på de framväxande ekonomierna – som 

idag ansvarar för en betydande del av det globala inflödet av utländska 

direktinvesteringar (UNCTAD, 2010) – blivit i skuggan av studier om utvecklade 

ekonomier.  

 

En central aspekt i den här studien är en jämförelse mellan utvecklade länder och 

framväxande ekonomier. Frågeställningen är relevant på grund av ett flertal faktorer: i 

samband med att framväxande ekonomier liberaliserats med tanke på utländska 

direktinvesteringar är frågan om huruvida den lokala ekonomin dragit nytta av 

liberaliseringen central. Ytterligare presenteras ofta tanken om att ett inträde av en 

konkurrent från ett utvecklat land på en framväxande marknad har en negativ inverkan 

på konkurrerande bolag (t.ex. Akhigbe & Martin, 2000). Dessa frågeställningar 

kommer att behandlas i avhandlingen. En betydande kontribution av avhandlingen är 

ett fokus på att jämföra utvecklade och framväxande marknader36. 

 

Denna avhandling bygger på den existerande litteraturen av Eckbo (1983), Song och 

Walkling (2000) samt Shahrur (2005). Även om konkurrenter till uppköpta bolag 

tenderar att reagera positivt på köpeanbud av det uppköpta bolaget (Mitchell & 

Mulherin, 1996; Song & Walkling, 2000), finns det, som Song och Walkling (2000) 

påpekar, luckor i förklaringarna till den stora tvärsnittsvariationen i konkurrenters 

onormala avkastning och till varför endast 50-60% av konkurrenterna har en positiv 

onormal avkastning. Genom att använda ett unikt data sampel, som skiljer sig från de 

publicerade studierna, syftar studien till att vidga förståelsen för inverkan av 

gränsöverskridande företagsförvärv på konkurrerande bolag. 
                                                        
36 Eftersom sammanfattningen komprimerar en omfattande avhandling kommer flera förhållandevis relevanta aspekter 

– både teoretiska och empiriska – att exkluderas. Läsaren rekommenderas att främst fokusera på den engelskspråkiga 

versionen i syfte att få en möjligaste omfattande och korrekt bild av avhandlingens frågeställningar och slutsatser. 



 

 

81 

7.1.2. Syfte  

Avhandlingens syfte är att undersöka hur gränsöverskridande företagsförvärv och - 

fusioner påverkar det uppköpa bolagets konkurrenter, samt att undersöka faktorer som 

påverkar hur konkurrenterna reagerar på förvärvet. 

7.1.3. Kontribution 

Avhandlingen kontribuerar till den existerande litteraturen om inverkan av 

gränsöverskridande förvärv på konkurrenter på flera plan. För det första är 

avhandlingen en av de mer omfattande studierna som undersöker skillnader mellan 

utvecklade och framväxande marknader i fråga om inverkan av gränsöverskridande 

förvärv på konkurrerande bolag. De facto är avhandlingen veterligen den första studien 

som använder ett Europeiskt land som köparbolagets hemland i liknande studier. För 

det andra bidrar avhandlingen med att undersöka faktorer som påverkar hur 

konkurrenterna reagerar på förvärvet och den kompletterar således studierna av Song 

och Walkling (2000), Shahrur (2005) samt Burns och Liebenberg (2011). 

7.1.4. Avgränsningar 

Studiens datasampel är från tidsperioden 1990-2011, vilket försäkrar att inverkan av 

liberaliseringen av kapitalmarknaden i de framväxande ekonomierna fångas upp. En 

central frågeställning är hur ett konkurrerande bolag definieras. Studien använder 

samma definition som Burns och Liebernberg (2011), det vill säga lokalt listade bolag 

med samma primära 2-siffriga SIC-kod (Standard Industrial Classification) som det 

uppköpta bolaget. Ytterligare existerar en del metodologiska utmaningar med 

användningen av händelsestudier med korta händelsefönster. Dock är ifrågavarande 

tillvägagångssätt det etablerade i forskningen och alternativa tillvägagångssätt lider av 

betydligt större statistiska utmaningar (som t.ex. händelsestudier med långa 

händelsefönster; se Kothari & Warner, 1997; eller Mitchell & Stafford, 2000 för 

omfattande diskussioner). 

7.1.5. Definitioner 

I studien används begreppen fusion, företagsköp, företagsköp och -förvärv synonymt. 

