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Abstract 

This paper conducts an analysis of the current state of empirical research of the 
literature on M&A. Through this analysis, it tries to answer the question as to whether the 
last decades of empirical research were able to find a clear explanation of shareholder wealth 
effects stemming from cross-border M&A in the financial industry. Inspired by the 
methodology of [1], this paper presents the results from a three stage search for relevant 
literature in order to get a broader view of available empirical studies. All found studies were 
used to analyze effects of M&A on shareholders of target company, the acquirer and the 
combined entities. Shareholder returns, which were available in the studies, have been tested 
for significance. Results of the regression analysis show partly significant difference in 
announcement returns between cross-border and domestic M&As. Companies involved in 
cross-border M&As suffer significant stock price discounts. Similar to [2], motives of the 
cross-border M&A were analyzed and subdivided into several categories based on firm and 
country characteristics of the companies involved. None of the hypotheses that were used in 
the found studies can explain the significant negative impact on shareholder wealth in case of 
cross-border M&A. This leads to the conclusion that so far theoretical and empirical analyses 
performed are not sufficient and additional efforts have to be undertaken to shed more light 
on this important subject. 
 

Introduction and Motivation 
 

This study deals with the performance of cross-border mergers and acquisitions 
(M&A). In the conducted literature review available, theoretical constructs were used to 
describe and to explain the effects of announcement of a cross-border M&A on the 
shareholder wealth of the acquiring company (acquirer), acquired company (target) and on 
shareholders of both companies together (combined entities). 

Cross-border M&A became one of the most popular ways of business expansion 
abroad [2]. In 2012, in the United States, Japan and Europe, 94 such M&As have been 
undertaken in the financial industry. During this time period, the overall volume accounted 
for 2.5 trillions euros.1 More than 20% of all M&As were conducted abroad. The majority of 
transactions were still among the companies in the home markets. However, in the case of the 
manufacturing industry in 2012, more than 40% of M&As were conducted outside of their 
home markets. During the whole period from 2000 – 2012, the financial industry seems to 

1 Data on values and numbers of cross-border and domestic acquisitions, which occurred in 
Europe, United States and Japan, were obtained from Bureau van Dijk on 12/30/2012. 
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constantly lag behind the manufacturing industry in terms of globalization. This striking 
difference demands a deep investigation and thorough explanation.  

To investigate and address this issue, it was first necessary to conduct a search for 
relevant scientific publications and to summarize available rationales used in these studies to 
explain this aforementioned difference. Following the methodological approach of [2], this 
paper is subdivided into three sections. First, it provides an analysis and explanation of the 
internationalization effect of the M&A announcement. Second, the paper gives a description 
of available constructs explaining the influence of the target company’s and acquirer’s 
characteristics on the magnitude of the analyzed effect. It lastly examines the influence of the 
characteristics of macro economic and industrial environments on the merging companies. 
The following sections describe the results retrieved from the studies, and this paper 
concludes with a summary and suggestion of further investigations. 

 
Selection of Studies and their Methodological Approach 

 
Inspired by the methodology of [1], a three stage search was conducted for relevant 

literature in order to get a broader overview of available empirical studies in this specific area 
of research. 

In the first stage, the database for scientific papers “Business Source Primer” 
(EBSCO) was searched using different combinations of search terms. The terms used were 
categorized into three groups. The first group was characterized by the scope of geographic 
expansion, and thus contained the search terms “multination”, “international”, and “global”. 
The second group consisted of the terms “firms value”, “shareholder value”, and “valuation”. 
The third group was comprised of the search terms “bank”, “banking”, “financial”, “banking 
sector”, “financial institution”, and “financial sector”. To conduct a search, one term from 
each of the three groups was chosen. Ultimately, every possible combination of terms was 
made and used to search the database. The number of studies obtained from these searches 
totaled 10,870. 

The studies were then selected according to several criteria: Firstly, all studies with 
qualitative analysis were excluded and only studies with quantitative empirical results were 
included. Secondly, the study must analyze effects of merger and/ or acquisition on corporate 
value through activities that targeted expansion of business beyond national borders. Thirdly, 
the analysis must be either solely or partially based on data from the financial industry. From 
the studies with combined data sample from the financial and manufacturing industries, these 
studies were expected to separate effects on financial industry from other obtained results and 
conclusions to be considered in the final sample. 

In the second stage, the reference sections of articles found in the first stage were 
searched for papers that might have been overlooked or did not appear in our initial stage of 
research. In the third stage, the publication year and journal’s impact factor of all the studies 
found in the first and second stage were reviewed. The earliest publication was from 1991, 
and the two journals with the highest impact factor were Journal of Banking & Finance and 
Journal of International Business Studies. Therefore, all publications from both of these 
journals, from 1990 to present have been included into the observation. If available, the 
accepted but not yet published articles from these two journals were also included in the 
review. The same criteria from the first stage were applied in these stages respectively. As a 
final result of the three stages I obtained 22 empirical studies that qualify under the specified 
criteria. 

All 22 studies use the event study approach to describe the influence of cross-border 
expansion on the value of the firm involved in M&A. This methodology represents a 
measurement of market price reaction to announcement events that are relevant for firm 
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value. Changes in price reflect expectations of the stock market concerning the possible 
future cash flow to shareholders [3]. Abnormal market returns represent daily stock returns 
vis-à-vis a general market benchmarks like Dow Jones, S&P or industry specific 
benchmarks. The sum of abnormal returns in a small time period around the announcement 
was used to catch the whole effect of the event. These accumulated stock returns (CAR) can 
also be used for further regressions and examination of the suggested hypotheses [2]. 

 
Internationalization 

 
From the twenty-two studies selected from the comprehensive literature review, the 

average effects of the M&A announcement are diverse. Several effects can be distinguished 
in the studies. The announcement of cross-border M&A may have an impact on shareholder 
wealth of the target and acquirer. In the found studies results range in 3 days time period 
around the announcement of cross-border M&A between -1.56%** [4] and 1.16% [5] for the 
acquirer and between 3.41%*** [6] and 18.52%*** [7] for the target. Some studies report 
comparable results for domestic M&As; however, their results seem to be slightly higher 
than for cross-border M&A. Returns range between -1.1% [7] and 2.2% [8] for the acquirer. 
For target, results range between 2.99%** [9] and 21.5%*** [7]. On average, the acquirer in 
the financial industry receives -0.92% and the target 0.89% in the 3 days period around the 
announcement event of cross-border M&A.2 Average abnormal stock returns for all in the 
studies available data are presented in the figure below. 

 
 

Figure 1: Average abnormal returns on the stocks of companies involved in cross-
border and domestic M&A 

 
 
 

All data of abnormal stock returns that were available in the 22 studies were also used 
to test the significance of the aforementioned patterns. Several dummy variables were used to 
capture the type of data. The first pattern describes the type of company (target equals 1 and 
acquirer equals 0). The second pattern is used to test the geographic scope of the M&A 

2 Author’s calculations of available stock price returns in the analyzed studies. Results of 
median are similar to the results of arithmetical average and therefore not reported. 
Differences to the above reported ranges are due to partly not available event windows in the 
found studies. 

