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A Study of Market Response of The Announcement
of Mergers and Acquisitions In Indian
Manufacturing Industry

Honey Gupta, L.K. Singh

Abstract: The present paper is an attempt to find the impact of
M& A announcement on the share price of Indian acquirer firms.
This study examines the 25 Indian domestic Mergers and
Acquisitions held in year 2009 & 2010 by using event study
methodology. Only firms from secondary sector of Indian
economy were selected for this study. T test was applied on
Average Abnormal returns (AAR) & cumulative Average
Abnormal returns (CAAR) of observed event windows (-5,+5), (-
2,+2) and (-1,+1) to examine statistical validity. After analysing
all returns, it is found that Mergers and Acquisitions
announcement do not have any significant impact on CAAR of
Acquirer firms but AAR is statigtically significantly positive on
some days of (-5,+5)event window.
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l. INTRODUCTION

But these studies are based on historical datacandbe
manipulated so sometimes these studies could rettab
reflect true picture. Whereas, Short-term effects af
interests for immediate trading opportunities trergate;
moreover, stock market reactions to mergers and
acquisitions announcements could help to prediatgers
and acquisitions profitability. The effects of thes
announcements appear to be a good indicator ofrefutu
success. The most statistically reliable evidentavbether
mergers and acquisitions create shareholders waslth
documented by conducting event stud{@sani,et.al,2013).
According to(MacKinlay,1997), event study is conducted
"using financial market data" to "measure the inipafca
specific event on the value of a fitnShare prices are
supposed to reflect the true value of firms, beedhsy are
assumed to reflect the discounted value of allréutcash
flows and incorporate all relevant information. Bvstudy

Mergers and acquisitions have become one of th @ popular method of assessing M&A impact on firm

most effective components of corporate growth sgias. In

recent past Mergers & acquisition have gained maamen
nation

in developed as well as in developing
Liberalization, privatization and globalization atge main
cause for the expansion of Mergers and Acquisitieals in
emerging economies.
advantages over the competitors in the form of lacatng
a company's growth, entering new markets, greatsomer
base, enhanced profitability and economies of seiale

Today India has emerged as one of the top countvits
respect to mergers and acquisitions. In pre-lifeatbn era,
in India, the frequency of M&A deals were very leBsit in
the wake of liberalization and economic reformsemrly

1990s Indian corporate houses got freedom to expaald

diversify their business worldwide with lesser goraent
control ,regulations and restrictions. With thewiry trend
of Mergers and acquisitions in corporate worldisitvery
important to examine the effects of M&A on firmsdawhat
are the main causes of its popularity among nafidsisort
term and long term effect of M&A can be studied the

performance of acquirer. Accounting based approath
performance measure takes a long term perspective

merger and acquisition performance. These studirerglly
compares financial ratios over a period of yeard any
benefit arising from mergers and acquisitions iitlally
reflected in the firm’s accounting statements.

Revised Version Manuscript Received on April 11, 2018.

S

It is used to gain competitive

developed countries and a number of researcherg hav
adopted this methodology in their study. In deviigp
country, like India, this method is gaining poputtaamong
researchers from last few years.

In accordance to find out the short term effectnadrket
response of M&A announcement on Indian Acquirehng, t
present study used event study methodology.

1. LITERATURE REVIEW

Tambi (2004) investigates impact of mergers and
amalgamation on the performance of Indian companiése
time span of 2000-2001. He has used paired tdestamine
the mean difference of four parameters- Total Perémce
Improvement, Financial Synergy, Operating Synergyl a
Economies of Scale. His study concluded that merbave
failed to contribute in the performance of companihu &
Malhotra (2008) examined the short-term stock
performance of a sample of Indian firms acquiring firms

in the period 1995-2005. Their event study showed the
Indian stock market reacts positively to the adtjois
announcemenDirk Schiereck. & et,al. (2011) analyzed the
impact of cross-border acquisitions announcements o
Turkish shareholders wealth with a focus on capitatket
integration. To achieve their objective, they tabk sample

of 112 acquisitions between the year 1992 to 20b@hw
includes 83 domestic and 29 cross border acquisitidrl his
study used market model approach for its eventystud
methodology. The results in this study found that
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(2013) made an attempt to evaluate the relationship betwdé,2: M&A announcements do not have significant impact
M&As and the performance of firms on the Ghana Btocon the Cumulative Average Abnormal Return (CAAR) of
Exchange from 1999-2010. The study was accountasgdd sample acquirer firms, on the observed event window

