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Executive Summary 

The aim of the thesis is to gain further insights into the phenomenon of merger waves as well as the 

effect that behavioral finance can impose on the outcome of M&A performance. The volume of 

M&A transactions greatly varies over time, but in spite of the fact that an increasing amount of 

empirical research finds that a remarkable share of M&A transactions are failing in delivering the 

much anticipated returns, the deliberate choice of pursuing an M&A strategy keeps retaining its 

strong popularity from the perspective of corporate managers. This empirically observed paradox 

creates the motivation to not only study the motives associated with traditional economic theory, 

but to look past these classical motives which are based on a different set of assumptions and 

investigate the dubious motives related to behavioral finance as an attempt to complete the picture.   

 

Within the sphere of the neoclassical paradigm, the thesis presents the theoretical and traditional 

motivations for engaging in M&A activity in regards to the creation of synergies, vertical and 

horizontal integration, economies of scale and scope as well as the acquisition of valuable 

resources. These motives based on their strong and underlying assumptions in terms of complete 

rationality of economic agents as well as efficient markets, are then followed by the dubious 

motives related to behavioral finance in terms of the heuristics of herd behavior and anchoring as 

well as the biases of overconfidence, the confirmation trap and escalation of commitment, which 

ultimately individually or in combination holds the potential of leading to value destruction in an 

M&A context.    

 

Samples consisting of data collected in the European M&A market from the period of 1998-2014 

are during different empirical studies investigated, where it is found that the phenomenon of merger 

waves can be empirically proven. Furthermore, in an operation performance analysis in regards to 

M&A performance, it is revealed that the ratio of underperforming M&A transactions equals 

between 46% and 49% on average when compared to appropriate benchmarks. Finally, it is found 

that equity financing becomes relatively more attractive as the preferred method of payment in 

terms of M&A financing during times with relative high market capitalizations, and vice versa. 
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The empirical studies of the issues related to behavioral finance suggest that the biases of 

overconfidence and the confirmation trap do have a measurable impact on the performance of 

corporate managers in an M&A context, since the test revealed that when the previous acquisition 

has been successful, a proportion between 49-69% of the following acquisitions turns out 

unsuccessfully. This outcome clearly stands out as the ratio of relative underperformance is higher 

than what was found during the M&A performance analysis.   

 The heuristics of herd behavior and anchoring also play a significant part, as the 

associated study found that during times where a large number of M&A deals take place, the 

abnormal return of these specific deals being carried out tend to be relatively lower and even 

negative in some cases, compared to the abnormal return measures during times of reduced M&A 

activity. 

 

It is impossible to entirely eliminate the potential risks associated with the issues of behavioral 

finance, since these biases and heuristics are deeply rooted in the nature of human beings and as a 

result continuously has the potential of effecting the decision making process of corporate managers 

in an M&A context. Nevertheless, the thesis attempts to provide a specific set of recommendations 

targeted companies on the verge of pursing an M&A strategy as an approach to reduce and mitigate 

the risks associated with the issues of behavioral finance. 
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1. Introduction 

Mergers and acquisitions (M&A) have consistently throughout time appeared as a popular, 

reoccurring and strongly opted for corporate strategy across industries. From the perspective of 

corporate management, an M&A strategy is often seen as a consistent way of achieving growth in 

combination with similar corporate objectives of great significance, when firms no longer believe 

that organic growth on its own appears as a sufficient approach compared to alternative strategies. 

The relevance of the topic concerning mergers and acquisitions is further underlined during recent 

time, which is of no exception to this described trend, as the latest few decades have brought along 

periods with a remarkable amount of completed deals. This has particularly been the case when 

especially present years are taken into consideration, where the year of 2015 saw an all-time record 

for M&A activity with nearly $5 trillion worth of deals announced, as the hunt for corporate growth 

drove volumes above previous record levels not witnessed since the latest peak in 2007 prior to the 

Financial Crisis (Wall Street Journal, 2015).     

 A relatively large amount of published research articles concludes that M&A activity 

clusters in time but within these waves of merger activity, some transactions still tend to outperform 

others (Martynova and Renneboog, 2006). As a result of these conclusions in terms of M&A 

clustering, it has become a well-recognized fact that M&A activity tends to appear in waves, which 

can be viewed upon as a logical response towards external industry shocks that can be of either 

economical, technological, political or social nature (Harford, 2005). If the principle of transaction 

cost economics is taken into consideration in an M&A context, the ideal size of the firm within a 

certain industry constantly undergoes changes, which indicates that it can be advantageous for the 

firm to potentially draw advantages from synergies achieved by reorganization realized through an 