 3 

                                                        



announcement. Cross-border M&A is coded as 1 and data for domestic M&A received 0. As 
already mentioned in the section “Selection of Studies”, some mixed data are available and 
were included in the final sample. Abnormal stock returns stemming from pure financial 
companies were marked with 1 and mixed data were coded with 0.3 

Several regressions have been conducted to test the significance in the differences of 
stock returns. Only some significant results were obtained by including all data into the 
regression. Results show that the companies from the financial industry, which have been 
involved in cross-border M&A, sometimes experience a significant discount on the stock 
market. 4  In order to obtain clearer results, the data sample was separated into two 
subsamples, one for financial companies and the other, a mixed data set of financial and 
manufacturing companies. Using the variables described above, a regression was repeated 
with the new data. The mixed data set does not show any significant effects stemming from 
announcement of cross-border M&A; however, the dummy variable capturing geographical 
scope of the announcement seems to show a significant negative effect on shareholder wealth 
on -5th, 2nd to 5th days at 5% significance level. These results are clearer in the regression that 
analyzes only shareholder returns for acquirer in the financial industry. With exception for 
day -1 and the event day, all obtained results are significantly negative and their significance 
level reaches up to 1%.5 

These results bear witness to the issue of the effect of cross-border M&A on 
shareholder wealth of target and acquirer. Based on available data in the analyzed studies, 
results were obtained showing significant negative impact of the cross-border effect. 
Stockholders of target and acquirer seem to prefer domestic over cross-border M&A. The 
following sections attempt to summarize theoretical explanations of the results from these 
studies. 

 
Degree of Foreignness 

 
A number of barriers are inherent in the internationalization of a company and might 

inhibit cross-border activities by causing additional costs, which influence the perception of 
transaction value [10]. These barriers can originate from differences in the cultures of the 
target’s and acquirer’s country. Managing the process of melding together two companies 
from different countries can be affected by information costs, which increase with the degree 
of target’s country cultural distance, or by different languages that hamper the 
communication in the consolidation procedure [11]. In other words, similar cultures makes 
the merging process of two companies easier and having the same native language or high 
familiarity with the same language simplifies the communication between two entities. 
However, only little attention has been paid to analyze these effects empirically. 

Studies of [6] and [12] are supporting the theoretical implications that communication 
in one language can reduce information costs of transaction; though, the data shows positive 
yet not significant effects on acquirer’s shareholder value of transaction in English speaking 

3 Dummy variable tar takes value 1 if company is target and 0 if it is acquirer. Dummy 
variable cbd takes value 1 in case of cross-border M&A and 0 otherwise. Dummy variable 
fin takes value 1 if data stems from study that analyzes financial institutions only and 0 in 
case of mixed data sample in the original study. 
4 On day -5 dummy variable fin*cbd takes value -0.006*, on day 2 fin*tar -0.013*, on day 3 
fin*cbd -0.005* and on day 5 fin*cbd -0.005*. 
5 Following results were obtained from the regression. Results for 6 days period starting at -
5th day and ending on 5th day are separated by semicolon: -.0049***; -.005***; -.005***; -
.0046***; -.0128; -.0137; -.0038*; -.0046**; -.0046*; -.0045*; -.0046*. 
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countries. Interestingly, the shareholders of target companies that have been acquired by 
companies from English speaking countries suffer negative stock price reactions on the stock 
market, though this discount is not significant. 

Concerning the cultural differences, only two studies attempt to prove the theoretical 
model. Based on the Hofstede’s dimensions gauging the variances between cultures, [12] 
could not find any significant results for chosen dimensions. [5] find in their study that 
shareholders of the acquirer involved in M&A with European targets suffer a discount, and 
returns in M&A involving U.S. companies are slightly lower than in domestic M&A. 
However, results are not significant. 

These results imply several questions concerning the magnitude and sign of cultural 
and linguistic differences between countries of target company and acquirer. Based on the 
available studies, results do not give clear answers about the derivable and reliable theoretical 
construct. 

 
Firm Characteristics 

 
Target Company’s Characteristics 

Some important information can be inferred from analyses of the characteristics of 
the target company. This information might give a hint about the driving motives of M&A. In 
the available studies motives concerning the search for synergetic gains, growth focus, and 
advanced management skills were extensively discussed. 

The usual justification of M&A used by managers is the search for synergies [13]. 
These cost efficiencies, which are realized by reducing duplicate activities, improve the 
overall profitability of the merged companies if the sum of the aggregated costs is smaller 
than it is in the separated companies [14]. Assuming the greater the size of the M&A the 
higher economies of scale, M&A involving large target companies are more favorable in 
terms of profitability and shareholder returns. [15] showed that larger financial institutions 
created by horizontal mergers were able to reduce paid interest rates on deposits more than 
their counterparts in markets with less horizontal mergers.6 Empirical results of scale effect 
stemming from the size of the target company are not clear. [16] finds some weak evidence 
of scale effect for the acquirer. [13] and [7] were not able to obtain any significant results. 
Larger targets indeed generate more synergies and significantly increase returns for target’s 
shareholders in the study of [7]. However, [13] suggest the opposite, that smaller deals create 
larger economies of scale and therefore higher returns.  

Assuming M&A is one of the ways to maintain or to accelerate growth for the 
acquirer, investments into fast growing companies can support growth strategy of the 
acquirer [17]. Growth focusing strategies – geographic and in terms of products – in the 
banking industry within the U.S. are shown as value increasing for the shareholders of the 
target company and the acquirer [18]. Empirical results supporting this hypothesis for cross-
border M&A are reported in [17]; however, these results are close to zero and returns to the 
combined entities are not significant. [21] find significant positive results for the target 
company and significant negative ones for the acquirer. These results partially reject the 
growth hypothesis and can be explained by concerns of the shareholders that the management 
of the acquirer might overestimate growth opportunities and therefore overpay the target 
company’s shareholders. 

6 This effect might however be due to increased market concentration and market power. [19] 
suggested that mergers are mainly motivated by increase of market power. However, 
increased concentration does not necessary mean more market power due to higher 
regulation in the financial industry [20]. 
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High management skills are an important factor for the success of the company. They 
can ensure positive financial perspectives and the company’s strong borrowing power [17]. 
High management qualification can lead to higher valuation by the stock market [22, 23]. 
Improvements in management qualities ceteris paribus lead to greater cost efficiency and 
profitability of the company. For the shareholders of the target company, a more cost 
efficient acquirer can provide necessary management abilities by replacing incumbent 
management and thus positively affecting shareholder value. However, future improvements 
come always with uncertainty and the possibility of overestimation and a mispricing of 
shareholder value creation [24, 25]. Empirical results in the analyzed studies do not clearly 
support the above hypothesis. [21] find support for this hypothesis; however, [17] find 
evidence for concern with regards to overpayment for target. 