and used univariate analysis with T-testing as waslpanel

data methodology for the analysis. The study fonedative V. RESEARCH METHODOLOGY

impact on the profitability of the sample firms. e, the
study does not support the value creation theotM&A. In
addition to the findings, results also indicatetthak and
firm size have significantly negative relationshifth firm ] ) o
profitability while debt capital and firm growth leance firm acquirer firms. For examining the market resporfdd&As
profitability. M ohapatra,J.K.(2015) analysed construction @nnouncement, event study methodology has beerteatiop
sector to find out the effect of M&A with the het event For event study, adjusted closing share price Hatabeen
study methodology. He has drawn a sample of 17AM8Lcollected from the CMIE prowess Databas_e and Bombay
from April 1995 to March 2012. To follow event stud stock exchange website. Other important informatias

methodology, the researcher used estimation pafoti80 been collected from important secondary data ssulike

days. This study also used market model approactitso annual report of sample.firms, press releases,rifiesuand
event study The CAR for most of the acquisitionsthie Exchange board of India (SEBI), Reserve bank ofand

industry is found to be positive at 2.27% whichutesthat internet and analyst report of different reseaimmganies.

M&A positively affect the construction industry india in B, Scope of Study & Sample Selection
the selected time fram&chdeva & et.al. (2015) examined 1o sample for this study is drawn from the Indiams of
the_ announqgmeqt effect of 85 merger ar!d acquisiio  itterent industries which have undergone M&A gsaat of
Indian acquiring firm shareholders wealth in thershun i inorganic growth strategy in year 2009-20l
during 1991-2010. This study seeks to assess tbadm)f_ Indian domestic M&A held in year 2009 & 2010 has
merger announcement on the wealth of the acquiripgnsigered as population for this study. M & Aspoimary
company’s shareholders in India. This study findattthe o tertiary sectors of Indian industry were exetiidrom
announcement of merger and acquisition do not geBer o sample. Only firms of secondary sector of India
significant positive value for acquiring firm shhodders in economy were selected for this study. M&A from the
India in the short run.. ) ) manufacturing Industry was considered for selectagple.
Thus, after reviewing different literature onfeet of  ag mManufacturing Industry plays a crucial roletie social
M&A ‘on performance of firms, still there are mixedgng economic development of any country. After that
conclusion. Some studies found positive impact &AMV companies’ whose share capital was less than 16&rsco
while other found M&A as value deteriorating. Thedian -~ -1 removed from the sample. Thus, the fiaaipie
studies based on event study methodology are elyem qected is of 25 acquirer firms of different ladi
limited in number as compared to developed Cowitrejnqystries. Table -3 in appendixes presents lisalbfthe

study. In India mostly studies used accounting @@Enes 10 gompje firms and their respective M&A announcenuze.
find effect of M&A. studies based on event study

methodology has started popularity in recent pasevent C. Event Study Methodology

studies are based on share price data which repsed® In the present study, Event study methodology ispset
true present image of company rather than accagntito find market response of M&A announcement impact
approach which uses past data to find M&A effect oimdian acquirer firms. Event study methodology basn
companies. So, still there is a gap which needsemowidely used for the said purpose with market mddel
researches in this area .The present study istampit to estimating abnormal returns. “Event studies exantiee
find the impact of M&A announcement on the shaiiegof behaviour of firms’ stock prices around corporatergs.

A. Data Collection

The present study is conducted to examine the teffiéc
M&A announcement on share price of sample Indian

Indian acquirer firms. In a corporate context, the usefulness of eventiesu
arises from the fact that the magnitude of abnormal
[I. RESEARCH OBJECTIVE performance at the time of an event provides a uomeasf

the (unanticipated) impact of this type of event the

The study is designed to assess the announcenfeat ef
y J wealth of the firms’ claimholders.” (Kothari & Waen).

