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ABSTRACT

This thesis contains an analysis of the impact on shareholder wealth of domestic

and cross-border takeover bids for UK listed companies. The study covers the

calendar years from 1986 to 1991 inclusive. For the cross-border acquisitions, data

is available for an analysis of 143 targets, 71 bidders, and 55 matched pairs of targets

and bidders. For domestic acquisitions, data was available for 568 targets, 414

bidders and 356 pairs of targets and bidders. Three different event study

methodologies are applied; the capital asset pricing model, the market model, and the

index model.

UK target companies gained significantly from both domestic and cross-border

takeover bids. Over the period from eight months prior, to one month after, the month

of the bid announcement (t-8, t+1), cumulative abnormal returns exceeded +20.2% in

cross-border and +16.6% in domestic acquisitions.

Both domestic and overseas bidders underperformed during the five month period

following the bid announcement. However, over the whole analysis period (t-8, t+5),

UK bidders performed significantly better than overseas bidders.

Analysis of joint abnormal returns to pairs of targets and bidders reveals that both

cross-border and domestic acquisitions in the UK during the 1986-1991 period created

significant shareholder wealth. However, the gains to target shareholders exceed the

total gain, thus resulting in a transfer of wealth from bidders to targets.



DEFINITION OF TERMS

Before progressing further, it is worth defining some of the key terminology applied

throughout this thesis. As argued by Brockington (1986), a merger is "the

amalgamation of two or more businesses which were separate" (p. 80), while a

takeover (also known as an acquisition) is "the acquisition of control of a company by

another company. This is usually brought about by a purchase of the majority of its

shares." (p. 115). While it is not uncommon to use the three terms synonymously

(Weinberger et a/. (1979), Schouller (1987) and OECD (1988)), other studies (e.g.,

Jensen and Ruback (1983) make a clear distinction). In this thesis, the terms

acquisitions and takeovers will be used interchangeably where one company acquires

control of another company (i.e., there is a clear buying and target company, as

defined below), and mergers to refer to situations where two companies combine (i.e.,

there is no clear buying and target company).

The buying company is also referred to as the bidder, the predator, the acquiror,

or the acquiring company. The selling company is alternatively known as the target,

the victim, or the acquiree.

A domestic acquisition is where the buying and selling companies are incorporated

in the same country, while a cross-border acquisition refers to a situation where the

buying and selling companies are incorporated in two different countries.

The definition of takeover bid (also known as takeover offer) adopted in this study

is the same as that used by Pringle: "A takeover bid is an offer to the holders of

securities carrying voting rights in a company (or convertible into such securities) to

acquire their securities for a consideration in cash or other securities for the purpose

of acquiring control of the company ..." (Pringle (1991), p. 38). The day the formal bid

(also known as the offer) is made, is the announcement day.

Abnormal return (AR) is a measure of the gains or losses to shareholders, during

a specific time period, attributable to the event (which in this study is taken to be the



announcement of the takeover bid). The abnormal return is also known as the

shareholder wealth effect, and is calculated as the difference between the actual return

on the share, and the return one would expect had no event taken place. This is

known as event study methodology, and involves the application of a test model such

as the capital asset pricing model, the market model, or the index model for estimating

the expected return. (These models are discussed in detail in Chapter 6). The test

model parameters (such as the market model a and /3) measure the historic

relationship between return on the share and return on the market index, and are

estimated during a parameter estimation period.

Cumulative abnormal returns (CAR) are the aggregate cumulative abnormal

returns over a number of time periods, which together make up the event window (also

known as the test period). Each time period is referred to relative to the time of the

event (known as time period t2). Time periods prior to the event are indicated by a

minus sign, while time periods after the event are indicated by a plus sign3.

The cross-border effect is a measure of the difference in abnormal returns to

companies engaged in cross-border and domestic acquisitions. A positive (negative)

cross-border effect indicates that abnormal returns are higher (lower) in cross-border

than in domestic acquisitions.

2 In this study, based on monthly data, t refers to the calendar month in which the bid was announced. In
studies based on daily data (as discussed in the literature review), t refers to the day of the bid
announcement.

3 For example, as discussed in Chapter 6, the abnormal returns to target company shareholders are in this
study calculated for a time period from eight months prior to the month of the bid announcement to one
month after (event window = (t-8, t+1)), while the parameters are estimated using 60 monthly observation
for the time period from 68 to 9 months prior to the month of the bid announcement (parameter estimation
period = (t-68, t-9)).
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INTRODUCTION

This thesis contains a comparative analysis of domestic UK acquisitions and

cross-border acquisitions into the UK over the 1986 to 1991 period. The focus is on

the wealth effect for bidding and target company shareholders, as well as on their

combined wealth, from both cross-border and domestic takeover bids for UK listed

companies.

Fatemi and Furtado (1988) gave three reasons why one might expect the level of

abnormal returns to bidders and targets to be systematically different in cross-border

and domestic acquisitions;

"Transnational acquisitions would not be any different from domestic

acquisitions, and therefore would not have any differential wealth effects, if

(1) the market for corporate control were not segmented across national

boundaries,

(2) the capital markets were not internationally segmented, and

(3) there were no net benefits (disadvantages) associated with

international diversification.

However, differential wealth effects may exist if any of these conditions do

not hold." (Fatemi and Furtado (1988), p. 364).

While a substantial amount of research has analysed the wealth effect of domestic

acquisitions, the existing literature on cross-border acquisitions seem to be more

limited. However, several papers based on US data, such as Wansley et al. (1983),

Tessema (1985), Shaked eta!. (1991), Harris and Ravenscraft (1991), Cebenoyan, et

al. (1992), Swenson (1993), and Cheng and Chan (1995), have suggested that target

company shareholders gain more in cross-border than in domestic acquisitions. This

has become known as the target company 'cross-border effect'. Prior to this study,

no similar research appears to have been undertaken based on the UK market.

Indeed, it appears that only two previous studies, Conn and Connell (1990, 1993) and



Fells (1993), have looked specifically at cross-border acquisitions into the UK.

However, with regard to their analysis of acquisitions into the UK, both studies were

rather narrow in focus, as neither study analysed the effect of cross-border acquisitions

into the UK by companies based outside the US, nor did they analyse domestic

acquisitions for comparison purposes. Consequently, neither Conn and Connell (1990,

1993) nor Fells (1993) were able to comment on the presence or otherwise of a target

company cross-border effect in the UK. This study aims to fill this gap in the existing

literature.

In addition, this thesis contains an analysis of the abnormal returns to the

overseas and domestic bidding companies. In competitive takeover markets, one

would expect target company shareholders to capture most of any gain from

acquisitions, with the level of abnormal returns to bidding company shareholders being

close to zero (Marr et al. (1993)). However, if target company shareholders are found

to receive higher premiums in cross-border than in domestic acquisitions, can this be

attributed to the target companies being worth more to overseas bidders than to

domestic bidders, or do foreign bidders pay too much? By analysing the level of

abnormal returns to shareholders of both overseas and domestic bidding companies,

as well as the differences in their returns, this study will cast light on this issue.

An analysis of target and bidding company shareholders separately, will not

necessarily (unless both target and bidding company shareholders are found to either

gain or lose) give an indication of whether or not takeover bids overall create or

destroy shareholder wealth. Consequently, a further area of research undertaken in

this study is an analysis of the combined abnormal returns to pairs of target and

bidding company shareholders in both cross-border and domestic acquisitions.

The research centres around the takeover bids for UK listed companies which

were announced on or after 1 January 1986, and for which the bid outcome was



known on or prior to 31 December 1991 4. For this 6 year time period, a total of 966

such takeover bids were identified; 208 (21.5%) by foreign entities, 756 (78.3%) by

British institutions, and 2 (0.2%) joint bids between domestic and overseas companies.

The aim of this study is to analyse the returns to shareholders of both target and

bidding companies in all the cross-border and domestic acquisitions subject to certain

exceptions detailed in Chapter 6. However, due to data limitations (due to not all

companies being listed, or insufficient share return data being available for an analysis

of certain companies), such a complete census analysis is not possible. Data is

available for 143 UK target companies and 71 overseas bidding companies in cross-

border acquisitions into the UK. Data is available for both targets and bidders in 55

cross-border acquisitions. With regard to domestic UK acquisitions, sufficient data for

analysis is available for 568 target and 414 bidding companies. Data is available for

pairs of targets and bidders in 356 domestic acquisitions. A full listing of the takeover

bids and the companies involved are provided in Appendix A for cross-border

acquisitions, and Appendix B for domestic transactions (Appendices are located at the

end of the thesis).

This study thus contains an analysis of the impact of acquisition announcements

on the wealth of shareholders in 1,196 companies engaged in domestic and cross-

border acquisitions into the UK during the 1986-1991 period. It is appreciated that

acquisitions have implications far beyond the wealth of the shareholders of the

companies involved. However, an analysis of the impact of acquisitions on other

stakeholders, such as employees, managers, customers, suppliers and the wider

economy, is beyond the scope of this thesis.

Chapter 1 contains a brief discussion of the level of takeover activity in the UK,

with particular reference to the takeover boom of the late 1980s. During the time

4 As discussed in Chapter 6, a complete set of Acquisitions Monthly (which is the source applied for
information on the bid announcements), was not available prior to 1986, while the 1991 cutoff coincides with
the start of this research project. However, as discussed in Chapter 1, this six year period is also of
particular interest due to the high level of both domestic and cross-border takeover activity in the UK.
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period of analysis in this study (1986 to 1991), a significant feature of the UK takeover

market was the high (and increasing) level of cross-border acquisitions of UK

companies.

The main aims of this study are to establish whether target and bidding company

shareholders gain from domestic and cross-border takeover activity, and to ascertain

whether the level of abnormal returns are different in cross-border and domestic

acquisitions. However, prior to the empirical analysis, it is worth considering some of

the theoretical arguments put forward as to why the level of abnormal returns to target

and/or bidding company shareholders may be systematically different in national and

transnational acquisitions. A discussion of such factors is contained in Chapter 2. The

variables considered include product market imperfections, government intervention

and regulation, capital market imperfections, segmented takeover markets and

international risk diversification. These variables provide some of the possible

explanations for the cross-border effects observed in this study. It is worth stressing,

however, that while this thesis sets out to establish if cross-border effects exist in the

UK (and whether these effects persist after controlling for some of the key

characteristics of the bids), this thesis does not attempt to test any of the theories

regarding the causes of such cross-border effects empirically. Indeed, as discussed

in Chapter 2, these theories are generally not empirically verifiable, and while the

empirical results in this study may lend support (or otherwise) to some of these

theories, formal testing has not been possible.

Some of the key literature regarding the impact of domestic acquisitions, is

reviewed in Chapter 3. While the main focus of this thesis is on takeover activity in

the UK, a discussion of studies based on the US has also been included. The US is

not only the largest takeover market in the world, but it was also the single most

important country with regard to cross-border acquisitions into the UK during the 1986-



1991 period5. Consequently, an awareness of the impact of domestic acquisitions in

the US will aid the analysis of takeover activity in the UK during the 1980s. While

target company shareholders appears to gain significantly in both markets, there is

some evidence to suggest that the abnormal returns to US bidders are superior to

those observed for UK bidders. However, controversy surrounds the area of returns

to bidders, and as stressed in the chapter, comparisons are fraught with difficulties due

to the different methods applied by different authors.

The existing literature on the shareholder wealth effects associated with cross-

border acquisitions is reviewed in Chapter 4. The analysis to date tends to be heavily

skewed towards the US market, with 21 of the 34 previous studies identified focusing

exclusively on the US companies (targets, bidders, or both) involved in takeover

activity. Consequently, there appears to be only 13 previous studies of cross-border

acquisitions which have included data for companies based outside the US. While the

US is the largest takeover market in the world, another motive for restricting the

analysis to this market may have been the difficulties involved in obtaining return data

for companies based in other countries. The majority of studies suggest that, at least

for acquisitions in the US, target company shareholder returns are higher in cross-

border than in domestic acquisitions.

The hypotheses tested in the empirical section of this thesis, are discussed in

Chapter 5. The hypotheses relate to the timing, the level, and the differences in the

levels of abnormal returns to targets, bidders, and pairs of target and bidding

companies in cross-border and domestic acquisitions. It is further hypothesised that

the level of abnormal returns will be influenced by the characteristics of the bid, such

as the bid outcome, the existence of competition in the bid, the revision of bid terms,

the method of payment, the presence of pre-bid stakes in targets by bidders, the

relative size of the target and bidding companies, and the size of the company in

5	 Acquisitions into the UK by US bidders account for approximately 22% of the cross-border acquisitions
analysed in this study.
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question.

Chapter 6 contains a discussion of the data sources and methodology applied in

the empirical part of the thesis. During the period of analysis, 208 cross-border and

756 domestic takeover bids for listed UK companies were announced. A few offers

were rejected from the analysis, due to their unusual characteristics. However, while

the aim was to analyse the impact of the bids on the wealth of both target and bidding

company shareholders in virtually all the domestic and cross-border bids, this proved

impossible due to data limitations. In particular, lack of data was a problem with

regard to the overseas bidding companies. However, by contacting various stock

exchanges and companies directly, data was obtained for 71 overseas bidders from

14 different countries. Data was also available for 143 UK target companies in cross-

border acquisitions. In order to ascertain whether takeovers overall create wealth,

data for both targets and bidders is required. In 55 of the cross-border acquisitions

was data available for matched pairs of bidders and targets. With regard to the

domestic acquisitions, data was available for 414 bidders, 568 targets and 356 pairs

of targets and bidders.

The analysis in this thesis is based on event study methodology. Three different

models are applied for establishing the level of abnormal returns to targets and

bidders, as well as for ascertaining the degree of difference in abnormal returns to

companies involved in cross-border and domestic acquisitions. These are the capital

asset pricing model, the market model, and the index model. (The cross-sectional

analysis as well as the analysis of joint abnormal returns to pairs of targets and

bidders is restricted to the index model abnormal returns). Parameters are estimated

using monthly data for a five year period from 68 to 9 months prior to the month of the

bid announcement (months t-68 to t-9, where t refers to the month of the bid

announcement), while abnormal returns have been calculated from t-8 to t+5 for

bidders and from t-8 to t+1 for targets and pairs of targets and bidders. The degree

of statistical significance of the abnormal return estimates are calculated using the t-



test for the capital asset pricing model and the index model, while the market model

returns are also tested using the Patel! Standardised Residuals test. Cross-border

effects have been tested using the t-test for differences in means.

Chapter 6 also contains a discussion of the methodological difficulties encountered

in this study. These problems include parameter estimation complications and 'thin'

trading, stock market size effects, establishing the level of bidding company returns,

and post-announcement 'drift' in abnormal returns to bidders.

The empirical results are discussed in the following three chapters. Chapter 7

contains an analysis of returns to target company shareholders. Target companies in

both cross-border and domestic acquisitions gained significantly from the bids. The

average abnormal return over the period from t-8 to t+1 exceeded +20% in cross-

border acquisitions and +16% in domestic acquisitions. While target company

shareholders gained more in cross-border than in domestic acquisitions, the target

company cross-border effect was generally not statistically significant. There were,

however, large variations in the level of returns to shareholders of different target

companies, with the level of abnormal returns being influenced not only by the

nationality of the bidder, but also by the characteristics of the bid. For example,

shareholders of UK target companies subject to cross-border takeover bids gained

significantly more in acquisitions by companies based outside the EC, while both sets

of target companies gained more where the bid included a full cash offer. The target

company cross-border effect appear to have been due to the higher proportion of

cross-border than domestic acquisitions involving a full cash alternative. Indeed, the

target company cross-border effect was no longer present once the method of

payment was controlled for.

The abnormal returns to shareholders of the bidding companies are analysed in

Chapter 8. Shareholders of overseas bidding companies lost as a result of their

companies' cross-border bids for UK listed companies, particularly during the months

following the bid announcement. The level of these losses were, however, highly



dependent on the test model applied. With the index modeI 6 , cumulative abnormal

returns (for the time period from t-8 to t+5) amounted to -5.34%. (The losses were

substantially larger, at -16.46%, using the market model). The negative abnormal

returns were particularly large for companies based in European countries who were

not members of the European Union.

The results for the domestic bidders are somewhat difficult to interpret, as the

models provide conflicting results. The index model suggests that domestic bidders

gained significantly prior to the bid, while encountering marginal abnormal losses after

the bid. (The market model indicates that large losses accrued to shareholders of UK

bidders). However, regardless of which model is applied, overseas bidding companies

are found to have performed significantly worse than domestic bidders. The negative

bidding company cross-border effect exceeds 11 percentage points. This cross-border

effect remains highly significant even when the different bid characteristics are taken

into account in the cross-sectional analysis. The generally poor performance of both

domestic and cross-border bidders over the period following the bid raise questions

regarding the merit of, and the motivation underlying, these transactions.

The joint abnormal returns to target and bidding company shareholders is

analysed in Chapter 9. Due to the generally much larger size of bidders than targets,

the abnormal return for each pair is weighted according to the relative market values

of the bidding and target companies. The results (using the index model for the period

from t-8 to t+1) reveals that both cross-border and domestic acquisitions created highly

significant shareholder wealth, with cumulative abnormal returns of +5.19% and

+8.08% in cross-border and domestic acquisitions, respectively. Thus, while target

company shareholders gained more in cross-border than in domestic acquisitions, this

6 As discussed in Chapter 6, the index model is believed to be the preferable model. Not only does this
model allow for the analysis of a larger sample than either the capital asset pricing model or the market
model (due to the less stringent data requirements), but also avoids some of the parameter estimation
problems encountered in this study (see section 6.5.1). As reported in Table 6.6, the average /3 value (using
either CAPM or the market model) is substantially below 1. This raises questions regarding the reliability
of these estimates. In addition, the average market model a for bidding companies were high, indicating
that the parameter estimation period, despite ending 9 months prior to the bid announcement, may not have
been a period of 'normal' returns.
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was more than offset by the negative abnormal returns to overseas bidders. The

negative overall cross-border effect was not, however, statistically significant.

A discussion of the key findings and the conclusions of the thesis are provided in

Chapter 10.



CHAPTER 1

CROSS-BORDER AND DOMESTIC TAKEOVER
ACTIVITY IN THE UK DURING THE 1980s

1.1.	 Summary 

The level of takeover activity in the UK rose rapidly during the latter half of the

1980s. Cross-border acquisitions into the UK contributed significantly to this takeover

boom, and in 1990 (when domestic takeover activity fell sharply), the value of

acquisitions of UK companies by foreign entities exceeded the value of domestic

transactions. (Business Briefing (1991a-1994b).

1.2.	 Introduction 

Cross-border takeover activity within Europe rose rapidly after the passing of the

Single European Act in 1985, as companies prepared themselves to operate on a pan-

European basis in a single market. Sir Leon Brittan, Vice-President of the European

Commission, stressed the importance of acquisitions for the success of the single

market:

"As we move towards the completion of the Community's internal market,

the future structure and competitiveness of European industry depend

largely on companies' plans for mergers, acquisitions and other lasting forms

of cooperation..." (as reprinted in Pringle (1991), p. 24).

Companies in the United Kingdom played an important part in the cross-border

takeover boom of the late 1980s, both as buyers of foreign companies, and as

recipients of bids from overseas companies. (Gray and McDermott (1988), Hippe

(1990), and Vernon (1993)).

1.3.	 Takeover activity in the UK

The level of takeover activity in the UK grew rapidly during the late 1980s. The



Figure 1.1

Total Value of Mergers and Acquisitions in the United Kingdom -
Domestic and Cross-Border 1969 - 1995*

* Data for 1995 restricted to first six months.
Expenditure on initial payments for acquisitions and mergers by industrial and commercial companies within
the UK compared to value of cross-border acquisitions and mergers in the UK by overseas companies. The
values include payment in complete acquisitions for both private and public UK companies. The values have
not been adjusted for inflation. Source: Cooke (1988), Business Briefing (1991a-1994b), and CSO (1995).

total value of acquisitions of companies in the UK rose from approximately £2.5 billion

in 1983 to a peak of just under £38 billion in 1989. As can be seen from Figure 1.1,

to a large extent this takeover boom was fuelled by cross-border acquisitions into the

UK. From 1988 onwards, cross-border takeovers have accounted for at least 20% of

the total value of takeovers in the UK. Indeed, in 1990, takeovers by foreign entities

accounted for 58% of the total value of acquisitions in the UK.

Several researchers (e.g., Crook (1995), Dewenter (1995b) and Simpson (1996))

have attempted to explain the volatile nature of takeover activity. Brealey and Myers



(1988) argued that periods of intense acquisition activity "...coincided with a period of

buoyant stock prices... [Peaks in takeover activity] must somehow be associated with

high stock prices" (p. 817) 7. Other factors which have been found to have an

importance, particularly on the level of cross-border takeover activity, include product

market imperfections, government regulation and regulatory policies, and capital

market imperfections. These factors are discussed in Chapter 2. However, it should

be noted that the focus of this thesis is on the wealth effects associated with domestic

and cross-border acquisitions, not on the motives underlying acquisitions or on the

cyclical nature of takeover activity.

1.4.	 Conclusion 

During the late 1980s, there was a major increase in the value of takeover activity

in the UK. A significant feature of this takeover boom, was the increasing importance

of cross-border acquisitions into the UK. Indeed, in 1990, the value of such cross-

border acquisitions exceeded the value of domestic UK takeovers. However, despite

the significant scale of cross-border acquisitions into the UK during the 1980s takeover

boom, little is known regarding the impact of these transactions on the wealth of the

shareholders of the companies involved. This study aims to fill this gap.

In the following chapter, some of the motives for cross-border acquisitions, and

some of the factors which may cause the impact on shareholder wealth to be

systematically different in domestic and cross-border acquisitions, are reviewed.

7 Analysis (based on data from Datastream and Business Briefing) of correlation coefficients between the
percentage annual change in the level of the FT All Share Index and the value of completed acquisitions
in the UK during the 1970 to 1993 period confirm that takeover activity is associated (although fairly weakly)
with the level of the stock market index (correlation coefficient between overall takeover activity in the UK
and the stock market index was +0.111). However, while a positive correlation coefficient was observed for
domestic acquisitions (+0.167), the value of cross-border acquisitions into the UK was negatively correlated
with the stock market index (-0.311). From this (admittedly limited) analysis, it thus appear that overseas
bidders became more active when UK share prices were falling. A full analysis of the causes for the
correlation (whether positive or negative) between the level of the stock market index and the level of
takeover activity is, however, beyond the scope of this research.
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CHAPTER 2

FACTORS WHICH MAY CAUSE WEALTH EFFECTS
TO BE SYSTEMATICALLY DIFFERENT IN CROSS-

BORDER AND DOMESTIC ACQUISITIONS.

2.1.	 Summary 

This chapter contains an overview of some of the complications involved in cross-

border acquisitions, and a discussion of factors suggested in the literature as being

driving forces motivating companies to acquire abroad. The areas of motives (which

potentially may help explain why cross-border and domestic acquisitions may be

associated with differential wealth effects) reviewed in this chapter are product market

imperfections, government intervention and regulatory policies (including issues

regarding market access and taxation), capital market imperfections (in particular,

factors regarding exchange rates and price/earnings ratios), segmented takeover

markets and international risk diversification. As indicated in the chapter, the motives

are generally not mutually exclusive, and empirical analysis is fraught with difficulties.

The existing 'evidence' is generally inconclusive, and the cause of cross-border effects

still remain a controversial issue.

2.2.	 Introduction 

As explained by Fells (1993), "in the domestic mergers and acquisitions literature,

firm-value maximization, managerial self-interest, and hubris have been well

established as motives for mergers and acquisitions". 8 (p. 3). These factors may also

act as motives in cross-border acquisitions. This chapter, however, will focus on the

8 For a discussion of managerial self-interest in acquisitions, see e.g., Jensen (1986a and 1986b),
Weidenbaum and Vogt (1987), Allen and Cebenoyan (1991), Firth (1980 and 1991), and Petry and Settle
(1991). Firth (1991), for example, found the management of bidding companies to gain significantly from
acquisitions, even when the transactions resulted in losses to bidding company shareholders. With the
separation of ownership and control, there is a danger of agency conflict (Berle and Means (1932)). Petry
and Settle (1991), however, argued that their results "...fail to manifest an agency problem". (p. 99). The
hubris hypothesis (that bidders pay too much due to overconfidence) was developed by Roll (1986). A
related theory is the 'winners curse' hypothesis, as discussed by Varaiya (1988).
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differences between domestic and cross-border acquisitions, with the aim of

establishing potential reasons as to why abnormal returns to target and/or bidding

company shareholders may be systematically different in domestic and cross-border

acquisitions. This is done by reviewing some of the difficulties associated with cross-

border acquisitions, as well as some of the main motives for cross-border acquisitions

suggested in the literature9.

2.3.	 Difficulties encountered in cross-border acquisitions 

There are several potential advantages of cross-border acquisitions, as discussed

in section 2.4. However, there are also numerous problems which are likely to make

cross-border acquisitions more time consuming and costly to execute than domestic

acquisitions.

Prior to launching a cross-border bid, it is important that not only the target

company be analysed in depth; the country in which the target is based also needs to

be studied in detail. With reference to international investment, Cooke (1988) argued

that when contemplating foreign direct investment (FDI) such as international

acquisitions,

"... a whole new range of decisions must be made which do not have a

domestic counterpart, including:

1. The raising of funds in one market for investment in another. ...

2. Additional complexities of exchange rate changes on the value of

assets.

9 The aim of this chapter is to establish some of the potential causes for differential wealth effects being
associated with cross-border and domestic acquisitions. Consequently, a full review of takeover motives
in general (which are common to both domestic and cross-border acquisitions) will not be discussed in this
chapter. See Steiner (1975), Goldberg (1983), Cooke (1986), Brealey and Myers (1991) and Pike and
Neale (1993) for a discussion of such motives, which include economies of scale, economies of scope
(synergies), exploitation of unused tax shield, acquisition of key resources, growth, elimination of
inefficiencies, as well as "...dubious reasons..." (Brealey and Myers (1988), p. 799) such as diversification,
inflate earnings per share, and lowering financing costs.
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3. The dangers that even if the project is successful, a foreign

government may not have sufficient foreign exchange to permit the

remittance of capital, dividends, interest, fees or royalties.

4. The complexities of assessing economic and political framework of the

host country and the probability of changes in that environment.

5. The danger of expropriation of assets by a foreign government.

6. Managing businesses which are a considerable distance from head

office. ...

7. Tax complications, including discrimination against cross-border

transactions. ...

8. The problems of assessing financial information on a global basis...

9. The problem of investing in a country which has substantial

government control over foreign investment. ...

10. Specific exchange control regulations constraining cross-border

transactions.

11. Problems generated by operating in an overseas country such as

language, customs and communications.

12. Legal barriers between countries which make it difficult to integrate an

overseas investment successfully.

13. A consideration of which capital markets to raise funds from.

14. A consideration of debt/equity ratios (thin capitalization) which may be

imposed by foreign governments." (Cooke (1988), pp. 5-6).

While not all of these factors may be of significance for acquisitions into a stable,

developed country such as the UK, most of them still need to be considered.

Brown and MacLachlan (1991) added the complexity caused by different

legislative regimes operated by different countries;



"The company buying in another country often faces unfamiliar acquisition

and tender rules that diametrically clash with the scheme in its homeland.

Satisfying two or more jurisdictions to complete a deal requires deft legal

strategy or accommodation from regulators case by case". (p. 57).

The complications of international acquisitions 10 , as outlined above, are likely to

make such transactions significantly more time consuming (and expensive) to plan and

implement than domestic acquisitions. Indeed, as argued by Feils (1993),

"a foreign firm will have larger transaction costs to combine the two firms

than a domestic firm given that a domestic firm has an inherent advantage

over a foreign firm due to its knowledge of the local language, culture, and

business environment. The agency costs of monitoring and bonding ... are

likely to be higher for multinational firms than for purely domestic firms given

the geographical and cultural distance between the acquiring and the target

firm". (p. 11).

In Chapter 4, it can be seen (e.g., Table 4.2) that the majority of studies (generally

focusing on the US) have found target companies to gain more when the bidder was

foreign compared to when the bidder was a domestic firm. However, if, as argued by

Cooke (1988), cross-border acquisitions are so complicated to carry out, why do they

take place at all, and indeed, why are foreign bidders prepared to offer such high

takeover premia for their target companies considering the high cost of mounting

international bids? Feils (1993) argued that "foreign acquiring firms, whose goal is the

maximization of firm value, must ... have some unique international advantages in

order to be able to offset the inherent advantages of the domestic firms". (p. 12). As

mentioned above, the acquisitions literature offers a vast range of plausible motives

for takeovers. This chapter, however, sets out to discuss the motives or 'unique

international advantages' associated with cross-border acquisitions.

10	 Coopers and Lybrand (1989) provides a detailed analysis of the specific problems relating to cross-border
acquisitions into the various EC countries.
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2.4.	 Possible advantages derived from cross-border acquisitions 

A number of possible motives for cross-border acquisitions have been identified

in the literature. For example, Weston, Chung and Hoag (1990) discussed ten

different motives for international acquisitions. These are

1. Market growth,

2. Technology exploitation,

3. Product differentiation,

4. Government policy circumvention,

5. Exchange rate risk reduction,

6. Political and economic stability,

7. Cheaper labour costs and/or more efficient labour,

8. Following clients,

9. Business diversification, and

10. Seeking resources.

For a further discussion of motives for cross-border acquisitions, see e.g., Khoury

(1980), Ajami and Ricks (1981), Kish and Vasconcellos (1993), and Vasconcellos et

al. (1990).

While these motives are interesting (and some will be covered in the discussion

below), they do not generally on their own help explain why abnormal returns may be

systematically different in domestic and cross-border acquisitions. In the literature on

cross-border acquisitions, several explanations for cross-border effects have been

suggested, such as

imperfections or costs in product or factor markets,

government intervention and regulatory policies,

differences in capital markets,

differences in takeover markets, and

effects of international risk diversification (Fatemi and Furtado (1988), Harris

and Ravenscraft (1991)).



These factors are discussed below in sections 2.4.1 to 2.4.5.

2.4.1.	 Product market imperfections

A potential motive for cross-border acquisitions may be to enter markets perceived

to have a cost advantage due to cheaper raw materials, lower costs of production, and

cheaper and/or more efficient labour (Weston et al. (1990)). Calvet (1981) put forward

that "...foreign direct investment would flow from high-labor-cost countries to low-cost

countries in the pursuit of cost minimization". (p. 45). However, as argued by

Kindleberger (1969),

"...cheaper costs abroad than at home are not enough. What must be

explained is why production abroad is not undertaken by local

entrepreneurs, who have an inherent advantage over outside investors.

There must be a more than compensating advantage on the part of the

foreigner before direct investment will be called forth". (p. 13).

Rugman (1975) elaborated, and argued that,

"the advantage possessed by the multinational firm must be a true monopoly

advantage, that is, one which cannot be acquired by host country firms...

The multinational firm has the difficulty and expense of being far removed

from the local market... To summarize, if there were perfect competition in

the market for goods and factors there would be no direct investment." (p.

569).

A similar view was expressed by Hymer (1976), who argued that "if we wish to

explain direct investment, we must explain control". (p. 23). Foreign direct investment,

of which cross-border acquisitions is one form, tends to be motivated by the wish to

exploit a unique, firm specific asset or ability which can not easily be exploited without

direct investment (Hymer (1976), Weston eta!. (1990)). "If the market is imperfect, the

owner may not be able to appropriate fully the returns to the ability unless he controls

its use". (Hymer (1976), p. 26).
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"There may be other considerations: whether the patent or industrial secret

is adequately protected by the license, or whether at the expiration of the

agreement the licenser will find his secret gone; possibilities which it might

be illegal to protect against through agreement but which are safeguarded

through ownership". (Kindleberger (1969), p. 18).

If any of these issues are of serious concern, the company may wish to acquire abroad

rather than to licence the intangible asset to others. While cross-border acquisitions

may be undertaken in order to exploit product market imperfections, there is little

empirical evidence to suggest that this is a major factor.

Product diversification through cross-border acquisitions is uncommon (Caves

(1971) and Shore (1990)). According to Caves (1971), "...a firm would not invest

abroad while profitable opportunities remained for the exploitation of scale economies

in production or sales in the home market". (p. 12). Economies of scale are often cited

as a major motive for domestic acquisitions (Brealey and Myers (1991)). However,

despite cross-border acquisitions being mainly horizontal (Shore (1990)), "arguments

from economies of scale - a common justification for domestic mergers - are not

important motives for foreign direct investment". (Pringle (1991), p. 9). In addition,

research by Jacquemin et al. (1989) on cross-border acquisitions within the EC

revealed little evidence to suggest that these transactions resulted in greater

efficiencies or that economies of scale or monopoly powers were exploited.

It has not been possible in this thesis to test the degree to which product market

imperfections have acted as a motive for the cross-border acquisitions studied. Such

an analysis would require a very detailed analysis of each individual transaction in

order to establish what special advantages each overseas bidder possessed. Such

data was not available in this study, which is based on a large scale statistical

analysis. If cross-border acquisitions have been undertaken in order to exploit some

specific advantage, one would expect the overseas bidders to gain from their cross-

border acquisitions into the UK. However, while the presence of positive abnormal
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returns to bidders would be consistent with the predictions of the product market

hypothesis, the presence of such abnormal returns would not be sufficient to verify the

theory, as other factors may influence the level of abnormal returns.

2.4.2.	 Government intervention and regulatory policies

A further category of market inefficiencies of potential relevance to cross-border

acquisitions, relates to government intervention and regulatory policies. Pringle (1990)

argued that,

"the motives behind FDI are different from those usually said to justify

domestic mergers. ... FDI into industrial countries has always been

dominated by ... [one] motive, i.e. market access." (p. 9).

The need for market access would generally not be a sufficient motive to warrant

cross-border acquisitions if domestic markets were fully open to unrestricted import or

export. However, due to government intervention, foreign markets may not be fully

accessible without direct investment. A possible objective of international acquisitions,

may be to circumvent government policy. With regard to cross-border takeovers,

market access and taxation policies are probably the two most important areas

influenced by government policies (Weston et al. (1990)).

a) Market Access

International takeovers may be motivated by a need to operate locally to avoid

(perceived or real) trade barriers. This appears to have been an important issue in the

cross-border takeover activity in Europe during the late 1980s. During this period,

particularly non-EC European companies were actively acquiring companies within the

community before the introduction of the Single Market". At the time there appeared

to be a common fear of the EC turning into a 'Fortress Europe'.

11 As is discussed in Chapter 6, while US companies were the largest single group of bidders for UK listed
companies, a large number of cross-border acquisitions into the UK over the 1986-1991 period were also
made by companies based in e.g., Sweden and Switzerland.
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"Moves to create a well functioning internal market in Europe are, it is often

thought by outsiders, part of a hidden agenda that will inevitably lead to

policies creating a Fortress Europe. As internal barriers go down, so

external barriers may, it is feared, rise. The distinction between "us" and

"them" can lead to a situation in which "they" are excluded from "our"

markets." (Geroski and Vlassopoulos (1990), p. 23).

A similar view is expressed by Hannah (1990), who argued that,

"the pressures of 1992 will intensify both intra-European merger activity and

overseas interest in gaining a foothold inside 'Fortress Europe' or whatever

liberal regime emerges." (p. 161).

This may help explain the rapid increase in takeover activity, and particularly cross-

border takeovers, into the UK during the late 1980s (as depicted in Figure 1.1).

It is unclear what impact the need for market access will have on the relative

levels of abnormal returns in domestic and cross-border acquisitions. It may be

anticipated, however, that market access is so important to bidders based outside the

EC that they are prepared to pay higher takeover premiums for UK targets than are

domestic bidders (or cross-border bidders based inside the EC). If so, one would

expect target company abnormal returns to be higher in cross-border acquisitions by

non-EC bidders than in acquisitions by other bidders. Thus, there is a possibility that

the level of abnormal returns to UK target companies in cross-border acquisitions will

differ depending on whether the overseas bidder was located inside or outside the EC.

This issue is analysed in Chapter 7.

If market access is valuable (and is recognised as such by shareholders),

overseas bidding companies may still experience positive abnormal returns (or at least

equal or superior abnormal returns to those observed for local bidders), even if paying

a higher premium for their takeover targets. The abnormal returns to bidders is

analysed in Chapter 8.



b) Taxation

Tax issues are likely to be a factor in cross-border acquisitions. A full discussion

of the complex tax issues related to such transactions is outwith the scope of this

thesis12.

By operating in more than one country, profits may (as far as local tax legislation

permits) be transferred between countries in order to minimise total tax liability for the

group as a whole. This may give the international company a tax advantage.

With regard to the US market, Scholes and Wolfson (1990) argued that the tax

reforms of 1981 and 1986 were likely to have had a different impact on the fortunes

of domestic and cross-border bidders. It was argued that the 1981 Economic Tax

Recovery Act "...imposed many ... taxes that put foreign investors at a disadvantage".

(Servaes and Zenner (1990), p. 5). The 1986 Tax Reform Act redressed some of this

discrimination and, according to Scholes and Wolfson, reduced the bias against foreign

bidders.

As discussed further in chapter 4, researchers such as Servaes and Zenner

(1990), Manzon et al. (1994), Dewenter (1995a) and Doukas (1995a) found some

support for the tax argument 13. However, such findings were not uniform. For

example, Harris and Ravenscraft (1991) and Markides and lttner (1994) did not find

changes in the US tax system to be of importance in their analysis.

Although the standard rate of corporation tax in the UK has been and still is fairly

high 14 , there are numerous legal ways of reducing the tax bill. Foreign bidding

companies may still find advantages in the UK tax system, as

12	 For a good and brief discussion of the tax implications of acquisitions in various countries, refer to Karls,
(1992).

13 Servaes and Zenner found US target companies in cross-border acquisitions to gain more when the US tax
system was favourable to foreign bidders (pre 1981 and post 1986). However, while the finding of a fall in
abnormal returns after 1981 and an increase after 1986 is consistent with the tax explanation, there is a
possibility that this time variation was not caused by the changing tax laws, but rather by some other, as
yet unspecified, variable related to time. Thus, while the level of abnormal returns appear to be correlated
to the US tax regime operated at the time, one should be careful in inferring causation.

14 The standard rate of corporation tax in the UK was reduced from 40% in 1985 to 35% in 1986. The rate
was further reduced to 34% in 1990 and to 33% in 1991, which is the rate still applicable today. (Farrington
(1995), p. 28).
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"... the UK has the largest network in the world of taxation agreements with

other countries. These agreements, among other things, reduce or eliminate

tax on dividend, royalty and other types of payment between countries."

(Blackstone, Franks and Thakrar (1986), p. 1).

In their report, Blackstone et al. (1986) argued that the UK could be used

successfully by foreign companies as a tax haven.

"The UK has been used as a tax haven ... for many years, in order to

shelter, completely free of tax, profits earned outside the UK. In this

respect, it is undoubtedly the finest "pure" tax haven in the world."

(Blackstone et al. (1986), p. 1).

Thus, it does not seem likely that the British tax system will deter foreign companies

from acquiring companies in the UK. However, little evidence seems to be available

suggesting the UK tax system attracts overseas bidders to the UK.

If overseas bidders have tax advantages (or disadvantages) relative to domestic

bidders, this may help explain why differential wealth effects may be encountered by

domestic and overseas bidders. It is less clear how such tax advantages or

disadvantages may affect the level of abnormal returns to target company

shareholders. While a tax advantage may give an overseas bidder a financial

advantage relative to local bidders, it is unclear if and why overseas bidders would

pass (part or all) of this tax advantage on to target company shareholders.

The impact of tax regimes on the relative level of abnormal returns to target and

bidding company shareholders from domestic and cross-border acquisitions thus

remains to be fully determined. This study contains an analysis of overseas bidding

companies based in 14 different countries, and UK target companies acquired by

companies based in 22 different overseas countries 15. An analysis of the impact of

taxation on the level of abnormal returns to targets and bidders in cross-border

15	 As discussed in Chapter 6, the difference in the number of countries covered in the analysis of cross-border
targets and cross-border bidders, is due to the different sample sizes, caused by data limitations.
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acquisitions into the UK would thus require a detailed analysis of the tax regimes in

these countries (including any changes during the 1986 to 1991 period), as well as a

study of any tax treaties between the UK and the overseas countries. Such an

analysis has not been pursued in this study, although this is an area which could

benefit from further research.

2.4.3.	 Capital market imperfections

The third category of motives for cross-border acquisitions is related to

imperfections and asymmetries in capital markets (Harris and Ravenscraft (1991)). In

particular, variations in exchange rates and differences in price/earnings rations, it is

alleged, provide some companies with cheaper capital than others, thus giving them

a financial advantage. This is discussed in the following paragraphs.

a) Exchange Rates

One explanation offered in the literature regarding the flow of cross-border

acquisitions and the different level of abnormal returns to companies involved in

domestic and cross-border acquisitions, relate to exchange rate fluctuations. As

discussed below, there are a number of problems associated with this explanation.

Caves (1988) found the level of cross-border investment into the US to decrease

when the dollar was strong relative to other currencies. Similarly, Rao (1988), the

Economist (1992f) and Swenson (1993) noted that the level of cross-border

acquisitions into the US was higher at "...times when the U.S. dollar was relatively

weak". (Swenson, p. 258). Morgan and Morgan (1991) argued that,

"when a currency fluctuates ... there are bound to be times at which it is

under-valued, and these will provide bargain-hunting opportunities for

overseas companies". (p. 66).

A problem with this argument is the inherent assumption that it is possible ex ante to

determine whether a currency is over- or under-valued, and whether the shift in
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exchange rates is transitory or permanent.

Froot and Stein (1991) developed a theory based on market inefficiencies to

explain the negative correlation they observed between the strength of the US dollar

and the value of cross-border investment into the US.

"...When there are informational asymmetries about an asset's payoffs, it will

be costly or impossible for entrepreneurs to finance the asset solely with

externally obtained funds. The more net wealth an entrepreneur can bring

to such an "information-intensive" investment, the lower will be his total cost

of capital... To the extent that foreigners hold more of their wealth in

nondollar-denominated form, a depreciation of the dollar increases the

relative wealth position of foreigners and hence lowers their relative cost of

capital. This allows them to bid more aggressively for assets." (p. 1194).

The second part of Froot and Stein's argument is fraught with problems. While

Froot and Stein found cross-border investments into the United States to rise when the

dollar exchange rate fell, American firms were still acquiring firms abroad, even if they

(according to Froot and Stein's theory) should then have been at a cost disadvantage.

As pointed out by Adler (1993), "...Froot and Stein could not find any association

between outward U.S. FDI and the exchange rate". (p. 251). Neither Rosengren

(1988) nor Healy and Palepu (1993) found the exchange rate to be successful at

explaining flows in cross-border acquisitions. Healy and Palepu concluded that

"...there are no serious informational imperfections across countries for equity

investment". (p. 248).

Leaving aside the arguments as to whether or not changes in the exchange rate

may help explain the number or total value of cross-border acquisitions, a further issue

which needs to be considered, is whether exchange rate fluctuations may have an

impact on the level of abnormal returns to target and/or bidding company shareholders

in cross-border acquisitions.

As discussed further in chapter 4, several papers such as Servaes and Zenner
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(1990), Harris and Ravenscraft (1991), Swenson (1993) and Kang (1993) found target

company shareholders to have gained more in cross-border acquisitions when the

currency of the predator's home country was 'strong' 16 relative to the target

company's currency, compared to when the reverse was the case. It should be noted,

however, that not all researchers have supported the currency argument. For

example, Cebenoyan et a!. (1992), Feils (1993), and Dewenter (1995a) did not find the

strength of the currency to have had a significant impact on the level of abnormal

returns.

Cakici eta!. (1991) argued that "while a devalued dollar might enable the foreign

buyer to acquire an American firm at a discount, the dollar cash flows subsequent to

the merger are correspondingly less valuable when converted back into the foreign

currency at the current exchange rate. Thus, a low foreign exchange value of the

dollar does not justify high prices for American target firms". (p. 45). A similar view

was expressed by McCulloch (1993, pp. 41-42). In addition, it is unclear why, as

indicated by the results of Servaes and Zenner (1990) and Harris and Ravenscraft

(1991), the bidder appears to pass on the apparent exchange rate benefit to target

company shareholders. If there is no discrimination against e.g., foreign bidders

acquiring in the US, foreign bidders should be able to acquire US companies by

paying takeover premiums similar to those offered by local bidders. Ceteris paribus,

it should thus not be necessary for foreign bidders to offer superior takeover

premiums. Consequently, the target company cross-border effect may not be directly

attributable to an exchange rate effect. The question of whether exchange rates have

an impact on the level of abnormal returns thus remains a controversial issue. This

may be an interesting area for future research, although even if abnormal returns and

16 Harris and Ravenscraft (1991) "...measure the strength of the buyer's home currency relative to the U.S.
dollar as the proportionate deviation from the average exchange rate for the sample period" (p. 832), while
Swenson (1993) applied a dummy variable approach whereby the currency was classified as strong when
the exchange rate was above the average exchange rate for the sample period. While such approaches
allow for an ex post classification of the strength of the currency, this approach relies on data unavailable
at the time of the acquisition. While it is possible with hindsight to determine the strength of the currency,
it is presumably significantly more difficult for bidding companies to determine, at the time of the bid, whether
the currency is strong or weak.
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exchange rates are found to be correlated, the cause of such a link may be difficult to

ascertain.

b) Price/Earnings Ratios

Another capital market factor which has in the literature been linked to cross-

border acquisitions, is the price/earnings (PE) ratio. Aliber (1970) argued that

differences in PE ratios (or in his terminology, capitalization ratios) may explain cross-

border acquisitions.

"Source-country firms capitalize the same stream of expected earnings at

a higher rate than host-country firms. This difference in capitalization rates

result because the market attached different capitalization rates to income

streams denominated in different currencies. Source-country firms are likely

to be those in countries where capitalization rates are high; host-country

firms are those in countries where capitalization rates are low." (Aliber

(1970), P. 28).

This argument fits in with Caves (1990), who, in addition to establish that the level

of cross-border takeover activity into the UK was inversely correlated with the strength

of the dollar, also found that more cross-border takeovers took place when the equity

security prices in the source country were high relative to the level of equity prices in

the US.

There are, however, problems with Aliber's theory. For example, Aliber's theory

does not help explain why, for example, American companies acquire British firms at

the same time as UK based firms are engaged in acquisitions in the US (Hamill

(1991a)). The logical conclusion from Aliber's theory, is that, ceteris paribus, cross-

border investments should only flow in one direction at the time. In addition, Aliber's

argument implicitly assumed that stock markets can consistently be fooled 17 . If

17 This is possibly a reflection of Aliber's work now being fairly dated. It is worth noting that Aliber's work is
based on observations prior to the main theoretical developments on the efficient markets hypothesis (see
e.g., Fama (1970)).
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earnings from a company in a low capitalisation ratio country would be capitalised at

the rate of the acquiring company's higher rate, the market would be inefficient. (The

same principle applies to domestic takeovers; earnings of the combined company

should be valued by the stock market on the basis of a weighted average PE ratio,

and not that of the acquiring company) 18 . It is unlikely that stock markets will

consistently make such mistakes. The extent to which differences in capitalisation

ratios provide some companies with 'cheap' capital, giving them a competitive

advantage in takeover markets, thus remains an open issue.

A further problem with Aliber's model may be that it relates to countries with

high/low average PE ratios, rather than to the PE ratios of companies within countries.

Thus, for example, while Japanese companies on average have high capitalisation

ratios, there are large variations in PE ratios between the various companies in the

Japanese market. An analysis of the impact of country-wide PE ratios on the level of

abnormal returns is therefore likely to be of limited value, and has not been undertaken

in this study.

2.4.4.	 Segmented takeover markets

Segmented takeover markets may also provide incentives for cross-border

acquisitions. Fatemi and Furtado (1988) argued that domestic and cross-border

acquisitions may produce different levels of abnormal returns if markets for corporate

control are segmented across national boundaries. Fatemi and Furtado argued that

"if the market for corporate control is not as competitive elsewhere as it is

in the home country, then the acquiring firm may be able to make foreign

acquisition bids at advantageous terms without having to worry that its low

bid will attract a competitive bidder". (p. 364).

Considering the significant scale of domestic and cross-border takeover activity

18	 The combined company may have different growth prospects than the weighted average of the two firms.
If so, PE ratios may justifiably differ from the weighted average.

- 45 -



into the UK (Business Briefing (various issues), Cooke (1988)), it is unlikely that this

market is sufficiently 'segmented' to allow overseas bidders to acquire UK assets at

below their 'fair value'. In order for 'bargains' to be available to overseas bidders, the

UK takeover market would not only have to be inefficient, but the valuation of UK

companies would also have to be inefficient. There appears to be little evidence to

suggest that this is the case. Conn and Connell (1990) predicted that US companies

acquiring in the UK would perform better than UK companies acquiring in the US

(likewise, US targets would gain more than UK targets), as the British takeover market

was perceived by the authors to be less efficient than the American one 19. However,

such an assumption was only weakly supported by their evidence. While US bidders

did perform marginally better than the British ones (and US targets gained more than

the UK ones), both British and American bidders appear to have lost substantially from

the cross-border acquisitions. Indeed, contrary to what one would expect if their

predictions were valid, Conn and Connell found US bidders to have performed worse

in cross-border acquisitions into the supposedly less efficient UK market, than they did

in domestic US acquisitions 20. Thus, their study provides little empirical evidence to

support the argument that segmented takeover markets may explain the different

levels of abnormal returns in domestic and cross-border acquisitions.

This study analyses, as far as data allows, the difference in the level of abnormal

returns in cross-border acquisitions depending on the nationality of the bidder. This

analysis of national variations provides some insight into the segmented markets

hypothesis. The empirical analysis in Chapters 7, 8 and 9 highlights some interesting

national variations within the area of cross-border acquisitions into the UK. This study

may therefore provide some insight into the question of segmented takeover markets.

19	 As is discussed further in chapter 4, the assumption that the US takeover market is more efficient than the
UK one, is questionable.

20	 It should be noted, however, that Conn and Connell did not study domestic US acquisitions, but rather made
a general comparison to findings from other studies based on US data.
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2.4.5	 International risk diversification

The final benefit of cross-border acquisitions assessed in this chapter, is that

associated with international risk diversification. Sudia (1992) summarised the

diversification argument by stating that,

"there is little or no disagreement over the positive effects of risk reduction

as a result of diversification... The debate continues, however, over whether

or not it is most advisable to diversify internationally using direct investment

through the diversification of a multinational corporation's real assets, or to

diversify indirectly by investing in internationally oriented mutual funds or by

personally investing in the equity of foreign firms". (p. 68).

If shareholders can diversify internationally cheaply and efficiently themselves21 (by

e.g., buying shares directly in overseas companies), the international risk diversification

provided through corporate cross-border acquisitions may not create shareholder

wealth. Markides and Ittner (1994) argued that,

"...the mere presence of benefits to international portfolio diversification does

not imply that international diversification at the corporate level is also

beneficial". (p. 345).

Similar views were expressed by Hymer (1976), Jacquillat and Solnik (1978), Brewer

(1981) and Fatenni (1984). Michel and Shaked (1986) went further, arguing that

"...domestic corporations appear to have a superior risk-adjusted performance". (p. 95).

However, Hughes et al. (1975), Hymer (1976), Hisey and Caves (1985) and

Markides and Ittner (1994) argued that, under certain circumstances, investors could

benefit from international corporate diversification through cross-border acquisitions.

Hymer argued that "the main reason why the firm may do it rather than leave it to

shareholders may be that it has more information". (pp. 40-41). If a company is better

informed than its investors, the company may be able to make better investment

21	 See e.g. Solnik (1974) and Davis (1991) for a discussion of the benefits available to investors from
diversifying internationally.

- 47 -



decisions than its shareholders. Markides and Ittner added that "...the multinational

corporation is performing a valuable service to investors in that it allows them to

diversify their portfolios indirectly. (p. 346). Thus, one would expect corporate

international diversification still to have the potential of being beneficial to

shareholders, in particular if the acquisition price is very favourable, or if shareholders

are unable to cheaply acquire shares abroad, which may be the case for e.g., small

investors. As there may be some benefits to shareholders of corporate international

diversification, one would expect, ceteris paribus, the stock market to react at least as

favourably to cross-border as to domestic bidders.

2.5.	 Conclusion 

Kang (1993) argued that,

"since the theory of FDI posits that imperfections in product markets, factor

markets, and capital markets give multinational firms a competitive

advantage over local firms in the host country [Kindleberger (1969), Caves

(1971), Hymer (1976), and Froot and Stein (1991)], cross-border

acquisitions are likely to create more wealth than domestic acquisitions.

Since targets tend to reap more of the benefits of the acquisitions, the

theory suggests the wealth gains to targets of ...[foreign] firms are larger

than those to targets ...[in domestic acquisitions]". (p. 348).

This chapter contains an evaluation of imperfections in international markets which

may act as a motive for cross-border acquisitions. These imperfections include

product market imperfections, government intervention and regulatory policies such as

market access and taxation, capital market imperfections regarding exchange rates

and price/earnings ratios, segmented takeover markets and international risk

diversification.

If product markets are inefficient, bidding companies may reap benefits (such as

cost savings) from operating abroad. However, testing such a hypothesis is fraught



with difficulties, as any positive abnormal return to cross-border bidders, if present, can

not be directly attributable to exploitation of product market inefficiencies.

Cross-border acquisitions may also be motivated by a need or a desire to

establish a presence within a restricted trading area. With regard to the UK, there is

thus a possibility that bidding companies based outside the EC are prepared to pay

higher prices for UK targets, or performing better themselves (due to the value of

market access) than either cross-border acquisitions within the EC or domestic UK

acquisitions. This is analysed in the empirical section of this thesis.

Different tax systems in different countries may have an impact on the level of

abnormal returns to targets and bidders, although the evidence so far is inconclusive.

The effect, if any, of exchange rate changes and varying price/earnings ratios on the

different level of abnormal returns in domestic and cross-border acquisitions, is open

to debate. As discussed in the chapter, both arguments rest on an assumption of

capital markets being inefficient and that these inefficiencies are readily identifiable and

exploitable by bidding companies. Such an assumption is questionable (Fama (1991)).

If takeover markets are segmented along national boundaries, overseas bidders

may be able to take advantage of inefficient markets by acquiring undervalued

companies. There is, however, little evidence to suggest that the UK takeover market

is inefficient, and this may be a relatively unimportant motive for cross-border

acquisitions into the UK.

Finally, cross-border acquisitions may be undertaken in order to achieve

international risk diversification. However, while there is little disagreement that

investors benefit from international investment (Solnik (1974) and Davis (1991)), more

controversy surrounds the issue of whether shareholders benefit from corporate

international diversification. Markides and Ittner (1994) argued that "...at least at a

theoretical level, it is possible that international acquisitions provide benefits to the

firm". (p. 346). The extent to which these benefits have been found to be present in

empirical studies, and if so, whether they tend to be reaped by the target or bidding



company shareholders, is discussed in the review of the existing literature on cross-

border acquisitions contained in chapter 4. The results from this study (as discussed

in chapters 7 to 9) also analyses whether the level of abnormal returns are

systematically different in cross-border and domestic acquisitions. However, as

evident from the above discussion, the various motives put forward for cross-border

acquisitions are not mutually exclusive. It is consequently not feasible in this study to

test which, if any, of these factors, are responsible for any cross-border effect that may

be present.

Prior to analysing the level of abnormal returns to target and bidding company

shareholders in cross-border and domestic acquisitions into the UK during the 1986

to 1991 period, existing literature on domestic and cross-border acquisitions will be

reviewed in order to establish the key findings, as well as to consider the

methodologies adopted in the existing literature. A discussion of domestic acquisitions

follows in Chapter 3, while the literature on cross-border acquisitions is discussed in

Chapter 4.



CHAPTER 3

REVIEW OF KEY LITERATURE ON DOMESTIC
ACQUISITIONS IN THE UK AND US -

METHODOLOGIES AND FINDINGS

3.1.	 Summary 

In the existing literature, two main approaches have been adopted in the

evaluation of the financial merit of acquisitions, involving an application of either

accounting data (such as the level of profitability), or share return data (known as

event study) in the analysis. Singh (1971 and 1975), Meeks (1977), Ravenscraft and

Scherer (1987), Scherer (1988), Herman and Lowenstein (1988) and HoII and

Pickering (1988) all applied accounting data in their analysis of acquisitions. However,

the use of accounting data for analysing acquisitions has come under severe criticism

(Appleyard (1980), Pike and Neale (1993)), particularly (in the earlier studies such as

Singh (1971 and 1975) and Meeks (1977)) where due care has not been taken to

control for biases caused by e.g., varying accounting policies.

Event study methodology has become the dominant methodology for evaluating

the financial merit of acquisitions. This involves estimating the impact of the

acquisition on share returns. The most common event study method is the market

model, where expected returns are linked to the share's historic performance relative

to the stock market index, although other models (such as the index model, the capital

asset pricing model (CAPM) and the adjusted /3 model) have been applied. (See

Chapter 6 for a fuller discussion of event study methodology). Care is required when

comparing results from different studies, not only due to the different markets and time

periods analysed, but also due to the different methods and event windows providing

different results. However, there is considerable evidence to suggest that target

company shareholders gain significantly (in the UK and the US) during the time period

leading up to and including the time of the bid announcement.

The findings of some key articles with regard to the abnormal returns to bidding
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Table 3.1

Summary of Previous Findings Regarding Abnormal Returns to
Bidding Company Shareholders in Domestic Acquisitions in the

United Kingdom and the United States

United Kingdom

Author Time
period

Key results

Franks, Broyles
and Hecht (1977)

1955-1972 Gains during period up to and including bid

Firth (1979) 1972-1974 Large losses during bid period

Franks and
Harris (1989)

1955-1985 Large gains during period up to and including
bid
Gains or large losses during post-bid period
depending on model

Limmack (1991) 1977-1986 Marginal gains during period up to and
including bid
Losses or large losses during post-bid period
depending on model

United States

Author Time
period

Time period

Mandelker (1974) 1948-1967 Large gains during pre-completion period
Small losses during post-completion period

Jensen and
Ruback (1983)

(Various
studies
published late
1970s and
early 1980s)

Gains during bid period

Loderer and
Martin (1990)

1966-1984 Small gains during bid period

Franks, Harris
and Titman
(1991)

1975-1984 Small losses during bid period
Small gains during post-bid period.
Overall, small gains.

company shareholders, is contained in Table 3.1. As can be seen from this table, the

results are highly varied. Overall, the results seems to suggest that US bidders earn

small positive (or marginal negative) abnormal returns over the period of the bid, while

the results for UK bidders appear to be less favourable. The evidence from the UK

indicate that returns to bidding company shareholders were particularly poor over the
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period following the takeover bid.

3.2.	 Introduction 

This chapter contains a discussion of some key literature on domestic acquisitions

in the UK and the US. The aim of the chapter is not to provide a comprehensive

review, but rather to highlight some of the main findings with regard to the financial

merit of takeover activity, and to discuss the impact of the choice of methodology on

the results obtained. The empirical section in this thesis contains an analysis of

takeover activity (domestic and cross-border) in the UK. This chapter, however, also

contains a discussion of studies based on the US market, as the US is the single most

important country with regard to cross-border acquisitions into the UK. An

understanding of the US takeover market will therefore facilitate the interpretation of

the results with regard to cross-border acquisitions, as discussed in subsequent

chapters.

3.3.	 Analysis of the financial merit of domestic acquisitions based on 
accounting data 

Singh (1971) analysed UK mergers between 1948 and 1960, with particular

emphasis on what characterises takeover targets. Singh found takeover victims on

average to have had very poor short term profitability prior to being acquired.

However, a more significant feature of takeover targets, was their generally low market

value22. In 1975, Singh elaborated and argued that,

"... the take-over mechanism may well be doubly inefficient: first, it cannot

be relied upon to force firms to maximise (or even improve) profitability, as

it selects large rather than just profitable companies for survival, and

secondly, it may well reduce post-amalgamation profitability." (p. 512).

22	 Analysis by Harris et al. (1982) has established that US targets too tend to be significantly smaller than
nonacquired firms.
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Meeks (1977) used accounting information on UK takeovers taking place between

1964 and 1972 to analyse the impact of acquisitions on profitability, and like Singh

(1971 and 1975) also commented on the characteristics of target companies. In his

analysis, Meeks made adjustments for two factors which could distort the measured

impact of the acquisitions on profitability. Firstly, he corrected for general industry-

wide changes by "... expressing conventional profitability as a proportion of the current

year's profitability of the industry in aggregate." (p. 15). Secondly, Meeks adjusted his

numbers for a further problem caused by the application of alternative accounting

policies23 . Takeover targets were found to be smaller, but perform no worse than the

average for the industry as a whole. Acquirors, on the other hand, tended to be much

larger and performed far better than the industry average.

"...These conclusions bear out Singh's (1971 and 1975) findings on the pre-

merger characteristics of merging companies: in particular the takeover

mechanism does not appear to have singled out the unprofitable as victims;

and small size rather than low profitability appears to have been the

characteristic which attracted the 'discipline' of takeover." (Meeks (1977), p.

21).

Turning to the analysis of pre- and post-acquisition profitability, Meeks concluded

that although profitability increased slightly in the year of the acquisition,

"every year after the merger reveals a decline in profitability; in three years

this decline is significantly different from zero at the 1% level; and in each

post-merger year the majority of companies experience a decline." (p. 25).

Thus, despite the widespread popularity of acquisitions, on average they turned

out to be 'disappointing marriages'. Meeks noted, however, that "... acquirers with

relatively successful pre-merger record will typically be less unsuccessful at

subsequently improving or maintaining profitability after merger." (p. 46).

23 If the acquiror records the acquired assets at its purchase price rather than what they were valued at in the
books of the acquiree (i.e., if the merged company applies acquisition rather than merger accounting
procedures), net assets will be inflated, and profitability deflated compared to the pre-bid situation.
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3.4.	 Criticism of the application of accounting data in the analysis of
acquisitions 

Appleyard (1980) warned about the many hazards involved in evaluating the

success or otherwise of acquisitions using accounting data. Although Meeks (1977)

made two adjustments in his analysis, several additional factors may have biased his

results. Applying accounting rate of return measures have several weaknesses.

"In the empirical literature the conventional definition of the accounting rate

of return (ARR) is net profit before interest expenses and tax ... divided by

(depreciated) net assets. It is clear that this definition does not capture any

financial benefits since the numerator is determined prior to interest and tax,

and the denominator does not distinguish sources of financing. Therefore,

to the extent that financial considerations are the motivation for a merger the

rate of return fails to signal any benefits when indeed they exist."

(Appleyard, p. 542).

Appleyard also noted that if the acquiring company applied acquisition (rather than

merger) accounting, only the proportion of the target company's profits earned after

the acquisition would be included in the joint accounts. However, all assets would be

added to the balance sheet, thus reducing reported profitability in the year of the

acquisition24.

An alternative approach while still applying accounting data in the evaluation of

acquisitions, is to analyse changes in earnings per share (EPS), rather than overall

changes in profitability. However, such a procedure is not seen as appropriate in the

evaluation of acquisitions. EPS can be increased by acquiring companies with low

earnings per share (PE) ratios (Brealey and Myers (1988)). In an efficient market

(Fama (1991)), such a procedure would lead to a fall in the PE ratio of the acquiror,

thus leaving shareholders in the acquiring company no better off, assuming no

24 It should be noted that such an explanation can not account for Meeks (1977) finding that post-acquisition
profitability tended to be superior in the year of the acquisition, but then deteriorated for several years after
the business combination had taken place. However, if the two companies applied different accounting
procedures prior to the acquisition, the group accounts may have exhibited a fall in the reported profitability
lasting for several years while the accounting procedures of the two companies were harmonised.
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efficiency gains were made (Brealey and Myers (1988)). Like the accounting rate of

returns (ARR), EPS may also be influenced by changes in accounting or financial

policy. There is thus a danger in relying on changes in reported EPS to assess the

financial gain from acquisitions. Pike and Neale (1993) elaborated on the limitations

of applying accounting data to evaluate acquisitions, and summarised the problems

as,

"1.	 Different accounting conventions used by different firms, e.g. treatment

of extraordinary items, often makes comparisons misleading.

2. Post-acquisition measures of profitability may be distorted due to the

application of acquisition accounting procedures...

3. To assess properly the impact of the takeover really requires an

extended analysis... Many acquisitions are undertaken for 'strategic'

purposes, the benefits of which may only show through after several

accounting periods perhaps following lengthy and costly

reorganizations....

4. Accounting studies are not capable of assessing what the performance

of the expanded group would have been in the absence of the merger

and are thus unable to assess what improvement in performance (if

any) was due to factors beyond the merger per se. This problem

increases with the time period used for the post-merger integration.

5. This approach does not allow for risk...". (p. 535).

There are thus several problems in applying accounting data in the analysis of

acquisitions. Hughes (1990) suggested,

"the difficulties of estimating the changes in accounting profitability and real

effects in terms of resource use have led some investigators to emphasize

the virtues of using stock price movements as a better guide to the



performance impact of mergers". (p. 89)25.

Due to the problems of using accounting information to evaluate the financial

impact of acquisitions, most researchers have turned to an analysis of share price

changes as an evaluation tool. Some papers do, however, still rely on accounting

data, such as those by Ravenscraft and Scherer (1987), Scherer (1988), Herman and

Lowenstein (1988), and HoII and Pickering (1988)). While tending to be more

sophisticated than the earlier papers in their adjustments for potential accounting

biases, these studies still suffer from some of the limitations associated with the

application of accounting data in the evaluation of acquisitions, such as the problem

of incorporating risk, and the difficulties in capturing the effect of the acquisition in the

accounts 26. Due to the limitations of accounting data in the evaluation of

acquisitions 27 , this study is based on an analysis of share return data.

3.5.	 Analysis of domestic acquisitions based on share return data 

"...The Efficient Capital Market Hypothesis [states] that share prices fully and

instantaneously reflect all new information..." (Franks eta!. 1977). Consequently, on

the announcement of an unexpected event (such as a takeover bid), the share price

should move up or down depending on whether the bid is perceived by the stock

market to be advantageous or disadvantageous to the company's shareholders. Share

returns (changes in share prices plus dividend yield) over and above what one would

have expected (expected returns) had no acquisition been announced, can be

attributed to the 'event'. This abnormal return can be taken to be the stock market's

assessment of the net benefit or disadvantage of the proposed acquisition.

Event study methodology was originally developed by Fama, Fisher, Jensen, and

25	 Hughes added, however, that applying share price data "...is not without its own important limitations". (p.
89). The problems of share price data is discussed more fully in Chapter 6.

26	 A few recent papers such as e.g., Higson and Elliott (1992) in the UK and Healey eta!. (1992) and Cornett
and Tehranian (1992) in the US, have combined analysis of accounting and share price data.

27	 The problems associated with accounting data would be particularly severe in a study of cross-border
acquisitions, due to the different accounting regulations and conventions applicable to the different markets.
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Roll (1969), who analysed the effect of stock splits. The methodology has since been

applied to the analysis of other firm-specific events, such as takeover bids.

Event study methodology (as applied in this study) is discussed in Chapter 6.

Before progressing further, however, it is worth noting that different studies have

applied different variations of event study methodology. The main methodological

differences between papers relate to:

* the model applied for estimating "normal" or expected returns (such as the

market model, the adjusted 13 model, the capital asset pricing model, and the

index model),

* the time period over which normal returns have been estimated (known as

the parameter estimation period) 28 , and

* the time period over which (cumulative) abnormal returns have been

calculated (known as the event window)29.

Differences in the level of gains or losses to shareholders (abnormal returns) observed

in the various studies may thus, at least partly, be due to methodological differences

as well as to differences between different takeover markets or variations over time.

Consequently, great care is needed when comparing results from different studies.

3.5.1.	 Empirical evidence from the United States

The first application of event-study methodology to the analysis of acquisitions,

was undertaken by Mandelker (1974). Mandelker used the market mode1 39 to

28 While most studies (including this one) have taken a period prior to the bid announcement to be a 'normal'
period over which to estimate the expected returns, some studies (such as Mandelker (1974) and Conn and
Connell (1990) have applied the after-bid period as well. As will be discussed further below, studies also
vary greatly with regard to the length of the parameter estimation period.

29 While some studies such as Doukas and Traylos (1988) concentrate their analysis on the individual bid
announcement day, others, such as Limmack (1991) analyse the abnormal returns over a period of several
years. (In this study, as explained in Chapter 6, ten and fourteen month event windows are applied for
target and bidding companies, respectively).

30	 Mandelker estimated the market model parameters (a and /3) using observations from both before and after
the bid period.
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analyse share price movements stemming from acquisition completions 31 taking place

in the United States between 1948 and 1967. Mandelker estimated that over the

period from 40 to 7 months prior to the bid completion 32, target company

shareholders had, on average, encountered insignificant negative abnormal returns.

However, over the seven month period prior to the completion of the acquisition, target

company shareholders, on average, gained approximately 14%. With regard to the

bidding companies, cumulative abnormal returns (CAR) over the 40 months prior to

the completion of the acquisition amounted to +5.1%. However, during the following

40 months, CAR fell by 1.7%.

Mandelker concluded that the overall impact of acquisitions on the acquiring

companies shareholders was small, but positive. However, as Mandelker estimated

CAR over a very long interval, it could be argued that it is possible that not all the

abnormal share price performance during this period was due to the acquisitions.

Mandelker argued that the "...results suggest that the informational impact of a

forthcoming merger is spread over approximately thirty months before the event". (p.

312). However, even if the stock market may anticipate acquisitions several months

prior to the formal announcement 33 , it is unlikely that the market can anticipate such

transactions as long as 3 years prior to the completion of the acquisitions. Thus, while

positive pre-acquisition CARs for the acquirors show that these companies, on

31 Subsequent studies have tended to use the bid announcement as the 'event'. Using the completion date
as the event date has certain limitations, as highlighted by Jensen and Ruback (1983), the expected price
effect will occur on or before the first public announcement of a takeover. Therefore, because the
announcement date occurs at random times prior to the effective date, using the latter as the event date
makes it difficult to identify changes in security prices that are due to the takeover event itself." (p. 10).

32	 Mandelker observed that bid announcements on average took place some 8 weeks prior to the completion
of the acquisitions.

33 The length of time prior to the bid announcement at which target companies shares starts rising varies from
study to study, but usually at least 3 months, as was found for example in the study by Franks et a!. (1977)
and Parkinson and Dobbins (1993). Gupta and Misra (1989) argued that "...price run-ups preceding
takeover announcements occur in the presence of publicly available information". (p. 231). The pre-bid
abnormal returns to targets thus seems to be driven by bid speculation rather than by insider dealing. While
the share price of the target companies on average rise significantly prior to bid announcements, Pound and
Zeckhauser (1990) argued that the stock market was not very accurate in its predictions of takeover targets.
In an analysis of 42 takeover rumours published in the newspapers, only 18 of the predicted targets received
a takeover bid within 1 year of the published bid speculation.
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average, performed abnormally well prior to the acquisition, one should be careful in

interpreting this as a gain due to the acquisition. It may, therefore, be argued that the

effect of the acquisition on acquiring company shareholders was somewhat lower than

the +3.4% reported by Mandelker.

One of the most influential studies of US mergers and acquisitions 34 is Jensen

and Ruback (1983). This review paper contained an analysis of the results obtained

in 13 previous American studies on the wealth effects of corporate acquisitions.

Jensen and Ruback's results (with regard to acquisitions 35) are summarised in Table

3.2. Their results suggest that bidders in successful tender offers experienced

significant abnormal returns. Even if some of these gains seems to have been lost

during the year following the acquisition, the majority of acquiring companies appear

to have gained from successful tender offers. However, in failed tender offers, bidders

usually lost.

Target company shareholders gained significantly from tender offers, regardless

of whether the offer succeeded or failed. In unsuccessful bids the target companies'

shares continued to perform well, even 12 months after the bid. Jensen and Ruback

noted that,

"in unsuccessful tender offers the target's stock price remains substantially

above its pre-offer level, unless a subsequent bid does not occur in the two

years following the initial offer. If such a subsequent bid does not occur, the

34 As did Franks and Harris (1989), Jensen and Ruback made a distinction between mergers and tender offers.
This thesis focuses on acquisitions (which incorporate tender offers). The importance of dividing acquisitions
into two groups may have less to do with the legal form of the transaction (i.e., mergers versus acquisitions),
than with the different methods of payment (acquisitions are generally cash financed, while mergers involve
an exchange of shares) and/or the different degrees of opposition to the bid (mergers have to be agreed
by target company management, while acquisitions can be hostile). Thus, while the distinction between
mergers and acquisitions made by Jensen and Ruback may be important, the difference in results between
mergers and acquisitions (both targets and bidders appears to have performed worse in mergers than in
acquisitions) may be associated with other effects than with the legal form of the transaction. In this thesis,
for example, the cross-sectional analyses (contained in Chapters 7, 8, and 9), analyses, amongst other
variables, the impact of the method of payment and whether or not the bid was competitive or revised, on
the level of abnormal returns.

