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IMepiinyn

2komdg Mg mopovoag epyaciog efvor M pedém tmg emidpoaong mov éxst M
avakoivoon g amdeaong Yo TPyHaTonoineTt uag cuyydvevong f eEoyopdc otny
anddoon Tev uetox®dv, 1000 Tev eayopdlovowv, 6co ko tov efoyopalduevav
tpameldv otnv Evpdmm, v 10 ypovikd ddotnue 1997-2016. To tehkd Seiypa
Baciletar oe 84 eEayopalovoeg kon 52 e&ayopalopeves tpomeles. Ot petoysc GAmv Tov
TPOTECIKAOV OPYAVICUOY IOV CUUTEPUANPON KOV 6To TeEMKO Selypa Srompayuatedovron
onudoia oe opyavopeve, xprpatnotipue. Emmiéov, 6heg ot ouyymvedoeig kat eEoyopéc
glvor oLoKANpmpéveg Kol 0 ayopoothg uetd v AAEN g Swudikociog Siabétet
ToVAG)LoTOV TO 51% TV petoxdv g egayopalduevng tpdmeloc. Ia Tig ovaykeg g
HeAETNG, KGOe cuyydvevon 1 kol eEoryopd Bempeitat emysipnuaTiKO GUUBEY.

To mpdto pépog g dMmhopotikng epyociog emkevipdvetar otn OspnTikn
npocéyyion tov Bépatoc. Ewdikotepa, T0 TpMOTO KEGAANLO EIGAYEL TOV AVOYVDOTY GTN
oTUOCio Kot TO ATOTELECLOTO TTOV EMUPEPOVY O1 GLYYWVEDCELS Kot 01 eEoyopés, evd
emmA£ov mpocdiopileton pe caprveln 0 peuvnTIKdg OKOTOG TG £pYacing. Xto 8e0Tepo
Kepdiaro mpaypotonoteiton extetapévn Piflioypapua] emokodnnon, pécw Thg omoiog
apyikd. yiveton oploBETnomn TV evvoldv «ouyydvevony kot «eEayopdy. Davepdvetal
oL Ko 01 §V0 EVvoleg avapépoval oe dadikacies avadlopylvaong evog opyaviGuoD,
aAAG o0t oL TIG Srapopomnotel ivar 1 oAAnieEdptnon Letol TOV EUTAEKOPEVOV
opyavicpdv. H Biploypagikn emokdnnon coveyiletal pe tnv mapdbeon tov kdpLov
HOpe®V 0AAL KoL TOV CIUAVTIKOTEPOV KIVATPWV YUo. oLYXOVEDOELS Kot eEayopéc, T
omoia eivan Baciopéva o drdpopa Bempntikd povtéda. ITapovoidlovial, emmiéov, To
QMOTELEGLOTO. EUTEIPIKAOV HEAETOV TOV Qovepdvouy o ev Adyw kivntpa, amnd Tig
omoieg avadeucvisTon 6TL awtd efvon 1 embBopia enitevéng peyakvtepng xepdopopiag
KOl OTOTEAEOHATIKOTNTAG HECH EMEKTOONG TNG ayopds, Pektiwong mpoioviikon
XAPTOPLACKIOD, S1POPOTOINGNG TPOCPEPOUEVOV VIINPECLAOV, OIKOVOULOY KAIpoKeGg,
AVTOTOKPLOTG OTIG HETOPAAAOUEVES OTKOVOUIKEG GUVOTKEG, KaADTEPT|C TpOGBacnS oTiC
deBvelg ypnpotayopés kat kepaiooyopsc.

H Biprioypagikr emokonnon ocvveyiletor pe avapopd otovg kabopiotikodc
nophyovteg mov ennpedlovy TNV EmMTVYIL TOV CVLYXWVELCE®V Kou TV gE0yopdv.
[Mopovoidlovror o1 onpavtikdtepeg Dempieg mov oyetiCovtor pe avtd to OEpo kot

CLYKEKPLUEVD 01 AEYOpEVES TOPUSOTIOKES Kal Ol opyovaTikég Oswpisc. ‘Enetto, yivetan



npoonddeio. opadomoinong avtdv HE oTOYO TNV OvATTLEN EVOG GUYKEVIPWTIKOD
emeEnynuaTikod  povtélov. Xt  ovvéyew, mopovotdlovior T amoteAéopata
EUTEIPIKOV HEAETOV OYETIKA Ue TOVG Topdyovteg emTuyiog mov eppavilovrol 6To ev
AOY®  povtéro. ZOpeova pe avtd, To W0iTEPO YOPUKTNPICTIKG TOV EUTAEKOUEVOV
opyaviopdv odd kot Tng cvveriaync, ot nepioilovrikol mapdyovies, Kobds kot
Topdyovieg mov oyetilovion pe TNV KOVATOOPO T@V OPYOVICUAV  &ival ot
oNUavVTIKGTEPOL TOPAYOVTEG TTOV KeBopilovv Vv emTuyic TOV CLYXOVEVCEMV KOl TOV
sEaryopmv.

Emnpocbeta, oto kepdioo g Piplioypaping emokonnong yivetar avapopd
otic pebodoroyieg vmwoloyicuod ¢ amodotikdtnTag tov L&E, ov omoieg eivor n
OVEADOT ETYEPTHOTIKOV GUUPAVIOV, 1N AVAALOT| OTOTEAEGUATIKOTNTAG KOl 1|
avdivon emidoons. Ilapovoidlovion o OTOTEAECUOTO EUTEPIKOV EPEVVAOV TOV
ypnowonoovy T &v Adyo pebodorovies. Xe 6,11 agopd otnv  avéivon
ETYEIPMULOTIKOV cOUPAVTOV, 01 S18QOoPES EPEVVES KATAATYOVV GTO OTL 01 GUYXWVEVCELS
ko ou s€ayopég dnuovpyovv atio kvplomg otovg petdyovg twv eEoyopalopevov
tpaneldv, v ol vtepamoddcels Tov eEayopdlovcmv opyavicudv eivar oplakd Betikée
1 1ot apyvnTicég. Ao v GAAn, ot ueréteg mov PaciCovrat oTig Aleg dvo pebodoroyieg
OV YPNoHOTOWDY  ddpopa  AoywoTichd dedopéva yw v ofoAoynom TV
amotelecpdTov tov Z&E, enikevipdvoviar kuping ot e£€toon g oxéong KOGTovG
— opélovc.

210 Tpito ke@alaio Tng Sumhmpatikig epyaciag, napovoidletal n pebodoroyio mov
axorovBninke yo va amovindel To kKOplo pevvnTIKO epMOTNUA NG epyaciag. ['veton
avoALTIKY avopopd otn uébodo tev emyepnuaTik@v cvpPiviav, oAhd Kol 6TO
TPOCUPUOCUEVO VTLOSELYLLO. OTTOBOGTG TG QYOPAG TTOV YpNoLpoTodnke otny epyocio.
Qotoco, mopovoldloviar kot GAAo vmodelypote mov epgaviovial gvpémg ot
BiBAoypopic, Omog T0 VIOdEYUO TNG TPOCSUPROCUEVNS amddoong vl cuykpioyn
nepiodo, to vmoderypa g ayopdc, To vodetypa mov Pocileron otn pébodo Twv
Scholes & Williams, 1o vroderypo mov ypnoomotel ta poviéha GARCH wot
EGARCH, xafdg ko1 10 tpumopoyoviikd poviého tov Fama xou French. Emiong,
yivetal avapopd oTovg d00 PacLicovg EAEYYOVG CTILAVTIKOTNTAG TOV ¥PMOLLOTOI BrjKory
yio v 0£10AOYNOT| TOV anoddcE@V TV LETOXOV TaV Tpaneldy mov cuumeptAngonKoy
070 TEMKO delypo kot cvykekplpéva 0 €AeyXog TUMIKNAG OTOKAIGTG (POVOAOYIKDV
cepdv kar 0 heyyog TuTKNG amoxAlong Sotpopatikdy dedopévav. To kepdhato

g uebodoroyiog ohorkAnpdveton pe Ty mopovoioon g maAtvopdunong pe ™ pébodo



TOV gMEIOTOV TapAyovVTOy 7oL Ypnolwomonidnke yuw. ™ diepedvnon g oyxéong
OVAULESH OTLG AVTIOPACELS TV TILOV TOV LETOYMV KAl CUYKEKPIUEVOVY TOPAYOVIWV TOV
apOopovY OTA YOPUKTNPOTIKGE Tov Tpomeldv. Edwdtepa, og emeEnynuotikég
petaBantég kabopiotnkay n anddoon Twv nepovolakdv otoryeimv (ROA), n awddoon
tov Wiov kepaiaiowv (ROE), ta képdn ava petoyn (EPS), n avoioyio AoyloTikng Tpog
ayopaiog atlag (B/M), to péyeboc tng tpdmelog wxal 1 £0po (yewypapikn Béon
tpaneldv).

To amoTeAECPOTA TOV TPOKVTTOVY OO TNV TAPOVGSO LEAETT] CLUEMVOVY [E TNV
vrdpyovoa PifAoypaeia, vrodercvdovtag OTL 01 avTIOPAGEIS TOV EMEVOLTOV OF
QVOKOLVADGELS oVYYXOVEDTSEDY KAl eEayopdv dnuovpyody atio yuo Tovg petdyovs Twv
eEayopalopevoy tpaneldv. Avalvtikdtepa, Ta gvpnpote oveédeltov 0Tl or pEGEC
vrepanodocelg Tov eEoyopalovowy tpamel®v NToV OTATICTIKE WU CTUOVTIKES YU
oAdKANPN v e€etaldpevn mepiodo. M pépa mpwv amd Ty avokoivoon g
oLuvoAAayNg 1 péon vrepamddooT ey oprakd BT, VA TNV NUEPQ TG AVaKOTVOCNG
frov Betiky], oAAG TOAD younin. Qotéco, v Nuépa LETd TNV avakoivoon n péon
vrepamddoon MoV apvnTikn Kot Stnphiinke £tol mg ko v 9N nuépa petd v
avaxkoivoomn, pe egoipeon v 21 nuépa, Otav epeovioTnKe Kot Tl g oplokd BeTikr).
Avtifeta, v Tic eEoryopaloueveg tpdmeleg ov apvntikéc viepamoddoeilg vepTepodY
pExpL TNV NUEPL. TN avakoivoonc. Tnv nuépa tng avakoiveong tapatnpidnke Betikn
KOt ONUAVTIKT LéoT LIEPATOS00T, 1) 0OTola EMTAEOV TV TOAD VYMAGTEPT OO eKeivn
tov eayopdlovowv tpanelmv. Mewwpévn vrepamddoon mapatnpidnke pioe nuépo
petd v avakoivaoon, n oroio oy exiong onpavtiky. Kabdog aropakpuvéucote and
v Nuépa avokoivoong, mapatnphOnKay YaunAdTePES VIEPATOSICELC.