M&A on sample acquirer firms. The study is conddcte
on the sample of 25 M&A of different Indian induss— D. Event Study Mechanism:
* To examine the short term abnormal return of India@  Eyent definition & Event date

M&A acquirer firms using event study methodology Event is expected to convey some information that i
going to influence the share prices. In presentystu
event is the merger & acquisition’s announcement.
That's why our objective of this study is to stuitig
effect of M&A announcement. Event date is defined
as the first media announcement of the M&A deal and
it is denoted by day 0 in event study.

A. Formation of Hypotheses

On the basis of above said objective, following dthigses

are formed:

Hol: M&A announcements do not have significant impact
on the Average Abnormal Return (AAR) of sample
acquirer firms, on any given day of the observednev
window
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Estimation window

In this study estimation period comprises of 13@sda
prior to observed event window of (-5,+5) days

Event Window

Although there is no consistency between the event
windows used in existing studies, the short-term
window is used in present research which is redftiv
“straight forward and trouble free” (Tuch and
O’Sullivan, 2007, p. 148). For this study, (+5,-6)2,-

2) & (+1,-1) event windows has been chosen for

I SSN: 2394-0913, Volume-3 Issue-2, April 2018

For Average Abnormal Return (AAR for the entire
sample, the individual firm’s Abnormal Returns (ARIi
calculated previously were averaged and aggregated
across all the firms in the sample size. (refer@q.

Equation 6
AARr = (ZiT=1 AR;)IN
Where,
N= Number of firms in sample size

conducting event study.
Computation of E(r), AR using Market M odel

The traditional market model to estimate abnormal

returns as per equation (1) is:

Equation 1

AR;; = R;, — E(r;y)
Where-
AR; - Abnormal returns for given security and day t
E(ri;) = Expected returns for given security and day t
And
Ri; is actual returns for security i and day
t,which are calculated as equation 2

Equation 2
Riy=(P;—Pyq )/ P

Ri= Actual returns for given security i on day t
P= Price of stock ‘i’ on day ‘t’
P.,= Price of stock ‘i’ on day ‘t-1’

The market model approach runs a one factor Oryiingr
Least Squares (OLS) regression of an individuatksto
preceding the actualneve

daily returns against the
(equation 3)
Equation 3

E(r)iys = a;+ BiRm;

Where-

a = Regression intercept

B = Beta factor, slope

E(r)i« = Expected returns for given security and day t
Equation 4

AR;; = Riy — (a; + BiRy;:)

Computation of Cumulative Abnormal Returns (CAR)
CAR represents the time series aggregation of
abnormal returns

Equation 5

T2
CAR(T1,T2) = Z AR (D)

t=T1

Where,
(T1, T2)= Event Window , for present study it45,{5)

« Cross sectional Aggregation: Measurement of Average
Abnormal Returns (AAR) and Cumulative Average
Abnormal Returns (CAAR)
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Cumulative average abnormal returns are calculfated
different period in event window, as follows-

Equation 7
T2
CAAR(T1,T2) = z AAR;
T=T1

After calculating CAAR, next step is to check
statistical validity of CAAR by applying t test &t%
significance level for (-5,+5 ) event window.

V. DATA ANALYSISAND FINDINGS

Mergers and acquisitions on an average, have ttential
to enhance the shareholder value. While there aaym
popular ways to measure the value created by M&hAs,
short-run stock performance of the acquirer, thigetaand

the combined entity is the most widely used method

(Indhumathi, Selvam). To find out the effect of M&A
announcement on company’s share price, the MarkeateM
is applied to conduct event study.

affected the share price of the acquirer compawrieand

around the event day, the abnormal returns (AR) fo

each day of the (-5,+5) event window is calculated

* Next step is to calculate CAR by cumulative additaf
AR

» Further, for Average Abnormal Return (AAR) of eatir
sample, the average of Abnormal Returns (AR) is
computed across all the firms in the sample on elagh
of the (-5,+5) event window

* Using above calculated AAR, the cumulative sum s&ro

entire event window is calculated for each of the

observed (-5,+5), (-2,+2) and (-1,+1) event windiow
order to arrive at CAAR

» To check the statistical validity, t-test is apglien AAR
& CAAR

e If -2.23 > calculated t-statistics > 2.23 , the AARr
CAAR is statistically significant at 5% significamdevel
&

e If -1.81 > calculated t statistics > 1.81 , the AAR
CAAR is statistically significant at 10% significe
level

A. T Test Application on AAR

The table no.1 presents the AAR & CAAR for all tB&
firms across the (-5,+5)
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Event window and t-test application on AAR to chebk level. This table also helps to validate the hypsit H1
statistical significance on 95% as well as on 9@¥fidence

TABLE 1: AAR, CAAR & T Test Application on AAR

1)

2)

3)

4)

5)

6)

7

B.