35	 This study focuses on acquisitions rather than mergers, and Jensen and Ruback's results with regard to
mergers will not be reviewed here.
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Table 3.2

Percent Mean Cumulative Abnormal Returns (CAR) in US Tender
Offers

Adopted from Jensen and Ruback (1983), pp. 11-13 and 21.

The announcement effect was calculated over time intervals ranging from (t-5, t days) to (t-40, t+20
days), where t is bid announcement day).
As explained by Dodd and Ruback (1977) (from which Jensen and Ruback obtained these results)
some of the target companies were delisted after the bid announcement (e.g., at t+12, the sample size
was reduced to 74). Each month's abnormal return was calculated as the equally weighted mean of
the abnormal returns to companies listed during that event month.

BIDDING FIRMS TARGET FIRMS

Successful
%

Unsuccessful
%

Successful
%

Unsuccessful
%

TENDER OFFERS

Announcement
effects * + 3.8 - 1.1 + 29.1 + 35.2

Number of studies (6) (5) (6) (5)
Total sample size (478) (236) (653) (283)
Range of mean CAR in
different studies

[+2.3; +6.7] [-3.0; +0.6] [+16.8; +34.1] [+16.3; + 47.3]

Month after
through twelve
months after bid
announcement - 1.3 -5.7 + 8.0$ + 1.5

Studies (1) (2) (1) (2)
Sampled (124) (142) (133) (148)
Range of CAR * [-7.9; -1.6] * [-3.3; +3.0]

target's stock price reverts to its pre-offer level." (pp. 8-9).

It thus appears that the stock market anticipated further bids if the original tender offer

failed.

Overall, when combining the results for target and bidding company shareholders,

tender offers appear to have created significant shareholder wealth, at least based on

the short-term stock market reaction. There are, however, difficulties in establishing

precisely whether the transactions were value creating or not, due to the uncertainty

regarding (particularly the post-bid) abnormal returns to bidders. As the bidding

companies were on average substantially larger than the target companies, small

losses to bidders may, in value terms, have offset most of the gains to the target



company shareholders.

Loderer and Martin (1990) undertook a large study of the impact on bidding

company shareholders from domestic US acquisitions, covering 5,172 acquisitions

during the 1966-1984 period. Applying the market model (with parameters estimated

over days t-300 to t-101), Loderer and Martin found the mean abnormal returns for the

six day period from t-5 to t to be +0.7%. However, while the mean abnormal return

was positive, the authors found shareholders in only 52% of the bidding companies to

have gained from the acquisitions. Converting the percentage abnormal returns into

value terms, the median dollar announcement effect was found to be $0.3 million.

However, due to some large losses, the mean was in fact negative, at -$2.7 million.

Thus, while acquisitions on average led to very marginal positive abnormal returns to

bidding company shareholders, there were large variations in results, with

shareholders of some companies losing significantly.

Franks, Harris and Titman (1991) analysed 399 US acquisitions taking place

between 1975 and 1984. They applied the market model, with parameters estimated

over days t-240 to t-41. Looking first at the bid announcement effect (CAR over days

t-5 to t+5), Franks et al. found target company shareholders to have gained +28.04%,

while bidders lost -1.02%. The overall joint abnormal returns to target and bidding

company shareholders (weighted according to market values) were +3.9 percent.

The main focus of the Franks eta!. (1991) paper was, however, on the post-bid

performance of the bidding companies. The study included an analysis of abnormal

returns to bidding company shareholders over a 3 year period following the

acquisitions. Applying different variations of the market model for estimating abnormal

returns produced quite different estimates of bidder performance after the acquisitions.

This led the authors to argue that the negative post-acquisition performance of bidders

"... are likely due to benchmark errors rather than nnispricing at the time of the



takeover." (p. 81)36 . Franks eta!. (1991) argued that the error was caused by a size

effect, as smaller firms outperformed "...larger ones by 1.62% per month". (p. 90)37.

Consequently, Franks eta!. argued that abnormal returns should be calculated relative

to a portfolio of companies with similar size (and dividend yield) as the company being

analysed 38 . When measuring abnormal return compared to 8 such control portfolios,

Franks et a!. (1991) found bidders performed slightly better than the companies in their

benchmark portfolio after the acquisition, and concluded that bidding company

shareholders overall gained marginally from the acquisitions. This somewhat differ

from the findings by Mandelker (1974) of negative post-bid returns, and gives a

substantially different picture than the evidence for the UK by e.g., Limmack (1991) (as

discussed below), who found bidding company shareholders to lose significantly during

the post-bid period.

From the studies reviewed, the empirical evidence with regard to acquisitions in

the US suggest that, on average, bidding company shareholders gain, or do at least

not lose substantially, as a result of domestic takeover activity. In the following

section, studies of domestic acquisitions in the UK, such as Franks et al. (1977), Firth

(1976, 1979, 1980), Franks and Harris (1989) and Limmack (1990, 1991) are

discussed. While the majority of evidence from the US suggest that bidding company

shareholder gain, the evidence from the UK is less uniform.

36 Previous research (such as Franks and Harris (1989) and Limmack (1991)) has indicated that abnormal
returns to bidding company shareholders are negative for extended time periods following the bid
announcement. This has become known as post announcement 'drift, and is discussed in more detail in
section 6.5.4. Controversy surrounds the cause of such drift. While Franks et al. (1991) argued that the
drift was due to model misspecification, this has been disputed by e.g., Bernard and Thomas (1989),
Agrawal et a/. (1992), Ball et a/. (1993) and Brown and Pope (1995).

37 Franks et al. applied both a value-weighted index (where each company is weighted according to its market
capitalisation) and an equally-weighted stock market index in their analysis. Franks et a/., however,
discarded both of these indices, in favour of size-matched control portfolios.

38	 The size effect is discussed in more detail in section 6.4.2. In this study, rather than applying size-matched
control portfolios, the size effect is controlled for in the cross-sectional analysis.
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3.5.2.	 Empirical evidence from the United Kingdom

Franks, Broyles, and Hecht (1977) analysed abnormal returns to shareholders

from successful acquisitions of companies in the UK Breweries and Distilleries sector

during the 1955 to 1972 period. Applying the market model, Franks eta!. (1977) found

target company shareholders, on average, to experience cumulative abnormal returns

(CAR) of +22.3% during the period from 4 months prior to the bid announcement, to

two months after the bid month. The comparable abnormal returns to bidding

company shareholders was +3.5%. The gains to the bidders were not, however,

sustained over the period after the acquisition was completed.

Firth (1976) applied the market model in an analysis of abnormal returns to target

company shareholders from 214 UK bids announced during 1973 and 1974.39  Firth

estimated the market model parameters on "... the last 57 four-weekly recordings ..."

(p. 79) prior to the bid announcement. One weakness with this approach of using data

right up to the bid, is that there is a possibility of the alpha and beta estimates being

affected by bid rumours reaching the market prior to the formal announcement°.

Firth found the shares of target companies, on average, to move in line with the

stock market index up until approximately 30 days prior to the announcement of the

bid. During the period from day t-30 to day t-1, mean cumulative abnormal return to

target company shareholders amounted to +9.7%. On the day of the announcement,

the abnormal returns rose by a further 22.1%. By the end of day 30 after the

announcement of the bid, cumulative abnormal returns (t-30, t+30) to target company

shareholders amounted to +36.9%.

Cross-sectional analysis revealed that competitive bids and bid revision had a

major impact on the level of abnormal returns to target company shareholders,

39 Firth's sample included all takeovers of publicly quoted companies in the UK announced during these two
years, with the exception of bids where the bidder held a pre-bid stake in the target of 30 percent or more,
or where the bid was for preference shares. (pp. 27-28). The effect of pre-bid stakes is discussed in section
6.4.3, and is analysed in the cross-sectional analysis of Chapters 7, 8 and 9.

40	 The problems of parameter estimation and bid leakage, are discussed in section 6.4.1.
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"the first counterbid premium averaged 19.7 per cent and the first revised

bid averaged 18.0 per cent. This signifies that bidders often pitch their initial

bids some way below what they are willing to pay." (p. 114).

Firth also found target returns to be higher in cash than in equity offers. As discussed

in section 5.3.4, similar observations have been made by e.g., Halpern (1973), Franks

eta!. (1988), Echbo and Langohr (1989), Peterson and Peterson (1991) and Kaplan

and Weisbach (1992). Due to the apparent significant impact of bid revision, the

number of bidders and the method of payment on the level of abnormal returns, these

variables are included in the cross-sectional analysis in this thesis.

In a later paper, Firth (1979) expanded the analysis to cover both target and

bidding company shareholders in 224 domestic UK acquisitions during the period from

1972 to 1974. While again applying the market model, the parameter estimation

period was changed to using data for the 5 year period from 72 to 13 months prior to

the day of the bid announcement. This overcomes some of the problems of the

previous study associated with estimating the parameters on data too close to the time

of the bid announcement.

During the period from 48 to 13 months prior to the offer announcement, target

company shareholders encountered small negative abnormal returns of -1.5%. This

poor pre-bid performance of UK targets is consistent with the findings of e.g., Singh

(1975) and Meeks (1977). For the time period from the month before to the month

after the day of the bid announcement, Firth estimated mean cumulative abnormal

returns to target company shareholders to be +34.9%, similar to that observed in his

1976 paper.

Turning to the bidding companies, Firth found these to have lost significantly

around the time of the bid.

"On the day of the announcement there was a highly negative residual and

79% of acquirers suffered risk-adjusted declines in share prices. In the

following month there was another highly significant decline in share prices.



... Subsequent to month +1 the recordings settled down to their market

model relationship..." (p. 321)41.

During the interval from one month prior to, to one month after the bid announcement

date, average abnormal losses to acquiring companies amounted to -6% 42. In the

cross-sectional analysis, Firth noted that bidding companies offering equity rather than

cash tended to perform better than other bidders (as judged by their share returns)

during the pre-bid period, but to display larger negative abnormal returns during the

period following the bid announcement. Firth thus argued that bidding companies

appear to offer equity when their share price is at a peak.

While target company shareholders gained and bidding company shareholders

lost, determining whether acquisitions overall (to targets and bidders combined)

created or destroyed wealth is seen to be problematic. To overcome these difficulties,

Firth converted the percentage gains and losses into pounds Sterling values, so that

the differences in size could be taken into account, allowing analysis of overall wealth

changes, as shown in Table 3.3.

As can be seen from this table, Firth estimated acquisitions to be highly beneficial

for target company shareholders. However, their gains were more than offset by

losses to the bidding companies, with almost 80 percent of bidders losing. Thus, UK

acquisitions during the 1972 to 1974 period resulted in a significant transfer of wealth

from bidders to targets, with a small net overall loss of wealth. In conclusion, Firth

argued that,

"the results of the study showed that on average there were no gains

associated with takeovers and indeed there was a very small loss (possibly

due to expenses involved with the takeover process). Furthermore this no

gain - no loss position was being maintained 24 months after the bid

41	 Thus, unlike Franks et al. (1991), Franks and Harris (1989) and Linnmack (1991), Firth did not find the
market model abnormal returns to bidders to indicate post announcement 'drift'.

42	 In a subsequent paper (covering the time period from 1969 to 1975), Firth (1980) argued that the larger the
gains to target company shareholders, the larger the losses to bidding company shareholders.

- 66 -



Table 3.3

Distribution of Abnormal Returns in UK Acquisitions
1972 - 1974

Adapted from Firth (1979), p. 324.

Mean Abnormal
Returns

(£ Million)

Percent of Companies
Experiencing Abnormal

Losses

Target Companies +655.6 0.9%

Bidding Companies -664.7 79.9%

Total (Targets and
Bidders Combined)

-9.1 53.1%

announcement..." (p. 326).

This finding is in stark contrast to the findings of the UK study by Franks et a/. (1977)

and to the US studies by Mandelker (1974) and Jensen and Ruback (1983). The

differences in results may be due to different markets being studied, different

methodologies applied, and different time periods studied43.

In probably the most comprehensive study of acquisitions in the UK, Franks and

Harris (1989) analysed more than 1,800 UK acquisitions taking place between 1955

and 1985. Target company shareholders were found to have gained approximately

29.7% over the six month period from month t-4 to t+1.

Cross-sectional analysis indicated that the level of abnormal returns to target

company shareholders "...appear higher when the target is small in relation to the

bidder." (p. 236). In addition, target company shareholders obtained higher abnormal

returns if there was more than one bidder, or if the terms of the bids were revised.

43 The 1972-1974 period analysed by Firth in his 1979 paper was a time of generally declining share prices
as a result of the first 'oil price shock'. There may thus be a problem of the analysis being based on a short,
and rather unusual, time period. However, as Firth applied the market model, he did adjust for general
market movements. In addition, in a subsequent paper based on UK acquisitions during the 1969 to 1975
period, Firth (1980) estimated that acquisitions in the UK resulted, on average, in a net overall loss to target
and bidding company shareholders of £36.6m per acquisition. The overall wealth effect of cross-border and
domestic acquisitions in the UK during the 1986 to 1991 period, is analysed in Chapter 9 of this thesis.



Total gain to target company shareholders was almost the same whether the bid was

competitive or revised.

In contrast to Firth (1976, 1979 and 1980), but in support of Franks eta!. (1977),

Franks and Harris (1989) found bidding company shareholders to have gained from

domestic acquisitions. During the six month period from month t-4 to t+1, mean index

model CAR to domestic bidders amounted to +7.9%. Bidders involved in competitive

bids were seen to have performed only slightly worse than other bidders. Thus, higher

abnormal returns to target company shareholders in multiple bidder situations appears

to "... reflect larger gains to the merging process..." rather than overpayment. (Franks

and Harris (1989), p. 240).

As mentioned above, Firth excluded from his analysis all acquisitions where the

acquiror held a pre-bid stake in the target of 30% or more.

"This procedure was adopted because the full takeover process is restricted

when the offeror has a large pre-acquisition share stake (Firth (1980), p.

239).

However, when Franks and Harris (1989) analysed the difference in abnormal return

dependent on the pre-bid stake in the victim, they concluded that target company

shareholders received a higher premium where the bidding company held a pre-bid

stake of at least 30% compared to where the bidder held no shares in the target prior

to the bid. The impact of toehold stakes on target and bidding company shareholders'

abnormal returns, is analysed in Chapter 7, 8 and 9 of this thesis.

The positive impact of the bid on the shares of bidding companies appear to have

been only temporary. During the two years following an acquisition, average abnormal

losses of 13 percent (when applying the market model) were encountered by the

bidding companies. The performance of the bidder subsequent to the acquisition was,

44 Due to the apparent importance of these variables, the effect of the relative size of the target and bidding
companies, whether the bid was competitive or not and whether the offers are revised or not, is analysed
in the cross-sectional analysis in this study.
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however, highly dependent on the parameters applied 45 . Franks and Harris pointed

out that,

"... bidding firms (premerger) were outperforming the market by almost 1%

per month. A failure to repeat this performance after the merger would

show abnormal losses of over 20% over a 24-month period." (p. 245).

The reported poor post-acquisition performance may thus have been due to the fact

that the bid was made after a period of exceptionally good performance, rather than

the bid itself having caused the abnormal losses. While the two-year abnormal return

was -13% compared to the market model, positive abnormal returns over the same

time interval of +4.8% and +4.5% were obtained when applying the index model and

the capital asset pricing model, respectively. Franks and Harris thus concluded that,

"the postmerger performance of bidders depends on the benchmark returns

against which bidders are evaluated." (p. 247).

Limmack (1991) analysed the abnormal returns to shareholders of 552 target and

529 bidding companies engaged in domestic acquisitions in the UK during the 1977

to 1986 period. In a previous paper (where he applied the index model), Limmack

(1990) argued that,

"while it is generally preferable to select models such as the Market Model

which control for the risk of individual securities, such models also suffer

from a potential lack of accuracy in parameter estimation." (p. 8).

Consequently, in his 1991 paper, Limmack applied three different test models. These

were

1.	 The ordinary market mode146,

45	 As discussed in Chapter 8 and in section 6.4.4, a similar 'post-announcement drift' is observed for bidding
companies in this study.

46 The Financial Times All Share Index (value-weighted) was used as a proxy for the 'market' in the calculation
of Rm. Limmack also estimated abnormal return using an equally weighted index, thus in effect he applied
six rather than three different control benchmarks. The market model parameters were estimated over the
period 67 to 7 months prior to the bid announcement.
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2. A model based on the application of adjusted betas47 , and

3. The index model.

With regard to bidding company shareholders, Limmack observed positive

abnormal returns in the month prior to the bid announcement (with all three control

methods), whether the bid eventually was successful or failed. However, while

Limmack found bidders on average to have performed well prior to the acquisitions,

they tended to lose from the acquisitions. During the period from bid announcement

through to the outcome day, bidders lost, regardless of bid outcome. During the 24

months following the announcement of bid outcome, bidders in both completed and

abandoned offers experienced "... a downward drift in returns over the whole period."

(p. 248). However, as with Franks and Harris (1989), Limmack found the level of

negative abnormal returns during the post-bid period to be highly dependent on the

model used. The CAR for months t+1 to t+24 amounted to -4.67% with the adjusted

/3 model, -14.96% with the market model and -7.43% with the index model. These

results clearly indicate the importance of model specification, and highlight the

potential limitations of basing studies on a single model.

In the cross-sectional analysis, Limmack found bidding company shareholders in

failed bids to have experienced significantly lower abnormal returns than shareholders

of bidding companies in completed acquisitions. Consistent with a stock market size

effect (as discussed in section 6.5.2), Limmack found small bidders to perform better

than larger ones. In his 1990 paper, Limmack also found shareholders of experienced

bidders to gain slightly more than first time buyers (although the difference in return

was not found to be statistically significant) 48 . As argued by Lubatkin (1983), studies

which exclude frequent bidders from the analysis "...may apply ... for only a restricted

47	 Limmack applied adjusted betas calculated by the London Business School Risk Measurement Service
(edited by Dimson and March).

48 It is worth noting, however, that Loderer and Martin (1990) found (US) bidders to perform significantly better
following the announcement of their first bid than they did for subsequent bids. This may link in to Schipper
and Thompson's (1983) argument that the first acquisition may be part of an announcement of an acquisition
programme. If so, there is a potential danger of subsequent bids being anticipated by the market. This
possibility is discussed further in Chapter 6.
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sample of acquiring firms characterised as being infrequently merging". (p. 222).

There is thus a danger in excluding frequent acquirors from the analysis, a procedure

common with the application of the market model or the capital asset pricing model.

Turning to the performance of takeover targets, Limmack argued that,

"significantly positive abnormal returns are obtained by target companies

over a period beginning two to three months prior to formal announcement

of the bid. ... completed bids were anticipated earlier than abandoned bids."

(pp. 246-247).

During the period from three months prior to the bid, to just after the formal

announcement of the offer, target company shareholders gained approximately +24%.

In the period from bid announcement through to the announcement of the outcome,

shareholders of targets in successful takeovers gained a further +6.2%, taking their

total wealth gain from the acquisitions to over +30%. Shares of targets in

unsuccessful offers, fell -3.3% during the same period.

For targets in failed takeover attempts, small companies maintained most of their

premium during the 2 years following the bid. However, shares in large targets fell

back to its pre-bid level. This seems to imply that the smaller surviving targets were

thought to be more likely to receive another takeover bid than were the larger

companies.

Limmack concluded that,

"the results ... suggest that, at worst, acquisitions are not value reducing

activities and acquisitions should not be opposed simply on those grounds.

Bidder company shareholders do appear, however, to suffer wealth losses

with too high a price paid for the benefits obtained from the acquisition

which appears to involve a transfer of wealth to target company

shareholders..." (p. 250).



Limmack thus found acquisitions overall to marginally create shareholder wealth,

although the gains to target company shareholders exceeded the total wealth creation.

This finding for acquisitions in the UK contradicts the findings of Firth (who found a net

overall loss in wealth), but is supported by Franks eta!. (1977).

3.6.	 Conclusion 

This chapter contains a review of key literature on domestic acquisitions within the

UK and US. Two main approaches have been adopted in the finance literature to

evaluate the financial merit of acquisitions. One approach is to apply accounting data

for an analysis of change in e.g., profitability from the period before to the period after

the acquisition. Accounting data has been applied in the analysis of acquisitions by

Singh (1971 and 1975), Meeks (1977), Ravenscraft and Scherer (1987), Scherer

(1988), Herman and Lowenstein (1988) and Holl and Pickering (1988). Singh (1971

and 1975) and Meeks (1977) established that target companies in the UK tended to

be small, but not necessarily poorly performing companies. Meeks further established

that acquisitions reduced the level of profitability of the companies involved.

Acquisitions, on average, thus proved to be 'disappointing marriages'. However, such

analysis of acquisitions based on accounting data is subject to limitations. Appleyard

(1980) and Pike and Neale (1993) discussed these problems, which are predominately

associated with different companies adopting different accounting policies.

An alternative approach is to use share return data. Event study methodology,

while also having potential limitations, has become the dominant mode for analysing

acquisitions. This generally involves an analysis of the impact of takeover bids on

share returns. (Event study methodology is discussed further in Chapter 6).

The existing empirical evidence suggest that target company shareholders,

regardless of time period and market, gain significantly from their companies being

acquired. There is also some evidence to suggest that the share price of target

companies start rising as much as three months prior to the formal bid announcement



(Franks et al. (1977) and Franks and Harris (1989)). There is thus a danger of market

model parameters being biased if estimated too close to the bid announcement".

There is also a possibility of short event windows not capturing the full wealth effect

of the acquisition.

The existing evidence with regard to the returns to bidding company shareholders

(as summarised in Table 3.1) is less uniform. The evidence from the United States

(such as Mandelker (1974), Jensen and Ruback (1983), Loderer and Martin (1990)

and Franks et al. (1991)) indicate that bidders generally gain, or do at least not lose

significantly. The evidence from the UK tends to be less positive with regard to the

returns to bidding company shareholders. Franks et al. (1977) and Franks and Harris

(1989) found UK bidders to gain, at least during the bid period. However, Firth (1976,

1979 and 1980) observed large losses to bidders. In addition, large post-bid negative

abnormal returns (at least with the market model) were observed by Franks and Harris

(1989) and Limmack (1990 and 1991).

The results indicate that not only the time period and the market (e.g. UK versus

US) being analysed, but also the methodology applied, may have a major impact on

the level of the estimated abnormal returns. In particular, the market model returns

for bidding company shareholders tend to be lower (particularly for long event

windows) than the level of abnormal return estimates obtained using other models,

such as the index model, the capital asset pricing model, or the adjusted /I model

(Franks and Harris (1989) and Limmack (1991)). The market model is based on the

assumption that the relationship between the return on the market and the return on

the share during the parameter estimation period will be a good predictor of the

expected relationship between the two variables during the event period. Most market

model parameters have been estimated during a time period prior to the bid

announcement. If this is a period of unusually good share price performance for

49	 As the parameters are intended to provide an estimate of 'expected returns', they should be estimated
during a time period unrelated to the takeover bid.

- 73 -



bidding companies, the market model constant term (a) may be inflated. The

implication is that the share is expected to continue to earn a rate of return in excess

of what is consistent with its level of systematic risk. Consequently, due to the high

expectations, the market model was found to produce lower abnormal return estimates

than either of the other models for both Franks and Harris (1989) and Limmack (1991).

This highlight the potential limitation of relying exclusively on the results obtained using

only one test model.

Using long event windows result in more severe parameter estimation problems

than shorter windows (as any error will be multiplied for each time period during the

event window, and the forecasting of expected return becomes more difficult the longer

in the future one is attempting to predict). However, as target company shares have

been found to rise several months prior to the formal bid announcement (e.g., Franks

et al. (1977)) as well as abnormal returns to bidding company shareholders extending

to several months after the period of the bid announcement, longer event windows

have a better possibility of capturing the full impact of the event.

In addition to commenting on the average level of abnormal returns, several of the

authors applied cross-sectional analysis to establish the impact of bid characteristics

on the level of abnormal returns. The main explanatory variables were found to be

whether the bid succeeded or failed (outcome), the number of bidders (competitive),

whether the bid was revised or not (revised), whether the bid offered cash or equity

(pay), whether or not the bidding company held shares in the target company prior to

launching the bid (stake), the relative size of the target and bidding companies (relative

size), the size of the company in question (size) and the level of takeover experience

of the bidding company (experience) 50 . The main findings are summarised in Table

3.4. All of these explanatory variables (with the exception of bid experience, for which

50 Jensen and Ruback (1983) found bidder returns to be lower in mergers than in tender offers (acquisitions),
while both Jensen and Ruback (1983) and Franks and Harris (1989) found target company shareholders
to gain more in acquisitions than in mergers. This study contains an analysis of takeover bids, and pure
mergers (where there is no clear distinction between the bidder and the target) are excluded from the
analysis.
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no reliable data was available) have been analysed in the cross-sectional analysis in

this study, contained in Chapters 7, 8 and 9.

Chapter 4 contains a discussion of the literature regarding the level of abnormal

returns associated with cross-border acquisitions and a discussion of the extent to

which the level of abnormal returns have been found to be different in domestic and

cross-border acquisitions.



CHAPTER 4

REVIEW OF LITERATURE ON CROSS-BORDER
ACQUISITIONS

4.1.	 Summary 

This chapter contains a review of existing literature on the impact on shareholder

wealth from cross-border acquisitions. The discussion focuses on two key questions:

a) Do target and bidding company shareholders gain or lose from cross-border

acquisitions?

b) Are the levels of abnormal returns in cross-border and domestic acquisitions

systematically different?

Table 4.1 contains a summary of the findings in the previous literature with regard to

the returns to bidding company shareholders. As indicated in Table 4.1, some

contradictions were observed with regard to whether bidding company shareholders

gained or lost from cross-border acquisitions. The vast majority of articles relate to

acquisitions into or out of the US. It appears that only three studies (Morck and Yeung

(1992), Markides and lttner (1994), and Doukas (1995b)) have observed significant

gains to US bidders from cross-border acquisitions. The other studies on US bidders

either found insignificant gains, or more often, losses. Bidders from other countries,

however, appears to have generally performed worse than their US counterparts,

although this is disputed by the evidence of Cakici et al. (1996). Studies of bidders

from various countries into the US have generally observed losses. However, bidders

from Japan seems to have been an exception. In two, admittedly fairly small studies,

(Pettway et al. (1993), and Kang (1993)), Japanese bidders were found to gain

significantly from acquisitions into the US. British bidders were found (by Conn and

Connell (1990) and Feils (1993)) to have performed substantially worse than US

bidders.

The evidence with regard to target companies is generally less controversial, as
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all studies find large, generally highly significant, abnormal returns to target companies

in cross-border acquisitions. There is, however, some disagreement as to whether

shareholders gain more or less from cross-border than from domestic acquisitions.

As is indicated in Table 4.2, most studies found target company shareholders to

have received a higher premium in cross-border than in domestic takeovers (a positive

target company 'cross-border effect'). Negative cross-border effects were found by

Biswas (1990) and inferred by Cakici et al. (1991). However, as discussed below,

there are some methodological limitations in these studies, which limits the weight

which should be placed on these results. It thus appears that shareholders generally

gain more when the bidding company is based abroad.

4.2.	 Introduction 

As was indicated in the introduction to this thesis, Fatemi and Furtado (1988, p.

364) argued that shareholder wealth effects would not be systematically different in

domestic and cross-border acquisitions unless at least one of three conditions is not

met:

"(1) the market for corporate control were not segmented across national

boundaries,

(2) the capital markets were not internationally segmented, and

(3) there were no net benefits (disadvantages) associated with international

diversification".

In this chapter, literature studying the wealth effects of cross-border acquisitions is

reviewed. In particular, the extent to which cross-border and domestic takeovers have

been found to differ in the literature is discussed.

4.3.	 Review of previous studies of cross-border acquisitions 

Wansley, Lane and Yang (1983) analysed the level of abnormal returns to

shareholders of US target companies in 39 cross-border and 164 domestic acquisitions
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between 1970 and 1978. Applying the market modeI 51 , cumulative abnormal returns

(CARs) were estimated over the 41 day period from t-40 to t to be +38.64% in cross-

border and +28% in domestic acquisitions. The 10.64 percentage points difference

(target company 'cross-border effect') was found to be statistically significant.

However, such an overall comparison of average CAR for cross-border and

domestic takeover targets may be subject to limitations. Referring to Elgers and Clark

(1980) and Gordon and Yagil (1981), Wansley et al. argued that acquisition type

(horizontal, vertical or conglomerate), as well as the method of payment (cash,

securities, or a mixture), may have an impact on the level of abnormal returns in

acquisitions. Controlling for method of payment may be of particular importance when

comparing national and international acquisitions, as the cross-border bids were almost

exclusively cash financed, while US bidders were slightly more inclined to offer

securities than cash.

The vast majority of the acquisitions were of a conglomerate nature. Wansley et

al. thus decided to restrict their analysis to the sub-group of cash financed

conglomerate mergers, to evaluate whether there was a real "cross-border effect", or

whether the difference in average CAR in cross-border and domestic acquisitions were

attributable to the differences in the method of payment and the degree of relatedness

for the two groups of bidders.

For the cash financed conglomerate acquisitions, foreign bidders were still found

to pay a superior premium to domestic US bidders. However, the difference (4

percentage points) was no longer statistically significant. Wansley et al. therefore

concluded that,

51 Wansley et a/. applied the market model based on 200 daily observations ending 41 trading days prior to
the bid announcement. There is a danger that this estimation period ends too close to the announcement
of the takeover, so that share prices have already started to rise. However, in the paper the authors stated
that "different estimation periods are tried and in no case are the results of this paper altered." (p. 651).
Thus, for these takeovers, it appears that the markets reaction started less than forty days prior to the bid
announcement. This is slightly at odds with the findings for the UK by Limmack (1991) that "significantly
positive abnormal are obtained by target companies over a period starting two to three months prior to the
bid." (p. 246).
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"no significant differences exist in the premiums paid for USA companies by

foreign and domestic acquirers in conglomerate mergers when cash is the

method of finance." (p. 654).

In his Ph.D. thesis, Tessema (1985) analysed cross-border acquisitions in the US

market. "The shareholder returns of both U.S. firms acquiring foreign firms and those

acquired by foreign firms are compared with the shareholder returns of U.S. firms

involved in purely domestic mergers". (p. 1).

Tessema applied the market model with parameters estimated over days t-90 to

t-11 52 . Cumulative abnormal returns were calculated for a 21 day period from t-10

to t+10. The study contained an analysis of acquisitions 53 taking place between 1974

and 1985, and consisted of 840 US companies acquiring other US firms and 227 US

companies acquiring abroad, as well as 227 US target companies in domestic

acquisitions and 107 US targets in cross-border transactions.

Over the total analysis period (1974-1983), insignificant positive abnormal returns

were observed for both domestic and cross-border bidders. However, it was further

established that companies acquiring abroad significantly outperformed domestic

bidders during the 1974-1978 period, while the reverse was true during the 1979-1983

period, when cross-border bidders significantly underperformed domestic bidders.

In the cross-sectional analysis, Tessema noted that bidding companies, on

average, performed significantly better in cash transactions than when the merger

involved an exchange of shares.

The study also included an analysis of the abnormal returns to US target

companies in domestic and cross-border acquisitions. The mean CAR (t-10, t+10) was

+9.3% in domestic and +13.7% in cross-border acquisitions. The positive target

52	 As with Wansley et a/., there is a danger of the market model parameters estimated over a period so close
to the bid announcement being influenced by a pre-bid rise in the target company share price.

53	 The study was not restricted to full takeovers, but included "...acquisitions involving a minimum of 10 percent
and/or $10 million equity transfer". (p. 5).
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company cross-border effect was not, however, statistically significant. As was

observed for the bidding companies, target company shareholders (particularly in

cross-border acquisitions) obtained higher abnormal returns in cash than in equity

transactions.

Tessema expressed some reservations with regard to the event window applied

in his study.

"The test period of -10 days to +10 days in which we expected to see the

impact of international mergers and acquisitions on share prices may not be

adequate since benefits from international acquisitions may be realised at

a much later date. Therefore, we suggest a longer analysis period". (p.

126).

This recommendation has been taken into account in this study, where the event

window (for bidding company shareholders) include a five month period following the

month of the bid announcement.

Fatemi and Furtado (1988) analysed the abnormal gains and losses incurred by

shareholders of 117 US corporations buying companies abroad. Their sample

comprised "... all firms reported as having made a foreign acquisition between January

1974 and December 1979..." for which share price data and the date of the offer

announcement were available. (p. 366). Their study was restricted to successful

acquisitions.

The authors applied the market model, with parameters estimated using 150 daily

observations from day t-210 to day t-61. Abnormal returns were calculated for each

of the 11 days from t-5 to t+5, as well as the cumulative abnormal return for the

periods (t-60, t-2) and (t+1, t+60).

In order to establish whether movements in a company's shares were attributable

to the takeover announcement itself or to any other firm specific event unrelated to the

acquisition taking place at the same time, Fatemi and Furtado analysed the release



of significant news about the bidders during a period from twenty days prior to, to three

days subsequent to the day of the cross-border bid announcement. On this basis,

they split the sample into four groups:

(1) "Clean"	 No news about the company in question released
during the 24 day period,

(2) "Neutral"

(3) "Favorable"

(4) "Not favorable"

News released, but were not thought to have had
any impact on share prices,

News thought to have had a positive impact on
share prices,

News expected to have had a negative impact on
share prices.

During the 60 day period prior to the announcement of the cross-border bid (t-60,

t-2), shareholders of US bidding companies on average experienced significant

negative abnormal returns of -4.6%. However, Fatemi and Furtado argued that "... the

negative preannouncement wealth effects detected for the entire sample can be

attributed to the contamination effect of other events." (p. 368). In other words, the

share price performance for the group of firms about which "not favorable" news

emerged, pulled down the average pre-bid announcement performance for the whole

sample. For the "clean" group, there were no significant pre-bid movements in the

share prices. The analysis of the impact of information unrelated to the takeover

announcement is interesting, although there are several complications involved in

following such a procedure. Most importantly, there is a problem in defining what

news is expected to have a "positive", "neutral" or "negative" impact on a company's

share price. In efficient markets (Fama (1991)), share prices should react to

unexpected new information, not to information already anticipated. Thus, if a

company for example reports a loss of Ex, it is difficult to establish whether this will be

perceived by investors as good or bad news, without knowing what was expected. If

a larger loss was anticipated, the report of a loss of Ex may indeed be "positive" news.

Consequently, as a lot of uncertainty relates to what market expectations are, no

attempt has been made in this thesis to control for the effect of news release.
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Fatemi and Furtado hypothesized that the benefits of international diversification

(if any) would be larger for the first venture abroad than for subsequent expansion of

overseas activities 54 . Of the companies in their sample, for only two were the authors

able to ascertain with certainty that the companies had no prior international

involvement. Ninety-three companies did already operate abroad, while for the

remaining twenty-two companies the authors had no information regarding foreign

operations. The companies were split into two, according to whether they operated

abroad prior to the cross-border acquisition (93 companies) or did not operate

abroad/no information was available (24 companies). The authors compared the mean

abnormal returns to companies in the two groups, and concluded that,

"... there is weak evidence suggesting that the foreign acquisitions are

associated with positive wealth effects when they are the means for the

initial entry into a foreign market." (p. 372).

However, for only two companies were the authors certain that the cross-border

bidding companies did not operate abroad prior to the acquisition. For the remaining

22 companies in this category, the authors had insufficient information. If any of these

companies did operate abroad prior to the bid, the difference in abnormal returns

between the two groups may have been attributable to some other (unknown) effect

rather than the benefit of "... initial entry into a foreign market" (p. 372).

Fatemi and Furtado analysed whether the abnormal returns to US bidders varied

according to the nationality of the takeover target. As discussed in section 2.4.4 and

as argued by Conn and Connell (1990) (discussed below), there is a possibility of

shareholders of cross-border bidding companies to gain the most where the local

54 This is contrary to the predictions of Hymer (1976) and Servaes and Zenner (1994). Hymer argued that
"national firms have the general advantage of better information about their country: its economy, its
language, its laws, and its politics. To a foreigner the cost of acquiring this information may be considerable.
But note that this is a fixed cost; once incurred by establishing a foreign operation, it need not be incurred
again". (p. 34). Servaes and Zenner similarly suggested that "an acquisition may be more beneficial if the
acquiring firm has prior experience in the U.S. market, since this presence may reduce the transactions
costs of acquiring the assets and integrating them into the acquirer's operations" (p. 49), although Servaes
and Zenner acknowledged that "initial investments in a country may allow a company to gain more of the
benefits of foreign direct investment". (p. 49).
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market for corporate control is underdeveloped and uncompetitive. Of the countries

analysed, US bidders appeared to be performing worst (both pre- and post-acquisition)

when acquiring Canadian companies. However, Fatemi and Furtado concluded that

"The results ... indicate that no particular country or region can be

characterized as one in which target firms are consistently mispriced." (p.

375).

Thus, Fatemi and Furtado (1988) found no support for the inefficient capital markets

hypothesis.

Doukas and Tray los (1988) studied the gains and losses to shareholders of US

bidding companies engaged in international acquisitions between 1975 and 1983.55

In total, Doukas and Tray los studied 301 cross-border acquisitions made by 202

different US companies. They based their analysis on the market model, with

parameters estimated on daily observations for the period from t-136 to t-16 (where

t is the bid announcement day) 56. On the day of the bid announcement, shareholders

of US bidding companies on average gained +0.08%, which was statistically

insignificant. However, as pointed out by Doukas and Tra y los, these acquisitions were

"...a heterogenous group..." (p. 1167). Consequently, they spit their sample into the

following three groups (pp. 1164-1165):

(1) "MNCs [multi-national corporations] not operating in the target firm's country"

(99 acquisitions),

(2) "MNCs operating in the target firm's country", (175 acquisitions), and

(3) "Domestic firms going abroad for the first time" (13 acquisitions).

55 As did Fatemi and Furtado (1988), Doukas and Traylos controlled for news release unrelated to the
acquisition being analysed by excluding from the analysis companies involved in "...concurrent major
corporate events (i.e., other takeover activities, divestitures, common stock repurchases, exchange offers,
new offerings of securities, and announcements of new contracts) for the fifteen-day period prior to the
announcement day (t=0)..." (p. 1164).

56 Although the problem is likely to be more pronounced for analysis of target companies than of bidders,
estimating the market model on data so close to the announcement may lead to biased market model
parameters if the stock market foresees the takeover.
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The performance of the bidding companies varied significantly between the different

groups. Companies already operating abroad, but not yet in the market of the target

company gained on average +0.31% on the bid announcement day (significant at the

95% level). Companies not previously operating abroad gained more than the

previous group of MNC bidders not operating in the country. However, due to the

small sample size, the +0.74% gain was not statistically significant. Bidding

companies already operating in the country of the victim lost slightly on the day the

takeover was announced (-0.08%, which was statistically insignificant).

There appears to have been some gains, although small, to shareholders of

companies who bought companies in countries where they did not already operate.

Doukas and Traylos discovered that this gain was larger when the country of origin of

the target country was a less developed country compared to when the acquisition was

into another developed country 57 . Doukas and Tra ylos (as did Fatemi and Furtado

(1988)) thus argued that there were some benefits to bidding company shareholders

from acquisitions into new markets. Their findings thus lend some support to the

international diversification theory.

In a subsequent paper, Doukas (1995b) analysed the abnormal returns to

shareholders of US bidders from cross-border acquisitions, extending the analysis from

Doukas and Travlos (1988) to cover the 1975-1989 period. The total sample consisted

of 463 completed takeovers, undertaken by 234 U.S. companies. Doukas applied the

market model, with parameters estimated over days t-220, t-21. The main focus of

Doukas' analysis, was on the importance of Tobin's q ratio, which is a measure of a

57 A possible explanation for the additional gain of entering less developed countries may be that the
competition here is smaller than in developed countries. The acquiring company may therefore be able to
(ab)use market power to gain high returns.

Doukas and Travlos also found the shares of bidding companies to perform better when the acquisition
was into a new industry as well as into a new market. A discussion of the merits of conglomerate versus
horizontal or vertical mergers, is beyond the scope of this thesis.
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company's market to replacement value 58 . Doukas found that,

"the two-day announcement period cumulative abnormal returns for firms

with average q ratios greater than unity (i.e., value-maximizing firms 1581 ) is

0.41%..., statistically significant at the 5% level. On the other hand, bidder

returns are negative and statistically insignificant at any conventional level

for overinvested firms (i.e., firms with average q ratios less than unity). The

difference is significant at the 1% level". (pp. 1290-1291).

In support of Doukas and Tra ylos (1988), Doukas (1995b) confirmed that US bidders

performed better when entering into new markets. Two of the other variables which

were found to be of importance were the exchange rate (US bidders did better when

the dollar was strong relative to the currency of the country of the target company) and

the effect of taxation, with US bidders performing particularly well when entering into

less developed countries with tax rates lower than US rate of corporation tax.

However, as the US corporate tax rate was reduced in the 1986 Tax Act, the gains

from acquiring companies in low tax jurisdictions diminished after this date.

In a short paper, Mathur, Chhachhi and Sundaram (1989) discussed successful

cross-border acquisitions into the United States between the first quarter of 1986 and

the first quarter of 1988. Mathur et al. imposed further restrictions on the companies

to be included in their sample:

a.	 "The stock of the U.S. target firm should be listed and its daily price

data should be available; and

58	 Lang et a/. (1991) defined Tobin's q as "...the ratio of the market value of the firm's assets to their
replacement cost...". (p. 316).

59 It is worth noting that Doukas did not analyse or offer any evidence in support of the hypothesis that Tobin's
q can be used as a measure of the degree to which the company's management is competent and value
maximising. This issue is covered in more detail towards the end of this chapter when discussing the article
by Eun, Kolodny, and Scheraga (1995).
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[b] The non-U.S. bidder firm's stock should be traded in the host country

and its daily price should be available in either Financial Times ... or

The Wall Street Journal." (p. 24).

Due to these restrictions, their sample was limited to 18 large acquisitions. Mathur

et a/. applied the market model with parameters estimated using 100 daily

observations for the period up to 15 days prior to the bid announcement 60 .

Cumulative abnormal returns were estimated over the period from 15 days prior to 15

days after the announcement. During the two-day period from t-1 to t, target company

shareholders gained +25.9%, while over the whole 31 day event window from t-15 to

t+15, the cumulative abnormal returns reached +27.7%.

On the announcement day, bidders gained insignificantly. However, over the 31

day analysis period, shareholders of the foreign bidding companies, on average, lost

approximately -3% on average (statistically insignificant).

With regard to comparisons with the abnormal return from domestic transactions,

Mathur et al. argued that,

II ... comparisons should be kept in perspective because the domestic

mergers and mergers involving non-U.S. firms are not strictly comparable.

The second class of mergers are exposed to a variety of other factors [such

as exchange and political risk], to which the first category is not." (p. 26).

Although it is acknowledged that the abnormal return from cross-border and domestic

acquisitions are influenced by different factors, the view that these abnormal returns

are not comparable is not supported. Regardless of the additional risk and

complications involved in evaluating and undertaking cross-border acquisitions,

analysis of cross-border effects provide a valid measure of the different merit of

domestic and cross-border acquisitions.

60	 As discussed previously, parameters estimated over a period close to the bid announcement may be biased
if the bid is predicted.
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In a subsequent paper, Mathur, Rangan, Chhachhi and Sundaram (1994) again

analysed the impact on shareholders of foreign companies which made acquisitions

into the US during the 1984 to 1988 period. Their sample of 77 acquisitions included

23 acquisitions of publicly listed companies, 24 of private companies, and 30 of

subsidiaries of US companies61.

Mathur eta!. (1994) applied the same market model methodology as in the 1989

paper. The overseas bidding companies on average lost a significant -0.26% over the

three day period t-1, t+1. In addition, Mathur et al. noticed that "...the returns to the

foreign bidders in the present study continue to become more negative over time. This

result may indicate that more information about the acquisition is revealed to the

capital markets after the initial acquisition announcement is made". (p. 115). Over the

period from t+2 to t+15 days, the overseas bidders on average lost an additional

-1.62%. Over the total test period from t-15 to t+15, the mean CAR was -2.72%.

While their analysis covered three distinct groups of US targets (listed companies,

private, and units), Mathur et al. argued that "...bidder abnormal returns are not

affected by ownership structure". (p. 115).

In their cross-sectional analysis, one of their main findings was the importance of

exchange rates. Mathur et a/. discovered that "...a 10% decline in the value of the

dollar relative to foreign currency will increase abnormal returns by 0.53% for a bidder

from that country". (pp. 113-114).

Conn and Connell (1990) studied mergers between companies in the United

Kingdom and the United States taking place between 1971 and 1980. The study

contained an analysis of the returns to shareholders of 32 UK and 35 US bidding

companies and 22 UK and 24 US target companies. Their sample was restricted to

listed companies "... which had no other merger activity + 3 years around the

international merger and no other significant firm-specific event.. .[during the same 6

61	 In this study (see Chapter 6) only acquisitions of publicly listed companies are included in the analysis.
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year period]." (p. 692).

These cross-border mergers were mainly nonconglomerate, "... financed with cash

rather than stock ..., and involved mostly manufacturing firms..." (p. 692). Few

companies have shares listed in the country of the target firm, which may explain the

predominance of cash financing in cross-border acquisitions.

Conn and Connell used the market model in their analysis. However, they applied

an international market model (IMM) as well as the more traditional domestic market

model (DMM) 62. The DMM and the IMM were defined as follows:

DMM:	 R = a, + 11,DRDt +

IMM:
	

R 	 ADRot fliiRit eit

where the subscript D was used for domestic and I for international observations for

security i during time period t. (Note that the a, and fl,D estimates are not the same in

the domestic and the international market models).

"... R it is the international index calculated as the weighted average of the

domestic and stock indices of the nine major European trading partners of

the US or Britain ... weights were determined based on average export and

import value of trade during 1970 - 80 of each of those countries with US or

Britain." (p. 694)63.

62 Conn and Connell adjusted the domestic and international market model estimates for thinness of trading
by applying a trade-to-trade procedure developed by Dimson and Marsh (1983). The adjusted estimates
were denoted DMM' and 1MM':

DMM':	 RA/d1 = aks[dit RioRDNdit eit

I M M':	 Ri,/,/d„ = aNdi, AD RD,Wc1,,	 eit

"... where Rd is the continuously compounded return on security i during period t which is the period between
two recorded trades in security i, R 0, and R,, are the continuously compounded return on [domestic and
international] markets over precisely the same calendar time period t, d i, is the length (in days) of period t,
and a, is now redefined as a continuously compounded return per day during estimation period p. Note that
the observations are weighted to allow for the different period lengths to ensure that the beta estimates are
efficient as well as unbiased." (Dimson and Marsh (1983), p. 756. Notation has been slightly altered).

Franks et a/. (1977) also applied a trade-to-trade procedure in adjusting their estimates. Note that
the adjustment method applied by Franks et a/. and Conn and Connell requires exact information on the
number of days prior to the end of the month the last transaction took place.

63 The trading partners referred to were Belgium, France, Denmark, Italy, Netherlands, Norway, Spain,
Switzerland, and West Germany and the UK or the US (depending on whether a UK or a US company was
analysed).
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The weights were thus not based on world market capitalisation.

For both UK and US targets and bidders, the international and the domestic

market models gave very similar results. Conn and Connell argued that "... there is

no compelling reason to incur the extra research costs associated with the more

complex IMM." (p. 708). The results from Conn and Connell's paper, as discussed

next, thus refer to the DMM' modelTM.

For the target companies, the market model parameters were estimated using

monthly data for months t-36 to t-7. Conn and Connell found that US targets earned

significant positive abnormal returns quite a long time prior to the bid. During the

period from 9 to 2 months before the announcement, the cumulative abnormal return

(CAR) averaged as much as +12%. According to the authors, "this is a larger pre-

announcement price movement than reported by any other US study...[of domestic

takeovers]." (p. 697). At the end of the bid announcement month, CAR had risen to

almost +40%. This is higher than the average for US domestic acquisitions as found

in the American papers reviewed by Jensen and Ruback (1983). However, not all of

these papers covered the same time period or applied the same methodology

(including a long 'event window').

UK targets gained significantly less from cross-border acquisitions between UK

and US companies than did shareholders of US targets. The CAR from month t-9

through to the end of month zero was approximately +18%, compared to almost +40%

for the US targets. As was shown in the previous chapter, UK targets in domestic

transactions generally received higher premiums than they did in these cross-border

transactions with US bidders. However, a direct comparison is difficult, due to the

different methodologies applied. Conn and Connell (1990) did not include domestic

acquisitions in their analysis, which would have facilitated such a comparison.

As with the US target company shareholders, part of the gain to UK targets

64	 As explained further in Chapter 6, domestic models are applied in this study, where the return on the market
is taken to be the return on the stock market index in the company's domestic market.
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accrued long before the bid announcement, with approximately 8 percentage points

out of 20, or 2/5 of the total CAR to UK targets accruing prior to the announcement of

the offer.

Conn and Connell noticed the problems in deciding which period should be

assumed to be 'normal' and therefore used for estimating the market model

parameters (a and /3). For bidding companies, they therefore estimated the

parameters over three different periods:

(1) From 36 to 7 months prior to the bid announcement,

(2) From 7 to 36 months after the bid announcement, and

(3) Combining the previous two, thus covering the periods (t-36, t-7) and (t+7,

t+36) where t is the month of the first bid announcement.

For both US and UK acquirors, their estimated abnormal performance were highly

dependent upon the time period applied for the parameter estimation.

"In general, CAR based on pre merger returns are smaller than CAR based

on post merger returns, and hence, CAR based on pooled returns fall

between the values found using pre or post returns." (p. 699).

US bidders performed very well prior to making the cross-border bids for UK target

companies. During the period from 12 to 8 months prior to the bid announcement

(t-12, t-8) bidders earned abnormal returns of +5% or +9% depending on whether the

pre- or post-merger benchmark was applied 65 . During the two month bid period (t-1,

t), the pre- and post-merger models provided conflicting results. At the end of month

t, CAR (from t-12 to t) applying the domestic market model were approximately

- 2.5% with pre merger data,

+ 3.4% using pooled data, and

+ 10.4% with post merger data.

Most other studies of the US market for corporate control have applied pre merger

65 When applying the pre-bid parameters, there is a problem of this time period (from t-12 to t-8) being part
of the parameter estimation period, which extends from t-36 to t-7. As the parameter estimation period is
generally assumed to be a period of 'normal' returns, it is highly unusual to have overlapping parameter
estimation period and event window.
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data in the market model (except for Mandelker (1974) who applied pooled data).

Other studies of US acquisitions have generally not found such large average losses

to bidders in the few months prior to the bid announcement. Conn and Connell

therefore argued that,

"... controlling for models used, international mergers by US firms are

viewed more sceptically by the securities market than are domestic US

mergers at the time of first public announcement." (p. 702).

However, Conn and Connell did not study domestic acquisitions, which would allow

for a more direct comparison between domestic and cross-border acquisitions.

During the six month period following the bid announcement, bidder performance

once again differed substantially between pre and post merger estimates of a and /3.

Over the period from t+1 to t+6, bidders lost so that CAR fell to -10.2% with pre

merger parameters, but maintained their performance at a positive CAR of +7.9% with

parameters estimated over the period following the merger.

Conn and Connell estimated that a decline in a (from positive to negative)

accounted for 85% of the difference in abnormal return estimates using pre or post

acquisition observations in the market model. The fall in alpha estimates may partly

have been attributable to the unusually good performance of bidders during the period

prior to the bid which inflated the pre-acquisition alpha and beta values. This

unusually good performance was not maintained after the acquisition, and the

estimated alpha values fell.

"the change in alpha is a signal that the market models (DMM and IMM)

may be misspecified. It is commonly observed that security returns are

correlated with firm size, and since merger instantaneously creates a larger

firm, the absence of a firm size variable may create a shift in the intercept

term." (p. 703).

The issue of stock market size effects is discussed further in section 6.5.2.

As for the US bidders, the level of abnormal returns to shareholders of UK bidders



varied widely depending on the period applied in estimating the market model

parameters. During the year prior to the bid, shareholders of UK bidders did not

perform exceptionally well, unlike their US counterparts. While CAR at t-8 (calculated

from t-12) was +5% or +9% for US bidders (using pre and post merger based models),

the corresponding figures for UK acquirors were -2% and +3.2%.

In the following months before the bid announcement, UK bidders continued to

perform worse than the US firms. At time t, CAR (t-12, t) for UK bidders with pre,

pooled, and post acquisition a and 13 were as follows (US figures also given for

comparison):

UK US

Pre -7.9% -2.5%

Pooled +2.0% +3.4%

Post +9.5% +10.4%

According to Conn and Connell, differences in the markets for corporate control

in the UK and US may account for the differences in abnormal returns to targets and

bidders in the two countries. The authors wrote,

"... there are a number of security regulations and antitrust laws in the US

(e.g. Williams Act, Premerger Notification Act, and state merger laws) that

facilitate the flow of information regarding mergers and hence encourage

competitive bids." (p. 691).

Conn and Connell also argued that,

"a priori, returns to foreign bidders should be relatively high if the market for

corporate control is relatively inefficient in the UK ... similarly, returns to UK

acquired firms should be less than those observed for US acquired firms..."

(p. 691).

However, while Conn and Connell found US bidders to perform better than their UK

counterparts, they did not perform particularly well after their acquisitions in the UK.

It may therefore be that their hypothesis of superior return from acquisitions in less

efficient takeover markets is incorrect. Another possibility may be that the UK takeover
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market is not less efficient than the US takeover market 66 . Some of the findings are

difficult to reconcile with Conn and Connell's hypothesis. Firstly, their theory does not

help explaining why the UK target company shareholders in cross-border acquisitions

by US bidders received a lower abnormal return than that found in other studies of UK

targets in domestic offers 67 . In addition, US bidders in cross-border acquisitions

appears to have performed worse than US acquirors in domestic transactions. If the

UK market was inefficient, it would be expected that US acquirors gained more from

takeovers in the UK than at home.

In a subsequent paper, Connell and Conn (1993) elaborated on the

methodological issues raised in their 1990 paper. The large difference in CAR to

bidding company shareholders depending on whether the market model parameters

were estimated during a time period prior to or after the acquisition, were

predominately (80%) attributable to a change in a rather than a change in /3 (20%) (p.

47). Connell and Conn gave a number of "possible explanations for the decline in

alpha...:

1) influence of above average returns in the year preceding the merger...;

2) instantaneous increase in firm size due to merger and a resultant

change in trading frequency"; and

66 In the UK, takeovers have since 1968 been regulated by the City Code on Takeovers and Mergers. The
City Code (The Panel on Takeovers and Mergers, 1990) imposes a number of restrictions on predators
which, it could be argued, enhance rather than restrict efficiency in the takeover market. For example, full
takeover bids have to be made when a 30% threshold is reached. There are also stringent information
requirements. In the United States, takeover defences, such as greenmail, poison pills, and supernnajority
clauses, are common features. Such activities are either illegal or severely restricted in the UK. Manne
(1965) argued that enforcing full bids hamper the efficiency of the takeover market. However, it may be the
case that fair (or equal) treatment of shareholders is likely to increase the faith in the stockmarket, and
increase the willingness of investors to risk their capital. The assumption that the US market for corporate
control is less efficient than the US is therefore open to discussion.

67	 It should be borne in mind, though, the difficulties of comparing abnormal return estimates between different
studies due to the slightly different methodologies applied and time periods analysed.

68 The issue of thin trading is discussed further in section 6.5.1. If a share is less frequently traded than the
index, an error in the market model parameter estimation may occur, whereby the /3 is biased downwards
and the a estimate is inflated (see Fowler and Rorke, 1983). However, Connell and Conn found that a
change in /3 had relatively little impact on the change in CAR. In addition, Connell and Conn corrected for
nonsynchroneous trading. Thin trading is therefore unlikely to be the sole explanation for the change in the
a value over the takeover period.
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3) asymmetric incidence of mergers over the business cycle with the

result that the efficient frontier of the sample is not randomly changing

but subject to consistent downward shifts". (p. 63).

Uncertainty therefore remains as to why the alpha values for the bidding companies

generally changed so dramatically over the bid period. Connell and Conn concluded

that,

"the evidence on the wealth change for shareholders of acquiring firms

remains ambiguous due to the sensitivity of the market model parameters

to the event related period chosen to represent equilibrium...". (p. 64).

Servaes and Zenner (1990) analysed "...the returns to buyers and sellers in

foreign acquisitions in the U.S." (p. 1). They were particularly interested in establishing

what impact the passage of two pieces of tax legislation, the 1981 Economic Recovery

Tax Act (1981 ERTA) and the Tax Reform Act of 1986 (1986 TRA), had on the return

to targets and bidders in domestic and cross-border acquisitions. "... 1981 ERTA

imposed many of the implicit taxes that put foreign investors at a disadvantage." (p.

5). Scholes and Wolfson (1990) argued that the 1986 Tax Reform Act would benefit

foreign acquirers more than domestic ones (p. S141)69.

Servaes and Zenner studied the level of abnormal returns to target and bidding

company shareholders in a total of 112 cross-border 7° and 831 domestic acquisitions

of US target companies that took place between 1979 and 1988. They applied the

market model, based on parameters estimated using 200 daily observations starting

250 days prior to the announcement of the takeover 71 . Over a two-day interval (t-1,

69	 For a fuller discussion of these tax legislations, please refer to Servaes and Zenner (1990) pp. 4-5 and
Scholes and Wolfson (1990) pp. S141-S143.

70	 Servaes and Zenner also analysed 325 cross-border acquisitions of units and 342 acquisitions of partial
ownership interests. The findings for these types of acquisitions will not be reviewed in this thesis.

71 As was discussed in Chapter 3 (see for example the discussion of Franks, Broyles and Hecht (1977)) and
in this chapter under the analysis of Mathur, Chhachhi and Sundaram (1989) and Conn and Connell (1990),
the share price of the target company often start rising several months prior to the formal announcement
of the offer, as the stock market anticipate a takeover to take place. Using market model parameters
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t), targets in cross border bids gained on average +13.5%. Over the longer event-

window from 20 days prior to the announcement, to "... the resolution of the takeover

or the delisting date, whichever comes first" (p. 8), the gain was +26.7% 72 . However,

while the average for the whole period was 26.7%, the gain to US targets varied

substantially over time.

"In the period 1979-1980, target returns are 38.0%. In the 1981-1986

period, following the 1981 ERTA, target returns drop to 15.2%... After 1986,

returns increase to 41.6%." (pp. 10-11).

These changes were highly significant. Servaes and Zenner concluded that the US

tax reforms of 1981 and 1986 appears to have had a "... significant impact on the

returns of domestic firms subject to foreign acquisitions." (p. 11).

In addition to tax laws, exchange rates were found to have an important impact

on the return to US targets. It appears that foreign bidders were willing to pay a higher

dollar premium when their local currency was strong in relation to the dollar. In

addition to analyse the variation in takeover premiums in cross-border takeovers,

Servaes and Zenner also studied how these premia compared to that of domestic

takeovers. During the 1979-1980 period, US targets received a 7 percentage point

higher premium in cross-border than in domestic takeovers. 73 (This was not,

however, statistically significant). While the premiums paid by foreigners fell

dramatically after the 1981 Economic Recovery Tax Act was passed (by 17.8

estimated on a period so close to the announcement (ending less than 2% months prior to bid) may lead
to an inflated a estimate and thus a downward bias in estimated abnormal return.

Servaes and Zenner analysed abnormal returns over two event windows, the longer of which was "...
constructed to capture all the announcements relevant to the acquisition and to capture any price run-ups
due to leakage." (p. 8). This event-window started 20 days prior to the offer announcement. Due to the
findings in previous studies of takeover rumours resulting in an increase in the share price of the target
company as much as three months prior to the announcement, it is not clear that an analysis period starting
20 trading days (= 1 month) prior to the announcement is sufficient to "... capture all the announcements
relevant to the acquisition and to capture any price run-ups due to leakage" (p. 8).

72	 The difference in abnormal return from the short to the long event-window clearly shows the importance of
a long period for capturing the whole takeover effect.

73 In order to capture true "cross-border-effects" (i.e., difference in abnormal return in cross-border and
domestic takeovers), Servaes and Zenner controlled (in the multi-variate regression analysis) for whether
the bids were hostile, cash financed and whether more than one company bid for the same target.
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percentage points, significant at the 10% level), the premium paid by domestic bidders

on average rose by 0.4 percentage points. As a consequence, during this period

returns to US target company shareholders were, on average, 10.5 percentage points

higher in domestic than in cross-border acquisitions. After the passage of the 1986

Tax Reform Act, the relationship again changed, with US targets experiencing an

abnormal return 5.9 percentage point higher when the bidder was foreign compared

to when another US corporation bid for the US target.

Servaes and Zenner also studied the abnormal return to the 70 foreign bidders

that had their shares74 listed in the US. The return for these bidders during the two-

day event-window was -0.15%, which was not statistically significant. However, as did

Fatemi and Furtado (1988), Servaes and Zenner found Canadian bidders to perform

worse than bidders from other countries.

"When we subdivide our sample in Canadian and non-Canadian firms, the

returns for non-Canadian firms are positive and marginally significant, while

the returns for Canadian firms are significantly negative." (p. 22).75

Servaes and Zenner published a similar paper in 1994. For the US target

companies, the cross-sectional analysis was extended to include an analysis of the

target company's q ratio. The regressions revealed that target company "...returns are

higher when cash is the form of payment, when the acquisition is hostile, and when

the target firm has a low q ratio". (p. 52).

In the 1990 paper, Servaes and Zenner analysed the returns to 70 foreign

companies which made acquisitions into the US over the 1979-1988 period. In the

1994 paper, this sample was increased, by extending the analysis to the 1989-1991

74 The authors analysed the return to foreign bidders that had "... shares or American Depository Receipts
(ADRs) traded on the NYSE, the Amex or over the counter..." (pp. 2-3). Some of these bidders were not
necessarily engaged in full takeovers, but in acquisitions of units or partial interests.

75 Servaes and Zenner admit that they have no satisfactory explanation for such a difference, but argue that
one explanation may be that "... the U.S. and Canadian economies are closely intertwined and that
Canadian firms may be less likely to realize many benefits of FDI [foreign direct investment] from investing
in the U.S." (p. 22).
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period (note that no such increase in the time frame was made for the US target

companies). This increased the sample to 123 foreign bidders. However, only 27 of

these were involved in complete takeovers, while the remaining 96 bought units or

acquired partial interests in US companies. As reported in the 1990 paper, the mean

two-day (t-1, t) CAR was -0.15% over the 1978-1988 period. For the enlarged sample,

this rose to +0.05%, indicating that foreign bidders on average performed marginally

better in the 1989-1991 period than they did between 1978 and 1988. For the

subsample of 27 completed mergers, the mean CAR was +0.44%. None of these

estimates were, however, statistically significant.

In her Ph.D. thesis, Biswas (1990) analysed cross-border acquisitions between

financial companies that took place between 1977 and 1987. For this time period, 496

cross-border acquisitions were identified. However, her analysis is based on 125

bidding firmsm and 81 target firms 77 for which (sufficient) share price data were

available. For comparison, 159 bidding and 74 target companies in domestic m bank

takeovers were also analysed.

Biswas analysed the effect on shareholder wealth applying the market model. The

a and /3 parameters were estimated on 71 daily observations, from t-90 to t-20, where

t denotes the bid announcement day. The cumulative abnormal return (CAR) was

then estimated for the 11 days from t-5 to t+5. As discussed above, such a short

event window may not capture the full impact of the acquisition. In addition,

parameters estimated over such a short period so close to the bid announcement may

be influenced by bid speculation. Biswas partly acknowledged these problems, and

76	 The nationality of the 125 bidding firms were: Australia (2), Canada (17), Hong Kong (7), Ireland (1), Italy
(1), Japan (10), Netherlands (2), Singapore (1), Spain (3), Switzerland (6), UK (18), and US (57).

77	 The 81 target companies were based in the following countries: Australia (1), Canada (4), France (1), Hong
Kong (4), Italy (1), Netherlands (1), Spain (1), Switzerland (4), UK (11), US (48), and West Germany (5).

78 Biswas did not state what she included in this category of 'domestic' takeovers, such as whether this was
restricted to domestic US acquisitions, or whether domestic takeovers in other countries were included as
well.
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argued that the data,

"... suggests some evidence of a leakage, and that markets are efficient

enough for the reaction to be completed by day 0." (p. 76).

In her paper, Biswas argued that,

II ... relative to a domestic acquisition announcement, there is a higher

probability of leakages in an international acquisition announcement." (p.

76).

Unfortunately, Biswas did not apply a sufficiently long pre-bid event window to allow

for an analysis of this proposition. (This is, however, analysed in this thesis, as

discussed in Chapter 7).

The abnormal return to bidding company shareholders differed significantly

according to whether the takeover was international or domestic. In cross-border

deals, the performance of bidding companies was on average neutral. In domestic

acquisitions, however, predators on average lost a significant -0.9% over the 11 day

interval.

"Based on these results, a bidding firm is better off participating in an

international than in a domestic acquisition." (p. 78).

Target company shareholders gained significantly in both cross-border and

domestic bank mergers. The 6 day CAR (over the period ending with (and including)

the bid announcement day) was rather low, at +8.04% in international takeovers and

+14.03% for targets in domestic takeovers. Despite the seemingly large additional

gain to targets in domestic acquisitions, the negative target company cross-border

effect was not statistically significant. Biswas concluded that,

"... from a target firm's point of view, it does not matter significantly if the

bidder is from its own country or from a foreign country. It stands to gain

from positive abnormal returns in either case." (p. 81).

Method of payment was found to have a much larger impact on the level of

abnormal return to target company shareholders than the nationality of the bidding



company. On average, the CAR was found to reach +14% for cash bids, and only

+3.9% for non-cash financed financial takeovers. This finding clearly highlights the

importance of controlling for method of payment in estimating the gain or loss to

shareholders from takeover activity.

Cakici, Hessel, and Tandon (1991) analysed the level of abnormal returns to target

company shareholders from cross-border acquisitions into the US over the 1982-1987

period. For their sample of 94 complete acquisitions 79, the average CAR (using the

market model with CAR estimated over a short 12-day period from t-10 to t+1) was

+22%. Cakici et al. argued that this was "...not much higher than in domestic

mergers". (p. 30). However, Cakici et al. did not analyse any domestic acquisitions,

and the comparison refers to results obtained in other studies, not all of which applied

similar methodologies or covered the same time period. These comparisons to

domestic studies should thus be interpreted with care.

Cakici et al. also established that the average CAR to US targets in cross-border

acquisitions varied over time and with the nationality of the bidder. Firstly, they noticed

that the average CAR (at 27%) was higher during the 1982-1984 (strong dollar) period

than during the 1985-1987 (weak dollar) period (when mean CAR was 19.4%).

Finally, the paper identified some interesting national variations, "...with the Japanese

paying the highest for mergers, followed by the Canadians, then the British and finally

the Germans". (p. 57).

While the 1991 paper analysed the abnormal returns to US target companies from

cross-border acquisitions, in a subsequent paper, Cakici, Hessel, and Tandon (1996)

extended their research to an analysis of cross-border bidding companies. This paper

79	 Cakici et al. also analysed 149 cross-border acquisitions of parts or units of US firms. For such transactions
the average CAR to target company shareholders was +2.56%.
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focuses on the abnormal returns to 195 foreign companies' which made cross-

border acquisitions into the US during the 1983-1992 period. For comparison

purposes, the authors also analysed the abnormal returns to 112 US companies which

brought companies abroad during the same 10 year period.

Using the market model (with parameters estimated over days t-140 to t-21),

cumulative abnormal returns were estimated for three different event windows, ranging

from a 21 day window to a two day window. Their results are reported in Table 4.3.

Table 4.3.

Cumulative Abnormal Returns (CAR) to Successful Foreign
Bidders Into and Out of the US 1983 - 1992.

Source: Adapted from Cakici, Hessel, and Tandon (1996), p. 316.

Event window
(days relative to bid announcement)

Foreign Acquisitions
of US Firms

(N=195)

US Acquisitions of
Foreign Firms

(N=112)

t-10, t+10 1.96 -0.25

t-10, t+1 1.05* -0.04

t, t+1 0.63* -0.36

*	 Statistically significant at the 99% level.

The results indicate that positive and significant abnormal return were earned by

foreign bidders who acquired into the US. These results contradict the findings of

Conn and Connell (1990) with regard to UK acquisitions into the US, as reported

above81 . It is also interesting to note that Cakici et al. (1996) found US cross-border

80 As is discussed further in Chapter 6, there is often difficulties involved in obtaining data for foreign
companies. In order to obtain the sample of 195 cross-border bidding companies, Cakici et a/. (1996),
"...started with a sample of over 600 foreign corporate acquisitions in the U.S. but given the difficulty of
obtaining data for foreign companies' share prices and the inability to identify exact announcement date in
some cases, our sample is reduced...". (p. 314).

81 As discussed further below, most studies of cross-border acquisitions into the US have estimated the
abnormal returns to the bidding companies to be either insignificant or (in the case of UK bidders)
significantly negative. The only other studies to obtain significant gains to bidders from cross-border
acquisitions into the US, are Pettway et a/ (1993) and Kang (1993). It is interesting to note that both of
these papers were restricted to Japanese acquisitions of US firms. The evidence does not, however,
indicate clear national differences. In the Cakici et a/ (1996) paper, both the 85 UK and the 24 Japanese
(as well as the 12 Australian) bidders were found to obtain significant, positive, abnormal returns.
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bidders to perform worse than other cross-border bidders, again a finding inconsistent

with Conn and Connell (1990) (and Feils (1993), as discussed below).

In the cross-sectional analysis, Cakici et al. (1996) found cross-border bidders not

to gain from competitive bids. Variables which were analysed, but found not to be of

importance, were: the relative size of target and bidding companies; the strength of the

currency (contradicting their previous research as well as e.g., Servaes and Zenner

(1990) and Harris and Ravenscraft (1991), as discussed above); and the degree of

previous international exposure (possibly contradicting Fatemi and Furtado (1988) and

Doukas and Travlos (1988), although Cakici eta!. (1996) looked at international sales

rather than international operations, as measured in the previous papers).

Cakici et al. (1996) found bidder abnormal returns to fall after 1986, and argued

that this may be an indication of a tax effect (following the 1986 Tax Reform Act).

However, as acknowledged by the authors (and discussed more fully by Scholes and

Wolfson (1990)), one would have expected cross-border bidders into the US to have

performed better after the 1986 Act.

Cakici eta!. (1996) concluded their cross-sectional analysis by acknowledging that

the R2 of all regressions were very small. Thus, "while we have strong evidence of

significant positive bidder gains when foreign firms acquire U.S. firms, the evidence

supporting determinants of the bidder premia is weak". (p. 20).

Shaked, Michel and McClain (1991) analysed the difference in takeover gains to

US targets in cross-border and domestic acquisitions. Shaked et al. included in their

analysis all takeovers of US listed companies (with assets in excess of $100 million)

taking place between 1975 and 1983. One more restriction was imposed, in that,

"none of the firms were target firms in another takeover attempt within one

calendar year surrounding the announcement date." (p. 436).

Imposing these restrictions, Shaked et a/. got a fairly small sample, comprising

29 cross-border acquisitions, and



84 domestic acquisitions.

Shaked eta!. applied the market model based on 60 monthly observations for the

period (t-72, t-13). Abnormal returns 82 were calculated for a 71 day interval,

spanning 35 trading days (approximately 2 months) on either side of the bid

announcement day.

During the two months prior to the bid announcement, the level of abnormal return

to targets in cross-border and domestic acquisitions were similar (CAR for the period

(t-35, t-2) was +15.7% in cross-border and +15.1% in domestic acquisitions).

However, during the next few days (covering the bid announcement) cross-border

targets gained significantly more than the targets of domestic bidders.

Eight days after the announcement, CAR had risen to +38.2% in cross-border and

+34.3% in domestic acquisitions. Subsequent to this, abnormal returns in both foreign

and domestic acquisitions flattened out, so that by the end of the investigation period

(35 days after the announcement), there was a difference of 5.75 percentage points

in the total wealth gain in cross-border and domestic acquisitions (CAR of +40.2% and

+34.5% respectively).

Shaked et al. obtained an even clearer difference in CAR between cross-border

and domestic acquisitions when the observations were split according to the industry

sector of the US target, as

"... segregating the overall sample by industry clearly suggests a higher, and

much steeper build-up of cumulative abnormal returns to targets of foreign

acquirers." (p. 443).