M&A strategy. The reasoning in relation to the attempt of achieving synergies as the main 

motivation for engaging in M&A activity among several sub-motivations from the perspective of 

corporate managers, is in line with the literature of traditional economic theory in terms of the 

neoclassical viewpoint. If this reasoning is combined with the research findings emphasized by 

Shleifer and Vishny (2003), this point can aid in explaining a substantial part of the existence of 

merger waves. However, Shleifer and Vishny (2003) also reach to the conclusion that the theory is 

incomplete, which among several is supported by Gugler et al. (2003), who find that approximately 

43% of all merged firms result in lower than projected sales and profit growth during the 1990s. 
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Taking these findings into consideration, traditional economic theory, which stands in support of 

the behavior of corporate managers being completely rational, since managers react to these before 

mentioned industry shocks by e.g. resorting to an M&A strategy, is difficult to reconcile with the 

empirically observed correlation between the development in the stock market and merger activity, 

which implies a risk of potentially acquiring companies with inflated valuations and which is bound 

to result in clear winners and losers in the market for M&A. Furthermore, this point also indicates 

that other elements potentially and simultaneously might have a strong influence on the M&A 

behavior of corporate managers (Rhodes-Kroph et al., 2004). In the light of this and in their 

research, Ang and Cheng (2006) apply a specific set of behavioral assumptions different from the 

main, underlying assumptions of traditional economic theory and arrive at the conclusion that 

acquiring managers during specific times tend to use overvalued shares to buy real assets of targets. 

These findings among others underline the specific way, in which the dubious motives different 

from and not in line with the assumptions of neoclassical theory potentially can influence the M&A 

behavior of corporate managers.  

 

If the important aspect of merger performance is taken into closer consideration, the majority of 

research within the field of M&A performance assessment reaches a noteworthy consensus in terms 

of a failure rate varying between 40-80 %, according to Wang and Moini (2012). This striking 

result is difficult to reconcile with the neoclassical prediction in regards to the economic man 

possessing complete rationality and carefully evaluating potential options before making a well 

thought decision. In other words, only deals that is able to generate value through the realization of 

synergies or similar corporate objectives that would be beneficial for the firm would be accepted. 

As a result, the decision-making criteria of corporate managers for pursing an M&A strategy ought 

indeed to be quite simple and relatively straight forward; when aiming to generate value from an 

M&A transaction, corporate managers should remember the simple but vital statement prior to 

engaging in M&A activity, 

“In the broadest sense, acquiring another firm only makes sense if there is some 

concrete reason to believe that the target firm will be worth more in our hands than it is worth 

now.” (Hillier et al., 2011, p. 665).  
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These identified and opposing facts in terms of the predictions of traditional economic theory 

towards the outcome of M&A activity compared to the actual empirical observations and 

conclusions, including the relatively high rate of failure found by Wang and Moini (2012), highlight 

how performance in several cases deviate from the initial prediction concerning value creation from 

M&A activity and that companies often acquire for a variety of reasons, including dubious motives 

different from the ones proposed by traditional economic theory.  

 

 

An important concept that can aid in the understanding of the empirically measured performances 

of mergers and acquisitions as well as the existence of merger waves, is the theory related to 

behavioral finance, which among several things studies the effects of heuristics and biases related to 

human judgement during the decision-making process. The concept of behavioral finance is formed 

on the foundation concerning irrational behavior and emerges as a direct outcome of the empirically 

confirmed irrationality of management and markets (Nielsen and Bierregaard, 2010). This approach 

will aid in the analysis concerning the well-known case of managers believing that they are 

maximizing shareholder value, when in fact the opposite is the case. In other words, traditional 

economic theory on its own strongly appears as being incomplete in regards to both the 

understanding as well as the relatively frequent presence of value destroying M&A transactions, 

since these carried-out transactions act as a direct violation of yet the same theory. In this 

perspective, value destroying motives are an essential part in order to fully come to terms with the 

varying performance of M&A, which behavioral finance can aid in reaching.  

 

In the light of these presented facts as well as the substantial part of conflicting evidence in terms of 

whether M&A during different phases of a merger wave can be considered successful or not, form 

the motivation to further investigate the principle of mergers and acquisitions, but from a different 

perspective; why do M&A tend to experience an independent momentum resulting in the creation 

of actual waves, and how come do corporate managers on a repeating basis tend to fail in delivering 

the promised value and shareholder returns, when in fact the opposite scenario often appears to be 

the case?  
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1.1 Structure 

In this section, an overview of the structure of the thesis will be provided as well as a description of 

the links between the specific sections. The structure is graphically illustrated in the following 

figure (own creation).  
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The first section contains the introduction including the research questions, which will act as the 

focal points of the thesis, followed by a description of the research limitations and methodology. 