[Mopdpon Moy o amoterécpote Yo TG afpoloTikeés HECES VIEPUTOOOCELS OV
gEetdomniay Yo i ypovikég meprodovg [-1,0]; [0,+1]; [-1,+1]; [-2,+2]; [-5,+5]; [-
10,+10]. Zvykexpuéva, to amoteréopota yioo Tic eayopaloueves tpdmeleg mfrov
ototiotikd Oeticd yuo Oheg Tig ypovikég meprddovg. Ot vynhdtepeg aBPOICTIKEG
VIEPATOSOCELS TopaTNPNONKAY TIg NUEPES YOP® omd TV avakoivoon. Avtibeta, yia
T e€ayopalovoeg tpdmelec vafplav opokd OeTikd Kol U1 OTOTIOTIKA GTUOVTIKGA
OTTOTEAECLATO Y10 TIG TPADTES TEGTEPLG XPOVIKEG TEPLOGOVE KO OPVNTIKE Y10 TO YPOVIKS
napdbvpo [-10,+10]. T'veton katovontd, Aowmdv, dt o1 pétoyor twv eEayopalopevmy
tpamel®v en®EeA0OVTOL amd OTIKEG KO ONLOVTIKES VIEPATOSOTELS, V(D 01 PETOYOL

tov eEayopalovowv tpomeldv ovtipetonilovv oplokd OeTikéC KOl CTATIOTIKG W1



OMUOVTIKEG VTEPOTOBOoES TNV MUEPE NG avaKoivwong kabdg Kol OPVNTIKEG
Vepamoddoelg katd v tepiodo LeTd v avokoivooT.

Téhog, 1 avdivon moivdpdunong pe m wébodo Tav erayiotav tetpaydvov (OLS)
avédeile 6T to péysbog, N yewypaoikh £5pa kot 1 AoyloTiKY| Tpog oryopaio a&io £xouv
OTOTIOTIKG, onuavTikn enidpaon otig abpototikes vepamoddcels Twv eEayopaldpevaov
tpaneldv. Avtd 0dnyel 610 cuumépacua dTL o1 cuyxmvedoels kot ol eEaryopég eival mo
emukepdeic yia Tovg petdyoug tav eEayopaldpevav Tpamelhv dtav ovteg eivorl Likpol
ney£Boug, £xouv vYMAR AoyioTikh Tpog ayopaio abic Kol 1 GCUVOAALYT ETIKEVTPOVETOL
ot yeaypapikn dpoporoinon. o mig dddeg e&etaldpeves petapfintég (ROA, ROE

KoL kEPAN avd petoyr) dev pavepdbnke otoTioTikd onpovTikd enidpac.

AéEaic-khadrd:  Zvyyovevoelg kot eEayopéc, Tpomelikdg topfoc, afpolotikég

VAEPATOOOGELS.



Abstract

The purpose of the thesis is to study the stock price reaction due to merger and
acquisition (M&A) announcement both target and acquiring banks in Europe for the
period 1997-2016. The final sample is based on 84 transactions of acquiring banks and
52 transactions of target banks. Both acquirers and targets included in the final sample
were publicly listed, while in addition the M&A deals were completed and the acquirer
owned a minimum of 51% of shares after the acquisition. A merger or an acquisition
announcement is considered as an event.

The results agree with the existing literature, indicating that the investors’ reactions
to merger and acquisition announcements create value for the shareholders of the target
banks. In particular, the shareholders of target banks benefit from positive and
significant abnormal returns, while the shareholders of acquiring banks are confronted
with marginally positive and statistically not significant abnormal returns on the day of
the announcement as well as negative returns during the period after the announcement.

Additionally, in the present thesis, regression analysis using the least
squares method (OLS) was performed in order to be investigated the factors influencing
the value created for target banks. According to the results, the size, the geographical
location, and the book to market ratio have a statistically significant effect on the
cumulative abnormal returns of the target banks. This leads to the conclusion that
mergers and acquisitions are more profitable for the shareholders of the target banks
when they are small in size, have high book to market ratio and the transaction focuses
on geographical diversification. For the other examined variables (Return of Assets
(ROA), the Return on Equity (ROE), Earnings per Share (EPS)) there were no

statistically significant results.

Key words: Mergers and acquisitions, banking sector, cumulative abnormal returns.






CHAPTER 1: INTRODUCTION

Nowadays, businesses are operated in a changing environment requires consecutive
radical reorganizations and restructurings. This leads companies to looking for different
ways of expanding in order to strengthen their market position. In this direction,
mergers and acquisitions (M&A) are strategies, that are used very frequently and
mainly in the banking sector, as they offers the potential for value creation and
exploitation. However, the M&As’ process is rather complicated, which stems from the
fact that the involved companies have often significant differences in terms of culture,
functions and management ideology. All these require effective treatment so that the
process to leads to high returns. The most important expectations of companies
involved in M&As are to create value through better efficiency, cost savings through
economies of scale, larger product offerings and other synergies.

Mé&As affect industries, local economies and, in some cases, even the global
economy. Especially after the beginning of the global financial crisis, businesses that
have survived face a restructuring dilemma to ensure that they will maintain their
competitiveness. M&As are one of the most effective ways of restructuring. However,
before any decision is made, it is important for each involved business to look at the
real costs, impacts and likelihood of achieving the original M&As’ target.

It has been proven that the M&As affects directly the prices of common stocks of
both the acquiring and target firms. However, according to the existing literature, each
firm is affected in a different way depending on the value created amongst the
stockholders. Empirical studies in banking sector show that in M&A announcement,
the target firms earn a significant positive abnormal return (Tsangarakis et al., 2013;
Campa & Hernando, 2006; Goddard et al., 2012; Cybo-Ottone & Murgia, 2000;
Scholtens & de Wit, 2004; Campa & Hernando, 2006; Ismail & Davidson, 2007), as
compared to the acquiring banks that yield insignificantly returns which are negative or
marginally positive (Tsangarakis et al., 2013; Hagendorff et al., 2008; Campa &
Hernando, 2006; Goddard et al., 2012; Scholtens & deWit, 2004; Tourani-Rad & Van
Beek, 1999; Lepetit et al. 2004; Beitel et al., 2004).

The motivation of this study is, hence, to understand the impact of M&A
announcement on prices of common stocks of the target and acquiring European banks.

The structure of the research is in the following pattern. The next section comprises the

19



literature review concerning the types, motives and determinants of M&As. Moreover
evidence from similar with the present studies are presented. Subsequently the thesis
describes the research methodology applied to the data of the M&A activity in
European banking sector. Further the results obtained through the application of the
said methodology, are critically analyzed to determine if the transaction announcement
creates abnormal returns to the target or the acquiring banks. Finally, the main

conclusions of the thesis are presented.
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CHAPTER 2: LITERATURE REVIEW

2.1 Definition of key concepts

The distinction between the terms “merger” and “acquisition” is not clear. While
the two terminologies are different, they are often used interchangeably (Gribblatt &
Titman, 2006). The separation difficulty of the terms is due to that both mergers and
acquisitions (M&A) are considered operational restructuring processes that eventually
lead to changing the ownership status of company (Yabugbe & Longe, 2013). This view
is reflected in the definition given by Copeland & Weston (1988), according to which
M&A refer to issues related to corporate restructuring, corporate control as well as
changes in ownership.

However, what differentiates the two terms is mainly the interdependence between
the companies involved. Specifically, during the acquisition, one company which is
usually large and financially independent buys another smaller company (Alao, 2010).
However, the two organizations remain legally independent entities. It is noted that
when one company acquires another, this also means that the first takes over the assets
of the second. This implies a change in control of the company (Crouzille et al., 2005).
On the other hand, the merger is a legal activity in which two or more enterprises merge
into new joint organization and the acquired (target) company needs to exit the market
(Alao, 2010; Malik et al., 2014). The risks and benefits of the new entity are shared
between the shareholders on both sides (Crouzille et al., 2005).

Moreover, it is important to be note that the type of currency used in order to be
achieved merger or acquisition, is different. During the acquisition, a company acquires
shares or profits of another company against currency exchange. On the other hand,
during the merger, no amount of money is paid but participation shares. In other words,
assets are transferred. Legally speaking, the result of the merger is one entity with a
new ownership and management structure. The acquisition, however, has as a result
one company to takes over of all the business management decisions of the other

company (Ginsburg & Levin).
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2.2 Categorization of Merger and Acquisition

There are three main forms of M&A, namely: a) merger (consolidation); b)
acquisition of shares; and c¢) acquisition of assets. The merger or in other words
consolidation, as was already mentioned is the process during which one company
called “bidder” absorbs another company called “target”. After the completion of the
consolidation, the target company do not exist as separate legal entity. The
consolidation process leads to the creation of a new organization. On the other hand, in
the second case, the bidder buys shares of the target company. However, the target
retains its rights. Finally, in the third case, all the assets of the target company are
acquired by the bidder. It is underlined that both acquisition of shares and acquisition
of assets, the target company continues to exist (Hillier et al., 2010).

On the other hand there are different types of M&A: horizontal, vertical,
conglomerate and cross-border (Hillier et al., 2010). Horizontal M&As occur when a
company is consolidated with or acquires another company in the same industry
(Brealey et al., 2006). The main purpose is the reducing of competition (Sherman &
Hart, 2010). Most of the M&As in the banking sector, belong to this category. On the
other hand, vertical M&As occur between enterprises in different stages of the
production process (Brealey et al., 2006). Usually, it is for acquisitions or mergers
between supplier and customer (Brealey et al., 2006). Potential targets are the vertical
integration of production, the achievement of price controls and the reduction of
production costs (Papadakis, 2002). Conglomerate acquisition happens when bidder
and target firms are not related to each other (Hillier et al., 2010) and the purpose is
usually the accumulation of business power which would be beneficial for both sides
(Sherman & Hart, 2010). Finally, cross — border M&As refer to those which happen
outside the national boundaries in which the companies belong (Brealey et al., 2006).
The main purpose is to be achieved a market expansion (Sherman & Hart, 2010).

In terms of the procedure followed, M&As are divided into friendly and hostile. In
the first case, both sides want to do consolidation. In the second case, however, the
target company does not agree. Thus, the bidder collects shares of another company
(usually a competitive company) so that it gradually acquires control even though the
target company expresses objections (Schnitzer, 1996). Finally, there are another two
specific M&A types. The first is the “leveraged buyout™ for which usually is not used

equity, but borrowed funds from banks. The second is the acquisition of companies by
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their management. In other words, the company is being bought by its executives

(Kaplan & Stromberg, 2008).

2.3 Merger and Acquisition Motives

The motives for M&As are many and very complex. They could be explained by
several theoretical models. One of these is the “Market Power Theory” according to
which market power can lead to higher competitiveness and profits. For example,
M&As in the banking sector, may lead to reduction in the number of banks and
therefore to shrinking of competition. This increases the concentration of the market
and consequently its power. The result will be the increase in prices appointed by banks
and finally the increase of business profits of both bidders and target companies (Hankir
etal., 2011).

Another theory explaining the motives for M&As is the “Resource Based Theory”,
according to which each company differs from its competitors in terms of its resources
and capabilities, as well as the way in which it exploits them. Mergers and acquisitions
lead to the unification of these resources and capabilities, which results in increased
cost savings due to increased efficiency and benefits. In short, the performance of both
sides is improving (Hankir et al., 2011).

Also, “Agent Theory” explains the relationship between principals and agents and
deals with resolving problems that may exist in their relationship. For example,
shareholders have incentives to drive their companies to grow beyond their size. This
leads to improving of capabilities of executives. Based on this theory, the main
motivation for M&As is not economic, but the personal development and improvement
(Asimakopoulos & Athanasoglou, 2013).

