
1. Introduction 
With globalization organizations have been expanding in an 
exponential manner. Mergers and acquisitions has become the 
order of the day, as many organizations wishes to merge for various 
reasons like technology sharing and so on. Organizations started 
merging and acquiring not only with domestic players but also 
international players. M&A became a channel of entry into foreign 
market. 

Current study did a analysis on the wealth effect as a result of the 
M&As announcement during 2006 to 2011 in India. The inception of 
event study usage in the area of �nancial economics can be traced 
back to la   te 1960's (Fama et al., 1969) since then several disciplines 
are using the event study methodology including strategic 
management (Schiijven and Hitt, 2012). 

The event study can be used to �nd the wealth effect of M&A 
(Kiymaz, 2009;  Schiijven and Hitt, 2012; Wansley et al ,1983; Fang 
Tao et al 2016; Lutao Ning et al, 2014). This study analysed the 
abnormal return after M&A announcement. The efficient market 
hypothesis stating that the share price 'at any time fully re�ect' all 
the information that are available (Fama, 1970). So with the results 
one can assume the behavior of the investors to the reaction around 
an announcement (Schiijven and Hitt, 2012). The previous studies 
states that the reaction of the investors is from rationale thoughts 
and not from emptiness (Shileifer 2000). However, without the 
re�ned information there is evidence that the announcement made 
the acquirer's value down (King et al 2004). 

Though ample of studies have been done in the area of M&As which 
have been done to analyse whether there are any gain to investors 
around the announcement day (Kiymaz, 2009; Schiijven and Hitt, 
2012; Wansley et al ,1983; Fang Tao et al 2016; Lutao Ning et al, 2014). 
The M&As will bring the overall change in the corporate strategy of a 
�rm (Fang Tao et al 2016). The investors will react to the 
announcement through trading in the shares with their perceptions 
about the �rm.

From the earlier studies it has been learnt that there will be 
signi�cant negative return (Langetieg, 1978), and also positive 
return (Masulis et al. 2007; Faccio et al. 2006; Moeller & 
Schlingemann, 2005) around the announcement. However some 
studies state that there won't be neither positive nor negative gain 
but it was opinioned that the abnormal return will be zero (Bruner 
2002; Mitchell & Stafford, 2000; Walker, 2000)

2. Data and Methodology 
2.1. Sample Selection 
This study focuses on the 300 M&A deals in India during the period 
of 2006-2011. The deal details have been extracted from the 

Bloomberg Database. The �nancial service industry is excluded 
from the list. The acquirers which are not having the stock price data 
are excluded from the sample. The stock price data is collected from 
both BSE and NSE websites. The data of �rm's characteristics are 
taken from the CMIE ProwessIQ database. 

2.2 Sample Description 
Table 1 explains the description of 300 M&A deals. There was a 
merger wave in the year 2007-2008 (74 deals). The researcher took 
224 CBMAs and 76 Domestic M&As. The panel C shows that the 
majority of the deals are �nanced by cash. The acquisitions in the 
form of consolidation are 216. The In this study the researcher took 
100 deals before the crisis, 123 deals during the crisis and 103 deals 
after the crisis, the crisis period taken as December 2007 to June 
2009. 

Table 1. Sample Description

Source: Bloomberg Database 

1.  Methodology 
With the use of event study method the researchers �nd out the 
market reaction to the M&A announcement. The following market 
model is used for parameter estimation:

R  = α + β × R + e (Equation 1)it i i, mt it       

Where R  is the rate of return on stock i at day t, α is the intercept, β is it i i 

the slope of the linear relationship between the return of i and the 
return of general market. R is return on the market portfolio and emt it 

is the error term in the equation. From the above equation the 
abnormal return (AR ) can be calculated as:it

Ar = R – (ˆα + ̂ β × ̂ R )      (Equation 2)it it i i, mt
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No. of 
Deals

Percenta
ge

No. of 
Deals

Percentag
e

Panel A: Completion Year Panel C: Mode Of Payment
2005-06 43 15% Cash 234 78%
2006-07 57 19% Stock And 

Cash
66 22%

2007-08 74 25%
2008-09 41 13% Panel D: Industry Relatedness
2009-10 43 15% Consolidation 216 72%
2010-11 42 13% Diversi�cation 84 28%
Panel B: Location Of Deals Panel E: Financial Crisis
Cross 
Border 224 75% Pre Crisis 88 29%