Section 2 will introduce the relevant and necessary theory by focusing on neoclassical reasoning 

and the motives in relation to M&A activity associated with traditional economic theory as an 

approach in providing a solid foundation, before section 3 will identify certain limitations of 

neoclassical theory followed by an introduction of the dubious motives of M&A related to 

behavioral finance. Section 4 will turn towards investigating the phenomenon of merger waves by 

putting the concept of behavioral finance into a merger wave context. As the thesis in fact aims to 

analyze a variety of different perspectives and how these concepts all relate to each other, it is 

necessary and beneficial with a thorough theoretical section.  

       

This point of the thesis marks the beginning of the empirical studies, where section 5 aims to 

combine traditional economic theory with the theory related to behavioral finance in order to 

empirically investigate the principle of merger waves as well as determine the ratio of relatively 

underperforming M&A transactions during the most recent merger wave, followed by an 

examination of the preferred method of payment in relation to the financing of an acquisition. 

Subsequently in section 6, the concept of behavioral finance will undergo a thorough study by 

empirically and quantitatively testing the issues related to behavioral finance as an approach to 

confirm their existence as well as their impact on the performance of recent M&A transactions.

 In the aftermath of the empirical studies in section 7, the findings of the tests will be 

presented and put together in a recommendation targeted companies on the verge of pursing an 

M&A strategy. This section will also contain a discussion in regards to the relevance as well as the 

validity of the findings obtained during the empirical studies. Ultimately, section 8 will provide an 

overall conclusion, which will end the thesis.   

 

1.2 Research Questions  

The potential existence as well as the possible effects from biased and irrational human behavior as 

evidence and explanations to the often empirically witnessed unsatisfying outcome of M&A 

activity in spite of the continues popularity of the renowned corporate strategy, creates the 

motivation to not only closely study the M&A wave phenomenon from a different perspective than 
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the viewpoint of traditional economic theory, but to investigate whether behavioral finance can be 

identified and linked to the outcome of M&A activity, which culminates in the following main 

research question:  

 How can traditional economic theory and behavioral finance explain the 

performance of M&A transactions during the most recent merger wave in the European 

telecommunication industry?   

 

 

As an approach to answer the main research question, the following sub-questions will 

simultaneously be thoroughly investigated and answered:  

1. What are the main underlying theoretical motivations for corporate managers to engage in 

M&A activity, according to traditional economic theory and behavioral finance? 

 

2. Why do M&A transactions tend to appear in waves and what does this phenomenon consist of? 

How does this influence the concept of behavioral finance as explanation to the performance of 

M&A transactions during these merger waves? 

 

3. Can the phenomenon related to merger waves as well as the relative underperformance of M&A 

transactions and the preferred method of payment in terms of M&A financing be empirically 

proven? 

 

4. Is it possible to empirically measure the existence as well as the impact of behavioral finance on 

M&A performance during the most recent merger wave in the European telecommunication 

industry through quantitative methods?  

 

5. Can behavioral finance as explanation aid in explaining the often unsatisfying outcome of 

M&A transactions, and to what extend can behavioral finance assist in creating a specific set of 

recommendations targeted companies on the verge of pursuing an M&A strategy? 
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1.3 Limitations 

The main research question as well as the sub-questions will be investigated and answered by 

taking a value maximizing approach. The thesis will place its emphasis on analyzing the motives 

and performance of the bidder and not of the target firm. This choice has been made in the light of 

the fact that the bidding firm is the proactive part and research finds the acquirer is more likely to 

underperform relative to the target. The thesis will emphasize motives for engaging in M&A 

activity that are linked to both traditional economic theory as well as behavioral finance. However, 

the thesis will only examine motives belonging to traditional economic theory from a theoretical 

perspective without further empirical investigation, whereas in the case of behavioral finance, both 

theory and empiricism will be studied. This choice is to be seen in the light of the fact that the 

impact of traditional economic theory is unquestionable and has already been firmly established by 

in depth empirical studies conducted through prior research. Nevertheless, a general understanding 

of the commonly witnessed and sensible M&A motives is needed before the further investigation of 

dubious motives.       

 The principles of agency theory and agency costs as additional and potential reasons 

behind the often unsatisfying and empirically witnessed outcome of M&A all lie outside the scope 

of the thesis and as a result will not be included. Instead, the thesis will solely apply focus on the 

concept of behavioral finance. This decision has been made on the grounds that instead of briefly 

touching upon several different concepts and attempting to tie them all together, the aim of the 

thesis is to conduct an in-depth theoretical and empirical study on the impact of behavioral finance 

on M&A performance as well as the interaction with traditional economic theory.    