Då någon specifik tidigare undersökning diskuteras är dock målet att använda samma 

terminologi som i ursprungskällan. 
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7.2. Litteratur och teori 

7.2.1. Allmänt om företagsköp 

Värderingseffekten av företagsköp på det köpande och säljande bolaget har undersökts 

aktivt sedan 1980-talet. Ur ett övergripande perspektiv kan resultaten sammanfattas 

enligt följande: den kombinerade förmögenhetseffekten av förvärv är positiv, dock 

förtjänar målföretagets aktieägare betydande positiva onormala avkastningar och 

fångar därmed majoriteten av värdeskapande, medan resultaten för det förvärvande 

företaget har varit blandade. Tidigare forskning indikerar att det kan finnas vissa unika 

förmögenhetsskapande aspekter i gränsöverskridande förvärv i förhållande till 

inhemska förvärv (Chari et al., 2006; Harris & Ravenscraft, 1991). Huruvida dessa 

effekter även gäller konkurrenterna i företagsköp är en synnerligen intressant 

frågeställning. 

7.2.2. Konkurrenters onormala kursreaktion 

Det existerar ett flertal studier som undersöker värderingseffekten av företagsköp på 

konkurrerande bolag. Överlag indikerar resultaten från tidigare studier att 

konkurrenterna förtjänar signifikant positiva, anormala avkastningar i samband med 

offentliggörandet av målföretagets köpanbud (Eckbo, 1983; Mitchell & Mulherin, 1996; 

Shahrur, 2005). Nedan presenteras korfattat ett antal studier. 

 

Eckbo (1983) studerar horisontella fusioner i Förenta Staterna och finner att 

konkurrenterna förtjänar en signifikant positivt, onormal avkastning i samband med 

offentliggörandet av transaktionen. I en senare studie finner Eckbo och Weir (1985) 

liknande resultat. Song och Walkling (2000) studerar ett sampel på 141 företagsköp 

mellan 1982 och 1991 i Förenta Staterna och finner att konkurrenter har en positiv 

onormal kursreaktion på 0,35 % i händelsefönstret (-1,0) och 0,56 % för 

händelsefönstret (-5,5). Ytterligare finner Akhigbe och Martin (2000) i en av de få 

studierna om inverkan av gränsöverskridande förvärv på konkurrerande bolag i 

Förenta Staterna att lokala konkurrenter upplever en signifikant positiv kursreaktion 

mellan 0.2-0.5%. Två nyare studier vars resultat är i linje med det ovan presenterade är 

Fees och Thomas (2005) och Shahrurs (2005). 

 

Även om majoriteten av studierna rapporter att konkurrerande bolag upplever en 

signifikant positiv kursreaktion, har också motsatta resultat presenterats i ett antal 
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studier. Akdogu (2009) undersöker icke-horisontella företagsköp i 

telekommunikationsbranschen och finner att konkurrerande bolag upplever en 

signifikant negativ kursreaktion vid offentliggörandet av köpanbud. Aktas, de Bodt och 

Roll (2007) finner liknande resultat för den europeiska marknaden för tidsperioden 

1990 till 2000, då de undersöker inverkan av företagsköp ur ett regulativt perspektiv. 

7.2.3. Faktorer som påverkar konkurrerande företags anormala 

avkastningar 

Även om tidigare studier finner att konkurrenterna till det uppköpta bolaget förtjänar 

signifikant positiva onormala avkastningar i samband med att ett anbud offentliggörs 

(Eckbo, 1983; Mitchell & Mulherin, 1996; Shahrur, 2005), finns det i linje med vad 

Song och Walkling (2000) påpekar förhållandevis bristfälliga förklaringar till den stora 

tvärsnittsvariationen i konkurrenters onormala avkastning och till varför endast 50-

60% av konkurrenterna upplever en positiv onormal avkastning. Här har studier av 

Shahrur (2005), Akhigbe och Martin (2000), Burns och Liebenberg (2011), Song och 

Walkling (2000) samt Fee och Thomas (2004) bidragit med att undersöka faktorer som 

påverkar konkurrerande företags anormala avkastningar och dessa ger en god 

vägledning gällande faktorer som driver konkurrerande bolags onormala kursreaktion i 

samband med av köpanbud offentliggörs. 

7.2.4. Faktorer som inverkar på konkurrerande företags onormala 

kursreaktion 

I syfte att få en mer helstäckande bild av faktorer som kan tänkas påverka hur enskilda 

konkurrenterer reagerar på offentliggörandet av ett gränsöverskridande anbud, 

granskas frågeställningen utgående från faktorer på fyra olika nivåer – 

makroekonomiska, branschspecifika, transaktionsspecifika och konkurrentspecifika 

faktorer. Detta perspektiv kompletterar resultateten från studier av bland annat 

Shahrur (2005), Akhigbe och Martin (2000), och Fee och Thomas (2004). Faktorerna 

presenteras i Tabell 16 i samband med variabeldefinitioner. 

7.2.5. Teorier 

Ett antal teorier har utvecklats för att förklara konkurrerande bolags kursreaktion vid 

publicering av ett köpanbud:  
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Marknadskraftshypotesen, som utvecklades av Eckbo (1983) och Eckbo och Weir 

(1985), består av två underhypoteser: Samarbetshypotesen, som gäller 

horisontella förvärv, innebär att konkurrerande bolag drar nytta av att antalet 

konkurrenter minskar och konkurrenter reagerar därmed positivt till 

offentliggörandet av ett fusionsanbud, medan Priskrigshypotesen för sin del 

förutspår en negativ inverkan då det existerar en risk att fusionen mellan två 

konkurrenter (som får en kostnadsfördel på grund av fusionen) resulterar i ett 

priskrig på marknaden. 