Domesti
c

76 25% Crisis 120 40%
Post Crisis 92 31%
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Where, ̂ α and ̂ β are the OLS parameters of estimated market model i i 

computed by the use of pre estimation period (-256 to – 30). With 
the use of these two the researcher predicted the normal return 
during the event window. To compute the daily AR deducted the 
normal return from actual return. Event window means the 
symmetric number of days around an event day. In this study 3, 
5,7,11 and 21day windows were [(-1, 1), (-2, 2), (_3, 3), (_5, 5) and (-10, 
10)] used to measure the stock price reactions. To compute the 
cumulative abnormal returns (CAR) the daily AR were aggregated 
over the event window period. Parametric t-test was used to check 
whether CARs are statistically different from zero.

4. Results and Discussion
4.1. Wealth effect
Table 2 presents the result of t test on 300 CAR around the M&A 
announcement. Following the announcement the investors of 
bidding �rm make a positive gain. The results shows that the CAR is 
positive with the value of 0.30%, 0.33% and 0.35% for the event 
widows (-10, 10), (-3, 3) and (-2, 2) respectively. And the t stat shows 
all are signi�cant at 1% and 5% level. 

Table 2.  CAR around the M&As Announcement Days

*** ** *  p < .01        p < .05       p < .10.      (two tailed test) 

Table 3 shows the results of one sample t test on CAR which are 
classi�ed into CBMAs and Domestic M&As. The share holders do not 
react immediately after one day of the acquisitions. From these 
results it is found that the share holders are reacting more to a 
domestic M&As announcement than CBMAs announcement. They 
make negative gain during the period. The third part of the table 
show the paired sample t test which tested whether the difference 
between the CBMAs and domestic is signi�cant or not. It shows on 
the event windows (10,10), (-5,5) and (-3,3) the reaction is 
signi�cantly different in two groups.

Table 3. CAAR around the M&As Announcement Days CBMAs vs 
Domestic M&As

a b c  p < .01        p < .05       p < .10.    
1 2 3  p < .01        p < .05       p < .10.    (two tailed test)   

Table 4 shows the results of one sample t test on CAR which are 
classi�ed into Cash �nanced and Stock �nanced M&As. The reaction 
is more to stock �nanced acquisitions than cash �nanced 
acquisitions in long event windows and their return is negative here 
with the value of 1.68%, 1.66% and 0.45% for the windows (10,10), (-
5,5) and (-3,3) respectively. But towards the cash �nanced M&As the 
investors are reacting positively and they are making positive gain 
from this with the value of 0.14%, 0.40%, 0.61% and 0.66% for the 

windows (10,10), (-3,3) , (-2, 2) and (-1, 1) ) respectively. The third part 
of the table shows the paired sample t test which tested to �nd 
whether there any signi�cant difference between cash �nanced and 
stock �nanced M&As. It shows on every window the reaction is 
signi�cantly different in two groups.

Table 4. CAAR around the M&As announcement days: Cash 
Financed vs Stock Financed

a b c  p < .01        p < .05       p < .10.    
1 2 3  p < .01        p < .05       p < .10.    (two tailed test)

Table 5 shows the results of one sample t test on CAR, which are 
classi�ed into Consolidation and Diversi�cation. In (-3, 3) window 
the shareholders are creating positive gain in consolidation. But in 
next two windows ie in (-5,5) and (10,10) it is negative. In the 
windows (-5,5) and (-3,3)  the investors are experiencing negative 
return in diversi�cation. The third part of the table show the two 
sample t test which tested whether the difference between the 
M&As in the form of consolidation and diversi�cation is signi�cant 
or not. On the (-3,3)  window the reaction is signi�cantly different in 
two groups.