 
Acquirer’s Characteristics 

Considering the motivations driving the acquirer can provide additional information 
with regards to the analyzed effect. Analyzed studies seem to scrutinize more carefully the 
size, the profit efficiency and the proficiency of the acquirer to manage M&A seeing in these 
characteristics the most influential factors on the effects on shareholder value. 

In their strive to survive in competitive markets managers often use the argument of 
cost efficiency to increase the size of the company [26]. From the economic perspective, 
synergies and economies of scale are hidden sources of improving cost structure. Due to 
increased concentration as a result of horizontal M&A, market power can be utilized to raise 
prices. However, because with increasing market concentration regulatory scrutiny might 
rise, the results of studies assuming that higher market concentration increases the market 
power must be cautiously interpreted [20]. From the perspective of the agency costs, 
managerial utilities might also be involved in the M&A decision process. M&A is perceived 
by managers as an easier way to generate growth [26]; however, they tend to overestimate 
the potential future returns as well as their own capabilities to manage the M&A. [27, 28] 
argues that this overestimation of M&A benefits and own management qualities constantly 
result in overpaying the target company. Empirically, [29, 30] and [12] see significant 
negative effects on shareholder returns. [26] confirm results on size even though they are not 
significant. The authors see higher economies of scale in the M&A among smaller banks. 
Only [6] and [21] on the long-term perspective see significant positive effects associated with 
the size of the acquirer. However, size of the acquirer seems to be one of the ambiguous 
variables in the analyzed studies. Arguments submitted are too vague to be convincing. 

Performance limits in the home market might force companies to extend their 
activities abroad [30, 31]. This can lead to several obstacles. On the one hand, a worse 
performing company can overextend its resources by acquiring foreign companies and face 
therefore a stronger decline of its profitability [30]. On the other hand, regulatory restrictions 
can limit the freedom of making specific decisions to improve the profitability of acquired 
target company and consequently reduce growth opportunities for the acquirer and therefore 
the returns of M&A [30]. Another problem a profitable company with interests expanding 
abroad might face is that the higher profitability generated cash flow can also lead managers 
to more wasteful investment decisions [12, 32]. In this case, worries about the future 
performance and growth perspectives and managerial motives can lead to negative stock 
price reactions. However, better management qualities associated with higher profitability 
can be imposed on the poor performing target company by replacing their management e.g. 
[17]. In this case, shareholders would react favorably to the M&A announcement, and the 
stock price would increase. Albeit that analyzed studies used different performance proxies 
that limit the comparability of results, no clear evidence can be found for either the first or 
the second hypothesis. [29] finds significant positive returns to the acquirer with a high ROE. 
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In the long run, shareholders seem to be more concerned about the managerial motives and 
overall profitability of the announced M&A [30]. Significant negative effect on shareholder 
returns have been derived also in the study of [12] by using income divided by total sales as a 
proficiency proxy. [26] could not find significant results for any of the hypotheses. 

Previous experience acquiring companies in the home and foreign markets can enable 
firms to generate knowledge and capability in integration and management of merging 
entities for the subsequent M&A [12]. In this case, this previous experience can reduce 
overall M&A costs and have a positive impact on shareholder value. Therefore, firms 
expanding for the first time abroad might face additional costs that only occur in the first 
occasion. However, studies of [33] and [31] show that experienced acquirer expanding into a 
new country seem to benefit from the expansion; however, this is not the case if the company 
expands in the same country for the second time. In the studies analyzed, empiric evidence 
cannot provide any significant results on importance of experience in M&A. Only [12] find 
weak significant effect stemming from experience in cross-border M&A. 

Two studies measure the free cash flow of the acquirer to prove the Jensen’s [32] free 
cash flow hypothesis. Following the agency theory, managers are interested to increase or at 
least to maintain the power over the company’s assets. In the situation of limited investment 
opportunities with high free cash flow agency costs can surge [34]. To maintain or to 
increase the controlling power over assets, managers prefer internal to external ways of 
investment financing to avoid market control resulting from obtaining necessary funds on the 
market [32]. Withholding free cash flows foster manager’s internal way of investment 
financing and helps to retain the control over assets. Since managers in that case have 
incentives to grow beyond optimal size, they might be prone to invest in less profitable 
investments or even undertake investments with negative net present value (NPV) instead of 
paying out dividends to shareholders [32]. Empirically, analyzed studies find some 
contradictory results with regards to Jensen’s hypothesis. [35] find some supporting 
evidences for the hypothesis; yet, results are not significant. On the contrary, [29] finds 
significant positive coefficients for free cash flow. However, results in both studies have to 
be interpreted and applied cautiously. The prerequisite of limited investment opportunities 
has neither been analyzed by studies nor has it been discussed as to why these analyses have 
been avoided. Analyzed market-to-book value that can be seen as one of the proxies for 
market perceived investment opportunities has not been analyzed in combination with free 
cash flow like in the manner Jensen’s [32] hypothesis described. 

Announcement of M&A can signal to the market a positive capital and financial 
position of the bidder. This idea is hypothesized for the financial industry under the term 
“capital quality” by [36]. Proposing an M&A can indicate that the company is confident to 
undergo scrutiny, especially in terms of the capital position of all companies involved in the 
M&A [36]. This includes audits by the Federal Reserve, in the case of U.S. companies, and 
other banking regulators. Assuming that equity to total assets might be considered as a good 
proxy for the proposed hypothesis, [7] find in their study a lukewarm support for the capital 
quality hypothesis. However, comparing methodology of [7] to the original article of [36], 
results should be taken with some doubt. 

One of the reasons for geographic diversification is the opportunity to reduce the 
insolvency risk of the company [37, 38]. Guaranties, associated with a safety net that usually 
supports financial institutions in the situation of looming illiquidity, may be underpriced by 
the market [37, 39, 40]. This enables a company to run higher investment risks beyond the 
optimal level and would not have been undertaken without a safety net [37]. In cross-border 
M&A, the involved financial acquirer might also face additional production costs due to the 
target company’s different legal restrictions, which increase the risk of insolvency of the 
acquiring company [37]. Increasing overall company risk shifts returns from debt holders to 
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shareholders and can lead to increased stock prices [37]. However, empirically, with 
increasing total risk, [37] find, that there is only weak significant evidence of increasing 
stock prices. Beta and total risk of combined entities seem not to have any significant 
influence on shareholder value. 

 
Target Company’s versus Acquirer’s Characteristics 

Comparing the characteristics of two merging companies can provide more deep 
insight into differences and similarities between target company and the acquirer involved in 
the M&A. In the analyzed studies two aspects seem to be of common interest among many 
authors. Product diversification and/ or product focusing strategy and the relative size of the 
announced M&A are the most cited aspects of the analyzed M&A events. 