The most extreme industry was the mining and metals sector. The 6 targets of

overseas bidders had by the end of day t+35 gained +66.2%, while the targets in

domestic takeovers in the same industry sector gained only an average of +17.6%

over the same period. In no other industries were the differences so large. However,

82	 Shaked et a/. estimated abnormal returns both with the a and 11 estimated by the market model, and with
a set equal to zero. All reported estimates are calculated with a m 0.
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in all sectors did cross-border acquisitions lead to larger gains to target company

shareholders than did domestic acquisitions.

Due to the small sample size, the industry data did not easily lend itself to rigorous

statistical analysis. However,

"though the sample size for each of the industries is limited, the fact that the

same patterns are observed, suggests an actual difference between foreign

and domestic acquirers." (p. 443).

Shaked et al. did not control for differences in bid characteristics (such as different

proportion of bids being multiple, revised, cash financed, e.g.) in their analysis of the

cross-border effect. They did note, however, that the cross-border effect could not

have been due to a difference in the proportion of bids being hostile (assuming hostile

bids led to a higher bid premium being paid), as slightly more domestic (19.5%) than

foreign takeovers (17.2%) were hostile.

Harris and Ravenscraft (1991) carried out a more extensive analysis of the

differences between cross-border and domestic acquisitions of US companies,

studying 1,273 publicly traded US firms acquired between 1970 and 1987, of which

159 (12.5%) were acquired by foreign companies. United Kingdom (followed by

Canada) was the single most important foreign source country, accounting for a total

of 60 acquisitions of listed US companies during the period 1970 - 1987.

Harris and Ravenscraft applied the market model with parameters estimated using

daily observations for the period (t-240, t-21) 83 in the analysis of abnormal return to

US targets and calculated cumulative abnormal returns (CAR) over two different event

windows, (t-3, t+1) and (t-20, t+4), for three different announcement dates: "...

(1) the first offer for the target by any bidder,

(2) the first offer for the target by the ultimate acquirer, and

83 Once again, the market model parameters were estimated close to the announcement data, which may have
resulted in an overestimated a. The level of abnormal return to targets may therefore be underestimated.
However, as the estimation period is the same for cross-border and domestic takeovers, the conclusion
regarding the difference in abnormal returns (target company cross-border effect) should be unaltered.
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(3) the final offer by the ultimate acquirer." (p. 831).

They also calculated CAR for event windows covering all three announcement dates.

In the majority of cases (approximately 2/3), these three announcement dates were the

same.

In order to test whether any 'cross-border effect' existed, Harris and Ravenscraft

chose to control for differences in method of payment, and whether or not the bid was

competitive. In addition, they also tested whether the difference in takeover premiums

to targets of overseas and domestic bidders changed over time or differed according

to which industry sectors the target companies operated in.

Harris and Ravenscraft found target company shareholders to have gained

significantly more in cross-border than in domestic acquisitions, with the CAR for the

period from t-20 to t+4 days amounting to +39.8% in cross-border and +26.3% in

domestic acquisitions. The difference in abnormal returns, although reduced from 13.5

to 10.2 percentage points, remained highly significant when additional variables, such

as whether the bids were cash financed or not, and whether multiple bidding

occurred" were added. The cross-border wealth effect was thus very large (and

larger than that found by Shaked et al. (1991))85.

Abnormal returns to targets in takeovers varied significantly over time (average

target gains fell after 1980). However, the "cross-border effect" was still significantly

84 Harris and Ravenscraft argued that targets have been found to gain more in cash bids than in share offers.
88% of cross-border acquisitions into the US were cash financed. Only 4% were financed solely by equity.
The comparable figures for domestic US takeovers were 49% and 28% respectively. Slightly fewer cross-
border takeovers involved multiple bids than were the case for domestic acquisitions (30% versus. 33%).

85 Harris and Ravenscraft studied the difference in abnormal return to targets in domestic and international
bids. As mentioned above, they did not analyse return to bidders. Their analysis was therefore rather
restricted. Harris and Ravenscraft appreciated that,

"a full resolution of how the wealth gain is distributed between bidder and target in cross-border
takeovers requires stock data from a number of countries." (p. 829).

Despite this, Harris and Ravenscraft went on to argue that,
"... our estimate yields a lower bound on the total gain [from cross-border mergers], unless the
bidding foreign firm incurs a loss in share value. Declines in bidder share value have been
observed, but Franks, Harris, and Mayer (1988) show they are largely confined to stock
acquisitions. Most cross-border takeovers employ cash." (p. 829).

In this statement, the assumption "...unless the bidding foreign firm incurs a loss in share value" is
rather crucial. Statements regarding the overall wealth effect from cross-border acquisitions, without
analysing the returns to both parties to the transaction, is of limited merit. (For example, Conn and Connell
found bidders in cross-border acquisitions to lose from these transactions).
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positive (at 7.9 percentage points) when time was added as an additional explanatory

variable in regression analysis. Thus, Harris and Ravenscraft concluded that,

"our data demonstrate a strong cross-border effect, suggesting that foreign

buyers consistently pay substantially higher premiums for U.S. firms than do

U.S. buyers." (p. 837).

Harris and Ravenscraft analysed the foreign bids further in an attempt at

discovering what may have caused the difference in target wealth gains from cross-

border and domestic acquirers. The authors discovered that takeover targets who had

allocated a large proportion of their turnover on research and development (R&D)

received higher bid premiums than did firms with little R&D involvement. However, the

R&D effect appeared to be the same in cross-border and domestic acquisitions. On

the other hand,

"given that cross-border takeovers occur more often in R&D intensive

industries than do U.S. takeovers, these results provide support for a special

role of R&D in FDI [Foreign Direct Investment]." (p. 839).

The R&D effect may thus account for some of the difference in average bid premiums

offered by foreign and domestic acquirers.

As was argued by Servaes and Zenner, tax laws may affect domestic and foreign

acquirers differently. Harris and Ravenscraft classified (US) Acts according to whether

they were thought to favour foreign or domestic acquirers. They then analysed what

impact the introduction of these Acts had on the size of the cross-border effect, and

concluded (in contradiction to Servaes and Zenner) that,

"in sum, our results provide no support for increased tax incentives for

takeover being linked to higher target gains." (p. 839).

There does thus appear to be disagreement as to whether differences in tax treatment

explain the difference in abnormal return to targets in cross-border and domestic

acquisitions.

Harris and Ravenscraft analysed whether there were any national differences



(within the cross-border group) in bid premia offered. However, the country dummies

were only significant at the 83% level of significance. There was thus only weak

evidence for any difference in target bid premium dependent on the nationality of the

bidder.

As did Servaes and Zenner, Franks and Harris did find target gains to be,

"...significantly higher when the buyer's currency is strong relative to the

dollar. ...[The data] suggests that a 10 percent ... appreciation of a currency

is accompanied by a 2.7 point ... increase in target gains." (p. 841).

Foreign bidders were thus particularly generous when their own currency was strong.

When the exchange rate coefficient was added to the analysis of target wealth gains

in cross-border takeovers, the R&D-effect lost its significance. The authors did not

offer a full explanation as to why foreign bidders paid a higher premium for their

targets than did US bidders. Harris and Ravenscraft summarised their article by

stating that,

"... target wealth gains are significantly higher in cross-border takeovers than

in domestic acquisitions. This cross-border effect persists, having controlled

for industry effects, variation in gains over time, the medium of exchange,

and competition in bidding. Foreign companies pay around 10 percentage

points (about 50 percent) more than domestic firms in non cash bids." (p.

842).

In his DBA thesis, Sudia (1992) looked at the impact of takeover regulation on the

level of abnormal returns to US bidders from acquisitions abroad. The legislative

changes analysed were "...the Williams Act of 1968, the related 1970 amendments,

state anti-takeover legislation, the 1982 Edgar versus Mite Supreme Court Decision,

the 1986 CTS Dynamics Corporation of America Supreme Court Decision, and major

U.S. target countries takeover laws". (p. 1).

Sudia gathered data on 323 US bidding companies which acquired foreign firms



during the 1967 to 1989 period. Sudia applied the market model to calculate abnormal

returns, with parameters estimated over days t-210 to t-31. CAR was calculated over

days t-30 to t+30. Sudia found that the average CAR to US bidders engaged in cross-

border acquisitions changed over time. The mean CAR was -0.16% during the 1967-

1968 period, +1.24% for the 1968-1982 period, -2.03% for the 1983-1987 period, and

-0.95% for the 1988-1989 period. The changes in the levels of CAR were as Sudia

predicted following the regulatory changes. However, none of the CAR estimates (nor

the changes from period to period) were statistically significant.

Splitting the sample according to the nationality of the target companies, Sudia

established that US bidders, on average, gained marginally (CAR=0.58%) when

acquiring Canadian companies, while acquisitions into other markets resulted in

insignificant losses.

Cebenoyan, Papaioannou and Travlos (1992) analysed the abnormal returns to

target company shareholders in 134 domestic and 73 cross-border acquisitions of US

companies over the 1978-1987 period. They applied the market model (with

parameters estimated over days t-136 to t-16 86), and the majority of the analysis was

based on a two day event window (days t-1, t). For the whole time period, the

average CAR in domestic acquisitions was found to be +16.5%, while cross-border

acquisitions resulted in a (statistically significant) additional +6.3 percentage points.

In the cross-sectional analysis, Cebenoyan et al. controlled for: the method of

payment; changes in the US tax system (following the 1981 and 1986 tax reforms); the

strength of the foreign currency relative to the dollar; the industry sector of the target

firm; the level of foreign acquisitions in the target industry; the number of bidders; and

whether the bidder was domestic or foreign.

One of the main findings of the study, was that "...the wealth gains realized from

86	 Parameter estimation periods close to the bid announcement may lead to biased parameters if the bid is
anticipated.
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foreign bids, relative to those realized from domestic bids, increase with foreign

takeover activity in the respective industry of the target. This positive effect persists

even after we account for various control variables". (p. 67). Foreign bidders thus

appears to have been prepared to pay a higher premium for US targets if there

already was a significant volume of cross-border acquisitions in the industry.

Another interesting finding of their study, was that the strength of the currency,

while significant when analysed in isolation, was "...no longer significant in the

presence of ... additional factors". (p. 66).

The final major finding of the Cebenoyan et al. study, was that while there was a

positive cross-border effect for the 1978-1987 period, this was not the case for the

1981-1987 sub-period. During this time period, the cross-border effect was generally

negative, and significantly so in some regressions. "...these findings suggest that the

general conclusion of previous studies, that cross-border takeovers produce superior

wealth gains for U.S. target shareholders, might not hold for takeovers in the 1980s".

(p. 66).

Morck and Yeung (1992) analysed the abnormal returns to shareholders of 322

US companies engaged in cross-border acquisitions over the 1978 to 1988 period.

The authors employed a very short event window:

"In the analysis..., we employ a one day event window. Our results do not

change qualitatively if the window is widened to three days; however,

significance levels fall. Our results become insignificant if a five day window

centred on the event date is used". (p. 45).

This limitation should be kept in mind when interpreting the results.

The average abnormal returns to the US bidders was +0.29% (significant at the

90% level) on the day of the bid announcement. The authors did not analyse domestic

US acquisitions, but rather made a general reference to other studies as follows: "The

stock market appears to view international acquisitions as good news on average - an



apparently better news than domestic acquisitions". (p. 49).

It was further established that companies with high R&D spending performed

better than other bidders. R&D was taken as a proxy for intangible assets, which

made Morck and Yeung argue that,

"overall, the results ... are consistent with the internalization theory. That is,

a firm's stock price rises upon its announcement of a bid for a foreign target

if the bidder appears to possess intangible assets". (p. 53.

On the other hand,

"...in the absence of intangible assets, international expansion is at best a

wash-out and may even be viewed by investors as a liability". (p. 54).

Morck and Yeung also discovered that size was negatively related to the level of

abnormal returns. Cross-border acquisitions thus appears to have had a greater

impact on small than on large bidders. The stock market also reacted more favourably

to acquisitions announced by companies in which insiders held a significant proportion

of the bidding company's shares. This may indicate that managerial ownership have

alleviated some of the concerns about the acquisitions having been undertaken in

pursuit of managerial objectives, rather than in an attempt to maximise shareholder

wealth.

Finally, Morck and Yeung argued that "...stock financing is not significantly related

to abnormal returns. This contradicts with a negative effect found for domestic

acquisitions". (p. 51). This may be due to the generally small number of cross-border

acquisitions where cash is not offered.

In her Ph.D. thesis, Feils (1993) focused on cross-border acquisitions between the

UK and the US, although she also included some German acquisitions. Her sample

(representing full acquisitions over the 1980 to 1990 period) was as follows:

*	 50 US targets and 41 UK bidders in cross-border acquisitions into the US,

*	 42 US bidders and 7 UK targets in cross-border acquisitions into the UK,



.	 9 US targets acquired by German bidders, and

.	 10 US bidders acquiring in Germany.

For comparison purposes, Feils also analysed the abnormal returns to 130 targets and

bidders in domestic US acquisitions.

Feils applied the market model with parameters estimated over a very short time

period, from day -65 to day -11 87 . Abnormal returns were calculated over days (t-1,

t) and (t-5, t+5), using both a domestic and an international market index'. "The

results are generally robust to the choice of the returns definition and the market

index". (p. 7). Consequently, in the following discussion, reference will be made to the

results obtained using the narrow event window (t-1, t) using the international market

index.

Looking at the target companies in cross-border acquisitions, Fells found UK

targets to gain significantly less than US targets. The average two-day CAR to US

companies acquired by UK firms was +25.52%, while UK targets on average gained

+16.33% when acquired by US corporations. These results are consistent with those

of Conn and Connell, although they found the difference in abnormal returns to US

and UK targets to be even larger.

Looking more specifically at the US target companies, it was established that,

while they on average gained +25.75% in cross-border acquisitions, they gained

marginally more, +25.90% in domestic acquisitions 89 . "Overall, the results show no

significant difference between the cumulative abnormal returns to the U.S. target firms

in domestic and international acquisitions". (p. 104).

Turning to the bidding companies, Feils established that all categories of bidders

87 As previously mentioned, there is a potential danger in estimating market model parameters, especially for
target companies, so close to the bid announcement, as the parameters may be contaminated if the bid is
anticipated by the market.

88	 The international market index was calculated as the value-weighted average of the indices in Australia,
Canada, France, Germany, Japan, Switzerland, UK and US.

89	 US targets gained the most in the small number of German acquisitions. There is thus some indication that
the size of any cross-border effect may be influenced by the nationality of the foreign bidder.
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on average lost from their transactions. "The losses to U.S. acquiring firms in

domestic acquisitions are significant". (p. 108). Similar (although not significant) losses

were encountered by US bidders in cross-border acquisitions. British bidders lost

marginally more than the US bidders from cross-border acquisitions. Again, these

findings are consistent with Conn and Connell (1990) who established that UK bidders

generally performed worse than US bidders in cross-border acquisitions.

Where sufficient data was available, Feils also calculated the average combined

(value-weighted) CAR for the matched pairs of bidding and target companies. She

established that, due to the large gains to the US targets, acquisitions by UK

companies of US targets on average resulted in a net wealth gain of +5.19%. On the

other hand, cross-border acquisitions by US companies into the UK on average

resulted in an overall loss of -2.81%. The largest overall gains were, however,

observed in domestic US acquisitions, which on average resulted in an overall

increase in shareholder wealth of +5.69%.

Feils also analysed the impact on the level of abnormal returns caused by various

bid characteristics. She concluded that,

"no significant differences in gains from domestic and international

acquisitions are found after considering the impact of the number of bidders,

form of payment, level of hostility, the relatedness of the businesses of the

acquiring and target firms, and their relative size. The gains to the

combined firms are larger in multiple bidder acquisitions and positively

related to the relative size of the target and the acquiring firms.

Deviations from the average exchange rate and the relatedness of the

businesses have no explanatory power...". (p. iv).

In her Ph.D. thesis, Song (1993) analysed cross-border acquisitions into the US

over the 1981-1990 period. The analysis is restricted to 118 transactions for which

data was available for both the US target company and for the foreign acquiring



company. Song applied the market model, with a and /3 being estimated over days

t-70 to t-11, where t refers to the day of the bid announcement90 .

The overseas bidding companies, on average, observed a negative 2-day (t-1, t)

CAR of -0.72% (significant at 5% level), and -0.41% over a 21-day period (t-10, t+10).

Further, Song found that the "acquirer's CAR is significantly higher if the firm already

has an establishment in the U.S.". (p. 166). These results contradict those of Fatemi

and Furtado (1988) and Doukas and Travlos (1988), who argued that US bidders

performed better when entering new markets.

Target companies, on average, earned large, and highly significant, positive

abnormal returns. Over the 2-day window the CAR was +24.78%, and +36.34% over

the 21-day window. The large difference in CAR between the two event windows

highlight the importance of extended event windows for capturing the whole wealth

effect. Indeed, as acknowledged by Song, even her 'long' event window (from t-10 to

t+10 days) may be too short for capturing the full impact of the acquisitions.

Song further looked at the value changes for paired bidding and target companies.

The change in shareholder wealth was calculated over the period from 10 days prior

to the initial announcement to 10 days after the successful bid. The average CAR was

6.30% of the combined values of the bidding and target companies. Target companies

gained more if the bid was competitive, but bidding companies did not perform worse

in competitive bids. Consequently, the combined gain was significantly higher in

multiple-bidder transactions than in single-bidder transactions.

Swenson (1993) analysed the abnormal returns to US targets in 477 domestic and

226 cross-border acquisitions over the 1974-1990 period. Swenson applied the market

model (with parameters estimated over days t-250 to t-21 days), and calculated the

90 Estimating the market model parameters over a period so close to the bid announcement may cause
problems if the bid is anticipated. Indeed, Song observed that for the target companies, significant positive
abnormal returns were observed as early as t-10. "Hence abnormal returns measured over event periods
beginning 10 days before the initial announcement seem to understate the true return to target shareholders
in a takeover". (Song (1993) p. 135).
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CAR over days t-20 to t+5.

Swenson acknowledged two potential limitations of her methodology. Firstly, she

recognised the potential for information leakage prior to the official announcement of

the bid and argued that,

"as long as investors believe that their firm could become a takeover target,

a fraction of potential takeover gains will be capitalized in the current stock

price. ... If there is any anticipation that a firm may be acquired, the

observed effect of the takeover announcement will be less than the

economic value of the event itself'. (pp. 270-271).

Thus, measuring the CAR from 20 days prior to the day of the bid announcement may

be insufficient to capture the whole effect of the bid.

In addition, Swenson acknowledged the limitation of restricting the analysis to

target companies. "Since the division of gains is not likely to be divided between the

bidder and target in a systematic fashion, target shareholder gains are an imperfect

measure of total value created by the acquisition". (p. 271).

On a descriptive level, Swenson established that foreign bidders generally: had

a larger pre-bid stake in the target; faced competitors less often; and acquired targets

with higher PE ratios, than did domestic acquirers.

On an overall basis, "...the premium paid in foreign transactions [40.9%] exceed

the premium paid by domestic purchasers [30.1%] by 10.9 percent". (p. 268).

Swenson also looked at the effect of bid characteristics. US target companies on

average gained an extra +9.2 percentage points in competitive as compared to single

bidder transactions. However, even after controlling for this and other variables (such

as whether or not the bid was challenged by regulatory authorities, the method of

payment, and whether the target company was a manufacturer or not), the cross-

border effect still amounted to +9.3 percentage points. However, this additional

premium received with foreign bidders was not constant over time. "...it is apparent

that the foreign premium was highest in the 1970s, fell in the early 1980s, but



increased again in the late 1980s. These results cast doubt on the overpayment

hypothesis". (p. 270).

Swenson argued that the variation in the level of the cross-border effect could, at

least in part, be attributed to the varying strength of the dollar. "The results show that

target shareholder wealth gains in foreign acquisitions are much larger in weak-dollar

years. In fact, there are no additional wealth gains for target shareholders in foreign

acquisitions during strong-dollar years". (pp. 273-274).

There are some complications in assessing why the strength of the currency

should have an impact on the level of target company abnormal returns.

Firstly, it may be difficult to determine when a currency is 'strong'. Swenson

defined the dollar as strong when the real effective exchange rate was above the

average exchange rate for the 1974-1990 period. While it may be possible, with

hindsight, to use this approach for determining the strength of the currency, it is

probably difficult for bidders, at the time of the takeover, to determine whether the

currency is strong or weak.

Secondly, a fall in the dollar should not create bargains to foreign bidders, as it

"...reduces the value of the expected foreign currency profit stream at the same time

that the foreign currency price of the U.S. target falls". (p. 272). Foreign bidders

should thus only be at a competitive advantage relative to domestic bidders when the

dollar is temporarily weak. In reality, it may be difficult to assess whether the apparent

weakness of the currency is transitory or permanent.

Finally, Swenson did not discuss why the foreign bidders paid a higher premium

when the dollar was weak. While the strength of their home currency may have given

foreign bidders a competitive advantage over domestic bidders (if one accepts the

above argument), it is less than clear as to why the foreign bidders passed on this

advantage to the target companies in the form of an additional takeover premium.

Consequently, while Swenson identified an interesting correlation between the size

of the cross-border effect and the strength of the currency, questions still remains as



to why such a relationship appears to be present.

A final aspect considered by Swenson, was whether or not the overseas bidder

had prior experience in the US market. While Fatemi and Furtado (1988) and Doukas

and Traylos (1988) found US bidders to perform better when entering new markets,

Swenson found that "...when foreign bidders were distinguished according to their

presence in the U.S. market, no differences in target shareholder wealth gains were

found". (p. 279). Thus, while the degree of prior international experience may be of

some importance to the bidding companies, it does not appear to be of importance to

the US target companies.

Marr, Mohta and Spivey (1993) analysed the wealth effects to target company

shareholders from 90 cross-border acquisitions into the US over the 1975 to 1987

period. For comparison purposes they also analysed 87 target companies in domestic

US acquisitions. These domestic acquisitions were, for an unexplained reason, drawn

from a shorter period (1979 - 1987). This is unfortunate, as a direct comparison of

results may not be valid as the two samples do not cover exactly the same time

period.

Marr et al. did not analyse the gains or losses to the foreign bidding companies,

but argued that this was not a major limitation of their research.

"Unfortunately, data on foreign firm's wealth effects are not readily available.

The empirical evidence from previous studies show that the gains to bidders

are negligible... Furthermore ... study of tender offers ... find that target

shareholders capture most of the gains from tender offers. Therefore, the

wealth effects to target shareholders should be a good measure of the

premium from a takeover". (pp. 290-291).

As is shown in the empirical section of this thesis, such an assumption may not be

valid.

Marr et al. applied the market model (estimated over the period from 210 to 60



days prior to the bid announcement). Abnormal returns were calculated over the

interval from 60 days prior to, to 20 days after the day of the bid announcement. Their

results are given in Table 4.4. As can be seen, "the wealth effects on the

announcement of a takeover is significantly higher for foreign takeover than for

takeovers by domestic firms". (p. 285). There was thus clear evidence of a positive

cross-border effect. Marr et al. also found that "...foreign bidders pay a slightly higher

premium for targets whose operations are related to their own". (p. 293).

Table 4.4.

Cumulative Abnormal Returns to US Firms Taken Over By
Foreign Bidders Versus US Firms Taken Over By Domestic

Bidders - 1975-1987.

Source: Adapted from Marr, Mohta and Spivey (1993).

Percentage Cumulative Abnormal Returns
(CAR) over Test Period

Sample
size

t-60, t t-1, t t+1, t+20 t-60, t+20

Cross-border
targets

90 39.01% 11.82% 6.04% 45.05%

Domestic US
Targets

87 34.02% 6.27% 0.24% 34.26%

Z-score of
difference in CAR 

1.27 2.44 2.75 2.33

Marr et al. also looked at the characteristics of companies taken over by foreign

firms as compared to (a sample of 363) companies not taken over. The main findings

of the authors was that "...foreign firms take over US firms whose operations are

related to their own and US firms with low market-to-book values". (p. 293).

Pettway, Sicherman, and Spiess (1993) analysed acquisitions of US companies

by Japanese firms. The time period covered was October 1981 to September 1991,



although the majority of transactions took place during 1988 and 1989. Their sample

of complete mergers was relatively small, consisting of 10 US targets and 16

Japanese bidders91.

Abnormal returns were calculated using the market model with parameters

estimated over days t-201 to t-22. For the US targets, while the two-day abnormal

returns was +37.00%, the CAR over the total event window (t-21 to t+20 days) was

substantially higher, at +57.62%, significant at the 99% leve1 92 . These abnormal

return estimates are very high, and higher than what has generally been found in

domestic US studies, although Pettway et al. did not include an analysis of domestic

takeovers.

Another interesting finding in the Pettway et al. study, was the substantial gains

observed for the bidding companies. Over the 42 day event window, Japanese

bidders gained +6.91%, significant at the 85% level.

Pettway et al. carried out cross-sectional analysis in an attempt to explain the

cumulative abnormal returns to US targets and Japanese bidders. They found that

"wealth gains to Japanese buyers in mergers are higher when the medium of

exchange is all cash and larger when the firm diversifies. The gains to U.S. sellers are

less positive when the buyer is large relative to the seller...". (p. 92). However, none

of these variations were statistically significant. Indeed, as Pettway et al.

acknowledged, "...the cross-sectional models employed ... do not have much

explanatory power". (p. 89).

91 Pettway et a/. also analysed 37 Japanese bidders and 30 US targets in unit transactions (whereby a part,
rather than the whole US company, was acquired). A review of such transactions is outwith the scope of
this thesis. It may be worth noting, however, (particularly in light of Kang (1993) discussed below) that both
bidders and targets gained significantly less in such transactions than in complete mergers. In the unit
transactions, mean CAR was -1.24% for Japanese bidders, and +13.25% for US targets.

92 The large difference in the total event widow CAR and the two-day abnormal return highlights the danger
of analysing takeover effects over short event windows, as applied in e.g., Doukas and Traylos (1988) and
Biswas (1990).
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As did Pettway eta!., Kang (1993) studied acquisitions into the US by Japanese

companies. His sample, for the 1975-1988 period, consisted of 119 Japanese bidders

and 102 US targets. However, for only 30 Japanese bidders and 21 US targets did

these transactions involve complete mergers (the remaining transactions included

partial sales (less than 50%), and acquisitions of subsidiaries). Rather disappointingly,

Kang did not provide separate results for the various categories of transactions.

For comparison purposes, Kang also studied 119 bidders and 102 targets in

domestic US acquisitions. These companies were matched to the companies engaged

in cross-border acquisitions. The matching criteria included whether or not it was a

full merger.

Kang applied the market model (estimated over days t-200 to t-21), and calculated

CAR over a number of different event windows. His overall conclusions were similar

to those reached by Pettway et at. (1993) that "Japanese mergers and acquisitions in

the U.S. create statistically significant gains for both Japanese bidders and U.S.

targets". (p. 345).

The three-day CAR (t-1, t+1) for Japanese bidders amounted to +0.51%,

significant at the 90% level. US bidders in domestic transactions, on the other hand,

lost an insignificant -0.10%. The difference in performance was significant at the 95%

level.

Over the three-day event period, US targets gained +9.42% in cross-border

transactions and +7.01% in domestic deals, thus indicating a positive cross-border

effect. However, when calculating abnormal returns over a longer event window (t-20,

t+20), the situation reversed, with target companies receiving a marginally higher CAR

in domestic than in cross-border takeovers (+13.71% versus +12.41%). (All the target

CAR estimates are significant at the 99% level). Kang concluded that "...shareholders

of U.S. targets of Japanese bidders do not earn higher abnormal returns than those

of targets in the control sample". (p. 367).

Kang carried out further analysis for a subsample of "...68 matched nonfinancial



bidder and target pairs". (p. 349). His main findings were: "...returns to Japanese

bidders and the portfolio of Japanese bidders and U.S. targets increase with the

bidder's leverage, the bidder's ties to financial institutions through borrowings, and the

depreciation of the dollar in relation to the Japanese yen". (p. 345).

Manzon, Sharp, and Traylos published a paper in 1994 based on the same data

as used by Doukas and Tra ylos (1988). In this paper, however, the aim was to look

specifically at "...the effect of tax factors on the equity values of U.S. multinational

corporations making foreign acquisitions". (p. 1893). The sample is restricted to 103

acquisitions made by 76 US firms for which data was available on the amount of

foreign income and foreign tax, as well as the total value of the takeover.

Manzon et at. argued that "abnormal stock returns are found to be related to a tax

variable that captures differences in the international tax status of acquiring firms but

not related to a naive tax variable that captures differences between tax rates in target

countries and the United States". (p. 1893). More specifically, "an acquisition that

enhances a firms' ability to repatriate funds to the United States results in a favorable

market reaction, while one that is likely to result in income that will trigger additional

U.S. taxes upon repatriation results in an unfavorable market reaction". (p. 1903).

Markides and Ittner (1994) analysed the gains and losses to 276 US companies

which acquired companies abroad during the 1975-1988 period. The study applied

the market model, with parameters estimated over days t-270 to t-90. Abnormal

returns were calculated over a very narrow event window (days t-1, t), although

Markides and Inner argued that "...our results do not change significantly when a

broader window is used". (p. 350).

Overall, Markides and Ittner found the US bidders to have gained from the

transactions: the two-day CAR was +0.32%, significant at the 90% level. However,

this average masked an important distinction between acquisitions of firms within or



outwith the bidders line of business: "...the two-day abnormal return for related

acquisitions is .55%... By contrast, the corresponding abnormal return for unrelated

acquisitions is -.87%...". (p. 355). Both values were statistically significant.

In the cross-sectional analysis, several other variables were found to be

significant. Markides and Ittner established that US bidders performed better when

their industry (and that of the target) was highly concentrated and had a high

advertising intensity. Somewhat contradictory to the findings of Fatemi and Furtado

(1988) and Doukas and Tra ylos (1988), it was also found that bidders gained more if

they already had international experience. Large bidders (as measured by turnover)

and bidders acquiring large targets (in relation to their own size) performed better than

other bidders. Finally, bidders gained more when the dollar was strong relative to the

currency of the target company. Contrary to their expectations, the R&D intensity and

the tax system were not found to have a significant impact on the abnormal returns to

US bidders engaged in cross-border acquisitions.

Lin, Madura and Picou (1994) analysed the abnormal returns to US bidders from

cross-border acquisitions announced during 1980 to 1989. Using the market model

with parameters estimated over days t-220 to t-21, their sample consisted of 119

successful takeover bids. However, rather surprisingly, no average abnormal return

is reported for this sample. Rather, their analysis is split into two distinct sections;

firstly, the abnormal returns associated with acquisitions into specific countries, and

secondly, the impact of the Single European Act for acquisitions into the EEC.

Looking firstly at national variations, it is established that the acquisition of 18

German companies resulted in a mean pre-bid (t-20 to t-2 days) CAR of +2.39%, while

the two-day event period CAR (t-1, t) was +1.27%, significant at the 95% level. The

paper also reported results for acquisitions of 44 UK and 27 Canadian companies.

However, this section of the paper suffers from numerous errors, which complicates



interpretation of the results93.

With regard to the acquisitions into the UK, these were associated with a large

(but statistically insignificant) negative pre-bid CAR of -1.87%. However, confusion

also surrounds the bid announcement abnormal returns94.

Turning to the analysis of the Single European Act, the authors split the 92

acquisitions for EEC companies into those announced prior to 1 January 1986 and

those announced after. They established that, while the average event-period CAR

was insignificantly positive for bids prior to 1986, they were significantly negative (at

-0.86%, significant at the 90% level) for bids announced between 1986 and 1989.

However, once two more variables were included in the analysis, the method of

payment and whether or not the acquirer had prior experience in the country of the

target, none of the explanatory variables were found to be significant.

Dewenter (1995a) analysed the abnormal returns to US targets in cross-border

and domestic acquisitions over the 1975-1989 period. The analysis was restricted to

the chemical industry (81 domestic and 35 cross-border acquisitions), and the retail

sector (213 domestic and 55 cross-border transactions). While such a categorisation

(based on SIC codes) may have some merit, there are potential problems in

classifying companies into discrete industries, particularly for diversified companies.

Dewenter applied the market model (with parameters estimated over days t-270

to t-21), and calculated cumulative abnormal returns over days t-20 to t+10. The mean

CAR for the US targets in the chemicals industry was +23.5% with domestic bidders

93 Firstly, the pre-bid event period is reported in their table 2 to extend from t-30, rather than from t-20, as
reported in the text. This is presumably simply a typographical error. Secondly, there appear to be errors
regarding the signs of the abnormal returns and the associated t-statistics. For example, for acquisitions
into Canada, the average pre-bid CAR is reported as a negative -0.54%, but with a positive t-statistic of
+0.29. Presumably both numbers should have the same sign, and it is unclear whether the abnormal return
was really positive or negative. What is clear, however, is that acquisitions of Canadian companies were
associated with an average two-day CAR of -0.25%, statistically insignificant.

94 The AR for t-1 is reported as a positive 0.5%, but with a negative t-statistic of -1.70, significant at the 90%
level. As the t=0 CAR was +0.05% and the two-day CAR -0.45%, it appears that the t-1 AR was negative,
rather than positive as reported. However, not only the table, but also the text suggests that the t-1
abnormal return was positive: "Acquisitions of U.K. companies are associated with significant positive
abnormal returns on day -1". (pp. 68-69).
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and +21.3% with foreign bidders. There was thus an insignificant negative cross-

border effect of 2.2 percentage points. In the retail sector, however, the cross-border

effect was positive, although still insignificant, with cross-border acquisitions resulting

in a CAR of +22.2%, while domestic acquisitions were associated with a +20.6% CAR.

Dewenter concluded that "a comparison of unconditional mean takeover premia levels

indicates that for these two industries, shareholder wealth gains are not statistically

higher when the buyer is foreign". (p. 430).

In a further analysis of her results, Dewenter (1995a) tested whether target

company returns were influenced by changes in the US tax laws during the period of

study. She concluded that "...the results confirm prior work that shows the U.S. tax

regime changes in the 1980s provide no explanatory power for the difference between

domestic and foreign takeover premia levels". (p. 439). These findings may appear

to contradict those of Servaes and Zenner (1990), discussed above, who studied the

impact of the 1981 Economic Recovery Tax Act and the 1986 Tax Reform Act on the

abnormal returns to US targets in cross-border acquisitions. They concluded that

these tax changes appeared to have had a "...significant impact on the returns of

domestic firms subject to foreign acquisitions". (Servaes and Zenner, 1990, p. 11). It

should be remembered, however, that Servaes and Zenner did not analyse domestic

acquisitions, and could thus not comment on the impact of these changes on the size

of any cross-border effect.

While Dewenter did not find the US tax system to be of importance, in her cross-

sectional analysis she did establish that certain cross-border effects were present,

once various bid characteristics were controlled for. "Foreign investors do appear to

pay more in hostile transactions, and less with rival bidders...". (p. 439). It was also

suggested that foreign bidders pay less than domestic bidders in equity financed

transactions, although this was difficult to test statistically, due to the small number of

share financed cross-border acquisitions. Thus, while Dewenter failed to establish the

presence of a significant cross-border effect at the overall level, she found that "...the



sensitivity of takeover premia to standard transaction characteristics does appear to

vary with buyer nationality". (p. 439).

In a different paper, Dewenter (1995b) analysed the effect of exchange rates on

the flow of FDI into the US. The paper, however, also included an analysis of the CAR

to 603 US companies acquired in cross-border acquisitions 95. The average 31-day

(t-20, t+10) CAR amounted to +22.8%, similar to that observed for the chemical and

retail sectors, as discussed in the 1995a paper. Cross-sectional analysis revealed that

target company abnormal returns were significantly higher in full (as compared to

partial) acquisitions, in hostile (versus friendly) bids, and where there was no equity

element to the offer. Target company shareholders also gained marginally more in

competitive bids, although this variable was not statistically significant.

Eun, Kolodny, and Scheraga (1995) analysed the gains and losses to both bidding

and target company shareholders in cross-border acquisitions into the US over the

1979-1990 period. Abnormal returns were calculated using the mean-adjusted return

technique. This model, which assumes that the mean historical share return is a good

prediction of future share return, is rather unusual, as it fails to allow for general

movement in the stock market index.

For a sample of 213 US targets, Eun et al. calculated the mean cumulative

abnormal return (CAR) over the period from 5 days prior to the first offer to 5 days

after the last, successful, offer, to be +37.02%. The average CAR for the 117 foreign

bidders, was -1.2%. However, this average masked large national variations, with

Japanese bidders on average gaining a significant +3.62%, while British bidders on

average lost a significant -4.28%.

95 The sample of 603 US targets included the 90 analysed in the 1995a paper. The 1995b paper applied the
same event study methodology, but did not include a comparison to US target companies in domestic US
acquisitions.
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Eun et al. also analysed the combined wealth effects for bidders and targets for

a total of 103 transactions for which data was available. They found that "the

combined average wealth gain is $68.18 million...". However, once again there were

large national variations. Indeed, in value terms, British bidders lost more than US

targets gained, leading to an average combined wealth reduction of -$28.36 million.

On the other hand, Japanese acquisitions on average resulted in a joint gain of

+$398.49 million. The overall loss established for UK acquisitions into the US is

contrary to the findings of Feils (1993), who established that such acquisitions on

average resulted in an overall increase in wealth of +5.19%.

Eun et al. found that bidding companies performed better if the target company

had spent a large proportion of their sales on research and development (R&D).

Indeed, the results "...suggest that the country effect may be a proxy for the target's

R&D intensity". (pp. 18-19). In an attempt to explain these results, Eun et al. refer to

work by Lang, Stulz and Walkling (1989, 1991), Servaes (1991) and Doukas (1995b),

who "...suggest that a firm's R&D/sales ratio may indicate not only the firm's R&D

intensity but also the quality of management...". (p. 16). Eun et al. goes on to argue

that,

"...well-managed (high R&D/sales) Japanese firms are likely to face positive

investment opportunities and, as a result, their decision to acquire U.S.

targets with above average R&D would be viewed positively by the stock

market. In contrast, poorly managed (low R&D/sales) British firms, which

tend to acquire less R&D intensive targets, are likely to face limited

investment opportunities, and thus have a greater proclivity to undertake

negative NPV projects. ... This interpretation of our empirical findings

suggests that in order to create synergy gains from cross-border

acquisitions, acquirers must possess the skills necessary to effectively

redeploy the targets' intangible assets toward higher-valued uses". (pp. 16-

17).



There are a number of problems with this interpretation of their results.

Firstly, there is a difficulty with the definition of "quality of management", and the

alleged relationship between R&D/sales and managerial quality. Eun et al. claim that

e.g., Lang et al. (1989, 1991), Servaes (1991) and Doukas (1995b) had suggested

such a link. This appears to be at best a misinterpretation of these papers, which all

look at the impact of Tobin's q on takeover-related returns to shareholders. None of

these papers even mentions the words research or development. It is far from clear

that R&D can be taken as a surrogate for q, at least not without any explanation.

Secondly, these papers do not test whether q is related to managerial

performance, nor do they define managerial performance. Rather, such a relationship

is put forward as a proposition. For example, Servaes (1991) wrote that "if q is

interpreted as a measure of managerial performance...". (p. 409), while Doukas

(1995b) argued that "if Tobin's q is used to separate firms into value maximizers (i.e.,

well-managed firms) and overinvestors (i.e., poorly-managed firms) the results indicate

that bidder abnormal returns are substantially higher for value maximizing firms than

for overinvesting firms". (p. 14).

Thirdly, the above quote by Eun et al. implies that not only the level of target R&D,

but also the level of bidder R&D to be an important factor influencing the level of

abnormal returns. However, contrary to this, their regressions (table 6) indicates that

the level of acquirer R&D is marginally and insignificantly negatively correlated with the

overall wealth gains from the acquisition.

A further problem is that the level of R&D expenditure may vary widely between

industries. If one is attempting to evaluate managerial performance based on

R&D/sales, one would expect an adjustment for industry averages. (Such an

adjustment was made by Servaes (1991) when evaluating the impact of q ratios).

Consequently, while Eun et al. establishes an interesting relationship between

target company R&D and abnormal returns, the paper offers a rather questionable

explanation for these results.



Cheng and Chan (1995) analysed cross-border acquisitions into the US. They did

not include the foreign bidders in their study. Their justification for this was, rather

simplistically that,

"the limited availability of data on foreign bidders poses problems in

conducting in-depth analysis on the subject. Since data on US firms are

available, focusing on international takeovers of US target firms allows us

to examine indirectly the behaviour of international bidding firms". (p. 637).

Their sample consisted of 70 large (purchase price minimum $100 million) cross-

border acquisitions of US companies over the 1985-1990 period. 29(41.4%) of these

acquisitions were carried out by UK bidders.

Firstly, Cheng and Chan analysed the size of the percent takeover premium96.

It was established that the average premium was 45.2% in these cross-border

acquisitions. This compares to a premium of 39.7% for 1,789 domestic acquisitions

(as reported in Mergerstat Review). Thus, "...it seems that the premium paid in

international takeovers is a little higher than [that observed in domestic] US takeovers".

(p. 648).

Secondly, Cheng and Chan undertook a more common market model event study,

with parameters estimated over days t-240 to t-41. While the whole event window

stretched from t-40 to t+3, the majority of the analysis is based on the three-day period

from t-1 to t+1. "For the -1 to 1 interval, the ...[mean CARs] are 21.80% ... for the

whole sample and 20.16% ... for the UK sample. These results suggest that US

targets of UK takeover seem to receive smaller abnormal returns than US targets of

international takeovers do in general". (pp. 650-651).

Finally, Cheng and Chan compared the abnormal returns to US targets in cross-

border acquisitions to the gains encountered in 219 domestic US acquisitions. While

the average CAR to US targets in cross-border acquisitions was +21.8%, the average

96	 The takeover premium was defined as the price paid for the target less the share price five days prior to the
bid announcement, divided by the same pre-bid value.
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gain was only +12.7% in the domestic acquisitions. There was thus some indication

of quite a sizeable cross-border effect. However, Cheng and Chan did not advocate

such an explanation. They "...believe that the higher abnormal returns received by US

targets in international takeovers are not necessarily due to overpayment ... by

international bidders. In fact, it is probably due to the type of takeovers and other

determinants (like payment methods) that result in a higher abnormal return in the

international sample". (p. 652).

It should be noted, however, that the analysis in this part of Cheng and Chan's

paper is rather weak. Firstly, while the cross-border takeovers took place during the

1985-1990 period, the sample of domestic acquisitions related to the period 1981 to

1987. No explanation was given as to why the two samples did not cover the same

time periods. A straight comparison may therefore be problematic.

Secondly, Cheng and Chan argued that the type of takeover may have been of

importance, "as mergers normally receive lower takeover premiums...". (p. 652). More

of the cross-border transactions (66.2%) than the domestic transactions (48.6%) were

mergers. Consequently, if returns are predicted to be lower in mergers than in other

types of takeovers, one would expect the cross-border sample to display a lower CAR

than the domestic sample. As Cheng and Chan appears to have had data on the type

of transaction, they could have tested for the significance of this variable by applying

cross-sectional analysis.

Waheed and Mathur (1995) analysed the wealth effects of international expansion

by US banks undertaken during the 1963 to 1989 period. Waheed and Mathur applied

the market model but, as did Conn and Connell (1990) and Connell and Conn (1993),

estimated the parameters over periods both prior to and after the bid

announcement97.

97 The results reported are based on an estimation period from t-170 to t-21 and t+21 to t+170. "Other
estimation periods of t=-150 to t=-30 and t=30 to t=150, and t=-100 to t=-21 and t=21 to t=100 were also
used with similar results being obtained'. (p. 834).
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The average two-day (t-1, t) cumulative abnormal returns associated with the 259

announcements of foreign expansion was -0.21%. This sample, however, included not

only acquisitions, but also establishment of representative offices, branches, joint

ventures and subsidiaries. Looking specifically at the 80 cross-border acquisitions, the

US banks, on average, encountered a negative CAR of -0.51%, significant at the 99%

level. Waheed and Mathur concluded that the "...results suggests that the costs and

risks associated with foreign expansion outweigh the diversification benefits expected

from foreign expansion". (p. 840).

Datta and Puia (1995) analysed the abnormal returns to shareholders of 112 US

companies which acquired companies abroad during the 1978 to 1990 period. Datta

and Puia applied the market model, with parameters estimated over days t-180, t-31.

They calculated abnormal returns over several event windows, ranging from a short

two day (t-1, t) to a 'long' 61 day window (t-30, t+30). Their reasoning for applying

several event windows related to the degree of market efficiency, and argued that,

"the two-day window ... is used to identify the immediate market reaction to

the acquisition announcement, based on the assumption that all relevant

information regarding the acquisition becomes public on the day of the

announcement and the market adjusts fully to that information. However,

arguments have been made that markets are not always capable of

predicting the full consequences of the acquisition immediately upon

learning of it... Hence in addition to the narrow window ... this study

employed a number of longer time periods..., on the assumption that they

provide more realistic pictures of wealth effects in cross-border acquisitions"

(p. 347).

Datta and Puia established that cross-border acquisitions, on average, resulted

in statistically significant negative abnormal returns to the US bidding companies (CAR

of -0.42% and -2.54% for the short and long event window, respectively).



The research also included an analysis of the difference in abnormal returns in

related and unrelated acquisitions. In related acquisitions (classified according to the

existing operations of the target and bidding companies), the abnormal losses were

small and insignificant, with the cumulative abnormal return over the period from t-30

to t+30 days amounting to -1.01%. However, unrelated acquisitions resulted in large,

significantly negative abnormal returns (-9.10%). The difference in abnormal returns

was significant at the 99% level for the long event windows.

A further variable analysed by Datta and Puia (1995), was the effect of 'cultural

distance' between the US and the country of the target company. The cultural

distance was classified according to "...four cultural dimensions... [These] are power

distance, uncertainty avoidance, individuality, and masculinity/femininity". (p. 344).

Using this classification process, acquisitions into the UK, Canada and Australia98

were considered to be in the low cultural distance group, while all other countries fell

into the high cultural distance group. (p. 348).

The results revealed that cumulative abnormal returns in acquisitions belonging

to the high cultural distance group were significantly negative (-5.85% over t-30, t+30)),

while there were no significant abnormal returns in acquisitions of companies in the

low cultural distance group (-0.39%). Datta and Puia (1995) concluded that their

findings "...lends credence to the theory that cultural fit plays an important role in

cross-border acquisitions" (p. 354), and that acquisitions of target companies based

in countries significantly different from the country of the bidding company result in

significant losses to bidding company shareholders.

4.4.	 Conclusion 

This chapter contains a discussion of previous literature on cross-border

acquisitions, with particular emphasis on the level of abnormal returns to target and

98 From this classification, it appear that cultural distance is associated with language, as all English speaking
countries were classified as having low cultural distance from the US, while all non-English speaking
countries were considered to belong to the high cultural distance group.
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bidding company shareholders, as well as a discussion of the extent to which these

abnormal returns are different from those observed in domestic acquisitions.

A summary of the overall findings is provided at the start of this chapter (see

Tables 4.1 and 4.2). However, due to the different methods applied in the different

studies, comparisons should be undertaken with care. As indicated in Table 4.1,

substantial controversy surrounds the issue of whether shareholders of bidding

companies gain or lose from cross-border acquisitions, with almost an equal number

of studies indicating gains as there are studies indicating losses.

With regard to target company shareholders, all studies indicate that these gain

significantly at the time of the bid announcement. While most studies suggest that

returns to target company shareholders are higher in cross-border than in domestic

acquisitions, the target company cross-border effect is frequently not significant.

Overall, the results, predominately based on the US market, suggest that target

company shareholders gain significantly from cross-border acquisitions (and generally

gain more than what is observed for target company shareholders in domestic

acquisitions), while the returns to bidding company shareholders are more varied.

These results are, however, based on the overall, mean, findings. In addition, several

of the papers highlighted the importance of controlling for various bid characteristics.

The main variables controlled for are discussed below.

Variations were found with regard to the nationality of the cross-border bidders by

Fatemi and Furtado (1988), Conn and Connell (1990), Cakici eta!. (1991 and 1996),

Harris and Ravenscraft (1991), Sudia (1992), Feils (1993), Eun et al. (1995), and

Cheng and Chan (1995). Other studies, such as Lin et al. (1994) found abnormal

returns to vary according to the nationality of the target companies99.

Several studies, such as Wansley, eta!. (1983), Tessema (1985), Biswas (1990),

Harris and Ravenscraft (1991), Cebenoyan et al. (1992), Feils (1993), Swenson

99 Several other studies have analysed the impact of the location of the target companies, although these
studies, such as Doukas and Travlos (1988), have tended to focus on the level of economic development
of the countries were the target companies were located.
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(1993), Pettway at al. (1993), and Dewenter (1995a and 1995b) also controlled for

method of payment, and returns to both bidders and targets are generally found to be

higher in cash than in share exchange transactions. This is consistent with what has

been found in domestic studies, e.g., Asquith (1993). However, Doukas and Traylos

(1988), Morck and Yeung (1992), and Lin et al. (1994) did not find method of payment

to have a significant impact on abnormal returns to US cross-border bidders.

Target company shareholders were also found by Harris and Ravenscraft (1991),

Cebenoyan eta!. (1992), Fells (1993), Song (1993), Swenson (1993), and marginally

by Dewenter (1995a and 1995b) to have gained more when the bid was competitive,_

while bidders performed worse in competitive bids (Cakici et al. (1996)).

Shaked at al. (1991), Harris and Ravenscraft (1991), Cebenoyan at al. (1992),

Markides and Ittner (1994), and Dewenter (1995a), controlled for industry sectors, and

found this variable to be of some importance. It should be noted, however, that

industry sectors are difficult to define, particularly for highly diversified companies.

A further variable included in some papers, was the relative size of the bidding

and target companies. Both Fells (1993) and Markides and Ittner (1994) found bidders

to perform better when acquiring large targets (relative to their own size), although

Cakici et al. (1996) did not find this variable to be of importance. Pettway et al. (1993)

found small targets to receive a higher premium than large targets.

Moving on to the more controversial variables, Servaes and Zenner (1990), Cakici

et al. (1991), Harris and Ravenscraft (1991), Swenson (1993), Kang (1993), Mathur

at al. (1994), Markides and Ittner (1994) and Doukas (1995b) all controlled for the

strength of the currency. The general finding was that returns to bidders is influenced

by the strength of the dollar (bidders gain more when their currency is strong).

However, Cebenoyan et al. (1992), Fells (1993), and Cakici et a/. (1996), who also

analysed this variable, did not find that the strength of the currency added anything of

significance to their analysis.

Another controversial issue, was the impact caused by changes in the US tax laws



during the 1980s. Servaes and Zenner (1990), Manzon et al. (1994), Dewenter

(1995a), and Doukas (1995b) found some support for this variable. However, Harris

and Ravenscraft (1991) and Markides and Ittner (1994) did not find tax variables to be

of significance. Cakici et al. (1996) did find the tax variable to be significant, but to

have the opposite sign to what was expected.

Finally, Fatemi and Furtado (1988), Doukas and Tra ylos (1988), and Doukas

(1995a) argued that US bidders performed better when they entered new markets.

This, however, was contradicted by Lin et al. (1994), who did not find this variable to

be of significance. Somewhat related, Markides and Ittner (1994) found US bidders

to perform better if they already had international experience. Looking at cross-border

acquisitions into the US, Cakici et al. (1996) found abnormal returns not to be related

to overseas exposure, while Song (1993) argued that foreign bidders performed better

if they already had operations in the US.

4.5.	 Limitations of existing research and originality of this thesis 

The focus of this thesis (as explained in the Introduction) is on domestic and

cross-border acquisitions into the UK during the 1986-1991 period. During this time

period the UK witnessed a major takeover boom, with particularly high levels of cross-

border acquisitions. Indeed, in 1990, the value of cross-border acquisitions into the

UK exceeded the value of domestic UK acquisitions. This thesis contains an analysis

of the shareholder wealth effects (for both target and bidding company shareholders)

of both domestic and cross-border acquisitions, as well as an analysis of the

differences in the levels of abnormal returns associated with domestic and cross-

border transactions (known as cross-border effects).

As was indicated in the above literature review, there appears to be only two

previous studies which have looked specifically at cross-border acquisitions into the

UK. Both Conn and Connell (1990) and Feils (1993) established that US bidders, on

average, lost as a result of their cross-border acquisitions into the UK. However,



neither study included an analysis of acquisitions into the UK by companies based

outside the US. In addition, neither study made any comparison to bidding companies

engaged in domestic acquisitions, as is done in this study.

Conn and Connell (1990) and Feils (1993) found that UK targets gained

significantly from cross-border acquisitions, although possibly not very much (at least

in comparison to US targets). Neither study compared target company abnormal

returns in cross-border acquisitions to that observed in domestic UK takeovers. This

study aims to fill that gap.

It should also be noted that Conn and Connell (1990) based their analysis on the

1971-1980 period. Thus, Feils (1993) appears to be the only previous study having

looked at takeover into the UK during the cross-border takeover boom of the late

1980s. Feils, however, analysed abnormal returns over a short time frame (11 days).

As indicated previously (and discussed further in the results chapters in this thesis),

such an event window may not be sufficient for capturing all (or even the main part)

of the wealth effects associated with cross-border acquisitions.

Harris and Ravenscraft (1992) argued that "together the bidder and target

shareholder return studies indicate that foreign acquisitions appear to create more

value than purely domestic acquisitions. However, additional evidence is needed

including analyses containing share price data on both firms involved in each

takeover". (p. 177). This study provides such evidence, by analysing the level of

abnormal returns to bidding company shareholders (in cross-border and domestic

acquisitions), as well as the joint abnormal returns to target and bidding company

shareholders..



CHAPTER 5

RESEARCH QUESTIONS AND HYPOTHESES

5.1.	 Summary 

This chapter contains a discussion of the 21 hypotheses tested in the empirical

section of this thesis. These hypotheses relate to the level of abnormal returns to

target and bidding company shareholders in cross-border and domestic acquisitions,

as well as to the differences in the levels of abnormal returns in cross-border and

domestic acquisitions (cross-border effects). Hypotheses relating to the cross-

sectional analysis are also discussed. The variables analysed are bid outcome, the

existence of competition in the bid, revision of bid terms, method of payment, pre-bid

stake by bidding company in target, relative size of targets and bidding companies and

the size of the company analysed.

5.2.	 Introduction 

As stated in the introduction to this thesis, the overall objective of this research is

to ascertain the extent to which shareholders of bidding and target companies gained

or lost from domestic and cross-border acquisitions into the UK during the 1986-1991

period, and to establish the degree to which abnormal returns differed between

domestic and cross-border acquisitions. In addition, various bid characteristics are

analysed, in an attempt to explain some of the cross-sectional variation in abnormal

returns. This chapter contains an explanation of the hypotheses tested in this study.

5.3.	 Hypotheses 

5.3.1.	 Target Company Shareholders

As evident from the literature review, target company shareholders in both

domestic and cross-border acquisitions have generally been found to gain significantly

over the period surrounding a takeover bid. It is therefore expected that shareholders



of UK listed companies bid for by both domestic and foreign predators will have gained

significantly as a result of bid announcements in the UK during the 1986-1991 period.

Hypothesis 1 - Cross-Border Target Companies 

HoCT	 No abnormal returns accrued to shareholders of target

companies in cross-border acquisitions into the UK.

H iCT Significant abnormal returns (positive or negative) accrued to

shareholders of target companies in cross-border acquisitions

into the UK.

Hypothesis 2 - Domestic Target Companies 

HO OT	 No abnormal returns accrued to shareholders of target

companies in domestic UK acquisitions.

H i DT	 Significant abnormal returns (positive or negative) accrued to

shareholders of target companies in domestic UK acquisitions.

In the literature on cross-border acquisitions, most studies (predominately relating

to the US market) have indicated that target company shareholders obtain higher

abnormal returns in acquisitions where the bidder was based abroad than in

acquisitions where the bidder was incorporated in the same country as the target. As

discussed in the literature review, no previous research appears to have tested

whether a similar positive target company 'cross-border effect' has been present in the

UK.

Hypothesis 3 - Target Companies 'Cross-Border Effect' 

HoCT effect There were no differences in the level of abnormal returns to UK

target company shareholders in domestic and cross-border

acquisitions.

H i CT effect There were significant differences in the level of abnormal

returns to UK target company shareholders in domestic and

cross-border acquisitions.

In addition to the distinction between domestic and cross-border acquisitions, the



nationality of the overseas bidder may also have an impact on returns to target

company shareholders. As discussed in the literature, Fatemi and Furtado (1988),

Conn and Connell (1990), Cakici et al. (1991 and 1996), Harris and Ravenscraft

(1991), Sudia (1992), Feils (1993), Eun et al. (1995), and Cheng and Chan (1995), all

studied the variations in abnormal returns associated with cross-border bidders from

various countries.

As discussed in Chapter 2, one of the main arguments put forward for cross-

border acquisitions, is market access. If so, one could hypothesise that bidding

companies based outside the EC were prepared to pay an additional premium in order

to gain access to the Community. Thus, it is hypothesised that UK target companies

gained superior abnormal returns in cross-border acquisitions from companies based

outside the EC compared to acquisitions from companies based in other EC member

countries.

Hypothesis 4- Cross-Border Tarriet Companies - Nationality of Bidders 

HoCT nat No differences in abnormal returns to shareholders of UK target

companies in cross-border acquisitions were associated with the

nationality of the overseas bidders.

H i CT nat Significant differences in abnormal returns to shareholders of UK

target companies in cross-border acquisitions were associated

with the nationality of the overseas bidders.

Previous research on domestic acquisitions has indicated that the share price of

target companies tends to rise several months prior to the official bid announcement

(e.g., Franks et al. (1977)). Possible explanations for such pre-bid share price

performance include takeover rumours, insider trading and stake building by the

bidding company. The extent to which the timing of the rise in target companies share

prices differs between domestic and cross-border acquisitions appears not to have

been considered in the existing literature.

It may be hypothesised that cross-border acquisitions will be more difficult for the



UK market to predict, thus proving more of a surprise than domestic acquisitions. On

the other hand, cross-border acquisitions may be more complex to execute than

national bids, thus requiring longer time for preparation. If so, there may be a greater

risk of information leaking to the market. It is uncertain which (if either) of these

effects is the most important.

Hypothesis 5- Timing of Target Company Bid Rumour 

HoT timing There were no differences between domestic and cross-border

acquisitions with regard to the length of time prior to the bid

announcement at which target company share price rise.

I-1 1 T timing The length of time prior to the bid announcement at which target

company share price rose differed between domestic and cross-

border acquisitions.

Overseas bidding companies may have more difficulty imposing strict managerial

control over any new subsidiary than will domestic firms, due to distance from their

head office (Davies (1995), p. 42). As a result, one might expect to observe overseas

bidders to pursue acquisitions of UK companies which have performed relatively well

over the period prior to the bid lw. On the other hand, if there is a general hostility

towards foreign bidders, cross-border bidders may expect to face less opposition with

acquisitions of poorly performing target companies.

Hypothesis 6 - Pre-Bid Performance of Targets 

HoT pre-bid There were no differences in pre-bid performance between

target companies in domestic and cross-border acquisitions.

Hi T pre-bid There were significant differences (positive or negative) in the

pre-bid performance of target companies in domestic and cross-

border acquisitions.

100	 In this study, the pre-bid performance has been measured in terms of abnormal returns, cumulated from
eight months prior to the month of the bid announcement.
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5.3.2.	 Bidding Company Shareholders

As indicated in the literature review, controversy still surrounds the issue of

whether or not bidding company shareholders gain or lose from takeover activity. In

a perfectly competitive market for corporate control, all gains from a business

combination should accrue to target company shareholders. A high bid premium

should reflect expected synergies from the merger, rather than being a result of

overpayment. As a consequence, one would expect neither domestic nor overseas

bidders to encounter abnormal returns, regardless of any differences in average bid

premium offered by domestic and foreign bidders.

Other theories have, however, been suggested. According to Roll's Hubris

Hypothesis (Roll, 1986), successful bidders will tend to have overpaid. If so, one

would expect bidding companies to earn negative abnormal returns, particularly during

the period following the bid announcement.

With regard to cross-border acquisitions, Conn and Connell (1990) argued that the

UK market for corporate control was relatively inefficient compared to that of the

usiol. Although such an argument is questionable (as discussed in Chapter 4), if

level of efficiency in takeover markets is of importance, abnormal returns to bidders

could well be different in domestic and cross-border acquisitions, as well as for bidders

based in different countries. Conn and Connell argued that "...returns to foreign

bidders should be relatively high if the market for corporate control is relatively

inefficient in the UK and international capital markets are integrated". (p. 691).

101 Conn and Connell (1990) argued that security regulation in the US "...facilitate the flow of information
regarding mergers and hence encourage competitive bids". (p. 691). In addition, they argued that "...agency
costs appear to be significantly higher in UK firms due to the structure and remuneration arrangements of
boards of directors" (p. 691), with fewer non-executive directors and less reliance on share options than in
the US.
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Hypothesis 7- Cross-Border Bidding Companies 

HocB	 No abnormal returns accrued to shareholders of overseas

bidding companies in cross-border acquisitions into the UK.

H iCB Significant abnormal returns (positive or negative) accrued to

shareholders of overseas bidding companies in cross-border

acquisitions into the UK.

Hypothesis 8 - Nationality of Cross-Border Bidding Companies 

HoCB nat No differences in abnormal returns to overseas bidding

companies in cross-border acquisitions into the UK were

associated with the nationality of the bidder.

H i cB flat Significant differences in abnormal returns to overseas bidding

companies in cross-border acquisitions into the UK were

associated with the nationality of the bidder.

Hypothesis 9- Domestic Bidding Companies 

HoDB	 No abnormal returns accrued to shareholders of bidding

companies in domestic UK acquisitions.

1-1 1 DB	 Significant abnormal returns (positive or negative) accrued to

shareholders of bidding companies in domestic UK acquisitions.

Hypothesis 10 - Bidding Companies 'Cross-Border Effect'

HoCB effect No differences in abnormal returns to overseas and UK bidding

companies in cross-border and domestic acquisitions were

present.

H i CB effect Abnormal returns to overseas bidding companies in cross-border

acquisitions and UK bidding companies in domestic acquisitions

were significantly different.

5.3.3.	 Joint Abnormal Returns

With regard to takeovers in the UK, Limmack (1991) presented evidence that



acquisitions created value, but that the gain to target company shareholders exceeded

the total joint saving. Firth (1980), however, argued that acquisitions were overall

reducing shareholder wealth.

Previous research has indicated that target companies gain more from cross-

border than from domestic acquisitions. In addition, as discussed in the literature

review, there are some suggestions that US acquirors perform better than UK bidders.

As US predators constituted a large proportion of the cross-border acquisitions into the

UK (as discussed in Chapter 6), it may be hypothesised that the joint abnormal returns

to pairs of target and bidding company shareholders was higher in cross-border than

in domestic UK acquisitions.

Hypothesis 11 - Cross-Border Acquisitions 

Hoc No joint abnormal returns accrued to shareholders of overseas

bidding and domestic UK target companies in cross-border

acquisitions into the UK.

H i c Significant joint abnormal returns (positive or negative) accrued

to shareholders of overseas bidding and domestic UK target

companies in cross-border acquisitions into the UK.

Hypothesis 12 - Nationality of Bidder in Cross-Border Acquisitions 

HoC nat No differences in joint abnormal returns to shareholders of

overseas bidding and domestic UK target companies in cross-

border acquisitions into the UK were associated with the

nationality of the overseas bidder.

H iC nat Significant differences in joint abnormal returns to shareholders

of overseas bidding and domestic UK target companies in cross-

border acquisitions into the UK were associated with the

nationality of the overseas bidder.



Hypothesis 13 - Domestic Acquisitions 

Ho p	No joint abnormal returns accrued to shareholders of bidding

and target companies in domestic acquisitions into the UK.

HI D Significant joint abnormal returns (positive or negative) accrued

to shareholders of bidding and target companies in domestic

acquisitions into the UK.

Hypothesis 14 - Total Joint 'Cross-Border Effect'

Hoc effect No differences in joint abnormal returns to pairs of target and

bidding companies were observed between domestic and cross-

border acquisitions.

HI P effect Abnormal returns to pairs of target and bidding companies were

significantly different in domestic and cross-border acquisitions.

5.3.4.	 Cross-Sectional Analysis of Abnormal Returns

As evident from the literature review in Chapters 3 and 4, several studies have

suggested the level of abnormal returns to target and/or bidding company shareholders

is dependent not only on the nationality of the bidding company, but also on the

characteristics of the bid itself. The specific bid characteristics analysed in this study

are: whether or not the bid was successful; whether or not the bid was competitive;

whether or not the terms of the offer were revised; the method of payment offered;

whether or not a stake was held in the target by the bidder prior to launching the offer;

the relative size of the targets and bidders; as well as the size (the market value of the

target, the bidder or the joint market values) of the companies in question. These

variables are discussed further below'.

102	 As evident from the literature review, a number of other explanatory variables have been included in cross-
sectional analyses. Of particular relevance to cross-border acquisitions, may be level of previous
international experience, and the effect of exchange rate changes. Doukas and Travlos (1988) and Fatemi
and Furtado (1988) argued that bidding companies performed better from acquisitions into new markets.
An interesting aspect to study would also have been the importance of previous international acquisition
experience. However, the data which would have been required for such an analysis was not readily
available. While Servaes and Zenner (1990), Cakici et a/. (1991), Harris and Ravenscraft (1991), Swenson
(1993), Kang (1993), Mathur et al. (1994), Markides and lttner (1994), and Doukas (1995a) all found the
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a) Bid Outcome

Several papers analysed in the literature review (such as Franks et al. (1977),

Fatemi and Furtado (1988), Mathur et al. (1989), Lin et al. (1994) and Cakici et al.

(1996) have restricted their analysis to completed acquisitions, and have thus not

analysed the impact of bid outcome.

Limmack (1991) found that bidding companies performed significantly worse in

failed takeovers than in successful ones. Similar observations have been made in

other studies, such as Asquith (1983). In their review article of mergers and

acquisitions in the US, Jensen and Ruback (1983) also found bidding companies

generally to have performed better in successful than in failed offers. In a study of US

bidding companies, De et al. (1996) found bid outcome not to have had a significant

impact on the level of abnormal returns in single bidder offers, but to have been of

importance in competitive bids.

'While bidders in multiple-bid contests experience negative returns during

the announcement period of a successful bid, we find that they earn positive

returns if the bid is unsuccessful... In single-bid contests, however, both

successful and unsuccessful bidders earn similar statistically insignificant

positive returns. Taken together, our results underscore that success in

competitive acquisitions is costly to shareholders of the acquiring firms". (p.

262).

Competitive bids are discussed further below.

With regard to target company shareholders, Jensen and Ruback (1983) found

abnormal returns to targets in failed acquisitions to have been at least as high as that

of successful acquisitions during the bid period, although target company shareholders

experienced negative abnormal returns on the announcement of the unsuccessful bid

strength of the currency to be of some importance, Cebenoyan et a/. (1992), Feils (1993), and Cakici et a/.
(1996) did not find the variable to help explain cross-sectional variations in abnormal returns. As discussed
in section 2.4.3, any classification based on the strength of the currency is fraught with difficulty.
Consequently, an analysis of the exchange rate has not been included in the cross-sectional analysis in this
study.
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outcome.

In this study, the effect of bid outcome on the level of abnormal returns to target

and bidding company shareholders in cross-border and domestic acquisitions, as well

as on the level of any 'cross-border effect' is analysed.

Hypothesis 15 - Bid Outcome 

Ho outcome There were no differences in the level of abnormal returns to

companies (target, bidding and joint) in successful and failed

acquisitions.

H 1 outcome Abnormal returns were significantly different to companies

(target, bidding and joint) in successful and failed acquisitions.

b) Competition in Bid

Studies such as Bradley at al. (1988), Jarrell and Poulsen (1989), Fowler

and Smidt (1989), Kaplan and Weisbach (1992) and De et al. (1996), have found

competitive bids to have had a negative impact on the level of abnormal returns to

bidding company shareholders. However, Franks et a/. (1989) argued that US

"...bidders pay more for targets that are contested (multiple bidders) ... but that bidders

do not experience significant negative announcement returns as a consequence". (p.

92). Similar results were obtained for the UK by Franks and Harris (1989) and

Limmack (1993).

Studies such as Michel and Shaked (1986), Stulz eta!. (1990), and Kaplan and

Weisbach (1992) for domestic acquisitions, and Song (1993) and Swenson (1993) for

cross-border acquisitions, found US targets to have gained substantially more in

competitive than in single bidder takeovers contests. Dewenter (1995a and 1995b)

found target company shareholders to have gained marginally more in competitive

bids, although not significantly so. In addition, Dewenter (1995a) also argued that

"foreign investors appear to pay ... less [than domestic bidders] with competitive

bidders". (p. 439).



Hypothesis 16 - Competition in Bid

Ho competitive There were no differences in the level of abnormal

returns to companies (target, bidding and joint) in single

bidder and multiple bidder (competitive) acquisitions.

H 1 competitive Abnormal returns were significantly different to

companies (target, bidding and joint) in single bidder and

multiple bidder (competitive) acquisitions.

c) Revision of Bid Terms

De eta!. (1996) analysed the impact of bid revision on the abnormal returns to US

bidding companies, and found revision of bid terms, even in single bidder offers, to

have had a negative impact on the performance of the bidders. They argued that

"such revision of bids may stem from potential competition. If so, our results imply that

both potential competition and actual competition have a negative impact on bidder

returns". (p. 262).

Limmack (1993) also found bidding company shareholders to have lost in bids

where the offer had to be increased due to resistance from target company

shareholders (although the level of cumulative abnormal returns were not significantly

different from those observed in uncontested offers). Limmack, however, also found

bid revision to have had little impact on the abnormal returns to target company

shareholders. De et al. noted that the mean CAR (from the month of the bid

announcement to the month of the bid outcome) in revised bids of +39.17% was only

0.89 percentage points higher than in uncontested bids, and was 26.05 percentage

points lower than in competitive bids. Thus, while De at al. (1996) argued that

competitive and revised bids had similar negative impact on bidding companies

abnormal returns, the two categories of bids appear to have had widely different

impact on the fortunes of target company shareholders.



Hypothesis 17- Revision of Bid Terms 

H0 revision There were no differences in the level of abnormal returns to

companies (target, bidding and joint) in revised and unrevised

offers.

H 1 revision Abnormal returns were significantly different to companies

(target, bidding and joint) in revised and unrevised offers.

d) Method of Payment

Myers and Majluf (1984) argued that bidders tend to offer equity when managers

consider the shares of their company to be overvalued, and cash when the shares are

believed to be undervalued. As argued by Amihud eta!., however, "...investors expect

this and will, therefore, drive down the value of firms that issue new equity. Cash

(debt) financing of acquisitions will, therefore, be preferred unless its cost to insiders

is excessive". (Amihud eta!. (1990), p. 606).

A similar argument to that of Myers and Majluf (1984) was put forward by Hansen

(1987), who developed a model to explain why a bidder may chose to offer cash

(rather than offer an exchange of shares). His model was based on bargaining under

asymmetric information.

'When a target firm knows its value better than a potential acquirer, the

acquirer will prefer to offer stock, which has desirable contingent-pricing

characteristics, rather than cash". (Hansen (1987), p. 75).

Hansen further argued that,

"allowing the acquiring company to have proprietary information on its own

value sets up a double lemons problem... Recognizing the adverse

selection, the target must reduce further its estimate of the value of the

acquirer's stock. ...An equilibrium can develop whereby the acquirer offers

stock under some conditions (when it is "overvalued") and offer cash under

other conditions (when it is "undervalued")". (pp. 76-77).



Following Hanson's theory, one would expect the market to interpret cash offers as

signals of the bidding companies' shares being undervalued, and share offers as

signals of the share prices being too high. "...equity as a means of payment will

convey bad news about the bidder...". (Bhagat and Hirshleifer (1993), p. 1). If so,

there is a possibility of any change in the share price of the bidding company at the

bid announcement not being solely due to information regarding the acquisition, but

also reflect a general adjustment of expectations regarding future prospects of the

bidder. The different causes of any share price reaction at the time of a bid

announcement is, however, difficult to separate. Following the theory, one would

expect bidding companies' shares to react more favourably to cash than to share

financed acquisitions.

Fishman (1989) developed a theoretical model arguing that cash bids are likely

to be associated with larger gains to targets than share offers. His theory, also based

on asymmetric information, argues that the bidder can use cash bids "...to preempt

potential competition by signalling a high valuation" for the target. (p. 42). The

argument put forward was that acquisitions offering a high premium for the target will

tend to be cash offers, while low value acquisitions will tend to be share offers.