 

As an approach to assure relevance in relation to the empirical tests conducted throughout the 

thesis, the entire data set will focus on European M&A activity. A data sample consisting of the 

latest available data from the period of 1998-2014 will be covered in order to confirm the three 

latest merger waves, including the currently experienced wave. In terms of examining the 

performance of M&A transactions, available and reliable data is limited to the period of 2007-2013, 

but nevertheless still manages to capture the performance distribution associated with the end of the 

last merger wave as well as the current wave. The selected data represented by the sample strictly 

focuses on the telecommunication industry, since high-tech knowledge intensive industries are one 
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of most active sectors in the M&A market (Bertrand and Betschinger, 2011). The reason for 

focusing on a single industry compared to the entire European M&A market across all industries is 

due to the fact that a concentration on a specific industry is required, since different industries face 

different economic environments and represent different M&A cultures. Furthermore, by only 

selecting a single industry, this decision allows for the calculation of a median industry 

performance, which can be applied as a benchmark. This benchmark would not be appropriate, if 

the sample included companies from different industries, since variation in performance could be 

explained by the contextual differences between industries.  

       

In regards to the empirical study of the performance of M&A transactions, the emphasis of the 

thesis is placed on the measurement of the operating performance of companies, which then is 

compared to an industry benchmark, since this approach allows for an analysis of both public and 

private companies (Nielsen and Bierregaard, 2010). Comparing the method of analyzing the 

operating performance to another potential framework, the event study, which assesses the impact 

of an M&A transaction on company value, the operating performance approach might include 

potential noise into the analysis, as changes in operating performance can be influenced by 

additional factors than the M&A transaction itself. Nevertheless, the event study approach measures 

the expectations of the investors compared to operating performance, which instead measures the 

real economic outcome and as a result ease the extraction of the motives. Additionally, strictly 

focusing on the announcement day of the M&A offer will provide an incomplete picture of M&A 

performance as value creation is already partially priced into the stock price (Martynova and 

Renneboog, 2006). Based on these considerations, the applied approach will be in line with the 

work of Ghosh (2001) and Healy et al. (1992).   

 

M&A transactions have the tendency of appearing as a sub-strategy in the broader growth strategy 

of a company (Klasa and Stegemoller, 2007). As a way of facilitating the scope of the thesis, the 

empirical studies will, however, treat every M&A transaction as an individual observation and as a 

result deviate from this fact. This assumption holds the potential of influencing the validity in a 

negative way, as an underperforming transaction can be a deliberate link in a prudent and broader 

M&A strategy (Nielsen and Bierregaard, 2010).  
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Turning towards the empirical study of the issues in relation to behavioral finance, a series of 

individually proxies for each issues test will act as focal points in terms of empirically identifying 

the presence as well as the impact of behavioral finance on M&A performance. However, this 

approach is associated with certain limitations, since the empirical tests cannot with complete 

accuracy determine that behavioral finance in fact is the primary driver behind unsuccessful M&A 

transactions. However, this point is to be seen in the light of the fact that behavioral finance in the 

majority of time appears as a qualitative concept, making it a relatively difficult notion to quantify 

with either no or very limited prior conducted research. Alternatively, a qualitative case study could 

have been chosen as method of proving the existence as well as significance of behavioral finance, 

but this sort of approach faces a set of even more strong and noteworthy limitations on its own 

compared to a quantitative study and would not have been a significant solution to the formulated 

research question. Nevertheless, the quantitative approach with the aid of the proxies will still be 

able to provide a relatively strong indication of the presence of behavioral finance issues as well as 

an explanation to the often unsatisfying outcome of M&A activity.   

  

As in the case of the majority of other literature on M&A, the thesis will apply a pragmatic 

language when it refers to any form of takeover activity. Hence, the thesis will apply terms as 

merger, acquisition and takeover interchangeably despite the difference by definition, since the 

difference is of less importance with respect to the scope and aim of the thesis. The pragmatic 

language aids in increasing the readability, but the thesis will distinguish between terms when 

needed in order to ensure correctness.     

 It is of great importance to highlight that going forward, traditional economic theory 

will from this point be addressed as neoclassical theory, since the principle of neoclassical theory 

lies within the sphere of traditional economic theory and operates on a few basic assumptions, 

mainly that economic decisions are always made rationally based on fully informed evaluations of 

utility. As a result, the main goal of the individual is to maximize personal satisfaction, the theory 

states (What is Economics, 2015). Likewise, the goal of companies is to maximize profits, and 

when both companies and individuals achieve their goals, respectively, markets experience 

economic equilibrium.  
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1.4 Methodology 

The main aim of the thesis is to gain further insights into the phenomenon of merger waves as well 

as the effect that behavioral finance can impose on the outcome of M&A performance and to 

investigate the dubious motives different from the traditional motives derived from neoclassical 

theory. This objective is to be seen in the light of the fact that these dubious motives with a high 

degree of certainty appear as the primary reason behind the increasing volumes of M&A activity as 

well as either partially or fully act as the key explanation towards the creation of merger waves. 