 

Effektivitetshypotesen innebär att om det uppköpta bolaget, som ett resultat av 

förvärvet eller fusionen, får en konkurrensfördel gentemot övriga spelare i 

branschen, kommer detta att ha en negativ inverkan på konkurrerande bolag. 

 

Informationssignaleringshypotesen innebär att offentliggörandet av köpanbudet 

reflekterar ny information om marknaden. Song och Walkling (2000) utvecklade 

förvärvssannolikhetshypotesen som innebär att konkurrerande bolags positiva 

kursreaktion beror på en ökad sannolikhet att bli objekt för ett förvärv i framtiden. 

7.3. Hypoteser 

Avhandlingens syfte konkretiseras i ett antal hypoteser som undersöks i den empiriska 

delen. Hypoteserna baserar sig på tidigare undersökningar och den teoretiska 

referensramen som presenteras tidigare i avhandlingen. Den första gruppen av 

hypoteser baserar sig på värderingseffekten av offentliggörandet av köpanbud på 

konkurrenter, medan den andra gruppen är relaterad till faktorer som styr 

konkurrenters onormala kursreaktion vid offentliggörandet av anbud. Hypoteserna i 

den andra gruppen delas ytterligare in i fyra undersegment: makroekonomiska, 

industri-specifika, transaktions-specifika och konkurrentspecifika hypoteser.  

 

Det är värt att notera att den statistiska signifikansen för alla hypoteser testas med 

nollhypotesen att en variabel inte påverkar konkurrenters onormala avkastning (och 

gällande händelsestudien att den onormala avkastningen är lika med noll), och således 

används tvåsidiga t-test då signifikansen testas. Då hypoteserna presenteras (i Tabell 

17) sker det dock enligt förväntat utfall som baserar sig på de teorier och 

undersökningar som presenterats i den teoretiska delen. 
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7.4. Metod och data 

7.4.1. Data 

Samplet av gränsöverskridande transaktioner identifierades med ett antal 

begränsningar från databasen Thomson Reuters One Banker. Både indelningen i 

utvecklade och framväxande ekonomier samt processen för identifierande av 

konkurrerande bolag baserade sig på Burns och Liebenberg (2011). Ett konkurrerande 

bolag definierades som ett lokalt listat bolag med samma 2-siffriga SIC kod som det 

uppköpta bolaget. Ytterligare inkluderades endast konkurrenter med likvida aktier i 

händelsestudien. 

7.4.2. Metod 

För att studera inverkan på konkurrerande bolag av offentliggörandet av ett 

gränsöverskridande företagsköp användes en händelsestudie. För att göra resultaten 

mer robusta används marknadsmodellen och den justerade marknadsmodellen i 

kombination med ett antal olika händelsefönster för att räkna den onormala 

aktieavkastningen för konkurrenter. Dock används den onormala aktieavkastningen för 

händelsefönstret (-5,5) (marknadsmodellen) i den multipla regressionen i linje med 

Burns och Liebenberg (2011). I och med att aktieavkastningarna för konkurrerande 

bolag inte kan antas vara oberoende utgör varje transaktion en observation; den 

onormala avkastningen för lokalt noterade konkurrenter kombineras till en värdevägd 

portfölj, som sedan behandlas som en enda observation. Förfarandet följer Song och 

Walking (2000), Fee och Thomas (2004) and Burns och Liebenberg (2011)37.  

Händelsestudier och olika variationer av marknadsmodellen behandlas av Brown och 

Warner (1985). 

 

Multipla regressioner används som det statistiska verktyget för att undersöka 

determinanter av konkurrerande bolags onormala kursreaktion vid offentliggörandet 

av köpanbud på målföretaget. Ett antal variabler – makroekonomiska, industri-

specifika, transaktionsspecifika och konkurrentspecifika – används som förklarande 

variabler. Variablerna härstammar från de hypoteser som presenteras tidigare i 

avhandlingen. Variablerna definieras i Tabell 16. För att beakta eventuella problem 

med heteroskedasticitet används (heteroskedasticitets) robusta medelfel i portfölj-

                                                        
37 Enda skillnaden är att vikterna räknas på basis av summan av marknadsvärdet på eget kapital och totala skulder och 

inte på basis av marknadsvärdet på eget kapital. 
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regressionerna, medan kluster och heteroskedasticitetsrobusta medelfel används i 

regressionerna de med individuella konkurrenternas onormala aktieavkastning som 

oberoende variabel.  
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Tabell 16   Sammanfattning av studiens variabler 

Variabel Beskrivning Källa 

Beroende variabel 

Kumulativ onormal avkastning Kumulativ onormal avkastning för händelsefönstret[-5,5], kalkylerad 

med marknadsmodellen 

Datastream 

Makroekonomiska variabler 

Målföretag i framväxande 

ekonomi 

Dummy variabel: Land med framväxande ekonomi (1) eller utvecklad 

ekonomi (0) 

Burns and Liebenberg (2011), World 

Bank 

BNP/capita Logarimerat värde på BNP per person World Bank’s Development Indicators 

Investerarskydd Anti-self-dealing index av Djankov et al. (2008) används som variabel 

för investerarskydd. 