The theoretical models thus predicts that both target and bidding company

shareholders will perform better in cash than in other types of offers. The existing

empirical evidence generally supports the predictions of these theories.

Several studies, such as e.g., Traylos (1987), Franks et al. (1988), Franks and

Harris (1989), and Kaplan and Weisbach (1992) have found that US bidding

companies on average perform significantly better in cash than in equity financed

takeovers. However, Franks et al. (1991) found that, for US bidders, "although the

difference between the performance of all-cash and all-equity bidders is large, it is ...

not statistically significant". (p. 92). Similar results were obtained by Agrawal et al.

(1992). Peterson and Peterson (1991) found all US bidders to lose, regardless of the

method of payment.



With regard to UK bidders, Franks et al. (1988) found that, over the bid period,

there was little difference in the level of abnormal returns to bidders in cash and equity

financed acquisitions. However, over the two year period following the acquisition,

bidders having offered equity performed significantly worse than bidders who offered

cash. In another analysis of UK acquisitions, Limmack and McGregor (1992) argued

that, regardless of the period of analysis, abnormal returns to bidders in cash

acquisitions were approximately zero, while equity (or mixed) financed acquisitions

resulted in significant abnormal losses.

VVith regard to acquisitions in Japan, Pettway et al. (1993) found bidders to

perform better as a result of cash financed rather than equity financed acquisitions.

However, looking at acquisitions in France, Eckbo and Langohr (1989) argued that

"bidder firm abnormal returns are on average indistinguishable from zero in both all-

cash and all-stock offers". (p. 397).

There is thus some disagreement as to whether bidders perform better in cash

than in equity offers. However, several studies have suggested such a relationship.

It is also interesting to note that no study has indicated a superior performance to

bidders following equity financed offers. One can thus expect any abnormal gain to

bidders to be at least as high in cash financed as in equity financed offers.

With regard to the target company shareholders, Halpern (1973), Peterson and

Peterson (1991) and Kaplan and Weisbach (1992) all found takeover premiums for US

targets to be higher in cash than in share exchange transactions. Franks et al. (1988)

established that both US and UK targets gained significantly more in cash offers than

in bids offering an exchange of shares. Similar results were obtained by Eckbo and

Langohr (1989) for French acquisitions. In studies of cross-border acquisitions, studies

such as Wansley et al. (1983), Biswas (1990) and Harris and Ravenscraft (1991),

found target company shareholders to receive substantially higher premiums in cash

than in equity offers. Consequently, from the available empirical evidence it appears

to be clear that target company shareholders, on average, gain more from cash than



from share exchange offers.

When analysing the effect of method of payment for cross-border (and domestic)

acquisitions into the UK, two factors should be borne in mind. Firstly, it is important

to remember the requirement of the Takeover Code (The Panel on Takeovers and

Mergers (1990)) for bidders with a pre-bid stake in excess of 29.9% to offer a full cash

alternative. Cash offers are thus fairly common in the UK. Secondly, with particular

reference to cross-border acquisitions, the vast majority of cross-border acquisitions

tend to be cash financed. This may be associated with investors' reluctance to accept

payment in securities of companies not listed in the shareholder's home market.

Consequently, statistical testing of the impact of method of payment becomes difficult

for cross-border acquisitions, as the sample of transactions where cash is not offered

tends to be small (e.g., Dewenter (1995a)).

Hypothesis 18 - Method of Payment

Ho pay There were no differences in the level of abnormal returns to

companies (target, bidding and joint) depending on whether or

not the offer includes a full cash alternative

H 1 pay Abnormal returns were significantly different to companies

(target, bidding and joint) depending on whether the offer

includes a full cash alternative.

e) Pre-Bid Stake by Bidder in Target

Walkling and Edminster (1985) argued that pre-bid stakes by bidders in targets

was an important variable which ought to be analysed. "The percentage of target

shares controlled by the bidder prior to the offer provides a direct measure of

bargaining strength". (p. 30). They argued that target company shareholders would

have lower abnormal returns where the bidder controlled a large fraction of the target

company shares prior to the takeover. Elaborating on the issue, they argued that,



"at least four factors suggest a negative correlation between shares

controlled and bid premiums.

(1) Increased ownership provides a direct influence on the actions of the

target management.

(2) Share ownership may provide the bidder with access to important

target firm information...

(3) Bidders facing an upward supply curve for shares of the target firm

would pay premiums directly related to the percentage of shares

sought. Increased ownership in the target firm would reduce the

amount of shares needed to obtain any desired level of control.

(4) Bidders with a previous commitment in the form of share ownership

may be perceived as being more serious in their acquisition attempts.

As a consequence, arbitrageurs are more likely to purchase shares in

the open market, which may increase the pool of obtainable shares"

(Walkling and Edminster (1985) p. 35) .

Consequently, one would expect lower abnormal returns to target and higher abnormal

returns to bidding companies' shareholders where the predator held a stake in the

target prior to bid announcement. However, contrary to Walkling and Edminster's

expectations, Franks and Harris (1989), found UK targets to gain more when the

bidding company held a large (over 30%) pre-bid stake in the target. Thus, the limited

available empirical evidence seems to contradict the expectation as presented by

Walkling and Edminster.

Hypothesis 19 - Pre-Bid Stake 

Ho stake There were no differences in the level of abnormal returns to

companies (target, bidding and joint) depending on whether or

not the bidder held a pre-bid stake in the target.



H 1 stake Abnormal returns were significantly different to companies

(target, bidding and joint) depending on whether or not the

bidder held a pre-bid stake in the target.

f) Relative Size of Target and Bidding Companies

Singh (1971 and 1975) and Meeks (1977) established that target companies in UK

acquisitions tended to be substantially smaller than the bidding firms. The same

proved to be true in this study. However, as reported in Table 6.5 in the following

chapter, there were great variations in the size of both bidders and targets.

It may be argued that acquisitions of large target companies are likely to have

greater impact on the fortunes of acquiring companies than are small takeovers.

Asquith eta!. (1983), Jarrell and Poulsen (1989), Peterson and Peterson (1991) and

Feils (1993), found a positive relationship between bidding company cumulative

abnormal returns and the size of the target relative to the size of the bidder. Similarly,

Markides and lttner (1994) found the relative size (as measured by sales rather than

market values) of the bidder and target to be highly significant.

However, not all previous studies have provided such conclusive results. While

Franks and Harris (1989) found abnormal returns to bidders to be "...somewhat higher

when the target is relatively large, the differences are not statistically significant". (p.

236). In their analysis of US bidders, Loderer and Martin (1990) obtained quite

confusing results with regard to relative company size. They found that bidders

performed better if the relative size of the target to the bidder was large. However,

they also found that acquisitions of very large targets resulted in losses to bidders. In

addition, "...large firms ... tend to pay too much for their targets...". (p. 26). Loderer

and Martin interpreted their results as,



"on balance, these results suggest that corporate acquisitions have positive

net present value proportional to acquisition size, but that there are enough

large acquisitions with negative net present value to leave a trace of a

negative relationship between announcement effects and dollar target size.

Moreover, large firms may be less careful in evaluating acquisition

prospects". (p. 27).

The last part of their argument may be questionable, and the authors do not offer any

logical argument as to why large bidders show less care than smaller ones.

Limmack (1993) found bidding companies, on average, to lose significantly in UK

acquisitions. However, the negative abnormal returns were smaller in acquisitions of

either very large or very small target companies (relative to the market value of the

bidder). With regard to large acquisitions, Limmack (1993) argued that "...bidders for

targets of similar size appear to arrive at more accurate valuation of the benefits from

the acquisition...". (p. 32), thus contradicting the argument of Loderer and Martin

regarding large bidders, as discussed above. With regard to the small negative

abnormal returns to bidding companies in small acquisitions, Limmack argued that a

possible explanation may be that even potentially large (percentage) overpayments for

such small targets may have had only a small impact on the large market values of the

bidders.

Franks et al. (1991) found "...no significant link between relative size and either

target or bidder gains". (p. 93). Similarly, Fowler and Schmidt (1989) found no

significant relationship between relative size of bidders and targets (as measured by

total assets) and bidder returns.

As evident from the existing literature, while several studies have indicated a

positive relationship between relative size and level of abnormal returns to bidding

company shareholders, not all empirical evidence support such a finding.

With regard to abnormal returns to target company shareholders, Franks et al.

(1991) found relative size not to be of importance. Pettway eta!. (1993), on the other



hand, found that "... gains to U.S. sellers are less positive when the buyer is large

relative to the seller...". (p. 92). Franks and Harris (1989) too found target company

shareholders, in this case in the UK, to have gained more when their company was

small relative to the size of the bidder. Similar results were obtained by Limmack

(1993), who argued that "...the premium paid to the targets increases with the relative

size of bidder to target". (p. 31). Peterson and Peterson (1991) argued that for the

US, "...smaller target firms receive greater absolute returns, but share less in the total

wealth changes to the combination". (p. 401). The existing empirical evidence of

higher percentage abnormal returns to small target firms, may "...suggest that bidders

are over-generous in the terms offered to relatively small targets...". (Limmack (1993),

pp. 31-32).

Hypothesis 20 - Relative Size of Targets and Bidders 

Ho rel size The level of abnormal returns to companies (target, bidding and

joint) were unaffected by the relative size of the target and

bidding companies.

H 1 rel size The level of abnormal returns to companies (target, bidding and

joint) varied significantly depending on the relative size of the

target and bidding companies.

g) Size of the Company

As discussed in more detail in section 6.4.2., several previous studies have

suggested that share returns differ between companies with large and small market

capitalisations, with small companies historically having outperformed larger ones.

This is commonly known as the 'size effect'.

The size effect, if present, may have important implications for takeover activity.

As argued by Banz (1981), "...large firms are able to pay a premium for the stock of

small firms since they will be able to discount the same cash flows at a smaller

discount rate". (p. 17). It can thus be hypothesised that the percentage abnormal



returns to target company shareholders will be higher the lower the pre-bid market

value of the target company.

In order to test whether or not the level of abnormal returns to shareholders is

dependent upon the market capitalisation of the company, a size variable was included

in the cross-sectional analysis.

Hypothesis 21 - Size of Company 

Ho size

H 1 size

The level of abnormal returns to companies (target, bidding and

joint) were unaffected by their size (as measured by pre-bid

market value)

The level of abnormal returns to companies varied significantly

depending on their size (as measured by pre-bid market value).

5.4.	 Conclusion 

This chapter contains a discussion of the hypotheses tested in this study.

Previous research (as discussed in Chapters 3 and 4) has indicated that target

company shareholders gain from both domestic and cross-border acquisitions, but that

the gains are generally higher in cross-border than in domestic transactions. This

thesis sets out to test whether shareholders of UK target companies in cross-border

and domestic acquisitions between 1986 and 1991 gained from such acquisitions and

to test whether a target company cross-border effect was present in the UK during this

time period. Hypotheses also relate to the timing of the abnormal returns to target

company shareholders, as well as to the impact of the nationality of the bidding firm.

Similarly, hypotheses relate to the level of abnormal returns to overseas and domestic

bidding companies, and the differences between the two (bidding company cross-

border effect), as well as to the level of joint abnormal returns to pairs of target and

bidding company shareholders.

Previous research has indicated that the characteristics of the bid may have an

important impact on the level of abnormal returns. Consequently, the empirical



analysis in this thesis include a cross-sectional analysis to control for variables such

as whether the bid was successful or failed (outcome), whether or not more than one

company bid for the target (competitive), whether or not the terms of the offer were

raised (revised), whether or not a full cash alternative was offered (pay), whether or

not the bidding company held shares in the target company prior to the bid

announcement (stake), the relative size of the target and bidding companies (relative

size) and the size of the company being analysed (size). Hypotheses relating to these

variables are discussed in the chapter. The working (null) hypotheses of this study

are:

Hypothesis 1 - Cross-Border Target Companies 
HoCT	 No abnormal returns accrued to shareholders of target companies in

cross-border acquisitions into the UK.

Hypothesis 2- Domestic Target Companies 
HoDT	 No abnormal returns accrued to shareholders of target companies in

domestic UK acquisitions.

Hypothesis 3 - Target Companies 'Cross-Border Effect' 
HoCT effect There were no differences in the level of abnormal returns to UK

target company shareholders in domestic and cross-border
acquisitions.

Hypothesis 4 - Cross-Border Target Companies - Nationality of Bidders 
HoCT nat No differences in abnormal returns to shareholders of UK target

companies in cross-border acquisitions were associated with the
nationality of the overseas bidders.

Hypothesis 5- Timing of Target Company Bid Rumour 
HoT timing There were no differences between domestic and cross-border

acquisitions with regard to the length of time prior to the bid
announcement at which target company share price rise.

Hypothesis 6 - Pre-Bid Performance of Targets 
HoT pre-bid There were no differences in pre-bid performance between target

companies in domestic and cross-border acquisitions.

Hypothesis 7- Cross-Border Bidding Companies 
HoCB	 No abnormal returns accrued to shareholders of overseas bidding

companies in cross-border acquisitions into the UK.

Hypothesis 8- Nationality of Cross-Border Bidding Companies 
HoCB nat No differences in abnormal returns to overseas bidding companies in

cross-border acquisitions into the UK were associated with the
nationality of the bidder.



Hypothesis 9 - Domestic Bidding Companies 
Ho DB	 No abnormal returns accrued to shareholders of bidding companies

in domestic UK acquisitions.

Hypothesis 10 - Bidding Companies 'Cross-Border Effect'
HocB effect No differences in abnormal returns to overseas and UK bidding

companies in cross-border and domestic acquisitions were present.

Hypothesis 11 - Cross-Border Acquisitions 
Hoc No joint abnormal returns accrued to shareholders of overseas bidding

and domestic UK target companies in cross-border acquisitions into
the UK.

Hypothesis 12 - Nationality of Bidder in Cross-Border Acquisitions 
HoC nat No differences in joint abnormal returns to shareholders of overseas

bidding and domestic UK target companies in cross-border
acquisitions into the UK were associated with the nationality of the
overseas bidder.

Hypothesis 13 - Domestic Acquisitions 
Hop	 No joint abnormal returns accrued to shareholders of bidding and

target companies in domestic acquisitions into the UK.

Hypothesis 14 - Total Joint 'Cross-Border Effect'
Hoc effect No differences in joint abnormal returns to pairs of target and bidding

companies were observed between domestic and cross-border
acquisitions.

Hypothesis 15 - Bid Outcome 
Ho outcome There were no differences in the level of abnormal returns to

companies (target, bidding and joint) in successful and failed
acquisitions.

Hypothesis 16 - Competition in Bid
Ho competitive There were no differences in the level of abnormal returns to

companies (target, bidding and joint) in single bidder and
multiple bidder (competitive) acquisitions.

Hypothesis 17- Revision of Bid Terms 
Ho revision There were no differences in the level of abnormal returns to

companies (target, bidding and joint) revised and unrevised offers.

Hypothesis 18 - Method of Payment
Ho pay There were no differences in the level of abnormal returns to

companies (target, bidding and joint) depending on whether or not the
offer includes a full cash alternative.

Hypothesis 19 - Pre-Bid Stake 
Ho stake There were no differences in the level of abnormal returns to

companies (target, bidding and joint) depending on whether or not the
bidder held a pre-bid stake in the target.

Hypothesis 20 - Relative Size of Targets and Bidders 
Ho rel size The level of abnormal returns to companies (target, bidding and joint)

were unaffected by the relative size of the target and bidding
companies.
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Hypothesis 21 - Size of Company 
Ho size	 The level of abnormal returns to companies (target, bidding and joint)

were unaffected by their size (as measured by pre-bid market value)



CHAPTER 6

DATA SOURCES AND METHODOLOGY

6.1.	 Summary 

In this chapter, the data used and the methodology applied are explained. The

study is based on an analysis of domestic and cross-border takeover bids for listed UK

companies during the 1986-1991 period. As far as possible, a census rather than

sample analysis was attempted, although partial bids, offers for investment trusts or

water companies, as well as some second bids were excluded from the analysis. Data

availability proved to be a problem. Nevertheless, the analysis (in Chapters 7, 8 and

9) is based on a large sample of 1,196 companies, split into 71 overseas bidding

companies from 14 different countries, 414 UK bidders, 143 UK target companies in

cross-border acquisitions, and 568 UK target companies in domestic bids. (Data was

available for an analysis of joint abnormal returns to target and bidding company

shareholders in 50 cross-border and 356 domestic acquisitions).

The analysis is based on event-study methodology, applying three different test

models; the capital asset pricing model, the market model, and the index model.

Cross-sectional analysis of (index model) abnormal returns is used to control for bid

characteristics, such as nationality of bidder (to test for cross-border effects), bid

outcome, whether or not the bid was competitive, or revised, the method of payment,

the presence of pre-bid stakes, the relative size (pre-bid market values) of the target

and bidding companies, as well as the size of the company in question.

In this study, the mean 13 values with both the capital asset pricing model and the

market model were below 1, while (particularly bidding company) market model a

value' s were large and positive. The problems of parameter estimation and 'thin'

trading are discussed. Other methodological difficulties encountered in this study, and

discussed in this chapter are: stock market size effects, bid programmes and

information leakage, size-differences between bidders and targets, and pre-bid stakes.



In addition, significant post-announcement 'drift' was observed for the bidding

companies. Possible explanations for such drift include information release, market

inefficiency, and model misspecification.

6.2.	 Introduction 

In this study, abnormal returns to shareholders of both target and bidding company

shareholders in domestic UK and cross-border acquisitions into the UK during the

1986-1991 period are analysed.

A major complication encountered in any analysis of share returns to foreign

companies' shareholders, such as a study of cross-border acquisitions, is the limited

share price information (and in particular, return data) available for overseas firms. As

indicated in the literature review in Chapter 4, a common approach has been to restrict

the analysis to the US companies engaged in cross-border acquisitions for which data

is relatively easy to obtain. For example, Fatemi and Furtado (1988), Doukas and

Traylos (1988), Traylos (1995), Sudia (1992), Morck and Yeung (1992), Manzon et al.

(1994), Markides and Ittner (1994), Lin eta!. (1994), Waheed and Mathur (1995), and

Datta and Puia (1995) all restricted their analysis to American bidding companies. An

analysis of the foreign target firms involved in the cross-border acquisitions were not

included in these studies.

Similarly, Wansley eta!. (1983), Cakici eta!. (1991), Shaked eta!. (1991), Harris

and Ravenscraft (1991), Cebenoyan eta!. (1992), Swenson (1993), Marr eta!. (1993),

Dewenter (1995a) and Cheng and Chan (1995) all restricted their analysis to US

companies targeted by foreign predators. Again, the foreign companies were excluded

from the analysis. Tessema (1985) combined these approaches, and looked at US

target and bidding companies engaged in international mergers. Consequently, of the

studies of cross-border acquisitions reviewed in Chapter 4, approximately 60%

confined their analysis to US companies, while excluding the foreign counterparts to

the cross-border transactions.



As explained in Chapter 4, Cheng and Chan (1995, p. 637) justified their exclusion

of foreign bidders by arguing that,

"...focusing on international takeovers of US target firms allows us to

examine indirectly the behaviour of international bidding firms".

Similarly, Marr et al. (1993, pp. 290-291) argued that

"...data on foreign firm's wealth effects are not readily available. The

empirical evidence from previous studies show that the gains to bidders are

negligible [and] ... that target shareholders capture most of the gains from

tender offers. Therefore, the wealth effects to target shareholders should be

a good measure of the premium from a takeover".

Both of these arguments assumes that abnormal returns to bidding companies in

cross-border acquisitions are insignificant, and similar to the abnormal returns found

(by others in previous studies) for domestic bidding companies.

Rather than relying on such questionable assumptions, this study includes an

analysis of the level of abnormal returns to overseas bidders from a variety of different

countries. In addition, a direct comparison is made to domestic acquisitions, allowing

for an analysis of target, bidder, and joint 'cross-border effects'. In their analysis of US

bidding companies in cross-border acquisitions, Datta and Puia (1995) argued against

analysing companies based in several different countries, due to the significant

problems involved in data acquisition.

"Given lack of data, the gains to the shareholders of acquired firms could not

be examined in this study. ... Our sample involved acquired firms in 18

different countries - difficulties associated with obtaining stock returns for

these firms ... is, to say the least, considerable. The potential wealth effects

for target firms are, undoubtedly, an interesting research question (along

with "total" wealth effects in cross-border acquisitions) that need to be

addressed in future studies. However, from a pragmatic standpoint such

studies would definitely have to limit the sample to acquisitions in a few



countries (e.g., UK) where stock returns are more readily available...". (pp.

354-355).

This study clearly shows that, while such a restrictive sample selection procedure

certainly would simplify the process of gathering data, the problems of data availability

for overseas companies can successfully be overcome. Through considerable effort

(as discussed below), data was gathered for a large number of the overseas bidding

companies, based in 14 different countries. This allowed for an explicit test of the

abnormal returns to overseas bidders, as well as to test whether these abnormal

returns were similar or different to those encountered by domestic UK bidders. Having

data for both targets and bidders also allows for an analysis of the 'total' wealth effects

of both cross-border and domestic acquisitions (and for a comparison of the two), as

recommended by Datta and Puia (1995).

6.3.	 Data Sources and Sample Selection 

Information was obtained from Acquisitions Monthly' on the announcement

and completion dates of both cross-border and domestic takeover offers for listed UK

companies. (No analysis of the large number of acquisitions of private British

companies has been undertaken in this thesis 104 ). While Acquisitions Monthly was

first published in 1984, it proved impossible to obtain a complete set of this journal for

the first two years of its existence l °5. It was therefore necessary to restrict the

analysis to takeovers announced on or after the 1 st of January 1986. As can be seen

from Figure 1.1 in the Introduction to this thesis, takeover activity, and in particular

103 The following tables in various issues of Acquisitions Monthly were applied: "New Bids for UK Public
Companies", "Pending Bids for UK Public Companies", and "Completed Bids for UK Public Companies".
Bids included in the "New Bids" tables, but not subsequently referred to in the "Completed Bids" tables, have
in this study been deemed to have failed.

104	 The objective of this thesis is to analyse the impact of takeover announcements on the share returns of the
target and bidding companies involved. The analysis has therefore been restricted to listed companies.

105 Despite contacting the publishers directly (as well as the National Library and several other major libraries
throughout the UK) it proved impossible to obtain copies of a complete set of the journal prior to January
1986.

- 166 -



cross-border takeover activity, was relatively modest during 1984 and 1985.

Consequently, it is unlikely that access to information about takeovers during these two

years would substantially have altered the findings of this study.

Takeover bids for which the bid outcome 106 was known prior to the end of

December 1991 have been included in this study. Consequently, the analysis is based

on 6 years of data, covering (as illustrated in Figure 1.1) the major cross-border

takeover boom of the late 1980s and early 1990s.

This thesis is restricted to an analysis of takeover . bids for whole companies;

purchases of company divisions or subsidiaries are not included unless the subsidiary

had a separate stock market listing.

Acquisitions Monthly classifies the nationality of the bidding companies according

to where their ultimate mother-companies are incorporated. Consequently, a takeover

bid by, for example, a US corporation (such as e.g., Ford's acquisition of Jaguar)

carried out through a UK subsidiary (Ford UK), has been recorded as a cross-border

bid by the US firm. In this study the same classification of nationality as that given in

Acquisitions Monthly has generally been applied107.

In its tables on takeover bids, Acquisitions Monthly records offers for both UK and

Republic of Ireland companies. Acquisitions of Republic of Ireland companies have

been excluded from the analysis, while acquisitions of UK companies by Republic of

Ireland companies have been treated as cross-border bids. Also excluded are the few

transactions where Acquisitions Monthly could not determine which company was the

predator and which was the target (so called "pure mergers").

For the six year period under investigation, a total of 966 takeover bids for UK

listed companies were identified; 208 (21.53%) of which were made by foreign entities,

106 A takeover is classified as successful if the bidding company after the offer held a majority of the ordinary
shares of the target company. A bid is classified as unsuccessful if majority control was not obtained.
Consequently, "success" or "failure" in this context does not relate to whether shareholders gained or lost
from these transactions.

107 For a few overseas bidders, a stock market listing was only available in a country other than that given as
the home country of the company. In these few cases, the nationality of the bidder has been re-defined to
be where the company has its main stock market listing.
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756 (78.26%) by British institutions, and 2 (0.21%) joint cross-border and domestic

bids". As far as possible, this study was based on a census rather than a sample

of the domestic and cross-border acquisitions into the UK during the 1986 to 1991

period. However, as discussed below, the final samples were somewhat smaller than

the total number of bids during the period, mainly due to data limitations.

6.3.1.	 Cross-Border Takeover Bids

Not all of the 208 cross-border takeover bids for listed UK companies were

suitable for inclusion in the analysis. Consequently, some restrictions were imposed

on the final sample.

Firstly", partial takeover bids were excluded from the sample. In five

instances the foreign bidder obtained exemption from the City Code on Takeovers and

Mergers' (The Panel on Takeovers and Mergers (1990)) requirement of full takeover

bids 11 °. Such takeovers may have a different impact on share prices than do full

acquisitions of all outstanding shares. Due to the special nature of partial bids, it was

felt necessary to exclude the five partial cross-border acquisitions from the analysis.

Secondly, acquisitions of UK investment trusts were excluded 111 . Investment

trusts are generally valued on the basis of the market value of their highly liquid assets

such as shares and bonds. Indeed, the offer price for such trusts were frequently

stated as a certain percentage of net asset value, rather than a fixed offer price (cash

or shares in the bidding company) for each of the target company's shares. It is

108 These two joint cross-border and domestic takeover bids have not been included in the further analysis of
cross-border and domestic takeovers. As discussed below, other joint bids have also been excluded from
the analysis.

109 Some of the takeover bids may have been rejected on more than one criteria, such as partial bids for
investment trusts. In order to avoid double-counting, excluded takeovers have only been recorded once,
according to which selection criteria was breached first.

110 The Takeover Code Rule 9.1. requires any person or company acquiring ownership of 30 per cent or more
of the voting rights in a company to make a full bid for all the outstanding equity share capital (whether
voting or non-voting), unless consent is obtained from the Panel. Partial takeover bids are generally not
accepted.

111	 In a slightly different study from this (an analysis of the performance of shares recommended by brokers),
Dimson and Fraletti (1986) also found it necessary to exclude investment trusts from the analysis.
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therefore possible that the 'normal' pattern of bid premiums are not present in

acquisitions of investment trusts. Nine cross-border acquisitions were rejected from

the sample on this criteria.

The third group of international offers omitted were those for UK water

companies. There were several reasons for excluding water companies from the

analysis. Firstly, as explained by the Department of Trade and Industry (1991), "there

are special arrangements for water company mergers under the Water Act 1989. A

merger must be referred to the Mergers and Monopolies Commission if the water-

related assets of the acquiring company and the acquired company are each more

than £30m". (p. 5). Secondly, for several of the water companies the ordinary shares

had characteristics similar to preference shares. (The analysis in this study was

restricted to the impact of takeover bids on the ordinary shares of the companies

involved). Consequently, it was decided not to include the thirteen bids for water

companies in this study'''. It is interesting to note, however, that all of these thirteen

merger proposals involved French bidders'''.

In two instances did two overseas companies bid jointly for their British target.

The analysis in this study is restricted to takeover bids for whole companies by

individual companies, and these two joint bids were therefore excluded from the

sample.

In the existing literature, most studies have excluded companies which made or

received more than one takeover bid during the parameter estimation period of the

market model or the capital asset pricing model (which in this study extends from 67

to 9 months prior to the month of the bid announcement), or the analysis ('event')

period (which in this study extends from 8 months prior to the bid announcement, to

5 months after the bid announcement month (for bidders), as discussed further below).

112 It was also noticed that several of the water companies received takeover bids soon after being privatised.
Consequently, for several of the bids insufficient share price information would therefore have been available
for analysis had it been decided to include these acquisitions in the analysis.

113	 For a discussion of French companies' interests in the UK water industry, see Boulton (1995).
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The argument generally put forward in the literature for excluding frequent bidders (or

targets) is that the market model alpha and beta estimates may be affected by the

other bids, thus not providing an accurate measure of the 'normal' relationship

between share and market returns. If so, abnormal return estimates may be biased.

For two distinct reasons, the procedure of excluding frequent bidders (and

companies receiving more than one bid) has not been adopted in this study. Firstly,

there is a possibility that bidding companies which attempted a second acquisition

were companies which considered their first acquisition to have been financially

beneficial, while the ones which did not make a second bid may have been companies

who experienced difficulties associated with their first acquisition. As discussed in

Chapter 3, Limmack (1990) found experienced UK bidders to have performed better

than first-time buyers. On the other hand, in another study of UK acquisitions, Lahey

and Conn (1990) argued that "...there is no significant difference in the market's

reaction to acquiring firms with one merger as opposed to those with multiple

mergers". (p. 436). In his study of mergers and acquisitions in the German market,

BOhner (1991) established that "firms that have frequent experience of mergers tend

to gain from their mergers" (p. 513), while infrequent bidders tended to experience

large negative abnormal returns. Loderer and Martin (1990) found US bidders to have

performed better from their first acquisitions than from subsequent bids. Whether

frequent bidders perform better or worse than other bidders thus remains an open

question. However, by excluding frequent bidders, there is a danger of introducing a

bias into the analysis.

Secondly, there is a practical problem of data availability. Excluding frequent

bidders would significantly reduce the data set. In addition, if frequent bidders were

to be excluded from the analysis, it would be necessary to gather information on all

takeover bids (ideally not only of listed UK companies, but also for private firms and

overseas companies) made (or received) during the period from 67 months prior to,

to 5 months after the month of the bid announcement. It has, unfortunately, not been



possible to obtain this information114.

Consequently, while it is recognised that intervening events, such as previous

and/or subsequent acquisitions may affect the market model and capital asset pricing

model parameters, companies engaged in more than one acquisition have not been

excluded from the sample in this study. A number of bidders made several takeover

bids during the six year period of study, and each of these bids have been treated as

separate gevents' 116 . Similarly, competing takeover bids by different companies for

the same target firm have been accepted in this study, and treated as separate

observations 116. However, one cross-border acquisition was rejected from the

sample as it involved the second bid by the same bidder for the same target within

a 12 month period. There is a high probability that such a renewed bid was

anticipated by the market. If that is the case, there will have been little informational

impact of such a follow-up bid. The first takeover attempt has been included (as

unsuccessful), while the second bid was omitted from the sample.

On four occasions, information contained in Acquisitions Monthly was incomplete.

Unfortunately, these takeover bids had to be excluded from the analysis. In total, 34

cross-border takeover bids were rejected from the sample, as detailed in Table 6.1.

Following this screening process, a total of 174 cross-border takeover bids (by 156

different overseas entities) remained for analysis. A major problem encountered,

however, related to the limited data available for the overseas bidders. For the foreign

bidding companies, share price data (as well as some data on dividend payments) was

obtained from Datastream International. (For domestic companies, monthly log returns

114 The problems of identifying all acquisitions were recognised by Hughes, Mueller and Singh (1980a), who
in their sample of nonmerging firms included "...firms that had not engaged in merger activity (other than
perhaps a few acquisitions of unlisted firms)...". (p. 51).

115 In their study of acquisitions in the UK and the US, Franks, Harris and Mayer (1988) also included frequent
bidders in their analysis, and "in cases where several acquisitions were made by the same bidder, the bidder
was counted separately by each acquisition made". (p. 232).

116	 The impact of the competitive nature of bids has been analysed in the cross-sectional analysis in Chapters
7, 8, and 9.
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Table 6.1

Cross-Border Acquisitions - Analysis of Rejected Takeover Bids

Certain takeover bids were excluded from the analysis (see text for explanations). These included partial
takeover bids, bids for UK investment trusts, water companies, joint bids (by two or more bidders), and
second bids by the same bidder for the same target within 12 months. Finally, a few bids were excluded
from the analysis due to insufficient information in Acquisitions Monthly (AM).

Partial Invest.
Trust

Water Joint Second
Bid

Incom-
plete AM

Data

Total

Australia 2 2

Belgium 1 1

Denmark 1 1

Eire 1 1

France 13 1 14

Luxembourg 2 2

Malaysia 1 1

Netherlands 1 1

Norway 1 1

New Zealand 1 1

South Africa 1 2 3

Saudi Arabia 1 1

US 1 2 2	 _ 5

Total I	 5 9 13 2 1 4	 _ 34	

_

were obtained from the London Business School Share Price Database"). The

Datastream database is international in coverage, and contains, amongst other things,

share price information for several thousand companies. However, even in this

database, there is a possible bias towards larger companies'''. This may influence

the findings of this thesis if company size is an important variable in determining the

level of abnormal returns to companies involved in cross-border acquisitions'''.

Several overseas bidding companies appears not to have been listed (or, for some

117	 I am grateful to Strathclyde University for granting access to their computer system containing the LBS data.

118	 As will be discussed later, however, data was obtained from Datastream for a few foreign companies with
very small market values. There does therefore not appear to be a serious size-bias in the database.

119	 The issue of company size is discussed further in section 6.5.2, and is included in the cross-sectional
analyses in Chapters 7, 8, and 9.
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other reason, were not included in the Datastream database). In addition, for some

companies insufficient data was available for any analysis'''. Similarly, for some of

the target companies, data availability was a problem. The Acquisitions Monthly lists

classify OTC (over the counter) companies as listed, and therefore includes takeovers

of such companies in the lists from which the samples in this study were drawn.

Share price data was, however, generally not available for such companies.

A further difficulty encountered, was a lack of return data. Although Datastream

adjusts share prices for capitalisation changes, it does not make adjustments for

dividend payments. Share prices, therefore, had to be separately adjusted for dividend

payments in order to obtain return data for the overseas bidding companies. While

Datastream's coverage of share price information is generally very good, it is

surprisingly patchy with regard to dividend payments. To overcome this problem, it

was necessary to obtain a large part of dividend data from various Stock Exchanges

and companies directly 121.

Ideally, it would have been desirable if data was available for both the target and

the bidding companies, so as to enable a calculation of the total value creation/loss

from cross-border acquisitions. However, imposing such a requirement would have

further limited the sample size. Consequently, analysis has been undertaken for all

targets and bidders for which data was available. The analysis (using the index

model, as explained below) included 71 cross-border bidders and 143 UK target

120 Bidding companies have only been included in the final analysis if there were no missing values during the
'event window' stretching from t-8 to t+5, where t refers to the month of the bid announcement. (Target
companies were excluded if there were missing values during the period t-8, t. However, for some target
companies, a share listing was not available for the month after the bid announcement. Consequently,
sample sizes for target companies for month t+1 is marginally smaller than for the other event periods, as
discussed further below).

121 Gratitude is expressed to staff of the following organisations for their considerable assistance: Amsterdam
Stock Exchange, Association Vaudoise des Instituts Financiers Lausanne, Australian Stock Exchange,
Baden-Wiittembergische Wertpapierbci rse zu Stuttgart, Barclays Registrars, Bavarian Stock Exchange in
Munich, Bourse de Genêve, Bremer Wertpapierbd rse, BOrsenkammer des Kantons Basel-Stadt, Central
Registration Hong Kong, Consiglio di Borsa Milano, Datastream International, Irish Stock Exchange, Jardine
Matheson, Kobenhavns Fondsbors, New Zealand Stock Exchange, Nobel Industrier, Oslo Bors, Procordia,
Rheinisch-Westfglische BOrse zu DOsseldorf, SBF Bourse de Paris, SBF Nancy, SBF Nantes, Stock
Exchange of Hong Kong, Toronto Stock Exchange, Vancouver Stock Exchange, Vardepapperscentralen
VPC, and West Canada Depository Trust Company.
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companies in cross-border acquisitions. (Sufficient data was available for an analysis

of matched pairs of target and bidding companies in 55 cross-border acquisitions, as

detailed in Chapter 9). The detailed listing of the companies included in the analysis

of cross-border acquisitions, is contained in Appendix A at the back of the thesis.

A breakdown of the nationality of the bidding companies in the cross-border

acquisitions is given in Table 6.2. As can be seen, sufficient data was available for

analysis of bidding companies from 14 different countries, and for UK target

companies bid for by foreign entities based in 22 different countries.

Table 6.2

Cross-Border Acquisitions - Sample Sizes By Nationality of
Bidding Companies - Index Model

This table lists the nationality of the bidding companies in cross-border takeover bids for listed UK
companies announced after 1 January 1986 and for which thew bid outcome was known prior to 31
December 1991. Analysis was attempted for virtually all bids (exceptions detailed in Table 6.1). Cross-
border targets refers to UK target companies which received takeover bids from entities listed abroad.
Cross-border bidders refers to the overseas entities which bid for UK listed companies. The final sample
sizes for cross-border targets and bidders are smaller than the number of bids for which analysis was
attempted, due to limited data availability.

Bids for
which

Analysis
Attempted

Sample Size

Cross-Border
Targets

Cross-Border
Bidders

Austria 1 0.6% 1 0.7% 0 0.0%

Australia 12 6.9% 11 7.7% 4 5.6%

Belgium 1 0.6% 1 0.7% 0 0.0%

Bermuda 1 0.6% 0 0.0% 0 0.0%

British Virgin Islands 2 1.2% 1 0.7% 0 0.0%

Canada 5 2.9% 4 2.8% 4 5.6%

Cayman Islands 2 1.2% 0 0.0% 0 0.0%

Denmark 2 1.2% 1 0.7% 1 1.4%

Eire 7 4.0% 6 4.2% 6 8.5%
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Table 6.2. (continued).

Bids
which

for Sample Size

Analysis
Attempted

Cross-Border
Targets

Cross-Border
Bidders

Finland 3 1.7% 3 2.1% 0 0.0%

France 24 13.8% 20 14.0% 10 14.1%

Germany 9 5.2% 8 6.0% 5 7.0%

Hong Kong 1 0.6% 1 0.7% 0 0.0%

Italy 1 0.6% 0 0.0% 1 1.4%

Japan 6 3.5% 6 4.2% 5 7.0%

Liechtenstein 3 1.7% 3 2.1% 0 0.0%

Luxembourg 1 0.6% 0 0.0% 0 0.0%

Malaysia 1 0.6% 0 0.0% 0 0.0%

Netherlands 7 4.0% 7 4.9% 4 5.6%

Norway 2 1.2% 1 0.7% 1 1.4%

New Zealand 12 6.9% 9 6.3% 3 4.2%

Panama 1 0.6% 1 0.7% 0 0.0%

South Africa 2 1.2% 2 1.4% 0 0.0%

Saudi Arabia 1 0.6% 1 0.7% 0 0.0%

Sweden 14 8.1% 13 9.1% 3 4.2%

Switzerland 15 8.6% 12 8.4% 7 9.9%

USA 38 21.8% 31 21.7% 17 23.7%

TOTAL 1 174 100% 1 143 100% 71 100%

6.3.2.	 Domestic Takeover Bids

The total number of domestic acquisitions during the period of investigation was

756. A similar screening process to that used for the cross-border takeover bids was

applied. Firstly, takeover bids for preference shares were excluded from the analysis,



as this thesis is restricted to acquisitions of ordinary shares. Three bids were excluded

on this criteria. Secondly, 8 partial takeover bids were eliminated from the sample.

Thirdly, a total of 43 of the domestic takeover bids were for investment trusts, which

fall outwith the scope of this study. Fourthly, 6 offers for water companies were

rejected. The fifth restriction imposed was to exclude 9 domestic joint bids. The final

group of bids to be rejected, were 3 takeover attempts which represented a second

bid by the same bidder for the same target within a 12 month period. A further

problem encountered, was that of insufficient information in the Acquisitions Monthly

listings. Unfortunately, this necessitated the exclusion of a further 15 domestic

takeover bids. This screening process left a total of 669 domestic takeover bids for

further analysis. These takeover bids are detailed in Appendix B at the end of the

thesis.

However, as was the case for the cross-border bids, data availability proved to be

a problem. Sufficient data was available for 568 domestic bidders and 414 target

companies in domestic acquisitions. (Sufficient data was available for a full analysis

of the joint abnormal returns to matched pairs of target and bidding companies in 356

domestic acquisitions, as detailed in Chapter 9). A summary of the overall sample

sizes are given in Table 6.3. The sample sizes were smaller for the capital asset

pricing model and the market model than for the index model, due to additional data

requirements of the capital asset pricing model and the market model relative to that

of the index model.

A breakdown of the various samples by year of bid announcement is contained

in Table 6.4. As can be seen from this table, there were relatively few domestic

takeover bids during the last two years of the analysis. This corresponds to the

general decline in domestic takeover activity, as depicted in Figure 1.1 in the

Introduction to this thesis. With regard to the overseas bidding companies, it can be

seen that the lack of available data was a particular problem for acquisitions during the

first two years of the analysis.



Table 6.3.

Overall Sample Sizes

IM = index model, MM = market model, and CAPM = capital asset pricing model. The models are discussed
in section 6.4.5. t refers to time period (month) relative to the month of the bid announcement.

TARGET COMPANIES

ICross-Border Acquisitions I	 Domestic Acquisitions

Time
period

IM MM CAPM IM MM CAPM

t-8, t 143 118 118 568 442 442

t+1 126 104 104 550 427 427

BIDDING COMPANIES

ICross-Border Acquisitions I	 Domestic Acquisitions

Time
period

IM MM CAPM IM MM CAPM

t-8, t+5 I	 71 50 48 I	 414 361 361

6.3.3.	 Bid Characteristics

As explained in the previous chapter, this thesis includes an analysis of the impact

on the level of cumulative abnormal returns of various bid characteristics. The

variables included in the cross-sectional analysis are as follows:

NATIONALITY Nationality is a dummy variable taking the value 0 if the bidder

was based in the UK (domestic bid), and 1 if the bidder was

based abroad (cross-border bid). This variable provides a

measure of any cross-border effect.

OUTCOME Outcome is a dummy variable taking the value 0 if the bid was

successful (in that the bidding company obtained control of the

target company) and 1 if the offer failed.

COMPETITIVE Competitive is a dummy variable taking the value 0 if there was

a single bidder and the value 1 if more than one company bid for

the target (competitive bid).
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REVISED Revised is a dummy variable taking the value 0 if the offer was

not revised and the value 1 if the terms of the offer were revised

(offer price increased).

PAY Pay is a dummy variable taking the value 0 if there was not a full

cash alternative and the value 1 if the offer provided target

company shareholders with a full cash alternative.

STAKE Stake is a dummy variable taking the value 1 if the bidding

company held a stake in the target company prior to the bid

announcement, and 0 if no such pre-bid stake was present.

RELSIZE	 Rel Size is the pre-bid equity market value of the target divided

by the pre-bid market value of the bidder.

SIZE	 Size is the natural log of the pre-bid market value (in £ million)

of the company in question.

Table 6.5. provides summary information regarding the characteristics of the

takeover bids. As can be clearly seen from this table, overseas bidders tended to be

very large organisations, although large variations were observed. Indeed, the pre-bid

market value of the overseas bidders averaged 4.7 times that of the domestic bidders.

Overseas bidding companies also tended to bid for relatively large UK targets.

Other noteworthy differences between domestic and cross-border acquisitions,

include the greater reliance on cash financing in cross-border than in domestic

acquisitions. This is as one would expect if UK investors are reluctant to receive

payment in the form of securities issued by companies based abroad. Overseas

bidders more often than domestic bidders held a pre-bid stake in the target. However,

despite this difference in the occurrence of pre-bid stakes, and the fact that marginally

more domestic than cross-border bids were competitive, the difference in the success

rates between domestic and cross-border acquisitions was surprisingly marginal.



Table 6.5.

Analysis of Bid Characteristics - Index Model

Variables as defined in the text.

Bid characteristics
Cross-
Border
Targets

Domestic
Targets

Cross-
Border
Bidders

Domestic
Bidders

Sample size 143 568 71 414

Market Mean 151.1 103.5 2374.6 503.5
value (£m)

Std. 331.8 382.1 3554.0 1233.3

Outcome Successful 112 452 59 326
(78.3%) (79.6%) (83.1%) (78.7%)

Failed 31 116 12 88
(21.7%) (20.4%) (16.9%) (21.2%)

Competitive Single 114 492 57 358
bidder (79.7%) (86.6%) (80.3%) (86.5%)

Competitive 29 76 14 56
(20.3%) (13.4%) (19.7%) (13.5%)

Revised Not revised 120 493 63 354
(83.9%) (86.8%) (88.7%) (85.5%)

Offer 23 75 8 60
revised (16.1%) (13.2%) (11.3%) (14.5%)

Pay Full cash 138 369 68 271
alternative (96.5%) (65.0%) (95.8%) (65.5%)

No cash 5 199 3 143
alternative (3.5%) (35.0%) (4.2%) (34.5%)

Stake No stake 82 433 41 309
(57.3%) (76.2%) (57.7%) (74.6%)

Stake 61 135 30 105
(42.7%) (23.8%) (42.2%) (25.4%)

6.4.	 Methodology 

The fundamental aim of this thesis is to establish the degree to which

shareholders of target and bidding companies engaged in domestic and cross-border

acquisitions into the UK over the 1986-1991 period gained or lost from these

transactions, as well as to analyse the differences in abnormal returns to the different

groups of shareholders. The following sections sets out the methodology applied to

achieve these objectives.
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6.4.1.	 Event Study Methodology

Event study methodology, as first developed by Fama et al. (1969), involves

estimating the impact on share returns of a firm-specific event, such as the

announcement of a takeover bid. The abnormal return associated with the event, also

known as the 'wealth effect', is a measure of the gains or losses to shareholders

attributable to the event. The abnormal return is calculated as the difference between

the 'Actual' (observed) return on the share and the return on the share one would have

'Expected' had no event taken place:

Abnormal return = Actual return - Expected return.

The actual return, as the name implies, is the observed return on the share (through

dividend payments and share price changes). The expected return is a measure of

the return on the share one would have expected had no event taken place. Following

the event, the expected return is an unobservable quantity, thus having to be

estimated.

There are several possible models, with varying degree of sophistication and

complexity, which can be used for estimating expected returns. Brown and Warner

(1980 and 1985) applied simulation data to test various models, and concluded that,

"we find that a simple methodology based on the market model performs

well under a wide variety of conditions. In some situations, even simpler

methods which do not explicitly adjust for marketwide factors or for risk

perform no worse than the market model". (Brown and Warner (1980), p.

280).

Dyckman et al. (1984) undertook similar simulation analysis to evaluate the merit

of the mean-adjusted returns method, the index model and the market model. They

argued that the three models had similar abilities in detecting abnormal returns,

"...although we find a slight preference for the Market Model. While this difference is



statistically significant, it does not appear important". (pp. 28-29).

Malatesta (1986), in a simulation test of a fairly complex joint generalised least

squares technique, found that "the results provide no evidence that joint generalized

least squares is superior to simpler procedures". (p. 27).

As discussed in the literature review, papers applying more than one test model

(such as e.g., Franks and Harris (1989) and Limmack (1991)) have occasionally

obtained conflicting results depending on the return generating hypothesis applied.

Authors such as Limmack (1991) therefore argued in favour of using more than one

model.

In this study, three different test models have been applied. These are the capital

asset pricing model (CAPM), the market model (MM), and lastly, the index model (IM).

All three models adjust for general market movements, while the first two models also

allow for different levels of company risk. The detailed specifications of these models

are discussed below in section 6.4.5.

6.4.2.	 Parameter Estimation Period and 'Event Window'

If stock markets are efficient, share prices should react quickly to the release of

new information (Fama (1991)). However, as indicated in the literature review,

previous studies have suggested that, with regard to takeovers, information appears

to leak to the market prior to the official bid announcement122.

Magenheim and Mueller (1988) argued that analysis of takeover effects would be

relatively easy "...if all of the relevant information regarding an acquisition were to

become public on the day the acquisition is announced and the market could be

122 For example, Franks et al. (1977) found that share prices of target companies started rising significantly
three months prior to the announcement of the takeover bid. Similar results were obtained by e.g., Franks
and Harris (1989), Limmack (1991), and Kennedy and Limmack (1996). Hannigan (1988) argued that
"...take-overs provide prime insider dealing opportunities...", and used an Acquisitions Monthly survey
(published march 1986) to support her argument: "Acquisitions Monthly ... found that of 1200 mergers
studied, the price of the target rose by 54% during the 6 months before the bid, 39% during the month
before and 25% on the day before". (p. 18). Although the Acquisitions Monthly survey looked exclusively
at target companies (rather than both targets and bidders as in this study), it is plausible that if investors can
predict who will become takeover targets as much as six months prior to the bid announcement, they may
also be able to identify the bidding companies.
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assumed to adjust fully in that day to the new information. But news of an acquisition

is known to leak into the market prior to the first public announcement, and it is

unrealistic to assume that the market is capable of predicting the full future

consequences of an acquisition immediately upon learning of it". (p. 172). In addition,

to establish whether the post bid share price performance differ between, for example,

successful and failed bidders (as found by e.g., Asquith (1983) and Limmack (1991)),

it is necessary to include a period subsequent to the bid announcement in the

analysis. Consequently, event windows covering only the announcement day or a few

days surrounding it, are unlikely to capture the full stock market impact of the

acquisition. To overcome these possible problems, a fairly long period of analysis (or

'event window') has been applied in this study, extending from eight months prior to

the month of the bid announcement (t-8) to five months after the bid announcement

(t+5) for bidding companies and one month after the bid announcement (t+1) for

targets' and joint abnormal returns to target and bidding company shareholders.

The capital asset pricing model and the market model base expectations regarding

share returns during the event period on the relationship between market and share

returns during some other period unrelated to the event. This period, known as the

parameter estimation period, is usually taken as a period prior to the bid

announcement, although some studies, such as Mandelker (1974), Conn and Connell

(1990), Connell and Conn (1993) and Waheed and Mathur (1995) have also applied

other estimation periods. The capital asset pricing model and market model

parameters (a and 13) should be estimated over a period not affected by the

forthcoming event. As previous studies have found share returns to rise significantly

several months prior to the official bid announcement, a 60-month parameter

estimation period, stretching from t-68 to t-9, where t refers to the month of the bid

123	 The majority of target companies shares are delisted soon after bid announcement. Consequently, data was
not available for all target companies during month t+1.
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announcement124 , has been applied in this study.

6.4.3.	 Return Data

With all three models applied in this study for estimating expected returns, return

data (incorporating dividend payments) rather than purely price data should be applied.

Return on a share can be calculated either on a discrete or a logarithmic basis.

Strong (1992) argued that,

"there are both theoretical and empirical reasons for preferring logarithmic

returns. Theoretically, logarithmic returns are analytically more tractable

when linking together sub-period returns over longer intervals (simply add

up the sub-period returns). Empirically, logarithmic returns are more likely

to be normally distributed and so conform to the assumptions of standard

statistical techniques." (p. 535).

Such log returns have been applied in this study, calculated as:

Ra = log[(Pa+Da)/Pit_ll

where

Pa	the price of security i at the end of period t,

Da	dividend (if any) announced for share i during time period t, and

P 1_1	 the price of security i at the end of time period t-1 (adjusted for any
capitalisation changes).

Monthly log return data for domestic companies (cross-border takeover targets as well

as bidders and targets in domestic acquisitions) was obtained from the London

Business School Share Price Database, while for overseas bidders return data had to

be calculated separately from share price and dividend data, obtained from

Datastream and various other sources.

124	 The capital asset pricing model and the market model have only been applied for companies where at least
30 observations were available during the parameter estimation period.
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6.4.4.	 Choice of Market Indices

The share performance of the overseas bidding companies are compared to the

performance of a stock market index in the company's home market. It was decided

to use the Financial Times World Index for the country in question as a proxy for

calculating the return on the relevant market (R m) 125 . The main advantage of the FT

World Indices are that they are calculated on a consistent basis, weighted according

to market capitalisation and using arithmetic rather than geometric averaging 126. The

FT World Indices are, however, only available from January 1981. This has slightly

reduced the number of observations available for the beta estimation for takeover bids

that took place during 1986127.

As is the case with market indices in general, the FT World Indices do not adjust

for dividend payments. These indices are in other words price indices. Ideally,

adjustment should therefore be made for dividend payments by companies constituting

the index. However, obtaining the information required for such an adjustment would

be immensely complicated and time consuming. Another approach is to make an

adjustment for the overall dividend yield on the market. This approach was, for

example, used by Dimson and March (1983 and 1986), who stated that "index returns

are calculated by incorporating the published dividend yield...". (1986, p. 118).

However, such an approach was not possible in this study, again due to data

limitations. Dividend yield information for the FT World Indices is only available from

February 1986 onwards. Regrettably, it was therefore necessary to calculate return

125 Conn and Connell (1990) applied both a domestic market model (DMM) and an international market model
(IMM). They concluded, however, that "...there is no compelling reason to incur the extra research costs
associated with the more complex IMM". (p. 708). Consequently, in this study domestic models are used,
with the market portfolio proxied by the stock market index in the company's home market.

126 Some indices, especially older ones, are calculated in such a way that serious biases may be introduced.
(Economist (1996)). For example, the American Dow Jones index "...is price-weighted, with a stock with
a $100 share price counting for twice as much as a $50 share". (Financial Times (1996)). The old FT-30
index provides a geometric rather than an arithmetic mean. (Financial Times (1996)). The FT World Indices
do not suffer from such problems. However, as pointed out by e.g., Roll (1992), the FT indices "...generally
include only the larger and more liquid individuals stocks". (p. 8).

127	 For bids taking place in e.g., January 1986, the 60 month beta estimation period should ideally have
included data from May 1980 onwards.
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on the market indices without making adjustments for dividend payments as follows:

R 	 log (FTWIt/FTVVI m)

where

FTVVI	 Financial Times World Index price level for the relevant country.

For individual companies, the adjustment for dividend payments have an important

impact on the return data. This is due to dividend payments being "lumped" into one

(eg for Canadian, Danish, New Zealand, Norwegian and Swiss companies), two (eg

in Ireland, and Britain), or four (eg US) payments per year. For the market as a whole,

however, particularly if an overall annual dividend yield rate is being applied, the

adjustment for dividend payments is very smooth. Consequently, not adjusting R m for

dividend payments is likely to introduce much less bias than would have been the

effect of not adjusting Ri128.

The lack of sufficient dividend yield data caused problems in calculating the 'true'

yield on the market. Roll (1977) went further and argued that the stock market index

is in itself misspecified as a proxy for the return on the market. However, with regard

to the problems in calculating market returns, Schipper and Thompson (1983) argued

that "...whatever bias result from misspecification should be contained in the entire

matrix of residuals, both in and out of event periods. Unusual residual behaviour in

the event periods, relative to the residuals in the non-event periods, is suggestive of

something more than model misspecification". (p. 96). Thus, despite the

methodological difficulties encountered in this study (some of which are discussed in

more detail in section 6.5), it is believed that the abnormal returns (and the differences

in abnormal returns between different groups of shareholders) obtained in this study

give a fair indication of the impact on shareholder returns from acquisitions in or into

the UK.

128	 In his PhD thesis on cross-border acquisitions into the US, Song (1993) did not adjust share returns (R) for
dividend payments.
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6.4.5.	 Event Study Methodologies Applied in Study

As mentioned above, three different event study methodologies have been applied

in this study. This section contains a discussion of the capital asset pricing model

(CAPM), the market model (MM) and the index model (IM) as applied in the analysis.

a) The Capital Asset Pricing Model

The theoretical assumption underlying the capital asset pricing model, is that the

rate of return on a company's shares should be determined by the company's level of

systematic risk (as measured by /3), the return on the market, and the risk free rate of

return, as follows:

Rft = Rft + /3,(Rmt - Rft) +

where

R 	 return on share i (as previously defined) during time period t,

Rift	 the risk free rate of interest 129 during time period t 130 ,

the slope of the regression line (a measure of systematic risk of share
i)

R 	 return on market (as previously defined) in time period t, and

the regression residual.

/3 values were calculated using up to 60 monthly observations' from t-68 to t-9,

where t refers to the month of the bid announcement 132 . Abnormal returns (AR)

129 Where available (from Datastream), a short-term (generally 3 month) interest rate has been applied as a
proxy for the risk-free rate of return. The specific interest rates applied in this study were as follows:
Australia = 3 months Treasury bills, Canada = 3 months Treasury bills (auction), Denmark = Discount rate,
Eire = 3 months, France = 3 month money, Japan = 3 month bills, Netherlands = Netherland Interbank 3
months, New Zealand = Interbank 3 months, Norway = Discount rate, Sweden = Commercial Bank Prime
Lending, Switzerland = Commercial Bank Prime Lending, United Kingdom = 3 months Treasury bills
(discount), United States = 13 weeks Treasury bills (discount), and West Germany = Frankfurt Interbank 3
months.

130	 The interest rates have been converted from annual rates to monthly rates using 12th root.

131	 Neither the capital asset pricing model not the market model have been applied if less than 30 observations
were available during the parameter estimation period.

132 Limmack (1991) estimated parameters over a period from 67 to 7 months prior to the month of the bid
announcement. Limmack excluded the period from t-6 to t-1 from the parameter estimation period, so as
to avoid any problem of the parameters being influenced by bids being anticipated. As Limmack obtained
fairly high mean alpha values for bidding companies (0.006), it was decided to be even more cautious and
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were calculated for each month during the test period (from t-8 to t+5 for bidders, and

from t-8 to t+1 for targets) as:

ARft = Rft - [Rft + /3,(Rmt-Rft)]

The capital asset pricing model has been extensively tested, and several papers

have questioned the assumptions underlying the model. For example, Fama and

French (1992 and 1996) argued that /3 is not successful in explaining cross-sectional

variations in share returns. Instead, Fama and French argued that share returns were

associated with company size (discussed further in section 6.5.2) and the ratio of book

to market value of equity. Handa et al. (1993) also rejected CAPM, but argued that

the model was less inefficient the longer the return measurement interval. Reid (1980)

expressed concern regarding the application of CAPM in the analysis of mergers and

acquisitions.

"...One is left with a considerable feeling of discomfort with the way a very

special theoretical result, based on full general equilibrium reasoning, under

the assumption of identical estimates of the distribution of returns by all

agents, has been asked to provide a simple answer to the complicated

question of whether a takeover or merger is wealth creating". (p. 12).

Despite the potential problems associated with the capital asset pricing model, the

model has been applied in this study. While it is recognised that this model rests on

strict assumptions (which may not be met in practice), it is believed that the results

obtained using this model, particularly when viewed in conjunction with the other two

models, provide a valuable insight into the impact of acquisitions on shareholder

wealth.

use a slightly earlier time period (t-68, t-9) for the parameter estimation. (However, as discussed in section
6.5.1, the high bidding company a values observed in this study may indicate that even this time period was
not a period of 'normal returns). Conn and Connell (1990) observed large abnormal returns to US targets
in cross-border acquisitions during the period from t-9 to t-2. Thus, including this pre-bid period in the event
window in this study allows for a comparison with their results.
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b) The Market Model

Rather than being based on a theoretical return generating framework as the

capital asset pricing model, the market model is based on an empirical relationship

between market and share returns. As with the capital asset pricing model, the market

model parameters were estimated on monthly data for the time period t-68 to t-9. The

equation applied was as follows:

= a 1 + $1 R 	 Eit

where the variables are as defined for the capital asset pricing model, except for a,

which is the regression intercept.

Abnormal returns were calculated for the analysis period as

AR,t = R ft - (a1+

The key assumption of the market model (as applied in this study) is that the level

of expected return on a share is determined by a share's level of systematic risk, /3,

and that the relationship remains constant over time.

As was the case with CAPM, application of the market model has also been

criticised in the literature. Garrett (1991), for example, argues that "...the market model

as it stands may be inappropriate". (abstract). Similar views have been put forward

by e.g., Coutts eta!. (1994 and 1995). As mentioned above, Roll (1977) argued that

the market portfolio as applied in the market model, may be misspecified. Despite the

reservations expressed regarding the market model, the model has been applied in

this study, and as evident from the literature review in Chapters 3 and 4, the market

model is the most commonly used model in the existing literature. As argued by

Schipper and Thomson (1983) (and discussed in section 6.4.4), despite the potential

problems with model specification, any changes in the abnormal returns at the time of

a takeover provides an indication of the impact the event has had on shareholder

wealth.



c) The Index Model

The simplest model applied is the index model. This model is a variation of the

market model, but assumes a to be zero and /3 to be 1 for every share. In other

words, the expected rate of return on any share is equal to the return on the stock

market index for the same time period:

Rit = Rmt +

Abnormal returns are simply calculated as the difference between the return on the

share and the return on the market:

AR 	 Rit - Rmt

While the assumptions of the index model may be unrealistic, the model has

gained increased recognition in the takeover literature. For example, Franks and

Harris (1989), Limmack (1991), and Parkinson and Dobbins (1993) all applied the

index model (as well as other models), while Limmack (1990) based his analysis

exclusively on the index model. Brown and Warner (1980 and 1985) argued that in

most instances, the index model was no worse than the market model at detecting

abnormal returns. However, a number of advantages of the index model were of

particular relevance to this study. ' Firstly, due to the limited data requirements of the

index model, a larger number of acquisitions could be analysed using this model than

was the case for either the capital asset pricing model or the market mode1133.

Secondly, as discussed in section 6.5., a number of methodological difficulties, in

particular with regard to the estimation of alpha and beta values, raise questions

regarding the appropriateness of the market model and, to a lesser extent, the capital

asset pricing model.,

The analysis of the level of abnormal returns to target and bidding company

shareholders in cross-border and domestic acquisitions, and the analysis of cross-

border effects (as contained in Chapters 7 and 8), has been based on all three test

models. However, the cross-sectional analysis of abnormal returns (contained in

133	 Sample sizes are detailed in Table 6.3.
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Chapters 7, 8 and 9), as well as the analysis of joint abnormal returns to pairs of target

and bidding company shareholders (Chapter 9), is based on the index mode1134.

Although the majority of previous research (as discussed in the literature review) has

been based on the market model, the index model was selected for the cross-sectional

analysis in order to maintain as large a sample size as possible.

6.4.6.	 Statistical Testing of Average Abnormal and Cumulative Abnormal
Returns

A number of different methods have been applied in the existing literature for

measuring the level of statistical significance of the abnormal return estimates. One

method, as described by Strong (1992) is to "... calculate the average abnormal return

and standard error across event securities to give a t-statistic as follows" (pp. 544-

545):

Al
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	  _ 	
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where

t(N-1)

mean prediction error (estimated average abnormal return) for time
period t,

prediction error (estimated abnormal return) for security i during time
period t,

SE =	 standard error,

number of companies in the sample.

The test statistic is distributed according to the Student-t distribution with N-1

degrees of freedom. This method has been applied by e.g., Franks eta!. (1991), and

has been used in this study for the index model and the capital asset pricing model.

There are, however, some potential limitations of the t-test, as this test,

134	 Similarly, while Franks and Harris (1989) and Parkinson and Dobbins (1993) applied the same three test
models, their results were reported using only the index model.
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"...assumes independent drawings from an identically distributed normal

population. It is therefore implicitly assumed that the mean effect of the

event is identical across securities. In addition, no allowance is made for

variances of abnormal returns being unequal across securities or for cross-

correlation in abnormal returns". (Strong (1992), p. 545).

Salinger (1992) added that,

"...ignoring either the intertemporal or contemporaneous correlation of

residuals can result in significant underestimates of standard errors". (p. 39).

Several researchers (such as e.g., Fatemi and Furtado (1988) and Doukas and

Travlos (1988)) have adopted methods similar to Brown and Warner's Crude

Dependence Adjustment. This method takes into account "any cross-sectional

dependence in the performance measures..." (Brown and Warner (1980), p. 251). This

method has, however, not been adopted in this study. The takeover bids analysed in

this study took place over a 6 year period. There is therefore limited clustering of

event months, and no logical reason for expecting cross-sectional dependencies to be

present1".

A more powerful test than the Crude Dependence Adjustment, is the Patell

Standardised Residual (PSR) test, developed by Patell (1976) 136. "...When the

parameters of the market model are estimated from observations outside the TP [test

period], abnormal returns are prediction errors rather than true residuals and should

therefore be standardised...". (Strong, (1992), p. 545).

"The PSR test explicitly recognises the possibility of different residual variances

across securities, and weights the abnormal returns accordingly. But, as Patell notes,

135 In addition, in order to undertake the Crude Dependence Adjustment, a full set of residuals for the parameter
estimation period would have been required. While such residuals were available for the market model and
the capital asset pricing model, they were frequently not available for the index model (due to limited data
availability). If applying the Crude Dependence Adjustment to index model results, the index model sample
sizes would have been substantially reduced (equivalent to the market model samples).

136 The PSR test is explained in detail in Patel! (1976), pp. 254-260, and Strong (1992), pp. 545-547. The
following section draws extensively on the material from these two sources. The test has been used in other
studies, such as Bradley et a/. (1988), Fatemi and Furtado (1988), Kumar et a/. (1992) and Song (1993).
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Test period

A

the PSR test continues to assume cross-sectional independence of abnormal returns

and no change in residual variances between the ... parameter estimation period and

the test period". (Strong (1992), p. 546).

The statistical significance levels of the market model abnormal returns and

cumulative abnormal returns were calculated using the PateII Standardised Residuals

(PSR) test. In the explanations, the following general notation has been applied:

Estimation period period over which the market model parameters
have been estimated (t-68 to t-9 months),

period over which abnormal returns have been
estimated (t-8, t+1 for targets and t-8, t+5 for
bidders),

estimated value,

average/mean value,

individual security,

time period.

The procedures involved in calculating PSR can be summarised as follows:

1. Estimate the variance, S2 i , of the prediction errors (estimated abnormal returns)

(Ea) during the parameter estimation period,

E eft

2t=1 
-

T-2

where

number of observations during the estimation period.

2. Calculate C a, which is an adjustment for the increase in variance due to prediction

outside the estimation period.

(13,7n - Fine 

T	 T

E(Rnit - /4,n)2

-



— N(0,1)

where

R 	 on market index during time period t, and

average return on market index during parameter
estimation period.

3. Calculate PateII Standardised Residuals (Vit). The test statistic (of the statistical

significance of the abnormal return for a single company for a single time period)

is distributed Student-t with T-2 degrees of freedom.

Vft - 	 	 t(T-2)
\IF„

4. Calculate the Cumulative Patel! Standardised Residuals (WO over the event

window for each security. The test statistic (of the statistical significance of the

cumulative abnormal return for a single company) is distributed Student-t with T-2

degrees of freedom.

1
WiL =	 E 	 if	 t (T-2)

\IL

where

length of event window (cumulative abnormal returns
have been calculated for different lengths of event
windows, ranging from 1 to 14 months).

5. Calculate the test statistic (Z vt) for the standardised average abnormal return for

time period t. This test statistic is distributed approximately unit normal for large

samples.

TR„, = —E R,„,
T

6. Calculate the test statistic (Z) for the standardised average cumulative abnormal

return for event window of length L. The test statistic is distributed approximately

unit Normal for large N.



ZwL.

(N

'1.1 7; -4

1 - N(0,1)

N

E WiL
1=1

When testing for the level of statistical significance of the difference in mean

abnormal returns to different samples, such as the testing of 'cross-border effects', the

t-test for differences in means has been applied. This t-statistic is calculated as

follows (Weiss and Hassett (1986), pp. 423):

xi X2
t - 	

-	

- Student- t

1/(sl
2

i n1) + (41 n2)

where

5c,	 =	 mean abnormal return for sample 1,

a,	 =	 standard deviation of mean abnormal returns for sample 1, and

N i	=	 number of observations in sample 1.

The test statistic is distributed Student-t with degrees of freedom (df) given by:

KS1
2
/ n1 ) + (41 n2)]2 

df - (si2 i ni )2	 (41 n2)2
	  + 	
n1 -1	 n2 - 1

6.4.7.	 Cross-Sectional Analysis

As discussed in Chapter 5, cross-sectional analysis was undertaken in an attempt

to ascertain the impact of bid characteristics on the levels of abnormal returns, and on

the differences in abnormal returns to shareholders in cross-border and domestic

acquisitions (cross-border effects).

As discussed in section 6.3.3, the variables included in the cross-sectional

analysis were whether the bid was launched by overseas or domestic bidders

(nationality), whether the bid was successful or failed (outcome), whether or not there

were more than one bidder pursuing the target company (competitive), whether or not



the terms of the offer were improved (revised), whether or not the offer included a full

cash alternative (pay), whether or not the bidding company held shares in the target

company prior to the bid announcement (stake), the relative pre-bid market values of

the target and bidding companies (rel size), and the market value of the company in

question (size).

If explanatory variables in multiple regression analysis (as used in the cross-

sectional analysis) are highly correlated, problems of collinearity may occur. The

correlation matrices for the explanatory variables are given in Tables Cl to C9 in

Appendix C. As can be seen from these tables, the correlation between the various

variables was generally low'. Consequently, collinearity appears not to have been

a serious problem in the cross-sectional analyses. However, for both target and

bidding companies in cross-border acquisitions, a surprisingly strong correlation

(-0.702) was found between method of payment and the relative size of targets and

bidders. It is worth noting, however (as specified in Table 6.4) the number of cross-

border acquisitions not including a full cash alternative was very small. These results

suggest that the few cross-border acquisitions were a full cash alternative was not

available involved acquisitions where target company was relatively large (relative to

the size of the bidder). In domestic acquisitions, the correlation between pay and

relative size was negligible.

In the cross-sectional analysis, index model cumulative abnormal returns have

been analysed for the whole analysis period (from t-8 to t+1 for targets and from t-8

to t+5 for bidders). In addition, cross-sectional analysis of pre-bid period (t-8, t-2) and

event period (t-1, t) cumulative abnormal returns have been undertaken for both

targets and bidders. However, data for the post-bid period (from t+1 to t+5) was only

available for bidding companies.

Thirteen different regression specifications are reported in the cross-sectional

137 E.g., Weiss and Hassell (1986), argued (p. 526) that correlation coefficients between -0.4 and +0.4 indicate
only weak linear correlation. Only 6 of the 210 correlation coefficients reported in Appendix C exceed ±
0.4.
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analysis (see e.g., Table 7.3). Firstly, each of the explanatory variables are analysed

in isolation 138 (regressions 1 to 7). In the final regression (number 13), all the

explanatory variables are included. In addition, five different regression specifications

are analysed, which each applied different subsets of explanatory variables.

As discussed in Chapter 5, De et al. (1996) found successful bidding companies

to have lost significantly in competitive or revised bids. With regard to target company

shareholders, however, Limmack (1993) found competitive and revised offers to have

provided significantly different levels of abnormal returns. In regression 8, the effect

of bid outcome, bid competition, and revision of offer terms were analysed together,

in an attempt to establish which, if any, of these variables account for the cross-

sectional variation in abnormal returns.

Regression 9 looks at the link between bid outcome, the existence of competition

in the bid, and whether or not the bidder held a stake in the target prior to the bid

announcement. It may be hypothesised that offers in which the predator held a stake

in the target prior to the offer provided bidders with an advantage over other potential

predators (as suggested by e.g., Walkling and Edminster (1995)). If this is the case,

one would expect such offers to be less likely to be competitive or to prove

unsuccessful than bids in which the bidder held no pre-bid stake'.

As discussed in section 5.3.4, previous research has suggested that both target

and bidding company shareholders obtain higher abnormal returns in cash than in

equity offers. As indicated in Table 6.4, a much higher proportion of cross-border bids

included a full cash offer than was the case in domestic acquisitions. The differences

in the means of payment could therefore potentially help to explain any positive cross-

border effect. If method of payment provide a signal to investors regarding the 'true'

value of a company's shares (as suggested by e.g., Myers and Majluf (1984), Hansen

138	 In the analysis of cross-border effects as in e.g., Table 7.13, the Nationality variable is included as an
additional explanatory variable in all regressions.

139 Appendix C indicates that, as one would expect, competitive bids are more likely to fail than are single-
bidder offers. However, contrary to expectations, the correlation between stake and outcome or competition
was generally very low.
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(1987) and Fishman (1989)), method of payment may be associated with the outcome

of the offer or the level of competition for the target 140. These relationships have

been analysed in regressions 10 and 11.

Previous literature has highlighted the impact of both company size and the

relative size of the target and bidding companies. In regression 12, these two

variables were analysed jointly, in order to ascertain which of the two size effects is

of most importance.

6.5.	 Methodological Difficulties Encountered in the Study 

6.5.1.	 Parameter Estimation

While the share price behaviour of a single company may reasonably be expected

to deviate substantially from that of the market index, one would expect a large

portfolio of companies to behave in a manner similar to that of the overall market

index. Consequently, the mean a for a large portfolio of companies is expected to be

close to 0, while the mean 13 should be close to 1. (This is the assumption underlying

the index model). However, such mean values were generally not observed for the

sample companies in this study. As reported in Table 6.6, the mean a, particularly for

bidding companies, was substantially above 0, while the mean market model and

capital asset pricing model Os for all samples were below 1. As reported in Table 6.7,

previous studies (based on the market model) have obtained similar positive alpha

values for bidders and generally, although not consistently, beta values of less than

1.