Extensive literature on the topic of M&A illustrates how a substantial part of all M&A transactions 

end up being value destroying instead of value creating, and as an approach to further investigate 

this derived fact, the thesis will adopt both a theoretical as well as an empirical approach. This 

interaction between theory and empiricism represents the essential aspect in how this subject 

formerly has been researched, including which of the theoretical findings that empirically can be 

accepted (Nielsen and Bierregaard, 2010). Studies that quantify the behavioral issues in relation to 

the decision making process are in minority. However, Berkovitch and Narayanan (1993), 

Malmendier and Tate (2008) and Nielsen and Bierregard (2010) including others, all apply this 

quantitative framework. Although, the investigated behavioral issues will be similar to other 

studies, the thesis will analyze the effect using a specific and individual combination of industry, 

methodology and merger wave. During the empirical studies, the knowledge gained from reviewing 

relevant theory in regards to the sub research questions plays a fundamental role for the entire 

content of the thesis. However, the final conclusion will focus on the findings from the empirical 

studies. Thus, the thesis will take offset in the outcome of the empirical studies in order to provide a 

conclusion in regards to the theoretical contributions.   

 

The deliberate choice of including only empirical studies with a strictly quantitative approach, 

instead of simultaneously and in parallel adopting a qualitative framework, is to solely derive a 

conclusion based on what can be measured through relevant quantitative data, since this thesis 

studies the influence of behavioral finance in an M&A context on industry level. In this light, an 

analysis which studies the performance of a large sample of companies is preferable to the 

qualitative approach. The conclusion of the quantitative studies will create a foundation for a 

discussion of the theoretical findings. In addition, the findings provide great value as they aid in 
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painting a broader picture of the answers related to the research questions as well as ultimately 

resulting in a specific set of concrete recommendations, since they both can provide evidence and 

act as instructions for companies on the verge of potentially pursing an M&A strategy.   
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2. Neoclassical Theory 

2.1 Introduction 

This section attempts to investigate the fundamental principles of traditional economic theory 

including the primary driver of M&A activity within the neoclassical paradigm. As an approach to 

understand the underlying reasoning behind the often reoccurring motives for engaging in M&A, a 

selection of the most commonly witnessed and sensible rationales belonging to the traditional 

finance paradigm will be introduced followed by an analysis of the ways, in which these concept 

are able to create value for the firm when realized.     

 The primary assumption of complete rationality as being an essential aspect within the 

neoclassical paradigm will be challenged during the next section of the thesis but at this point, the 

neoclassical reasoning is applicable as means to analyze the fundamental factors which paves the 

way for M&A activity.  

 

2.2  Homo Economicus and Underlying Motives 

The forthcoming underlying motives for engaging in M&A are all subjects within the traditional 

neoclassical paradigm that builds upon the concept of Homo Economicus (The Economic Man), 

which is commonly known as the fundamental principle within neoclassical theory. The theory 

states that homo economicus acts perfectly rational as a result of complete information, is capable 

of independently prioritizing several different alternatives and has a clear and strong goal of utility 

maximization (Jacobsen and Thorsvik, 2002). This fundamental principle can be further extended 

into an M&A perspective, where the concept of homo economicus implies that M&A transactions 

only occur when they are able to increase shareholder value by maximizing the value of the firm 

(Nielsen and Bierregaard, 2010). In other words, no merger or acquisition that is unable to create 

value will be taken into consideration, as this would violate the entire foundation, upon which 

neoclassical theory is build.  

 

The specific set of motives in relation to initiating an M&A strategy is essential, since these 

motives will lead the search for the appropriate target, play a key role during the post-merger 

integration phase and ultimately act as benchmarks in terms of whether or not the M&A transaction 
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can be considered successful. During this crucial stage, the implication is that the underlying 

motives associated with the M&A transaction are of great importance, since the motives appear as 

the essential driving factors in relation to justifying the costs associated with completing the deal, 

which must be able to provide the firm with additional value creation. Hence, without a suitable 

motive, there would not be reason for the firm to complete the M&A transaction in the first place 

due to a lack of economic viability, since the costs would outweigh the potential benefits, which 

also stands in harmony with the fundamental principle of neoclassic theory and the concept of 

homo economicus.  