Djankov et al., 2008 

Förvärvsaktivitet Variabeln mäter aktiviteten i gränsöverskridande företagsköp. 

 

Thomson Reuters One Banker, World 

Bank’s Development Indicators and 

Central Bank of Rep of China (Taiwan) 

Styrkan av valutakurs Styrkan av den lokala valutan i förhållande till pundet (GBR). Räknas 

enligt Harris and Ravenscraft (1991). 

Datastream 

Delar officiellt språk (kulturell 

distans) 

Dummy variabel: Om engelska är officiellt språk (eller har liknande 

status) i målföretagets land får variabeln värdet (1) annars (0). 

Används som mått på den kulturella distansen mellan det köpande 

bolagets och målföretagets hemländer 

CIA Worldbook 

Industrirelaterade variabler 

Produktionsbranch Dummy-variabel: värdet (1) om målföretaget opererar i en 

produktionsintensiv bransch utgående från 2-siffriga SIC koder, 

annars (0). Klassificeringen baserar sig på Akhigbe och Martin 

(2000).  

Thomson Reuters One Banker 

Teknologibranch Dummy-variabel: värdet (1) om målföretaget opererar i en 

teknologiskt intensiv bransch utågende från 2-siffriga SIC-koder, 

annars (0). Klassificeringen baserar sig på Akhigbe och Martin 

(2000). 

Thomson Reuters One Banker 

Graden av konkurrens 

(Herfindahl index) 

Herfindahl index används som en indikator på graden av konkurrens i 

en bransch och räknas utgående från konkurrerande bolags årliga 

försäljning. Indexet inkluderar alla listade bolag i samma bransch (på 

basis av 2-siffriga SIC-koden) och definieras som summan av 

kvadrerade marknadsandelar för alla listade bolag i branschen.  

Worldscope 

Transaktionsrelaterade variabler 

Storleken på målföretaget Definieras som logaritmiska värdet på transaktionsstorleken. Thomson Reuters One Banker 

Listat målföretag Dummy-variabel: (1) för listade bolag och (0) för privata. Thomson Reuters One Banker 

Horisontellt företagsköp Dummy-variabel: om det köpande bolaget och målföretaget opererar i 

samma bransch (på basis av 2-siffriga SIC-koden) får variabeln värdet 

(1) annars (0) 

Thomson Reuters One Banker 

Betalningsmetod  Dummy variabel: om transaktionen finansieras endast med kontanta 

medel får variabeln värdet (1), annars (0) 

Thomson Reuters One Banker 

Procent av målföretaget som 

köps i transaktionen 

Procent av målföretaget som köpes i förvärvet. Thomson Reuters One Banker 

Konkurrentrelaterade variabler 

Storleken på konkurrerande 

bolag 

Storleken på konkurrerande bolag räknas som summan av 

marknadsvärdet på eget kapital och totala skulder  

Worldscope 

Konkurrentens effektivitet 

(försäljning/tillgångar) 

Effektiviteten hos konkurrerande bolag räknas som försäljningen 

dividerat med totala tillgångar 

Worldscope 

Konkurrerande bolags market-

to-book relationstal 

Räknas som det logaritmiska värdet på marknadsvärdet på eget 

kapital plus totala skulder dividerat med totala tillgångar 

Worldscope 

Konkurrerande bolags 

skuldsättningsgrad 

Definieras som total skuldsättning dividerat med totala tillgångar Worldscope 

Konkurrerande bolags 

Herfindahl kontribution 

Konkurrerande bolags Herfindahl-kontribution är ett mått på 

marknadspositionen för ett individuellt bolag i förhållande till 

konkurrenterna. Räknas enligt Laux et al. (1998) och är lika med ett 

bolags kvadrerade marknadsandel dividierat med branschens 

Herfindahl-index. 

Worldscope 
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7.5. Analys och resultat 

7.5.1. Deskriptiv statistik 

Totalt 709 transaktioner – 637 i utvecklade länder och 72 i framväxande ekonomier – 

har inkluderats i det slutliga samplet. I samplet från utvecklade länder var företag i 

Nederländerna (10,4 %), Tyskland (16,3 %) och Frankrike (18,8 %) mest frekvent 

målföretaget, medan Ryssland (9,7 %), Brasilien (13,9 %) och Kina (13,9 %) var de 

vanligaste i framväxande ekonomier. Då transaktionsdrag jämfördes för de olika 

samplen (t.ex. gällande storlek, effektivitet, det vill säga, försäljning/tillgångar och 

market-to-book relationstalet) visade sig samplen vara mycket olika till sina drag.  