Propagation of product diversification and/ or product focus has changed in the last 
decades of research [41]. On the one hand, advocates of diversification see more positive 
effects of managerial economies of scale and scope and financial synergies and efficiencies 
in terms of smoothing of earnings and internal ways of funding between product sectors e.g. 
[41, 42, 43]. Using available input factors like excess management skills can provide 
company with capability of dealing with the diversification that ends up in higher valuation 
on the capital market [44]. However, inefficient internal markets, possible agency costs or 
incompatible management styles and clashing cultural values can lead to shareholder value 
destruction [5]. 7  On the other hand, product focusing strategies through M&A between 
companies in related industries have a higher potential to generate economies of scale [5], or 
achieve cost reductions stemming from elimination of coinciding activities [3] as well as 
eliminations of redundant branches and offices located in overlapping geographical regions 
[45]. Two efficiently managed entities pursuing M&A can also increase their market power 
[5, 6]. Empirically, there is no clear evidence of advantages or disadvantages of product 
diversification and/ or focus. It is also important to mention that authors tend to conduct tests 
on product focus rather than on product diversification. 

Overall results of studies regarding product diversification and/ or focus can be 
summarized as following. Target companies tend to profit from the product focus [4, 45, 47] 
or obtain no significant results from M&A announcement [3, 6, 21]. Shareholders of the 
acquirer [3, 4, 5, 6, 13, 16, 21] and of combined entities [3, 4, 13] appear not to gain any 
significant increase or decrease in value. Stock prices of targets involved in cross-product 
M&A potentially profit from the announcement around the event day [4, 13, 45]. For the 
acquirer there are no negative price reactions to expect [5, 13, 45]. Interestingly, overall 
results of the combined entities show possible positive effect on shareholder value [4]. 

Related to the diversification and focus argument is also the question on magnitude of 
possible effects stemming from economies of scale and scope. This is also the second most 
frequent issue examined in various studies. There are several rationales behind the effect of 
relative size. On the one hand, the larger the target company in comparison with the acquirer, 
the greater the increase in market concentration, and this consequently results in a possible 
surge of monopoly rents [13]. Furthermore, with increasing size, a more effective 
management and more operational cost cuts are possible if both entities are profitable [48]; 
however, these possible synergetic gains are partly limited to the geographically overlapping 
activities [49, 50]. On the other hand, from the perspective of principal-agency-theory, 
increasing size of M&A can point to possible motivations of managers to increase the 
revenue instead of the corporate value, increasing by that their own salaries and wages [21]. 
Furthermore, with a larger target company, a higher complexity of integration of both entities 
is implied, due to internal power struggles over capital allocation and/ or control and 

7 These arguments have to be interpreted carefully due to recent findings of [46]. 
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coordination issues that can increase the overall cost of M&A and create higher inefficiencies 
[5, 17, 51]. However, with increasing size, complexity and market share, the political 
influence of the organization might surge significantly and make it harder for market 
supervisory agencies to enforce and set the limits of market share and power [52]. 
Empirically, there are some evidences that the relative size does not have any significant 
impact on shareholder value of the acquiring company [5, 7, 9, 13, 21, 49]. Not significant 
results are also reported for combined entities [3, 9]. [13] report not significant results only 
for large M&A and significant positive results for small M&A. For target company results 
are not clear. On the one side, [6, 9, 13] infer positive significant effect in the conducted 
tests. On the other side, [7, 17, 21] did not find any significance pertaining to the impact of 
size on their results. Overall, there are more positive significant or not significant results than 
there are significant negative results stemming from relative size for shareholders of target 
company, acquirer and combined entities. However, results have to be interpreted carefully 
since the method to measure the size diverges, at times significantly, from study to study. 

Related is an analysis of [17] pertaining to the economies of scale and scope. 
Improvements in cost efficiency through the consolidation of duplicate activities in merging 
entities can support achievement of possible economies of scale and scope and justify the 
M&A by improving the profit efficiency since products can be offered at lower prices 
without compromising on overall operational profitability [50]. Cost efficiency can also be 
increased by improving management skills within the two merged companies [50]. The 
superior management skills of the acquirer can be transferred to the target company and 
increase cost efficiency and consequently profit efficiency [17]. Empirically, there is some 
evidence that bidding companies tend to acquire less efficient companies and transfer their 
management skills to the target company; however, differences in efficiencies are not 
significant. Assuming stock price performance as a good indicator for profit and cost 
efficiency of a company, [13] find evidence that in cross-border M&A, target companies 
underperform the bidder in terms of stock price. These results are in inline with theoretical 
consideration; however, both underperform in the market the year before the announcement. 
These results question management’s motivation for pursuing synergies, and find more 
evidence for management’s motivation to replace target’s inefficient management [53]. 

Another argument used in the M&A literature is the potential risk reduction of the 
merging companies. Risk diversifying activities can smooth the earnings volatility and have 
positive effect on the shareholder value creation [17]. The lower the correlation between 
stocks, the higher potential to diversify revenue and smooth the returns [17, 54]. 
Notwithstanding theoretical considerations, authors find evidence that diversifying activities 
seem to be less appreciated by capital market than more focused activities [17]. Non-
diversifying activities seem to create value significantly for all entities separately and for 
combined entities. 

 
Framework Characteristics 

 
Target’s Framework 

Mergers and Acquisitions may be driven by opportunities for profit, and these 
opportunities are influenced by economic, legal and market specific conditions such as the 
degree of economic development, legal certainty and market size and concentration. 

In the extracted results from the found studies, the economic and political aspects of 
the target market were analyzed at both the country level and the industrial level. 11 studies 
examined the political aspects of the target market, and 9 analyzed the economic aspects. The 
majority of studies (13 studies) concentrated on analysis on the country level rather than the 
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industrial level (7 studies) of the target market. I will present the study results based on these 
four categorizations. 

Within the twenty-two analyzed studies, economic aspects of target country such as 
inflation, economic development and condition, a country’s credit rating, and ownership 
concentration were the most commonly analyzed factors in conjunction with the success of 
M&A in the financial industry. 

[11] argues that demand for advanced financial products depends on the degree of 
economic development in the target market, and this forces financial institutions to provide 
their services in these distinct geographical regions. That might explain the tendency of 
acquiring firms in developed countries; however, investments are seen more profitable if 
invested in developing country since large companies tend to invest only for short periods of 
time in order to receive high dividends [55]. [55] argues that investment risk is lower in less 
developed countries than in developed. The low business risk in less developed countries can 
be explained by macroeconomic and social influence factors like relative stability of output 
and prices, business-government relationships and less intense competition. The investments 
in less developed countries can cause a rise in expected returns to shareholders and influence 
the stock price changes on the event day. However, empirical results are less clear. [6] finds 
significant positive returns to acquirer if the target company is located in a developing 
country. Interestingly, [30] find results to be significantly negative. Shareholders of acquirer 
seem to be concerned about the possible returns of investments through expansions in 
transition countries; however, it is not clear if transition countries that can be seen as 
developing countries are more or less risky in terms of investment. Following [56], only 
investments into risky developing countries are expected to result in positive stock price 
reactions on the event day. 