 

The specific set of motives must be formulated prior to the M&A transaction as a clear recognition 

of the strategic objectives that the transaction aims to accomplish, since an acquisition purchase 

premium often has to be paid in order to acquire the resources of the target company. Several 

different motives are often associated with the field of M&A, since a variety of different paths can 

be pursued in order to obtain value maximization. However, since each M&A case can be 

considered exceptional due to its own unique characteristics, it is challenging to extend the same 

type of motive into every M&A transaction. In other words, it would be an incorrect statement to 

generalize the concept of motives in relation to M&A (Nielsen et. al, 2014). Nevertheless, some 

general motives seem to reoccur in the majority of M&A transactions, and since each of these 

motives or in a combination typically act as the primary driving force for firms towards value 

maximization, they will now be closer examined.    

 

2.3 Synergies 

The intention of creating and realizing potential synergies is considered as one of the top underlying 

motives from the perspective of corporate managers indenting to pursue an M&A strategy. 

Additionally, it is often the primary reason why firms tend to M&A activity to begin with, since the 

realization of synergies directly can lead to extensive value generation for the firm. Hence, the 

concept of synergies refers to the additional value created by combining two firms in order to create 

new opportunities that would not have been possible, if the firms were operating separately 

(Damodaran, 2005).      
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The acquisition of another company is a big decision and only makes sense if the combined 

company is worth more together than apart. This is demonstrated by the following formula, where 

the value of the combined firm is higher the sum of the two individual entities (Hillier et al., 2011). 

 

VAB > VA + VB 

 

Various types of synergies exist but formally, the concept of synergies can be divided into two sub 

groups; revenue enhancing and cost reducing synergies. Both of these sub groups can be further 

divided into more specific motives, where the most important ones now will be analyzed. From the 

point of view of the acquirer, the value created from the realization of synergies in the aftermath of 

the acquisition must be sufficiently high in order to justify the costs associated with the acquisition 

premium. In the case where the acquirer achieves to extract more value from the acquisition than 

the cost associated with the acquisition purchase premium, the transaction can be considered as a 

success (Nielsen et. al, 2014). This point shows the relevance in terms of acquisition purchase 

premiums in M&A transactions, which will be further analyzed during section 4.  

 

 

2.4 Revenue Enhancement 

A collection of the most often applied rationales for engaging in M&A activity will now be 

analyzed in the following sub sections. What keeps this group of synergies together is the ambition 

of increasing the steam of revenues of the combined firm relative to the sum of the two individual 

entities. Hence, this sub group is also known as revenue enhancing synergies. 

 

2.4.1 The Acquisition of Valuable Resources 

M&A activity can be an effective strategy for the firm to acquire the often missing ingredients 

necessary in order to ensure its continuous success, where this specific motive is closely related to 

one of the most recognized theories within strategic management, namely the resource-based view 

of the firm (RBV) (Brealey et al., 2014). Consistent with the idea that firms have to effectively 

position themselves in the market to attract new business, the company needs to possess rare and 

valuable resources and capabilities as a direct way of gaining a competitive advantage. If these 



The Impact of Behavioral Finance on M&A Performance during the Most Recent Merger Wave in Europe 

   

 

20 

 

specific resources and capabilities cannot be obtained through internal R&D, which can be both a 

time consuming as well as a costly process, M&A becomes a relieving approach in rapidly 

achieving these valuable resources (Nielsen et. al, 2014). This is illustrated by some of the largest 

firms in the world such as Google, Microsoft and Facebook, where M&A transactions performed by 

these titans were considered as ways of reducing time as well as costs associated with internal R&D 

processes. A more concrete example is the UK-based company, Reckitt Benckiser, which was 

formed in a merger in 1999 and since has resorted to M&A to obtain valuable resources by 

developing a large portfolio of strong products and brands (Grant, 2013). The acquisition of 

valuable resources and capabilities as motive for engaging in M&A activity is more often seen in 

particular industries relative to others, where tech and biotech companies regularly acquire smaller 

firms as an approach to acquire the necessary know-how as well as technological skills.  