 

Totalt 41 455 konkurrerande bolag – 37 584 i utvecklade länder och 3 871 i 

framväxande ekonomier – inkluderades i händelsestudien (med andra ord räknades 

den kumulativa abnorma avkastningen för 41 455 bolag i händelsestudien). Då den 

finansiella karaktären mellan konkurrenter från samplen undersöktes visade de sig 

vara signifikant olika i flera hänseenden. 

7.5.2. Händelsestudien 

Resultaten av samplet från utvecklade länder som består av 637 förvärv indikerar att 

konkurrenterna till målföretagen förtjänar positiva, onormala avkastningar i samband 

med offentliggörandet av anbudet. Det är dock värt att notera att den genomsnittliga 

kumulativa, onormala avkastningen är signifikant olika noll endast för 

händelsefönstret (-5,5). Det positiva resultatet är i linje med Shahrur (2005), Song och 

Walkling (2000) and Fee och Thomas (2004).   

 

Intressant nog indikerar resultaten för samplet från framväxande ekonomier att 

konkurrerande bolag till målföretaget reagerar negativt på köpanbudet. För de 72 

transaktioner som inkluderades i samplet var den genomsnittliga onormala 

avkastningen (med marknadsmodellen) för händelsefönstret (-5,5) -1,12 % (signifikant 

på 5 % nivå) och för händelsefönstret (-1,1) -0,72 % (signifikant på 10 % nivå). 

Resultaten är även negativa för den justerade marknadsmodellen, men förblir icke-

signifikanta. Den negativa kursreaktionen för samplet från framväxande ekonomier är 

motsatt till Burns och Liebenbergs resultat (2011). De fann att konkurrerande bolag i 

framväxande ekonomier upplevde en positiv genomsnittlig kumulativ abnormal 

avkastning på 1,15 %.  
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Då resultaten för de båda samplen jämförs indikerar resultaten att konkurrerande 

bolag i utvecklade länder och framväxande ekonomier reagerar olika på 

gränsöverskridande förvärv. 

7.5.3. Multipel regression 

Hypoteserna som ställdes i studien testas för total tre olika sampel – konkurrenter från 

utvecklade länder, konkurrenter från framväxande länder och ett gemensamt sampel 

(portföljregressioner). Resultatet från det gemensamma samplet stöder 

händelsestudiens resultat – att konkurrenter i framväxande ekonomier reagerar 

signifikant olika (negativt) än konkurrenter i utvecklade länder. Dessutom är 

koefficienten för BNP per person, som fångar skillnader i graden av ekonomisk 

utveckling länder emellan, signifikant. 

 

Resultaten för konkurrenter i utvecklade och framväxande ekonomier är synnerligen 

intressanta; då makroekonomiska faktorer driver konkurrerande bolags kursreaktion i 

framväxande länder, spelar konkurrentspecifika faktorer en betydande roll för 

konkurrenter i utvecklade länder. För samplet från utvecklade länder var en 

industrispecifik variabel – horisontellt förvärv – signifikant (negativt); medan två 

konkurrentspecifika variabler – konkurrerande bolags effektivitet (positivt) och 

market-to-book-relationstalet (negativt) – signifikanta. För framväxande ekonomier 

var tre makroekonomiska faktorer, graden av investerarskydd (negativt), 

förvärvsaktiviteten (positivt) och kulturella skillnaden38 (negativt) signifikanta. Av 

industri-variablerna visade både produktions-dummyn (i portföljregressioner) och 

teknologi-dummyn (i individuella konkurrenters regressioner) svaga tecken på att styra 

konkurrerande bolags onormala kursreaktion. Även ett antal transaktions-variabler 

visade tecken på signifikans: horisontella transaktioner hade ett positivt samband med 

konkurrerande bolags onormala kursreaktion, medan andelen av målföretaget som 

köptes hade ett negativt samband. Slutligen visade sig dummy-variabeln som 

kontrollerade för transaktioner före år 2000 starkt negativt signifikant.  

                                                        
38 Dock existerade en hög grad av korrelation mellan variablerna investerarskydd och kulturell distans, vilket indikerar 

att variablerna fångar samma underliggande effekt 



 

 

90 
Tabell 17   Sammanfattning av studiens resultat 

CAR står för kumulativ onormal aktieavkastning. (D) för utvecklade länder; (E) för framväxande ekonomier. 