There are two main potential explanations for these parameter estimates. Firstly,

companies involved in takeover activity may in some way be different from the

companies which constitute the overall market indices. A second possibility is that the

a and 13 values obtained in this study suffer from estimation problems.

140	 It is acknowledged, however, that (as indicated in Appendix C) the correlation between pay and either bid
outcome or the level of competition, was generally low.
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Table 6.6.

Analysis of Market Model and Capital Asset Pricing Model
Parameters

This table reports statistics for the regression coefficients obtained in this study. The parameters have been
estimated using a minimum of 30 monthly observations during the 60-month period from t-68 to t-9, where
t refers to the month of the bid announcement.

Cross-
Border
Targets

Domestic
Targets

Cross-
Border
Bidders

Domestic
Bidders

Sample size I	 118 442 50/48141 361

Market
Model

Alpha
values

Mean -0.00046 0.00382 0.00923 0.01007

Std 0.0214 0.0160 0.0183 0.0154

Max 0.0464 0.0618 0.0881 0.0580

Min -0.1422 -0.0491 -0.0282 -0.0486

Percent
negative

46.6% 39.1% 22.0% 20.5%

Beta
values

Mean 0.8570 0.8041 0.7884 0.9216

Std 0.3500 0.4255 0.4614 0.3750

Max 1.6134 2.0664 1.6277 2.003

min142 -0.3628 -2.2047 -0.3883 -0.8974

Percent
negative

1.7% 2.0% 10.0% 2.2%

Capital
Asset
Pricing
Model

Beta
values

Mean 0.8592 0.8165 0.8137 0.9488

Std 0.3514 0.4215 0.4377 0.3651

Max 1.6184 2.0439 1.6233 1.9909

Min -0.4624 -2.0969 -0.1755 -0.8591

Percent
negative

1.7% 2.3% 6.3% 1.4%

Conn and Connell (1990) and Connell and Conn (1993) found that the cumulative

abnormal returns were highly sensitive to the period over which the market model

parameters were estimated: "The sensitivity of CAR estimates to the different

141	 The sample size of 50 refers to the market model, and 48 to the capital asset pricing model.

142	 While the range of beta values obtained in this study was larger than those reported by e.g., Connell and
Conn (1993), a similar large spread (from -0.1032 to +2.6101) was obtained by Francis et a/. (1993).
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Table 6.7.

Comparative Analysis of Average Market Model Parameters

Estimation period refers to the time period over which the market model parameters (a and /I) were
estimated. All studies applied data from the time period prior to the period of the bid announcement (pre).
For bidding companies, Connell and Conn (1993) also applied parameters estimated over a period after the
bid announcement (post) and a combination of the two (pooled).

Bidding Companies

Authors Market Estimation
period

a /3

Franks and Harris (1989) UK Pre 0.0095 0.92

Limmack (1991) UK Pre 0.006 0.86

Connell and Conn (1993) UK Pre 0.0029 1.0609

Pooled -0.0033 1.0706

Post -0.0087 1.0488

US Pre 0.0014 0.8055

Pooled -0.0025 0.8032

Post -0.0067 0.8189

Target Companies

Authors Market Estimation
period

a 13

Franks and Harris (1989) UK Pre 0.0044 N.A.

Limmack (1991) UK Pre 0.002 0.71

Connell and Conn (1993) UK Pre -0.0008 0.5899

US Pre -0.0031 1.0221

estimation periods appear to result from a significant decline in the intercept term,

alpha, of the market model from a positive to a negative value from pre to post-event

estimation". (Connell and Conn (1993), p. 63). (See Table 6.7). It may be that

companies decide to acquire other companies following a period of unusual good

share price performance (as argued by e.g., Kennedy and Limmack (1996)). If the

market model parameters are estimated during such an exceptional time period, it is

possible that the a values will be inflated. In this study the parameters have been

estimated over a long (60 month) period, ending nine months prior to the month of the

bid announcement. Such a long parameter estimation period was adopted in an
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attempt to overcome some of the parameter estimation problems. However, as shown

in Table 6.6, positive alpha values were obtained for almost 80% of the bidding

companies. If the assumptions of the capital asset pricing model hold, one would

expect the mean market model alpha values to be close to (143 1 )Rf. If so, the mean

alpha value should be 0.00112 for cross-border and 0.00044 for domestic bidders143.

The observed alpha values for bidding companies are, however, substantially above

these levels. The high positive mean alpha values indicate that over the 14 month

event period (t-8, t+5), the average overseas bidding company and the average

domestic bidding company is expected to have a rate of return of 11.36% or 13.48%,

respectively, in addition to the rate of return required to compensate for the share's

level of systematic risk. These large positive mean a values may indicate that even

this long parameter estimation period was insufficient to overcome the problem of

positive mean a values being caused by exceptionally good pre-bid share performance

of both overseas and domestic bidding companies. The high a values explain why,

as discussed in Chapter 8, the market model suggested significantly lower abnormal

returns to shareholders of bidding companies than did the capital asset pricing model

and the index model.

Another interpretation of the high (bidding company) a values and low /3 values

observed in this study, is that these results were caused by 'thin' or nonsynchronous

trading. "Nonsynchronous trading of securities introduces into the market model a

potentially serious econometric problem of errors in variables". (Scholes and Williams

(1977), p. 309). "The major source of bias is the tendency for prices recorded at the

end of a time period to represent the outcome of a transaction which occurred earlier

in or prior to the period in question". (Dimson (1979), p. 179). As was explained by

Fowler et al. (1980), /3 will be downwardly biased if the share is less frequently traded

than the index, and upwardly biased if the share is more frequently traded than the

143	 These approximations of the mean expected constant terms are calculated using the capital asset pricing
model 13 values (using data for months t-68 to t-9) and the risk free interest rate for month t.
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average share in the index144.

In this study, high a values and low 13 values were observed, in particular for the

overseas bidding companies. These parameter estimates may have been caused by

the shares of the overseas bidding companies being less frequently traded than the

stock market indices in the relevant markets. It should be remembered, however, that

infrequent trading has generally been found to be of greater concern in studies based

on daily rather than monthly data (Scholes and Williams (1977) and Brown and Warner

(1985)). In addition, nonsynchronous trading may be predominately a feature of small

companies (see Roll (1981)). Although some of the overseas bidding companies

included in this study were small, the majority of bidders were large organisations145.

Thin trading has thus generally been considered to be more of a cause of concern in

studies of target companies. The mean 13 values for the target companies in this study

are substantially below 1. However, such low target company 13 estimates are not

restricted to this study. Indeed, as indicated in Table 6.7, several previous studies

have reported even lower target company beta values.

Various approaches can be adopted when faced with thin trading problems. In

an analysis of insider trading, Pope eta!. (1980) applied a screening process whereby

"...any thinly-traded security was eliminated from the sample..." (p. 365). Such a

procedure has not been applied in this study for two main reasons. Firstly, such a

procedure would require data on the occurrence of non-trading, something which was

not readily available. A potentially more serious problem, however, would have been

the reduction in the sample sizes. Consequently, no attempt has been made to

eliminate infrequently traded shares from the sample.

Another approach is to try to correct the beta values for the effect of thin trading,

144 In the UK, share price data is based on price quotations, not transaction prices. It is thus possible for the
recorded share price in the UK to change even if no transaction takes place. It may thus be argued that
the problems associated with slow price adjustments due to thin trading is less of a problem in a market
(such as the UK) where price quotations are reported than in other markets (e.g., the US) where share price
data refer to transaction prices.

145	 As reported in Table 6.5, the mean pre-bid market value of the overseas bidders was £2,374.6 millions,
although the standard deviation was high, at £3,554.0 millions.
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as did e.g., Franks et al. (1977). While these techniques, with various degrees of

sophistication (and data requirements), attempt to adjust for the thinness of trading

problem, Fowler, Rorke and Jog (1980) were critical as to the usefulness of these

models (interestingly, their criticism also extended to a model developed by two of the

authors). Fowler et al. (1980) evaluated the effectiveness of four beta correction

techniques. These were (i) the Scholes and Williams technique (Scholes and Williams

(1977)), (ii) the Scholes and Williams Extended (as developed by Fowler and Rorke

(1979) and discussed in Fowler et al. (1980), (iii) the Scholes and Williams with Jafnike

technique, and (iv) the Dimson techniq ue-146 (Dimson (1979)). They concluded that

"in general, the OLS [ordinary least squares] beta estimates seem to be better than

those produced using any of the bias correcting techniques. ... Overall, there does not

yet exist a technique that seems to have general applicability and effectiveness in

reducing the thin trading bias so as to produce any significant improvement over the

OLS estimator using a conventionally calculated index". (p. 89). Fairly similar

conclusions were reached by Brown and Warner (1985), who argued that

"methodologies based on procedures suggested by Scholes and Williams and of

Dimson do seem to reduce biases in OLS estimates of 13. However, the specification

and power of the actual tests for abnormal performance is similar to that obtained with

the OLS market model, and this conclusion applies to samples having trading

frequencies systematically different from average". (p. 26).

Dimson and March (1983) suggested yet another method for obtaining unbiased

beta estimates in the presence of thinly traded shares. Their `trade-to-trade technique'

involves matching the length of time over which market and share returns are

calculated. This method, however, is rather complicated to implement, as it requires

data on the specific timing of the last transaction during each time period (e.g., month).

146 Fowler and Rorke (1983) argued that "...the Dimson procedure is incorrect and cannot generally be expected
to yield consistent beta estimates". (p. 279). Roll (1981), however, had reservations regarding Fowler and
Rorke's comment: "Fowler and Rorke argue that Dimson's method is biased. However, I have been unable
to ascertain whether they are correct and whether the bias is material if it exists. The empirical evidence
[in Roll's paper] indicate that the bias is probably not very large". (p. 885).

- 203 -



Consequently, such a technique has not been adopted in this study147.

Baker et al. (1995) argued that a large number of shares listed on the London

Stock Exchange "...may be classified as thinly traded. (p. 1). However, in their

analysis, Baker et a/. found that "calculation of excess returns using models which

incorporate leads and lags [one method of correcting for thin trading] does not

materially affect the results...". (p. 6).

Despite the various beta correction techniques suggested in the literature, none

appears to be very successful at improving the quality of the parameter estimates 148 .

Consequently, no adjustment for thin trading have been made to the market model or

capital asset pricing model parameters in this study.

6.5.2.	 Stock Market Size Effect

One of the most important stock market anomalies established in the literature

(and one which may have a direct impact on the results obtained in analyses of

takeover activity), is the 'size effect'. Banz (1981) and Reinganum (1981) established

that companies with low market capitalisation, on average, experienced higher rates

of share returns than did larger companies. Although the size effect appeared to have

been strong and to have been present over a long time period (e.g., Banz based his

analysis on US data from 1926 to 1975), Banz warned against placing too much

emphasis on the results:

147 It is worth noting that Bowie and Bradfield (1996) argued that the trade to trade technique may not fully
overcome the problems associated with thin trading. They found that there was a tendency for ordinary
least squares to overestimate the /3 coefficients for thinly traded securities.

148 Draper and Paudyal (1995) analysed the effectiveness of various techniques for calculating robust /3

estimates, to control for the impact of non-normal share distributions. While there was some merit in the
application of these techniques when applying daily data, "...a similar conclusion does not hold for estimates
derived from monthly data". (p. 175). In addition, they were unable to identify any single beta correction
technique which would universally provide 'better' 13 estimates than those obtained using the normal OLS
procedures, and argued that "a definitive answer is impossible". (p. 164).
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"It is not known whether size per se is responsible for the effect or whether

size is just a proxy for one or more true unknown factors correlated with

size". (Banz (1981), p. 3).

Levis (1988) analysed the average return for 10 different size-portfolios of UK

shares over the 1966 to 1982 period. He discovered that "the smallest portfolio seems

to outperform its largest counterpart by about 6 per cent per annum". (p. 161).

Similarly, looking at average stock returns in the UK over the 1984 to 1989 period,

Miller (1992) found the equally weighted geometric mean return to have been 26.2%,

while the capitalisation weighted geometric mean was 20.2%. (p. 21). These numbers

suggest that, on average, higher returns were earned by smaller companies than by

larger ones (as smaller firms would have a higher weighting in the equally weighted

than in the value weighted mean). Thus, historically, a size effect appears to have

been present in the UK.

Other researchers have argued that other market anomalies were associated with

firm size. For example, Keim (1983) argued that 50% of the annual size effect (in the

US) took place in January. Similar observations were made by Blume and Stambaug

(1983), Reinganum (1983) and Chen (1988). For the UK, Baker and Limmack (1995)

and Baker et a/. (1995) established that the historic excess returns to small firms has

been particularly strong in January and to a lesser extent in April. The size effect thus

appears to have, at least partially, been associated with a seasonality effect149.

Pope, Morris and Peel (1990) gave two reasons as to why small companies may

appear to have higher returns than larger firms:

149 The possibility of a calendar effect has not been controlled for in this study. While day of the week and
month of the year effects may have an impact on estimated abnormal returns (Draper and Paudyal (1995)),
controlling for such effects is of more relevance to studies applying either daily data or short 'event windows'.
The event window in this study is close to a year (10 months for targets (t-8, t+1) and 14 months (t-8, t+5)
for bidders). Consequently, any seasonality effect, if present, would be expected to have little impact on
the overall level of estimated average cumulative abnormal returns. In addition, the takeover
announcements analysed in this thesis were spread over a six year period with no apparent clustered in
particular calendar months (the bid announcement dates are specified in Appendix A and B). As argued
by Baker and Limmack (1995), the findings from their analysis of firm size and monthly seasonalities have
particular relevance "...for those undertaking research in which clustering of event dates is likely to be a
feature". (p. 2).
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"First, the transactions costs of trading in the shares of small firms are

typically greater than those of dealing in the securities of larger companies,

and consequently the realisable abnormal returns ... will be overstated...

Second, in the relatively thin market for small company shares, market

prices and quotations tend to be particularly sensitive to the volume of a

transaction...". (p. 375).

However, no comprehensive theory regarding the cause of the size effect appears to

have been established yet.

The size effect, if present, may cause problems for studies of mergers and

acquisitions, such as this one (Dimson and March (1988)). As indicated previously in

this chapter, takeover targets tend to be significantly smaller than the average bidding

company. If takeover targets are also smaller than the average company in the stock

market index used to estimate expected returns, the target may, if a market size

anomaly is present, be seen to have outperformed the market even if the event itself

had no impact on share prices. Consequently, with e.g., the index model, the

'abnormal' return may be overestimated, with part of the CAR being due to the size

effect rather than to the announcement of the bid. As explained by Dimson and March

(1984), it has been suggested that the size effect may be less of a problem with the

market model, as the alpha term may incorporate the size effect. However, as argued

by e.g., Dimson and March (1986), there may still be a problem if the magnitude and

direction of the size effect is not constant over time. Indeed, in his analysis, Keim

(1983) found the magnitude of the size effect to have been highly volatile.

With regard to bidding companies, these, generally large firms, may have

underperformed relative to the index due to their size rather than due to the 'event'.

With bidding companies, the market model (pre-bid) alpha values may not be a

sufficient adjustment for the size effect (even assuming the size effect to be constant

over time), as the size of the bidder will change on the completion of the acquisition.

Consequently, the size effect, if large, may result in an underestimate of the



performance of large bidders.

Banz (1981) noted that the size effect may have an important impact on the theory

of mergers, as

"...large firms are able to pay a premium for the stock of small firms since

they will be able to discount the same cash flows at a smaller discount rate".

(p. 17).

However, Banz did provide a warning, in that

"naturally, this might turn out to be completely nonsense if size were to be

shown to be just a proxy". (p. 17).

Fama and French (1992), however, added further support to the size anomaly.

They tested a large number of possible factors which may have an impact on share

returns 150. They found size (as well as book to market value of equity) to be

important explanatory variables. Fama and French concluded that the size effect was

indeed real, and not simply a proxy for other variables. However, the authors also

acknowledged that, while the size effect had been present in the US over the 1963 to

1990 period, we do not know whether the size effect will continue to be present in the

future.

Although Fama and French (1992) argued that the size effect is not simply a proxy

for other anomalies, it is still not fully understood why returns appears to be higher for

small companies than for firms with high market capitalisations. An additional

complication present, is that Banz (1981) found the size effect to be neither linear nor

exponential. Instead, he observed that very small companies had systematically

superior returns, while there was little difference in the return between the medium

sized and the large firms. The size effect (if present) can thus only explain

acquisitions of small companies, and not mergers between large companies who are

already capitalised at a high rate.

150 Contrary to the capital asset pricing model and the market model predictions, Fama and French found the
level of systematic risk (13) to have very little explanatory power of the cross-sectional variation in share
returns.
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One approach to control for the possibility of a size effect, would be to compare

share returns to a portfolio of companies of similar size', rather than relying on

general market indices. However, such a procedure has not been adopted in this

study. Firstly, there is a theoretical consideration. While the size effect appears to be

present, little seems to be known as to why there should be a size effect. Secondly,

as company size would change every time the share price changed, constant

adjustments to the portfolios would be required. Such an approach would be

excessively cumbersome. Thirdly, as acknowledged by Banz, the direction and

magnitude of the size effect varies over time. Malkiel (1990) added: "No sooner had

it [the small firm effect] been discovered in the early 1980s than it failed to work: Small

stocks were relatively poor performers throughout the bull market of the 1980s". (p.

194). It is thus difficult to allow for size variations in empirical studies. Lakonishok

(1988) added that,

"many of us are very doubtful if small companies will outperform large in the

future. For example, in the last three years small companies did not perform

well. Therefore, we should not automatically adjust for size". (p. 216).

Further, Lakonishok did not find adding the size effect as a variable in the analysis to

have been beneficial. An alternative means of controlling for a size effect, is to include

size as an explanatory variable in the cross-sectional analysis. This is the approach

adopted in this study, where both the log pre-bid market value of the company in

question, as well as the relative size of the target and bidding companies, have been

included in the cross-sectional analysis.

151 Franks et a!. (1991), Kennedy and Limmack (1996) and Sudarsaman (1996) all applied size-matched control
portfolios as one of their benchmarks against which companies' returns were analysed. Kennedy and
Limmack argued that the "results ... are consistent with the observation (Franks and Harris, 1989; and
Dobbins and Parkinson, 1993) that standard benchmarks over-estimate abnormal performance in targets
and under-estimate abnormal performance in bidding companies". (p. 281). However, Kennedy and
Limmack do not report the significance of the difference in the level of abnormal returns obtained using
either the FT All Share Index or Size-Matched Portfolios.
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6.5.3.	 Analysis of Abnormal Returns to Bidding Companies

a) Bid Programmes and Information Leakage

In addition to the difficulties discussed above, there are further complications

encountered in measuring abnormal returns to shareholders of bidding companies.

As argued by Roll (1988a), It is much easier to ascribe price movements to the bid

when the firm is surprised. The bidding firm is not surprised, and this complicates the

attribution of price movements of its shares to the takeover event". (p. 242). However,

while Roll is correct in arguing that the managemenet of the bidding company may not

have been surprised by the bid, it is far from certain that the bid was not a surprise to

the shareholders of the bidding company.

A related problem was highlighted by Schipper and Thomson (1983). They

measured "...the impact of acquisition activity on firm value by differentiating between

specific merger events and programs of acquisition activity". (p. 85). They argued that

bidders often announce a plan to undertake several acquisitions in the future. As the

stock market is likely to react to announcements of such bid programmes, there is a

possibility that the share price reaction to subsequent merger announcements will not

reflect the full benefit or cost of the merger, but rather result in an adjustment to

previous expectations. Similar arguments were put forward by Jensen and Ruback

(1983) who argued that "since stock price changes reflect changes in expectations, a

merger announcement will have no effect if its terms are fully anticipated in the market.

Furthermore, targets are acquired once at most, whereas bidders can engage in

prolonged acquisition programs". (p. 18).

Any study focusing on individual acquisition announcements (such as this study)

may not capture the full wealth effect (to the bidding company shareholders) of a bid

announcement, if the bid is partially anticipated. This is an inherent limitation of this

kind of study, and is acknowledged. However, even if the stock market predicts future

acquisitions, they are unlikely to know the specific timing and nature of such

transactions (otherwise, one would expect there to be no element of 'surprise' to



shareholders of target companies either).

Event study methodology, as the name implies, involves an analysis of the impact

on shareholder wealth from certain 'events', such as mergers and acquisitions. The

possibility of the event being anticipated is an inherent problem in studies of takeover

activity based on such methodology. However, in order to minimise the problem

caused by potential bid leakage, this study applies a relatively long event-window,

including a period of 8 months prior to the month of the bid announcement.

Consequently, the effect of bid leakage should be captured in the pre-bid abnormal

returns.

b) Relative Market Values of Target and Bidding Companies

Jensen and Ruback (1983) argued that "...measuring the gains to bidding firms

is ... difficult because bidders are generally much larger than target firms. Thus, even

when the dollar gains from the takeover are split evenly between bidder and target

firms, the dollar gains to bidders translate into smaller percentage gains". (p. 20). In

this study the average pre-bid market value of overseas bidders was 15.7 times that

of the target companies in cross-border acquisitions, while the respective figure for

domestic UK acquisitions was 4.7. As discussed in Chapter 5, previous research

(such as Loderer and Martin (1990) and Franks et al. (1991)) has highlighted the

impact of relative company size on bidding companies' abnormal returns. In this

study, company size (as measured by their pre-bid market value of equity), as well as

the relative size of the bidder and target, are included as variables in the cross-

sectional analysis. In addition, in Chapter 9, the abnormal returns to pairs of bidders

and targets are analysed. These joint abnormal returns directly control for the different

market values of bidders and targets, thus overcoming some of the problems identified

by Jensen and Ruback (1983).



c) Joint Abnormal Returns and Pre-Bid Stakes by Bidders in Target Companies

As indicated above, in Chapter 9 joint abnormal returns to shareholders of pairs

of target and bidding companies are analysed. Similar analyses were undertaken by

Firth (1980) and Limmack (1991) for the UK, and Maquieira eta!. (1995) for the US.

A potential complication in such analysis arise when the acquiring company holds a

toehold stake in the target company prior to the bid announcement. When this is the

case, the abnormal returns to the bidder will, in part, be influenced by the abnormal

return to the target, as reflected in the bidder's share holding. When combining the

abnormal returns to targets and bidders, there is thus a potential danger of the joint

abnormal returns overstating the total shareholder impact of the acquisition, by double-

counting part of the abnormal return to target company shareholders.

One way to overcome this problem would be to calculate the combined cumulative

abnormal returns as the abnormal returns to shareholders of the bidding company plus

the abnormal return on the fraction of target shares not held by the bidder prior to the

bid announcement. This approach would, however, require detailed information on the

size of the toehold in every transaction. In this study, data regarding pre-bid stakes

was obtained from Acquisitions Monthly. This source did not always provide

information regarding the size of any toehold. Consequently, as reliable data with

regard to the size of any toehold was not available, the transactions have only been

classified according to whether or not the bidding company held a stake in the target

company prior to launching the takeover bid.

Due to the data limitations, no direct adjustment for the effect of pre-bid stakes by

bidders in targets could be made to the joint cumulative abnormal returns152.

However, the impact of pre-bid stakes is analysed in the cross-sectional analysis.

152 Similarly, Limmack (1991) and Maquieira et al. (1995) made no such adjustment. Firth (1980), however,
made such an adjustment, in addition to exclude from the sample bids in which the predator held a stake
of 30% or more of the target company's shares prior to launching the bid.
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6.5.4.	 Bidding Company Post-Announcement 'Drift'

Event study methodology is based on the assumption that stock markets are

efficient, and that the share price of a company will react quickly to the release of new

information. With regard to mergers and acquisitions, the main 'event' has generally

been deemed to be the announcement of the takeover bid, although previous research

(as indicated in the literature review) has indicated that share prices, particularly of the

target companies, react prior to the official bid announcement.

If the stock market is able to fully assess the proposed acquisition at the time of

the bid announcement, one would expect abnormal returns, if any, during the period

following the bid announcement to be small. However, as discussed in Chapter 8,

overseas bidding companies, on average, experienced negative abnormal returns in

every month during the post-event period (t+1, t+5). According to the market model,

domestic bidding companies also encountered large negative abnormal returns during

this period 153 . The results in this study, particularly for cross-border bidders, thus

display a strong post-announcement 'drift' in abnormal returns.

Previous research, such as Asquith (1983), Franks eta!. (1988), Franks and Harris

(1989), Limmack (1991) and Agrawal et al. (1992), have observed similar negative

post-event abnormal returns. As outlined by Fama (1991), there is an ongoing debate

as to what may explain such post-event drift. There are at least three possible

explanations.

Firstly, it may be the case that price sensitive information was released to the

market after the official bid announcement. For example, the eventual outcome of the

bid will not have been known until some time after the offer was made. As argued by

Roll (1986), "At the original bid announcement ... there is only a probability of success.

Between the bid announcement and the final outcome this probability goes to 1.0 for

the bids in the successful group. Thus, if the combination itself has value for the

153 The index model and the capital asset pricing model indicated more neutral post-bid returns to domestic UK
bidders. This may suggest that the negative 'drift in market model returns for domestic bidders were due
to estimation problems rather than being an indication of market inefficiency.
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bidder, these bidding firms should increase in value over this interim period. They do

not". (p. 209).

The proposition that the negative drift is attributable to the failed bidders is not fully

supported by the data for cross-border bidders in this study. While the average time

from bid announcement until the bid was declared unconditional (in the successful

cross-border acquisitions) was approximately 31 days (standard deviation of 29 days),

the largest negative post-announcement abnormal returns were observed during

month t+5. It is not yet known why such large negative abnormal returns were

encountered during this month. A further problem with the information release

hypothesis, is that while bidding companies in failed takeover bids performed worse

than successful bidders (as indicated in Table 8.4), the negative cumulative abnormal

returns over the post-bid period observed for cross-border bidders were not confined

to predators in failed bid attempts. All groups of cross-border bidders, on average,

appears to have experienced abnormal share price losses during this time period.

A second possible explanation is that the negative post-announcement abnormal

returns to bidders were due to the bidding companies overpaying for their targets, but

the market being slow to realise this overpayment. This would be consistent with the

'hubris' hypothesis suggested by Roll (1986). "One possibility is that acquiring firms

on average pay too much for their target firms, but the market only realizes this slowly;

the market is inefficient". (Fama (1991), p. 1602). Market inefficiency was also offered

as a possible explanation for post-earnings announcement drift by Brown and Pope

(1995). Agrawal et al. (1992), however, did not find support for this hypothesis.

Limmack (1991) found the negative post-event drift to have been predominately

attributable to smaller bidding companies, and argued that "...while the market takes

a considerable period to adjust to bids made by smaller companies, market reaction

to bids undertaken by larger companies is more rapid and takes place in the period

immediately surrounding the bid". (pp. 248-149). The results in this study tend to

support Limmack's findings. The cross-sectional analyses (as reported in Chapter 8)



reveal that, in both cross-border and domestic acquisitions, small bidders have

performed significantly worse than larger ones during the post-bid (t+1, t+5) period.

The slow adjustment of share prices for smaller companies may be associated with

the problem of nonsynchroneous trading, as discussed in section 6.5.1.

A third possible explanation for the post-announcement drift is that it is caused by

model misspecification. All three models applied in this study (the index model, capital

asset pricing model, and the market model) assume fl to remain constant over time.

The models do therefore not allow for any changes in risk. If the level of systematic

risk of the bidder changes over the time period of the bid, this may render the models

inappropriate. Franks et al. (1991) investigated this point, and argued that "...our

results indicate that prior findings of negative postmerger share-price performance for

bidders are more likely due to benchmark errors than to mispricing at the time of the

announcement". (p. 95). Some researchers have, however, gathered evidence

rejecting the theory that post-announcement drift is caused by inadequate

measurement of risk changes. Agrawal et al. (1992) analysed the post-merger

performance of US acquiring firms (1955-1987), and "...conclude that Franks, Harris

and Titman's [1991] results are specific to their sample period". (p. 1614). Agrawal et

al. found that "...neither the firm size effect nor beta estimation problems are the cause

of the negative post-merger returns". (p. 1605). In their study of earnings

announcements, Ball et al. (1993) argued that "the results suggest that post-

announcement drift persists after controlling for risk changes, but it is weaker than

reported previously [when risk was assumed to be constant]". (p. 632). Brown and

Pope (1995) did not find the post-earnings announcement drift to be an artefact of the

experimental design. Similarly, Bernard and Thomas (1989) "...concluded that much

of our evidence cannot plausibly be reconciled with arguments built on risk

measurement but is consistent with a delayed price response". (p. 34). Thus, the

explanation of the post-announcement drift still eludes us.

In this study, statistically significant negative abnormal returns were observed for



the post announcement period for cross-border bidders using all three test models,

and for domestic bidders using the market mode1 154. The post-event drift was

particularly strong for smaller bidders, indicating a potential market inefficiency.

Insufficient post announcement return data was available to test for a significant

change in the level of systematic risk of the overseas bidders'''. It is therefore not

known whether the negative post-announcement abnormal returns were predominately

attributable to information release, market inefficiency, or model misspecification. This

is an area which would benefit from further research.

6.6.	 Conclusion 

This chapter contains a discussion of the data used and the methodology applied

in this study, which focuses on the impact of domestic and cross-border acquisitions

into the UK during the 1986-1991 period on the wealth of target and bidding

companies' shareholders.

Studies focusing on cross-border acquisitions, such as this one, face problems

relating to data availability. As evident from the literature review (Chapter 4), the

majority of the literature on cross-border acquisitions tends to be limited to an analysis

of US target and/or bidding companies, or an analysis of acquisitions between UK and

US companies. This appears to be at least partially attributable to the difficulty of

obtaining return data for companies based outside these two countries. As argued by

Marr et al. (1993), "...data on foreign firm's wealth effects are not readily available". (p.

290). Similarly, while Datta and Puia (1995) recognised the need for studies analysing

returns to both target and bidding company shareholders, they argued that "...such

studies would definitely have to limit the sample to acquisitions in a few countries (e.g.,

154 Franks and Harris (1989) did also find large negative post-event abnormal returns with the market model,
while no drift was apparent for the index model and the capital asset pricing model. As discussed in section
6.5.1. above, the difference in abnormal returns between the market model and the other models, may be
associated with parameter estimation problems.

155	 For example, Conn and Connell (1990) applied observations for both the pre- and post-bid period in their
estimation of market model parameters.
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UK) where stock returns are more readily available". (p. 355). With regard to the

cross-border acquisitions, this study contains an analysis of the overseas bidding

companies as well as the UK target companies. By contacting numerous stock

exchanges and various companies directly (to fill the gaps in the Datastream files),

return data was obtained for 71 overseas bidding companies based in 14 different

countries. This data allow for an analysis of national variations. In addition, having

data for both target and bidding company shareholders (in both cross-border and

domestic acquisitions) allows for an analysis of overall (joint) wealth effects, as well

as an analysis of cross-border effects.

In the existing literature, various test models (such as the market model, the

adjusted /3 model, the capital asset pricing model and the index model) have been

applied in the analysis of the wealth effect of acquisitions. In addition, different

parameter estimation periods and event windows have been adopted. As different

models may provide substantially different results, there are potential limitations of

basing the analysis on a single model. In addition, short event windows (as frequently

applied, particularly in US studies) are unlikely to capture the full wealth effect of

acquisitions, due to bid leakage and post-event 'drift'. In this study, three different test

models have therefore been applied (the market model, the capital asset pricing model

and the index model). In addition, long parameter estimation period (from month t-68

to t-9) and long event windows (from t-8 to t+5 for bidders and from t-8 to t+1 for

targets and joint returns) have been applied in this study.

This chapter also contains a discussion of the main methodological difficulties

encountered in this study, including parameter estimation, size effects, analysing

abnormal returns to bidding company shareholders and post-announcement 'drift'.

With regard to parameter estimation, the bidding company market model constant (a)

terms were on average positive and large. This caused the mean market model

abnormal returns to bidding company shareholders to be substantially lower than those

obtained using either of the other models. Due to the parameter estimation problems,



it is believed that the index model provide the most appropriate benchmark against

which to evaluate bidding company returns. For bidding companies, there was also

a problem of significant negative abnormal returns being observed for the months

following the bid announcement (post-announcement 'drift'). Potential causes for the

drift include information release, inefficient markets and model misspecification.

However, none of these factors appear to fully account for the drift, which cause still

eludes us.



CHAPTER 7

ANALYSIS OF ABNORMAL RETURNS FOR
SHAREHOLDERS OF LISTED UK COMPANIES

TARGETED IN CROSS-BORDER AND DOMESTIC
ACQUISITIONS

7.1.	 Summary 

In acquisitions in the UK during the 1986-1991 period, shareholders of the 143

listed UK companies targeted in cross-border acquisitions and shareholders of the 568

target companies in domestic UK acquisitions, on average, suffered negative abnormal

returns during the early pre-bid period (from t-8 to t-3, where t refers to the bid

announcement month). Over the following four month period (t-2, t+1), however, large

positive abnormal returns were, on average, earned by shareholders of both categories

of target companies.

For shareholders of target companies in cross-border acquisitions, total event

window (t-8, t+1) cumulative abnormal returns (CAR) amounted to +20.21% with the

index model (IM), +25.27% with the capital asset pricing model (CAPM), and +26.98%

for the market model (MM), all significant at the 99% level. For target company

shareholders in domestic acquisitions, the corresponding figures were +17.71% (IM),

+19.12% (CAPM), and +16.66% (MM), all significant at the 99% level.

The additional cumulative abnormal returns in cross-border as compared to

domestic acquisitions for the whole event window (from t-8 to t+1) amounted to +2.50

percentage points for the IM, +6.15 percentage points for the CAPM, and +10.31

percentage points for the MM. These differences, while indicating a positive target

company cross-border effect, were not statistically significant, except for those of the

market model. However, looking at the more narrow period from t-2 to t+1 months,

target company shareholders in cross-border acquisitions gained significantly more

than targets in domestic acquisitions. There is thus evidence of a positive target



company cross-border effect to have been present in the UK over the 1986-1991

period.

Further analysis established that target companies in cross-border acquisitions

obtained significantly higher CARs where the acquiring companies were based outside

the European Community compared to where the acquirer was based within the EC.

Cross-sectional analysis revealed that target company shareholders obtained

significantly higher CARs in bids where a full cash alternative was offered, compared

to security exchange offers. The percentage abnormal return was also found to be

related to company size, with the percentage cumulative abnormal returns to target

company shareholders being higher for targets with low pre-bid market value. Target

companies in domestic acquisitions were also found to gain more in competitive bids,

successful offers and (predominately during the pre-bid period) where the bidding

company held a stake in the target company prior to bid announcement.

7.2.	 Introduction 

As was discussed in the literature review (Chapters 3 and 4), the existing literature

has established that, regardless of which market or time period is being analysed, or

what methodology is applied, target company shareholders, on average, earn large

positive abnormal returns during the period leading up to an including the time of the

bid announcement.

With regard to cross-border acquisitions, the existing literature, based

predominately on the US market, generally conclude (as summarised in Table 4.2) that

shareholders have gained more when the bidding company was based in a different

country to that of the target, compared to when the bidder and target were domiciled

in the same country. The additional abnormal returns to target company shareholders

in cross-border acquisitions relative to domestic acquisitions, has become known as

the target company 'cross-border effect'. This chapter sets out to analyse the

abnormal returns to UK target companies in both cross-border and domestic



acquisitions, as well as to test whether a target company cross-border effect, similar

to that observed in the existing literature with regard to the US market, was present

in the UK during the 1986 to 1991 period. Cross-sectional analysis is also undertaken

in an attempt to explain the variations in abnormal returns.

In section 7.3, the average abnormal returns (AR) and average cumulative

abnormal returns (CAR) to UK target companies in cross-border acquisitions is

analysed, while the analysis of target companies in domestic UK acquisitions is

contained in section 7.4. A comparative analysis of the abnormal returns and a

discussion of the UK cross-border effect is provided in section 7.5, while section 7.6.

contains concluding remarks.

7.3.	 UK Target Companies in Cross-Border Acquisitions 

7.31.	 Abnormal Returns to Target Companies in Cross-Border Acquisitions
Into the UK

The average monthly abnormal and cumulative abnormal returns to the 143 UK

target companies 156 in cross-border acquisitions into the UK over the 1986-1991

period, are given in Table 7.1. As can be seen from this table, on average, target

companies, regardless of the choice of test model, underperformed during the period

from eight to three months prior to the month of the bid announcement (t-8, t-3).

Cumulative abnormal returns (CAR) during this period ranged from -6.60% with the

market model, to -7.79% with CAPM and -10.88% with the index model, all significant

at the 99% level.

It is difficult to directly attribute these large negative abnormal returns over the pre-

bid period to the forthcoming bid announcements. A more plausible explanation for

these results is that overseas bidding companies have targeted UK companies with

a history of, at least short-term, poor share price performance.

In their exploratory analysis of cross-border acquisitions by 7 large UK companies,

156	 As discussed in chapter 5, due to data limitations, sample sizes were smaller for CAPM, MM, and for month
t+1.
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Harris and Nicholls (1988) argued that "there seems little willingness to make

acquisitions of badly managed companies and create a 'turnaround'. Most ... expected

their acquisitions to be well managed...". (p. 103). One could therefore hypothesise

Table 7.1

Average Abnormal Returns to Target Companies in Cross-
Border Acquisitions into the United Kingdom (1986 - 1991)

Average abnormal returns (AR) and cumulative abnormal returns (CAR) to shareholders of UK target
companies which received takeover bids from overseas companies (1986-1991). The AR/CAR has been
estimated using the market model (MM), the index model (IM), and the capital asset pricing model (CAPM)
specified as follows:

IM:	 logeRi = logeRm +
CAPM:	 logeR; = logeRf + p i (loge Rn, - log e R i) + A
MM:	 logeR; = a, + Alog o R, + A

where log e is the natural log, Fti is the return on the share, R,„ the return on the market, Rf the risk-free
interest rate (approximated by using a short-term government bond) a, and fl, regression coefficients, and
A the estimated abnormal return during time period i. Time periods refer to months relative to the month
of the bid announcement, which is denoted t.

Index Model Capital Asset Market Model
Period Pricing Model

t-8 -0.0281—* -0.0342—* -0.0305—
(-2.78) (-3.24) (-2.77)

t-7 -0.0145* -0.0091 -0.0067
(-1.62) (-0.91) (-0.95)

t-6 -0.0043 0.0039 0.0034
(-0.45) (0.38) (0.22)

t-5 -0.0170 -0.0052
(1.87) (-0.60) (-0.77)

t-4 -0.0286— -0.0217*** -0.0182*
(-2.78) (-2.10) (-1.48)

t-3 -0.0164* -0.0114 -0.0089
(-1.58) (-1.09) (-1.25)

t-2 0.0330— 0.0288** 0.0323—*
(2.42) (1.91) (3.97)

t-1 0.0655—* 0.0705
(4.32) (4.39) (8.51)

t 0.1848—* 0.1901
(6.69) (5.92) (21.38)

t+1 0.0368 0.0299*
(2.87) (2.77) (1.55)
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Table 7.1 (Continued)

Average Cumulative Abnormal Returns

Index Model Capital Asset Market Model
Period Pricing Model

t-8, t-7 -0.0426—* -0.0432.— -0.0372—
(-3.46) (-3.57) (-2.65)

t-8, t-6 -0.0469—* -0.0393*** -0.0337***
-2.75) (-2.17) (-2.02)

t-8, t-5 -0.0638—* -0.0448... -0.0389***
(-3.14) (-2.05) (-2.14)

t-8, t-4 -0.0924**** -0.0665.— -0.0570.—
(-3.87) (-2.69) (-2.57)

t-8, t-3 -0.1088*— -0.0779.— -0.0660.—
(-3.76) (-2.65) (-2.86)

t-8, t-2 -0.0758— -0.0491* -0.0337
(-2.33) (-1.44) (-1.14)

t-8, t-1 -0.0103 0.0214 0.0403*.
(-0.28) (0.55) (1.94)

t-8, t 0.1745—* 0.2115
(4.03) (4.27) (8.95)

t-8, t+1 (t) 0.2021**** 0.2527.— 0.2698.—
(4.31) (4.57) (8.57)

t-statistics (PateII z-scores for the market model) are given in brackets. *, **, *** and **** indicates that the
null hypothesis of abnormal return/cumulative abnormal return equal to zero has been rejected at the 80,
90, 95 or 99 percent level of significance respectively. Following Strong (1992) and Kumar, Sen and Shome
(1992), the PateII Standardised Residual (PSR) Test (PateII (1976)) has been applied for the MM. The
simple t-test (Strong (1992), pp. 544-545) has been applied for the IM and CAPM.

t As explained in Chapter 6, not all target companies remained listed during the month following the bid
announcement. Consequently, abnormal returns could not be calculated for all companies during
month t+1. The presence of missing values causes difficulties when calculating average cumulative
abnormal returns for time period (t-8, t+1). Three different approaches can be adopted:

a) Calculate the sum of the average abnormal returns for each time period during the event window:
t+1

CAR (t-8, t-F1) = E ARS

A major limitation of this approach is that there appears to be no available method for calculating the
level of statistical significance of these average cumulative abnormal returns.

b) A second approach is to calculate the cumulative abnormal returns for each company over the time
period t-8 to t+1, and then calculate the average of these cumulative abnormal returns:

N t+1

E E ar„

CAR (t-8, t+1)
	

1.1 t-8 

However, further problems are encountered when operationalising this approach in the presence of
missing values, giving rise to two possibilities:
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Calculate the cumulative abnormal returns for each company on the data available. Thus, while
for the majority of companies the cumulative abnormal returns would be based on data for
(t-8,t+1), for some the cumulation period would be (t-8, t). In effect, this approach assumes the
missing values to be 0. Such an assumption may not be valid, rendering this approach
questionable.

An alternative is to exclude from the analysis companies where missing values are present.
Consequently, cumulative abnormal returns for time periods including t+1 will only be calculated
for companies where abnormal return estimates were available for this month.

The last approach has been adopted in this thesis. This method avoids making assumptions regarding the
missing values. A potential limitation of this approach is that it reduces the sample size. However, as the
target company sample sizes are relatively large (and there are few missing values during time period t+1),
this is believed to not be a major problem for this study.

Finally, it is worth noting that the three different approaches of calculating the cumulative abnormal returns
produce very similar results with regard to the (t-8, t+1) CAR:

Approach a)
b) i.

ii.

IM CAPM MM
0.2113 0.2537 0.2697
0.2070 0.2487 0.2662
0.2021 0.2527 0.2698

Where no missing values are present (such as for the bidding companies discussed in Chapter 8), the three
approaches to calculating cumulative abnormal returns will produce identical results.

that overseas bidding companies would tend to target relatively well performing UK

companies. However, on the basis of the pre-bid share performance of the target

companies, the evidence in this study does not support such a hypothesis.

While the largest positive abnormal returns were observed in the month of the bid

announcements, large and highly significant positive abnormal returns were also

observed during the two months prior to the bid announcement month. These large

pre-bid abnormal returns highlights the potential limitation of several previous studies

(such as e.g., Tessema (1985), Biswas (1990), Feils (1993), and Eun et al. (1995))

which applied short event windows to the analysis of abnormal returns to target

companies in cross-border acquisitions. Further research would be required to

establish the cause of these large positive pre-bid abnormal returns. Possible

explanations include stake-building in the target companies by the bidding

companies157 , bid speculation/bid rumours, and insider trading. Regardless of the

cause of the pre-bid CAR, studies using short event windows (such as the four studies

mentioned above, which all applied 11 day event windows) are unlikely to capture the

157	 This issue is developed further in the cross-sectional analysis in section 6.3.3.
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full shareholder wealth effect of cross-border acquisitions.

Over the four month period from t-2 to t+1, the average CAR to UK target

companies in cross-border acquisitions amounted to +32.01% with the index model,

+33.16% with the CAPM, and +33.56% with the market model, all highly statistically

significant. Thus, over the 1986 to 1991 period, shareholders of UK listed companies

experienced large positive abnormal returns when their companies were bid for by

overseas companies. Taking into consideration the poor performance of the target

companies over the first six months of the event window, total abnormal returns over

the ten month period from t-8 to t+1 were still highly significant, ranging between

+20.21% and +26.98% depending on the test model applied. The cumulative

abnormal returns are depicted in Figure 7.1.

7.3.2.	 National Variations

As indicated in Table 6.2 in the previous chapter, the cross-border takeover bids

for UK listed companies over the 1986-1991 period were undertaken by foreign entities

based in 27 different countries. While data was available for UK companies targeted

by companies based in 22 countries, the number of observations for several countries

was too small for any meaningful analysis. Consequently, the observations have been

classified into 4 distinct groups depending on the domicile of the overseas bidding

company:

a) Companies based in the EC' (43 observations').

As bidding companies based in the EC are already within the Single Market,

one may hypothesise that such bidders may not be prepared to pay as high

a premium for market entry as companies based outside the Community.

158 The classification of countries between EC and non-EC members relates to the 12 EC member countries
as of 1991. Sweden, Finland and Austria have later joined the EU, but were not members of the community
at the time of the cross-border takeover bids. Consequently, in this study, companies from these countries
have in this study been classified as being based in non-EC member states.

159	 Due to data limitations during month t+1, CAR (t-8, t+1) was based on 34 observations for the EU, 30 Non-
EU, 26 US, and 36 rest of the world.
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Figure 7.1.

Average Cumulative Abnormal Returns to Target Companies in
Cross-Border Acquisitions into the United Kingdom (1986 - 1991)

Average cumulative abnormal returns (CAR) to listed UK target companies who received takeover bids from
overseas companies (1986-1991). For information on model specifications, see Table 7.1.

b) Companies based in non-EC European countries (33 observations).

As indicated in Chapter 6, non-EC continental bidders (in particular from

Sweden and Switzerland) were active buyers of UK companies during the

1986-1991 period. For companies based in these relatively small countries,

access to the Single Market may have been a primary motive for the

acquisitions of UK firms. If so, it may be hypothesised that UK target

company shareholders will experience higher abnormal returns in such

transactions than in intra-EC acquisitions.

C) Companies based in the US (31 observations).

Companies based in the US are exposed to a highly competitive home

takeover market. One would therefore expect (although data was not
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available to test this) US bidders to have more takeover experience than

companies based in e.g., Continental Europe. One may therefore

hypothesise that US bidders will obtain higher abnormal returns than bidders

based in other countries. With regard to UK target company shareholders,

it may be that US bidders, due to their experience, will be able to identify UK

targets where it is not necessary to pay high takeover premiums. Based on

an assumption of the UK takeover market being less efficient than the US

one, Conn and Connell (1990) argued that returns to US bidders would be

high and returns to UK targets low in cross-border acquisitions into the UK

by US bidders.

d) Companies based in the rest of the world (36 observations).

This diverse category of bids includes cross-border acquisitions by

companies based outside Europe or the US.

The average index model cumulative abnormal returns to the various sub-groups

of UK target companies in cross-border acquisitions, are given in Table 7.2. The

second part of the table contains an analysis of the differences in mean CARs for the

various groups.

The results in Table 7.2 indicates that the level of abnormal returns to UK target

companies subject to cross-border acquisitions varied significantly depending on the

nationality of the overseas bidding companies. Looking at the total analysis period

(t-8, t+1), UK target companies gained less from acquisitions in which the bidding

company was based within the EC, compared to acquisitions by companies based

outside the union. The large differences in cumulative abnormal returns, ranging

between +17.28% and +25.40%, were statistically significant, although generally only

at the 80% level of significance.

One possible explanation for these results could be that companies based outside

the EC were prepared to pay higher takeover premiums for their UK targets in order



Table 7.2.

Average Index Model Cumulative Abnormal Returns to Target
Companies in Cross-Border Acquisitions into the United

Kingdom by Nationality of the Bidding Company (1986 - 1991)

For information on model specification, see Table 7.1. The second part of the table contains an analysis
of the differences in mean cumulative abnormal returns. Cell reference = column heading less row heading.
Thus, the first cell (-0.1728) refers to CAR of UK target companies bid for by companies based in the EC,
less CAR to UK target companies bid for by companies based in non-EC member countries.

Event window All EC Non-EC
European

US Rest of
the world

(t-8, t+1) 0.2021-* 0.0506 0.2233 0.3046-
(4.31) (0.48) (3.54) (3.64) (2.89)

(t-8, t-2) -0.0758- -0.1245*** -0.0649 -0.015 -0.0805
(-2.33) (-2.10) (-0.99) (-0.21) (-1.16)

(t-1, t) 0.2504- 0.2107-* 0.2551- 0.2375-* 0.3045-*
(8.22) (3.13) (5.57) (5.74) (4.28)

Event
window

EC Non-EC
European

US

Non-EC (t-8, t+1) -0.1728*
European (-1.40)

(t-8, t-2) -0.0596
(-0.69)

(t-1, t) -0.0444
(-0.55)

US (t-8, t+1) -0.1833* -0.0105
(-1.48) (-0.12)

(t-8, t-2) -0.1099 -0.0503
(-1.23) (-0.53)

(t-1, t) -0.0268 0.0176
(-0.34) (0.29)

..
Rest of the (t-8, t+1) -0.2540 -0.0813 -0.0707
world (-1.70) (-0.66) (-0.57)

(t-8, t-2) -0.0439 0.0156 -0.0660
(-0.49) (0.16) (0.67)

(t-1, t) -0.0938 -0.0494 -0.0670
(-0.96) (-0.58) (-0.81)

t-statistics are given in brackets. *,**, *** and **** indicates that the null hypothesis or cumulative abnormal
returns (or differences in cumulative abnormal returns) equal to zero has been rejected at the 80, 90, 95 or
99 percent level of significance respectively.
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to gain access to the European Single Market. This would be consistent with a

'market entry hypothesis'. It is worth noting, however, that a large proportion of the

difference in cumulative abnormal returns to UK target companies subject to

acquisitions by companies based within or outside the EC, took place over the period

prior to the bid announcement (t-8, t-2). Indeed, underperformance during the pre-

event period was only significant for UK target companies subject to EC bidders. It

may thus be the case that, for some as yet unknown reason, EC-based bidders had

a stronger tendency than other cross-border predators to target poorly performing UK

companies.

7.3.3.	 Cross-Sectional Analysis of Cumulative Abnormal Returns to Target
Companies in Cross-Border Acquisitions Into the UK

In this section, cross-sectional analysis of the index model cumulative abnormal

returns to target companies in cross-border acquisitions is undertaken, in an attempt

to explain the variation in abnormal returns to the different companies in the sample.

As explained in the previous section, shareholders of UK companies targeted in

cross-border acquisitions, on average, experienced total cumulative abnormal returns

(applying the index model) of +20.21% over the time period t-8 to t+1. The regression

output from the cross-sectional analysis is summarised in Table 7.3. As can be clearly

seen from these regressions, method of payment proved to be the only significant

explanatory variable. The results indicate that the positive cumulative abnormal

returns were confined to offers in which there was a full cash alternative. Although the

effect of payment is statistically significant, the explanatory power of the regressions

is relatively low (maximum adjusted R 2 of 4.6%). It is also worth bearing in mind that

the sample includes only 5 observations in which there was not a full cash alternative.

The size of the payment effect should therefore be interpreted with care.

The outcome of the bid does not appear to have had a significant impact on the

level of abnormal returns to target company shareholders subject to cross-border

takeover bids, at least not as captured by the t-8, t+1 cumulative abnormal returns.
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As one would expect, target company shareholders gained more in competitive than

in single-bidder acquisitions and in bids that were revised, although neither of the

variables were statistically significant. Contrary to the expectations of the size effect

hypothesis, large targets were found to have gained marginally more than smaller

ones. The effect of pre-bid stakes and the relative size of the target and bidding

companies were found to be small, and the signs varied between the different

regressions. It thus appear that the presence or otherwise of pre-bid stakes and the

relative size of the companies had only insignificant impact on the level of abnormal

returns (t-8, t+1) to shareholders of listed UK companies bid for by overseas bidders.

Tables 7.4 and 7.5 breaks down the cross-sectional analysis of the cumulative

abnormal returns into two sub-sections, Table 7.4 looking at the pre-bid period (t-8,

t-2), and Table 7.5 the bid period (t-1, t).

As highlighted in Figure 7.1, shareholders of target companies in cross-border

acquisitions earned, on average, negative abnormal returns over the period prior to the

announcement of the takeover bids. None of the explanatory variables were generally

successful in explaining a significant portion of the cross-sectional variation in

abnormal returns during this pre-bid period (Table 7.4). The regression results indicate

that large companies performed better than smaller ones, although the size variable

was no longer significant once other explanatory variables were included in the

analysis.

While large companies performed better than smaller ones during the pre-bid

period, small targets outperformed larger companies during the period of the bid

announcement (although significant only at the 80% level), as reported in Table 7.5.

Thus, over the total analysis period, the pre-bid market value of target companies did

not have a significant impact on the level of abnormal returns.

The effect of the method of payment was not statistically significant during the

event period (t-1, t) when analysed in isolation, but was significant when all variables



1

were included in the cross-sectional analysis 160 .

7.4.	 UK Target Companies in Domestic UK Acquisitions 

7.4.1.	 Abnormal Returns to Target Companies in Domestic UK Acquisitions

The average monthly abnormal and cumulative abnormal returns to 568 listed UK

companies 161 targeted in domestic acquisitions during the 1986-1991 period, are

provided in Table 7.6.

As was the case with the target companies in cross-border acquisitions (as

discussed above), target companies in domestic acquisitions substantially

underperformed (relative to both the market and to their market-adjusted performance

during the previous five years) during the period prior to the bid announcement. For

all three test models, negative abnormal returns were observed for every month up to

and including month t-3.

The end of the downward trend in share performance appears to have occurred

two months before the month of the bid announcement. In this month, target

companies experienced relatively small (although significant with the market model)

positive abnormal returns. The abnormal returns during month t-1 were in excess of

3% with all three test models (significant at the 99% level), while the gains during the

bid announcement month were approximately 19% (also significant at the 99% level).

The cumulative abnormal returns are contained in the second half of Table 7.6,

and are depicted in Figure 7.2. The graph confirms that target companies in domestic

UK acquisitions, on average, underperformed up until t-3, while earning large positive

abnormal returns during months t-1 and t. During these two months, cumulative

abnormal returns ranged between +22.12% and +23.12%, depending on test model

applied.

160	 It is worth noting that, as specified in Table 6.4, less than 5% of the cross-border bids did not include a full
cash alternative.

161	 Sample size relates to the index model. As explained in Chapter 6, sample sizes were smaller for CAPM,
the market model, and for month t+1.

- 234 -



Taking into account the poor performance over the period prior to the bid, total

cumulative abnormal returns over the total analysis period (t-8, t+1), amounted to

+17.71% for the index model, +19.12% for the capital asset pricing model, and

+16.66% for the market model, all significant at the 99% level. While there are some

differences in the levels of abnormal returns between the different test models, these

differences are relatively small. All three models indicates that shareholders of UK

companies targeted in domestic acquisitions during the 1986 to 1991 period gained

significantly during the period surrounding these bid announcements.

Table 7.6.

Average Abnormal Returns to Target Companies in Domestic
Acquisitions in the United Kingdom (1986 - 1991)

For information on model specifications, see Table 7.1.

Index Model Capital Asset Market Model
Period Pricing Model

t-8 -0.0155 -0.0184.-
(-3.18) (-2.86) (-3.59)

t-7 -0.0098** -0.0048 -0.0073
(-1.86) (-0.87) (-0.96)

t-6 -0.0062* -0.0068 -0.0091-
(-1.28) (-1.25) (-1.75)

t-5 -0.0059 -0.0022 -0.0045
(-1.14) (-0.39) (-1.00)

t-4 -0.0075. -0.0020 -0.0044
(-1.58) (-0.37) (-0.39)

t-3 -0.0148 -0.0189....
(-2.51) (-2.59) (-3.26)

t-2 0.0035 0.0083 0.0062-
(0.56) (1.17) (1.76)

t-1 0.0335- 0.0390.- 0.0369****
(4.87) 5.06) (9.87)

t 0.1877- 0.1923
(20.06) (17.92) (43.38)

t+1 0.0012 -0.0004 -0.0029
(0.27) (-0.07) (-1.08)
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Table 7.6 (Continued).

Average Cumulative Abnormal Returns

Index Model Capital Asset Market Model
Period Pricing Model

t-8, t-7 -0.0253—* -O.0205
(-3.55) (-2.75) (-3.24)

t-8, t-6 -0.0315— -0.0273—* -0.0347—
(-3.62) (-2.87) (-3.64)

t-8, t-5 -0.0374— -0.0295.— -0.0392....
(-3.76) (-2.77) (3.65)

t-8, t-4 -0.0449— -0.0314— -0.0436.—
(-3.98) (-2.51) (-3.44)

t-8, t-3 -0.0596— -0.0483.— -0.0625.—
(-3.36) (-3.20) (-4.47)

t-8, t-2 -0.0562— -0.0400— -0.0563—
(-3.47) (-2.21) (-3.48)

t-8, t-1 -0.0226* -0.0010 -0.0194
(-1.29) (-0.05) (0.24)

t-8, t 0.1651— 0.1914—* 0.1708—*
(8.28) (8.54) (14.68)

t-8, t+1 O.1771 0.1666*—
(8.64) (8.00) (13.38)

t-statistics (PateII z-scores for the market model) are given in brackets. *, **, *** and **** indicates that the
null hypothesis of abnormal return/cumulative abnormal return equal to zero has been rejected at the 80,
90, 95 or 99 percent level of significance respectively. Following Strong (1992) and Kumar, Sen and Shome
(1992), the PateII Standardised Residual (PSR) Test (PateII (1976)) has been applied for the MM. The
simple t-test (Strong (1992), pp. 544-545) has been applied for the IM and CAPM.

7.4.2.	 Cross-Sectional Analysis of Cumulative Abnormal Returns to Target
Companies in Domestic UK Acquisitions

Over the total analysis period (t-8, t+1), target companies in domestic UK

acquisitions earned cumulative abnormal returns, using the index model, of +17.71%.

The cross-sectional analysis of these abnormal returns is contained in Table 7.7.

Although these regressions are unable to explain a large proportion of the cross-

sectional variation in abnormal returns (maximum adjusted R2 of 4.3%), a number of

variables were found to be highly statistically significant.

As was the case with cross-border acquisitions, target company shareholders in

domestic UK acquisitions obtained significantly higher abnormal returns from offers
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-8	 -7	 -8	 -5	 -4	 -3	 -2	 -1	 0	 1

MONTH (RELATIVE TO BID ANNOUNCEMENT)

—a— DT MM	 DT CAPM —0-- DT IM

Figure 7.2.

Average Cumulative Abnormal Returns
to Target Companies in Domestic Acquisitions

in the United Kingdom
(1986 - 1991)

Average cumulative abnormal returns (CAR) to listed UK target companies who received takeover bids from
overseas companies (1986-1991). For information on model specifications, see Table 7.1.

which included a full cash alternative. These results lend support to the previous

literature (such as Halpern (1973), Wansley et al. (1983), Franks et al. (1988), Eckbo

and Langohr (1989), Biswas (1990), Harris and Ravenscraft (1991) and Kaplan and

Weisback (1992)), which found the levels of abnormal returns to vary significantly

dependent on the method of payment. It should be noted, however, that the data for

this study did not distinguish between cases where cash only was offered and cases

where shareholders were given a choice between cash and equity. Consequently,

while the results of this study confirms that target company shareholders obtained

larger gains where a full cash alternative was available, these results may not be

directly comparable to some of the previous literature, particularly the ones concerning

- 237 -
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the US market where there is usually a clearer distinction between cash and equity

offers.

With regard to the method of payment, it is also interesting to note that, while the

abnormal returns relating to the bid announcement were higher for companies in which

shareholders received a full cash alternative, these companies also performed better

than the other targets during the period prior to the bid announcement. (The cross-

sectional analysis of the cumulative abnormal returns relating to the pre-offer period

and to the bid period, are given in Tables 7.8 and 7.9 respectively). While e.g., tax

theories may help explain why the (pre-tax) returns were higher in cash than in equity

offers, it is not yet known why cash offers appears to be associated with companies

which performed well during the period prior to the bid announcement.

Looking at the overall analysis period, abnormal returns were found to be

significantly higher in successful than in failed bids (with most regressions, although

the variable was not significant on its own). From Tables 7.8 and 7.9, it can further

be observed that target company shareholders performed only insignificantly worse

than targets in successful bids during the period prior to, and including, the month of

the bid announcement. Consequently, from these data, bid failure does not appear

to have been apparent at the time of the bid announcement. However, once the

month following the bid announcement was included in the analysis, cumulative

abnormal returns for target companies in failed bids were significantly lower than for

targets in successful acquisitions.

Over the total analysis period, shareholders of target companies gained

significantly more in competitive than in non-competitive offers. The additional

abnormal returns in competitive bids were in excess of 15 percentage points. These

results support earlier findings by e.g., Stulz et al. (1990), Kaplan and Weisback

(1992), Song (1993) and Swenson (1993). However, breaking down the analysis into

the pre-bid period and the offer period (as reported in Tables 7.8 and 7.9), indicates

that, although bid competition had a positive impact on abnormal returns during the bid



period, the effect of this variable appears to have been stronger during the period prior

to the bid announcement. While these results may appear surprising, there are a

number of possible explanations for this finding. The most plausible explanation,

however, relates to the research design. In this study, takeover bids by different

bidding firms for the same target company have been treated as separate 'events'.

Consequently, there is a possibility that the high pre-bid performance of target

companies in competitive bids, was due to the announcement of another takeover bid

for the target during the period prior to the announcement of the competitive bid. This

could have inflated the share price of the target company prior to the announcement

of the second (competitive) bid. Another possible, although less plausible explanation,

is that the takeover bids became competitive due to the strong pre-bid performance

of the companies targeted.

Target companies in which the bidding companies held a stake prior to the bid

announcement, gained more than targets in which no stake was present 162. Looking

at the sub-periods, it is clear from Table 7.8 that this superior performance took place

during the period prior to the bid". This may be due to an increase in the demand

for, and therefore the price of, target companies' shares caused by the build-up of the

stake during the pre-bid period'. The accumulation of shares may also have

fuelled takeover rumours.

Size appears to have had a negative effect on the abnormal returns to the target

companies' shareholders, as smaller companies gained more than larger ones'.

162	 This variable was not, however, significant once all variables were included in the regression analysis.

163	 Indeed, target companies in which the bidder held a pre-bid stake, gained somewhat less from the bid
announcement than did the other targets.

164	 Further research would be required to establish the timing and impact on share returns of these stake
accumulations.

165 The difference in cumulative abnormal returns to small and large targets may be an indication of size-related
market anomaly (as discussed in Chapter 6) rather than a takeover effect. However, it is worth bearing in
mind that for target companies in cross-border acquisitions (as discussed above), large companies
outperformed smaller ones during the period prior to the bids, although, as for domestic targets, gained less
(in percentage terms) than smaller targets at the time of the bid announcement. This seems to indicate that
the impact of size (as observed in the cross-sectional analyses) was, at least partially, associated with the
takeover bids, rather than purely an artifact of any market-wide size related anomaly.
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Target company shareholders gained more during the bid period (t-1, t) if the

terms of the offer were improved. As the bid revision resulted in additional abnormal

returns, this seems to indicate that the bids were revised not due to the original bids

being particularly low, but due to other factors'''.

7.5.	 Comparative Analysis of UK Target Companies in Cross-Border and 
Domestic Acquisitions 

7.5.1. Differential Abnormal Returns to Target Company Shareholders in
Cross-Border and Domestic Acquisitions (Target Company 'Cross-
Border Effect').

In this section, the differences in average abnormal and cumulative abnormal

returns to UK target company shareholders in 143 cross-border and 568 domestic

acquisitions is analysed. The differences in average abnormal and cumulative

abnormal returns, also known as the target company 'cross-border effect', are given

in Table 7.10 on the following pages.

As discussed in sections 7.3.1. and 7.4.1, UK target companies in both cross-

border and domestic acquisitions significantly underperform over the period prior to the

bid announcement. However, as can be seen from Figure 7.3, UK target companies

in cross-border acquisitions performed worse than target companies in domestic UK

acquisitions during the early pre-bid period (t-8, t-4). The differences in abnormal

returns were not, however, generally statistically significant (except for month t-4,

where, according to the IM and CAPM, target companies in cross-border acquisitions

performed significantly worse than target companies in domestic UK acquisitions).

During the bid announcement month, the differences in abnormal returns were small.

However, during months t-2, t-1, and t+1, target companies gained (generally

significantly) more in cross-border than in domestic acquisitions. Indeed, over the four

month period from t-2 to t+1, the differences in cumulative abnormal returns to cross-

166 One reason for bid revision may be if the bid is competitive. Indeed, the correlation coefficient between
these two variables was positive, at 0.198. Another cause for bid revision may have been opposition to the
bid by target company management. Unfortunately, no data was available on whether or not the bids were
hostile.
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border and domestic takeover targets, amounted to +7.99 percentage points for the

index model (significant at the 95% level), +8.58 percentage points for the capital asset

pricing model (90% significance level) and +10.23 percentage points for the market

model (95% significance level) 167. The results provide clear evidence of a large,

positive target company cross-border effect in the UK over the 1986-1991 period.

Table 7.10.

Differences in Average Abnormal Returns to Target Companies
in Cross-Border and Domestic Acquisitions in the United

Kingdom (1986 - 1991)

For information on model specifications, see Table 7.1. The table shows the percentage point target
company 'cross-border effect' (abnormal return to target company shareholders in cross-border acquisitions
less abnormal returns to target company shareholders in domestic UK acquisitions).

Index Model Capital Asset Market Model
Period Pricing Model

t-8 -0.0126 -0.0184* -0.0121
(-1.13) (-1.55) (-1.02)

t-7 -0.0047 -0.0043 0.0006
(-0.45) (-0.37) (0.05)

t-6 0.0019 0.0107 0.0125
(0.18) (0.92) (1.09)

t-5 -0.0111 -0.0033 -0.0007
(-1.07) (-0.31) (-0.06)

t-4 -0.0211** -0.0197- -0.0138
(-1.86) (-1.69) (-1.19)

t-3 -0.0017 0.0055 0.0100
(-0.14) (0.45) (0.82)

t-2 0.0296- 0.0204 0.0261*
(1.98) (1.22) (1.56)

t-1 0.0320- 0.0315- 0.0370***
(1.92) (1.76) (2.07)

t -0.0029 -0.0023 0.0094
(-0.10) (-0.07) (0.27)

t+1 0.0356**** 0.0426-* 0.0328-
(2.62) (2.26) (2.26)

167 These cumulative abnormal return values refer to the (reduced) samples of cross-border and domestic
companies for which data was available for month t+1. (For a discussion of data availability, see Chapter
6).
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Table 7.10 (Continued).

Differences in Average Cumulative Abnormal Returns

Index Model Capital Asset Market Model
Period Pricing Model

t-8, t-7 -0.0173 -0.0227* -0.0115
(-1.22) (-1.50) (-0.74)

t-8, t-6 -0.0154 -0.0120 0.0010
(-0.80) (-0.59) (0.05)

t-8, t-5 -0.0265 -0.0153 0.0003
(-1.17) (-0.63) (0.01)

t-8, t-4 -0.0475** -0.0350 -0.0135
(-1.80) (-1.27) (-0.48)

t-8, t-3 -0.0492* -0.0295 -0.0035
(-1.54) (-0.92) (-0.11)

t-8, t-2 -0.0196 -0.0091 0.0226
(-0.54) (-0.23) (0.59)

t-8, t-1 0.0124 0.0224 0.0596*
(0.31) (0.52) (1.39)

t-8, t 0.0094 0.0201 0.0690
(0.20) (0.37) (1.27)

t-8, t+1 0.0250 0.0615 0.1031**
(0.49) (1.02) (1.70)

t-statistics are given in brackets. *, **, *** and **** indicates that the null hypothesis of abnorma
return/cumulative abnormal return equal to zero has been rejected at the 80, 90, 95 or 99 percent level of
significance respectively. The level of statistical significance has been calculated using a t-test for
differences in mean (Weiss and Hassett (1986), pp. 422-426).

However, taking into account the poor pre-bid performance of UK target companies

in cross-border acquisitions, the difference in cumulative abnormal returns over the

total analysis period (t-8, t+1) of 2.50 percentage points with the index model, 6.15

percentage points with the capital asset pricing model and 10.31 percentage points

with the market model, was only statistically significant (at the 80% level) with the

market model.

Lessard (1993) argued that the difference in abnormal returns to shareholders of

target companies in domestic and cross-border acquisitions may be due to the

different types of companies targeted. With regard to cross-border acquisitions into

the US, Lessard suggested that a possible "...explanation might be that domestic and
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Figure 7.3.

Differences in the Average Cumulative Abnormal Returns to
Target Companies in Cross-Border and Domestic Acquisitions in

the United Kingdom (1986 - 1991)

Average cumulative abnormal returns (CAR) to listed UK target companies who received takeover bids from
overseas companies, less the CAR to listed UK target companies who received takeover bids from other
UK companies. For information on model specifications, see Table 7.1.

foreign firms bid for different populations of target firms". (pp. 282-283). According to

Lessard, there is thus a possibility of any 'cross-border effect' having more to do with

the characteristics of the takeover targets, than purely with the nationality of the

bidding firm. This issue is analysed in the cross-sectional analysis in the following

section.

7.5.2.	 Cross-Sectional Analysis of Target Company 'Cross-Border Effect'

As indicated in the previous section, while the total (t-8, t+1) index model CAR

was found to be 2.5 percentage points higher in cross-border than in domestic

acquisitions, the difference was not found to be statistically significant. In the cross-

sectional analysis, several significant variables were identified. However, the influence
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of bidder nationality generally remained insignificant. The regression output from the

cross-sectional analysis of total event window target company cross-border effect, is

summarised in Table 7.11. These results clearly indicate that, as was the case for

target companies in domestic acquisitions, the most significant explanatory variable

was related to the method of payment. Target company shareholders, on average (in

both cross-border and domestic acquisitions) appears to have gained an additional 10

to 14 percentage point (depending on regression specification) where the offer

contained a full cash alternative. Indeed, the target cross-border effect, as identified

in the previous section, disappear once the method of payment is controlled for.

Consequently, the cross-border effect appears to be associated with a 'payment

effect'. The cross-sectional analyses of the pre-bid and bid periods are contained in

Tables 7.12 and 7.13. These regressions indicate that the vast majority of the

payment effect, as one would expect, took place during the bid period'''.

The evidence in Table 7.13 also indicates that target company shareholders

experienced additional positive abnormal returns in revised bids (although the effect

of bid revision was not significant for either of the event window sub-periods). During

the bid announcement period, target companies also gained (marginally) more in

competitive than in single-bidder contests. This variable was not, however, significant

for the total (t-8, t+1) event window.

It was further established that target company shareholders gained additional

abnormal returns where the bidding company held a pre-bid stake in the target

company. As this additional abnormal return took place during the period prior to the

offer (as reported in Table 7.12) rather than during the bid period, one possible

explanation for this result could be that the pre-bid share price was pushed up by the

building of the share stake (rather than being directly attributable to the bid itself).

Finally, the results highlight the impact of company size. Firstly, larger companies

168 This is different from the results for the domestic targets (as summarised in Table 6.7), which suggested that
target companies where there was a cash offer also performed better than other targets in the period prior
to the bid announcement.
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gained less (in percentage terms) than did smaller target companies. Secondly, target

company gains were also smaller where the pre-bid market capitalisation of the target

company was large relative to that of the bidder. These results indicate that bidding

companies were prepared to pay higher premiums for smaller targets than for larger

ones. The determinants of such size-related differentials is an area which could

benefit from further research.

7.6.	 Conclusion 

During the 1986 to 1991 period, large positive abnormal returns accrued to

shareholders of listed UK companies targeted by either overseas or domestic UK

bidding companies. The gains to target company shareholders (from t-8 to t+1, where

t refers to the month of the bid announcement) were, however, higher in cross-border

(at +20.21% with the index model, +25.27% with the capital asset pricing model and

+26.98% with the market model) than in domestic (at +17.71% with the index model,

+19.12% with the capital asset pricing model and +16.66% with the market model)

acquisitions. Thus, a positive target company cross-border effect, similar to that

previously observed for the US market by e.g., Wansley eta!. (1983), Tessema (1985),

Harris and Ravenscraft (1991), Shaked et al. (1991), Cebenoyan et al. (1992), Marr

et al. (1993), Swenson (1993) and Cheng and Chan (1995), appears to have been

present in the UK during the 1986-1991 period.