On the other hand, according to Trautwein (1990) the theories of M&As motives
can be classified into seven groups. In detail, “Monopoly Theory” views M&As as
being planned and executed to achieve market power, while the “Efficiency theory” to
achieve synergies. According to the third theory which is the “Valuation theory”, bidder
managers have better information about the target’s financial performance than the
stock market, while the “Process Theory” is based on that mangers have only limited
information and therefore decide on imperfect information. On the other, the “Empire
Building Theory” considers that M&As are executed by managers who maximize their

own utility instead of their shareholders value and the “Raider Theory”, that managers
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creating wealth transfers from the stockholders of the companies they bid for. Finally,
according to the “Disturbance Theory”, M&As are caused by economic disturbances
(Trautwein, 1990).

Trautwein (1990) joins the above theories in a model that explains the motivation
for M&As (see Table 1). Specifically, the first category includes theories according to
which the decision on M&As stems from the interests of shareholders and managers.
Motives for M&As are the expected profits of shareholders, which are net gains through
synergies and private information or wealth transfers from a target’s shareholders or
from customers. All theories included in the first category of the model, focus on the
consequences of M&As as motives for their planning and execution. Instead, the
process theory (second category of the model) view M&As as process outcomes, while

the disturbance theory (third category of the model) as macroeconomics phenomena.

Table 1:Theories of mergers motive

Net gains
through
synergies

Efficiency
theory

M&As Wealth Monopoly
M&As as benefits transfers from theory
rational choice bidder’s costumers
shareholders

Wealth M{ Raider theory |
transfers from 1
target’s \
shareholders i
‘Netgains | Valuation
through private { theory
information |
M&As | Empire- 1‘
benefits . Building ]
managers ; theory ]
i
M&As as " Process 't'-hé'bry
~ process
. outcome
 M&Asas o " o . Disturbance ‘
macroeconomic . theory
phenomenon ! |
|

Source: Trautwein (1990), p. 284
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Based on the above, companies can make a decision for M&A motivated by the
expected consequences of this process or influenced by other external factors.

On the other hand, according to Al-dmour & Al-Qaisi (2016), the motives for M&A
can be explained by two groups of theories, namely neoclassical theories and behavioral
theories. The first includes theories according to which the M&A is a rational decision
taken by managers and has as main objective to maximize the shareholder wealth. In
this sense, all the consequences of various external factors such as economic instability,
technological developments, legal regulation of the industry will lead to a reaction of
companies as redistribution of assets through M&As. Conversely, behavioral theories
support that the M&A decision is not rational, as firms’ managers do not act in the
interest of shareholders but in order to cover their own interests without aiming at
increase the value of the company. Consequently, the view of Al-dmour & Al-Qaisi
(2016) lead to that motives for M&As reflect the interests of shareholders or the
interests of managers.

Other researchers (DeYoung & Evanoff, 2009; Ferris & Graddy, 2007) refer to
profit and non-profit motives for M&As. Examples of profit motives are the profit
maximization, geographic and product diversification, as well as the increasing the size
of the company. Non — profit motives refer to that managers may engage in M&As in
order to maximize their own utility at the expense of shareholders (DeYoung &
Evanoff, 2009).

Moreover, Smirnova (2014) state that motives for M&As can be grouped into
internal and external motives. This view is based on the Self-Determination Theory
(Deci & Ryan, 1985), which considers that people are actively looking for challenges
and new experiences and are motivated to perform actions by two factors: internal and
external (Smirnova, 2014). Internal motives refers to the involvement of individuals in
activities for personal reasons that is to say the feelings of pleasure and satisfaction
which result directly from the participation (Smirnova, 2014). External motives are
factors or forces (eg. rewards, punishments, obligations) from which individuals are
affected and consistently behave in a certain way (Smirnova, 2014).

The views presented above are revealed through the results of various research
studies. For example, according to Coyle (2000) the most important motive for M&A
is the exploitation of economic opportunities which guarantee revenue growth. Other
reasons for M&As reported by Cigola & Modesti (2002) is the opportunity for market

expansion and acquiring of R&D capability to develop new products and services.
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Several researchers underline different motivations for M&As such as business
differentiation (Stahl & Mendenhall, 2005), profit growth (Huang & Kleiner, 2004),
survival in periods characterized by adverse economic conditions, better access to raw
materials, but also tax benefits and economies of scale (Paulter, 2001).

However, it is argued that mergers and acquisitions in the banking sector stem from
different motivations in comparison with other economic sectors (Focarelli et al., 2002;
Humphrey & Vale, 2003). Indicatively, according to Focarelli et al. (2002) banks merge
in order to increase their income due to market expansion, while the main objective of
acquisitions in banking sector is the improvement of the quality of portfolio of acquired
banks in order to increase its profitability. Sufian (2011) argues that banking
organizations make M&As in order to achieve economies of scales and thus to improve
their effectiveness. Sufian (2011), however, also refers to the economies of scope,
which are a key motives for banks that are mainly large in size. Morris (2004), point
out that the changing market conditions and economy of a countries are the most
important motivation for M&As in the banking sector.

Also, from the review of the existing literature, it has been found that banks’
motives for M&As often vary according to the country. Indicatively, according to
Pasiouras & Zopounidis (2008), banks in Greece choose to be involved in merges and
acquisitions because have as main objective, the expansion, but also the economies of
scale to enhance their market position. Larger banks acquire the smallest in order to
increase their power as well as to be facilitated their access to the capital markets. The
above may be directly linked to the difficult financial situation in Greece that pushes
banks into such strategies. On the other hand, Morris (2004), focused on banks in the
United States and concludes that the main reason for mergers and acquisitions is to be
increased the power of banking organizations. Moreover, Focarelli et al. (2002) argue
that the main motivation for M&As of Italian banks is to increase their income and to
achieve greater profitability. On the other hand, according to Shanmugam (2003), the
reasons for M&As in the banking sector of Malaysia are the achievement of greater
efficiency and competitiveness. Smirnova (2014) states that the internal motives for
M&As, are the desire for growing, increasing income, strengthening position, market
expansion and differentiation of services, while the external motives arising from the
specific political - economic conditions of a country, the obtaining tax benefits, the

government policies, the responding to changing economic conditions.
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Table 2: Summary of Literature Review: M&A Motives in the Banking Sector
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acquisitions higher income. In
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efficiency (Humphrey &
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2001 of efficiency respond to the changing
. economic conditions:

‘trough  improving the
 effectiveness of providing

. lInanciai services
1998- 24 Growing & Greece The main motive of banks
2002 Strengthening is the strengthening their
position position in the market in

order to get easier access to
international money and

capital markets.

1997- 10 Achievement of | Malaysia = The main motive of M&As
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sectors, which, however do
: not lead to economic scale.
1996- 983 Product Switzerland ~ Unprofitable results from
2002 diversification the expansion of banks’
' activities, which is the main
motivation for M&A.
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Geographical and product differentiation is an important motive for M&As in the
banking sector, although they often do not lead to the desired outcome. Indicatively in
the research conducted by Rine & Stiroch (2003), as well as by Hayden et al. (2006), it
was appeared that the most important motive for banks M&As is the expansion to other
financial sectors. However, the results were unprofitable since gain and economies
scales were not observed.

Other researchers refer to non — profit motives such as utility maximization. For
example Bliss & Rosen (2001) based on their research concluded that CEOs make an

acquisition in order to take large compensation from the increased size of the bank.

2.4 Determinants of Merger and Acquisition success

There are specific factors that determine the likelihood of a bank being involved in
a merger or acquisition process. More specifically, according to the model of Akhigbe
et al. (2004), the probability of a bank becoming a target for acquisition is greater for
banks that have a higher capital level, lower return on assets, higher run-up in price,
more non-performing loans, lower market-to-book multiple, higher loan concentration
and higher core deposit ratio. Hernando et al. (2009) add that the target bank, usually
has higher cost to income, lower profitability and capitalization and lower growth
prospects. In the case of cross - border M&As, the target bank is usually large, low -
performing and is operated in a small country, in a highly concentrated sector (Correa,
2009). On the other hand, bidder bank is usually larger in size, with high efficiency and
effectiveness, high growth rate, more profitable and less liquid (Beccalli & Frantz,
2013).

The key issue however, is to be identified the factors that determine whether the
merger and the acquisition is successful. Before proceeding with the analysis, it is
necessary to give a definition of the term “success”. Considering that M&As are
investments, then success can be determined using the net present value method (NPV).
This means that M&As are considered to be successful if they lead to the least such
profit for companies, than any other similar risky investment. In other words, the net

present value should be less than or equal to zero (Manitou, 2016).

There are various theoretical approaches that can be used to explain the

determinants of mergers and acquisitions success. More specifically, Beccalli & Frantz
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(2010), refers to the “traditional” and “organizational” approaches. The first approach
considers merger and acquisition as a strategic decision or as a financing process. On
the other hand, the second approach focuses on the human issue as part of M&As. In
this sense, based on the traditional approach, financial performance is the measure of
M&As success or in other words the main goal of the process is to be maximized the
shareholders’ wealth, as well as to be achieved effective partnerships, economies of

scale, knowledge transfer and effective control (Cartwright & Cooper, 1993).

In fact, however, a lot of M&As are failing rather than leading to increased
productivity and profitability. This is often due to the fact that, although M&As are
strategic processes with specific requirements, decision makers are subject to personal
feelings and aspirations that tend to override rational thinking and neglect
organizational consequences. This is directly related to the second theoretical approach,
the organizational, according to which compatibility among participants in an M&As
is critical to its success. Compatibility is considered in relation to organization culture,
management systems, process management, decision making and communication

models (Cartwright & Cooper, 1993).

Cultural issues play an important role in the organizational approach of M&As. One
of the most important factors that cause problems in mergers and acquisitions is the
differences in corporate culture. Thus, the more similarities in the corporate culture the
organizations involved in the M&A process, the higher the likelihood of success

(Cartwright & Cooper, 1993).

Heidrich (2002) demonstrated an integrated cultural change model which tried to
focus on both internal and external factors that could have influence on cultural changes
in organizations during the M&As process (see Figure 1). Specifically, Heidrich (2002)
focuses on the need to change the organizational culture of companies involved in
Mé&As. The M&As success depend on the extent to which the culture will be changed
effectively. This depends on six categories of factors, namely: 1) changes in leadership
style; 2) changes in attitudes and perceptions of members of the organization; 3)
characteristics of the organization; 4) changes in national culture, 5) changes in strategy

and structure; and 6) characteristics of the culture (see Figure 1).
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Leadership Organization Organization
members characteristics
(Size, ownership,
industry)

Features of
culture
(strong-week)

National Strategy and
culture Structure

Figure 1: The model of culture change

Source: Heidrich (2002)

The problem with the traditional approach of mergers and acquisitions is that it
consider them only as economic and strategic alliances, ignoring an important influence
of the human factor. To consider mergers and acquisitions exclusively as reasonable
economic and strategic activities and not as human activities is very likely to be
incomplete process. In this sense, all decisions related to M&As include both logical
and emotional elements. The logical element concerns the technical content of the
decision, based on the available knowledge of economic and strategic factors, while the
emotional aspect concerns the emotional behavior of decision - makers, which is
influenced by cultural factors and the organizational quality of the decision (Cartwright
& Cooper, 1993).

On the other hand, with regard to the factors determining the success of M&As in
the banking sector, Beitel (2002, citied in Kolaric & Schiereck, 2014) divides them into
three categories. The first includes the characteristics of the acquirer and target
company, the second the transaction specific factors, and the third the environmental
factors.