Variabel Hypoteser 

Resultat 

D & E D E 

Händelsestudien    

                     
Målföretagets konkurrenter förtjänar signifikant positiv (negativ) onormal avkastning då 
köpanbudet offentliggörs 

 + - 

                              
Konkurrenter i framväxande ekonomier förtjänar signifikant högre (lägre) onormal avkastning i 
förhållande till konkurrenter i utvecklade ekonomier i samband med att köpanbudet offentliggörs 

Ja. Resultatet beror dock på 
händelsefönstret och 

modellen  

Makroekonomiska hypoteser  

Målföretag i framväxande 
ekonomier 

Konkurrenterna i framväxande ekonomier förtjänar signifikant högre (lägre) onormal avkastning 
i förhållande till konkurrenter i utvecklade ekonomier i samband med att köpanbudet 
offentliggörs. 

-   

BNP/person 
Det existerar ett positivt (negativt) samband mellan skillnaden i ekonomisk utveckling mellan det 
köpande bolagets och målföretagets länder och konkurrenternas onormala avkastning vid 
publicering av köpanbudet. 

+ Insig. Insig. 

Investerarskydd 
Det existerar ett negativt samband mellan graden av investerarskydd i målföretagets hemland 
och konkurrenternas onormala avkastning vid publicering av köpanbudet. 

Insig. Insig. - 

Kulturell distans 
Det existerar ett negativt samband mellan den kulturella distansen mellan det köpande bolagets 
och målföretagets hemländer och konkurrenternas onormala avkastning vid publicering av 
köpanbudet. 

Insig. Insig. - 

Förvärvsaktivitet 
Det existerar ett positivt samband mellan ett lands förvärvsaktivitet och konkurrenternas 
onormala avkastning vid publicering av köpanbudet. 

Insig. Insig. + 

Styrkan i valutakurs 
Det existerar ett negativt samband mellan styrkan hos målföretagets hemlands valuta och 
konkurrenternas onormala avkastning vid publicering av köpanbudet. 

Insig. Insig. Insig. 

Industri-relaterade hypoteser  

Produktionsbransch Konkurrerande bolags onormala avkastning vid publicering av köpanbud är högre för 
konkurrenter i produktionsintensiva branscher. 

Insig. Insig. Insig./- 

Teknologibransch Konkurrerande bolags onormala avkastning vid publicering av köpanbud är högre för 
konkurrenter i teknologi-intensiva branscher. 

Insig. Insig. + 

Graden av konkurrens 

(Herfindahl-index) 
Det existerar ett positivt (negativt) samband mellan graden av konkurrens i en bransch och 
konkurrenternas onormala avkastning (vid publicering av köpanbudet). 

Insig. Insig. Insig. 

Transaktions-relaterade hypoteser  

Storleken på målföretaget Konkurrenters onormala avkastning vid publicering av köpanbud är negativt relaterat till 
storleken på målföretaget. 

Insig. Insig. - 

Listat målföretag Konkurrenters onormala avkastning vid publicering av köpanbud är högre när målföretaget är 
publikt. 

Insig. Insig. Insig. 

Horisontellt företagsköp Konkurrenters onormala avkastning vid publicering av köpanbud är högre (lägre) när 
transaktionen är horisontell. 

Insig. - - 

Betalningsmetod  Konkurrenters onormala avkastning vid publicering av köpanbud är lägre när transaktionen är 
finansierad med endast kontanta medel. 

Insig. Insig. Insig. 

Procent av målföretaget som köps 

i förvärvet 
Konkurrenters onormala avkastning vid publicering av köpanbud är negativt (positivt) relaterat 
till procentandelen av målföretaget som köpes i transaktionen. 

Insig. Insig. - 

Konkurrent-relaterade hypoteser  

Storleken på konkurrerande bolag Det existerar ett positivt (negativt) samband mellan storleken på konkurrerande bolag och 
konkurrentens onormala avkastning vid publicering av köpanbud.  

 Insig. Insig. 

Konkurrentens effektivitet 

(försäljning/tillgångar) 
Konkurrenters onormala avkastning är positivt relaterat till effektiviteten på konkurrerande 
bolag. 

 + Insig. 

Konkurrerande bolags market-to-

book 
Det existerar ett positivt (negativt) samband mellan konkurrerande bolags market-to-book 
relationstal och onormala avkastning vid publicering av köpanbud. 

 - Insig. 

Konkurrerande bolags 

skuldsättningsgrad 
Det existerar ett positivt (negativt) samband mellan konkurrerande bolags skuldsättningsgrad 
och onormala avkastning vid offentliggörandet av köpanbud. 

 Insig. Insig. 

Konkurrerande bolags Herfindahl 

kontribution 
Det existerar ett positivt samband mellan konkurrerande bolags marknadsposition och onormala 
avkastning vid offentliggörandet av köpanbud. 