The index model target company cross-border effect of +2.5 percentage points

was not statistically significant, although the gains to target company shareholders in

cross-border acquisitions was significantly higher than those observed for domestic

target companies during the shorter event window from t-2 to t+1 (index model cross-

border effect of +7.99 percentage points). Cross-sectional analysis revealed that

target company shareholders gained significantly more if either of the following

conditions were met: if the bid was revised, if the bid included a full cash alternative,

if the bidding company held shares in the target company prior to the bid



announcement, if the target company was small relative to the size of the bidding

company, or if the target company was small.

In particular, the method of payment appears to have had a very significant impact

on target company shareholder returns. Indeed, the target company cross-border

effect was associated with a method of payment effect, as the cross-border effect was

marginally (insignificantly) negative once the method of payment was controlled for.

The positive target company cross-border effect thus appear to be due to the higher

abnormal returns to target company shareholders in cash bids and the larger

proportion of cross-border than domestic bids including a cash alternative169.

169 As discussed in Chapter 6 (see Table 6.5), shareholders in 96.5% of the target companies in cross-border
acquisitions were offered cash, while a full cash alternative was only available to shareholders of 65% of
the UK target companies in domestic acquisitions.
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CHAPTER 8

ANALYSIS OF RESULTS FOR LISTED OVERSEAS
AND DOMESTIC UK COMPANIES BIDDING FOR

LISTED UK COMPANIES

8.1.	 Summary 

This chapter contains an analysis of the abnormal returns to 71 overseas and 414

domestic companies which bid for listed UK companies during the 1986-1991 period.

The results obtained are highly dependent on the model used. Three different test

models are applied; the index model (IM), the capital asset pricing model (CAPM), and

the market model (MM). The market model results are generally lower than those

observed for the other models, due to the high a values (discussed further in section

6.5.1).

During the month of the bid announcement, overseas bidders, on average,

experienced small abnormal gains, amounting to +0.80% with the index model (IM),

+1.43% with the capital asset pricing model (CAPM), and +0.23% with the market

model (MM). These positive abnormal returns are, however, only significant with the

CAPM (significant at the 80% level). In addition, large negative abnormal returns are

observed with all models for the five month period (t+1, t+5) following the bid

announcement. Over the total analysis period (t-8, t+5), overseas bidders obtained

abnormal returns averaging -5.34% with the IM (significant at the 80% level), -3.55%

with the CAPM, and -16.46% with the MM (significant at the 99% level). Further

analysis revealed that the abnormal losses were particularly large for overseas bidders

based in European countries based outside the European Community, while bidders

based outside Europe and the United States experienced abnormal gains.

With regard to the domestic UK bidders, the results vary significantly with the

various models. During the pre-bid period (t-8, t-1), domestic bidders outperformed

the market, as they had during the parameter estimation period. Consequently, the

IM and CAPM revealed large pre-bid gains, while the MM results were close to zero.
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However, with all three models, share returns were found to deteriorate significantly

at the time of the bid announcement. Abnormal losses were observed for the month

of the bid announcement; -0.19% with the IM, -0.22% with CAPM, and -1.11% with the

MM (significant at the 95% level). In addition, over the post-bid (t+1, t+5) period, all

models reveal negative abnormal returns, which were particularly large with the market

model. Over the total analysis period (t-8, t+5), cumulative abnormal returns to

domestic UK bidders amounted to +6.79% with the IM (significant at the 99% level),

+7.84% with the CAPM (99% level of significance), but -5.42% with the MM (significant

at the 95% level).

While the three models provide conflicting with regard to whether domestic bidders

gained or lost from the transactions, the models provide uniform evidence regarding

the difference in abnormal returns to domestic and cross-border bidders. Overseas

bidding companies were found to have performed significantly worse than domestic

bidders. The difference in abnormal returns (the bidding company 'cross-border

effect') over the total analysis period (t-8, t+5) amounted to -12.13 percentage points

with the IM (significant at the 99% level), -11.39 percentage points with the CAPM

(significant at the 95% level) and -11.04 percentage points with the MM (significant at

the 90% level).

Cross-sectional analysis of index model cumulative abnormal returns revealed that

while size was found to have a positive impact on bidder returns in cross-border

acquisitions, the reverse was true for domestic bidders. Both sets of bidders were

found to perform better in cash than in security exchange offers, although this variable

was not significant for overseas bidders due to the small number of cross-border bids

not including a cash alternative. The negative bidding company cross-border effect

remained highly significant even when controlling for the different characteristics of

domestic and cross-border bids.



8.2.	 Introduction 

While target company shareholders have almost invariably been found to gain

significantly from mergers and acquisitions, much more controversy surrounds the

issue of whether takeover activity also benefit shareholders of acquiring companies.

The existing literature regarding domestic UK acquisitions (as discussed in Chapter 3)

is inconclusive. Similarly, different cross-border studies have reached different

conclusions, with (as summarised in Table 4.3) almost equal number of studies

suggesting positive and negative bidding company abnormal returns.

This chapter sets out to analyse the abnormal returns to bidding companies which

launched takeover bids for UK listed companies during the 1986 to 1991 period. In

section 8.3, the abnormal returns to overseas (cross-border) bidding companies is

analysed, while a study of the gains and losses to domestic UK bidders is contained

in section 8.4. The comparative analysis of abnormal returns to bidding companies

in cross-border and domestic acquisitions (known as the bidding company 'cross-

border effect') is discussed in section 8.5, while concluding remarks follow in section

8.6.

8.3.	 Overseas Bidding Companies in Cross-Border Acquisitions Into the UK 

8.3.1.	 Abnormal Returns to Cross-Border Bidding Companies

Table 8.1 contains the average monthly abnormal and cumulative abnormal

returns to 71 overseas bidding companies m in cross-border acquisitions into the UK

during the 1986-1991 period. The cumulative abnormal returns are depicted in Figure

8.1. The table indicates that the three test models generally provide consistent results

with regard to the direction of any abnormal returns. However, as was the case with

e.g., Franks and Harris (1989) and Parkinson and Dobbins (1993), the market model,

170	 As discussed in Chapter 6, the sample size of 71 applied to the index model. Due to data limitations, the
market model sample was restricted to 50 and the CAPM sample to 48 observations.
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the index model and CAPM suggested rather different levels of abnormal returns'''.

Table 8.1.

Average Abnormal Returns to Bidding Companies in Cross-
Border Acquisitions into the United Kingdom (1986 - 1991)

For information on model specifications, see Table 7.1.

Index Model Capital Asset Market Model
Period Pricing Model

t-8 -0.0110 0.0054 -0.0054
(-1.01) (0.39) (-0.45)

t-7 0.0063 -0.0044 -0.0068*
(0.85) (-0.43) (-1.43)

t-6 0.0163** 0.0156** 0.0065*
(1.95) (1.91) (1.40)

t-5 -0.0015 -0.0026 -0.0081
(-0.17) (-0.23) (-0.15)

t-4 -0.0071 -0.0123 -0.0236
(-0.81) (-1.15) (-1.22)

t-3 -0.0020 0.0076 -0.0024
(-0.29) (0.90) (-0.16)

t-2 -0.0111 -0.0051 -0.0167*
(-1.26) (-0.48) (-1.49)

t-1 -0.0036 -0.0066 -0.0126
(-0.42) (-0.72) (-0.80)

t 0.0080 0.0143* 0.0023
(0.94) (1.58) (0.54)

t+1 -0.0032 -0.0112 -0.0162
(-0.37) (-1.03) (-1.18)

t+2 -0.0074 -0.0040 -0.0122
(-0.96) (-0.42) (-0.93)

t+3 -0.0042 0.0056 -0.0028
(-0.43) (0.54) (-0.17)

t+4 -0.0084 -0.0008 -0.0153
(-0.81) (-0.09) (-0.28)

t+5 -0.0245*** -0.0371*** -0.0514-
(-2.01) (-2.50) (-4.83)

171 Franks and Harris (1989) found a large difference in the (post-announcement) cumulative abnormal returns
depending on the control model applied. The CAR (or TAR in their terminology) over the 24 months
following the bid announcement was positive (and significant) using the index model and CAPM, and
significantly negative when applying the market model.
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Table 8.1 (Continued)

Average Cumulative Abnormal Returns

Index Model Capital Asset Market Model
Period Pricing Model

t-8, t-7 -0.0047 0.0010 -0.0122*
(-0.37) (0.05) (-1.33)

t-8, t-6 0.0115 0.0165 -0.0057
(0.76) (0.88) (-0.28)

t-8, t-5 0.0100 0.0140 -0.0138
(0.66) (0.80) (-0.31)

t-8, t-4 0.0030 0.0017 -0.0373
(0.17) (0.09) (-0.83)

t-8, t-3 0.0010 0.0093 -0.0397
(-0.06) (0.45) (-0.82)

t-8, t-2 -0.0100 0.0043 -0.0563*
(-0.52) (0.18) (-1.32)

t-8, t-1 -0.0137 -0.0023 -0.0690*
(-0.73) (-0.09) (-1.52)

t-8, t -0.0057 0.0120 -0.0667
(-0.28) (0.47) (-1.25)

t-8, t+1 -0.0088 -0.0079 -0.0829*
(-0.39) (-0.03) (-1.56)

t-8, t+2 -0.0162 -0.0032 -0.0951-
(-0.66) (-0.10) (-1.77)

t-8, t+3 -0.0205 0.0024 -0.0979*
(-0.74) (0.07) (-1.64)

t-8, t+4 -0.0289 0.0016 -0.1131-
(-0.99) (0.05) (-1.66)

t-8, t+5 -0.0534* -0.0355 -0.1646.-
(-1.60) (-0.88) (-2.89)

t-statistics (PateII z-scores for the market model) are given in brackets. *, **, *** and **** indicates that the
null hypothesis of abnormal return/cumulative abnormal return equal to zero has been rejected at the 80,
90, 95 or 99 percent level of significance respectively. Following Strong (1992) and Kumar, Sen and Shome
(1992), the PateII Standardised Residual (PSR) Test (PateII (1976)) has been applied for the MM. The
simple t-test (Strong (1992), pp. 544-545) has been applied for the IM and CAPM.

With regard to the pre-bid period overseas bidding companies, on average,

experienced positive abnormal returns during month t-6 (statistically significant with all

three models). It is not known why such positive abnormal returns were observed for

this month. However, over the next five months average abnormal returns were
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Figure 8.1.

Average Cumulative Abnormal Returns to Bidding Companies in
Cross-Border Acquisitions into the United Kingdom (1986 - 1991)

Average cumulative abnormal returns (CAR) to overseas companies making takeover bids for UK listed
companies (1986-1991). For information on model specifications, see Table 7.1.

negative m. Over the period prior to the bid (t-8, t-1) cumulative abnormal returns

were insignificantly negative with the index and capital asset pricing models (at -1.37%

and -0.23%, respectively), and significantly negative (at -6.90%, significant at the 80%

level) with the market model.

The differences in the level of abnormal returns between the various models,

appear to be a direct reflection of the different assumptions underlying the models,

particularly with regard to the regression constant. While the index and capital asset

pricing models fix the regression intercept (at 0 for the IM and (1-/'3)R 1 for the CAPM),

the market model alpha is estimated from past returns. The assumption of the market

model is that the historical relationship between return on the market and return on the

172	 The only exception was the small positive abnormal return during t-3 for CAPM.
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share provides a good prediction of the future relationship. One implication of this

assumption is that if the share outperformed the market during the parameter

estimation period, as reflected in a positive a value', the share is expected to

continue to outperform the market during the analysis period.,

The mean a for the overseas bidding companies in this study was 0.00923. As

the expected a value (calculated as (143)R f from the capital asset pricing model) is

only 0.00112, one interpretation of the mean a value, is that the average bidding

company is expected to have a rate of return of 0.811% per month (or 9.74% per year)

in addition to the rate of return required to compensate for the share's level of

systematic risk. The large negative abnormal returns observed using the market

model indicate that overseas bidding companies were not able to fulfil this expectation

over the period surrounding the bid announcement. The very high market model a

values may be due to estimation problems, which may render the market model

unreliable as a benchmark. However, the negative post-bid abnormal returns were not

restricted to the market model. The average overseas bidding company not only

performed worse than it had in previous periods, but also marginally underperformed

relative to the stock market index in its home market.

During the month of the bid announcement, positive abnormal returns (of +0.80%

with the index model, +1.43% with the CAPM (significant at the 80% level), and

+0.23% with the market model) were observed. Thus, looking simply at the short term

abnormal returns, small positive abnormal returns during the bid announcement month

were observed in this study. These short-term results are somewhat inconsistent with

the results of Feils (1993), who established that US bidders lost marginally over an 11

day period surrounding the announcement of a takeover bid for a UK company.

However, the findings in this study may be consistent with those of e.g. Tessema

(1985), Doukas and Travlos (1988), Morck and Yeung (1992), Markides and lttner

173	 As discussed in section 6.5.1, the positive a value may be a result of nonspichroneous trading rather than
a clear indication of superior pre-bid share price performance.
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(1994) and Doukas (1995a), who all applied short event windows to establish that US

companies gained, or did at least not lose, from cross-border acquisitions 174 . It

should be remembered, however, that UK was only one of the target countries

included in these studies. With regard to studies analysing cross-border acquisitions

into the United States, several papers have established short-term abnormal losses

to shareholders of cross-border bidders (e.g., Mathur et al. (1989 and 1994), Servaes

and Zenner (1990) and Song (1993)). It is worth stressing, however, that the positive

abnormal returns for the bid announcement month observed for the cross-border

bidders in this study were not statistically significant (except for CAPM which was

significant at the 80% level) and foreign bidding companies usually experienced

significant negative abnormal returns over the period following the bid announcement.

On average, overseas bidding companies encountered negative abnormal returns

in every month following the bid announcement175 . In particular, large (and highly

significant) negative abnormal returns were observed for month t+5. The post-event

cumulative abnormal returns (t+1, t+5) amounted to -4.77% with the index model

(significant at the 90% level), -4.75% with the capital asset pricing model (significant

at the 90% level) and -9.79% with the market model (significant at the 99% level).

Thus, as was the case in the study by Conn and Connell (1990), overseas bidding

companies were found to have experienced abnormal losses over the period following

the bid announcement. However, the level of the negative cumulative abnormal

returns obtained in this study are much higher than those reported by Conn and

Connell. It thus appear that cross-border bidders into the UK over the 1986 to 1991

period performed worse than did US companies acquiring in the UK over the 1971-

1980 period. As discussed in section 6.5.4, the cause of these negative abnormal

returns during the period following the bid announcement (post announcement drift)

174	 With regard to domestic US acquisitions, Jensen and Ruback (1983) obtained results indicating that US
bidders gained, or did at least not lose from takeover activity.

175	 The only exception was the small positive abnormal return during t+3 for CAPM.
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is not yet fully known.

Over the total analysis period all models indicate negative abnormal returns

(although statistically significant only for the index model and the market model).

Cross-border acquisitions into the UK thus appears to have resulted in small initial

gains at the time of the bid announcement, which were more than offset by negative

abnormal returns during the period following the bid.

	

8.3.2.	 National Variations

As indicated in Table 6.2, the sample of 71 cross-border bidders consisted of

bidding companies based in 14 different countries. In the same way as cross-border

targets (discussed in section 7.2.2), the bidding companies have been classified,

according to their nationality, into 4 groups:

a) EC companies (27 observations),

b) Non-EC European companies (11 observations),

c) US companies (17 observations), and

d) Companies based in the rest of the world (16 observations).

The average index model CARs, split according to the nationality-based sub-

groups of cross-border bidders, are given in Table 8.2. The second part of the table

looks at the differences in mean CARs for the various groups. The results indicate

that there were significant differences in the cumulative abnormal returns to overseas

bidding companies based in different regions.

The performance of the EC and US based bidders were generally very similar,

and close to the overall sample means. Bidding companies based in non-EC

European countries, however, performed significantly worse than bidders based in

other regions, particularly during the post-event period, during which shareholders of

non-EC European companies encountered significant mean abnormal losses of

-16.15% These results are surprisingly robust, considering the small sample (11) of

non-EC European bidders.



While bidding companies based in Europe and the US earned negative cumulative

abnormal returns from their acquisitions into the UK, companies located elsewhere in

the world experienced positive abnormal returns (although not statistically significant)

during all event windows. These 16 bidding companies were, however, based in 4

widely different countries, and one should therefore be careful in attributing these

results to national variations 176. The influence of national differences warrants

further research, but would require a larger sample than is available in this study.

Table 8.2.

Average Index Model Cumulative Abnormal Returns to Overseas
Bidding Companies in Cross-Border Acquisitions into the United

Kingdom by Nationality of the Bidding Company (1986 - 1991)

For information on model specification, see Table 7.1. The second part of the table contains an analysis
of the differences in mean cumulative abnormal returns. Cell reference = column heading less row heading.
Thus, the first cell (0.1036) refers to CAR of bidding companies based in the EC, less CAR to bidding
companies based in non-EC member countries.

Event window All EC Non-EC
European

US Rest of
the world

-
(t-8, t+5) -0.0534* -0.0682* -0.1719* -0.0534 0.0532

(-1.60) (-1.32) (-1.40) (-0.92) (1.17)

(t-8, t-2) -0.0100 -0.0249 0.0006 -0.0425 0.0424
(-0.52) (-0.83) (0.01) (-1.04) (1.05)

(t-1, t) 0.0044 -0.0018 -0.0109 0.0197 0.0089
(0.39) (-0.09) (-0.43) (0.88) (0.38)

(t+1, t+5) -0.0477— -0.0416 -0.1615— -0.0307 0.0020
(-2.23) (-1.29) (-2.11) (-0.84) (0.06)

176 The sample of 16 companies from the "rest of the world" consisted of 4 from Australia, 4 from Canada, 5
from Japan, and 3 from New Zealand. It is interesting to note that the overall positive abnormal returns for
this group of companies was attributable exclusively to the Japanese bidders (mean CAR for Australian,
Canadian, and New Zealand based companies was marginally negative). Indeed, the mean CAR (t-8, t+5)
for the 5 Japanese bidders amounted to +22.01% which, despite the small sample size, is significant at the
95% level. The superior performance of Japanese bidders observed appears to be consistent with the
positive abnormal returns to Japanese bidders acquiring in the US, as observed by Pettway et a/. (1993)
and Kang (1993).
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Table 8.2. (Continued).

Event
window

EC Non-EC
European

US

Non-EC (t-8, t+5) 0.0.1036
European (0.78)

(t-8, t-2) -0.0255
(-0.47)

(t-1, t) 0.0091
(0.29)

(t+1, t+5) 0.1200*
(1.45)

US (t-8, t+5) -0.0148 -0.1184
(-0.19) (-0.87)

(t-8, t-2) 0.0176 0.0431
(0.35) (0.71)

(t-1, t) -0.0215 -0.0307
(-0.73) (0.91)

(t+1, t+5) -0.0109 -0.1309*
(-0.22) (-1.55)

Rest of the (t-8, t+5) -0.1215- -0.2251* -0.1066*
world (-1.76) (-1.72) (-1.45)

(t-8, t-2) -0.0673* -0.0418 -0.0849*
(-1.33) (-0.69) (-1.47)

(t-1, t) -0.0107 -0.0198 0.0109
(-0.35) (-0.58) (0.34)

(t+1, t+5) -0.0453 -0.1635 -0.0326
(-0.96) (-1.97) (-0.67)

t-statistics are given in brackets. *, **, *** and **** indicates that the null hypothesis or cumulative abnormal
returns (or differences in cumulative abnormal returns) equal to zero has been rejected at the 80, 90, 95 or
99 percent level of significance respectively.

8.3.3.	 Cross-Sectional Analysis of Cumulative Abnormal Returns to Overseas
Bidding Companies in Cross-Border Acquisitions Into the UK

The average index model cumulative abnormal returns to overseas bidding

companies during the total analysis period (t-8, t+5), amounted to -5.34%. This

section contains an analysis of the cross-sectional variation in cumulative abnormal

returns.

As evident from Table 8.3, some of the regressions were relatively successful at

explaining the cross-sectional variation in abnormal returns, with a maximum adjusted

R2 of 15.0%. The most significant explanatory variables relate to the size of the target
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and bidding firms. Firstly, bidding companies performed better in relatively large

acquisitions. The impact of relative size is consistent with previous findings by e.g.,

Feils (1993) and Markides and Ittner (1994). Secondly, large bidders appears to have

performed significantly better than smaller ones. These two effects were highly

significant, and together help explain 14.1% of the cross-sectional variation in

abnormal returns. The cross-sectional analysis of the pre-bid period (t-8, t-2) abnormal

returns is given in Table 8.4, while Tables 8.5 and 8.6 contain the results for the bid

period and the post-bid period, respectively. With regard to the two size effects, while

the impact of size and relative size was positive during all sub-periods, the results

were, rather surprisingly, particularly strong during the period prior to the bid

announcement. If the size of the target relative to the size of the bidder is of

importance, one would expect the impact of this variable to be more pronounced

during, and after the period of the bid announcement. It is not known whether the

significant results for the relative size variable during the pre-bid period was associated

with the forthcoming bid announcements, or was attributable to some other, as yet

unknown, factor.

With regard to the impact of company size, the results are opposite to what one

would expect if a general size-related stock market anomaly (as discussed in section

6.5.2) was present. It may be that larger bidders were better at implementing cross-

border acquisitions than smaller ones (as indicated by their superior post-bid

performance). However, such an interpretation of the size-effect may be questionable,

as large bidders were found to have performed significantly better than smaller ones

during the pre-bid period as well. It may thus be that an inverse size effect was

present in the overseas markets during the period of study. A complete understanding

of the impact of company size still eludes us, and warrants further analysis.

As indicated in Table 8.3, and consistent with e.g., Cakici et al. (1996), the level

of abnormal losses to overseas bidders were higher in competitive than in single-

bidder contests, although the variable was only significant in the final regression in



which all 7 explanatory variables were included. As one would expect (and as evident

from Table 8.6), the under-performance of bidders in competitive offers predominately

took place during the period following the bid announcement, once the competitive

nature of the bid became apparent.

Overseas bidders performed better in cash offers compared to bids where no cash

alternative was available. While the impact of the method of payment appears to have

been large, the variable was generally only marginally significant, due to the very small

number (3) of bids in which cash was not available.

As one would expect, considering the large gains to shareholders of target

companies in cross-border acquisitions, overseas bidding companies (as indicated in

Table 8.5) performed better during the bid period (t-1, t) where they already held a

stake in the target prior to launching the bid. However, the impact of the pre-bid stake

was not found to be significant over the total analysis period.

The outcome of the bid appears to have had little impact on the level of abnormal

returns to the overseas bidders. Similarly, while UK target companies in cross-border

acquisitions were found (in Section 7.3.2) to have gained more where the terms of the

offer were increased, bid revision does not appear to have had a significant impact on

the level of abnormal returns to the overseas bidders.

8.4.	 UK Bidding Companies in Domestic UK Acquisitions 

8.4.1.	 Abnormal returns to domestic bidding companies

The average abnormal and cumulative abnormal returns to the 414 UK

companiesm which bid for listed UK companies during the 1986-1991 period, are

given in Table 8.7, while the cumulative abnormal returns are depicted in Figure 8.2.

The diagram clearly highlights the importance of the choice of event study

methodology. As was the case with e.g., Franks and Harris (1989) and Parkinson and

177	 As discussed in Chapter 6, the sample size of 414 refers to the index model. Due to data limitations, capital
asset pricing model and market model samples were restricted to 361.
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Dobbins (1993), market model results were significantly poorer than those observed

using either the capital asset pricing model or the index model. The large difference

in cumulative abnormal returns between the market model and the other two models,

Table 8.7.

Average Abnormal Returns to Bidding Companies in Domestic
Acquisitions in the United Kingdom (1986 - 1991)

For information on model specifications, see Table 7.1.

Index Model Capital Asset Market Model
Period Pricing Model

t-8 0.0093** 0.0093
(1.91) (1.75) (-0.24)

t-7 0.0045 0.0019 -0.0078
(0.97) (0.37) (-1.23)

t-6 0.0073 0.0084* -0.0014
(1.26) (1.30) (0.30)

t-5 0.0123-* 0.0108- 0.0018
(2.75) (2.17) (0.43)

t-4 0.0108- 0.0141**** 0.0044
(2.25) (2.88) (0.15)

t-3 0.0120**** 0.0120- 0.0028
(2.85) (2.63) (0.27)

t-2 0.0112- 0.0132
(2.60) (2.72) (0.23)

t-1 0.0131 0.0087
(2.77) (3.34) (1.00)

t -0.0019 -0.0022 -0.0111-
(-0.35) (-0.38) (-2.56)

t+1 -0.0024 -0.0033 -0.0127-
(-0.56) (-0.68) (-2.66)

t+2 -0.0071- -0.0064* -0.0157***
(-1.82) (-1.52) (-2.57)

t+3 -0.0000 0.0019 -0.0084
(-0.01) (0.33) (-0.99)

t+4 0.0097*** 0.0100- -0.0000
(2.04) (1.86) (0.43)

t+5 -0.0109- -0.0089* -0.0184-
(-2.14) (-1.59) (-2.57)

- 273 -



Table 8.7 (continued).

Average Cumulative Abnormal Returns

Index Model Capital Asset Market Model
Period Pricing Model

t-8, t-7 0.0139 -0.0085
(2.17) (1.59) (-0.70)

t-8, t-6 0.0212.- 0.0196-* -0.0098
(2.59) (2.14) (-0.40)

t-8, t-5 0.0334- 0.0304
(3.58) (2.88) (-0.13)

t-8, t-4 O.0043 -0.0036
(4.42) (4.01) (-0.05)

t-8, t-3 0.0562.- 0.0564.- -0.0007
(5.05) (4.50) (0.06)

t-8, t-2 0.0675.- 0.0697
(5.72) (5.17) (0.15)

t-8, t-1 0.0805- 0.0873.- 0.0121
(6.26) (5.92) (0.49)

t-8, t 0.0787- 0.0851**** 0.0095
(5.58) (5.30) (-0.39)

t-8, t+1 0.0763- 0.0818
(5.22) (4.92) (-1.21)

t-8, t+2 0.0692- 0.0754- -0.0274-
(4.39) (4.26) (-1.93)

t-8, t+3 0.0691- 0.0773- -0.0358-
(4.12) (4.17) (-2.13)

t-8, t+4 0.0788- 0.0873- -0.0358-
(4.58) (4.66) (-1.93)

t-8, t+5 0.0679 -0.0542.-
(3.60) (3.86) (-2.55)

t-statistics (PateII z-scores for the market model) are given in brackets. *, **, *** and **** indicates that the
null hypothesis of abnormal return/cumulative abnormal return equal to zero has been rejected at the 80,
90, 99 or 99 percent level of significance respectively. Following Strong (1992) and Kumar, Sen and Shome
(1992), the Patell Standardised Residual (PSR) Test (Patell (1976)) has been applied for the MM. The
simple t-test (Strong (1992), pp. 544-545) has been applied for the IM.

is due to the high market model constant term. It appears that domestic UK bidders

substantially outperformed the market during the parameter estimation period, resulting

in high a values'. Thus, despite using a long (60 month) parameter estimation

178	 As discussed in Section 6.5.1, high a values may be attributable to thin trading rather than to superior share
price performance.
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MONTH (RELATIVE TO BID ANNOUNCEMENT)

Figure 8.2.

Average Cumulative Abnormal Returns to Bidding Companies in
Domestic Acquisitions in the United Kingdom (1986 - 1991)

Average cumulative abnormal returns (CAR) to domestic UK companies making takeover bids for UK listed
companies (1986-1991). For information on model specifications, see Table 7.2.

period, the high alpha values suggest that the market model parameters may not have

been estimated during a period of 'normal' share returns, as assumed by the market

model. This would be consistent with e.g. Firth (1980), Franks and Harris (1989),

Limmack (1991), and Kennedy and Limmack (1996), who all found UK bidders to have

launched their bids after "...extended periods of superior performance..." (Kennedy and

Limmack, (1996), p. 277). In addition, Jensen (1986a) (in his free cash-flow theory)

argued that exceptionally good pre-bid performance may be a contributing motive for

launching acquisitions. The mean monthly a value of 0.010072 observed in this study

(compared to the expected a value of 0.00044 based on the capital asset pricing

model) implies that domestic UK bidders, with the market model, are expected to earn

a rate of return of 11.56% per annum in addition to the rate of return required to

compensate shareholders for the company's level of systematic risk. This accounts
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for the large difference in CARs between the index model and the market model.

Over the pre-bid period UK bidders significantly outperformed the market, as

reflected by the index model CAR (t-8, t-1) of +8.05%, significant at the 99% level. As

judged by the insignificant market model abnormal returns, the pre-bid performance

of domestic bidders was equivalent to that observed during the previous five year

parameter estimation period. However, all models indicate a substantial change in the

share returns at the time of the bid announcement, with negative abnormal returns for

all test models (significant at the 95% level with the market model) during the month

of the offer being made. This is in contrast to the small positive abnormal returns

observed for the overseas bidders during this month. Over the five months following

the bid announcement, the index model and the capital asset pricing model suggest

small negative abnormal returns for domestic bidders, while the market model report

large, and highly significant, abnormal losses.

The CAR for the total analysis period (t-8, t+5) ranged from a highly significant

gain of +6.79% with the index model and +7.84% with the capital asset pricing model,

to a significant loss of -5.42% with the market mode1 179. Thus, the results indicate

that during the pre-bid period, domestic UK bidders continued to outperform the

market, as they had done during the previous five year period. However, the bid

announcement had a significant negative impact on shareholder returns, ending the

extended period of outperformance. Over the post-bid period, share returns were

similar to those observed for the stock market as a whole, but substantially lower than

that observed for the bidders during the pre-bid period.

8.4.2.	 Cross-Sectional Analysis of Cumulative Abnormal Returns to Domestic
Bidding Companies in Domestic UK Acquisitions

The cross-sectional analysis of the total analysis period (t-8, t+5) index model

179 The large difference between those observed using the market model and those obtained using the other
two models, is due to the large market model a values. As these a values (as well as the generally low ifi
values) indicate parameter estimation problems (see section 6.5.1), it is believed that the index model may
provide the most suitable benchmark against which to evaluate bidding company returns.
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cumulative abnormal returns of +6.79% is given in Table 8.8. While the regressions

generally explained a relatively small fraction of the cross-sectional variation in

abnormal returns (maximum adjusted R2 of 3.1%), some of the regressions, and

several of the variables, were found to be highly statistically significant. The most

important explanatory variable relates to the method of payment. Bidding companies

offering a full cash alternative performed significantly better than other bidders.

Indeed, as indicated by regression 4, UK bidding companies not offering cash, on

average, encountered marginal abnormal losses during the period of study. These

results are consistent with the information asymmetry arguments advocated by e.g.,

Myers and Majluf (1984), Hansen (1987), Amihud et al. (1990), and Bhagat and

Hirshleifer (1993), and the empirical evidence as reported by e.g., Tra ylos (1987),

Franks et al. (1988), Franks and Harris (1989) and Kaplan and Weisbach (1992) for

the US, and Limmack and McGregor (1992) for the UK.

While large overseas bidders performed better than smaller ones, the reverse was

true for domestic UK bidders. Over the total event window, large bidding companies

gained significantly less than smaller ones. Looking at the cumulative abnormal

returns for the various sub-periods (as reported in Table 8.9, 8.10, and 8.11), it is

apparent that small bidders significantly outperformed larger ones during the period

up to the bid announcement, while large predators performed significantly better than

smaller ones over the period following the acquisition. The pre-bid results may be

consistent with a general size effect (as discussed in Section 6.5.2), but with larger

companies handling the acquisitions better than smaller predators. However, the

detailed analysis required to fully understand the impact of company size on

acquisition returns is beyond the scope of this thesis.

A rather surprising finding is that UK bidding companies performed better when

the terms of the offer were increased. As revealed in Table 8.10, this effect was

particularly strong during the bid period (t-1, t). While one would expect target

company shareholders to gain more in revised bids, it is less clear why an increase
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in the offer price should also benefit bidders. Pre-bid stakes appears to have had a

positive impact on the fortunes of the bidders during the period following the bid

announcement, although no such positive impact of pre-bid stakes was observed

during the event period.

Bidding companies gained more during the event period (Table 8.10) the larger

the size of the target relative to the size of the bidder. However, during the period

following the bid announcement, large acquisitions resulted in poorer performance of

bidders, possibly due to the greater difficulties of integrating a large target into the

acquiring firms organisation. Finally, the outcome of the bid and the existence of

competition in pursuing the target appears to have had little impact on the fortunes of

the UK bidders.

8.5.	 Comparative Analysis of Bidding Companies in Cross-Border and 
Domestic Acquisitions 

8.5.1. Differential Abnormal Returns to Bidding Company Shareholders in
Cross-Border and Domestic Acquisitions (Bidding Company 'Cross-
Border Effect')

In this section, the results from the analysis of differences in mean abnormal

returns to the 71 overseas bidding companies and the 414 domestic UK bidding

companies, are discussed. The differences in abnormal returns (calculated as the

mean abnormal returns to overseas predators less the abnormal returns to the

domestic bidders), known as the bidding company 'cross-border effect', are given in

Table 8.12, and depicted in Figure 8.3.

As discussed in the previous sections, the market model at times provided

conflicting results to those obtained using either the index model or the capital asset

pricing model with regard to whether bidders experienced gains or losses at the time

of the takeover bids. However, as evident from Figure 8.3, when looking at the

difference in abnormal returns to bidders in cross-border and domestic acquisitions,

the three test models provided surprisingly consistent results.

Over the pre-bid period from t-8 to t-1, domestic UK predators significantly
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outperformed the market, while overseas bidders experienced insignificant (market

model) abnormal losses. Consequently, over the period prior to the month of the bid

Table 8.12.

Differences in Average Abnormal Returns to Bidding Companies
in Cross-Border and Domestic Acquisitions in the United

Kingdom (1986 - 1991)

For information on model specifications, see Table 7.1. The table shows the percentage point bidding
company 'cross-border effect' (abnormal return to bidding company shareholders in cross-border acquisitions
into the UK less abnormal returns to domestic UK bidding companies).

Index Model Capital Asset Market Model
Period Pricing Model

t-8 -0.0204- -0.0039 -0.0048
(-1.70) (-0.26) (-0.36)

t-7 0.0017 -0.0063 0.0011
(0.19) (-0.55) (0.10)

t-6 0.0090 0.0072 0.0079
(0.88) (0.69) (0.69)

t-5 -0.0138* -0.0134 -0.0100
(-1.40) (-1.10) (-0.75)

t-4 -0.0179** -0.0264- -0.0280***
(-1.80) (-2.25) (-2.12)

t-3 -0.0139** -0.0044 -0.0052
(-1.74) (-0.46) (-0.51)

t-2 -0.0223- -0.0183* -0.0208*
(-2.27) (-1.58) (-1.63)

-
t-1 -0.0167 0.0242 *** -0.0213-

(469) (-2.29) (-1.96)

t 0.0099 0.0166* 0.0134
(0.98) (1.53) (1.14)

t+1 -0.0008 -0.0079 -0.0035
(-0.08) (-0.66) (-0.28)

t+2 -0.0003 0.0024 0.0035
(-0.03) (0.23) (0.33)

t+3 -0.0042 0.0037 0.0056
(-0.38) (0.31) (0.41)

t+4 -0.0181 -0.0108 -0.0153
(-1.59) (-1.01) (-1.18)

t+5 -0.0136 -0.0282** -0.0330....
(-1.03) (-1.78) (-1.98)
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Figure 8.3.

Differences in the Average Cumulative Abnormal Returns to
Bidding Companies in Cross-Border and Domestic Acquisitions

in the United Kingdom (1986 - 1991)

Average cumulative abnormal returns (CAR) to listed overseas bidding companies who bid for listed
companies in the UK, less the CAR to listed UK companies who bid for listed UK companies. For
information on model specifications, see table 7.1.

domestic bidders lost. The bidding company cross-border effect during this month was

thus positive, at +0.99 percentage points for the index model, +1.66 percentage points

with CAPM (significant at the 80% level) and +1.34 percentage points for the market

model.

However, over the five Month period following the bid, overseas bidders performed

substantially worse than did domestic bidders. The negative cross-border effect was

particularly large during the final two months of the event window. Indeed, during

month t+5, overseas bidders were (with the CAPM and MM) found to have performed

significantly worse than domestic bidders.

As evident from the above discussion, the magnitude and direction of the bidding

company cross-border effect is highly dependent on the event window chosen. While
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overseas bidders performed better than domestic bidders during the month of the bid

announcement, the reverse was true for both the pre- and post-bid periods. Over the

total analysis period from t-8 to t+5, overseas bidders underperformed, with cumulative

abnormal returns in excess of 11 percentage points lower than observed for domestic

UK bidders.

8.5.2.	 Cross-Sectional Analysis of Bidding Company 'Cross-Border Effect'

Over the 14 month event window from t-8 to t+5, domestic bidding companies, on

average, obtained index model cumulative abnormal returns 12.13 percentage points

higher than those observed for the average overseas bidding company. In this

section, cross-sectional regressions are analysed in order to ascertain whether the

apparent negative bidding company cross-border effect is attributable to different bid

characteristics, or whether the cross-border effect is a 'true' nationality effect.

As revealed in Table 8.13, several of the explanatory variables were found to be

highly statistically significant. However, despite some of the regressions, and the

nationality and payment effects in particular, being found to be highly statistically

significant, the adjusted R2 of the regressions were generally fairly low.

As was the case for target company shareholders (as reported in Table 7.11), the

method of payment proved to be the most significant factor in explaining the cross-

sectional variations in bidding company cumulative abnormal returns. As one would

expect from the literature, bidders generally performed significantly better in cash than

in security exchange offers, particularly during the period following the bid

announcement (as reported in Table 8.16). However, despite a higher proportion of

cross-border than domestic bids including full cash alternatives, the overall bidding

company cross-border effect was not attributable to differences in the method of

payment. Indeed, the most important finding of the regressions is that regardless of

what other variables are included in the analysis, the negative bidding company cross

border effect was found to be highly statistically significant, and to exceed 10
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percentage points in every regression. Consequently, the finding that overseas

bidders, on average, performed significantly worse than domestic bidders over the total

analysis period appears to be a true nationality effect, rather than attributable to the

method of payment, or any other attribute of the bid controlled for in this study.

The cross-sectional analysis of the pre-bid period cumulative abnormal returns is

provided in Table 8.14, while the regressions for the bid and post-bid periods are

reported in Table 8.15 and 8.16, respectively. As discussed in the previous section,

and as evident from the highly significant negative 'Nationality' coefficients in Table

8.14, overseas bidders performed significantly worse than domestic bidders during the

pre-bid period.

During the bid period (t-1, t), as reported in Table 8.15, the cross-border effect

was indistinguishable from zero. However, over the post-bid (t+1, t+5) period, the

negative bidding company cross-border effect, as reported in Table 8.16, was

generally significant, especially once the method of payment and the company size

was controlled for.

The cross-sectional analysis reveals that the highly significant differences in pre-

and post-bid, as well as total analysis period, average cumulative abnormal returns to

overseas and domestic predators can not be fully attributed to differences in bid

characteristics. Consequently, cross-border acquisitions into the UK during the 1986-

1991 period were, on average, significantly more detrimental to bidding company

shareholder wealth than were domestic UK acquisitions during the same time period.

8.6.	 Conclusion 

This chapter contains an analysis of the level of abnormal returns to bidding

company shareholders in domestic and cross-border acquisitions into the UK during

the 1986 to 1991 period. The analysis revealed that the level of abnormal returns to

bidding company shareholders is highly dependent on the test model and event

window applied. Due to the high mean market model a values, the level of abnormal



returns using the market model are substantially lower than those observed using

either the index model or the capital asset pricing model. The problems associated

with the market model parameters may cause the market model to be too stringent a

benchmark against which to evaluate bidding company retums 180. However,

regardless of which test model is applied, the results indicate that bidding company

shareholders in both domestic and cross-border acquisitions, on average, encounter

negative abnormal returns during the five month period following the bid

announcement. Studies based on short event windows are thus unlikely to capture

the whole wealth effect associated with takeover activity.

The negative abnormal returns to bidding company shareholders were significantly

worse in cross-border than in domestic acquisitions, indicating a negative bidding

company cross-border (which exceeded 11 percentage points with all three test

models). Cross-sectional analysis revealed that bidding company returns were higher

in cash than in equity financed transactions, although the variable was not significant

in cross-border acquisitions, due to the small number of such transactions not

including a full cash alternative. The negative target company cross-border effect

remained highly significant even when the characteristics of the bid were controlled for.

The negative post-bid abnormal returns, which were particularly large in cross-border

acquisitions, raise questions regarding the merit of such transactions.

180 Due to the parameter estimation problems associated with the market model (and to a lesser extent the
capital asset pricing model) and due to the less stringent data requirements of the index model, the index
model will be applied for the analysis of joint abnormal returns, contained in Chapter 9.
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CHAPTER 9

ANALYSIS OF THE COMBINED WEALTH EFFECTS
FOR TARGET AND BIDDING COMPANIES'

SHAREHOLDERS IN CROSS-BORDER AND
DOMESTIC ACQUISITIONS

9.1.	 Summary 

This chapter contains an analysis of the joint abnormal returns to pairs of target

and bidding company shareholders in 55 cross-border and 356 domestic acquisitions.

During the pre-bid period (t-8, t-2) the share price performance of the overseas

bidders was generally very similar to that of the stock market indices in their respective

home markets, while their UK target companies tended to perform poorly (except for

the last month, t-2). When combined, the overall abnormal returns during this pre-bid

period, while positive for most months, tended to be relatively small. Of more

significance, however, the results also indicate that during the bid period (t-1, t),

significant positive abnormal returns were encountered. Thus, while overseas bidders

lost due to their acquisitions (and the acquisitions thus resulted in a transfer of wealth

from bidders to targets), the acquisitions also appears to have created significant

shareholder wealth. The total joint index model cumulative abnormal returns over the

period from t-8 to t+1 amounted to +5.19% (significant at the 95% level). However,

large national variations are observed, with cross-border acquisitions into the UK by

bidders based in other EC countries resulting, on average, in small overall losses in

wealth. The cross-sectional analysis revealed that cross-border acquisitions in which

there was no cash alternative resulted in large overall losses, while the presence of

pre-bid stakes had a significant positive impact on the level of overall abnormal

returns.

In domestic UK acquisitions, significant positive joint abnormal returns are

observed during months t-2, t-1 and t. Over the whole event window from t-8 to t+1,

the total joint cumulative abnormal returns amounted to +8.08%, significant at the 99%



level. Cross-sectional analysis revealed that the abnormal returns were higher in cash

than in equity financed acquisitions and, rather surprisingly, in competitive and revised

bids. Overall percentage gains were also higher where the joint market values of the

target and bidding companies was low.

While the overall gains were higher in domestic than in cross-border acquisitions,

the negative overall (t-8, ti-1) cross-border effect of 2.89 percentage points was not

statistically significant. The negative cross-border effect remain insignificant when the

characteristics of the bid is controlled for.

9.2.	 Introduction 

In the previous chapters, the abnormal returns to target and bidding company

shareholders have been analysed separately. The question remains, however,

whether takeovers in the UK during the 1986-1991 period overall were creating

additional shareholder wealth. This is the issue assessed in this chapter. This

analysis is based on the joint abnormal returns to pairs of targets and bidding

companies in cross-border and domestic acquisitions. When analysing the joint

abnormal returns to pairs of targets and bidders, it is important to take into account the

generally different market values of the bidders and targets (see Table 6.5).

Consequently, the abnormal returns for each target and bidder pair is calculated as:

[ (CAR Bidder * MVBidder) + (CAR Target * MVTarget)] (MVBidder MVTarget)

where MV is the pre-bid market value of the company. The average abnormal returns

have been calculated as the equally weighted mean of the abnormal returns to each

pair of target and bidding companies.

In the previous chapters, three different test models were applied; the capital asset

pricing model, the market model, and the index model. As discussed in section 6.5.1,

the market model parameters, particularly for bidding companies, may be biased due

to the particularly strong share price performance of the bidders during the parameter

estimation period. As a result, unlike what one would expect if this period was a time



of 'normal' returns, estimating the market model parameters over this period produced

average a values substantially above (143)R 1. Due to these problems with the

estimation of market model a values, this model may be an inappropriate benchmark

against which to evaluate the share performance of companies engaged in takeover

activity. As discussed in the previous chapter, the level of abnormal return estimates

obtained using either the capital asset pricing model or the index model were generally

fairly similar. However, although the main problems with regard to the market model

relates to the calculation of the intercept, it is a possibility that the strong performance

of bidders during the parameter estimation period will also have influenced the capital

asset pricing model 13 estimates. (The mean 13 values are below 1 for all groups of

companies with both the market model and the capital asset pricing model). The index

model also has the added advantage of having less stringent data requirements than

either of the other two models. Thus, a larger number of companies can be analysed

with the index model compared to either the capital asset pricing model or the market

model. Consequently, this study of joint abnormal returns to pairs of targets and

bidders, is restricted to an analysis of index model abnormal returns.

9.3.	 UK Target Companies and Overseas Bidding Companies in Cross-
Border Acquisitions Into the UK 

9.3.1.	 Joint Abnormal Returns to Target and Bidding Companies in Cross-
Border Acquisitions

The joint abnormal returns to the 55 pairs of target and bidding companies in

cross-border acquisitions for which data was available, are given in Table 9.1, while

the cumulative abnormal returns are depicted in Figure 9.1.

During the time period eight months prior the month of the bid announcement (t-8),

pairs of companies which were subsequently engaged in cross-border acquisitions

significantly underperformed relative to the stock market index. However, except for

month t-3 (where again significant abnormal losses were encountered by

shareholders), positive abnormal returns were observed for each of the remaining eight



Table 9.1.

Average Abnormal Returns to Pairs of Target and Bidding
Companies in Cross-Border Acquisitions into the United

Kingdom (1986 - 1991)

For information on model specification, see Table 7.1. The abnormal return to each pair of target and bidder
is weighted according to their respective pre-bid market values as:

[ (CAR Bidder * MVBidder)	 (CARTarget * MVTarge)] (MVBidder	 MVTanget)

The mean abnormal returns and cumulative abnormal returns, as reported in the table, is the equally
weighted mean of the abnormal return to each of the 55 pairs of targets and bidders in cross-border
acquisitions.

Index Model

Period
Abnormal Returns Cumulative Abnormal

Returns

t-8 -0.0168-
(-1.76)

t-7 0.0136- -0.0032
(1.82) (-0.27)

t-6 0.0134* 0.0102
(1.35) (0.62)

t-5 0.0002 0.0103
(0.02) (0.53)

t-4 0.0046 0.0149
(0.59) (0.72)

t-3 -0.0093* 0.0056
(-1.31) (0.27)

t-2 0.0017 0.0074
(0.15) (0.34)

t-1 0.0169- 0.0243
(1.66) (1.19)

..
t 0.0245*** 0.0488*

(2.59) (2.26)

t+1 0.0006 0.0519***
(0.07) (1.99)

t-statistics are given in brackets. *, **, *** and **** indicates that the null hypothesis of abnorma
return/cumulative abnormal return equal to zero has been rejected at the 80, 90, 99 or 99 percent level of
significance respectively, using the simple t-test (Strong (1992), pp. 544-545).

months during the ten month event window from t-8 to t+1 181 . In particular, large

(and highly significant) gains were observed for the two month period t-1 and t. During

181 Although data is available for bidders for the longer event window up until t+5, the joint abnormal returns
are restricted to the event window from t-8 to t+1, due to the limited data available for target companies
following the bid announcement.
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Figure 9.1.

Average Joint Index Model Cumulative Abnormal Returns to
Overseas Bidding Companies and UK Target Companies in

Cross-Border Acquisitions into the United Kingdom (1986-1991)

Average joint cumulative abnormal returns (CAR) to pairs of listed UK target companies who received
takeover bids from overseas bidding companies and the overseas bidding companies.
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these two months, the average overall gain to pairs of targets and bidders in cross-

border acquisitions into the UK amounted to +4.14 percent of their joint pre-bid market

values.

In Chapter 8, it was revealed that overseas bidders, on average, lost as a result

of their acquisitions into the UK, especially over the period following the bid

announcement. However, over the analysis period from t-8 to t+1, the joint index

model cumulative abnormal returns to the overseas bidders and their UK targets

amounted to +5.19%, significant at the 95% level. The results thus clearly indicate

that while the acquisitions resulted in a transfer of wealth from bidders to targets, the

gains to target company shareholders significantly exceeded the losses to bidders,

even when controlling for the different size of the targets and bidders. Thus, as
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evident from the joint cumulative abnormal returns for the time period from eight

months prior to, to one month after the month of the bid announcement, cross-border

acquisitions into the UK during the 1986-1991 period, on average created significant

shareholder wealth, although the gains to target company shareholders exceeded the

total wealth created, thus frequently causing bidding company shareholders to

experience significant loss of wealth.

9.3.2.	 National Variations

In this section, the differences in total cumulative abnormal returns to pairs of

target and bidding company shareholders in cross-border acquisitions, is analysed

according to the nationality of the bidders. The results contained in Table 9.2 indicate

that there were significant differences in the level of total joint abnormal returns,

depending on the region in which the bidding company was incorporated.

While most cross-border acquisitions resulted in positive joint cumulative abnormal

returns, acquisitions by companies based in other EC member states resulted in

insignificant negative abnormal returns for the total analysis period, although significant

positive abnormal returns were observed for the shorter (t-1, t) event period. While the

abnormal returns to EC bidders were only marginally lower than the average

cumulative abnormal returns to overseas bidders (as discussed in section 8.3.2), the

gains to UK targets were low in acquisitions by EC based firms (section 7.3.2).

Acquisitions by EC companies does thus not appear to have created any overall

shareholder wealth. These results would be consistent with a theory that the overall

creation of wealth in cross-border acquisitions into the UK during the 1986-1991 period

was associated with the entry of companies outside the Single European Market

gaining entry to the Single European Market 182 . The gains to target company

shareholders in such acquisitions were generally very large, and vastly exceeded the

182	 In order to test such a theory, data on any operations in the European Community by overseas bidders prior

to the acquisition would be required. Unfortunately, no reliable source for such data was available.
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Table 9.2.

Average Index Model Cumulative Abnormal Returns to Matched
Pairs of Overseas Bidding Companies and UK Target Companies

in Cross-Border Acquisitions into the United Kingdom by
Nationality of the Bidding Company (1986 - 1991)

For information on model specification, see Table 7.1. The second part of the table contains an analysis
of the differences in mean cumulative abnormal returns. Cell reference = column heading less row heading.
Thus, the first cell (-0.0315) refers to CAR of bidding companies based in the EC, less CAR to bidding
companies based in non-EC member countries.

Event window All EC Non-EC
European

US Rest of
the world

(t-8, t+1) 0.0519*** -0.0057 0.0258 0.0633* 0.1155***
(1.99) (-0.11) (0.31) (1.60) (2.91)

(t-8, t-2) 0.0074 -0.0237 0.0204 -0.0004 0.0453
(0.34) (-0.72) (0.35) (-0.01) (0.99)

(t-1, t) 0.0415*- 0.0390* 0.0064 0.0685- 0.0500***
(3.07) (1.40) (0.28) (2.35) (2.17)

Event
window

EC Non-EC
European

US

Non-EC (t-8, t+1) -0.0315
European (-0.33)

(t-8, t-2) -0.0441
(-0.66)

(t-1, t) 0.0326
(0.91)

US (t-8, t+1) -0.0690 -0.0375
(-1.08) (-0.41)

(t-8, t-2) -0.0233 0.0208
(-0.41) (0.28)

(t-1, t) -0.0295 0.0621 *

(-0.78) (-1.76)

Rest of the (t-8, t+1) -0.1212** -0.0897 -0.0522
world (-1.89) (-0.98) (-0.93)

(t-8, t-2) -0.0690 -0.0249 -0.0457
(-1.23) (-0.34) (-0.71)

(t-1, t) -0.0110 -0.0436* 0.0185
(-0.30) (-1.35) (0.52)

t-statistics are given in brackets. *, **, *** and **** indicates that the null hypothesis or cumulative abnormal
returns (or differences in cumulative abnormal returns) equal to zero has been rejected at the 80, 90, 95 or
99 percent level of significance respectively.
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losses to the overseas bidders.

The wealth created in acquisitions by European companies based outside the EC

were low, due to the large losses incurred by the overseas bidders in such

transactions. As indicated in Chapters 7 and 8, both target and bidding company

shareholders obtained superior returns in acquisitions by predators based outside

Europe or the US. This is indeed also reflected in the joint abnormal returns, as

reported in Table 9.2.

While the positive average joint CAR for the overall sample indicates that the

cross-border acquisitions into the UK during the 1986-1991 period overall resulted in

an increase in shareholders' wealth, the positive wealth effect was predominately

attributable to acquisitions by bidding companies located outside of Europe183.

9.3.3.	 Cross-Sectional Analysis of Joint Cumulative Abnormal Returns to
Target and Bidding Companies in Cross-Border Acquisitions

The cross-sectional analysis of the total analysis period (t-8, t+1) joint index model

cumulative abnormal return of +5.19% observed in cross-border acquisitions, is

contained in Table 9.3. The regressions proved to be successful at explaining large

proportions of the cross-sectional variation in abnormal returns. Several of the

regressions were highly significant, and the maximum adjusted R 2 was 27.3%.

The most significant explanatory variable of joint abnormal returns, proved to be

the method of payment. This variable, in isolation, explains 19.5% of the variation in

the level of cumulative abnormal returns between pairs of targets and bidders involved

in cross-border acquisitions into the UK during the 1986 to 1991 period. In addition,

regression 4 clearly indicates that the 3 cross-border acquisitions not including a full

cash alternative resulted in large and highly significant negative joint abnormal returns.

The total joint abnormal returns also proved to be significantly higher where the

183 With regard to the cross-border acquisitions into the UK by bidders based in the United States, the
percentage joint cumulative abnormal returns observed in this study are substantially higher than those
reported by Franks et al. (1991) of +3.9°/0 for domestic US acquisitions. The difference may, however, be
due to the short 11 day event window applied by Franks et al.
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bidder held a stake in the target company prior to the bid announcement, compared

to where no such pre-bid stake was present. Interestingly, while highly significant for

pairs of targets and bidders in transnational acquisitions, this variable (as discussed

in Chapters 7 and 8) was not significant for either cross-border targets or overseas

bidders in isolation. (It should be noted, however, that due to data limitations, the

samples of target and bidding companies analysed in this chapter are somewhat

smaller than the samples analysed in Chapters 7 and 8).

The overall gains were also somewhat larger where the market value of the target

was large relative to that of the bidder, and where the overall (joint) market values of

the bidder and target was high. As revealed in Table 8.4 in the previous chapter,

these size-effects were of particular importance for the abnormal returns to bidding

company shareholders, but had little impact on the fortunes of shareholders of target

companies.

The cross-sectional analysis of the pre-bid (t-8, t-2) and bid period (t-1, t)

cumulative abnormal returns, are contained in Tables 9.4 and 9.5, respectively.

Several of the regressions succeeded in explaining large parts of the cross-sectional

variation in pre-bid share performance. The results indicate that companies in bids

where there was a full cash alternative, performed significantly better than other

companies during the pre-bid period'.

During the pre-bid period, pairs of targets and bidders with high joint market

values performed better than smaller companies. This result (contradictory to a

general stock market size effect) was accounted for by the generally strong

performance of large overseas bidders during the period prior to making the offer.

Rather surprisingly, targets and bidders in bids which turned out to be competitive,

performed worse during the pre-bid period than did other companies engaged in

takeover activity. However, during the bid period itself (t-1, t), the competitive nature

184	 While positive, this variable was not (as reported in Tables 7.4 and 8.5) significant for the larger samples
of either targets or bidders analysed in isolation.
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of the bid had a positive impact on the joint abnormal returns to targets and bidders

in cross-border acquisitions into the UK. The companies also performed better in

failed bids. This was due to overseas bidders, on average, performing (generally

marginally) worse in successful than in failed bids.

The method of payment had, as expected, a highly significant impact on the

cumulative abnormal returns during the bid period, with both targets and bidders

performing better in cash than in security exchange offers. The joint bid period

cumulative abnormal returns were also superior where the bidding company held a

stake in the target prior to the bid announcement. As discussed in Chapter 8, this was

due to the gain on the stake in the target by overseas bidders.

The final variable with significant explanatory power of the bid period cross-

sectional variation in abnormal returns, was the relative size of the bidder and target.

The overall gains (due to the superior returns to bidders) were higher where the target

company was large relative to the market value of the bidder.

9.4.	 UK Target Companies and Domestic Bidding Companies in Domestic 
UK Acquisitions 

9.4.1.	 Joint Abnormal Returns to Target and Bidding Companies in Domestic
Acquisitions

While data was available for 414 domestic bidders and 568 domestic targets, data

was only available for 356 pairs of target and bidding companies in domestic

acquisitions. The average monthly joint index model abnormal returns are given in

Table 9.6, while the cumulative abnormal returns are depicted in Figure 9.2.

During the period from eight to three months prior to the month of the bid

announcement, the joint abnormal returns were insignificant. However, from t-2

onwards, large and statistically significant gains accrued to companies involved in

domestic UK acquisitions during the 1986 to 1991 period. Highly significant abnormal

returns were observed for months t-2 to t, amounting to +7.03% (with the index model)

for these three months. Over the total analysis period from t-8 to t+1, joint cumulative



Table 9.6.

Average Abnormal Returns to Pairs of Target and Bidding
Companies in Domestic Acquisitions into the United Kingdom

(1986 - 1991)

For information on model specifications, see Table 7.1.

Index Model

Period
Abnormal Returns Cumulative Abnormal

Returns

t-8 0.0019
(0.46)

t-7 -0.0017 0.0002
(-0.40) (0.04)

t-6 0.0020 0.0023
(0.51) (0.34)

t-5 0.0056* 0.0079
(1.44) (1.01)

t-4 -0.0006 0.0073
(-0.13) (0.81)

t-3 -0.0000 0.0073
(-0.01) (0.67)

t-2 0.0090-* 0.0163*
(2.25) (1.33)

t-1 0.0137*-* 0.0300*-
(2.95) (2.40)

t 0.0476**** 0.0776—•
(8.22) (5.65)

t+1 -0.0001 0.0808--
(-0.02) (5.47)

t-statistics are given in brackets. *, **, *** and **** indicates that the null hypothesis of abnorma
return/cumulative abnormal return equal to zero has been rejected at the 80, 90, 99 or 99 percent level of
significance respectively, using the simple t-test (Strong (1992), pp. 544-545).

abnormal returns to targets and bidders in domestic acquisitions amounted to +8.08%,

significant at the 99% level.

These large positive joint cumulative abnormal returns contradict the findings of

Firth (1979 and 1980) who found the value of losses to bidders to exceed the gains

to targets and Linnmack (1991) who found acquisitions overall to have been

approximately a zero-sum game, with losses to bidders matching the gains to targets.

The large positive joint cumulative abnormal returns observed in this study are,
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% LOGE
10 	

1

Figure 9.2.

Average Joint Index Model Cumulative Abnormal Returns to UK
Bidding Companies and UK Target Companies in Domestic

Acquisitions in the United Kingdom (1986-1991)

Average joint cumulative abnormal returns (CAR) to pairs of listed UK target companies who received
takeover bids from domestic bidding companies and the UK bidding companies.

-7	 -6	 -5	 -4	 -3	 -2	 -1	 0	 1

MONTH (RELATIVE TO BID ANNOUNCEMENT)

however, similar to those of Franks and Harris (1989), who found both target and

bidding companies' shareholders to have gained from domestic UK acquisitions.

It is worth noting, however, that the results in this study, particularly with regard

to the bidders (as discussed in Chapter 8), are highly dependent on the methodology

applied. The index model abnormal returns, as used in this chapter, are substantially

higher than those obtained using the market model. Different event windows also

produce different results. Care is therefore required when comparing results obtained

in different studies. For example, the overall losses observed by Firth (1979 and

1980) were obtained using the market model, while the results reported by Limmack

(1991) involved the application of the market model with a and /3 obtained from London
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Business School Risk Measurement Service185. Franks and Harris (1989), however,

reported their results using the index model. The difference between the positive joint

cumulative abnormal returns as reported Franks and Harris (1989) and in this study,

and the negative or neutral combined abnormal returns as obtained by Firth (1979 and

1980) and Limmack (1991) may, at least in part, be attributable to the different

methodologies applied.

9.4.2.	 Cross-Sectional Analysis of Joint Cumulative Abnormal Returns to
Target and Bidding Companies in Domestic Acquisitions

This section contains the cross-sectional analysis of the total joint index model

cumulative abnormal returns to targets and bidders in domestic UK acquisitions. The

CAR over the total event window (t-8 to t+1) of +8.08%, is analysed in Table 9.7. The

explanatory power of these regressions is generally low, (maximum adjusted R 2 of

3.3%), although some of the regressions and several of the variables were found to

be highly significant.

Over the total analysis period, targets and bidders in domestic acquisitions, as in

cross-border acquisitions, performed significantly better where the offer included a full

cash alternative. The overall gains were also higher in revised and competitive bids.

As discussed in Chapters 7 and 8, competitive bids had a significant positive impact

on target shareholders' returns, while domestic bidders performed, rather surprisingly,

better in revised bids.

While companies involved in cross-border acquisitions were found to have

performed better where their joint market values were high, the reverse was true for

domestic acquisitions, where smaller companies were found to have performed

significantly better than larger ones. The relative size of the targets and bidders did

not, however, help explain the cross-sectional variation in joint cumulative abnormal

returns to targets and bidders in domestic UK acquisitions.

185	 These parameters are adjusted for thin trading (see section 6.5.1).
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The cross-sectional analysis of the pre-bid (t-8, t-2) and bid period (t-1, t)

cumulative abnormal returns are contained in Tables 9.8 and 9.9, respectively. As in

cross-border acquisitions, UK companies in cash acquisitions performed better than

other targets and bidders in domestic acquisitions during the period prior to the bid

announcement.

Due to the high returns during the pre-bid period for targets in competitive

bids', this variable had a positive impact on the joint abnormal returns during the

period from t-8 to t-2. During the bid period (t-1, t), joint abnormal returns were

significantly higher in cash than in equity offers. Total gains were also higher in

revised offers. As was the case for the total analysis period (t-8, t+1), pairs of

companies with low overall market values performed significantly better than larger

companies.

9.5.	 Comparative Analysis of Joint Abnormal Returns in Cross-Border and
Domestic Acquisitions 

9.5.1. Differential Joint Abnormal Returns to Target and Bidding Company
Shareholders in Cross-Border and Domestic Acquisitions (Total 'Cross-
Border Effect')

In this section, the difference in average joint cumulative abnormal returns to

targets and bidders in 55 cross-border and 356 domestic acquisitions, is analysed.

The difference in the average abnormal returns (the total cross-border effect) are given

in Table 9.10, while the differences in cumulative abnormal returns to companies

engaged in cross-border and domestic acquisitions, are depicted in Figure 9.3.

During month t-8, companies subsequently engaged in domestic UK acquisitions

performed significantly better than companies subsequently involved in cross-border

acquisitions. However, during the following month (t-7), the reverse was true. During

the remaining months prior to the bid, the difference in abnormal returns to companies

186	 As discussed in Chapter 7, this may be due to the other takeover bid having been announced prior to the
takeover bid being analysed.
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Table 9.10.

Differences in Average Abnormal Returns to Pairs of Target and
Bidding Companies in Cross-Border and Domestic Acquisitions

in the United Kingdom (1986 - 1991)

For information on model specifications, see Table 7.1. The table shows overall 'cross-border effect'
(abnormal returns to pairs of target and bidding company shareholders in cross-border acquisitions into the
UK, less abnormal returns to pairs of target and bidding company shareholders in domestic UK acquisitions).

Index Model

Period
Abnormal Returns Cumulative Abnormal

Returns

t-8 -0.0188-
(-1.79)

t-7 0.0153.. -0.0034
(1.79) (-0.26)

t-6 0.0114 0.0079
(1.06) (0.45)

t-5 -0.0055 0.0024
(-0.54) (0.12)

t-4 0.0051 0.0076
(0.57) (0.33)

t-3 -0.0092 -0.0017
(-1.09) (-0.07)

t-2 -0.0073 -0.0089
(-0.60) (-0.36)

t-1 0.0032 -0.0057
(0.29) (-0.24)

t -0.0231— -0.0288
(-2.08) (-1.11)

t+1 0.0007 -0.0289
(0.07) (-0.96)

t-statistics are given in brackets. *, **, *** and **** indicates that the null hypothesis of abnormal
return/cumulative abnormal return equal to zero has been rejected at the 80, 90, 95 or 99 percent level of
significance respectively. The level of statistical significance has been calculated using a t-test for
differences in means (Weis and Hassett (1986), pp. 422-426).

in domestic and cross-border acquisitions were insignificant.

During the month of the bid announcement, joint abnormal returns to companies

in domestic acquisitions were significantly higher than those observed for cross-border
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-3	 I	 I	 I	 I	 I	 I	 I 
-8	 -7	 -6	 -5	 -4	 -3	 -2	 -1	 0	 1

MONTH (RELATIVE TO BID ANNOUNCEMENT)

Figure 9.3.

Differences in the Average Joint Index Model Cumulative
Abnormal Returns to Pairs of Target and Bidding Companies in
Cross-Border and Domestic Acquisitions in the United Kingdom

(1986-1991)

Average joint cumulative abnormal returns (CAR) to pairs of overseas bidding companies and listed UK
target companies in cross-border acquisitions, less the CAR to bidders and targets in domestic UK
acquisitions.

acquisitions'. Over the total analysis period from t-8 to t+1, the overall cumulative

abnormal returns to targets and bidders was 2.89 percentage points higher in domestic

than in cross-border acquisitions. For acquisitions in the UK during the 1986 to 1991

period, target company shareholders gained more in cross-border than in domestic

acquisitions during the ten month event window (t-8, t+1). This, however, was more

than offset by the inferior performance of overseas bidders, relative to that of domestic

bidders, thus leading to higher wealth creation in national UK than in transnational

acquisitions. The negative overall cross-border effect was not, however, statistically

187 This result is rather surprising, given that UK target companies gained marginally more in domestic than in
cross-border acquisitions, and that domestic bidders lost while cross-border bidders gained during month
t. The difference in results between these joint abnormal returns and the returns to targets and bidders
separately (as reported in Chapters 7 and 8) may, in part, be due to the different sample sizes.
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significant.

9.5.2.	 Cross-Sectional Analysis of Total 'Cross-Border Effect'

The cross-sectional analysis of the difference in total joint index model cumulative

abnormal returns to pairs of target and bidding companies involved in respectively

cross-border and domestic acquisitions (total cross-border effect) of -2.89 percentage

points, is contained in Table 9.11.

The variables included in the regressions, while at times significant, were generally

only successful at explaining a small amount of the cross-sectional variation in total

joint cumulative abnormal returns. The maximum adjusted R 2 (when all the 8

explanatory variables are analysed together) is low, at 3.1%.

The negative cross-border effect (as captured by the 'Nationality' variable)

remained statistically insignificant even when the characteristics of the bids were

controlled. One exception was regression 8, where the method of payment and the

existence of competition in the bidding process were controlled for. In this case, the

negative cross-border effect was significant at the 80% level of significance. However,

the cross-border effect was no longer significant once other explanatory variables were

added to the regressions.

The overall gains were significantly higher in bids where a full cash alternative was

available, compared to where only securities were offered. This is hardly surprising,

given that the abnormal returns to all four groups of shareholders (targets and bidders

in both cross-border and domestic acquisitions) were found to be positively influenced

by the presence of a cash alternative in the offer.

Overall gains were also significantly higher in revised bids. This variable, while

appearing to have a positive impact on all groups of shareholders was (as revealed

in Table 8.8 in the previous chapter) only significant for domestic bidders. Marginally

higher abnormal returns were also associated with competitive bids, due to the

superior performance of domestic targets in such offers (see Table 7.9).
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Joint company size appears to have had a significantly negative impact on the

overall joint abnormal returns. This variable appears to have been driven by domestic

acquisitions, where both bidders and targets performed better where their combined

market value was low (Table 8.8 and 7.7). However, with regard to cross-border

acquisitions, Table 8.4 reveals that large overseas bidders, on average, performed

better than smaller ones.

The cross-sectional analysis of the joint cross-border effect during the pre-bid

period (t-8, t-2) and the bid period (t-1, t), are contained in Tables 9.12 and 9.13,

respectively. During the pre-bid period, the only significant explanatory variable of the

cross-sectional variation in abnormal returns, was the method of payment.

During the bid period, the cross-border effect was negative, and marginally

significant (at the 80% level) in 3 of the 13 regressions. However, better explanations

of the cross-sectional variation in joint abnormal returns are provided by the method

of payment (with higher joint returns in cash bids), whether or not the bid was revised

(with higher gains in revised bids) and the total market value of the bidders and targets

(with smaller pairs performing significantly better than larger ones).

9.6.	 Conclusion 

This chapter contains a discussion of the joint abnormal returns to pairs of target

and bidding company shareholders in both cross-border and domestic acquisitions into

the UK during the 1986 to 1991 period. Due to the parameter estimation problems

associated with the market model and (to a lesser extent) the capital asset pricing

model, the analysis in this chapter is based on the index model abnormal returns.

While overseas bidding companies, on average, experienced negative abnormal

returns, these losses were more than offset by the large gains to target company

shareholders. Over the time period from t-8 to t+1, joint index model cumulative

at returns in cross-border acquisitions amounted to +5.19%. These results

,ast that cross-border acquisitions created significant shareholder wealth, although



there was also a transfer of wealth from bidding to target company shareholders. It

is worth bearing in mind, however, that the overseas bidding companies (as discussed

in Chapter 8) appears to have lost significantly during the period following the bid

announcement, especially during month t+5. Due to limited post-bid data available for

targets, these joint abnormal returns are restricted to the event window up until t+1.

They do therefore not capture the full loss which appears to have accrued to overseas

bidders as a result of their cross-border acquisitions into the UK.

In domestic UK acquisitions, both target and bidding company shareholders

experienced positive index model abnormal returns over the ten month period from t-8

to t+1. When combined, the joint cumulative abnormal returns amounted to +8.08%.

Thus, while UK target company shareholders gained more in cross-border than in

domestic acquisitions (as discussed in Chapter 7), this positive target company cross-

border effect was more than offset by the negative bidding company cross-border

effect caused by the poor share price performance of the overseas bidding companies

(as discussed in Chapter 8). Overall there was thus a negative joint cross-border

effect, of 2.89 percentage points. This cross-border effect was not, however,

statistically significant. Cross-sectional analysis revealed that abnormal returns to

target and bidding company shareholders in both cross-border and domestic

acquisitions were particularly large in offers where there was a full cash alternative.



CHAPTER 10

FINDINGS AND CONCLUSIONS

10.1.	 Summary 

This chapter contains concluding remarks and a discussion of the main empirical

findings obtained in this thesis, and how these results relate to the 21 hypotheses

tested in this study. (The hypotheses are discussed in Chapter 5, while the empirical

evidence is discussed in Chapters 7, 8 and 9).

Acquisitions in the UK during the 1986 to 1991 period resulted in large gains to

target company shareholders. These gains were higher in cross-border than in

domestic acquisitions, thus confirming that a target company 'cross-border effect' was

present in the UK during this time period. The cross-sectional analysis suggests,

however, that there is no overall target company cross-border effect once the

characteristics of the bid (in particular, the method of payment) is controlled for.

The level of abnormal returns to bidders varied significantly depending on the

model specification, with the market model indicating significantly lower abnormal

returns than either the index model or the capital asset pricing model. The index

model abnormal returns indicate that shareholders of overseas bidding companies

gained somewhat during the month of the bid announcement, but experienced

negative abnormal returns over the following 5 months. Domestic bidders performed

exceptionally well prior to the bid announcement, but underperformed relative to the

market from the bid announcement month onwards. Thus, the acquisition does appear

to have had a negative impact on bidding company returns, although more so in cross-

border than in domestic acquisitions, thus indicating a negative bidding company

'cross-border effect'. Analysis of joint abnormal returns to target and bidding company

shareholders, revealed that the value of the abnormal returns to target company

shareholders substantially exceed the losses observed by bidding company



shareholders in both cross-border and domestic acquisitions. The overall gains were

higher in domestic than in cross-border acquisitions. It thus appears that acquisitions

create significant overall shareholder wealth, although the gains to target company

shareholders exceed the total wealth created. The large gains to targets result in

losses to bidding company shareholders, particularly in cross-border acquisitions.

10.2.	 Introduction 

During the late 1980s, the United Kingdom witnessed a major increase in

acquisitions. A significant feature of this takeover boom, was the high (and rising)

importance of cross-border acquisitions of UK companies. Despite the significant

scale of cross-border acquisitions into the UK, this is an area which has so far

received little attention in the existing empirical finance literature. This thesis aims to

fill this gap, by analysing the impact of domestic and cross-border takeover bids for

listed UK companies on the wealth of shareholder of both target and bidding

companies, as well as the overall wealth effects to pairs of bidders and targets.