Combining the traditional and organizational approach of Beccalli & Frantz (2010)
with the three categories of Beitel (2002) and the model of culture change of Heidrich
(2002), it is proposed that the grouping of M&As success factors could be based on the

model showed in the Figure 2.
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Figure 2: Model for determinants of Merger and Acquisition success

Source: Adjustment from Beccalli & Frantz (2010); Beitel (2002); Heidrich (2002)

In detail, the characteristics of the acquirer and the target company, the transaction
specific factors and the environmental factors are considered in the light of the
traditional approach for the M&As success. Through the organizational approach, the
cultural factors of success with an emphasis on the organizational culture are examined.
Subsequently, in the table 3, the results of research studies on the success factors of
M&As are grouped on the basis of the adapted model presented in Figure 3.

Characteristics of acquirer and target: The results of studies that focus on the
impact of company’s size on M&A success diverge. Some researchers argue that when
acquirer and target have the same size, M&As success is higher (Ahuja & Katila, 2001;
Krishanan et al., 2007). This is linked to the fact that when both sides have similar or
the same size, the acquirer recognizes and integrates more easily the target company’s
knowledge, skills, systems and procedures. However, other studies have concluded that
in order to be successful the M&As, the acquirer should be a company larger than the
target company (Bruton et al., 1994, Homberg et al., 2009; Gupta & Misra, 2007). In
line with other findings (Seth, 1990; Tuch & O’Sullivan, 2007), the smallest size of the
acquirer than that of the target company can successfully influence M&As, because the
process increases its power and ability to explore economies of scale and scope. Zollo
et al. (2000) find that the size of the acquirer has a significantly negative impact on the
acquirer’s M&A success. In another study (Cybo-Ottone & Murgia, 2000), however, it
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is not proven that the size of the acquirer and target plays an important role in the M&As
success. Also according to other researchers (Haleblian et al., 2006; Epstein, 2005),
prior acquisition experience and recent acquisition performance, as well as the pre -
merger planning affect positively the M&As success. Moreover, Ramaswamy (1997)
states that mergers between a target and an acquiring company with similar strategic
characteristics lead to higher performance. Harrison et al. (1991) disagree with the view
of Ramaswamy (1997) finding that exactly the lack of similarities is positively related
to post M&A performance. The differences stems from the fact that Harrison et al.
(1991) investigated both related and unrelated M&As, while Ramaswamy (1997) only
horizontal mergers. The considerable operations overlap between the target and the
bidder company are very important because affect the M&As success (Houston &
Ryngaert, 1994). Also, high target bank growth rates is associated with better M&A
performance (Lorenz et al., 2006). Other researchers however disagree with this opinion
(Hernando et al., 2009; Beccalli & Frantz, 2013) supporting that high growth rate of
bidder bank is the more important factor for M&As success. Finally, M&As are more
successful when the bidder bank is more profitable than the target (Banerjee &
Cooperman, 2000).

Transaction specific factors: Initially, in terms to this category, the influence of
geographic/ product focus versus geographic/ product diversification on the M&As
performance is examined. Some evidence (Lapetit et al., 2004) showed that cross-
product diversification and geographic specialization have a positive effect on M&As
performance. On the other hand, Ismail & Davidson (2005) concluded that geographic
diversification is more effective than geographic focus strategy. Also, according to
Becher & Campbell (2005) product and geographic focus can lead to better results for
the acquiring bank. Similarly, Cornett et al. (2000) concludes that the productivity focus
has a significantly positive impact on the value creation of M&As. The financing
method of transaction is also important. Transactions that are paid with cash are
associated with higher performance of M&As (Tuch & O’Sullivan, 2007). However,
similar results there is also for the combination of cash and stock payments (Ismail &
Davidson, 2005). Other evidences (Gupta & Misra, 2007), showed that the use of only

stock payments affects negatively the M&As performance.
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Table 3: Determinants of Merger and Acquisition success

Transaction

specific factors

Cultural factors

Geographic focus
Geographic
diversification

Product focus

Product diversification
Cash only payment
Combination of stock and

cash

Stock only payment

National cultural distance

Informal control
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Environmental factors: The effect of deregulation on bank M&As success is a
much discussed topic. For example according to Hagendorff et al. (2007) after the bank
deregulation, M&As increased and are more effective. However, Becher & Campbell
(2005), state that deregulation has negative results for acquirers. Also higher
government efficiency is associated with higher M&As performance (Kiymaz 2004;
Buch & DeLong, 2004).

Cultural factors: The majority of the empirical researches provide evidence that the
greater the national cultural distance between two countries, the greater the likelihood
of failing performances of M&As (Teerikangas & Very, 2006). According to evidences
(Calori et al., 1994; Child et al., 2002) the national culture of the acquiring companies
which is based on the informal control and generally on the adaptive approach improve

the performance of their foreign acquisitions.

2.5 Methodologies used to determine Mergers and Acquisitions success
efficiency

M&A research in banking, in general, applies three different approaches: event
studies, dynamic efficiency studies, or performance studies (Kolaric & Schiereck,
2014). However most researchers use event study methodology in order to estimate the
reaction of the market price of the banks around the announcement date. In general, the
event study consider the only methodology, which directly allows judging on the value
implications of a bank M&A (Pilloff & Santomero, 1998).

On the other hand, according to the efficiency studies, M&As are successful when
the effectiveness of the resulting organization is closer to the efficient frontier, which
is usually, the most efficient organization of the sample. In performance studies, the
M&As success is evaluated based on the accounting ratios of resulting organization

(Kolaric & Schiereck, 2014).

2.5.1 Event studies

The method of event study was first applied in the empirical study of Fama et al.
(1969, citied in Kolaric & Schiereck, 2014, p. 41). The stock returns surrounding the
announcement day are investigated, since the M&A is considered to be successful if it
leads to an increase in the share price for both target and acquiring company (Kolaric

& Schiereck, 2014). A change in shareholder value, or an abnormal return, is generated
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if investors receive a stock return in excess of the expected one. The overall result is
usually the target company to earn positive abnormal returns, while the bidding
company to win negative or insignificant returns (Shah & Arora, 2014). This is
explained by the fact that the target company is expected to perform better after their
integration into more efficient company. This is expected to lead to a worse
performance of the bidding company after merging with a weaker company, because
the bidder invest money in the new institution, which finally affects its shareholders’
earnings and dividends (Shah & Arora, 2014). However, as will be seen below, the
situation presented above is not always true as the whole process of M&A is affected
by a variety of factors.

The calculation of the expected return usually follows one of the three basic models:
(1) the market and risk adjusted return model, or short market model, (2) the mean
adjusted return model, and (3) the market adjusted return model (Bithner 1990, citied
in Kolaric & Schiereck, 2014, p. 41).

Below follows a literature review of research studies which evaluate the results of
Mé&As with the method of the event study. The results are presented in Table 4.

In detail, Tsangarakis et al. (2013) shows that in the European financial industry,
acquirers experience statistically insignificant abnormal returns. However, according to
this study, the larger the deal, the higher returns significantly. On the other hand,
Chronopoulos et al. (2013) state that European acquiring banks involved in US deals
experience positive and statistically significant abnormal return in compare with the US
acquiring banks. Similarly, Hagendorff et al. (2008), concluded that acquiring banks in
US realize negative abnormal return, while the European acquiring banks, positive and
statistically significant abnormal return. Higher returns are accosted with targeting in
low protection economies, which are the most European economies, while negative
abnormal return with targeting in high investor protection regime, such as the regime
of US.

According to Teply & Starov (2008), during the financial crisis, the stock returns
for acquirer banks around the M&A announcement date are insignificant. However,
Beltratti & Palladino (2011) disagree with this opinion, supporting that acquirer bank
during the period of economic disturbances, have positive abnormal returns at the
completions of the M&A. Beltratti & Palladino (2011) state that this difference in
abnormal returns is due to information asymmetry, which is related to opaqueness of

target assets and the uncertainty during the crisis.
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Table 4: Summary of Literature Review about abnormal returns for European and
international event studies

"2'000-20.06 | 172 Em’ope Strong positive effects for targets
that become higher in cross-
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Acquirers experience statistically
negative insignificant abnormal
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of economic disturbances, have
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targets) bank targets

36



Finally, based on different evidences (DeLong, 2003; Hagendorff et al., 2008;
Campa & Hernando, 2006; Tsangarakis et al., 2013) European targets on average obtain
large, positive, and statistically significant abnormal returns. The same results are also
observed in Asia and Latin America (Goddard et al., 2012). However, Scholtens &
deWit (2004), concluded that European bank targets earn lower abnormal returns than
the US bank targets.

2.5.2 Dynamic efficiency and performance studies

Both dynamic efficiency studies and the performance studies use various
accounting data to evaluate the merger and acquisition results. The key advantage of
these two methods is that they offer the opportunity for profit forecast of a possible
M&A. In detail, in dynamic efficiency studies, accounting data are used to calculate
costs and profits both before and after M&A. On the other hand, in performance studies,
accounting indices are calculated and reviewed after M&A, in order to be revealed
possible improvements (Kolaric & Schiereck, 2014).

Most dynamic efficiency studies focus on examining the cost-benefit relationship.
Several studies (Al-Sharkas et al., 2008; Kathuria, 2015) conclude that mergers lead to
better cost efficiency and higher profits. Al-Sharkas et al. (2008), as well as Altubans
et al. (2001) report that a combined entity as a result of mergers has significant cost
improvements (see table 5).

A number of performance studies examine the operating performance of the
acquiring firms reporting mixed results. Healy, Palepu & Ruback (1992) observe
increases in the post-merger cash flow operating performance of merged firms in US.
Heron & Lie (2002) report evidence of operating performance improvements using a
more comprehensive sample of US deals, while Powell & Stark (2005) show evidence
of operating performance improvements following UK M&A deals (see table 5).

In contrast, however, no significant operating performance improvements are found
by Ghosh (2001) for US acquirers and Sharma & Ho (2002) for Australian acquirers.
According to Vander Vennet (1996) the European acquisitions do not lead to
performance improvements. However, in case of mergers between organizations of
similar size, there is significant performance improvements for the combined entity (see

table 5).
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Table 5: Summary of Literature Review about abnormal returns for Dynamic efficiency and
performance studies

1985-1999 440 us Mergers lead to better cost

 efficiency and higher profits

2003-2012 684 us Mergers lead to better cost

efficiency and higher profits

1989-1997 7626 Us | Mergers lead to significant cost
improvements.

1979-1984 50 Us Merged firms show significant
Improvements in asset

productivity, leading to higher

operating cash flow returns.