 Insig. Insig. 
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7.5.4. Resultaten ur en teoretisk synvinkel 

Resultaten från den empiriska analysen kan knytas samman med de teorier som 

presenterades i den teoretiska sektionen. Här diskuteras de teoretiska implikationerna 

kortfattat. Den negativa kursreaktionen av konkurrenter i framväxande ekonomier kan 

relateras till teorier om utländska direktinvesteringar (Glass & Saggi, 1998) samt 

Akighbe och Martin (2000): Resultaten indikerar att ett inträde av en konkurrent från 

ett utvecklat land på en framväxande marknad har en negativ inverkan på 

konkurrerande bolag. Det är möjligt att om skillnaden i den teknologiska 

infrastrukturen mellan det köpande bolagets och målföretagets hemländer är stort, 

saknar det mindre utvecklade landet den nödvändiga infrastukturen för att kunna dra 

nytta av utländska direktinvesteringar (i linje med Glass och Saggi, 1998). Den positiva 

kursreaktionen hos konkurrenter i utvecklade länder kan relateras till Song och 

Walkling (2ooo), då den positiva kursreaktionen kan vara en reaktion på en ökad 

sannolikhet att konkurrerande bolag blir uppköpta. 

 

Regressionerna för samplet med konkurrenter från utvecklade länder antyder att 

konkurrentspecifika faktorer spelar en betydande roll i hur konkurrerande bolag 

reagerar på inträdet av en utländsk spelare på marknaden. Den positiva 

effektivitetskoefficienten indikerar att det existerar ett positivt samband mellan en 

konkurrents effektivitet och onormala kursreaktion. Den negativa market-to-book-

koefficienten kan relateras till förvärvssannolikhetshypotesen av Song och Walkling 

(2000) samt Palepu (1986). Förvärvssannolikhetshypotesen indikerar att faktorer som 

är associerade med sannolikheten att en konkurrent blir uppköpt borde ha ett positivt 

samband med den onormala avkastningen. I och med att företag med låga 

tillväxmöjligheter – som ofta karaktäriseras av låga market-to-book-relationstal –mer 

sannolika att blir uppköpta (Hasbrouch, 1985; Palepu, 1986), kan ett negativt samband 

förväntas mellan konkurrerande bolags onormala kursreaktion vid offentliggörandet av 

ett köpanbud och market-to-book-relationstalet.  

 

Slutligen diskuteras resultatet för konkurrenter i framväxande ekonomier. Det negativa 

sambandet mellan graden av investerarskydd (Djankov et al., 2008) i målföretagets 

hemland och konkurrerande bolags kursreaktion kan förstås i ljuset av Bris et al. 

2008). Författarna finner att då företag från länder med en hög grad av 

investerarskydd köper ett bolag från ett land med en låg grad av investerarskydd 

kommer målföretagets lokala marknad att utsättas för positiv överföring av 
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bolagsstyrningsmekanismer (och därmed gynnar företagsköpet de lokala 

konkurrenterna). Vidare kan det positiva sambandet mellan förvärvsaktivitet och 

konkurrenters kursreaktion relateras till att då förvärvsaktiviteten är hög ökar 

sannolikheten för att även konkurrerande bolags utsätts för ett köpanbud. Slutligen kan 

det negativa sambandet mellan dummy-variabeln för länder som delar ett officiellt 

språk (då antas den kulturella distansen mellan två länder vara lägre) förstås utgående 

från Datta och Puia (1995). De menar att om det köpande bolaget och målföretaget 

kommer från länder med en låg kulturell distans ökar det sannolikheten för att en 

fusion lyckas (och därmed att målföretaget blir en starkare konkurrent), vilket skulle 

innebära ett negativt samband mellan kulturell distans och konkurrerande bolags 

kursreaktion på fusionen.   

7.5.5. Sammanfattning 

 
Studiens resultat är synnerligen intressanta. Händelsestudiens resultat för samplet 

med konkurrenter från utvecklade länder är överlag i linje med tidigare studier av Song 

och Walkling (2000), Fee och Thomas (2004) och Shahrur (2005), medan resultatet 

för konkurrenter från framväxande ekonomier, de facto, går emot det vad Burns and 

Liebenberg (2011) fann då det köpande bolaget kom från Förenta Staterna. Resultatet 

för regressionerna påminner i flera hänseenden om Burns och Liebenberg (2011), men 

vissa skillnader finns studierna emellan. Överlag spelade makroekonomiska och 

transaktions-relaterade faktorer en större roll som styrande faktorer vid konkurrerande 

bolags kursreaktion i framväxande länder, medan konkurrentspecifika faktorer har en 

betydande roll för konkurrenter i utvecklade länder. 
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APPENDIX 1 CORRELATION MATRIX  (EMERGING) 

 