Table 5.  CAAR around the M&As announcement days: 
Consolidation vs Diversi�cation

a b c  p < .01        p < .05       p < .10.    
1 2 3  p < .01        p < .05       p < .10.    (two tailed test)

Table 6a shows the results of one sample t test on CAR which is 
classi�ed into pre crisis; crisis and post crisis M&As. the investors of 
bidding �rm make positive gain around the announcement of 
M&As done in the Crisis period with the value of 1.09%, 1.25%, 0.34% 
and 0.37% for the windows (-2, 2), (-3,3), (-5,5) and (-10,10) 
respectively. But in both post crisis and pre crisis period the return is 
negative. The table 6b shows the paired sample t test which tested 
to �nd whether there any signi�cant difference between post crisis 
and crisis period return and crisis and pre crisis period return. The 
comparison between the crisis period and post crisis period shows 
that in every windows the reaction was different for the two groups 
except for the (-1, 1) window. And the difference between the 
reaction towards pre crisis and crisis period also signi�cant for every 
window
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Event Windows Mean S.D t-stat
(-10,10) 0.0030 0.00225 6.147***

(-5,5) 0.0014 0.00290 1.609
(-3,3) 0.0033 0.00335 4.587***
(-2,2) 0.0035 0.00359 3.207**
(-1,1) 0.0045 0.00399 1.933

Event 
Wind
ows

CBMAs Domestic 
Acquisitions

CBMAs – Domestic 
M&As

Mean S.D t-stat Mean S.D t-stat Mean S.D t-stat
(-10,
10) -.0020

.0029
0

-3.09
a0

-0.008
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.0107
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-3.59
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.0064
8

.0096
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3.077
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(-5,5)  .0004 .0031
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0.459 -0.013
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3
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3

-0.170 .0034
3

.0049
7

1.541

(-1,1)  .0044 .0045
7

1.681 0.003
6

.0027
1

2.293 .0008
4

.0044
4

0.328

Event 
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ws

Cash Financed Stock Financed Cash – Stock

Mean S.D t-stat Mean S.D t-stat Mean S.D t-stat

(-10,
10)

-.001
4

.0026
5

-2.40
b1

-.016
8

.0143
8

-5.36
a2

.0154
4

.0135
8

5.210
1

(-5,5) .0000
.0031

4 0.049 -.016
6

.0096
6

-5.70
a9

.0166
7

.0103
4

5.346
1

(-3,3) .0040 .0035
6

2.948
b

-.004
5

.0049
3

-2.42
c9

.0085
0
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4

3.438
2

(-2,2) .0061 .0033
4

4.096
b

-.000
8

.0028
6

-0.64
8

.0069
4

.0046
7

3.326
2

(-1,1) .0066 .0015
9

7.193
b .0011 .0018

9
0.980 .0055

2
.0018

0
5.313

2

Event 
Wind
ows

Consolidation Diversi�cation Consolidation-
Diversi�cation

Mean S.D t-stat Mean S.D t-stat Mean S.D t-stat
(-10,
10) -.0047

.0069
6

-3.12
a8

-.0007 .0049
8

-0.674 -.0040
2

.0107
7

-1.709

(-5,5) -.0026 .0042
6

-3.00
b5

-.0046
.0029

6
-5.11

a4
 .0019

9
.0056

6  1.165

(-3,3) .0034 .0034
8

3.559
b

-.0053 .0016
0

-8.76
a0

00865 .0027
2

1  .423

(-2,2) .0032 .0039
9

1.799  0.000
0

.0015
7

0.041 00318 .0028
4

  .509

(-1,1) .0052 .0046
0 1.941

 0.001
9

.0018
6

1.737 00329
.0034

3
  .659
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Table 6a. CAAR around the M&As announcement days: Pre-crisis vs 
Crisis vs Post crisis

a b c  p < .01        p < .05       p < .10.    (two tailed test)

Table 6b. Crisis Effect

1 2 3 p < .01        p < .05       p < .10.  (two tailed test) 

4. Conclusion 
The study analyzed the wealth effect around the M&As 
announcement and the factors affecting wealth effect. It is found 
that around an M&A announcement the investors are making 
abnormal return. They made a positive gain around the 
announcement made during the �nancial crisis period 2008. The 
management should focus on the domestic acquisitions since the 
investors are showing a negative reaction to those. And they can 
make the deals by �nancing through the cash since the investors are 
positively and spontaneously to such deals. Since it is the most 
complex strategic decision the management should provide the 
details regarding the deals to the investors. The result of the study 
will contribute to the area of strategic management and also it will 
be helpful to managers and investors. 

Limitations of the study: This research is not free from the 
limitations. So it may not give a broad idea about the behavior of the 
investors around the announcement. We took only stock price data 
for four year, so it may not give any comprehensive results.

Future research scope: Further studies can be done  by having 
industry wise classi�cation, which would enable to get a clarity for 
shareholders.  Research can also be done by including  factors like 
corporate governance and macro economics variables.  
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