The study is based on an analysis of takeover bids announced on or after 1

January 1986, and for which the bid outcome was known by 31 December 1991. A

total of 756 domestic and 208 cross-border bids were identified for this 6 year period.

Although analysis was attempted for almost all of these bids'', analysis of a census

proved not to be possible, due to data limitations. The study centres around the level

of share returns to shareholders of 1,196 companies, consisting of 71 overseas

bidding companies and 143 UK target companies in cross-border acquisitions, as well

as 414 domestic UK bidding companies and 568 UK targets in domestic UK

acquisitions. (Data was available for both the target and bidding company

shareholders in 50 of the cross-border acquisitions and 356 of the domestic UK

acquisitions).

188 As discussed in Chapter 6, partial takeover bids, bids for investment trusts, bids for water companies, joint
bids and second bids by the same bidding company for the same target company within a 12 month period,
were excluded from the analysis.
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Previous studies (e.g., Franks and Harris (1989), Limmack (1991)), have indicated

that the choice of event study methodology may have an impact on the level of

estimated abnormal returns (which is a measure of shareholder wealth effects).

Consequently, in this study, 3 different test models are applied. These are the capital

asset pricing model (CAPM), the market model (MM), and the index model (IM)189.

CAPM and MM parameters are estimated using monthly data for the time period from

month t-68 to month t-9, where t refers to the month of the bid announcement.

Previous research (e.g., Franks et al. (1977)) has indicated that share prices

(particularly of target companies) start rising several months prior to the bid

announcement. Research has also indicated that abnormal returns may accrue to

bidding company shareholders during an extended period following the bid

announcement (e.g., Franks and Harris (1989) and Limmack (1991)). Thus, in order

to capture the full wealth effect from acquisitions, long event windows are required.

(There is a trade-off, however, as long event windows exacerbate the difficulties

relating to data availability and imprecise parameter estimation. This is discussed

further in Chapter 6). Consequently, fairly long event-windows are applied in this

study, with cumulative abnormal returns, using all models, estimated for target

company shareholders over a ten month period from t-8 to t+1, and for bidding

company shareholders over a fourteen month period from t-8 to t+5 190 .

In the existing literature, several explanations have been offered as to why the

level of abnormal returns to target and/or bidding company shareholders may be

systematically different in domestic and cross-border acquisitions. These theories (as

discussed in Chapter 2) relate to product market imperfections, government

intervention and regulatory policies (in particular with regard to market access and

taxation), capital market imperfections (regarding exchange rates and price/earnings

189	 For all three models, market returns are (as discussed in Chapter 6) calculated as the change in level of the
stock market index in the company's home market.

190	 The event windows are different for bidding and target companies due to the limited return data generally
available for target company shareholders following the bid announcement.
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ratios), segmented takeover markets and international risk diversification. While these

factors provide possible motives for cross-border acquisitions, empirical testing of

these factors is subject to limitations, as the factors are generally not mutually

exclusive, and causation can generally not be established. Consequently, the main

aim of this thesis is to determine the level of abnormal returns to shareholders from

cross-border and domestic acquisitions and, in particular, to establish whether there

are differences in the levels of abnormal returns associated with cross-border and

domestic acquisitions ('cross-border effects'). This thesis does not attempt to

empirically test the various theories put forward in the literature as possible causes of

such cross-border effects'.

Chapter 3 contains a review of key literature on domestic acquisitions, with regard

to the methodology adopted and the results obtained, while a discussion of the

literature on cross-border acquisitions is contained in Chapter 4. The existing literature

overwhelmingly confirm that target company shareholders gain significantly in both

cross-border and domestic acquisitions. Previous research, predominately relating to

the US market, has indicated that target company shareholders tend to gain more

when the predator company is based abroad (see Table 4.2). This has become

known as the target company 'cross-border effect'. No analysis appear to have been

undertaken, prior to this one, to establish whether a similar target company cross-

border effect has been present in the UK.

The evidence with regard to the level of abnormal returns to bidding company

shareholders in either domestic or cross-border acquisitions is mixed, with some

studies reporting large gains and other studies reporting large losses (see Tables 3.1

and 4.1). This thesis include an analysis of the level of abnormal returns to cross-

border and domestic bidders, as well as an analysis of the differences in the level of

abnormal returns to shareholders of overseas and UK bidders. In addition, the joint

191 However, as discussed below, bid specific factors which may have an impact on the level of abnormal
returns (such as the outcome of the bid, whether the bid was competitive, or revised, the method of
payment, the presence of toeholds, the relative size of the target and bidding companies, as well as the size
of the company being analysed) are controlled for when analysing the cross-border effects.
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abnormal returns to pairs of target and bidding company shareholders in both cross-

border and domestic acquisitions are analysed.

The 21 hypotheses tested in this study are discussed in Chapter 5, while the

methodology applied (and the methodological difficulties encountered, such as

parameter estimation and 'thin' trading, stock market size effects, and difficulties in

estimating the abnormal returns to bidding company shareholders) is discussed in

Chapter 6. As mentioned above, previous literature, predominately based on the US

market, has established that target company shareholders generally gain more from

cross-border than from domestic acquisitions. This thesis aims to test whether a

similar target company cross-border effect was present in the UK during the 1986 to

1991 period. In addition, the study aims to establish whether bidding company

shareholders gained or lost as a result of the takeover bids, and whether these

abnormal returns were different in cross-border and domestic acquisitions. The thesis

also aims to establish whether the takeover bids overall were value creating, by

analysing the joint abnormal returns to target and bidding company shareholders.

Previous research has indicated that the characteristics of the bid may have an impact

on the level of the abnormal returns. Consequently, a number of variables are

controlled for in the cross-sectional analysis. These variables are; whether the bid was

cross-border or domestic (nationality), whether the bid was successful or failed

(outcome), whether there were more than one company bidding for the target company

(competitive), whether the terms of the offer were improved (revised), whether or not

the offer included a full cash alternative (pay), whether or not the bidding company

held shares in the target company prior to bid announcement (stake), the relative size

(as measured by the pre-bid market value of equity) of the target and bidding

companies and finally, the size of the company being analysed.

10.3.	 Findings and Conclusions 

The empirical results obtained in this thesis are discussed in three chapters;



Chapter 7 (target company shareholders), Chapter 8 (bidding company shareholders)

and Chapter 9 (joint abnormal returns to target and bidding company shareholders).

The main findings of the thesis, and how this relates to the 21 hypotheses, are

discussed below.

The first hypothesis relate to whether shareholders of UK target companies gain

from takeover bids by overseas companies:

Hypothesis 1 - Cross-Border Target Companies 

HocT	 No abnormal returns accrued to shareholders of target

companies in cross-border acquisitions into the UK.

H i cT Significant abnormal returns (positive or negative) accrued to

shareholders of target companies in cross-border acquisitions

into the UK.

The empirical evidence for the UK during the 1986-1991 period (discussed in section

7.2), reject the null hypothesis. UK target companies in cross-border acquisitions, on

average, significantly underperformed prior to becoming takeover targets. However,

significant positive abnormal returns were observed from month t-2 onwards (where

t refer to the month of the bid announcement). Cumulative abnormal returns over the

event window from eight months prior to, to one month after the month of the bid (t-8,

t+1) to shareholders of UK target companies in cross-border acquisitions were highly

significant (at better than the 99% level), and amounted to +20.21% with the IM,

+25.27% with the CAPM, and +26.98% with the MM. These high gains to target

company shareholders are consistent with previous literature, as discussed in Chapter

4.

The second hypothesis tested relate to abnormal gains or losses to shareholders

of UK companies targeted in domestic acquisitions:



Hypothesis 2 - Domestic Target Companies 

HoDT	 No abnormal returns accrued to shareholders of target

companies in domestic UK acquisitions.

H i m-	Significant abnormal returns (positive or negative) accrued to

shareholders of target companies in domestic UK acquisitions.

The results obtained in this thesis (section 7.3) reject the null hypothesis. Statistically

significant (at better than the 99% level) positive average cumulative abnormal returns

of +17.71% with the IM, +19.12% with the CAPM, and +16.66% with the MM, were

earned by shareholders of listed UK companies targeted in domestic acquisitions.

As summarised in Table 4.2, the majority of the existing literature on target

companies in cross-border acquisitions, based predominately on US data, have

indicated that gains are higher in cross-border than in domestic acquisitions.

Hypothesis 3 relates to whether a similar target company cross-border effect was

present in the UK during the 1986-1991 period:

Hypothesis 3 - Target Companies 'Cross-Border Effect'

HoCT effect There were no differences in the level of abnormal returns to UK

target company shareholders in domestic and cross-border

acquisitions.

H i CT effect There were significant differences in the level of abnormal

returns to UK target company shareholders in domestic and

cross-border acquisitions.

The analysis (in section 7.4) revealed that target company shareholders gained more

in cross-border than in domestic acquisitions. The difference in mean abnormal

returns to targets in cross-border and domestic acquisitions was +2.50 percentage

points with the IM, +6.15 percentage points with the CAPM, and +10.31 percentage

points with the MM. While positive, the overall target company cross-border effect was

only statistically significant (at the 90% level) with the market model. However, when

variations in the characteristics of the bids are controlled for in the cross-sectional



analysis (a discussion of the cross-sectional variables is provided below in hypotheses

15 to 21), some of the regressions indicated that the index model cross-border effect

was significant (at the 80% level). Thus, while not highly significant, there is sufficient

evidence to suggest that there was a positive target company cross-border effect in

the UK during the 1986-1991 period. The null hypothesis is therefore rejected.

The overall cumulative abnormal returns to UK target companies in cross-border

acquisitions, confirmed that significant gains accrue to the target companies in cross-

border acquisitions. There is a possibility, however, that the level of target company

abnormal returns are influenced by the nationality of the overseas bidding company,

as covered by hypothesis 4:

Hypothesis 4 - Cross-Border Target Companies - Nationality of Bidders

HoCT nat	 No differences in abnormal returns to shareholders of UK target

companies in cross-border acquisitions were associated with the

nationality of the overseas bidders.

H i CT flat Significant differences in abnormal returns to shareholders of UK

target companies in cross-border acquisitions were associated

with the nationality of the overseas bidders.

In this study, the 143 cross-border takeover bids for UK listed companies were made

by companies based in 22 different countries. Due to the small number of

observations for some countries, the bids were classified according to whether the

bidder was based in the EC, in non-EC European countries, in the US, or elsewhere.

The analysis (in section 7.2.2) revealed that gains to target shareholders in intra-EC

acquisitions, while (insignificantly) positive, were significantly lower than gains to

targets bid for by companies based outside the Community. These findings reject the

null hypothesis in favour of the alternative. The variation in abnormal returns

depending on the nationality of the bidding company are consistent with a market entry

argument, although an explicit testing of this theory was not possible.



Previous research (e.g., Franks et al. (1977)) found the share price of target

companies to rise significantly several months prior to the official bid announcement.

Biswas (1990) suggested that the possibility of bid leakage is higher in cross-border

than in domestic acquisitions. This is tested in hypothesis 5, which relate to whether

cross-border acquisitions were more or less of a surprise to the stock market than

were domestic acquisitions:

Hypothesis 5 - Timing of Target Company Bid Rumour

HoT timing There were no differences between domestic and cross-border

acquisitions with regard to the length of time prior to the bid

announcement at which target company share price rise.

H I T timing The length of time prior to the bid announcement at which target

company share price rose differed between domestic and cross-

border acquisitions.

In cross-border acquisitions, while negative abnormal returns were generally observed

for months t-8 to t-3, significant positive abnormal returns were observed as early as

two months prior to the month of the bid announcement. In domestic acquisitions,

target company returns were close to zero during month t-3, and (with the IM and MM)

significantly positive during t-2 192 . Thus, with monthly data, there is no discernible

difference between cross-border and domestic acquisitions with regard to the timing

of bid rumours. During the 1986 to 1991 period, share prices of UK target companies

tended to rise significantly two months prior to the bid announcement month in both

domestic and cross-border acquisitions.

The sixth hypothesis related to the pre-bid performance of the target companies.

Following Davis (1995), it was hypothesised that overseas bidders, due to the distance

to head office, would tend to target companies which had performed well (as

measured by their share performance), while leaving weaker targets to domestic

192 Possible causes for the pre-bid increase in the target company share price include bid speculation, insider
trading and the building of a stake in the target company by the bidding company prior to the official bid
announcement. The effect of pre-bid stakes is explored further in hypothesis 19.
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predators:

Hypothesis 6 - Pre-Bid Performance of Targets 

HoT pre-bid There were no differences in pre-bid performance between

target companies in domestic and cross-border acquisitions.

H i T pre-bid There were significant differences (positive or negative) in the

pre-bid performance of target companies in domestic and cross-

border acquisitions.

The results reject the null hypothesis. Indeed, contrary to expectations, UK target

companies bid for by overseas bidders (as discussed in section 7.4) performed worse

(significant with the index model) over the early pre-bid period (t-8, t-3).

Turning to the abnormal returns to shareholders of bidding companies, the

literature on both domestic and cross-border acquisitions (as discussed in Chapters

3 and 4) is inconclusive with regard to whether these shareholders gain or lose from

takeover activity.

The empirical evidence with regard to the level of abnormal returns to

shareholders of the overseas bidding companies (as discussed in section 8.2.1) was

tested against the following hypotheses:

Hypothesis 7 - Cross-Border Bidding Companies 

HocB	 No abnormal returns accrued to shareholders of overseas

bidding companies in cross-border acquisitions into the UK.

H i cB	 Significant abnormal returns (positive or negative) accrued to

shareholders of overseas bidding companies in cross-border

acquisitions into the UK.

During the month of the bid announcement, shareholders of overseas bidding

companies gained (+0.80% with the index model, +1.43% with CAPM (significant at

the 80% level) and +0.23% with the market model). However, these shareholders

encountered large negative abnormal returns over the period following the bid

announcement. The average cumulative abnormal returns over the whole event



window (t-8, t+5) amounted to -5.34% with the index model (significant at the 80%

level), -3.55% with CAPM, and -16.46% with the market model (significant at the 99%

level). These results indicate that while the short term impact of the acquisition was

positive, overseas bidders underperformed following the bid announcement. Thus,

these cross-border acquisitions do not appear to have created wealth for the bidding

company shareholders.

The results also highlight two important methodological issues, regarding the

length of the event window and the choice of analysis model. As indicated above,

shareholders of overseas bidding companies experienced significant negative

abnormal returns during the period following the bid announcement. As discussed in

section 6.5.4, various theories have been put forward as possible causes for such

post-announcement 'drift', such as the release of new information (e.g.,

announcements of competitive bids, bid outcome, etc), overpayment but slow share

price reaction due to inefficient markets, and model misspecification. While there may

be some merit in each of these theories, none of them can fully explain the post-bid

negative abnormal returns. Thus, the cause of the drift still eludes us. However, if

these post-bid abnormal returns are attributable to the acquisitions (and there appear

to be no compelling evidence to refute this), short event windows (as frequently used,

particularly in studies based on the US market) will not capture the whole wealth effect.

A second, related issue, regards the choice of event study model. For both cross-

border and domestic bidders (see discussion to hypothesis 9 below), market model

abnormal returns are substantially lower than those observed using either the index

model or the capital asset pricing model. This is due to the high mean a (constant)

values for bidding companies, caused (despite the long parameter estimation period)

by bidding companies performing exceptionally well during the parameter estimation

period. The a terms imply that over the event window from t-8 to t+5, cross-border

and domestic bidders are, on average, expected to earn a rate of return of 11.48%

and 13.48%, respectively, in addition to the rate of return commensurate with the



company's level of systematic risk. Overseas bidding companies were not able to

maintain this excess performance during the period following the bid, and as indicated

by the index model, also underperformed relative to the stock market index in their

home market. Due to the problems associated with the estimation of the market model

a values, as well as the mean market model and capital asset pricing model 13 values

being substantially below 1, it is believed that the index model provide the most

appropriate benchmark against which to evaluate the returns to bidding company

shareholders.

As discussed above under hypothesis 3, the nationality of the cross-border bidder

had a significant impact on the level of abnormal returns to target company

shareholders. Hypothesis 8, discussed next, relates to whether the level of abnormal

returns to shareholders of cross-border bidders varied with the nationality of the

bidding company:

Hypothesis 8 - Nationality of Cross-Border Bidding Companies 

Hoce nat No differences in abnormal returns to overseas bidding

companies in cross-border acquisitions into the UK were

associated with the nationality of the bidder.

Hi CB nat Significant differences in abnormal returns to overseas bidding

companies in cross-border acquisitions into the UK were

associated with the nationality of the bidder.

The level of abnormal returns to shareholders of overseas bidders varied

significantly depending on the region in which the bidding company was incorporated

(as discussed in section 8.2.2), thus rejecting the null hypothesis. The level of total

abnormal returns (for event window t-8, t+5) to US bidding companies averaged

exactly the same as the overall index model sample mean of -5.34% (not statistically

significant). However, the performance of overseas companies based in European



countries which were not part of the European Community 193 was substantially lower,

at -17.19% (significant at the 80% level), although the difference in mean was not

statistically significant. Bidding companies based outside of Europe or the US on

average gained +5.32%, although this was not statistically significant.

While shareholders of overseas bidding companies, on average, lost as a result

of the cross-border acquisitions of UK companies, the results regarding the level of

abnormal returns to shareholders of domestic bidders, as discussed next, are more

ambiguous.

Hypothesis 9 - Domestic Bidding Companies 

Ho pe	 No abnormal returns accrued to shareholders of bidding

companies in domestic UK acquisitions.

H i DB	 Significant abnormal returns (positive or negative) accrued to

shareholders of bidding companies in domestic UK acquisitions.

The level of abnormal returns to shareholders of domestic bidding companies are

(as discussed in section 8.3.1) highly dependent on which test model is used. As

explained above, the substantial difference in results were due to the high market

model a values. Over the period up until the bid announcement, domestic bidding

companies outperformed the market, as they had done during the parameter

estimation period. Cumulative abnormal returns from t-8 to t-1 amounted to +8.05%

with the index model (significant at the 99% level), +8.73% with CAPM (also significant

at the 99% level) and +1.21% with the market model. At the time of the bid

announcement, there was, however, a substantial deterioration in the average share

performance of the domestic bidders. During the bid announcement month,

shareholders in domestic bidders lost according to all three models (-0.19% with the

index model, -0.22% with CAPM and -1.11% with the market model (significant at the

99% level)). Over the post-bid period, domestic bidders in general continued to

193 The membership of the European Community (European Union) in this study is taken to be the 12 countries
which were members during the period of study. Sweden, Austria and Finland joined the EU after the period
in question, and has in this study thus been classified as non-EU countries.

- 338 -



underperform, with mean post-bid (t+1, t+5) cumulative abnormal returns amounting

to -1.07% with the index model, -0.67% with CAPM and -5.52% with the market model

(significant at the 99% level). Thus, while domestic bidders performed well prior to the

bid announcement, abnormal losses were incurred at, and subsequent to, the time of

the bid announcement. The overall CAR, taking into account both the pre-bid and

post-bid abnormal returns (t-8, t+5) amounted to +6.79% with the index model and

+7.84% with the capital asset pricing model (both significant at the 99% level) and

-5.42% with the market model (significant at the 95% level).

As discussed under hypothesis 4, it was established that UK target company

shareholders encountered higher abnormal returns in cross-border than in domestic

acquisitions. The extent to which differences in shareholder returns between cross-

border and domestic acquisitions also apply to bidding companies (bidding company

cross-border effects), was analysed next:

Hypothesis 10 - Bidding Companies 'Cross-Border Effect'

HoCB effect No differences in abnormal returns to overseas and UK bidding

companies in cross-border and domestic acquisitions were

present.

H i CB effect Abnormal returns to overseas bidding companies in cross-border

acquisitions and UK bidding companies in domestic acquisitions

were significantly different.

While the three different test models produced different results with regard to the

level of abnormal returns to shareholders of bidding companies, the models provide

surprisingly consistent results with regard to the difference in the level of abnormal

returns to cross-border and domestic bidders. With all three models, overseas bidders

performed better during the bid month than domestic bidders, with the cross-border

effect for this month amounting to +0.99% with the index model, +1.66% with CAPM

(significant at the 80% level) and +1.34% with the market model. However, both prior

to and subsequent to the bid announcement, shareholders of overseas bidders



obtained substantially lower abnormal returns than did shareholders of domestic UK

bidding companies. Over the total analysis period from t-8 to t+5, the difference in the

mean total cumulative abnormal returns to cross-border and domestic bidders (bidding

company cross-border effect) amounted to -12.13% with the index model (significant

at the 99% level), -11.39% with CAPM (significant at the 95% level) and -11.04% with

the market model (significant at the 90% level). Thus, the high abnormal returns to

shareholders of UK target companies in cross-border acquisitions relative to those

observed for domestic targets, appear to have been caused by overpayment, with

overseas bidders performing significantly worse than domestic UK bidders.

The empirical evidence discussed so far relate to the extent to which bidding or

target company shareholders gain from either cross-border or domestic acquisitions.

The following four hypotheses relate to whether the acquisitions overall created

shareholder wealth. These hypotheses are tested (as discussed in Chapter 9) by

analysing the percentage index model joint abnormal returns to shareholders of pairs

of target and bidding companies'.

Firstly, the joint abnormal returns to shareholders in 50 pairs of target and bidding

companies engaged in cross-border acquisitions was analysed:

Hypothesis 11 - Cross-Border Acquisitions 

Hoc No joint abnormal returns accrued to shareholders of overseas

bidding and domestic UK target companies in cross-border

acquisitions into the UK.

c Significant joint abnormal returns (positive or negative) accrued

to shareholders of overseas bidding and domestic UK target

companies in cross-border acquisitions into the UK.

As discussed under hypotheses 1 and 7 above, while shareholders of UK targets

gained significantly in cross-border acquisitions, the overseas bidding companies

194	 Due to bidding companies generally being substantially larger than target firms, the cumulative abnormal
returns for each pair has been weighted according to the pre-bid market values of the target and bidding
companies as follows: [ (CAR Bidder * MVBickle)	 (CARTaroe, * MVTarget)] ( MVEhdder	 MVTarget).
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underperformed during the period surrounding the bid. The overall joint wealth effect

indicate that, while resulting in a transfer of wealth from bidding to target company

shareholders, cross-border acquisitions also created significant shareholder wealth.

Highly positive joint abnormal returns were observed for months t-1 and t (of +1.69°/0

and +2.45%, respectively), and the total index model abnormal returns (t-8, t+1)

amounted to +5.19%, significant at the 95% level.

As discussed above (under hypotheses 3 and 8), the nationality of the overseas

bidding company appear to have had a significant impact on the level of abnormal

returns to shareholders of both targets and bidders. The effect on the joint abnormal

returns of the nationality of the overseas bidding companies was analysed next:

Hypothesis 12 - Nationality of Bidder in Cross-Border Acquisitions

HoC nat	 No differences in joint abnormal returns to shareholders of

overseas bidding and domestic UK target companies in cross-

border acquisitions into the UK were associated with the

nationality of the overseas bidder.

H i C nat Significant differences in joint abnormal returns to shareholders

of overseas bidding and domestic UK target companies in cross-

border acquisitions into the UK were associated with the

nationality of the overseas bidder.

The empirical evidence (as summarised in Table 9.4 in the previous chapter)

reveal strong differences in joint cumulative abnormal returns depending on the

nationality of the overseas bidding company, thus rejecting the null hypothesis. The

total abnormal returns (t-8, t+1) were marginally negative in cross-border acquisitions

by companies based in other EC states, while acquisitions by bidders based in other

European countries also resulted in low (although positive) joint abnormal returns.

Acquisitions by US bidders resulted in large overall gains (+6.33%, significant at the

80% level), while acquisitions by companies based outside of Europe or the US

resulted in significant overall gains (+11.55%, significant at the 95% level). The cause



of such large variations in overall abnormal returns depending on the nationality of the

cross-border bidding company, is an area which warrants further research.

The overall abnormal returns to 356 pairs of target and bidding company

shareholders in domestic acquisitions were similarly analysed in order to establish the

total wealth effect of domestic acquisitions in the UK during the 1986-1991 period.

Hypothesis 13 - Domestic Acquisitions 

Hop	 No joint abnormal returns accrued to shareholders of bidding

and target companies in domestic acquisitions into the UK.

Hi D Significant joint abnormal returns (positive or negative) accrued

to shareholders of bidding and target companies in domestic

acquisitions into the UK.

As discussed in section 9.3.1, significant positive index model joint abnormal

returns in domestic acquisitions were observed as early as two months prior to the

month of the bid announcement, with abnormal returns for month t-2 amounting to

+0.9% (significant at the 95% level). Further highly significant gains were observed

for months t-1 and t, of +1.37% and +4.76%, respectively (both significant at the 99%

level). Thus, while bidding company shareholders lost during the month of the bid

announcement, these losses were more than offset by the substantial gains to target

company shareholders. Over the whole analysis period (t-8, t+1), joint abnormal

returns to pairs of target and bidding company shareholders amounted to +8.08%,

significant at the 99% level. Thus, based on the index model abnormal returns,

domestic acquisitions, on average, appear to have created significant shareholder

wealth.

As discussed above (under hypotheses 4 and 10), the research has revealed a

positive target company cross-border effect and a negative bidding company cross-

border effect. Next was analysed the difference in the joint abnormal returns to target

and bidding company shareholders in cross-border and domestic acquisitions (the total

joint cross-border effect). The null and the alternative hypotheses are as follows:



1

Hypothesis 14 - Total Joint 'Cross-Border Effect'

HoC effect No differences in joint abnormal returns to pairs of target and

bidding companies were observed between domestic and cross-

border acquisitions.

H i c effect Abnormal returns to pairs of target and bidding companies were

significantly different in domestic and cross-border acquisitions.

While target company shareholders gained more in cross-border than in domestic

acquisitions, the positive target company cross-border effect was more than offset by

the poor performance of the overseas bidding companies. Over the total analysis

period (t-8, t+1), the average index model cumulative abnormal returns to pairs of

target and bidding company shareholders was 2.89 percentage points lower in cross-

border than in domestic acquisitions, thus indicating a negative cross-border effect.

Although the overall negative cross-border effect was not statistically significant, a few

of the regressions in the cross-sectional analysis (where the different bid

characteristics were controlled for), the negative cross-border effect was found to be

marginally significant (at the 80% level). There is thus some evidence to suggest that,

despite the positive target company cross-border effect, overall joint abnormal returns

to targets and bidders were lower in cross-border than in domestic acquisitions.

Cross-sectional analysis is undertaken in order to control for the characteristics

of the individual bids. As discussed in Chapter 5, the literature suggests several

factors which may have an impact on the level of abnormal returns. The variables

analysed in this study are the outcome of the bid, the existence of competition in the

bid, whether the terms of the offer were revised, the method of payment, the presence

of pre-bid stakes, the relative size of the target and bidding companies and the size

of the company analysed'''. In the cross-sectional analysis, the cumulative

abnormal returns are analysed for the whole event period (from t-8 to t+1 for targets

195 In the discussion below, the statistical significance levels reported refer to the highest level of significance
for the explanatory variable in the cross-sectional regressions. A total of 13 different regressions were used,
and the level of significance may have been lower in some of the regressions.

- 343 -



and from t-8 to t+5 for bidders, where t refers to the month of the bid announcement),

as well as for the pre-bid period (t-8, t-2), the bid period (t-1, t), and the post-bid period

(t+1, t+5) 196

With regard to whether the success or failure of the bid had an impact on the level

of abnormal returns, the null and alternative hypotheses are as follows:

Hypothesis 15 - Bid Outcome 

Ho outcome There were no differences in the level of abnormal returns to

companies (target, bidding and joint) in successful and failed

acquisitions.

F1 1 outcome Abnormal returns were significantly different to companies

(target, bidding and joint) in successful and failed acquisitions.

Over the whole event period (from t-8 to t+1), target company shareholders in

domestic acquisitions gained significantly (at the 95% level) more in successful than

in failed bids. Whether the bid succeeded or failed does not, however, appear to have

had a significant impact on the level of abnormal returns to target company

shareholders in cross-border acquisitions.

With regard to bidding company shareholders, domestic bidders performed better

(at the 80% level of significance) over the whole event period window (t-8, t+5) in

failed than in successful bids. Overseas bidders performed better during the bid

period (t-1, t) in failed than in successful bids, although the reverse was true during the

post-bid period (t+1, t+5). Over the whole event period (t-8, t+5), the outcome of the

bid had no significant impact on the level of abnormal returns to overseas bidders.

Overall, the empirical results thus reject the null hypothesis, in favour of the

alternative, as shareholders of domestic targets gain more and shareholders of

domestic bidders gain (over the event period from t-8 to t+1) less in successful than

in failed bids.

196 Due to limited data being available for target companies after the period of the bid announcement, the total
analysis period fro target companies is shorter than that for bidding companies. Analysis of post-bid returns
(t+1, t+5) was thus only possible for bidding companies.
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The next hypothesis tested relate to the existence of competition in the bid:

Hypothesis 16 - Competition in Bid

Ho competitive There were no differences in the level of abnormal

returns to companies (target, bidding and joint) in single

bidder and multiple bidder (competitive) acquisitions.

H 1 competitive Abnormal returns were significantly different to

companies (target, bidding and joint) in single bidder and

multiple bidder (competitive) acquisitions.

The empirical evidence obtained in this thesis reject the null hypothesis with

regard to the abnormal returns to shareholders of domestic target and overseas

bidding companies. Target company shareholders in domestic acquisitions gained

significantly more (at the 99% level of significance) in competitive than in single-bidder

offers. Overseas bidding company shareholders, however, encountered significantly

(at the 90% level of significance) lower abnormal returns in competitive than in

uncompetitive bids. The number of bidders was, rather surprisingly, not found to have

had a significant impact on the level of abnormal returns to shareholders of either

domestic bidders or target companies subject to cross-border acquisitions.

The next variable analysed relate to whether or not the revision of bid terms had

a significant impact on shareholders wealth. The hypotheses are as follows:

Hypothesis 17 - Revision of Bid Terms 

Ho revision There were no differences in the level of abnormal returns to

companies (target, bidding and joint) in revised and unrevised

offers.

H 1 revision Abnormal returns were significantly different to companies

(target, bidding and joint) in revised and unrevised offers.

In this study, shareholders of target companies subject to domestic takeover bids

were found to have gained more in revised bids during the bid period (t-1, t), even

though some of the bid revisions took place after the month of the bid announcement.



r

The empirical evidence thus reject the null hypothesis. However, the variable had no

significant impact on the overall event period (t-8, t+1) abnormal returns. Similarly,

revision of bid terms had no significant impact on target company returns in cross-

border acquisitions. However, when analysing all target companies together, the

overall (t-8, t+1) abnormal returns were found to be significantly higher (at the 90%

level) in revised than in unrevised bids. Bid revision thus appears to have had some

positive impact on target company returns.

Domestic bidders performed significantly better (at the 95% level) in revised bids,

while the level of abnormal returns to overseas bidders was not significantly affected

by whether or not the bid was revised.

Hypothesis 18 relate to the method of payment, and proved to be the single most

important explanatory variable in the cross-sectional analysis of abnormal returns. The

null and alternative hypotheses are as follows:

Hypothesis 18 - Method of Payment

Ho pay There were no differences in the level of abnormal returns to

companies (target, bidding and joint) depending on whether or

not the offer includes a full cash alternative

H 1 pay Abnormal returns were significantly different to companies

(target, bidding and joint) depending on whether the offer

includes a full cash alternative.

The method of payment was found to have had a major impact on the level of

abnormal returns to all categories of companies. In domestic acquisitions, both targets

and bidders obtained significantly higher abnormal returns (significant at the 99% level)

where the offer included a full cash alternative, compared to where no such cash offer

was available. Cash offers also resulted in higher abnormal returns to targets and

bidders in cross-border acquisitions, although the level of significance was lower (at

the 80% and 95% level, respectively), due to the small number of cross-border

acquisitions not involving cash payment.



Walkling and Edminster (1985) predicted that target company returns would be

lower and bidding company returns higher, where the bidding company held shares

in the target prior to the bid announcement. This was tested next, with the null and

alternative hypotheses as follows:

Hypothesis 19 - Pre-Bid Stake 

Ho stake There were no differences in the level of abnormal returns to

companies (target, bidding and joint) depending on whether or

not the bidder held a pre-bid stake in the target.

H I stake Abnormal returns were significantly different to companies

(target, bidding and joint) depending on whether or not the

bidder held a pre-bid stake in the target.

Consistent with Walkling and Edminster's expectations, domestic targets gained

somewhat less (at the 80% level of significance) during the bid period (t-1, t) where

the bidder held a toehold in the target. However, shareholders in domestic target

companies in which the bidder held shares at the time of the bid announcement,

performed significantly better during the pre-bid period (t-8, t-2) than did the other

target companies. Overall (t-8, t+1), the presence of pre-bid stakes had a positive

impact on the abnormal returns to target company shareholders in domestic

acquisitions, although only significant at the 80% level of significance. The presence

of pre-bid stakes does not appear to have had a significant impact on the level of

abnormal returns to target company shareholders in cross-border acquisitions.

Overseas bidders gained more (at the 90% level) during the bid-period if they held

a pre-bid toehold in the target, although the effect was not significant for the overall

event window (t-8, t+5). Domestic bidders performed overall better (at the 80% level

of significance) where they held a pre-bid stake.

Hypothesis 20 relate to the difference in pre-bid market values of the target and

bidding companies:



Hypothesis 20 - Relative Size of Targets and Bidders

Ho rel size The level of abnormal returns to companies (target, bidding and

joint) were unaffected by the relative size of the target and

bidding companies.

H 1 rel size The level of abnormal returns to companies (target, bidding and

joint) varied significantly depending on the relative size of the

target and bidding companies.

The empirical results indicate that acquisitions of relatively large target companies

(relative to the size of the bidder) had a positive impact (significant at the 95% level)

on bidding company shareholder returns in cross-border acquisitions into the UK

during the 1986-1991 period in comparison to relatively small acquisitions. This finding

is consistent with the observations made by Feils (1993) for cross-border acquisitions,

and Asquith et al. (1983), Jarrell and Poulsen (1989) and Peterson and Peterson

(1991) for domestic acquisitions in the US. UK bidders in domestic acquisitions

performed better during the bid-period (t-1, t) in relatively large acquisitions. However,

during the post-bid period (t+1, t+5), UK bidders engaged in such large acquisitions

performed worse than companies buying relatively small targets. Thus, overall (t-8,

t+5), the relative size of the target and bidding companies had no significant impact

on the level of abnormal returns to shareholders of UK bidding companies engaged

in domestic acquisitions. The relative size of the targets and bidders does not appear

to have had any significant impact on the level of abnormal returns to target company

shareholders in either domestic or cross-border acquisitions.

The final variable controlled for relate to the size of the company. Several studies

(as discussed in section 6.5.2) have found companies with low market capitalisations

to outperform larger ones. This has become known as the 'size effect'. In order to

control for a possible size effect, the impact of company size on abnormal returns has

been analysed. The hypotheses relating to this variable are as follows:



Hypothesis 21 - Size of Company

Ho size The level of abnormal returns to companies (target, bidding and

joint) were unaffected by their size (as measured by pre-bid

market value)

H size1 The level of abnormal returns to companies (target, bidding and

joint) varied significantly depending on their size (as measured

by pre-bid market value).

The results with regard to the impact of company size are mixed. Shareholders

of small domestic bidding companies obtained significantly (at the 95% level) higher

cumulative abnormal returns for the whole event window (t-8, t+5) than did

shareholders in larger bidders. (However, large domestic bidders outperformed

smaller ones during the post-bid (t+1, t+5) period). In cross-border acquisitions, large

bidders performed significantly better (at the 99% level) than smaller cross-border

bidders.

With regard to target company shareholders, their percentage abnormal returns

in domestic acquisitions were significantly higher (at the 95% level) the lower the pre-

bid market value of the target company. In cross-border acquisitions, target

shareholder returns during the bid period (t-1, t) were also higher for small targets,

although large companies performed better than smaller ones during the period prior

to being the subject of a cross-border takeover bid. Overall (t-8, t+1), company size

had no significant impact on target company shareholder returns in cross-border

acquisitions. Overall, there is thus some evidence to reject the null hypothesis,

although the size effect does not appear to apply to all categories of companies.

Takeover activity in the UK during the 1986 to 1991 period resulted in large gains

to shareholders of listed UK target companies. These gains were particularly large in

cross-border acquisitions. The positive target company cross-border effect was similar

to that observed in previous literature regarding the US market. The cause of the



target company cross-border effect is not yet fully known, although it appears to be

associated with the nationality of the cross-border bidding company. In addition, the

target company cross-border effect is no longer present once the method of payment

is controlled for. The cause of the cross-border effects, and the impact of country-

specific factors, are areas which warrant further research.

While target company shareholders gained significantly from acquisitions,

shareholders of bidding companies on average lost, in particular during the months

following the bid announcement. While one should be careful not to infer ex ante

motives from ex post results, the negative (post-bid) abnormal returns to bidding

company shareholders in domestic and even more so in cross-border acquisitions,

raise questions regarding the merit of these transactions. Based on share return data,

it appears that bidding companies (and in particular, overseas bidders) paid too high

a price for the target companies. While the acquisitions overall created significant

shareholder wealth, the gains to target company shareholders exceeded this total gain,

thus leading to a deterioration of wealth for the average bidding company shareholder.

Further research is required to establish why acquisitions take place despite the poor

returns on average incurred by bidding company shareholders.
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APPENDIX C

CORRELATION MATRICES FOR THE
EXPLANATORY VARIABLES IN THE CROSS-

SECTIONAL ANALYSIS

Table C.1

UK Target Companies in Cross-Border Acquisitions

Variables as defined in Table 7.3.

IOutcome Comp. Revised Pay Stake Rei Size

Competitive 0.494

Revised 0.185 0.300

Pay -0.085 0.096 -0.020

Stake 0.095 -0.154 0.084 0.010

Rel Size 0.307 -0.065 -0.048 -0.702 -0.118

Size 0.230 0.165 0.194 -0.158 0.181 0.020

Table C.2

UK Target Companies in Domestic Acquisitions

Variables as defined in Table 7.7.

IOutcome Comp. Revised Pay Stake Rel Size

Competitive 0.391

Revised 0.099 0.198

Pay -0.095 0.039 0.068

Stake -0.047 -0.037 0.088 0.081

Rel Size 0.113 -0.014 -0.015 -0.082 -0.030

Size 0.172 0.117 0.156 -0.100 0.066 0.163



Table C.3

UK Target Companies in Cross-Border and Domestic
Acquisitions (Target Company Cross-Border Effect)

Variables as defined in Table 7.11.

Natio-
nality

Outcome Comp. Revised Pay Stake Rel
Size

Outcome 0.012

Comp. 0.078 0.414

Revised 0.033 0.118 0.225

Pay 0.279 -0.083 0.062 0.064

Stake 0.169 -0.012 -0.053 0.091 0.113

Rel Size 0.117 0.117 -0.024 -0.023 -0.091 -0.038

Size 0.122 0.183 0.134 0.165 -0.063 0.111 0.059

Table C.4

Overseas Bidding Companies in Cross-Border Acquisitions

Variables as defined in Table 8.3.

1 Outcome Comp. Revised Pay Stake Rel Size

Competitive 0.343

Revised -0.042 0.383

Pay -0.092 0.104 0.075

Stake -0.005 -0.137 -0.034 0.180

Rel Size 0.307 -0.065 -0.053 -0.702 -0.118

Size -0.155 0.029 0.031 0.326 0.028 -0.637



Table C.5

Domestic UK Bidding Companies in Domestic Acquisitions

Variables as defined in Table 8.8.

IOutcome Comp. Revised Pay Stake Rel Size

Competitive 0.364

Revised 0.122 0.198

Pay -0.082 -0.010 0.054

Stake -0.004 -0.003 0.107 0.038

Rel Size 0.117 -0.017 -0.016 -0.086 -0.032

Size -0.038 -0.012 0.009 0.214 0.094 -0.142

Table C.6

Bidding Companies in Cross-Border and Domestic UK
Acquisitions (Bidding Company Cross-Border Effect)

Variables as defined in Table 8.13.

Natio-
nality

Outcome Comp. Revised Pay Stake Rel
Size

Outcome -0.038

Comp. 0.062 0.356

Revised -0.033 0.102 0.223

Pay 0.223 -0.088 0.014 0.045

Stake 0.133 -0.009 -0.019 0.080 0.077

Rel Size 0.117 0.119 -0.024 -0.024 -0.092 -0.038

Size 0.337 -0.065 0.016 0.000 0.276 0.122 -0.223



Table C.7

UK Target Companies and Overseas Bidding Companies in
Cross-Border Acquisitions (Cross-Border Acquisitions)

Variables as defined in Table 9.3.

IOutcome Comp. Revised Pay Stake Rel Size

Competitive 0.330

Revised -0.050 0.413

Pay -0.164 0.097 0.076

Stake 0.003 -0.240 -0.018 0.153

Rel Size 0.307 -0.065 -0.053 -0.702 -0.118

Size -0.089 0.092 0.008 0.343 0.029 -0.290

Table C.8

UK Target Companies and Domestic Bidding Companies in
Domestic UK Acquisitions (Domestic Acquisitions)

Variables as defined in Table 9.7.

IOutcome Comp. Revised Pay Stake Rel Size

Competitive 0.361

Revised 0.111 0.196

Pay -0.100 0.009 0.064

Stake -0.002 -0.008 0.114 0.034

Rel Size 0.116 -0.017 -0.015 -0.085 -0.030

Size 0.010 0.045 0.010 0.171 0.105 0.032



Table C.9

Target and Bidding Companies in Cross-Border and Domestic
Acquisitions (Total Cross-Border Effect)

Variables as defined in Table 9.11.

Natio-
nality

Outcome Comp. Revised Pay Stake Rel
Size

Outcome -0.035

Comp. 0.061 0.352

Revised -0.015 0.092 0.226

Pay 0.240 -0.107 0.029 0.057

Stake 0.106 -0.005 -0.040 0.092 0.064

Rel Size 0.117 0.119 -0.024 -0.023 -0.092 -0.038

Size 0.359 -0.017 0.016 0.000 0.244 0.130 -0.036



REFERENCES AND BIBLIOGRAPHY

ACQUISITIONS MONTHLY (1986-1991), Tables on Acquisitions of UK Listed Companies, Tudor
House Publications Limited.

ADLER, M., (1993), "Comment" to HEALY, P.M., and PALEPU, K.G., "International Corporate Equity
Acquisitions: Who, Where, and Why?", in FROOT, K.A., (Ed.), Foreign Direct Investment,
University of Chicago Press, Chicago and London, pp. 250-252.

AGRAWAL, A., JAFFE, J.F., and MANDELKER, G.N., (1992), "The Post-Merger Performance of
Acquiring Firms: A Re-examination of an Anomaly", Journal of Finance, Vol. XLVII, No. 4,
September, pp. 1605-1621.

AJAMI, R.A., and RICKS, D.A., (1981), "Motives of Non-American Firms Investing in the United
States", Journal of International Business Studies, Winter, pp. 25-34.

ALIBER, R.C., (1970), "A Theory of Direct Foreign Investment" in KINDLEBERGER, C.P. (Ed.), The
International Corporation, MIT Press, pp. 17-34.

ALLEN, L., and CEBENOYAN, A.S., (1991), "Bank Acquisitions and Ownership Structure: Theory and
Evidence", Journal of Banking and Finance, Vol. 15, pp. 425-448.

AMIHUD, Y., LEV, B., and TRAVLOS, N.G., (1990), "Corporate Control and the Choice of Investment
Financing: The Case of Corporate Acquisitions", The Journal of Finance, Vol. XLV, No. 2, June,
pp. 603-616.

APPLEYARD, A.R., (1980), "Takeovers: Accounting Policy, Financial Policy and the Case Against
Accounting Measures of Performance", Journal of Business Finance & Accounting, Vol. 7, No.
4, Winter, pp. 541-554.

APPLEYARD, A., (1996), "Discussion of Takeover Activity, CEO Turnover and the Market for
Corporate Control" by KENNEDY, V.A., and LIMMACK, R.J., Journal of Business Finance and
Accounting, Vol. 23, No. 2, March, pp. 287-293.

ASQUITH, P., (1983), "Merger Bids, Uncertainty, and Stockholder Returns", Journal of Financial
Economics, Vol. 11, pp. 51-83.

ASQUITH, P., BRUNER, R.F., and MULLINS Jr., D.W., (1983), "The Gains to Bidding Firms from
Merger", Journal of Financial Economics, Vol. 11, pp. 121-139.

BAKER, R., and LIMMACK, R.J., (1995), Firm Size, Monthly Seasonalities and tax Loss Selling:
Further Evidence from the UK, Working Paper, University of Stirling.

BAKER, R., LIMMACK, R., and WONG, W., (1995), Market Anomalies, Regularities and Modelling
Issues, Paper presented at the British Accounting Association Scottish Regional Conference,
Heriot-Watt University.

BALL, R., KOTHARI, S.P., and WATTS, T.L., (1993), "Economic Determinants of the Relation
Between Earnings Changes and Stock Returns", The Accounting Review, Vol. 68, No. 3, July,
pp. 622-638.

BANZ, R.W., (1981), "The Relationship Between Return and Market Value of Common Stocks",
Journal of Financial Economics, Vol. 9, pp. 3-18.

BARADWAJ, B.G., FRASER, D.R., and FURTADO, E.P.H., (1990), "Hostile Bank Takeover Offers -
Analysis and Implications", Journal of Banking and Finance, Vol. 14, pp. 1229-1242.

BARNEY, J.B., (1988), "Returns to Bidding Firms in Mergers and Acquisitions: Reconsidering the
Relatedness Hypothesis", Strategic Management Journal, Vol. 9 (special issue), pp. 71-78.



BERKOVITCH, E., and NARAYANAN, M.P., (1993), "Motives for Takeovers: An Empirical
Investigation", Journal of Financial and Quantitative Analysis, Vol. 28, No. 3, September, pp.
347-362.

BERLE, A.A., and MEANS, G.C., (1932), The Modern Corporation and Private Property, Revised
Edition, A Harvest Book, Harcourt, Brace & World, Inc., New York, 1968, pp. 18-116.

BERNARD, V.L., and THOMAS, J.K., (1989), "Post-Earnings-Announcement Drift: Delayed Price
Response or Risk Premium?", Journal of Accounting Research, Vol. 27, Supplement, pp. 1-36.

BHAGAT, S., and HIRSHLEIFER, D., (1993), Market-Based Estimates of Value Gains From
Takeovers: An Intervention Approach, Working Paper, University of Colorado, Boulder, and
University of California, Los Angeles.

BHAGAT, S., and JEFFERIS, R.H.Jr., (1995), Corporate Performance, Governance, and Discipline:
The Impact of Defensive Activity on Takeovers and Managerial Turnover, Working Paper,
University of Colorado, Boulder.

BHARADWAJ, R.K., and BROOKS, L.D., (1992), "The January Anomaly: Effects of Low Share Price,
Transaction Costs, and Bid-Ask Bias", Journal of Finance, Vol. XLVII, No. 2, pp. 553-575.

BILLETT, M.T., and RYNGAERT, M., (1995), Capital Structure, Asset Structure and Equity Takeover
Premiums in Cash Tender Offers, Revised version of paper presented at the the European
Finance Association Annual Conference, University of Milan, Italy.

BISHOP, M., (1990a), "European or National? The EC's New Merger Regulation", in Continental
Mergers are Different: Strategy and Policy for 1992, Centre for Business Strategy, London
Business School, pp. 105-134.

BISHOP, M., (1990b), "National Merger Regulation in the EC", in Continental Mergers are Different:
Strategy and Policy for 1992, Centre for Business Strategy, London Business School, pp. 178-
191

BISWAS, R., (1990), International Mergers and Acquisitions of Financial Firms, Ph.D. Thesis, Texas
A&M University.

BJERKNES, H.M., and GULLAKSEN, T., (1987), [Norwegian], OppkjØp og Fusjoner Mellom Norske
Borsnoterte Selskap - Øker Dette Aksjonxrenes Avkastning?, [Acquisitions and mergers
between norwegian quoted companies - Does this increase shareholders' wealth?],
Diplomopgave, Bedriftsokonomisk Institutt, Oslo, Norway.

BJØRKLUND, I., (1995), [Norwegian], "Lite Lonnsomt a Skifte Eier" [No large gains from changing
owner], Aftenposten, 15 November, p. 26.

BLACKMAN, A., (1992), "Activity Bounces Back", Acquisitions Monthly, February, p. 22.

BLACKSTONE, L., FRANKS, D., and THAKRAR. S., (1986), The UK as a Tax Haven 1986/87 - A
Guide to Tax Planning Opportunities, The Economist Intelligence Unit, Special Report No.
1059, Economist Publications, London, UK, pp. 1-42.

BLAUG, M., (1980), The Methodology of Economics - or how economists explain, Cambridge Survey
of Economic Literature, Cambridge University Press, Chapters 1 and 2.

BLUME, M.E., and STRAMBAUGH, R.F., (1983), "Biases in Corporate Returns -An Application of the
Size Effect", Journal of Financial Economics, Vol. 12, pp. 387-404.

BOARD, J., POPE, P., and SKERRATT, L., (Eds.), (1991), Databases for Accounting Research,
Research Report, The Institute of Chartered Accountants in England and Wales.

BODDE1NYN, J.J., (1983), "Foreign and Domestic Divestment and Investment Decisions: Like or
Unlike?", Journal of International Business Studies, Winter, pp. 23-25.



BOEHMER, E., MUSUMECI, J., and POULSEN, A.B., (1991), "Event-Study Methodology Under
Conditions of Event-Induced Variance", Journal of Financial Economics, Vol. 30, pp. 253-272.

BOLGER, A., (1992), "Takeover Battle a Rousing But Untypical Climax", Financial Times Supplement,
"The European Top 500", January 13, p. 31.

BOLLEN, B., (1991), "Bigger, Fewer Deals", in survey on "International Mergers & Acquisitions",
Financial Times, November 18, Section I, p. 14.

BORSTADT, L., BRICKLEY, J., and ZWIRLEIN, T., (Undated), Defending Against Hostile Takeovers:
A Review of the Existing Empirical Literature, Unpublished paper, University of Colorado at
Colorado Springs.

BOULTON, L., (1995), "French Water Groups Go Where Profits Still Run Deep, Financial Times,
September 19, p. 26.

BOWERS, H.M., and MILLER, R.E., (1990), "Choice of Investment Banker and Shareholders' Wealth
of Firms Involved in Acquisitions", Journal of the Financial Management Association, Volume
19, Number 4, Winter, pp. 34-44.

BOWIE, D.C., and BRADFIELD, D.J., (1996), Robust Estimation of Beta Coefficients: Evidence From
a Small Stock Market, Working Paper, Department of Actuarial Mathematics and Statistics,
Heriot-Watt University.

BRADLEY, M., (1982), "Interfirm Tender Offers and the Market for Corporate Control", in KEENAN,
M., and WHITE, L.J., Mergers and Acquisitions, Lexington Books, pp. 267-300.

BRADLEY, M., DESAI, A., and KIM, E.H., (1983), "The Rationale Behind Interfirm Tender Offers -
Information or Synergy?", Journal of Financial Economics, Vol. 11, pp. 183-206.

BRADLEY, M., DESAI, A., and KIM, E.H., (1988), "Synergistic Gains from Corporate Acquisitions and
their Division Between the Stockholders of Target and Acquiring Firms", Journal of Financial
Economics, Vol. 21, pp. 3-40.

BRAUER, R.L., and EDWARDS, V., (1988), "US Takeover Rules Go British", International Financial
Law Review, July, pp. 20-23.

BREALEY, R.A., and MYERS, S.C., (1988), Principles of Corporate Finance, Third Edition, McGraw-
Hill International Editions, Finance Series, pp. 793-826 and 839-850.

BREWER, H.L., (1981), "Investor Benefits from Corporate International Diversification", Journal of
Financial and Quantitative Analysis, Volume XVI, No. 1, March, pp. 113-126.

BRICK, I.E., LAWRENCE, J.H., and WEAVER, D., (1982), "Financial Motives in Conglomerate
Mergers: An Empirical Test", in KEENAN, M., and WHITE, L.J., Mergers and Acquisitions,
Lexington Books, pp. 205-221.

BRITTAN, L., (1991), Competition Policy and Merger Control in the Single European Market, Hersch
Lauterpacht Memorial Lectures, University of Cambridge Research Centre for International Law,
Grotius Publications Ltd.

BROCKINGTON, R., (1986), A Concise Dictionary of Accounting and Finance, M&E Professional
Dictionaries.

BROUS, P.A., and KINI, 0., (1993), "A Reexamination of Analysts' Earnings Forecasts for Takeover
Targets", Journal of Financial Economics, Vol. 33, pp. 201-225.

BROWN, M.M., and MacLACHLAN, S., (1991), "Legal Headaches for Buyers Going Into Foreign
Lands", Mergers & Acquisitions (US), March/April, pp. 57-62.

BROWN, S.J., GOETZMANN, W.N., and ROSS, S.A., (1995)," Survival", Journal of Finance, Vol. L,
No. 3, July, pp. 853-873.



BROWN, S.J., and POPE, P.F., (1995), Post-Earnings Announcement Drift?, Working Paper Fin-95-
15, Stern School of Business, New York University.

BROWN, S.J., and WARNER, J.B., (1980), "Measuring Security Price Performance", Journal of
Financial Economics, Vol. 8, pp. 205-258.

BROWN, S.J., and WARNER, J.B., (1985), "Using Daily Stock Returns - The Case of Event Studies",
Journal of Financial Economics, Vol. 14, pp. 3-31.

BRUCE, L., (1988), "The Rise and Rise of Foreign Takeovers", International Management, November,
pp. 24-28.

BUSINESS BRIEFING, (1991a), British Chamber of Commerce, August 16, p. 12.

BUSINESS BRIEFING, (1991b), British Chamber of Commerce, September 27, p. 15

BUSINESS BRIEFING, (1992a), British Chamber of Commerce, June 26, p. 14.

BUSINESS BRIEFING, (1992b), British Chamber of Commerce, August 21, pp. 12-13.

BUSINESS BRIEFING, (1994a), British Chamber of Commerce, February 18, p. 14.

BUSINESS BRIEFING, (1994b), British Chamber of Commerce, March 25, p. 14.

BUSINESS BRIEFING, (1995), British Chamber of Commerce, May 19, p. 14.

BOHNER, R., (1991), "The Success of Mergers in Germany", International Journal of Industrial
Organization, Vol. 9, pp. 513-532.

BYRD, J.W., and HICKMAN, K.A., (1992), "Do Outside Directors Monitor Managers? - Evidence From
Tender Offer Bids", Journal of Financial Economics, Vol. 32, pp. 195-221.

CAKICI, N., HESSEL, C., and TANDON, K., (1996), "Foreign Acquisitions in the United States: Effect
on Shareholder Wealth of Foreign Acquiring Firms", Journal of Banking & Finance, Vol. 20, pp.
307-329.

CAKICI, N., HESSEL, C., and TANDON, K., (1991), "Foreign Acquisitions in the United States and
the Effect on Shareholder Wealth", Journal of International Financial Management and
Accounting, Vol. 3, No. 1, pp. 39-60.

CALVET, A.L., (1981), "A Synthesis of Foreign Direct Investment Theories and Theories of the
Multinational Firm", Journal of International Business Studies, pp. 43-59.

CAMERER, C., (1989), "Bubbles and Fads in Asset Prices", Journal of Economic Surveys, Vol. 3, No.
1, pp. 3-41.

CAO, A.D., (1980), "Foreign Acquisition in the U.S. - A Neomercantilist Challenge", Californian
Management Review, Vol. XXII, No. 4, Summer, pp. 47-55.

CARLETON, W.T., GUILKEY, D.K., HARRIS, R.S., and STEWART, J.F., (1983), "An Empirical
Analysis of the Role of the Medium of Exchange in Mergers", Journal of Finance, Vol. 48, No.
3, June, pp. 813-826.

CAVES, R.E., (1971), "International Corporations: The Industrial Economics of Foreign Investment",
Economica, Vol. XXXVIII, No. 149, pp. 1-27.

CAVES, R.E., (1988), Exchange-Rate Movements and Foreign Direct Investment in the United States,
Discussion Paper No. 1383, Harvard Institute of Economic Research, Harvard University,
Cambridge, Massachusetts, May.

CAVES, RE., (1993), "Comment" to VERNON, R., "Where Are the Multinationals Headed?", in
FROOT, K.A., (Ed.), Foreign Direct Investment, University of Chicago Press, Chicago and
London, pp. 79-83.



CEBENOYAN, A.S., PAPAIOANNOU, G.J., and TRAVLOS, N.G., (1992), "Foreign Takeover Activity
in the U.S. and Wealth Effects for Target Firm Shareholders", Financial Management, Vol. 21,
Iss. 3, Autumn, pp. 58-68.

CENTRAL STATISTICAL OFFICE (CSO), (1995), Acquisition and Mergers Involving UK Companies,
CSO (95) 165, August.

CHARKHAM, J.P., (1994), Keeping Good Company - A Study of Corporate Governance in Five
Countries, Clarendon Press, Oxford University Press.

CHEN, N-F., (1988), "Equilibrium Asset Pricing Models and the Firm Size Effect", in DIMSON, E. (Ed.),
Stock Market Anomalies, Cambridge University Press, Cambridge, pp. 179-196

CHENG, L.T.W., and CHAN, K.C., (1995), "A Comparative Analysis of the Characteristics of
International Takeovers", Journal of Business Finance & Accounting, Vol. 22, No. 5, pp. 637-
657.

COHEN, D., (1991), "Fund Management: Foreigners Who Bought UK Firms Were Seeking Synergy.
Did They Find It?", Financial Times, November 11, Section 2, p. 23.

COHEN, K.J., HAWAWINI, G.A., MAIER, S.F., SCHWARTZ, R.A., and WHITCOMB, D.K., (1983),
"Friction in the Trading Process and the Estimation of Systematic Risk", Journal of Financial
Economics, Vol. 12, pp. 263-278.

COLEY, S., REINTON, S., and WELCH, J., (1980), "The High Mortality Rate in Playing Unfamiliar
Turf', reprint in MCKINSEY & COMPANY INC., Shareholder Value Creation in Major
Acquisition Programmes.

COMMISSION OF THE EUROPEAN COMMUNITIES, (1990), "Community Merger Control Law",
Bulletin of the European Communities, Supplement 2/90.

CONFEREDRATION OF BRITISH INDUSTRY (CBI), (1990), "Contested Takeovers - EC Revises
Takeover Directive", CB/ News, November, pp. 22-23.

CONN, R.L., and CONNELL, F., (1990), "International Mergers: Returns to U.S. and British Firms",
Journal of Business Finance & Accounting, Vol. 17, No. 5, Winter, pp. 689-711.

CONNELL, F., and CONN, R.L., (1993), "A Preliminary Analysis of Shifts in Market Model Regression
Parameters in International Mergers Between US and British Firms: 1970-1980", Managerial
Finance, Vol. 19, No. 1, pp. 47-77.

COOKE, T.E., (1986), Mergers and Acquisitions, Basil Blackwell, pp. 11-19, 25-70, 76-86, 104-107 and
167-180.

COOKE, T.E., (1988), International Mergers and Acquisitions, in association with Arthur Young
International, Basil Blackwell, pp. 1-82 and 378-414.

COOPERS AND LYBRAND (1989), Barriers to Takeovers in the European Community, A study for the
Department of Trade and Industry, Vol. 1.

CORNETT, M.M., and DE, S., (1991), "Common Stock Returns in Corporate Takeover Bids: Evidence
from Interstate Bank Mergers", Journal of Banking and Finance, Vol. 15, pp. 273-295.

CORNETT, M.M., and TEHRANIAN, H., (1992), "Changes in Corporate Perfromance Associated with
Bank Acquisitions", Journal of Financial Economics, Vol. 31, pp. 211-234.

CORRIGAN, T., (1991), "Banks Get Tougher", in survey on "International Mergers & Acquisitions",
Financial Times, November 18, Section I, p. 14.

COSH, A., HUGHES, A., and SINGH, A., (1980), "The Causes and Effects of Takeovers in the United
Kingdom: An Empirical Investigation for the Late 1960s at the Microeconomic Level", in
MUELLER, D.C., (Ed.), The Determinants and Effects of Mergers; An International
Comparison, Oelgeschlager, Gunn & Hain Publishers, pp. 227-270.



COTTER, J.F., and ZENNER, M., (1994), "How Managerial Wealth Affects the Tender Offer Process",
Journal of Financial Economics, Vol. 35, pp. 63-97.

COUTTS, J.A., MILLS, T.C., and ROBERTS, J., (1994), Misspecification of the Market Model: The
Implications for Event Studies, Discussion Paper No. 94.36, Economics, Sheffield University
Management School, September.

COUTTS, J.A., MILLS, T.C., and ROBERTS, J., (1995), The Market Model and Event Study
Methodology: A Synthesis of Econometric Criticisms, Paper presented at the British Accounting •
Association National Conference, University of the West of England, April.

COWAN, A.R., (1993), "Tests for Cumulative Abnormal Returns over Long Periods: Simulation
Evidence", International Review of Financial Analysis, Vol. 2, No. 1, pp. 51-68.

COWAN, A.R., and LINN, S.C., (1993), Expectations and the Gains from Cash Tender Offers,
Unpublished Paper, Iowa State University/University of Oklahoma.

CROOK, J., (1995), "Time Series Explanations of Merger Activity: Some Econometric Evidence",
International review of Applied Economics, Vol. 9, pp. 59-85.

CUNNINGHAM, S.W., (1973), "The Predictability of British Stock Market Prices", Applied Statistics
(Journal of the Royal Statistical Society (Series C)), Vol. 22, No. 3, pp. 315-331.

DANBOLT, J., (1994), Cross-Border Acquisitions Into the United Kingdom (1986-1991); An Analysis
of Gains Losses to Shareholders of Foreign Bidding Companies, Working Paper, No. 33,
Heriot-Watt Business School, Heriot-Watt University, Edinburgh, Scotland.

DANBOLT, J., (1995a), An Analysis of Gains and Losses to Shareholders of Foreign Bidding
Companies Engaged in Cross-Border Acquisitions Into the United Kingdom - 1986-199/,
Working Paper, No. 45, Heriot-Watt Business School, Heriot-Watt University, Edinburgh,
Scotland.

DANBOLT, J., (1995b), "An Analysis of Gains and Losses to Shareholders of Foreign Bidding
Companies Engaged in Cross-Border Acquisitions Into the United Kingdom - 1986-1991",
European Journal of Finance, Vol. 1, No. 3, pp. 279-309.

DANIEL, W.W., (1990), Applied Nonparametric Statistics, Second Edition, PWS-KENT Publishing
Company, Boston, pp. 319-329.

DANIELL, M., (1988), "If The Price is Right", Management Today, October, pp. 135-142.

DATASTREAM INTERNATIONAL, Computerised on-line financial database.

DATTA, D.K., and PUIA, G., (1995), "Cross-Border Acquisitions: An Examination of the Influence of
Relatedness and Cultural Fit on Shareholder Value Creation in U.S. Acquiring Firms",
Management International Review, Vol 35, No. 4, 1995, pp. 337-359.

DAVIES, S., (1995), Mergers and Acquisitions in European Financial Services, FT Financial Publishing,
Pearson Professional Ltd.

DAVIS, E., (1990), "Synergies and the Motivations for Cross Border Merger", in Continental Mergers
are Different: Strategy and Policy for 1992, Centre for Business Strategy, London Business
School, pp. 47-63.

DAVIS, E.P., (1991), "International Diversification of Institutional Investors", Bank of England
Discussion Papers, Technical Series, No. 44, September, pp. 10-16.

DAWKINS, W., (1991), "Corporate Raiders Slip Back", in survey on "International Mergers &
Acquisitions", Financial Times, November, Section I, p. 16.

DAWKINS, W., (1992), "France - Acquisitions Give Companies a Lift", Financial Times Supplement,
"The European Top 500", January 13, p. 15.



DE, S., FEDENIA, M., and TRIANTIS, A.J., (1996)„ "Effects of Competition on Bidder Returns",
Journal of Corporate Finance, Vol. 2, pp. 261-282.

DeANGELO, H., and RICE, E.M., (1983), "Antitakeover Amendments and Stockholder Wealth", Journal
of Financial Economics, Vol. 11, pp. 329-360.

DEPARTMENT OF TRADE AND INDUSTRY (DTI) (1991), Competition Policy - How it Works, HMSO.

DEWENTER, K.L., (1995a), "Does the Market React Differently to Domestic and Foreign Takeover
Announcements? Evidence from the U.S. Chemical and Retail Industries", Journal of Financial
Economics, Vol. 37, pp. 421-441.

DEWENTER, K.L., (1995b), "Do Exchange Rate Changes Drive Foreign Direct Investment", Journal
of Business, Vol. 68, No. 3, July, pp. 405-433.

DICKSON, M., (1991), "National Patterns Found in Foreign Investment in US", Financial Times,
September 26, Section II, p. 33.

DICKSON, M., (1992), "US: In the 1980s Credit Was Easy - But Things Have Changed - Bout of
Painful Adjustment", Financial Times Survey: "Corporate Finance", Financial Times, July 3,
Section IV, p. II.

DICKSON, T., (1992), "Euro-Scepticism Slows an Inevitable Process", in Financial Times Survey on
"International Mergers and Acquisitions", p. 30.

DIMSON, E., and MARSH, P., (1988), "The Impact of the Small Firm Effect on Event Studies", in
DIMSON, E. (Ed.), Stock Market Anomalies, Cambridge University Press, Cambridge, pp. 220-
239.

DIMSON, E., (1979), "Risk Measurement When Shares are Subject to Infrequent Trading", Journal of
Financial Economics, Vol. 7, pp. 197-226.

DIMSON, E., and FRALETTI (1986), "Brokers' Recommendations: The Value of a Telephone Tip", The
Economic Journal, Vol. 96, pp. 139-159.

DIMSON, E., and MARSH, P.R., (1983), "The Stability of UK Risk Measures and The Problem of Thin
Trading", Journal of Finance, Vol. )0=111, No. 3, June, pp. 753-783.

DIMSON, E., and MARSH, P., (1984), "An Analysis of Brokers' and Analysts' Unpublished Forecasts
of UK Stock Returns", Journal of Finance, Vol. XXXIV, No. 5, pp. 1257-1292.

DIMSON, E., and MARSH, P., (1986), "Event Study Methodologies and the Size Effect - The Case of
UK Press Recommendations", Journal of Financial Economics, Vol. 17, pp. 113-142.

DODD, P., (1980), "Merger Proposals, Management Discretion and Stockholder Wealth", Journal of
Financial Economics, Vol. 8, pp. 105-137.

DODD, R., and RUBACK, R., (1977), "Tender Offers and Stockholder Returns - An Empirical
Analysis", Journal of Financial Economics, Vol. 5, pp. 351-373.

DODDS, J.C., and QUEK, J.P., (1985), "Effect of Mergers on the Share Price Movement of the
Acquiring Firms: A UK Study", Journal of Business Finance & Accounting, Vol. 12, No. 2,
Summer, pp. 285-296.

DOUKAS, J., (1995a), Overinvestment, Tobin's Q and Gains from Foreign Acquisitions, Working
Paper, Old Dominion University.

DOUKAS, J., (1995b), "Overinvestment, Tobin's Q and Gains from Foreign Acquisitions", Journal of
Banking and Finance, Vol. 19, pp. 1285-1303.

DOUKAS, J., and TRAVLOS, N.G., (1988), "The Effect of Corporate Multinationalism on Shareholders'
Wealth: Evidence from International Acquisitions", Journal of Finance, Vol. XLIII, No. 5,
December, pp; 1161-1175.



DRAPER, P., and PAUDYAL, K., (1995), "Empirical Irregularities in the Estimation of Beta: The Impact
of Alternative Estimation Assumptions and Procedures", Journal of Business Finance &
Accounting, Vol. 22, No. 1, pp. 157-177.

DRUCKER, P.F., (1987), The Frontiers of Management, William Heinemann Ltd., London, pp. 231-260.

DYCKMAN, T., PHILBRICK, D., and STEPHAN, J., (1984), "A Comparison of Event Study
Methodologies Using Daily Stock Returns: A Simulation Approach", Journal of Accounting
Research, Vol. 22, Supplement 1987, pp. 1-30.

ECKBO, B.E., (1983), "Horizontal Mergers, Collusion, and Stockholder Wealth", Journal of Financial
Economics, Vol. 21, pp. 241-273.

ECKBO, B.E., (1985), "Mergers and the Market Concentration Doctrine: Evidence from the Capital
Market", Journal of Business, Vol. 58, No. 3, pp. 325-349.

ECKBO, B.E., GIAMMARINO, R.M., and HEINKEL, R.L., (1990), "Asymmetric Information and the
Medium of Exchange in Takeovers: Theory and Tests", The Review of Financial Studies, Vol.
3, No. 4, pp. 651-675.

ECKBO, B.E., and LANGOHR, H., (1989), "Information Disclosure, Method of Payment, and Takeover
Premiums - Public and Private Tender Offers in France", Journal of Financial Economics, Vol.
24, pp. 363-403.

THE ECONOMIST, (1989), "Europe's Internal Market", Survey on "EEC 1992", July 8th, pp. 24-43 (of
survey).

THE ECONOMIST, (1991a), "Europe's Corporate Castles Begin to Crack", November 30th, pp. 81-82.

THE ECONOMIST, (1991b), "School Brief - The Business of Europe", December 7th, pp. 67-70.

THE ECONOMIST, (1991c), "Pre-Merger Management", December 7th, p. 99.

THE ECONOMIST, (1991-92a), "Takeovers a la Carte", December 21st - January 3rd, p. 13.

THE ECONOMIST, (1991-92b), "Business This Year", December 21st - January 3rd, p. 87.

THE ECONOMIST, (1992a), "Mad Mergers in Europe", February 1st, p. 18.

THE ECONOMIST, (1992b), "Perrier Bottled", March 21st, p. 102.

THE ECONOMIST, (1992c), "Europe's sale of the Century", July 4th, pp. 71-72.

THE ECONOMIST, (1992d), "In Search of Inefficiency", September 5th, p. 105.

THE ECONOMIST, (1992e), "Bidding for Europe's Takeover Business", September 12th, pp. 103-104.

THE ECONOMIST, (1992f), "Another World", in a Survey of the "World Economy", September 19th,
pp. 14-18.

THE ECONOMIST, (1994), "Watching the Boss", Survey on "Corporate Governance", January 29.

THE ECONOMIST, (1995), "Late Nights in the M&A Lab", November 11th, pp. 123-124.

THE ECONOMIST, (1996), "How now old Dow?", May 25th, p. 117.

ELGERS, P., AND CLARK, J., (1980), "Merger Types and Shareholder Returns: Additional Evidence",
Financial Management, Summer, pp. 66-72

ELTON, E.J., and GRUBER, M.J., (1991), Modern Portfolio Theory and Investment Analysis, Fourth
edition, John Wiley & Sons, Inc., Singapore, pp. 247-279.



ENGLE, R.F., and ROTHSCHILD, M., (1992), "Editor's Introduction; Statistical Models for Financial
Volatility", Journal of Econometrics, Vol. 52, pp. 1-4.

ERRUNZA, V.R., and SENBET, L.W., (1981), "The Effects of International Operations on the Market
Value of the Firm: Theory and Evidence", Journal of Finance, Vol. XXXVI, No. 2, May, pp. 401-
417

EUN, C.S., KOLODNY, R., and SCHERAGA, C., (1995), Cross-Border Acquisitions and Shareholder
Wealth: Tests of the Synergy Hypothesis, unpublished working paper, Georgia Institute of
Technology/University of Maryland.

EUROPEAN COMMISSION (1995), "Mergers and Acquisitions", European Economy, Directorate-
General for Economic and Financial Affairs, Supplement A, Economic Trends, No. 3, March,
pp. 1-15.

FAIRBURN, J.A., (1990), "The Evolution of Merger Policy in Britain", in FAIRBURN, J.A., and KAY,
J.A. (Ed.), Mergers & Merger Policy, Oxford University Press, pp. 193-230.

FAIRBURN, J.A., and KAY, J.A., (1990), Mergers & Merger Policy, Oxford University Press, pp. 1-29.

FAMA, E.F., (1970), "Efficient Capital Markets: A Review of Theory and Empirical Work", Journal of
Finance, Vol. XXV, No. 2, May, pp. 383-417

FAMA, E.F., (1980), "Agency Problems and the Theory of the Firm", Journal of Political Economy, Vol.
88, No. 21, pp. 288-307.