A number of studies examine different macroeconomic aspects of geographical 
expansion and their effects on shareholder value such as favorable economic conditions, 
economic growth and inflation. Favorable economic conditions in the country of a target 
company have a significant negative impact on shareholder value of acquirer, with the 
exception of the US, where a positive impact was measured after the acquisition of US 
targets [6]. [6] defines economic condition as favorable for US acquirers if GDP growth rate 
in the year prior the acquisition is on average higher than in United States. On the one hand, 
the author argues, favorable economic conditions in the target country may result in 
increased market power and consequently in higher cash flow. On the other hand, more 
favorable conditions in the host country contribute to a higher negotiation power of the target 
company, which might result in a possible overestimation of investment returns and 
overpayment for the acquisition object, resulting in a negative impact on shareholder value of 
the acquirer [57]. The latter hypothesis seems to be consistent with data. In line with [6], [29] 
reports similar yet not significant results for GDP growth per capita in the target country. 

Inflation may cause a the decline in shareholder wealth due to currency depreciation. 
[29] also finds some empirical evidences for this relationship. However, the argumentation is 
not convincing, since the inflation does not reduce the returns and revenue, because it creates 
additional revenue by increasing nominal returns. Inflation, however, does make it 
impossible to distinguish between valuable and non-valuable assets and between good and 
bad loans, increasing the risk in the financial system and making it more instable [30]. 

The cross-border effect may be influenced by ownership concentration, target 
country’s credit rating, and available liquidity in the market [35]. Target countries with well-
protected investor’s rights have potentially more portfolio investors whose returns are based 
on dividends and share price differences [58]. In most countries, gaining a controlling share 
of a corporation is deemed to be important in the M&A process. Investors with controlling 
shares in the target company are generally not willing to sell their shares at the market price 
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and ask for a control premium [59]. High ownership concentration in the target country might 
generally result in higher premiums to block holders in order to gain the necessary 
controlling share over the target company. This raises concerns of overpaying the target 
shareholders. However, [35] finds no significant effects on shareholder returns in their study. 

Well-protected shareholder rights and better accounting standards may also result in 
an increase in takeover activities [60]. An increase in takeover activities can also be viewed 
as an indicator of available liquidity in the market and signifies a higher level of takeover 
competition in the target market [35]. [35] measures the takeover activities by proportion of 
annual value of national and cross-border takeovers in relation to the GDP of the target 
market. [35] finds a significantly positive correlation between its takeover activities 
measurement and the acquirer’s returns in cross-border acquisitions, reinforcing the study 
results of [60]. However, considering only domestic transactions in the liquidity variable, 
correlation becomes significant negative. 

Political and regulatory aspects in the analyzed studies of shareholder returns in 
cross-border acquisitions also significantly impact the M&A success [6, 30, 35, 49, 61]. 

[61] argues that some countries might have an advantage in the bidding process due 
to their goodwill accounting rules. The difference between paid price and book value of the 
company can be written off immediately after the acquisition in countries such as UK and 
Germany, or over specific period of time in countries such as in Canada and the United 
States. Technically, these accounting methods have the same effect on the balance sheet; 
however, a different effect on the profit of the company [61]. Immediate write off of 
goodwill has a single effect on the balance sheet in the financial year of the M&A, narrowing 
the profit of acquiring company. Calculating the goodwill against the profits over e.g. 40 
years, in case of US and Canada, narrows the future earnings of the acquiring company in the 
amortization period of the acquisition. Therefore, write off rules in the United States and 
Canada might favor foreign acquirers from, for example, the UK and Germany [61]. 
Empirically, there is no clear impact on target’s returns [61]. Event study results for the U.S. 
targets show that in merger and acquisitions involving Japanese acquirers gain the highest 
returns and German acquirers tend to earn the lowest. Canadian acquirers pay more than 
acquirers from the UK. In summation, in the case of merger and acquisitions, the data 
contradicts the expected behavior. However, in case of sell-offs, as predicted, the UK and 
German acquirers pay higher premiums than Canadian acquirers. 

Changes in taxation rules can provide additional incentives for foreign acquisitions 
[49]. Important shifts in acquisition activities began in1980 and 1981 in the United States due 
to new depreciation rules in the Economic Recovery Tax Act (ERTA) and the Installment 
Sales Revision Act that inflated the number of foreign acquisitions in the U.S. “by making 
installment sales a more effective way of reducing the present value of the tax costs to the 
seller of assets from capital gains and from the recapture of past depreciation as ordinary 
income” [62]. The Deficit Reduction Act (1984) and the Tax Reform Act (1986) repealed the 
fast write off introduced by ERTA and removed the tax advantage of the foreign acquisitions 
[62]. Empirically, the event study results show significant positive bidder returns before 1986 
and not significant after 1986. However, it must be noted that the regression results in this 
case are not significant [49]. 

Concerning legal systems as they relate to M&A outcome, a developed legal system 
in the host country reduces investment risk through protection of property rights and ease 
enforcement of contracts [30]. A frequently used term for a developed legal system in the 
studies was the “rule of law”. Rule of law describes a legal principle, which is determined by 
supremacy of law [63]. A prevailing rule of law is seen by World Bank staff members and 
consultants as one of the most important features in sustainable economic development [64]. 
However, efficient enforcement of the law often requires individuals to self-enforce these 
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laws through internal and unconscious mechanisms that alter their self-interested behavior 
and individual motivations, replacing them with behaviors that are collectively beneficial 
[65]. Taking into account the complexity of property rights arising from the culture in the 
target country (also in [58]) and personal credo, a shift towards behavior that prioritizes the 
collective benefits over individual motivations requires a substantial amount of time [65]. 
Therefore, the relevance of rule of law certainly depends on the tenure of investment 
commitment. For financial investments, results do not seem to be significant, whereas for 
long-term investments, prevailing rule of law principles have significant positive impact on 
shareholder returns [30]. 

The general aspect of corporate governance has been analyzed by [35]. Based on 
several variables measuring legal protection of shareholders, [58] and [66] indicate that 
common law system seems to be more favorable than German, Scandinavian or French. 
Empirical results of [35] show the French legal system being associated with the most 
significant negative bidder returns. However, contrary to theoretical expectations, the 
common law system is also associated with significant negative bidder returns. Separation of 
the results of the UK and of other common law countries produces significantly negative 
results for the UK and not significant results for other common law countries. 

Governmental effectiveness in the target country may provide a positive signal to the 
shareholders of the acquirer. “The quality of public institutions may be used as a proxy for 
information cost”, argues [6]. [67] measures the institutional effectiveness based on several 
factors from the International Country Risk Guide (ICRG) such as quality of the bureaucracy, 
level of corruption, prevailing principles of rule of law, risk of expropriation and repudiation 
of contracts by government and some others from Business Environmental Risk Intelligence 
(BERI). Indices, which are suggested by [67], indicate that the hypothesized effect has 
significant positive influence on the shareholder returns of the acquirer in the study of [6]. 