 

If the management of the acquiring company uses the acquisition of valuable resources as motive to 

engage in an M&A transaction, they must analytically evaluate the capabilities and resources they 

which to purchase and decide if these will give the firm a sustained competitive advantage and 

justify the costs relative to the transaction. Barney (1991) and the VRIN-framework have specified 

four demands for business to provide the firm with a long-term competitive advantage; 

- Valuable, provide greater value in terms of relative costs  

- Rare, scarce relative to demand  

- Inimitable, hard to imitate 

- Non-substitutable, other resources or capabilities cannot be substitutes 

If these requirements are fulfilled, the analysis states that the firm should acquirer this particular 

resource or capability (Nielsen et. al, 2014) 

 

The frameworks of RBV and VRIN are often seen as a motive in M&A transactions, however when 

the validity of these theories are analyzed on empirical transactions only diffident support can be 

concluded. Through empirical research based on 1017 companies Talaja (2012) has been able to 

show and conclude that acquiring valuable resources significantly influence the firms’ competitive 

advantage and thereby performance. The findings provide support for the acquisition of valuable 

resources is a faster and more cost effective method to achieve a competitive advantage compared 
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to developing them internally. However, the acquirer often has to pay an acquisition purchase 

premium which may be expensive, therefore it not certain that an M&A transaction always is the 

right solution (Nielsen et al., 2014). The acquisition of valuable resources can also be applied to 

reduce costs, however as the motive is often related to achieving resources which can improve 

products and thereby revenue the strategy is characterized to be revenue enhancing.  

 

2.4.2 Horizontal Integration 

Horizontal integration refers to the firm’s ownership of horizontally related activities, which can be 

either complementary or competitive. In the case of horizontal integration, these mergers are often 

market power driven, which can be explained by the firm’s ability to control prices and as a result 

push the market in any desired direction. The acquiring firm will increase in size upon the 

completion of an M&A transaction which implies an increase in market share. Hence, with a larger 

market share, the firm will increase its potential of increasing its prices (Gugler et al., 2003). 

However, certain limits apply, as the market share cannot continue to grow indefinitely since the 

firm eventually would become a monopoly and most-likely be forced to sell its assets (Hillier et al., 

2011).  

 

It can be concluded that horizontal mergers is an effective approach to increase revenues, as the 

acquiring firm does not have to invest several resources and time into developing new products. 

However, the firm often has to pay a purchase premium, which must be less than the value obtained 

if the strategy is to appear successful. 

 

2.5 Cost Reductions 

In addition to revenue enhancing synergies stands cost reducing synergies, where some of the most 

popular motives for engaging in M&A activity are based on the idea that the combined firm will 

have the ability to operate more efficiently than the two individual companies (Hillier et al., 2011). 
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2.5.1 Economies of Scale and Scope 

One of the motives to justify an M&A transaction to reduce costs lies within the principles of 

economies of scale and scope which both are associated with efficiency gains. An obvious way to 

achieve economies of scale is to divide the company’s fixed costs over an increased production, this 

will lower the average unit of cost, when the production rises. Duke Energy and Progress Energy 

ambition to merge in 2011 illustrates the motive as one of the arguments behind the transaction was 

to lower the financing of fuel (Brealey et. al, 2014).  

 

However, it is important to note that the realized economies of scale and scope only apply up until a 

certain point on the average-cost-per-unit graph. The first signs of further production beyond this 

point will be the gradual decreasing scale economies, illustrated by the flattening curve until the 

graph reaches a constant level, which is known as constant returns to scale. An even further 

increase in production will be the starting point of a gradual steepening of the graph, marking the 

increasing costs per unit instead of the further decreasing costs as previously experienced, which is 

referred to as diseconomies of scale.
1
 Diseconomies of scale is the often observed outcome, when 

production is limited e.g. by a certain quantity due to the extra costs of acquiring more capacity in 

order to handle the increased levels of production (Grant, 2013).   

 

Even though efficiency synergies are relatively easy to achieve as the cost are shared over a larger 

production, e.g. layoff of staff, combination of headquarters as well as additional opportunities for 

further reducing costs when the M&A transaction is completed, the revenue synergies are more 

reliable for the creation of long term value  (Habeck, 2000). This is better understood in connection 

with the theory of acquiring valuable resources as some savings in the short run cannot out weight 

resources which can insure long-term value.      

 This is a vital message, since it relatively more manageable for the company to 

position itself in the market through assets than through cost reductions. In this light, it can be 

argued that the managers should look more towards revenue/growth synergies, even though cost 

synergies are not to be neglected (Nielsen et al., 2014).  

                                                 
1
 See Appendix 1 
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2.5.2 Vertical Integration 

Vertical integration refers to a firm’s ownership of vertically related activities and can be either 

backward into the firm’s suppliers’ activities or forward into the firms’ customers’ activities 

(Brealey et al, 2014).
2
 The degree of vertical integration depends on how many activities within the 

value chain that are undertaken by the firm (Nielsen et. al, 2014). Furthermore, the relative level of 

a firm’s vertical integration can be measured through the ratio of its value added to its sales 

revenue, the more a firm produces the greater is its value added (Grant, 2013). When focusing on 

the value obtained through vertical integration, managers in firms with a relatively high degree of 

vertical integration typically identify the economies of shared internal services and resources, such 

as an internal labor market and knowledge base, top-level management and office-management, as 

being important sources of value (Nielsen and Bierregaard, 2010). Vertical integration takes place 

in several different industries, however high-tech companies are often engaged in transactions 

motivated by vertical integration as these companies acquirer the technological skills and know-

how from innovative firms (Hillier, 2011). 