FAMA, E.F., (1991), "Efficient Capital Markets: II", Journal of Finance, Vol. XLVI, No. 5, December, pp.
1575-1617.

FAMA, E.F., FISHER, L., JENSEN, M.C., and ROLL, R., (1969), "The Adjustment of Stock Prices to
New Information", International Economic Review, Vol 10, No 1, February, pp. 1-21.

FAMA, E.F., and FRENCH, K.R., (1992), "The Cross-Section of Expected Stock Returns", Journal of
Finance, Vol. XLVII, No. 2, June, pp. 427-466.

FAMA, E.F., and FRENCH, K.R., (1996), "Multifactor Explanations of Asset Pricing Anomalies",
Journal of Finance, Vol. LI, No. 1, March, pp. 55-84. 	 -c

FATEMI, A.M., (1984), "Shareholder Benefits from Corporate International Diversification", Journal of
Finance, Vol. )(XXIX, No. 5, December, pp. 1325-1344.

FATEMI, A.M., and FURTADO, E.P.H., (1988), "An Empirical Investigation of the Wealth Effects of
Foreign Acquisitions", in KHOURY, S.J., and GHOSH, A., (Ed.), Recent Developments in
International Banking and Finance, Vol. 2, Lexington Books, pp. 363-379.

FEILS, D.J., (1993), Shareholder Wealth Effects of International Mergers and Acquisitions: Evidence
from the United States, the United Kingdom, and Germany, PhD Thesis, University of South
Carolina.

fNANCIAL TIMES, (1996), "100 Years of the Dow", 28 May, P. 29.

FINNEY, M.J., and DIXON, J.C., (Eds.), (1991), Tolley's International Tax Planning, Tolley's Publishing
Company Ltd.

FIRTH, M., (1976), Share Prices and Mergers, Saxon House, Lexington Books, pp. 70-123.

FIRTH, M., (1978), "Synergism in Mergers: Some British Results", The Journal of Finance, Vol XXXIII,
No 2, May, pp. 670-672.

FIRTH, M., (1979), "The Profitability of Takeovers and Mergers", The Economic Journal, Vol. 89, June,
pp. 316-328.



FIRTH, M., (1980), "Takeovers, Shareholders Returns, and the Theory of the Firm", The Quarterly
Journal of Economics, March, pp. 235-260.

FIRTH, M., (1991), "Corporate Takeovers, Shareholder Returns and Executive Rewards", Managerial
and Decision Economics, Vol. 12, pp. 421-428.

FISHMAN, M.J., (1989), "Preemptive Bidding and the Role of the Medium of Exchange in Acquisitions",
Journal of Finance, Vol. XLIV, No. 1, March, pp. 41-57.

FOWLER, D.J., and RORKE, C.H., (1983), "Risk Measurement When Shares are Subject to Infrequent
Trading; Comment", Journal of Financial Economics, Vol. 12, No. 2, pp. 279-283.

FOWLER, D.J., RORKE, C.H., and JOG, V.M., (1980), "Thin Trading and Beta Estimation Problems
on the Toronto Stock Exchange", Journal of Business Administration, Vol. 12, No. 1, pp. 77-90.

FOWLER, K.L., and SCHMIDT, D.R., (1989), "Determinants of Tender Offer Post-Acquisition Financial
Performance", Strategic Management Journal, Vol. 10, pp. 339-350.

FOX, I., and MARCUS, A.A., (1989), The Causes and Consequences of Management Buyouts, Paper
presented at the Strategic Management Society Conference on The New Wave of Mergers,
Acquisitions, and Alliances, Paris, June 22-23rd.

FRANKS, J.R., BROYLES, J.E., and HECHT, M.J., (1977), "An Industry Study of the Profitability of
Mergers in the United Kingdom", Journal of Finance, Vol. XXXII, No. 5, December, pp. 1513-
1525.

FRANKS, J.R., and HARRIS, R.S., (1989), "Shareholder Wealth Effects of Corporate Takeovers - The
UK Experience 1955-1985", Journal of Financial Economics, Vol. 23, pp. 225-249.

FRANKS, J., and HARRIS, R., (1990), "Shareholder Wealth Effects of UK Take-Overs: Implications
for Merger Policy", in FAIRBURN, J.A., and KAY, J.A. (Ed.), Mergers & Merger Policy, Oxford
University Press, pp. 148-174.

FRANKS, J.R., HARRIS, R.S., and MAYER, C., (1988), "Means of Payment in Takeovers: Results for
the United Kingdom and the United States", in AUERBACH, A.J., (Ed.), Corporate takeovers:
Causes & Consequences, University of Chicago Press, Chicago, pp. 221-263.

FRANKS, J., HARRIS, R., and TITMAN, S., (1991), "The Postmerger Share-Price Performance of
Acquiring Firms", Journal of Financial Economics, Vol. 29, pp. 81-96.

FRANKS, J., and MAYER, C., (1990), "Capital Markets and Corporate Control: A Study of France,
Germany and the UK", in Continental Mergers are Different: Strategy and Policy for 1992,
Centre for Business Strategy, London Business School, pp. 135-158.

FRANKS, J., and MAYER, C., (1994), The Ownership and Control of German Corporations, London
Business School and University of Warwick, Unpublished Workingpaper.

FRANKS, J., and MAYER, C., (1996), "Hostile Takeovers and the Correction of Managerial Failure",
Journal of Financial Economics, Vol. 40, pp. 163-181.

FRANKS, J., MAYER, C., and RENNEBOOG, L., (1995), The Role of Large Share Stakes in Poorly
Performing Companies, Paper presented at the European Finance Association Annual
Conference, University of Milan, Italy.

FRANCIS, J., PHILBRICK, D., and SCHIPPER, K., (1993), Shareholder Litigation Based on Earnings-
Related Announcements, Unpublished Paper, Institute of Professional Accounting at the
University of Chicago.

FRASER, P., (1996), "Discussion of Large Shareholders, Takeovers and target Valuation" by
SUDARSANAM, S., Journal of Business Finance and Accounting, Vol. 23, No. 2, March, pp.
315-317.



FROOT, K.A., (1993), "Comment" to GRAHAM, E.M., and KRUGMAN, P.R., "The Surge in Foreign
Direct Investment in the 1980s", in FROOT, K.A., (Ed.), Foreign Direct Investment, University
of Chicago Press, Chicago and London, pp. 33-35.

FROOT, K.A., and STEIN, J.C., (1991), "Exchange Rates and Foreign Direct Investment: An Imperfect
Capital Markets Approach", Quarterly Journal of Economics, Vol. 106, pp. 1191-1217.

GANT, J., (1991), "European Deal Flows Continues in Steady Decline", Acquisitions Monthly, Tudor
House Publications Limited, December, p. 18.

GANT, J., (1992), "Europe - The Call for Rules, Regulation and a Sense of Fair Play", Acquisitions
Monthly, February, pp. 28-35.

GARRETT, I., (1991), On the Implication and Interpretation of the Market Model: An Alternative
Approach, Discussion Paper 91-05, Centre for Empirical Research in Finance, Department of
Economics, Brunel, The University of West London.

GEROSKI, P., and VLASSOPOULOS, A., (1990), "European Merger Activity: A Response to 1992?",
in Continental Mergers are Different: Strategy and Policy for 1992, Centre for Business
Strategy, London Business School, pp. 22-46.

GOLBE, D.L., and WHITE, L.J., (1988), Mergers and Acquisitions in the U.S. Economy: An Aggregate
and Historical Overview, in AUERBACH, A.J., (1988), Mergers and Acquisitions, University of
Chicago Press, pp. 25-47.

GOLDBERG, W.H., (1983), Mergers - Motives, Modes, Methods, Gower Publishing Company, pp. 1-
16.

GONZALES, P., (1993), Financial Characteristics of Companies Involved ion Cross-Border Mergers
and Acquisitions, PhD Thesis, Lehigh University.

GORDON, HA., (1990), 1992, and the Cultural Barriers to Cross-Border Mergers and Acquisitions,
Honours Dissertation, Department of Accountancy and Finance, Heriot-Watt University, pp. 20-
34.

GORDON, M., AND YAGIL, J., (1981), "Financial Gains From Conglomerate Mergers", in LEVY, H.,
(Ed.), Research in Finance, Vol. 3., Greenwich, Con., J.A.I. Press.

GOWLAND, D.H., (1990), Finance and Takeovers, The David Hume Institute, Hume Occasional Paper
No. 30.

GRAHAM, E.M., and KRUGMAN, P.R., (1993), "The Surge in Foreign Direct Investment in the 1980s",
in FROOT, K.A., (Ed.), Foreign Direct Investment, University of Chicago Press, Chicago and
London, pp. 13-33.

GRAY, S.J., and McDERMOTT, M.C., (1988), "International Mergers and Takeovers: A Review of
Trends and Recent Developments", European Management Journal, Vol. 6, No. 1, February,
pp. 26-43.

GREEN, M.B., (1990), Mergers and Acquisitions; Geographical and Spatial Perspectives, Routledge,
London, pp. 1-21 and 114-135.

GREENFIELD, L., (1991), "Third Quarter Collapse - UK Acquirors Continue to Pay Lower Than
Average Premiums for Their Targets", Acquisitions Monthly, Tudor House Publications Limited,
November, p. 22.

GREENFIELD, L., (1992), "Foreign Bidders Pay for Strategic Moves", Acquisitions Monthly, February,
P. 18.

GRINOLD, R.C., (1993), "Is Beta dead Again?", Financial Analysts Journal, July-August, pp. 28-34.

GROSSE, R., and TREVINO, L.J., (1996), "Foreign Direct Investment in the United States: An Analysis
By Country of Origin", Journal of International Business Studies, Vol. 27, No. 1, pp. 139-155.



GUJARATI, D.N., (1988), Basic Econometrics, Second Edition, McGraw-Hill Book Co., Singapore, pp.
316-342.

GUPTA, A., and MISRA, L., (1989), "Public Information and Pre-Announcement Trading in Takeover
Stocks", Journal of Economics and Business, Vol. 41, pp. 225-233.

GORRISSEN, S., (1987), [Norwegian], Fusjoner og Oppkjop i USA, [Mergers and Acquisitions in USA],
Diplomoppgave for sivilokonomstudiet, Norges Handelshoyskole, Bergen.

HALPERN, P.J., (1973), "Empirical Estimates of the Amount and Distribution of Gains to Companies
in Mergers", Journal of Business, Vol. 46, October, pp. 554-575.

HAMILL, J., (1988), "British Acquisitions in the United States", National Westminster Bank Quarterly
Review, August, pp. 2-17.

HAMILL, J., (1991a), Changing Patterns of International Business: Crossborder Mergers, Acquisitions
and Strategic Alliances, Paper presented at the Academy of International Business, UK Region
Annual Conference, 12th-13th April, London.

HAMILL, J., (1991b), "Strategic Restructuring Through International Acquisitions and Divestments",
Journal of General Management, Vol. 17, No. 1, Autumn.

HANDA, P., KOTHARI, S.P., and WASLEY, C., (1993), "Sensitivity of Multivariate Tests of the Capital
Asset-Pricing Model to the Return Measurement Interval", Journal of Finance, Vol. XLVIII, No.
4, September, pp. 1543-1551.

HANNAH, L., (1990), "Free Trade in Companies: Does Nationality Matter", in Continental Mergers are
Different: Strategy and Policy for 1992, Centre for Business Strategy, London Business School,
pp. 159-177.

HANNIGAN, (1988), insider Dealing, Kluwer Law Publishers.

HANSEN, R.G., (1987), "A Theory of the Choice of Exchange Medium in Mergers and Acquisitions",
Journal of Business, Vol. 60, No. 1, pp. 75-95.

HANSON, R.C., (1992), "Tender Offers and Free Cash Flow: An Empirical Analysis", The Financial
Review, Vol. 27, No. 2, May, pp. 185-209.

HARRIS, R.J., and NICHOLLS, J.R., (1988), "Methodology in International Acquisitions: An
Exploratory Study", Managerial and Decision Economics, Vol. 9, pp. 101-107.

HARRIS, R.S., and RAVENSCRAFT, D., (1991), "The Role of Acquisitions in Foreign Direct
Investment: Evidence from the U.S. Stock Market", Journal of Finance, Vol. XLVI, No. 3, July,
pp. 825-844)

HARRIS, R.S., and RAVENSCRAFT, (1992), "Foreign Takeovers" in NEWMAN, P., MILGATE, M.,
and EA1VVELL, J., (Eds.), (1992), The New Palgrave Dictionary of Money & Finance,
MacMillan Press, London, pp. 174-179.

HARRIS, R.S., STEWART, J.F., and CARLETON, W.T., (1982), "Financial Characteristics of Acquired
Firms", in KEENAN, M., and WHITE, L.J., Mergers and Acquisitions, Lexington Books, pp.
223-241.

HAUGEN, R.A., and LANGETIEG, T.C., (1975), "An Empirical Test for Synergism in Mergers", Journal
of Finance, Vol. )0(X, No. 4, September, pp. 1003-1014.

HAW, I.M., PASTENA, V.S., and LILIEN, S.B., (1990), "Market Manifestation of Nonpublic Information
Prior to Mergers: The Effect of Ownership Structure", The Accounting Review, Vol 65, No 2,
April, pp. 432-451.

HAYES III, S.L., and TAUSSIG, R.A., (1967), "Tactics of Cash Takeover Bids", in "Mergers and
Acquisitions Series", Reprints from the Harvard Business Review, March-April, pp. 1-14.



HAYN, C., (1989), "Tax Attributes as Determinants of Shareholder Gains in Corporate Acquisitions",
Journal of Financial Economics, Vol. 23, pp. 121-153.

HEALY, P.M., and PALEPU, K.G., (1993), "International Corporate Equity Acquisitions: Who, Where,
and Why?", in FROOT, K.A., (Ed.), Foreign Direct Investment, University of Chicago Press,
Chicago and London, pp. 231-250.

HEALEY, P.M., PALEPU, K.G., and RUBACK, R.S., (1992), "Does Corporate Performance Improve
After Mergers?", Journal of Financial Economics, Vol. 31, pp. 135-175.

HELM, D., (1990), "Mergers, Take-Overs and the Enforcement of Profit Maximization", in FAIRBURN,
J.A., and KAY, J.A. (Ed.), Mergers & Merger Policy, Oxford University Press, pp. 133-147.

HERMAN, E.S., and LOWENSTEIN, L., (1988), "The Efficiency Effects of Hostile Takeovers", in
COFFEE Jr., J.C., LOWENSTEIN, L., and ROSE-ACERMAN, S., Knights, Raiders, and
Targets - The Impact of Hostile Takeovers, Oxford University Press, pp. 211-240.

HIGSON, C.J., (1986), Business Finance, Butterworths, London, pp. 419-440.

HIGSON, C., and ELLIOTT, J., (1992), Accounting and Share Price Performance of UK Mergers and
Acquisitions, Paper presented at the Institute of Chartered Accountants in England and Wales
Financial Accounting and Auditing Research Conference, London Business School, 13-14 July.

HILL SAMUEL BANK LIMITED in association with CBI Initiative 1992, (1989), Mergers, Acquisitions
and Alternative Corporate Strategies, Mercury Books, W.H.Allen & Co. Plc., pp. 107-116.

HIPPE, I., (1990), [Norwegian], Det Nye Markedet i Bedrifter - Ovemasjonalt Eierbytte,
Finansspekulasjon of Fusjonskontroll, [The New Market in Companies - Supranational
Exchange of Ownership, Finance speculation and Merger Control], FAFO-rapport nr. 103.

HIRSHLEIFER, D., and TITMAN, S., (1990), "Share Tendering Strategies and the Success of Hostile
Takeover Bids", Journal of Political Economy, Vol. 98, No. 21, pp. 295-324.

HISEY, K.B., and CAVES, R.E., (1985), "Diversification Strategy and Choice of Country: Diversifying
Acquisitions Abroad by U.S. Multinationals, 1978-1980", Journal of International Business
Studies, Vol. 15, Summer, pp. 51-64.

HOLL, P., and PICKERING, J.F., (1988), "The Determinants and Effects of Actual, Abandoned and
Contested Mergers", Managerial and Decision Economics, Vol. 9, pp. 1-19.

HUANG, Y-S, AND WALKLING, R.A., (1987), "Target Abnormal Returns Associated with Acquisition
Announcements - Payment, Acquisition Form, and Managerial Resistance", Journal of Financial
Economics, Vol. 19, pp. 329-349.

HUGHES, A., (1990), "The Impact of Merger: A Survey of Empirical Evidence for the UK", in
FAIRBURN, J.A., and KAY, J.A. (Ed.), Mergers & Merger Policy, Oxford University Press, pp.
30-98.

HUGHES, A., MUELLER, D.C., and SINGH, A., (1980a), "Hypotheses About Mergers", in MUELLER,
D.C., (Ed.), The Determinants and Effetcs of Mergers; An International Comparison,
Oelgeschlager, Gunn & Hain Publishers, pp. 27-66.

HUGHES, A., MUELLER, D.C., and SINGH, A., (1980b), "Competition Policy in the 1980s: The
Implications of the International Merger Wave", in MUELLER, p.c., (Ed.), The Determinants
and Effetcs of Mergers; An International Comparison, Oelgeschlager, Gunn & Hain Publishers,
pp. 315-335.

HUGHES, J.S., LOGUE, D.S., and SWEENEY, R.J., (1975), "Corporate International Diversification
and Market Assigned Measures of Risk and Diversification", Journal of Financial and
Quantitative Analysis, November, pp. 627-637.

HULL, J., (1989), Options, Futures, and Other Derivative Securities, Prentice-Hall, pp. 88-90.



HUTTON, B., (1992), "Acquisition Deals Fall in Value", Financial Times, 20 May, Section I, p. 9.

HYDE, D., ELLERT, J., and KILLING, J.P., (1991), "The Nestle Takeover of Rowntree: A Case
Study", European Management Journal, Vol. 9, No. 1, March, pp. 1-17.

HYMER, S.H., (1976), The International Operations of National Firms: A Study of Direct Foreign
Investment, MIT Press, Cambridge, Massachusetts.

JACK, R.B., (1991), How Level a Playing Field Does Company Law Provide?, The David Hume
Institute, Hume Occasional Paper No. 30.

JACOBS, B.I., and LEVY, K.N., (1988), "Disentangling Equity Return Regularities: New Insights and
Investment Opportunities", Financial Analysts Journal, May-June, pp. 18-43.

JACQUEMIN, A., BUIGUES, P., and ILZKOCITZ, F., (1989), "Horizontal Mergers and Competition
Policy in the European Community", European Economy, No. 40, Commission of the European
Communities, Directorate-General for Economic and Financial Affairs, May, pp. 1-57.

JACQUILLAT, B., and SOLNIK, B., (1978), "Multinationals are Poor Tools for Diversification", Journal
of Portfolio Management, Winter, pp. 8-12.

JARRELL, G.A., BRICKLEY, J.A., and NETTER, J.M., (1988), "The Market for Corporate Control: The
Empirical Evidence Since 1980", Journal of Economic Perspectives, Vol. 2, No. 1, Winter, pp.
49-68.

JARRELL, G.A., and POULSEN, A.B., (1989), "The Returns to Acquiring Firms in Tender Offers:
Evidence from Three Decades", Financial Management, Vol. 18, No. 3, Winter, pp. 12-19.

JENKINSON, T., and MAYER, C., (1991), Takeover Defence Strategies, Oxford Economic Research
Associates Ltd., May, pp. 7-45.

JENNINGS, R.H., and MAllERO, M.A., (1991), "Stock Price Movements Around Acquisition
Announcements and Management's Response", Journal of Business, Vol. 64, No. 2, pp. 139-
163.

JENSEN, M.C., (1986a), "The Takeover Controversy: Analysis and Evidence", Midland Corporate
Finance Journal, pp. 6-32.

JENSEN, M.C., (1986b), "Agency Costs of Free Cash Flow, Corportate Finance, and Takeovers",
American Economic Review, Vol. 76, No. 2, May, pp. 323-329.

JENSEN, M.C., (1988), "Takeovers: Their Causes and Consequences", Journal of Economic
Perspectives, Vol. 2, No. 1, Winter, pp. 21-48.

JENSEN, M.C., and MECKLING, W.H., (1976), "Theory of the Firm: Managerial Behavior, Agency
Costs and Ownership Structure", Journal of Financial Economics, Vol. 3, pp. 305-360.

JENSEN, M.C., and RUBACK, R.S., (1983), "The Market for Corporate Control - The Scientific
Evidence", Journal of Financial Economics, Vol. 11, pp. 5-50.

JONQUIERES, G.D., (1992), "Decline in Cross-Border Deals", Financial Times, January 10, Section
II, p. 17.

JONQUIERES, G.D., and DAWKINS, W., (1992), "An Appetite for Acquisitions", Financial Times,
January 27, Section I, p. 12.

KANG, J-K, (1993), "The International Market for Corporate Control - Mergers and Acquisitions of U.S.
Firms by Japanese Firms", Journal of Financial Economics, Vol. 34, pp. 345-371.

'CAPLAN, S.N., and WEISBACH, M.S., (1992), "The Success of Acquisitions: Evidence from
Divestitures", Journal of Finance, Vol. XLVII, No. 1, March, pp. 107-138.



KARLS, J., (Ed.), (1991), Effective Tax Strategies for International Corporate Acquisitions, Second
Edition, Kluwer Law and Taxation Publishers, Ernst & Young, Deventer, Boston.

KARPOFF, J.M., and MALATESTA, P.H., (1989), "The Wealth Effects of Second Generation State
Takeover Legislation", Journal of Financial Economics, Vol. 25, pp. 291-322.

KAY, J., (1990), "Mergers in the European Community", in Continental Mergers are Different: Strategy
and Policy for 1992, Centre for Business Strategy, London Business School, pp. 1-21.

KEIM, D., (1983), "Size-Related Anomalies and Stock return Seasonality: Further Empirical Evidence",
Journal of Financial Economics, Vol. 12, June, pp. 13-32.

KENNEDY, V.A., and LIMMACK, R.J., (1996), "Takeover Activity, CEO Turnover, and the Market for
Corporate Control", Journal of Business Finance & Accoununting, Vol. 23, No. 2, March, pp.
267-285.

KESTER, W.C., (1991), Japanese Takeovers - The Global Contest for Corporate Control, Harvard
Business School Press, Boston, Massachusetts.

KHOURY, S.J., (1980), Transnational Mergers and Acquisitions in the United States, Lexington Books,
pp. 21-27 and 33-90.

KINDLEBERGER, C.P., (1969), American Business Abroad - Six Lectures on Direct Investment, Yale
University Press, New haven and London, pp. 1-36 and 179-210.

KING, M., (1990), "Take-Over Activity in the United Kingdom", in FAIRBURN, J.A., and KAY, J.A.
(Ed.), Mergers & Merger Policy, Oxford University Press, pp. 99-115.

KISH, R.J., and VASCONCELLOS, G.M., (1993), "An Emprircal Analysis of Factors Affecting Cross-
Border Acquisitions: U,S. - Japan", Management International Review, Vol. 33, No. 3, pp. 227-
245.

KITCHING, J., (1967), "Why Do Mergers Miscarry?", in "Mergers and Acquisition Series", Reprints from
the Harvard Business Review, November-December, pp. 22-39.

KLEIN, M.W., and ROSENGREN, E., (1994), "The Real Exchange Rate and Foreign Direct Investment
in the United States - Relative Wealth vs. Relative Wage Effects", Journal of International
Economics, Vol. 36, No 3/4, May, pp. 373-389.

KOSTIN, E.B., (Ed.), (1990), International Tax Summaries 1990 -A Guide for Planning and Decision,
Coopers & Lybrand International Tax Network, John Wiley & Sons.

KPMG, Dealwatch, (1990a), "1989 - The Year of European M&A", March, p. 1.

KPMG, Dealwatch, (1990b), "Surviving in the Global Market - The Nordic Strategy", March, pp. 2-7.

KPMG, Dealwatch, (1991a), "Post-Acquisition Integration - Cultural Clashes", No. 1, pp. 21-25

KPMG, Dealwatch, (1991b), "Survey - Twelve Months to 31 December 1990", The KPMG report on
International Mergers & Acquisitions, No. 1, pp. 31-35.

KPMG, Dealwatch, (1991c), "Managing Exchange Risk in Cross-Border M&A - Financial Pitfalls", No.
2, p. 29

KPMG, Dealwatch, (1991d), "Survey - Six Months to 30 June 1991", No. 2, pp. 36-39.

KREDIETBANK, (1991), "The Public Takeover Bid - Belgium not yet in step with the rest of Europe",
Monthly Bulletin, Vol. 46, June-July, pp. 1-6

KRASKER, W.S., (1986), "Stock Price Movements in response to Stock Issues under Asymmetric
Information", Journal of Finance, Vol. 41, No. 1, March, pp. 93-105.



KROL, R.V.D., (1992), "The Netherlands - Mergers Transform Financial Sector", Financial Times
Supplement, "The European Top 500", January 13, p. 19.

KUMAR, R., SEN. N., and SHOME, D.K., (1992), The Agency Cost of Free Cash Flow: Evidence from
the Announcement of Acquisition Programs, Working Paper, Virginia Polytechnic Institute and
State University, Department of Finance.

LANEY, K.E., and CONN, R.L., (1990), "Sensitivity of Acquiring Firms' returns to Alternative Model
Specifications and Disaggregation", Journal of Business Finance & Accounting, Vol. 17, No.
3, pp. 421-439.

LAKONISHOK, J., (1988), "The Size Effect and Event Studies: A Discussion", in DIMSON, E. (Ed.),
Stock Market Anomalies, Cambridge University Press, Cambridge, pp. 215-219.

LANE, P.M., and FREEMAN, S.L., (Undated), Stock Value, Corporate Culture, Product Market and
Mergers, Acquisitions and Alliances, Unpublished paper, The Haworth College of Business,
West Michigan University.

LANG, L.H.P., STULZ, R.M., and WALKLING, R.A., (1989), "Managerial Performance, Tobin's Q, and
the Gains From Successful Tender Offers", Journal of Financial Economics, Vol. 24, pp. 137-
154.

LANG, L.H.P., STULZ, R.M., and WALKLING, R.A., (1991), "A Test of the Free Cash Flow
Hypothesis - The Case of Bidder Returns", Journal of Financial Economics, Vol. 29, pp. 315-
335.

LANGETIEG, T.C., (1978), "An Application of Three-Factor Performance Index to Measure Stockholder
Gains from Merger", Journal of Financial Economics, Vol. 6, pp. 365-383.

LAPPER, R., (1992), "European Policy Fails to Pay Off", Financial Times, August 21 st , Section I, p. 12.

LAWLESS, J., (1990), "Predator Must Pay, says OFT", Business, March, p. 41.

LAWRENCE, R.Z., (1993), "Japan's Low Levels of Inward Investment: The Role of Inhibitions on
Acquisitions" in FROOT, K.A., (Ed.), Foreign Direct Investment, University of Chicago Press,
Chicago and London, pp. 85-107.

LAYTON, C., (1971), Cross Frontier Mergers in Europe - How can Government Help?, Bath University
Press, pp. 1-56 and 85-109.

LEASE, R.C., McCONNELL, J.J., and MIKKELSON, W.H., (1983), "The Market Value of Control in
Publicly-Traded Corporations", Journal of Financial Economics, Vol. 11, pp. 439-471.

LESSARD, D., (1993), "Comment" to SWENSON, D.L., "Foreign Mergers and Acquisitions in the
United States", in FROOT, K.A., (Ed.), Foreign Direct Investment, University of Chicago Press,
Chicago and London, pp. 282-283.

LEV, B., and MANDELKER, G., (1972), "The Microeconomic Consequences of Corporate Mergers",
Journal of Business, Vol. 45, pp. 85-104.

LEVIS, M., (1988), "Size Related Anomalies and Trading Activity of UK Institutional Investors", in
DIMSON, E. (Ed.), Stock Market Anomalies, Cambridge University Press, Cambridge, pp. 155-
175.

LEWELLEN, W., LODERER, C., and ROSENFIELD, A., (1985), "Merger Decisions and Executive
Stock Ownership in Acquiring Firms", Journal of Accounting and Economics, Vol. 7, pp. 209-
231.

LIMMACK, R.J., (1990), Takeover Activity and Differential Returns to Shareholders of Bidding
Companies, The David Hume Institute

LIMMACK, R.J., (1991), "Corporate Mergers and Shareholder Wealth Effects: 1977-1986", Accounting
and Business Research, Vol. 21, No. 83, pp. 239-251.



LIMMACK, R.J., (1993), "Bidder Companies and Defended Bids: A Test of Roll's Hubris Hypothesis",
Managerial Finance, Vol. 19, No. 1, pp. 25-36.

LIMMACK, R.J., (1994), "Synergy or New Information as a Source of Wealth Change in Acquisitions:
The Case of Abandoned Bids", Accounting and Business Research, Vol. 24, No. 95, pp. 255-
265.

LIMMACK, R.J., and McGREGOR, N., (1992), Industrial Concentration, Structural Factors, and Bidder
Returns, Unpublished Paper, (University of Stirling/ University of Loughborough).

LIMMACK, R.J., and McGREGOR, N., (1993), Industrial Relatedness, Structural Factors, and Bidder
Returns, Working Paper 93/07, Department of Accountancy and Finance, University of Stirling.

LIN, J.W., MADURA, J., and PICOU, A., (1994), "The Wealth Effects of International Acquisitions and
the Impact of the EEC Integration", Global Journal of Finance, Vol. 5, No. 1, pp. 65-74.

LIPSEY, R.E., (1993), "Foreign Direct Investment in the United States: Changes over Three Decades"
in FROOT, K.A., (Ed.), Foreign Direct Investment, University of Chicago Press, Chicago and
London, pp. 113-172.

LODERER, C., and MARTIN,. K., (1990), "Corporate Acquisitions by Listed Firms: The Experience of
a Comprehensive Sample", Journal of the Financial Management Association, Vol. 19, No. 4,
Winter, pp. 17-33.

LONDON BUSINESS SCHOOL (1985-1991) (Edited by DIMSON, E., and MARSH, P.R.), Risk
Measurement Service, Vol. 7 - Vol. 13, Institute of Finance and Accounting.

LOVE, J.H., and SCOULLER, J., (1990), "Growth by Acquisitions: The Lessons of Experience",
Journal of General Management, Vol. 15, No. 3, Spring, pp. 4-19.

LUBATKIN, M., (1983), "Mergers and the Performance of the Acquiring Firm", Academy of
Management Review, Vol. 8, No. 2, pp. 218-225.

MADURA, J., VASCONCELLOS, G.M., and KISH, R.J., (1991), "A Valuation Model for International
Acquisitions", Management Decision, MCB University Press Limited, Vol. 29, No. 4, pp. 31-38.

MAGENHEIM, E.B., and MUELLER, D.C., (1988), "Are Acquiring-Firm Shareholders Better Off After
an Acquisition?", in COFFEE Jr., J.C., LOWENSTEIN, L., and ROSE-ACERMAN, S., Knights,
Raiders, and Targets - The Impact of Hostile Takeovers, Oxford University Press, pp. 171-193.

MAHAJAN, A., and LUMMER, S., (1993), "Shareholder Wealth Effects of Management Changes",
Journal of Financial Economics, Journal of Business Finance & Accounting, Vol. 20, No. 3, pp.
393-410.

MALATESTA, P.H., (1986), "Measuring Abnormal Performance: The Event Parameter Approach Using
Joint Generalized Least Squares", Journal of Financial and Quantitative Analysis, Vol. 21, No.
1, March, pp. 27-38.

MALATESTA, P.W., (1983), "The Wealth Effect of Merger Activity and the Objective Functions of
Merging Firms", Journal of Financial Economics, Vol. 11, pp. 155-181.

MALKIEL, B.G., (1990), A Random Walk Down Wall Street, 5th edition, W.W.Norton & Company, New
York and London.

MANDELKER, G., (1974), "Risk and Return: The Case of Merging Firms", Journal of Financial
Economics, North-Holland Publishing Company, Vol. 1, pp. 303-335.

MANNE, H.G., (1965), "Mergers and the Market for Corporate Control", The Journal of Political
Economy, Vol. XII, No. 2, April, pp. 110-120.

MANZON Jr., G.B., SHARP, D.J., and TRAVLOS, N.G., (1994), "An Empirical Study of the
Consequences of U.S. Tax Rules for International Acquisitions by U.S. Firms", Journal of
Finance, Vol. XLIX, No. 5, December, pp. 1893-1904.



MAQUIERIA, C.P., MEGGINSON, W.L., and NAIL, L., (1995), Security Market Assessments of Focus-
Increasing Mergers, Working paper, University of Chile/University of Georgia, USA.

MARAIS, M.L., (1989), "Discussion of Post-Earnings-Announcement Drift: Delayed Price Response or i
Risk Premium", by BERNARD, V.L., and THOMAS, J.K., Journal of Accounting Research, Vol.
27, Supplement, pp. 37-48.

MARKIDES, C.C., and ITTNER, C.D., (1994), "Shareholder Benefits from Corporate International
Diversification: Evidence from U.S. International Acquisitions", Journal of International Business
Studies, Second Quarter, pp. 343-366.

MARR, M.W., Jr., MOHTA, S., and SPIVEY, M.F., (1993), "An Analysis of Foreign Takeovers in the
United States", Managerial and Decision Economics, Vol. 14, No. 4, Jul/Aug, pp. 285-294.

MARSTON, R.C., (1993), "Comment" to LAWRENCE, R.Z., "Japan's Low Levels of Inward Investment:
The Role of Inhibitions on Acquisitions" in FROOT, K.A., (Ed.), Foreign Direct Investment,
University of Chicago Press, Chicago and London, pp. 107-110.

MARTIN, K.J., and McCONNELL, J.J., (1991), "Corporate Performance, Corporate Takeovers, and
Management Turnover', Journal of Finance, Vol. XLVI, No. 2, June, pp. 671-687.

MATHUR, I., CHHACHHI, I., and SUNDAFtAM, S., (1989), "Shareholder Returns for International
Mergers in the U.S.", Managerial Finance (UK), Vol. 15, No. 4, pp. 23-28.

MATHUR, I., RANGAN, N., CHHACHHI, I., and SUNDARAM, S., (1994), "International Acquisitions
in the United States: Evidence from Returns to Foreign Bidders", Managerial and Decision
Economics, Vol. 15, pp. 107-118.

MATSUSAKA, J.G., (1993), "Takeover Motives During the Conglomerate Takeover Wave", RAND
Journal of Economics, Vol. 24, No. 3, Autumn, pp. 357-379.

McBRIERTY, S.J., (1988), An Event Study Approach to U.K. Mergers; 1976-1982, M.Litt Thesis, f
Department of Economics, Heriot-Watt University.

McCONNELL, J.J., and MUSCARELLA, C., (1985), "Corporate Capital Expenditure Decisions and the
Market Value of the Firm", Journal of Financial Economics, Vol. 14, pp. 339-422.

McCULLOCH, R., (1993), "New Perspectives on Foreign Direct Investment" in FROOT, K.A., (Ed.),
Foreign Direct Investment, University of Chicago Press, Chicago and London, pp. 37-53.

McLAUGHLIN, R.M., (1992), "Does the Form of Compensation Matter? - Investment Banker Fee
Contracts in Tender Offers", Journal of Financial Economics, Vol. 32, pp. 223-260.

MEEKS, G., (1977), Disappointing Marriages - A Study of the Gains from Mergers, University of
Cambridge, Department of Economics Occasional Paper 51, Cambridge University Press.

MICHEL, A., and SNAKED, I., (1986), "Multinational Corporations vs. Domestic Corporations: Financial
Performance and Characteristics", Journal of International Business Studies, Vol. 17, Fall, pp.
89-100.

MIKKELSON, W.H., and RUBACK, R.S., (1985), "Takeovers and Managerial Compensation - A
Discussion", Journal of Accounting and Economics, Vol. 7, pp. 233-238.

MILLER, D., (1992), Testing for Short-Termism in the UK Stock Market, Bank of England Working i
Paper No 4, October.

MITCHELL, M.L., (1991), "The Value of Corporate Takeovers", Financial Analysts Journal, January-
February, pp. 21-31.

MITCHELL, M.L., and LEHN, K., (1991), "Do Bad Bidders Become Good Targets?", Journal of Applied i
Corporate Finance, Continental Bank, pp. 60-69.



MORCK, R., and YEUNG, B., (1992), "Internationalization - An Event Study Test", Journal of
International Economics, Vol. 33, pp. 41-56.

MORGAN, E.V., and MORGAN, A.D., (1990), The Stock Market and Mergers in the United Kingdom,
The David Hume Institute, Hume Occasional Paper No. 24.

MORGAN, N.A., (1988), "Successful Growth By Acquisition", Journal of General Management, Vol. 14,
No. 2, Winter, pp. 5-18.

MORSE, D., (1984), "An Econometric Analysis of the Choice of Daily Versus Monthly Returns in Tests
of Information Content", Journal of Accounting Research, Vol. 22, No. 2, Autumn, pp. 605-623.

MUELLER, D.C., (1980), "A Cross-National Comparison of the Results", in MUELLER, D.C., (Ed.), The
Determinants and Effetcs of Mergers; An International Comparison, Oelgeschlager, Gunn &
Hain Publishers, pp. 299-314.

MAYER, C., JENKINSON, T., and ALEXANDER, I., (1995), Cross-Shareholdings in Europe, Oxford
Economic Research Associates Ltd.

MYERS, S.C., and MAJLUF, N.S., (1984), "Corporate Financing and Investment Decisions When
Firms have Information That Investors Do Not", Journal of Financial Economics, Vol. 13, pp.
187-221.

NATHAN, K.S., and O'KEEFE, T.B., (1989), "The Rise in Takeover Premiums -An Exploratory Study",
Journal of Financial Economics, Vol. 23, pp. 101-119.

NEWBOULD, G.D., and LUFFMAN, G.A., (1978), Successful Business Policies, Gower Press, pp. 45-
69.

ORGANISATION FOR ECONOMIC CO-OPERATION AND DEVELOPMENT (OECD), (1984), Merger
Policies and Recent Trends in Mergers, Paris.

ORGANISATION FOR ECONOMIC CO-OPERATION AND DEVELOPMENT (OECD), (1987), Controls
and Impediments Affecting Inward Direct Investment in OECD Member Countries, Paris, pp.
5-16, 27-28 and 62-63.

ORGANISATION FOR ECONOMIC CO-OPERATION AND DEVELOPMENT (OECD), (1988),
International Mergers and Competition Policy, Paris.

PALEPU, K.G., (1986), "Predicting Takeover Targets: A Methodological and Empirical Analysis",
Journal of Accounting and Economics, Vol. 8, pp. 3-35.

THE PANEL ON TAKEOVERS AND MERGERS, (1990), The City Code on Takeovers and Mergers
and The Rules Governing Substantial Acquisition of Shares.

PARKINSON, C., and DOBBINS, R., (1993), "Returns to Shareholders in Successfully Defended
Takeover Bids: UK Evidence 1975-1984", Journal of Business Finance & Accounting, Vol. 20,
No. 4, pp. 501-520.

PARRINGTON, S., (Ed.), (1995), Whillian's Tax Tables 1995-96, 49th edition, Butterworths.

PATELL, J.M., (1976), "Corporate Forecasts of Earnings Per Share and Stock Price Behavior:
Empirical Tests", Journal of Accounting Research, Vol. 14, pp. 246-276.

PESCOD, M., (1988), Contrasts Between the United Kingdom and the United States - Legal Inhibitions,
Paper presented at EUROMONEY "Mergers & Acquisitions" Conference, London, March 6-7,
pp. 72-80.

PESTON, R., (1992), "Dreaming of Takeovers", in Survey on "Corporate Finance", Financial Times,
July 3, Section IV, p. I.

PETERSON, D.R., and PETERSON, P.P., (1991), "The Medium of Exchange in Mergers and
Acquisitions", Journal of Banking and Finance, Vol. 15, pp. 383-405.



PETRY, G., and SETTLE, J., (1991), "Relationship of Takeover Gains to the Stake of Managers in the
Acquiring Firm", Journal of Economics and Business, Vol. 43, pp. 99-114.

PETTWAY, R.H., SICHERMAN, N.W., and SPIESS, D.K., (1993), "Japanese Foreign Direct
Investment: Wealth Effects From Purchases and Sales of U.S. Assets", Financial Management,
Vol. 22, Pt. 4, Winter, pp. 82-95.

PIKE, R., and NEALE, B., (1993), Corporate Finance and Investment - Decisions and Strategies,
Prentice Hall, Chapter 22.

POPE, P.F., MORRIS, R.C., and PEEL, D.A., (1990), "Insider Trading: Some Evidence on Market
Efficiency and Directors' Share Dealings in Great Britain", Journal of Business Finance &
Accounting, Vol. 17, No. 3, Summer, pp. 359-380.

PORTER, M.E., (1985), Competitive Advantage - Creating and Sustaining Superior Performance, Free
Press, Macmillan, New York and London.

PORTER, M.E., (1987), "Corporate Strategy - The State of Strategic Thinking", The Economist, May
23rd, pp. 21-28.

POUND, J., and ZECKHAUSER, R., (1990), "Clearly Heard on the Street: The Effect of Takeover,
Rumors on Stock Prices", Journal of Business, Vol. 63, No. 3, pp. 291-308.

PRINGLE, R., (1991), The Control of Mergers and Takeovers in the EC, The David Hume Institute,
Hume Occasional Paper No. 29.

PUHG, W.N., and JAHERA Jr, J.S., (1990), "State Antitakeover Legislation and Shareholder Wealth",
The Journal of Financial Research, Vol. XIII, No. 3, Fall, pp. 221-231.

RAO, S., (1988), The Impact of Changes in the Value of Selected Foreign Currencies Relative to the
U.S. Dollar on Merger and Acquisition Activities of Foreign Companies in the Unitewd States,
DBA Dissertation, Mississippi State University.

RATLIFF, J., and RIVAS, J., (1991), "European Community Law - Merger Control System Takes Effect
with Impact", Business Korea, Vol. 8, No. 8, February, pp. 70-73.

RAVENSCRAFT, D.J., and SCHERER, F.M., (1987), "Life After Takeover", Journal of Industrial
Economics, Vol. XXXVI, No. 2, December, pp. 147-156.

RAVIV, A., (1988), "Comment" to FRANKS, J.R., HARRIS, R.S., and MAYER, C., (1988), "Means of
Payment in Takeovers: Results for the United Kingdom and the United States", in AUERBACH,
A.J., (Ed.), Corporate Takeovers: Causes & Consequences, University of Chicago Press,
Chicago, pp. 221-263.

REID, G.C., (1990), Efficient Markets and the Rationale for Takeovers, The David Hume Institute,
Hume Occasional Paper No. 22.

REINGANUM, M.R., (1981), "Abnormal Returns in Small Firm Portfolios, Financial Analysts Journal,
March-April, pp. 52-56.

REINGANUM, M.R., (1983), "The Anomalous Stock Market Behavior of Small Firms in January -
Empirical Tests for tax-Loss Selling Effects", Journal of Financial Economics, Vol. 12, pp. 89-
104.

RICE, R., (1994), "A Burden on Business", Financial Times, February 1, Section I, p. 16.

RICE, R., (1996a), "Plans Unlikely to Bite", Financial Times, May 7, p. 12.

RICE, R., (1996b), "A Spirited Bid for Flexibility", Financial Times, June 11, p. 32.

RILEY, B., (1991), "Directive Attacked", in Survey on "International Mergers & Acquisitions", Financial
Times, November 18, Section I, p. 14.



ROLL, R., (1977), "A Critique of the Asset Pricing Theory's Tests - Part I: On Past and Potential
Testability of the Theory", Journal of Financial Economics, Vol. 4, pp. 129-176.

ROLL, R., (1981), "A Possible Explanation of the Small Firm Effect", Journal of Finance, Vol. XXXVI,
No. 4, pp. 879-888.

ROLL, R., (1986), "The Hubris Hypothesis of Corporate Takeovers", Journal of Business, Vol. 59, No.
2, Pt. 1, pp. 197-216.

ROLL, R., (1988b), "The International Crash of October 1987", Financial Analysts Journal, September-
October, pp. 19-35.

ROLL, R., (1988a), "Empirical Evidence on Takeover Activity and Shareholder Wealth", in COFFEE
Jr., J.C., LOWENSTEIN, L., and ROSE-ACERMAN, S., (Ed.), Knights, Raiders, and Targets -
The Impact of Hostile Takeovers, Oxford University Press, pp. 241-252.

ROLL, R., (1992), "Industrial Structure and the Comparative Behavior of International Stock Market
Indices", Journal of Finance, Vol. XLVII, No. 1, March, pp. 3-41.

ROSENGREN, E.S., (1988), "Is the United States for Sale? Foreign Acquisitions of U.S. Companies",
New England Economic Review, Federal Reserve Bank of Boston, Nov/Dec 1988, pp. 47-56.

RUBACK, R.S., (1983), "Assessing Competition on the Market for Corporate Acquisitions", Journal of
Financial Economics, Vol 11, pp. 141-153.

RUBACK, R.S., (1988), "Comment" to FRANKS, J.R., HARRIS, R.S., and MAYER, C., (1988),
"Means of Payment in Takeovers: Results for the United Kingdom and the United States", in
AUERBACH, A.J., (Ed.), Corporate Takeovers: Causes & Consequences, University of
Chicago Press, Chicago, pp. 221-263.

RUGMAN, A., (1975), "Motives for Foreign Investment: The Market Imperfections and Risk
Diversification Hypotheses", Journal of World Trade Law, Vol. 9, No. 5, September/October,
pp. 567-573.

SALAMI, A.R., and SUDARSANAM, (1995), Why are Bid Premia Higher in Cash than in Equity
Offers?, Paper presented at the British Accounting Association National Conference, University
of the West of England, April.

SALINGER, M., (1992), "Standard Errors in Event Studies", Journal of Financial and Quantitative
Analysis, Vol. 27, No. 1, March, pp. 39-53.

SAUVANT, K.P., (1993), "Comment" to McCULLOCH, R., "New Perspectives on Foreign Direct
Investment" in FROOT, K.A., (Ed.), Foreign Direct Investment, University of Chicago Press,
Chicago and London, pp. 53-55.

SCHERER, F.M., (1988), "Corporate Takeovers: The Efficiency Arguments", Journal of Economic
Perspectives, Vol. 2, No. 1, Winter, pp. 69-82.

SCHIPPER, K., and THOMPSON, R., (1983), "Evidence of the Capitalized Value of Merger Activity
for Acquiting Firms", Journal of Financial Economics, Vol. 11, pp. 85-119.

SCHLEIFER, A., and VISHNY, R.W., (1988), "Value Maximization and the Acquisition Process",
Journal of Economic Perspectives, Vol. 2, No. 1, Winter, pp. 7-20.

SCHOLES, M.S., and WILLIAMS, J., (1977), "Estimating Betas from Nonsynchronous Data", Journal
of Financial Economics, Vol. 5, pp. 309-327.

SCHOLES, M.S., and WOLFSON, M.A., (1990), "The Effects of Changes in Tax Laws on Corporate
Reorganization Activity", Journal of Business, Vol. 63, No. 1, pp. S141-S164.

SCHWARTZ, R.A., (1970), "Discussion" of FAMA, E.F., "Efficient Capital Markets: A Review of Theory
and Empirical Work", Journal of Finance, Vol. XXV, No. 2, May, pp. 421-423.



SCHWERT, G.W., (1990), "Stock Volatility and the Crash of '87", The Review of Financial Studies, Vol.
3, No. 1, pp. 77-102.

SCOLLER, J., (1987), "The United Kingdom Merger Boom in Perspective", National Westminster Bank
Quarterly Review, May, pp. 14-32.

SERVAES, H., (1991), "Tobin's Q and the Gains from Takeovers", Journal of Finance, Vol. LXVI, No.
1, March, pp. 409-419.

SERVAES, H., and ZENNER, M., (1990), The Returns to Foreign Acquisitions in the United States,
Centre for Research in Security Prices, Working Paper No. 302, University of Chicago,
November.

SERVAES, H., and ZENNER, M., (1994), "Taxes and the Returns to Foreign Acquisitions in the United
States", Financial Management, Vol. 23, No. 4, Winter, pp. 42-56.

SETH, A., (1990), "Sources of Value Creation in Acquisitions: An Empirical Investigation", Strategic
Management Journal, Vol. 11, pp. 431-446.

SNAKED, I., MICHEL, A., and McCLAIN, D., (1991), "The Foreign Acquirer Bonanza: Myth or
Reality?", Journal of Business Finance & Accounting, Basil Blackwell, Oxford, Vol. 18 (3), April,
pp. 431-447.

SHILLER, R.J., (1981), "Do Stock Prices Move Too Much to be Justified by Subsequent Changes in
Dividends?", American Economic Review, Vol. 71, No. 3, June, pp. 421-436.

SHORE, G., (1990), "Continental Mergers: Differences and Deal Making", in Continental Mergers are
Different: Strategy and Policy for 1992, Centre for Business Strategy, London Business School,
pp. 85-104.

SIMONIAN, H., (1991), "The Push Abroad", in Survey on "International Mergers & Acquisitions",
Financial Times, November 18, Section I, p. 16.

SIMONIAN, H., (1992), "Italy Approves Takeover Rules", Financial Times, February 3, Section II, p.
17.

SIMPSON, P., (1995), Time Series Patterns in Cross-Border Mergers: Evidence from the United
Kingdom, UMIST Economics Working Paper Series, Manchester School of Management,
December.

SINGH, A., (1971), Take-overs - Their relevance to the Stock Market and the Theory of the Firm,
Cambridge University Press.

SINGH, A., (1975), "Take-overs, Economic Natural Selection, and the Theory of the Firm: Evidence
from the Postwar United Kingdom Experience", The Economic Journal, Vol. 85, September, pp.
497-515.

SMITH, T., (1992), Accounting for Growth - Stripping the Camouflage From Company Accounts,
Century Business, pp. 13-21.

SOLNIK, B.H., (1974), "Why Not Diversify Internationally Rather Than Domestically?", Financial
Analysts Journal, July/August, pp. 48-54. Reproduced in Financial Analysts Journal,
January/February, 1995, pp. 89-94.

SOLNIK, B., (1991), International Investments, Second edition, Addison-Wesley, pp. 1-69 and 125-153.

SONG, K.P., (1993), Value Creation in Cross-Border Acquisitions, Ph.D. Thesis, University of Houston.

SOPHER, R., (1990), "The Stoy Hayward/Acquisitions Monthly Private Company Price Index - Foreign
Buyers Dominate the UK Market", Acquisitions Monthly, December, p. 23.



SRIDHARAN, U.V., and REINGANUM, M.R., (1995), "Determinants of the Choice of the Hostile
Takeover Mechanism: An Empirical Analysis of Tender Offers and Proxy Contests", Financial
Management, Vol. 24, No. 1, Spring, pp. 57-67.

STEINER, P.O., (1975), Mergers - Motives, Effects, Policies, Ann Arbor, University of Michigan Press,
pp. 1-254 and 318-335.

STEUER, M.D., ABELL, P., GENNARD, J., PERLMANN, M., REES, R., SCOTT, B., and WALLIS,
K., (1973), The Impact of Foreign Direct Investment on the United Kingdom, Department of
Trade and Industry, HMSO, London, pp. 1-15, 176 and 182-205.

STRONG, N.C., "Modelling Abnormal Returns: A Review Article", Journal of Business Finance &
Accounting, Vol. 19, No. 4, June 1992, pp. 533-553.

STULZ, R.M., WALKLING, R.A., and SONG, M.H., (1990), "The Distribution of target Ownership and
the Distribution of Gains in Successful Takeovers", Journal of Finance, Vol. XLV, No. 3, July,
pp. 817-833.

SUDARSANAM, S., (1996), "Large Shareholders, Takeovers and Target Valuation", Journal of
Business Finance & Accounting, Vol. 23, No. 2, March, pp. 295-314.

SUDIA, J.A., (1992), Valuation Effects of Takeover Regulation on Multinational Bidders, D.B.A. Thesis, •
University of Colorado at Boulder.

SULLIVAN, M.J., JENSEN, M.R.H., and HUDSON, C.D., (1994), "The Role of Medium of Exchange
in Merger Offers: Examination of Terminated Merger Proposals", Financial Management, Vol.
23, No. 3, Autumn, pp. 51-62.

SUMMERS, D., (1992), "Stress Blamed for Failed Mergers and Acquisitions", Financial Times, January
8, Section I, p. 1.

SVENN/ES, A.I., and TALHAUG, T.A., (1990), [Norwegian], Virkningen Pa Aksjonwrenes Formue ved
Bedriftsintegrasjon, [The Impact of Business Integrations on Shareholders' Wealth],
Diplomoppgave for sivilokonomstudiet, Norges Handelshoyskole, Bergen.

SWENSON, D.L., (1993), "Foreign Mergers and Acquisitions in the United States", in FROOT, K.A.,
(Ed.), Foreign Direct Investment, University of Chicago Press, Chicago and London, pp. 255-
281

TABACHNICK, B.G., and FIDELL, L.S., (1989), Using Multivariate Statistics, Second Edition, Harper
Collins.

TAIT, N., (1991), "A US Credit Crunch", in Survey on "International Mergers & Acquisitions", Financial
Times, November 18, Section I, p. 15.

TERAZONO, E., (1992), "Japan: M&A Activity Has Been Cooled by the Downturn - A Pause for
Restructuring", in Survey on "Corporate Finance", Financial Times, July 3, Section IV, p. II.

TESSEMA, A., (1985), Effect of International Mergers and Acquisitions on Shareholder Returns of
Participating U.S. Firms, PhD Thesis, University of Iowa.

TEVLIN, S., (1996), "CEO Incentive Contracts, Monitoring Costs, and Corporate Performance", New
England Economic Review, January/February, pp. 39-50.

TILEY, J., (Ed.), (1995), Butterworths UK Tax Guide 1995-96, 14th Edition, Butterworths, London, p.
xvii.

TOKYO BUSINESS, (1993), "Overseas M&A: It Looked So Easy, Now We're Stuck With It", Vol. 61, •
No. 9, September, pp. 44-46.

TRAVLOS, N.G., (1987), "Corporate Takeover Bids, Methods of Payment, and Bidding Firms' Stock
Returns", Journal of Finance, Vol. XLII, No. 4, September, pp. 943-963.



VAFtAIYA, N.P., (1987), "Determinants of Premiums in Acquisition Transactions", Managerial and
Decision Economics, Vol. 8, pp. 175-184.

VARAIYA, N.P., (1988), "The "Winner's Curse" Hypothesis and Corporate Takeovers", Managerial and
Decision Economics, Vol. 9, pp. 209-219.

VASCONCELLOS, G.M., MADURA, J., and KISH, R.J., (1990), "An Empirical Investigation of Factors
Affecting Cross-Border Acquisitions: The United States vs. United Kingdom Experience", Global
Finance Journal, Vol. 1, No. 3, pp. 173-189.

VASICEK, 0.A., (1973), "A Note on Using Cross-Sectional Information in Bayesian Estimation of
Security Betas", Journal of Finance, Vol. 28, pp. 1233-1239.

VASKEVITCH, N., (1986), Recent Developments in Cross Border Leveraged Buyouts, Paper presented
at EUROMONEY "Mergers & Acquisitions" Conference, London, March 6-7, pp. 32-38.

VERMAELEN, T., (1988), "Discussion of 'Size Realted Anomalies and Trading Activity of UK
Institutional Investors', in DIMSON, E., (Ed.), Stock Market Anomalies, Cambridge University
Press, Cambridge, pp. 176-178.

VERNON, R., (1993), "Where Are the Multinationals Headed?", in FROOT, K.A., (Ed.), Foreign Direct
Investment, University of Chicago Press, Chicago and London, pp. 57-79.

WAHEED, A., and MATHUR, I., (1995), "Wealth Effects of Foreign Expansion by U.S. Banks",
Financial Analysis Journal, January/February, pp. 27-37.

WALKLING, R.A., (1985), "Predicting Tender Offer Success: A Logistic Analysis", Journal of Financial
and Quantitative Analysis, Vol. 20, No. 4, December, pp. 461-478.

WALKLING, R.A., and EDMINSTER, R.O., (1985), "Determinants of Tender Offer Premiums", Journal
of Banking and Finance, Vol. 19, pp. 823-842.

WALLER, D., (1991a), "It All Looks So Different", Financial Times, June 28, Section In, p. 1.

WALLER, D., (1991b), "Who Needs Advice?", in Survey on "International Mergers & Acquisitions",
Financial Times, November 18, Section I, p. 16.

WALLER, D., (1992), "Mergers and Acquisitions - Doors Open to Reveal Hotbed of Hostility", in Survey
on "European Finance and Investment: Germany", p. 4, Financial Times, July 1, Section II, p.
36.

WANSLEY, J.W., LANE, W.R., and YANG, H.C., (1983), "Shareholder Returns to USA Acquired Firms
and Domestic Acquisitions", Journal of Business Finance & Accounting, Vol. 10, No. 4, pp. 647-
656.

WATERS, R., (1991a), "Four Hints of Recovery", in Survey on "International Mergers & Acquisitions",
Financial Times, November 18, Section I, p. 13.

WATERS, R., (1991b), "The French Edge Ahead", in Survey on "International Mergers & Acquisitions",
Financial Times, November 18, Section I, p. 16.

WATERS, R., (1991c), "Trade and Industry Committee - Public Interest Vetting of Takeovers Urged",
Financial Times, December 20, Section I, p. 11.

WATERS, R., (1992), "Politics and Open Markets", in Survey on International Mergers and
Acquisitions, Financial Times, October 19, p. 27.

WEIDENBAUM, M., and VOGT, S., (1987), "Takeovers and Stockholders: Winners and Losers",
California Management Review, Vol. XXIX, No. 4, Summer, pp. 157-168.

WEINBERG, M.A., BLANK, M.A., and GREYSTOKE, M.V., (1979), Weinberg and Blank on Take-
Overs and Mergers, Fourth Edition, Sweet & Maxwell, London, pp. 1-233.



WEISS,N.A., and HASSETT, M.J., (1986), Introductory Statistic, Second Edition, Addison-Wesley
Company, Inc.

WESTON, J.F., CHUNG, K.S., and HOAG, S.E., (1990), Mergers, Restructuring, and Corporate
Control, Prentice Hall, Englewood Cliffs, NJ, Chapter 17, "International Mergers and
Restructuring, pp. 420-439.

WRIGHT, M., CHIPLIN, B., and COYNE, J., (1990), "The Market for Corporate Control: The
Divestment Option", in FAIRBURN, J.A., and KAY, J.A. (Ed.), Mergers & Merger Policy,
Oxford University Press, pp. 116-132.

YADAV, P.K., PAUDYAL, K., and POPE, P.F., (1994), Non-Linear Dependence in Individual Stock
Returns: Does Size, Trading Frequency or Market Microstructure Matter?, Working Paper No.
94/004, Department of Accountancy and Finance, The Management School, Lancaster
University.

YOUNG, K.H., (1988), "The Effects of Taxes and Rates of Return on Foreign Direct Investment in the
United States", National Tax Journal, Vol. 41, pp. 109-121.

ZHANG, H., (1995), "Wealth Effects of US Bank Takeovers", Applied Financial Economics, Vol. 5, pp.
329-336.


	DX194395_1_0001.tif
	DX194395_1_0003.tif
	DX194395_1_0005.tif
	DX194395_1_0007.tif
	DX194395_1_0009.tif
	DX194395_1_0011.tif
	DX194395_1_0013.tif
	DX194395_1_0015.tif
	DX194395_1_0017.tif
	DX194395_1_0019.tif
	DX194395_1_0021.tif
	DX194395_1_0023.tif
	DX194395_1_0025.tif
	DX194395_1_0027.tif
	DX194395_1_0029.tif
	DX194395_1_0031.tif
	DX194395_1_0033.tif
	DX194395_1_0035.tif
	DX194395_1_0037.tif
	DX194395_1_0039.tif
	DX194395_1_0041.tif
	DX194395_1_0043.tif
	DX194395_1_0045.tif
	DX194395_1_0047.tif
	DX194395_1_0049.tif
	DX194395_1_0051.tif
	DX194395_1_0053.tif
	DX194395_1_0055.tif
	DX194395_1_0057.tif
	DX194395_1_0059.tif
	DX194395_1_0061.tif
	DX194395_1_0063.tif
	DX194395_1_0065.tif
	DX194395_1_0067.tif
	DX194395_1_0069.tif
	DX194395_1_0071.tif
	DX194395_1_0073.tif
	DX194395_1_0075.tif
	DX194395_1_0077.tif
	DX194395_1_0079.tif
	DX194395_1_0081.tif
	DX194395_1_0083.tif
	DX194395_1_0085.tif
	DX194395_1_0087.tif
	DX194395_1_0089.tif
	DX194395_1_0091.tif
	DX194395_1_0093.tif
	DX194395_1_0095.tif
	DX194395_1_0097.tif
	DX194395_1_0099.tif
	DX194395_1_0101.tif
	DX194395_1_0103.tif
	DX194395_1_0105.tif
	DX194395_1_0107.tif
	DX194395_1_0109.tif
	DX194395_1_0111.tif
	DX194395_1_0113.tif
	DX194395_1_0115.tif
	DX194395_1_0117.tif
	DX194395_1_0119.tif
	DX194395_1_0121.tif
	DX194395_1_0123.tif
	DX194395_1_0125.tif
	DX194395_1_0127.tif
	DX194395_1_0129.tif
	DX194395_1_0131.tif
	DX194395_1_0133.tif
	DX194395_1_0135.tif
	DX194395_1_0137.tif
	DX194395_1_0139.tif
	DX194395_1_0141.tif
	DX194395_1_0143.tif
	DX194395_1_0145.tif
	DX194395_1_0147.tif
	DX194395_1_0149.tif
	DX194395_1_0151.tif
	DX194395_1_0153.tif
	DX194395_1_0155.tif
	DX194395_1_0157.tif
	DX194395_1_0159.tif
	DX194395_1_0161.tif
	DX194395_1_0163.tif
	DX194395_1_0165.tif
	DX194395_1_0167.tif
	DX194395_1_0169.tif
	DX194395_1_0171.tif
	DX194395_1_0173.tif
	DX194395_1_0175.tif
	DX194395_1_0177.tif
	DX194395_1_0179.tif
	DX194395_1_0181.tif
	DX194395_1_0183.tif
	DX194395_1_0185.tif
	DX194395_1_0187.tif
	DX194395_1_0189.tif
	DX194395_1_0191.tif
	DX194395_1_0193.tif
	DX194395_1_0195.tif
	DX194395_1_0197.tif
	DX194395_1_0199.tif
	DX194395_1_0201.tif
	DX194395_1_0203.tif
	DX194395_1_0205.tif
	DX194395_1_0207.tif
	DX194395_1_0209.tif
	DX194395_1_0211.tif
	DX194395_1_0213.tif
	DX194395_1_0215.tif
	DX194395_1_0217.tif
	DX194395_1_0219.tif
	DX194395_1_0221.tif
	DX194395_1_0223.tif
	DX194395_1_0225.tif
	DX194395_1_0227.tif
	DX194395_1_0229.tif
	DX194395_1_0231.tif
	DX194395_1_0233.tif
	DX194395_1_0235.tif
	DX194395_1_0237.tif
	DX194395_1_0239.tif
	DX194395_1_0241.tif
	DX194395_1_0243.tif
	DX194395_1_0245.tif
	DX194395_1_0247.tif
	DX194395_1_0249.tif
	DX194395_1_0251.tif
	DX194395_1_0253.tif
	DX194395_1_0255.tif
	DX194395_1_0257.tif
	DX194395_1_0259.tif
	DX194395_1_0261.tif
	DX194395_1_0263.tif
	DX194395_1_0265.tif
	DX194395_1_0267.tif
	DX194395_1_0269.tif
	DX194395_1_0271.tif
	DX194395_1_0273.tif
	DX194395_1_0275.tif
	DX194395_1_0277.tif
	DX194395_1_0279.tif
	DX194395_1_0281.tif
	DX194395_1_0283.tif
	DX194395_1_0285.tif
	DX194395_1_0287.tif
	DX194395_1_0289.tif
	DX194395_1_0291.tif
	DX194395_1_0293.tif
	DX194395_1_0295.tif
	DX194395_1_0297.tif
	DX194395_1_0299.tif
	DX194395_1_0301.tif
	DX194395_1_0303.tif
	DX194395_1_0305.tif
	DX194395_1_0307.tif
	DX194395_1_0309.tif
	DX194395_1_0311.tif
	DX194395_1_0313.tif
	DX194395_1_0315.tif
	DX194395_1_0317.tif
	DX194395_1_0319.tif
	DX194395_1_0321.tif
	DX194395_1_0323.tif
	DX194395_1_0325.tif
	DX194395_1_0327.tif
	DX194395_1_0329.tif
	DX194395_1_0331.tif
	DX194395_1_0333.tif
	DX194395_1_0335.tif
	DX194395_1_0337.tif
	DX194395_1_0339.tif
	DX194395_1_0341.tif
	DX194395_1_0343.tif
	DX194395_1_0345.tif
	DX194395_1_0347.tif
	DX194395_1_0349.tif
	DX194395_1_0351.tif
	DX194395_1_0353.tif
	DX194395_1_0355.tif
	DX194395_1_0357.tif
	DX194395_1_0359.tif
	DX194395_1_0361.tif
	DX194395_1_0363.tif
	DX194395_1_0365.tif
	DX194395_1_0367.tif
	DX194395_1_0369.tif
	DX194395_1_0371.tif
	DX194395_1_0373.tif
	DX194395_1_0375.tif
	DX194395_1_0377.tif
	DX194395_1_0379.tif
	DX194395_1_0381.tif
	DX194395_1_0383.tif
	DX194395_1_0385.tif
	DX194395_1_0387.tif
	DX194395_1_0389.tif
	DX194395_1_0391.tif
	DX194395_1_0393.tif
	DX194395_1_0395.tif
	DX194395_1_0397.tif
	DX194395_1_0399.tif
	DX194395_1_0401.tif
	DX194395_1_0403.tif
	DX194395_1_0405.tif
	DX194395_1_0407.tif
	DX194395_1_0409.tif
	DX194395_1_0411.tif
	DX194395_1_0413.tif
	DX194395_1_0415.tif
	DX194395_1_0417.tif
	DX194395_1_0419.tif
	DX194395_1_0421.tif
	DX194395_1_0423.tif
	DX194395_1_0425.tif
	DX194395_1_0427.tif
	DX194395_1_0429.tif
	DX194395_1_0431.tif
	DX194395_1_0433.tif
	DX194395_1_0435.tif
	DX194395_1_0437.tif
	DX194395_1_0439.tif
	DX194395_1_0441.tif
	DX194395_1_0443.tif
	DX194395_1_0445.tif
	DX194395_1_0447.tif
	DX194395_1_0449.tif
	DX194395_1_0451.tif
	DX194395_1_0453.tif
	DX194395_1_0455.tif
	DX194395_1_0457.tif
	DX194395_1_0459.tif
	DX194395_1_0461.tif
	DX194395_1_0463.tif
	DX194395_1_0465.tif
	DX194395_1_0467.tif
	DX194395_1_0469.tif
	DX194395_1_0471.tif
	DX194395_1_0473.tif
	DX194395_1_0475.tif
	DX194395_1_0477.tif
	DX194395_1_0479.tif
	DX194395_1_0481.tif
	DX194395_1_0483.tif
	DX194395_1_0485.tif
	DX194395_1_0487.tif
	DX194395_1_0489.tif
	DX194395_1_0491.tif
	DX194395_1_0493.tif
	DX194395_1_0495.tif
	DX194395_1_0497.tif
	DX194395_1_0499.tif
	DX194395_1_0501.tif
	DX194395_1_0503.tif
	DX194395_1_0505.tif
	DX194395_1_0507.tif
	DX194395_1_0509.tif
	DX194395_1_0511.tif
	DX194395_1_0513.tif
	DX194395_1_0515.tif
	DX194395_1_0517.tif
	DX194395_1_0519.tif
	DX194395_1_0521.tif
	DX194395_1_0523.tif
	DX194395_1_0525.tif
	DX194395_1_0527.tif
	DX194395_1_0529.tif
	DX194395_1_0531.tif
	DX194395_1_0533.tif
	DX194395_1_0535.tif
	DX194395_1_0537.tif
	DX194395_1_0539.tif
	DX194395_1_0541.tif
	DX194395_1_0543.tif
	DX194395_1_0545.tif
	DX194395_1_0547.tif
	DX194395_1_0549.tif
	DX194395_1_0551.tif
	DX194395_1_0553.tif
	DX194395_1_0555.tif
	DX194395_1_0557.tif
	DX194395_1_0559.tif
	DX194395_1_0561.tif
	DX194395_1_0563.tif
	DX194395_1_0565.tif
	DX194395_1_0567.tif
	DX194395_1_0569.tif
	DX194395_1_0571.tif
	DX194395_1_0573.tif
	DX194395_1_0575.tif
	DX194395_1_0577.tif
	DX194395_1_0579.tif
	DX194395_1_0581.tif
	DX194395_1_0583.tif
	DX194395_1_0585.tif
	DX194395_1_0587.tif
	DX194395_1_0589.tif
	DX194395_1_0591.tif
	DX194395_1_0593.tif
	DX194395_1_0595.tif
	DX194395_1_0597.tif
	DX194395_1_0599.tif
	DX194395_1_0601.tif
	DX194395_1_0603.tif
	DX194395_1_0605.tif
	DX194395_1_0607.tif
	DX194395_1_0609.tif
	DX194395_1_0611.tif
	DX194395_1_0613.tif
	DX194395_1_0615.tif
	DX194395_1_0617.tif
	DX194395_1_0619.tif
	DX194395_1_0621.tif
	DX194395_1_0623.tif
	DX194395_1_0625.tif
	DX194395_1_0627.tif
	DX194395_1_0629.tif
	DX194395_1_0631.tif
	DX194395_1_0633.tif
	DX194395_1_0635.tif
	DX194395_1_0637.tif
	DX194395_1_0639.tif
	DX194395_1_0641.tif
	DX194395_1_0643.tif
	DX194395_1_0645.tif
	DX194395_1_0647.tif
	DX194395_1_0649.tif
	DX194395_1_0651.tif
	DX194395_1_0653.tif
	DX194395_1_0655.tif
	DX194395_1_0657.tif
	DX194395_1_0659.tif
	DX194395_1_0661.tif
	DX194395_1_0663.tif
	DX194395_1_0665.tif
	DX194395_1_0667.tif
	DX194395_1_0669.tif
	DX194395_1_0671.tif
	DX194395_1_0673.tif
	DX194395_1_0675.tif
	DX194395_1_0677.tif
	DX194395_1_0679.tif
	DX194395_1_0681.tif
	DX194395_1_0683.tif
	DX194395_1_0685.tif
	DX194395_1_0687.tif
	DX194395_1_0689.tif
	DX194395_1_0691.tif
	DX194395_1_0693.tif
	DX194395_1_0695.tif
	DX194395_1_0697.tif
	DX194395_1_0699.tif
	DX194395_1_0701.tif
	DX194395_1_0703.tif
	DX194395_1_0705.tif
	DX194395_1_0707.tif
	DX194395_1_0709.tif
	DX194395_1_0711.tif
	DX194395_1_0713.tif
	DX194395_1_0715.tif
	DX194395_1_0717.tif
	DX194395_1_0719.tif
	DX194395_1_0721.tif
	DX194395_1_0723.tif
	DX194395_1_0725.tif
	DX194395_1_0727.tif
	DX194395_1_0729.tif
	DX194395_1_0731.tif
	DX194395_1_0733.tif
	DX194395_1_0735.tif
	DX194395_1_0737.tif
	DX194395_1_0739.tif
	DX194395_1_0741.tif
	DX194395_1_0743.tif
	DX194395_1_0745.tif
	DX194395_1_0747.tif
	DX194395_1_0749.tif
	DX194395_1_0751.tif
	DX194395_1_0753.tif
	DX194395_1_0755.tif
	DX194395_1_0757.tif
	DX194395_1_0759.tif
	DX194395_1_0761.tif
	DX194395_1_0763.tif
	DX194395_1_0765.tif
	DX194395_1_0767.tif
	DX194395_1_0769.tif
	DX194395_1_0771.tif
	DX194395_1_0773.tif
	DX194395_1_0775.tif
	DX194395_1_0777.tif
	DX194395_1_0779.tif
	DX194395_1_0781.tif
	DX194395_1_0783.tif
	DX194395_1_0785.tif
	DX194395_1_0787.tif
	DX194395_1_0789.tif
	DX194395_1_0791.tif
	DX194395_1_0793.tif
	DX194395_1_0795.tif
	DX194395_1_0797.tif
	DX194395_1_0799.tif