The separate political and regulatory aspects can be combined in an overall index to 
describe the general restrictiveness in the target country. The Economic Freedom of the 
World (EFW)8 can be seen as such an overall index that “measures the degree to which the 
policies and institutions of countries are supportive of economic freedom” [68].9 It covers 5 
different areas with a total 24 variables that gauge economic freedom in terms of size of 
government, legal system and property rights, sound money, freedom to trade internationally, 
and regulation [68]. Based on the EFW groups, [35] analyzed target countries categorizing 
them into least restrictive, mid-restrictive, and most-restrictive. The UK, Canada, Germany, 
and France were analyzed separately from the whole sample and were not included in the 
aforementioned categories. As expected expansion into least restrictive countries has been 
rewarded by exceeded returns to shareholders of the acquirer, and expansion into French and 
most-restrictive markets had significant negative impact on shareholder returns. However, 

8 Definition of EFW used by [70] describes Index as: „Individuals have economic freedom 
when property they acquire without the use of force, fraud, or theft is protected from physical 
invasions by others and they are free to use, exchange, or give their property as long as their 
actions do not violate the identical rights of others. An index of economic freedom should 
measure the extent to which rightly acquired property is protected and individuals are 
engaged in voluntary transactions.“ 
9 The Index of Economic Freedom is comparable to Economic Freedom of the World Index 
and consider similar freedom principles such as rule of law (property rights, freedom from 
corruption), limited government (fiscal freedom, government spending), regulatory efficiency 
(business freedom, labor freedom, monetary freedom) and open markets (trade freedom, 
investment freedom, financial freedom) each of 10 freedoms graded on the scale from 0 to 
100 (heritage.de -> Methodology 11/12/2012 09:10 PM). 
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the UK seems to be an exception to the rule and expansion into the British market brings to 
the shareholders significant negative returns. For mid-restrictive countries, Canada and 
Germany results are not significant. 

Certain studies analyze economic and legal aspects on the industrial level. Degree of 
development, competitiveness, industrial regulation, and changes in laws affecting foreign 
and domestic financial institutions are subject in studies of [3, 7, 8, 29, 61] and [35]. 

Only few would dispute that expenditures required to internationalize through M&A 
are enormous. Answering the question as to whether being locally present in the 
geographically removed location of the target company through the M&A is crucial not only 
for company’s success but also for its future existence. However, the extent of international 
business activities of domestic clients in the target country seems to influence acquisition 
strategy and the decision making process during the acquisition [56, 69]. The inability of a 
company to offer customers a flow of products and services regardless of the customer’s 
geographic location may result in a partial or complete loss of customers to the international 
network of competitors [71]. Following the clients into their geographically removed 
locations, maintaining the relationship with the customer, and sustaining business through 
expansion into the target countries where the company’s local customers have also expanded 
or will expand, should be rewarded by investors. Tendencies in the investment strategies of 
the customers in the target country can be demonstrated by their foreign direct investments 
(FDI inflows in the target country) that are available from the World Bank Research 
Database. Regression results in [29], however, do not seem to show any expected significant 
influence on the returns to the bidder. Peculiarly, the negative sign of the regression 
coefficient contradicts the considered theoretical explanations [29]. 

Size of the financial market in the target country might have influence on the decision 
making process. Higher level of competition in a large, well-developed financial market 
might discourage management to enter this market [11, 12]. On the one hand, [29] finds that 
the bigger the financial market in the target country, the more negative the impact on 
shareholder value; however, these results are not significant. On the other hand, investors 
show some significant concerns towards acquisitions in highly competitive financial centers 
[29]. 

Related to the previously mentioned legal argument is the issue of legislative control 
in the financial industry. The financial industry is often considered one of the most regulated 
industries in a country. Generally, regulation has influence on the M&A decision-making 
process [11] and can be seen as an obstacle to the restructuring process after the acquisition 
[3], which can impact the returns and performance of entities. However, there is no clear 
distinction of what can be defined as regulated [3]. To a certain degree regulation is 
prevailing in all economic areas. On the one hand, [3] points out that toughness of regulation 
is closely correlated with the previous governmental ownership in a specific industry and the 
wish to protect state owned companies from competition [11]. On the other hand, stronger 
disclosure requirements might reduce investment risk and therefore reduce barriers for 
international acquisition to make inroads into the market [11]. Based on analysis of European 
mergers and acquisitions, regulation seems to have a negative impact on shareholder value of 
the acquirer, though these results are not significant [3, 61].10 If the target company is from a 
more regulated industry, then returns to the target company shareholders will be lower. 
Results become significantly negative for target company and acquirer if the target company 
belongs to the financial industry [3]. 

10 However, [11] find in their study a significant increase in number of mergers and 
acquisitions the higher is the regulation in the target country. 
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Changes of law aiming to remove entrance barriers to the market and increase the 
level of competition paving the way for foreign companies to enter the domestic market are 
likely to reduce anticipated profits of indigenous companies and therefore have negative 
impact on the shareholder stock price [8]. As expected, significantly negative results were be 
reported by [8] for Canadian financial market when the Competition Bureau first published 
the “Merger Enforcement Guidelines as Applied to a Bank Merger” in 1998. 

 
Acquirer’s Framework 

In many cases acquirer’s framework seems to be less analyzed than target’s 
framework and results are more varied in quality. 

 The preceding chapter analyzed characteristics of the target market by separating 
them into economic and political aspects on the country and industrial level; however, in the 
same analyzed studies, only industry specific legal and macroeconomic aspects of the 
acquirer’s framework were examined. 

The only macroeconomic aspect of acquirer’s framework that has been found in the 
study analysis is market concentration. [12] measures the market concentration by using the 
Herfindahl index of the four biggest companies in the acquirer’s country. [12] finds 
significant empirical support for the theory of [72] with higher gains in oligopolistic markets. 

The most often, but insufficiently analyzed characteristics are legal and regulation 
aspects of the acquirer’s framework such as industry specific regulations and taxation. 

The previously mentioned Economic Recovery Tax Act from 1981 has been found by 
[49] as not having significant impact on foreign acquirer’s returns on acquisitions made in 
the United States. However, the ERT may influence the decision making of U.S. acquirers 
considering foreign targets. Quicker depreciation of acquired goodwill might induce U.S. 
firms to conduct more acquisitions abroad [62] and will increase returns to the acquirer [12]. 
[12] finds weak empirical results supporting the increased bidder returns as well as the 
expected weakening of results after 1986, since the Tax Reform Act from 1986 neutralized 
the write-off advantages. 

As previously indicated, the general regulation of the financial industry is also 
important influence factor in the M&A decision process. Acquirers from the financial 
industry seem not to gain any significant returns whereas the acquirers from non-financial 
industries are met with positive market price reaction on the event day [30]. Multivariate 
regression also shows significantly negative results for bank acquirers [30]. 

Law changes, like in the case of the Second Banking Directive restricting the capital 
requirements for banks in European Union, were expected to reduce the possibility of 
profitable acquisitions. Therefore, acquisitions made before the implementation of the SBD 
in 1993 were expected to be met with more positive market price reactions than the 
remaining acquisitions objects acquired after the implementation of the SBD. However, 
empirically there are no significant differences in the stock price reaction before and after the 
implementation of the directive [26]. Law changes in Canada, which reduced barriers for 
foreign financial institutions to enter Canadian domestic market, also had a negative 
influence on the Canadian acquirers’ stock prices and forced them to make foreign 
acquisitions [8]. However, results were not reported separately in the study. 