GDP SH_PR EXRS M&A SAMEL TECH MANU HI PUBL SIZE RELAT SHA_AC CASH R_SIZE R_EFF R_M/B R_LEV R_HI 

Shareholder protection 0.17                                   

Exchange rate strength 0.12 -0.32 
                

M&A activity 0.24 0.36 -0.24                               

Same language -0.24 0.67 -0.34 0.23 
              

Technology industry 0.54 0.00 0.12 0.01 -0.30                           

Manufacturing industry -0.38 -0.25 0.12 0.00 -0.10 -0.55 
            

Herfindahl Index -0.12 0.09 -0.10 0.17 0.25 -0.35 0.31                       

Public target -0.05 0.36 -0.21 0.35 0.40 -0.30 -0.03 0.20 
          

Target size 0.13 0.34 -0.33 0.33 0.20 -0.28 -0.08 0.10 0.79                   

Related takeover 0.26 0.26 -0.34 -0.03 0.17 0.41 -0.57 -0.15 0.01 0.16 
        

Shares acquired 0.22 0.62 -0.26 0.13 0.27 -0.07 -0.31 -0.01 0.08 0.26 0.22               

Cash 0.68 0.00 0.13 0.20 -0.23 0.66 -0.42 -0.09 0.01 0.01 0.37 -0.05 
      

Rival size 0.17 -0.32 0.12 0.03 -0.26 0.13 0.09 0.05 -0.07 -0.01 -0.11 -0.28 0.17           

Rival (sales/assets) 0.20 0.21 -0.15 0.17 0.19 0.14 -0.15 0.07 0.05 0.02 0.14 0.08 0.18 -0.07 
    

Rival market-to-book -0.22 -0.39 0.07 -0.30 -0.04 -0.12 0.08 -0.02 -0.07 -0.12 -0.09 -0.33 -0.12 0.32 -0.06       

Rival leverage -0.06 -0.03 -0.03 -0.02 -0.09 0.11 0.00 -0.01 -0.04 -0.05 0.03 -0.05 0.03 0.07 -0.11 -0.07 
  

Rival Herfindahl contribution 0.04 0.17 -0.10 0.20 0.14 -0.09 0.02 0.26 0.10 0.13 0.05 0.11 0.00 0.29 0.08 -0.06 -0.01   

Pre-2000 0.01 0.29 0.16 0.27 0.02 0.13 -0.02 0.10 0.12 0.02 0.05 0.12 0.20 -0.09 -0.03 -0.30 0.05 0.11 
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APPENDIX 2 CORRELATION MATRIX  (DEVELOPED) 

 

GDP SH_PRO EXRS M&A SAMEL TECH MANUF HI PUBL SIZE RELAT SHA_AC CASH R_SIZE R_EFF R_M/B R_LEV R_HI 

Shareholder protection -0.03                                   

Exchange rate strength 0.63 0.07 
                

M&A activity 0.15 -0.13 -0.17                               

Same language 0.29 0.39 0.30 0.03 
              

Technology industry -0.24 0.05 -0.11 -0.12 -0.25                           

Manufacturing industry 0.09 -0.13 0.09 0.07 0.03 -0.47 
            

Herfindahl Index 0.11 -0.06 0.08 0.10 0.19 -0.29 0.16                       

Public target 0.12 0.09 0.10 0.19 0.17 -0.19 0.18 0.17 
          

Target size 0.03 -0.05 0.04 0.09 0.00 -0.12 0.19 0.07 0.45                   

Related takeover 0.05 0.04 -0.01 0.09 0.11 0.07 0.04 0.00 -0.13 -0.12 
        

Shares acquired -0.03 0.05 -0.03 -0.02 0.06 0.15 -0.10 -0.06 -0.37 -0.19 0.15               

Cash -0.14 0.03 -0.08 -0.17 -0.16 0.18 -0.05 -0.16 0.02 0.03 -0.15 -0.08 
      

Rival size 0.06 -0.14 0.09 0.04 -0.11 0.05 0.11 0.02 -0.02 0.05 0.00 -0.02 -0.02           

Rival (sales/assets) -0.03 -0.05 -0.07 0.05 -0.13 0.02 -0.07 -0.10 -0.05 -0.04 -0.04 0.01 0.04 -0.07 
    

Rival market-to-book 0.14 0.03 -0.04 0.16 0.15 -0.19 -0.04 0.07 0.04 0.02 0.02 -0.04 -0.13 0.05 0.04       

Rival leverage -0.03 0.01 0.03 -0.05 -0.04 0.07 0.04 0.01 -0.01 0.01 0.00 0.01 0.04 0.14 -0.08 -0.20 
  

Rival Herfindahl contribution -0.01 -0.03 0.00 0.06 0.03 -0.06 -0.02 0.10 -0.01 -0.01 0.00 0.00 -0.03 0.38 0.06 0.00 0.04   

Pre-2000 -0.31 -0.14 0.02 0.19 -0.11 0.07 0.10 0.13 -0.02 0.02 0.02 0.02 -0.07 0.15 0.05 -0.03 0.00 0.10 

                                      

 