1998-1997 859 us Acquirers exhibit  operati

performance improvements

L=

1992-1999 845 us No significant operating
performance improvements as a
result of M&A

1986-1991 36 Australia Corporate acquisitions do not lead

| post-acquisition operating
performance
1988-1993 492 Europa Mergers between organizations of

similar size, lead to significant

performance improvements

From the above, we can conclude that the method of the event studies is used in
order to be evaluated the effects of M&As and whether it is profitable or not. The
importance of this method is revealed by the fact that it provide important information
on the value of the share capital. However, this method does not provide in-depth
information about the sources of profit. Efficiency and performance studies on the other
are used to estimate profits from an M&A as a function of cost-effectiveness. Their key

advantage is that they reveal the sources of the profits and can be used for forecasts.
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CHAPTER 3: DATA AND METHODOLOGY

3.1 Data

The purpose of the thesis is to study the stock price reaction due to merger and
acquisition (M&A) announcement both target and acquiring banks in Europe for the
period 1997-2016. The analysis was based on a sample consist of European banks
(targets and acquirers) involved in M&A deals which are announced in the period
January 1997 — June 2016. The data for the bank mergers and acquisitions was
collected from the Thomson Reuters Eikon database. The criteria for the sample are as

following:
1. M&A transactions
2. Both acquirers and targets are in Europe
3. Both acquirers and targets are in the banking sector
4. The transactions are announced between 1997 and 2016
5. Both acquirers and targets are publicly listed
6. The M&A deals are completed
7. The acquirer owns a minimum of 51% of shares after the acquisition

Based on the above criteria and using daily data, the initial sample included 293
M&A deals. After this, using Thomson Reuters Eikon database, the DS Mnemonic
codes for the banks were found. These are needed for the next step which is the
collecting the data for the returns of the banks, the prices of the EURO STOXX BANKS

E Index as well as the accounting data from the DataStream base.

From the total of 293 M&A deals, Acquisitions of Partial Interest (N = 107),
Acquisitions of Remaining Interest (N = 45), as well as deals for which there was no
information on the type of transaction (N = 5), were removed. So, the number of deals
decreased to 136, which are only Mergers and Acquisition of Majority Assets (see Table
6).
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Table 6: Summary M&A transactions (Full sample)

9

Then, we removed all the deals for which there were no DS Mnemonic codes or
data on return price index, simultaneously for acquiring and target bank, resulting in 94
M&A deals (see Appendix).
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Table 7: Summary M&A transactions (end sample)

42 94

The final sample consists of 84 transactions of acquiring banks and 52 transactions
of target banks spread over the period January 1997 to June 2016. In Table 8 we provide
summary statistics for the total sample of 94 deals, which were evenly distributed
between 44 mergers and 50 acquisitions of which 60 are national and 34 cross-border

transactions.

Table 8: Sample statistics for total of M&As deals (End sample)
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Table 9: Partition of acquiring and target banks deals by country

Numberof = %oftheTotal | Numberof | % ofTotal

 transactions transactions

AR, 2.4% 0 0.0%
_ 0 0.0% 0 0.0%
|G 12% 1 1.9%
i o 0.0% 0 0.0%
e 1.2% 0 0.0%
[ o 0.0% 1 1.9%
I - 16.7% 11 212%
B 0.0% 0 0.0%
| Gila . © 0.0% 0 0.0%
(e .. S 6.0% 3 5.8%
[ o 0.0% 0 0.0%
|Cimm e 6.0% 1 1.9%
[ - 8.3% 6 11.5%
B I 12% 0 0.0%
[CRe 13.1% 7 13.5%
B o 0.0% 1 19%
| Macedonia . o 0.0% 0

| Ror L S 3.6% )
[ o 0.0% 0
B 0.0% 0 ,
Gl 14 16.7% 5 9.6%
L 8.3% 0 0.0%
B T . 1.2% 1 19%
United Kingdom 3 3.6% 20% v pike i
e 100.0% 52 100.0%

In the Table 9 we report the geographical distribution of the deals in our sample and
notice that Denmark, Spain and Italy are at the top of the league.

As can be seen from the data presented in Figure 3, most of the transactions from
acquirers held by banks operating in Denmark (16.7%), Spain (16.7%) and Italy
(13.1%), followed by Greece (8.3%), Sweden (8.3%), Poland (7.1%), France (6.0%)
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and Germany (6.0%). Few are the acquiring banks in Bulgaria, Cyprus, Ireland,
Lithuania, Switzerland, Austria, Kazakhstan, Portugal and UK.

Acquiring banks transactions

Figure 3: Acquiring banks transactions by country

The most target banks are in Denmark (21.2%), Poland (13.5%) and Italy
(13.5%), followed by Greece (11.5%) and Spain (9.6%). On the other hands, banks
operating in Bulgaria, Czechia, Germany, Latvia, Switzerland, UK, Portugal,
Kazakhstan and France are minimally involved as targets in M&A transactions (see

Figure 4).

Target banks transactions

Figure 4: Target banks transactions by country
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3.2 Methodology

3.2.1 Event study

Assuming an efficient market in a weak form (Fama & French, 1970), the
information of the event (M&A) was interpreted by the stock price. Thus, the stock
price of the banks were used as an indicator in order to be revealed the market reacts to
the announcement of M&A event. The normal and abnormal returns are derived from
the stock prices, using certain models. In actual fact, it is often the case that the stock
price does not immediately change. This happens for example when there is no
information for the transaction before the official public announcement date. Therefore,
in order to be revealed the reaction of the stock prices of the banks to the M&A
announcement, an event study methodology was used. The following structure was

applied:
1. Determination of the event date.
2. Determination of the event window.
3. Determination of the estimation period.
" 4. Calculation of the normal returns.
5. Calculation of the abnormal returns (ARs).

6. Calculation of the cumulative abnormal returns (CARs) - AARs and
CAARs.

7. Determination of the statistical significance of CARs.

In detail, the event date is the date on which the event happens. For the present
study, this is the announcement date of the M&As deals and is defined as t = 0. On this
date, the effect of the event is measured by the stock prices of the banks. The second
step was the determination of the event window. This is defined by the number of days
preceding and following the event date. For the present study a 10 days event window
for the forecast period (post event period) was defined. On the other hand, the
estimation period is the period in which no event has occurred and its aim is to
determine the normal behavior of stock returns or in other words how the returms behave

in the absence of the event. From the three time frame options for the estimation period,
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which is before, during and after the event window, for the present study, the before
event period was chosen, because is the most common one. Thus, the interval between
120 and 15 negotiable days before the announcement of the transaction was defined as

a parameter estimation period.

[Parameter Estimation Period] [Post Event Period]

A\ 4

T- T-1 t=0 T:

The main purpose in an event study is to be calculated abrormal returns due to an
event. This requires the subtracting of the normal from the actual return. Consequently,
the model for normal returns needs to be determined first. Normal returns are the stock
returns that would have occurred in normal circumstances or in other words in the
absence of the event. There are different models for calculating the normal return of a
stock. For the present study, the “Market adjusted returns model” was used. This model

and other which are widely used are presented in the next section.

3.2.2 Event study benchmarks

Market Adjusted Returns Model

The abnormal return is calculated using the difference between the actual and

expected returns of the firms and can be calculated by:
AR, =R, -E(R,)

where,

Rjt is the actual return and E(Rjt) is the expected or normal return (Duso, Gugler &
Yurtoglu, 2010, citied in Shah & Arora, 2014). In the present study, the Market adjusted
returns model was used. In this model, abnormal returns on each day in the event
window are calculated by:

AR, =R, —-R

i St mt
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where,

ARjt is the abnormal return on the stock j, on day t.
Rijtis the return on a particular equity stock j, on particular day t.

Rmt is the average return on the market index that is assumed to be constant over the

event window.

In the present study, we removed the EURO STOXX BANKS E index returns from
the daily returns of the shares in the sample for the period covering 120 days before and

15 days after the announcement of the mergers and acquisitions.

The analysis is improved by calculating the Average Abnormal Return (AAR) for
each day in the event window. This aggregates the abnormal returns for all firms to find

the average abnormal return at each time t. AAR is obtained by the equation below:

where,
t corresponds to transaction days that are associated with the date of the event.
N is the sample size.

Finally, the average abnormal returns over the amount of days in the event window,

T, (i.e. over all times t) are accumulated in order to form the:

1 N T2
CAnRy; =+3 5" 4,
Nj:l t=T1

where,
Ajt is the abnormal return on the stock j, on day t.
N is the sample size.

The CAAR is a useful statistical analysis in addition to the AAR because it
represents the average total effect of the event across all firms over multiple time

windows.
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Comparison Period Mean Adjusted Model

According to the comparison period mean model the expected returns vary between
companies but is stable over the time. In this model the abnormal return in the event
window is the return of the stock company j on day t minus the average return of the

stock in the estimation window:

A.=R, =R,

Jt Jt J

Market Model

The market model assumes that the expected return of any given stock is linearly
related with the market return. In other words stock returns follow a single factor market
model (e.g. market index) represented by the following equation:

R,=a,+B,R, +c,
where,

Rijt is the rate of return of the common stock of the j firm on day t.

Rumt is the rate of return of a market index on day t.

Cjt is the error term (a random variable) with expectation zero and finite variance. It is

assumed that Cit is uncorrelated to the market return Rmt and firm return Rjt with k#j,

not autocorrelated, and homoscedastic. The regression coefficient f§jis a measure of the
sensitivity of Rjt to the market index (De Long, 2001). The abnormal return for the

common stock of j firm on day t is calculated as follows:
A,=R, —(a,+ﬂj R.)

where, the coefficient aj and bj are ordinary least squares estimates of parameters.
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Market Model with Scholes — Williams beta estimation

The Scholes — Williams model is also used for the assessment of market parameters.
In detail, Scholes & Williams (1977) have shown that beta estimates are biased
downward for securities trading infrequently and beta estimates upward for securities
trading very frequently. To correct the intervalling — effect bias, Scholes & Williams

(1977) proposed a consistent estimator of beta given by the following equation:

PRI RY)
1+2p

where,

B is the OLS estimate from the simple linear regression of Rjt on Rmt-1.
/éj is the OLS estimate from the simple linear regression of Rjt on Rmt+1.
p,, s the estimated first - order autocorrelation of Rm.

As in OLS, the intercept estimator forces the estimated regression line through the

sample mean:

a;=R

JEst ﬂ Rmf:‘s.r
where,

R, 1sthe mean return of stock j over the estimation the period.

R is the mean market return over the station period.

mEst

Market Model with GARCH or EGARCH estimation

In 1982, the model time-varying conditional variance with Auto Regressive
Conditional Heteroskedasticity (ARCH) processes using lagged disturbances was
developed. However, several evidences showed that a high ARCH order is needed to
capture the dynamic behaviour of conditional variance. The Generalized ARCH

(GARCH) fulfills this requirement as it is based on an infinite ARCH specification

48



which reduces the number of estimated parameters from infinity to two. The GARCH
models capture volatility clustering and leptokurtosis, but as their distribution is
symmetric, they fail to model the leverage effect. To address this problem, many
nonlinear extensions of GARCH have been proposed, such as the Exponential GARCH
(EGARCH) model (Alberga, Shalita & Yosef, 2008). In detail, GARCH invokes a
single factor market model with GARCH (1,1) errors, while the EGARCH option
invokes exponential GARCH or EGARCH (1,1) errors (Nelson, 1990):

Rjr :aj +ﬁijnt +€jl

where,

gjt | Wt-1 ~ (0, hjt) and Wt-1 denotes all information available at time t-1. The conditional

variance in the GARCH case is:

h,=w, +8h

2
Pyt YV E -1

with ®j > 0,y;>0,0;>0,and yj + & <1

In the EGARCH case:
logh, =w, +6,logh,, , +y,|z, |+4,z,,
where,
z;, =&, /,/hj,
The parameters in the EGARCH case are estimated by maximum likelihood.