 
Target’s versus Acquirer’s Frameworks 

Comparing frameworks of acquirer and target company in relation to each other may 
provide additional information about the national comparative advantages. However, little 
effort has been undertaken to investigate this empirically. Merely 6 studies have compared 
target company’s and acquirer’s framework in relation to one another. 5 of these studies 
investigate macroeconomic aspects of the framework relation rather than the industrial level. 
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Economic integration between the countries, market size, market growth, and issues in 
connection with currency exchange predominate the discussion in these analyzed studies. 
Legal and geographic distance aspects have been examined in the study of [29]; however, the 
results are not significant. 

A small home market for the acquirer can cause quicker saturation of the market and 
lead to higher incentives to the companies to expand internationally sooner than in the cases 
of those with the larger home market [6]. Empirically, the relative size of the target and home 
markets seems to be not significantly important for international expansion [30]. 

[73] sees in international expansion the possibility to diversify among different 
macroeconomic business cycles and stabilize the company returns. The greater the difference 
between the economic growth rates of the target’s country and the acquirer’s country, the 
higher is the diversification potential for the acquirer. On the one hand, [6] finds some 
positive significant stock price reactions for the target company for relative growth 
differences, but in this study, no significant returns were found for the acquirer’s 
shareholders. On the other hand, [12] could not find any significant returns for nominal GDP 
growth differences between US and target country. However, due to the lack of 
argumentation, questions may arise regarding the appropriateness of the methods employed 
for measuring and identifying economic cycles. 

[74] sees the co-movements in the capital market as reflation of general economic 
integration between two countries, [12] measures it as stock market correlation between US 
and target country during 8 quarters before and 4 quarters in the year of the acquisition and 
finds no significant results. 

Another major aspect that has been analyzed in the found studies is the issue of 
currency exchange and their influence on M&A decision. Two aspects of the currency 
exchange have been analyzed in these studies: The valuation/ devaluation effect and 
fluctuation in the currency exchange ratio. 

The relationship between the two currencies of the target and acquirer’s country 
affect shareholder returns in different ways. An acquirer’s relatively strong currency 
influences acquisition cost and the amount of repatriated dividends and cash flows [6]. 
However, these repatriated profits are only future projections and therefore uncertain, thus 
making the effect of the exchange rate less predictable [6, 75]. 

Under the assumption of imperfect markets with asymmetrically distributed 
information, ways of funding for acquisitions can be affected by currency exchange rates, 
making external financing more pricey than internal through direct investments [35, 76]. 
Weak target country currency seems therefore to increase the foreign direct investments in 
the target country [72, 77]. This leads to additional returns to the target company [78]. [75] 
and [73] make comparable arguments. Empirically, [6] and [35] find no significant results for 
this hypothesis. 

[6] and [49] follow similar argumentation about the influence of fluctuation of the 
currency exchange rates. [49] measures the currency fluctuation through a proportionate 
deviation between the bidder’s current home currency exchange rate to the US Dollar in 
comparison to the average exchange rate to the USD in the year before merger. [49] finds 
some significant results; however, in the multivariate regression results become insignificant 
(also [35]). [6] follows [78] in its measurement methodology, and gages the exchange rate 
fluctuation by analyzing the deviation of the target country’s current currency exchange rate 
from the average exchange rate in the analyzed time period, divided by the average exchange 
rate. The exchange rate fluctuation shows marginal significant negative effects on the returns 
to the shareholders of the acquirer and no significant excess returns to the target company 
[6]. 
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Transaction Characteristics 
 

The aspects of an M&A transaction might bear some important information about 
target’s and acquirer’s motives for M&A and their current financial situation. One of the 
aspects of transaction is the price paid for the target company. The determination of the 
acquisition price complies with the value transferred from the target company’s shareholders 
to the shareholders of acquirer. Assuming general discrepancy on perception of value 
transferred between target and acquirer, there are two ways to settle the appropriate price for 
both companies. First, a more common method, termed “friendly” M&A, is conducted 
through confidential negotiations between two companies that are considering M&A [79]. 
Disagreement with nuances during price negotiation can lead the target company or the 
acquirer to reveal the M&A attempt to the public to enhance their bargaining position [79]. 
Approving or disapproving reactions of the shareholders of the target and/ or the acquirer to 
the M&A attempt (assumption based on stock price reaction) and/ or consideration of 
alternatives to the certain target and/ or acquirer are possible outcomes of making public the 
M&A attempt. This public way of price negotiation is an alternative to the aforementioned 
“friendly” and confidential method. It is often perceived as “hostile” and can involve several 
bidders, which might increase the price paid for target [27]. However, public announcement 
of M&A is part of every negotiation and therefore it is difficult to distinguish clearly between 
friendly and hostile M&A [79]. On the one hand, hostile M&A might have a more favorable 
outcome for the target company in terms of price [79]; however, bidders might increase the 
possibility of overpaying the target company’s shareholders by overestimating achievable 
synergies, causing more concern over the underlying motives of the M&A [21]. The acquirer 
might also be motivated by personal utilities stemming from the increased size of the merged 
companies and not by increase of shareholder value, thereby increasing agency cost. 
Managers of the acquirer, however, might also overestimate their capabilities to manage an 
M&A and realize expected cost efficiencies (hubris hypothesis). Empirically, there is no 
clear evidence, which supports or rejects this hypothesis. For friendly M&A, approved by 
target company’s management, [21] report results that are in line with [79]. Acquirer receives 
positive yet not significant returns, and target company receives slightly significant negative 
returns. [3], on the contrary, was not able to find support for the hypothesis and unexpectedly 
report negative returns for the acquirer and positive for the target company, though these 
results are not significant. For hostile M&A that have not been approved by target company’s 
management, [21] reports significant negative results for the acquirer and significant positive 
for the target company. [35] finds positive yet not significant returns to acquirer in hostile 
bidding processes, which contradicts the hypothesis above. However, authors find negative 
returns in multi-bidding events. These results are approximately in line with those in the 
study of [49]. 