The table no.2 presents the CAAR for (-5,+5), (2,and (-
1,+1) event windows and summery of t-test apgbcabn

S+: Significant at 5% significance leve
S++: Significant at 10% significancedé

S. No. Event Windows AAR CAAR
1 -5 -0.006 -0.006
2 -4 0.01 0.004
3 -3 0.001 0.005
4 -2 0.009 0.014
5 -1 0.012 0.026
6 0 0.012 0.038
7 1 -0.003 0.035
8 2 0.003 0.038
9 3 -0.007 0.031

10 4 -0.007 0.024
11 5 0.001 0.026

NS: Non Significant at 5% and 10 % #igance level
Findings:
Following observations are found from table-1:

S.
The CAAR is positive in the entire event window (-| No.
5,+5) except for the first day i.e. day -5 of themrt
window and it is maximum on day O and day +2 1
with value of 0.038.
The value of AAR is positive in 7 out of 11 day
event window with maximum value (0.012)
reached on day O 3

It is clear from the table-1, that value of AAR and

T Statistics Statistical Significance
-1.842 St+
2.244 S+
0.281 NS
2.369 S+
1.675 NS
2.347 S+
-1.194 NS
0.902 NS
-3.013 S+
-2.36 S+
0.263 NS

TABLE 2: Hypothesis Testing of CAAR

WIiEX(?g;[/vs CAAR Stat-irstics Hyp(lthesis
(-5,+5) | 0026  1.101 Fgg?gcio
(-242) | 0.033 | 1.489 FS!}?:CEO
(-1+41) | 0021  1.133 ng?gcio

CAAR is positive on announcement day and AAR\ote-*Hypothesis tested at 5% and 10% significdevel

is significantly positive at 5% significance lew
day O i.e. event day

It is observed that on applying t-test, AAR is
statistically significant on day -5 i.e. the fiday of
the event window, at 90% confidence level

Based on the results of t-test application, AAR is
found to be statistically significant on 5 days ofit
11 days window at 95% confidence level. It is
significant on day -4, day -2, day 0, day +3 & day
+4 of the (-5,+5) event window

It is concluded from the table that out of 11 days
event window, Hypothesidl1 isrejected on day

-5, day -4, day -2, day 0, day +3 & day +4 of (-
5,+5) event window

Contrary to above, it is also observed that
HypothesisH,1l failed to be rejected on day -3,
day -1, day +1, day +2 & day +5 day of (-5,+5)
event window

T Test Application on CAAR Acrossall Event
Window:

CAAR to check the statistical significance on 958l as
on 90% confidence level. This table also helpsaiidate the
hypothesis .
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1)

2)

3)

4)

VI.

The present study is undertaken to find out thectfbf
market response on M&A announcement of Indian aequi
firms in the short term. For this research,

Findings:

It is observed from table 2, that value of CAAR is
positive across all event windows and it is
maximum in the 5 day event window

On comparing the calculated T-statistics with
critical value from T distribution table, it is
observed that CAAR is not significant on 5% and
10 % significance level, across (-5,+5), (-2,+20 an
(-1,+1) event windows

From the table 2, it is concluded thagpothesis
Hg2 fails to be rejected across all selected event
windowsfor CAAR

Hence, M&A announcements do not have
significant impact on the Cumulative Average
Abnormal Return (CAAR) of sample acquirer
firms, on the observed event windows

CONCLUSION & RECOMMENDATIONS
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Event study methodology is adopted to find outdffect of 12.
M&A announcement on stock prices of sample acquirelr&
firms. The results from the above analysis indicttat
M&A announcements do not have significant impacttos
Cumulative Average Abnormal Return (CAAR) of thel*
sample acquirer firms, on the observed event wirgdow
Hence, hypothesis 42 fails to be rejected for all selected
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impact of announcement on AAR. Hence, it is _A c C Ltd. 29-Jan-2010
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