Fama — French three - factor model

The Fama - French Three - Factor is a model designed to describe stock returns
through three factors which are (1) the market risk, (2) the outperformance of small
versus big companies, and (3) the outperformance of high book market versus small

book/market companies, adding size and value factors. The equation of the model is:
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R,=a,+pB,R, +5,SMB +hHML +¢,

where,
Rijt is the rate of return of the common stock of the j firm on day t.
Rmt is the rate of return of market index on day t.

SMBt is the average return on small market — capitalization portfolios minus the

average return on three large market — capitalization portfolios.

HMLt is the average return on two high book to market equity portfolios minus the

average return on the two low book to market equity portfolios.

€jt is a random variable that, by construction, must have an expected value of zero and

is assumed to be uncorrelated with Rmt, uncorrelated with Rkt for k#j, not

autocorrelated and homoscedastic.

The abnormal return for the common stock of the j firm on day t is calculated

with the following equation:
A,=R,—(a;+B,R,, +5;SMB, +h; HML,)

3.2.3 Event study test statistics

The last step of the event study methodology is to be determined the significance of
the event. The null hypothesis of no abnormal returns within the event windows is
tested. In the present study, the AARs and the CAARs for the two samples were tested.

A statistical test is used to evaluate on the chance of rejecting the null hypothesis of
no effect at some specific significance levels. Past event studies have used different test
statistics and significance tests to test the null hypothesis. These tests consist of the
parametric and non-parametric tests. In order to use the first one correctly, three
assumptions must be met: normal distribution, independence and homogeneity of the
variances. The second one does not rely on these assumptions. It is suggested to use
non-parametric tests instead of parametric tests when the deviations are large and so are
preferable to parametric tests for abnormal returns. There are mainly two non-

parametric tests, which are the rank test and the sign test. However, when the sample
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size if large enough, the parametric test can be used since the abnormal returns converge
to a normal distribution, which is known as the central limit theorem. The central limit
theorem states that the distribution of a variable will approximate the standard normal
distribution when the sample size (n) is sufficiently large. In practice, this is when n >
30, but even for n > 20, the approximation will be usually quite sufficient. Two

statistical tests were used in the present study are presented below.

Time Series Deviation Test

The time-series standard deviation test uses the entire sample for variance
estimation. According to this construction, the time-series dependence test does not

consider unequal variances across observations. The estimated variance of AARt is:

Where the market model parameters are estimated over the estimation period of M =
E2-E1+1days and:

E,

> AAR,

M

The portfolio test statistics for day t in event time is:

AAR,

Py

O aap
Assuming time series independence, the test statistic for CAART:, T2 is:

CAAR

!

1 ~

7, -1 +1)5 O anr

=
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Cross Sectional Standard Deviation Test

A simple test for testing HO: AAR=0 is given by:
AAR,
O anre ! N

f =

where,

A2 1 N

& Y
oy =——3 |4, -=Y4,
AAR, N-l;_l ( i N; j]

The estimated variance of CAART.,T21s:

a2

1 & 13 2
OCAARy 1, = ﬁ Z; CAR;,Tl,TZ - F ; CARJ',H,Tz

i

The test statistics for CAART T2 1s:

; _ CAARy, 1,
CAdR = ~

Ocanry ,, /NN

3.2.4 Cross — sectional analysis

Definition of explanatory variables

In order to be revealed the factors which affect the behavior of stock returns, a
regression analysis using the least squares method (OLS) was performed. In other
words, the relationship between stock price reactions and specific characteristics of the
banks was explored.

The cumulative abnormal returns were defined as dependent variables, while the
independent variables were different factors related both to transaction and to specific

bank characteristics. These are presented in the table 10.
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Table 10: Independent variables using in regression analysis

Continuous

" variable

Continuous

variable

| Continuous

| variable

Continuous

variable

' Continuous
 variable
Dummy

variable

ROA is used to analyze a bank’s

outstanding  share

ability to generate profit from its

assets. ROA

include all of a company's assets.

ROA 1s used to analyze a bank’s
profitability in relation to the
book value of shareholder. It is a
measure of how well a company
uses Investments to generate
SR ovl, |

EPS is the portion of a bank’s
profit  allocated to  each
of common

stock. It 1s an indicator of a bank’s

 profitability

The B/M is used to find the value
of a bank by comparing the book
value to market value. It reflects
how many times book value

investors are ready to pay for a

share.
| Banksi%is used to detelfm].n&' th@

 profitability of M&As.

Nation 1s used to explain the
variances of the banks’ abnormal

returns.
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ROA = Net Income / Average

' Total Assets

measurements |

ROE = Net

Income/Shareholder's Equity

EPS = Net Income — Preferred

dividend /Average numbers of

 shares outstanding

B/M = Book value/ Market

value

| Size= In (total assets)

Dummy nation

1 = Acquirer and target are in
the same country

0 = Acquirer and target are in

different countries



The regression model presented in this study was defined according to the
hypothesis of the linearity, independence, regularity and homogeneity. More
specifically, the relationship between the dependent variable and the independent
variables is on average linear. In addition, the dependent variable’s observations are
independent of each other, and for each combination of values of the independent
variables, the normal distribution with zero mean and stable dispersion is followed.

The purpose of regression is to describe the straight-line relationship between
variables. The most popular method of estimating the straight line is the least squares
method, which was applied in the present study. According to this method, the criterion
for good data adaption in the straight line equation is the minimization of the sum of

square errors. The main equation was the following:

CAR = c + BROA + B,ROE + 8B/ M + B,SIZE + B;DNATIONAL + &
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CHAPTER 4: ANALYSIS OF RESULTS

4.1 Market Reaction to M&A Announcement

In the present thesis, the Market Adjusted Returns Model was used for the
assessment of the stock market reaction to bank mergers and acquisitions in Europe.
The estimation period was defined between 120 days before and 15 days after the event
day, while the forecasting period, between 10 days before and 10 days after the
announcement of the transaction. Different time windows were used. Time Series
Deviation Test and Cross Sectional Standard Deviation Test were performed in order
to control the hypothesis that the Average Abnormal Return (AAR) and the Cumulative
Average Abnormal Return (CAAR) are equal to zero. Hypotheses were rejected at a

significance level of 1%, 5% and 10%.

Table 11 shows the average abnormal returns (AAR) for acquiring banks for the
[+10,-10] event period, as well as the prices for both time series deviation and cross
sectional standard deviation tests. According to the literature, it is expected the
acquiring banks to have negative or not significant abnormal returns. Indeed, it is
observed that on the date of the M&A announcement (t = 0), the AAR for the acquiring
banks is positive, but low (1.33%) and not statistically significant according to the two
tests that were used. During the period before the announcement, investors seem to have
absorbed the information about the forthcoming acquisition / merger because low, but
positive returns are also observed, such as in [0,-1] and [-1,-2] event period, that is, one
and two days before the announcement. However, one day after the announcement [0,
+1], the AAR is negative (-0.42%), which is maintained until the day 9 after the
announcement (-0.36%), with the exception of the day 2, when the AAR is positive, but
very low AAR (0.08%). On the day 10 after the announcement, the average abnormal
return of acquiring banks is positive (0.25%) but not significant with both tests.
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Table 11: Average abnormal returns (AAR) for acquiring banks using Time Series Deviation
Test and Cross Sectional Standard Deviation Test

- Tests

N Positive: (%) Time Series Cross
Negative Deviation Sectional
Test Standard

: : Deviation Test
- 83 46:37 0.40% 0.61 1.24
- 81 44:37 -0.40% -0.61 -0.91
- 81 42:39 -0.21% -0.32 -0.80
- 81 43:41 0.16% 0.25 0.55
- 83 36:47 -0.39% -0.598 -1.59
- 82 37:45 0.19% 0.29 0.85
- 82 40:42 -0.17% -0.26 -0'.5-4
- 83 41:42 -0.33% -0.50 -0.74
- 84 54:30 0.35% 062 0.62
- 84 48:36 0.07% 0.10 0.15
- 84 50:34 ;_.33?-% 2.01 1.88
- 84 41:43 0.42% -0.64 -0.86
- 82 39:43 0.08% 0.12 026
- 79 35:44 -0.25% -0.37 -0.77
- RO 41:41 0..15% ,o;.izf'z 0.52
- 83 41:42 -0.07% -0.10 -0.24
- 84 44:40 -0.17% -__0'.25 059
- 82 44:38 -0.05% -0.07 -0.16
- 81 28:53 -0.46% -0.70 -1.76
- 81 33:48 -0.36% -0.54 D
- 83 48:35 0.25% 038 0.56

The table shows event days, number of observations (N), daily average adjusted abnormal returns (ARs),
number of positive and negative ARs, Time Series Deviation Test and Cross Sectional Standard Deviation
Test values for acquiring banks. Event day (t=0) is the day the board proposes the stock split and calls a
stallholders’ meeting. The study period is from 1997 to 2006. ***, ** and * indicate significance at the 1%,
5% and 10% levels, respectively.

Regarding the target banks, the value of the Cross Sectional Standard Deviation
Test is significant on the event day -5 which suggests some leakage of information
before the announcement. This explains the fact that on the fifth day, 30 from the total
52 banks have negative abnormal returns. It is also noted that the negative returns
outweigh the positive until the day of the announcement. However, on the day 0, it is
observed positive average abnormal return which is significant at 5% with the Cross
Sectional Standard Deviation Test and at 1% with the Time Series Deviation Test.

Moreover, the AAR on the day 0 is higher (4.97%) than that of acquiring banks
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(1.33%). This result shows the overreaction of investors to the event, or in other words,
that value is transferred from buyers to target banks. Continued positive average
abnormal return with reduced performance (2.09%) is observed one day after the
announcement which is significant with both tests. As we move away from the date 0,
lower returns are observed, which for some days are negative as during the event period
[+2,+4]. After the event day 7 (AAR = 0.004%), there is arise of daily average adjusted
abnormal returns. AAR for the event day 8 is 0.40%. The day 10 shows an increased
positive AAR (0.81%), which, however, is not statistically significant with both tests.

Table 12: Average abnormal returns (AAR) for target banks using Time Series Deviation
Test and Cross Sectional Standard Deviation Test

AAR Tests
N Positive: (%) Time Series  Cross Sectional
Negat—ive_ Deviation Standard
; s Test Deviation Test
- 52 23:29 0.17% 0:27 0.53
- 52 29:23 0.40% 0.66 1.09
- 52 29:23 -0.28% -0.46 -0.61
- 52 29:23 0.73% 1.21 1.03
- 52 30:22 -0.01% -0.01 -0.02
- 51 21:30 -0.78% -1.29 -1.84*
- 51 21:30 -0.46% -0.76 -0.77
- 52 19:33 -0.75% =R -1.62
- 52 29:23 0.80% 138 1.59
- 51 21:30 -0.02% -0.03 -0.04
- 5 32:20 4.97% 8.22%** 2.03*%#
- 52 2l 2.09% 3.46%** 1.65%
- 50 18:32 -0.83% ;.1._37 -1.88*
- 49 21:28 -0.68% S8 135
- 51 o427 -0.54% -0.90 -1.34
- 52 32:20 0.14% 0.23 0.38
- 52 D5 -0.11% -0.18 ja"_'."l" 0
- 50 28:22 0.00% 0.01 0.018
- 50 28:22 0.40% 0.66 0.48
- 51 22:29 -0.63% -1.04 -1.48
- 52 PE] 0.81% 1.34 1.23

The table shows event days, number of observations (N), daily average adjusted abnormal returns (ARs),
number of positive and negative ARs, Time Series Deviation Test and Cross Sectional Standard Deviation
Test values for target banks. Event day (t=0) is the day the board proposes the stock split and calls a
stallholders’ meeting. The study period is from 1997 to 2006. *** ** and * indicate significance at the 1%,
5% and 10% levels, respectively.
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The above results are also captured in the Figure 5, where the changes of AARs
occurring during the 10-day period before and after the announcement are clear.
Comparing the average abnormal returns, there seems to be a great divergence in favor

of the target banks on the day of the announcement.
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Figure 5: Average abnormal returns (AAR) for acquiring and target banks

Then, the cumulative average abnormal returns (CAARs) and the values of both
tests for the acquiring and target banks are presented in the Tables 13 and 14.