For the realization of synergies some authors deem it important to gain control over 
the acquired object. The acquisition of the controlling share in the target company creates 
possibilities for the acquirer to impose a different management style and confer management 
expertise on target [6]. However, the positive results in the study of [6] and positive but not 
significant results in [16] and [7] are contradicted by low significant but negative results of 
the studies [30] and [80]. [13] presents similar arguments; however, the study emphasizes the 
legal differences between mergers and acquisitions. Mergers are more associated with a 
centralized organizational mode and are therefore expected to generate more synergies [81]. 
Acquisitions might aim to preserve the organizational identity to a certain degree and 
therefore might generate less synergies. Empirically, [13] finds some evidences that the 
synergy aspect dominates the returns of the acquirer and the identity aspect seems to generate 
more returns for the target. 
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Ultimate failure of the bidding process either reveals disagreement between target and 
bidding company on merger aspects or shows rising regulatory concerns; however, the 
effects on the shareholder value are not empirically clear. Concerning agreement and 
disagreement on aspects of the M&A, in spite of the fact that [21] reports significant positive 
returns on target for dropped deals, these returns are still lower than those of successful bids. 
[21] also reports significant positive returns for the acquirer in successful deals, and not 
significant results, yet positive returns for dropped deals. [13] reports similar but not 
significant results for acquirer in dropped bids. Pertaining to regulatory aspects, regulatory 
approval may alter the total effect of the merger or acquisition announcement and therefore 
has to be considered. However, authors point out that it is a rare case that the Federal Reserve 
formally denies the transaction attempt [7]. Nonetheless, regulatory approval seems to have 
positive effect on shareholder returns of target since it eliminates the risk of dropping the deal 
and secures the premiums to target shareholders (effects on acquirer’s stock performance are 
not clear). 

Capital gains tax might influence payment method in the M&A offer (stocks or cash) 
[6]. With the stock offer the CGT is postponed till the stock is sold. Therefore, target would 
require in cash offers higher premiums to compensate the possible losses of selling stocks at 
the event day or near future [6]. However, the author could not find any evidence of this 
argument in the empirical results. [32] argues the hypothesis of “agency cost of free cash 
flow.” The author’s rationale is based on the agency theory and management’s growth 
ambitions in the high free cash flow industries. To increase the size of the company, 
managers are willing to waist available cash flow for low-benefit and value-destroying 
investments. Due to information asymmetries between investor and management and limited 
investor’s control over management, it is less possible that the stockholder of the company 
could force management to disgorge free cash flow as dividends. [32] assumes that debt and 
stock mergers would indicate management’s non-wasteful behavior and signal to the market 
value-creating merger decision. The results of [6] suggest possible correctness of the 
theoretical argumentation. 

Assuming some information discrepancies between the management of the companies 
involved in M&A and the outside investors regarding the internal financial situations of both 
companies, agreements on specific payment methods (equity or cash) may uncover some 
private information about management’s stock value perception of the acquiring and target 
company [5, 17, 21]. On the one hand, equity offers can be seen more favorable by target 
shareholders if they believe that their equity is undervalued on the stock market [6, 21]. 
Shareholders of the target company with a highly concentrated ownership structure that agree 
upon an equity offer become block holders of the acquirer and might retain their influence on 
the management with purpose of pursuing their interest for value creation in the combined 
entity [5]. In the case of when equity exchange is denied, cash offers have to be higher to 
balance out the possible negative effects of revealed stock undervaluation [6]. On the other 
hand, shareholders of the acquirer prefer stock exchange if they believe that their stocks are 
overvalued and cash offers in the case of undervalued stocks [5, 17, 21]. Consequently, cash 
offers bear positive information about the financial situation of the acquirer and are likely to 
result in higher returns for the acquirer’s stockholders [5, 17, 21]. However, empirical data 
shows no clear results for the acquirer. [45] and [35] have significant positive coefficients in 
their regressions; [6] and [21] retrieved significant negative results. To complete the picture, 
[5, 80] and [17] could not find any significant results in their data samples. For the target 
company, in line with theoretical expectations, [21] and [80] find positive results for cash 
offers, yet, [6, 17, 45] find no significant results. Assuming that complexity of the cross-
border transactions is higher than in domestic M&A, foreign targets might be generally 
unwilling to accept the equity payment, but due to possible difficulties with evaluating the 
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foreign target company, equity payments might be preferred method by acquirer in the 
negotiation process. However, this disagreement forces the acquirer to pay in cash and sends 
mixed signal to the market – positive signal, which is associated with cash payment, and 
negative, which is associated with possibility of overvaluation of the target company [35]. 
This argument might explain diminishing or nonexistent cash offer effects in the data [35]. 

[5] assumes that acquisition of a private company offers the acquirer a bargaining 
advantage and opens the possibility of a liquidity discount during the price negotiations; 
therefore, expectations of success for the acquirer are higher in acquisitions of private targets 
rather than in public target acquisitions. This is in line with empirical results that show 
significant negative impact for the dummy variable, which takes value 1 in case of public 
offers. [35] shows comparable results. 

Use of an advisor or outside consultant may prove effective in reducing agency costs 
for company that encounters higher complexity and information asymmetries in the cross-
border transactions [5]. However, the advisors could also be conflicted by personal interests 
to increase their payments, which depend on success of the transaction and paid price. So 
[82] sees in an analysis of Goldman Sachs that advisors are incentivized to convince their 
clients to keep the negotiation process going and even to increase paid premiums for target 
company if necessary to complete the transaction. The additional costs generated by an 
advisor have to be justified by additional value creation; however, empirically there is no 
clear evidence for that [5, 16]. Returns for the acquirer seem to be higher for transactions 
without inclusion of an advisor and even lower with inclusion of top-10 tier advisor. 
Regressions in both samples show negative yet not significant results [5, 16]. 

 
Summary and Conclusions 

 
This paper summarizes available empirical studies in terms of argumentation used to 

explain and to measure the cross-border effect in conducted M&As in the financial industry. 
Twenty-two empirical studies found in the extended literature search have been used to 
analyze the reported data in order to test the significance of the importance of the cross-
border effect. The regression shows that financial companies suffer a significant discount in 
case of cross-border M&A. 

Theoretical argumentations in the studies have been analyzed and grouped in the 
sections pertaining to a specific aspect of the M&A. First, surprisingly, only little attention 
has been paid to the aspects describing the cultural and linguistic differences in cross-border 
transactions. The majority of studies seem to neglect the basic differences between the 
countries in cross-border M&A. The studies mainly analyze the financial aspects of the 
companies and frameworks involved in the cross-border transaction. However, second, none 
of the arguments analyzing the effect of a specific company’s characteristic can provide a 
clear explanation of the observed effects on the shareholders of the target and acquirer. Third, 
neither the analysis of the economic and legal framework aspects can explain the cross-
border effect in the found studies. Fourth, the transaction aspects do not shed more light onto 
the success or ultimate failure of the M&A attempt in terms of shareholder value. This 
ambiguity is due to either the extremely small number of studies analyzing a specific effect, 
or an equal number of studies finding contradictory results pertaining to a specific aspect of 
M&As. Furthermore, proxies used to measure the characteristics are not consistent between 
the studies and therefore results obtained from the studies are limited in their comparability. 
Results have to be also interpreted cautiously in cases where one proxy was used to explain 
two or more contradicted hypotheses (e.g. synergy hypothesis and principal agency 
hypothesis and product diversification versus product focus hypothesis). 
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In the last decades of research on cross-border M&A the scientific community failed 
to find lucid and empirically testable explanations of the cross-border effect on shareholder 
wealth. Overall results in the found studies have been quite sobering and require more 
attention and further investigation of this economically important subject. 
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