First, as can be seen from the data presented in the Table 13, cumulative average
abnormal returns for acquiring banks are marginally positive for all the event periods
[-1.0]; [0,+1]; [-1,+1]; [-2,+2]; [-5,+5] with slight variations. The exception is the event
period [-10,+10] where the CAAR is negative (-0.31%), indicating that the cumulative
returns are negative and after the announcement, which confirms that acquiring banks
have low or no profits. It is important to be underlined that with both Time Series
Deviation and Cross Sectional Standard Deviation tests, the results are not statistically
significant. These results are supported in other research studies (Tsangarakis et al.,
2013; Hagendorff et al., 2008; Campa & Hernando, 2006; Goddard et al., 2012;
Scholtens & de Wit, 2004; Tourani-Rad & Van Beek, 1999; Lepetit et al., 2004; Beitel
et al., 2004) which demonstrate not significant data for acquiring banks and marginally

positive or negative abnormal returns.
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Table 13: Cumulative Average Abnormal Return (CAAR) for acquiring banks using Time
Series Deviation Test and Cross Sectional Standard Deviation Test

CAAR  Tests |
N Positive: (%) Time Series  Cross Sectional
Negative 2 Deviation Standard
i _ i s Test Deviation Test
_ 84 45:39 1.39% 1.49 1.47
— 84 44:40 0.90% 0.97 1.54
_ 84 47:37 0.97% 0.85 1.13
_ 84 46:38 1.39% 0.94 1.10
_ 84 45:39 0.91% 0.42 0.59
— 84 44-40 -0.31% -0.10 -0.16

The table shows number of observations (N), cumulative average adjusted abnormal returns (CA ARs), number
of positive and negative CAARs for the intervals [-1,0]; [0,+1]; [-1,+1]; [-2,+2]; [-5,+5]; [-10,+10], Time
Series Deviation Test and Cross Sectional Standard Deviation Test values for acquiring banks. Event day (t=0)
is the day the board proposes the stock split and calls a stallholders’ meeting. The study period is from 1997
to 2006. ¥**, ** and * indicate significance at the 1%, 5% and 10% levels, respectively.

With respect to the target banks, it is clear from the data presented in the Table 14
that the cumulative average abnormal returns are positive for all the event periods. The
highest CAARs are observed during the days around the announcement and in
particular for the windows [0,+1]; [-1,+1]; [-2,+2]. For these event periods, the CAARs
are 7.06%, 7.04% and 7.01% respectively. As we move away from the announcement
day, the values of CAARSs are declining but remain positive. The Time Series Deviation
Test showed statistically significant results for all the event periods, while the Cross
Sectional Standard Deviation Test for the event periods [-1,0]; [0,+1]; [-1,+1] and [-
2,+2]. These results confirm that investors’ reactions to merger and acquisition
announcements create value for the shareholders of the target banks. Similarly, the
results of other studies (Tsangarakis et al., 2013; Campa & Hernando, 2006; Goddard
et al., 2012; Cybo-Ottone & Murgia, 2000; Scholtens & de Wit, 2004; Campa &
Hernando, 2006; Ismail & Davidson, 2007) also show that the shareholders of the target
banks earn profits (positive abnormal returns).

The results are also captured in the Figure 6, where the differences for CAARs

between acquiring and target banks for each event period are clear presented.
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Table 14: Cumulative Average Abnormal Return (CAAR) for target banks using Time Series
Deviation Test and Cross Sectional Standard Deviation Test

CRARG L TSR a .
N Positive: (%) Time Series  Cross Sectional
Negative % Deviation Standard
e '_/I‘ps_t_” Deviation Iest
B 37:15 8.26%**
_ 52 34:18 7.01% 5.19%*% 2.68*
— 52 2824 C3.94% 1.97+%* 139
_ 52 28:24 5.42% 1.96%* 1.54

The table shows number of observations (N), cumulative average adjusted abnormal returns (CAARSs), number
of positive and negative CAARs for the intervals [-1,0]; [0,+1]; [-1,+1]; [-2,42]; [-5,+5]; [10,+10], Time Series
Deviation Test and Cross Sectional Standard Deviation Test values for target banks. Event day (t=0) is the day
the board proposes the stock split and calls a stallholders” meeting. The study period is from 1997 to 2006.
*kk k% and * indicate significance at the 1%, 5% and 10% levels, respectively.
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Figure 6: Cumulative Average Abnormal Return (CAAR) for acquiring and target banks
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4.2 Statistical analysis of explanatory variables

The analysis carried out in the previous section, provides a first view of the benefits
of the transaction. Below, we are deepening in order to explore the factors that cause
changes in returns. We focus only on the sample of target banks, as the two test that
were used did not show statistically significant returns for the acquiring banks.

The Table 15 shows that the sample of the target banks consists mainly of small
banks with low profitability, since both the Return on Equity (ROE) (Mean = -29.13)
and the Return of Assets (ROA) indexes (Mean = -0.55) are negative. Moreover, the
Earnings per Share (EPS) (Mean = 4.15) and the Book to Market ratio (B/M) (Mean =
1.26) have low values, which demonstrates that the returns of the target banks shares
before the announcement of M&A are low. Other studies also support these findings,
underlining that target banks have low return on assets, return on equity, book to market
value, earnings per share (Akhigbe et al., 2004) and generally low profitability
(Hemmando et al., 2009). Also, researchers such as Bruton et al. (1994); Homberg et al.
(2009); Gupta & Misra (2007); Banerjee & Cooperman (2000) indicate that target banks
should be smaller in size and less profitable that acquiring banks so that M&As to be

successful.

Table 15: Descriptive statistics for of explanatory variables (target banks)

G5 29.13

0.58 5.43 0.9 1 16.92
15.79 12694.9 mas | E s
21.21 -633.77 0 -1.33 115
2.45 39.73 345 701 245

The table shows descriptive statistics for the explanatory variables based on data for target banks. Mean,
Median, Variance, Minimum and Maximum values are presented for Return of Assets (ROA), Return on
Equity (ROE), Earnings per Share (EPS), Book to Market ratio (B/M) and Firm size. The values are derived
from the total of the target banks’ sample (N = 52). For each variable, values from the previous financial year
in relation to the year of the announcement are used.
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However, it is underlined that for the explanatory variables which are examined in
the present research, and especially the ROA, REA and EPS, there are extreme values,
which is expected to negatively affect the results of the regression that will follow. For
this reason, we export the outliers at 98% level (winsorize). The results after this
procedure are presented in Table 16. As can be observed from the data, after the
exportation of the outliers, the values of the explanatory variables are improved. The
ROE’s average value remains negative but improved (increased), while the ROA’s
average value is now marginally negative. The average values of EPS and Book to

Market were increased.

Table 16: Descriptive statistics for of explanatory variables (target banks) after winsorizing

0.61 5.61 24311 1.04 16.92
4.05 422-9..4—.-1_3 653.8'3 139 943
-6.7 | -377.2 0.1 0.1 1SS
25 A

The table shows descriptive statistics for the explanatory variables based on data for target banks after
extracting of outliers. Mean, Median, Variance, Minimum and Maximum values are presented Return of
Assets (ROA), Return on Equity (ROE), Earnings per Share (EPS), Book to Market ratio (B/M) and Firm size.
The values are derived from the total of the target banks’ sample (N = 52). For each variable, values from the
previous financial year in relation to the year of the announcement are used.

We then conducted the correlation matrix for the explanatory variables in order to
reveal which of them are related to each other. Table 18 shows the correlations without
extracting of outliers. It is noted that there is a high positive correlation between ROA
and ROE (r = 0.934) that is statistically significant at the 0.01 level. This means that as
the return on equity increases, the return of assets increases also. Other researchers
(Hutchison & Cox, 2006; Meero, 2015) also support that there is a positive relationship

between equity capital and return on assets in banking sector.
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Moreover, there is a moderate positive correlation between the variable B/M and
ROA (r = 0.303), as well as between B/M and ROE (r = 0.275). However, these two
correlations are not statistically significant. These results show that companies with
high growth rates are likely to have high B/M, since investors are inclined to pay higher
multiples of book value for a stock that is showing them a good return. Such

relationships have been shown in the study of Macit & Topaloglu (2012).

Table 17: Correlation matrix for explanatory variables (target banks)

IR 0l93da i 0N 0

0.934** 1 0.146 0.275 0.042 -0.073

obisof I oike Ty Dlos T ot oG

0.303 0.275 -0.068 1 -0.184 -0.131
Boos ol ol E G E 0.162

-0.138 -0.073 -0.016 -0.131 0.162 1

The table shows correlations between the explanatory variables (ROA, ROE, EPS, B/M) based on data for
target banks (N = 52). Numbers express the Pearson correlation coefficient and ** means that correlation is
significant at the 0.01 level (2-tailed).

After the extracting of outliers (see table 18), we notice that the abovementioned
correlations are maintained [ROA and ROE (r = 0.778; p < 0.01); B/M and ROA (r =
0.263; p> 0.01), B/M and ROE (r = 0.213; p> 0.01)] with slight variation in the
correlation coefficient. A 'signiﬁcant change in the correlation between B/M and EPS
is perceived. However, the Person correlation coefficient is not statistically significant
(r=-0.250; p> 0.01). Similarly, the correlation between B/M and Firm Size appears to
be stronger, as the value of the coefficient changed from -0.181 to -0.203. The same
applies for the relationship between B/M and Dummy Nation, because of the change of
the coefficient from -0.131 to -0.249. It is noted that for these correlations there is no

statistically significant results, since p>0.05. However, in order to be avoid problems
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during the conducting of the regressions presented below, the variables that show

moderate to high correlation were not be used together.

Table 18: Correlation matrix for explanatory variables (target banks) after winsorizing

T o | ous 026a 0 Lot s
0.778%* T s 0213 0051 0041
0062 | -0.045 I 0250 0061  0.000
0.263 | 0213 -0.250 o 0203 0249
ol Eio-i s B o0t
e e e

The table shows correlations between the explanatory variables (ROA, ROE, EPS, B/M) based on data for
target banks (N = 52). The outliers for each variable were extracted. Numbers express the Pearson correlation
coefficient and ** means that correlation is significant at the 0.01 level (2-tailed).

The following chart illustrates diagrammatically the relationship between the ROA
and the ROE which showing statistically significant results.

o 7 N _ ‘ ‘ 1
Figure 7: Correlation between ROA and ROE for target groups
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4.3 Regression analysis results

In this section, an econometric analysis is performed in order to be investigated
which of the explanatory variables affect the returns of the target banks. A regression
analysis using the least squares method (OLS) was conducted. The cumulative
abnormal return (CAR) of target banks for the event period [0,+1] was defined as
dependent variable, while the independent variables were the factors presented above
(ROA, ROE, EPS, B/M, Firm Size and Dummy Nation). The event period [0,+1] was
selected as it showed the highest statistically significant CAAR.

The Table 19 shows the results of 8 different regression models for the event period
[0,+1] in which the values of the statistical tests show the variables that have a
statistically significant effect on the cumulative abnormal return (CAR) of the target
banks. In all the 8 regressions, independent variables are combined excluding those
with high correlation as derived from the matrix of correlations presented above. The
purpose of this process, as has already mentioned, is to be limited problems with the
data during the conducting of the regressions. In all the models except the seventh, the
values of ANOVA test are statistically significant (p <0.05) which means that the
criterion F is high and hence the regression displays significance. According to the

findings:

v In the first regression model, the variable Return of Assets (ROA) was removed
and the value of the R?is 0.525. This means that 52.5% of the variance of the
dependent variable (CAR) is explained by the independent variables of the
model. The value of the variable representing the size of the bank is statistically
significant at 1% level and the B coefficient is -0.045. This means that a unit
increase of that variable leads to reduction of the dependent variable (CAR) by
0.045. Additionally, the value of the Book to Market (B/M) variable is marginal
statistical at 5% level, while the B coefficient is positive. Therefore, the increase
in the book to market ratio of the target bank increases its cumulative abnormal
return (CAR) by 0.048.

v In the second regression model, the variable Return on Equity (ROE) was
removed and the value of the R?is 0.509. This means that 50.9% of the variance
of the dependent variable (CAR) is explained by the independent variables of the

model. The value of the variable representing the size of the bank is again
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statistically significant at 1% level and slightly increased. The B coefficient is -
0.048. In other words, a unit increase of the size of the bank leads to reduction
of the dependent variable (CAR) by 0.048. No other variable has statistically
significant influence.

v' In the third regression model, both Return of Assets (ROA) and Return on Equity
(ROE) were removed and the value of the R?is 0.502. This means that 50.2% of
the variance of the dependent variable (CAR) is explained by the independent
variables of the model. The value of the variable representing the size of the bank
is statistically significant at 1% level and the B coefficient is -0.045 as in the first
model. The value of the variable Book to Market (B/M) shows better significance
at 5% level while the B coefficient is equal to 0.055. This confirms the results of
the first model and in particular that the increase in the book to market value of
the target bank leads to an increase of its cumulative abnormal return by 0.055.

v" In the remaining five regression models, the Book to Market variable (B/M) was
removed in combination with the ROA (4™ model), ROE (5™ model), EPS (6"
model), Firm Size (7" model) and Dummy Nation (8" model). Based on the R?
coefficients, the variance of the dependent variable (CAR), which is explained
by the explanatory factors, is similar for the different regression models (from
39.8% to 45.7%). Exception is the 7™ model which is not statistically significant
and has very low R?value (0.140). This is because of that the two most important
regression variables namely B/M and Firm size have been deducted. In all the
models (except of the seventh), the only variable that appears to be statistically
significant is the one that shows the size of the bank. The coefficient B has a
negative sign and ranges from -0.039 to -0.048.

In order to confirm the above results, we again carried out all the regression models
by taking cumulative abnormal return (CAR) as dependent variable for the event period
[-1,+1], because this period showed the second highest and significant CAAR for target
banks. The results are consistent with those for the event period [0, + 1] (see Table 20).

66



L9

AJoA09dSal ‘S[9AB] %401 PUE %G ‘04 U} J& 90UBDIFIUTIS JBOIPUL 4 PUR 4 “yos

9v0'0-  700°0 8%0°0- S¥0°0- 10000  8+0°0-

6080 1000  SSS 9% 000 0980 1000

0ys0  TI0'0-

[1+°0] porrad jusAs a2y} J0J S)|Nsal SISA[eUR UOISSAITOY 6] d[qeL



v' In the first regression model, the value of the R?is 0.503. This means that 50.3%
of the variance of the dependent variable (CAR) is explained by the independent
variables of the model. The value of the variable representing the size of the bank
is statistically significant at 1% level and the B coefficient is -0.044. This means
that a unit increase of that variable leads to reduction of the dependent variable
(CAR) by 0.044. The value of the Book to Market (B/M) shows better
significance at 5% level (0.052) in relation to the corresponding for the event
period [0, + 1]. So, the increase of the book to market value of the target bank
increases its cumulative abnormal return (CAR) by 0.052.

v In the second regression model, the value of the R? is 0.492. This means that
49.2% of the variance of the dependent variable (CAR) is explained by the
independent variables of the model. The value of the variable representing the
size of the bank is statistically significant at 1% level and slightly increased (B
= -0.047). This means that a unit increase of that variable leads to reduction of
the dependent variable (CAR) by 0.047. The value of the Book to Market (B/M)
variable is not statistically significant

v In the third regression model the value of the R%is 0.481. This means that 48.1%
of the variance of the dependent variable (CAR) is explained by the independent
variables of the model. The value of the variable representing the size of the bank
is statistically significant at 1% level and the B coefficient is -0.045. The value
of the variable Book to Market (B/M) shows better significance at 5% level in
relation to the event period [0,+1], while the B coefficient is equal to 0.059. This
confirms that the increase in the book to market value of the target bank leads to
an increase of its cumulative abnormal return.

v' In the remaining five regression models, the variance of the dependent CAR
variable, based on the R2 coefficients, is similar (from 36.4% to 44.0%).
Exception is again the 7% model which is not statistically and has very low R?
value (0.136). In all the models (except of the seventh), the variable appears to
be statistically significant is the one that shows the size of the bank. The
coefficient B has a negative sign and ranges from -0.038 to -0.048. However, the
6™ regression model shows that the variable “Dummy nation” is statistically
significant at 5% level with negative value of B (-0.127). This means that
domestic transactions lead to a decrease in cumulative returns of target banks by

0.127.

68



69

bo..rﬁ_.ooamoh -mﬁu..ruy %01 PUE °4¢ »....XL Ay} je woﬁﬂo_mmﬁw_m JBDIPUT 4 PUB 4 h“.:__%

9%00- €000 Ly00- 2000 8£00- 0000

8860 0000~ €S¥'0  £000 9L60 0000  SL9O

€LT0 TZ0°0- TS0 €10°0-

[1+°1-] pouad Juaas oY) 10§ sy nsai sisAJeue uoissai3oy 107 AIqe L



In conclusion, the results of the regressions performed in this study showed that the
determinants of value creation for the target banks are their size, the book to market

ratio, as well as if the M&A is cross-border or between banks from the same country.

Specifically, almost all the different regression models for the time periods [0, + 1]
and [-1, + 1] proved that the variable considering the size of the target banks exerts a
statistically significant effect on the cumulative abnormal returns (CAR). The
coefficient of the variable “firm size” in all the models was statistically significant and
is appeared with a negative sign, which leads to the conclusion that as the size of the
target bank increases, the abnormal returns received by the shareholders are reduced.
Similarly, other researchers (Bruton et al., 1994; Homberg et al., 2009; Gupta & Misra,
2007) concluded that acquisitions of small banks are more profitable for the
shareholders of the target banks. The results conducted by Ahuja & Katila (2001);
Krishanan et al. (2007) are opposite since these researchers argue that when acquirer
and target have the same size, the success of M&As is higher. Also, in the research of
Cybo-Ottone & Murgia (2000), it was not proven that the size of banks which are

involved in M&As, affect their cumulative abnormal returns.

Additionally, the results of the regressions proved that the stock performance has a
significant effect on the cumulative abnormal returns of target banks. Specifically, there
were no statistically significant results for the variable “Earnings per Share” that is in
the line with the findings of Beitel et al. (2004). On the other side, we found that the
variable “Book to Market ratio” was statistically significant in two of the eight
regressions for both time periods. The sign of the variable coefficient was positive,
indicating that as the book to market value of the target banks increases, the cumulative
abnormal returns also increase. The positive relationship between Book to Market ratio
and CAR has been demonstrated in other research studies such as that of Lam (2002).
However, our findings are in contrast to those of Al - Sharkas & Hassan (2010),
according to which there is no statistically significant effect of the book to market value

on the creation of positive cumulative abnormal returns.

Regarding the dummy variable that determines the geographical location of the
banks, only one of the eight regression model for the time period [-1,+1] revealed a
statistically significant result. The coefficient of the variable is appeared with a negative
sign, meaning that cross-border mergers and acquisitions are associated with greater

value for the shareholders of the target banks. This is in agreement with the findings of
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several researchers (Ismail & Davidson, 2005; Beitel et al., 2004; Tsangarakis et al.,
2013), but disagrees with others (Lapetit et al., 2004; Becher & Campbell, 2005;
Cornett et al., 2000).

Finally, on the explanatory variables that focus on the corporate profitability (ROA
and ROE), the present investigation has not proved that they exert significant influence
on the cumulative abnormal returns of the targets banks. The same is supported by
Beitel et al. (2004). However, other studies (Ismail & Davidson, 2005; Hagendorff et
al., 2008) show exactly the opposite effect pointing out that there is a positive and
statistically significant relationship between both ROA and CAR and ROE and CAR.
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CHAPTER 5: CONCLUSION

The purpose of the thesis is to study the stock price reaction due to merger and
acquisition (M&A) announcement both target and acquiring banks in Europe for the
period 1997-2016. Both acquirers and targets included in the final sample were publicly
listed, while in addition the M&A deals were completed and the acquirer owned a
minimum of 51% of shares after the acquisition.

Using the Market Adjusted Returns Model, the research findings showed that the
average abnormal returns (AAR) for the acquiring banks were not statistically
significant for the whole period. One day before the announcement of the transaction,
average abnormal returns were marginally positive. On the date of the M&A
announcement the AAR was positive, but low. However, on the day after the
announcement, the AAR was negative (-0.42%), which was maintained until the day 9
after the announcement, with the exception of the day 2, when the AAR was again
marginally positive. On the contrary, for target banks the negative returns outweigh the
positive until the day of the announcement. On the day of the announcement, it was
observed positive and significant average abnormal return, which in addition was much
higher than that of acquiring banks. Continued positive average abnormal return with
reduced performance was observed one day after the announcement which was also
significant. As we were moving away from the date 0, lower returns were observed.

Similar were the results for the cumulative average abnormal returns (CAAR) that
were examined for the time periods [-1,0]; [0,+1]; [-1,+1]; [-2,+2]; [-5,+5]; [-10,+10].
Specifically, the results for the target banks were statistically positive for all the time
periods. Highest CAARs were observed during the days around the announcement and
in particular for the windows [0,+1]; [-1,+1]; [-2,+2]. On the contrary, for the acquiring
banks, there were marginally positive and not statistically significant results for the first
four time periods and negative for the time window [-10,+10].

Additionally, the factors influencing the success of mergers and acquisitions were
identified through regression analysis using the least squares method (OLS). As
explanatory variables were determined the Return of Assets (ROA), the Return on
Equity (ROE), Earnings per Share (EPS), Book to Market ratio (B/M), the Bank size
and Nation (geographical location of the banks including in the M&A process).
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The results showed that the size, the geographical location, and the book to market
ratio have a statistically significant effect on the cumulative abnormal returns of the
target banks. This leads to the conclusion that mergers and acquisitions are profitable
for the shareholders of the target banks when they are small in size, have high book to

market ratio and the transaction focuses on geographical diversification.
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