 

The degree of vertical integration is largely associated with the concept of transactions cost. The 

size of the firm is based upon the relative cost of using the market. When it is more expensive to 

administrate the company within the organization relative to the market, the size of the firm will be 

smaller (Coase, 1937). Technological inventions will have a tendency to improve communication 

and thereby make administration easier within the company, leading new technologies to improve 

productivity and result in larger firms. However, big firms are not necessarily more efficient than 

smaller firms as they more often will experience management difficulties as the management now 

have to manage an even expanded value chain, and reduced incentives as the market is not utilized 

which can lead to reduced efficiency (Grant, 2013).  

 

The benefits from vertical integration includes amongst others cost reductions through economies 

of scale and scope, as well as reduced transactions costs if the firm before the acquisition faced 

relatively higher market costs, more control as the firm owns a larger share of the value chain, 

therefore not having to deal with suppliers, and increased expertise within the firm (Nielsen et. al, 

2014).  

                                                 
2
 See Appendix 2 
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2.6 Sub Conclusion 

Now that the most commonly witnessed and sensible rationales in relation to M&A and associated 

with the traditional finance paradigm have been identified and analyzed, this section has sought to 

provide an overview of the often witnessed principles that either solely or in combination form the 

motive for firms to engage in M&A activity from a neoclassical perspective in order to achieve 

growth and value maximization. In extension, it is important to note that anecdotal and empirical 

evidence in fact does point to the continued relevance of neoclassical motivations behind M&A 

(Hagendorff, 2011). 

However, the persistent findings of relevant literature, which report post-merger 

underperformance, point to explanations that are inconsistent with the rationality assumption 

(Hagendorff, 2011). Thus, when taking these stated underlying motivations as well as the 

fundamental principle of complete rationality within the field of neoclassical theory into 

consideration, the empirical evidence supporting the fact that several M&A transactions either fail 

to create value or even directly can destroy value in the long term may appear somewhat surprising 

(Grant, 2013).  

 

 

Nevertheless, this empirical evidence indicates that something additional besides the fundamental 

assumptions associated with neoclassical theory may influence the performance and outcome of an 

M&A transaction, which the following section will tend to investigate.  
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3. Behavioral Finance 

3.1 Introduction 

A strong majority of conventional studies analyze the implications of M&A within the perspective 

of traditional economic theory. However, the often critical assumption underlying the neoclassical 

paradigm is that the behavior of economic agents is fully rational. One consequence of this 

complete rationality assumption is that M&A activity is solely motivated by economic reasons and 

as a result from this should lead to significantly measurable increases in post-merger performance. 

Contrary to this belief, empirical evidence has highlighted the fact that many M&A transactions 

destroy shareholder value rather than creating value and fail to result in long-term performance 

gains during the post-merger period (Fuller et al., 2002). This eye catching divide between 

economic motivations of M&A and the actual and empirical realized performance effects has given 

rise to what is known as the so-called “merger performance puzzle” (Hagendorff, 2011). 

 In essence, if M&A transactions tend to keep displaying relatively and empirically 

poor performance, how can this particular strategy keep being able to maintain such a popular 

reputation as a tool of great importance for corporate managers in the hunt for value maximization? 

The before outlined neoclassical paradigm with its strong emphasis on rational expectations and 

utility maximization cannot solely explain why M&A activity has continued to grow despite the 

striking empirical evidence, which holds a critical view in regards to this activity leading to benefits 

for shareholders as well as other stakeholders.    

 Parallel to traditional economic literature within the field of M&A, the last decade in 

particular has seen an increased interest in the concept of behavioral finance, which marks a 

paradigm shift by breaking with the assumptions of rationality and utility maximization and 

attempting to embrace and integrate the aspect of human cognitive psychology in the context of 

finance and economics. In a comprehensive survey of behavioral finance literature, Barberis and 

Thaler (2003) argue that the standard finance framework is appealingly simple, and it would be 

very satisfying if its predictions were confirmed in the data. Unfortunately, after years of effort, it 

has become clear that basic facts about the aggregate stock market, the cross-sections of average 

returns and individual trading behavior are not easily understood in this framework. Breaking with 

the neoclassical finance framework allows for decision-making biases of economic agents, where 

such biases could play an essential role in explaining both the volume as well as the outcome of 

M&A activity (Hagendorff, 2011). 
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3.2 Market Efficiency and Rationality Assumptions 

An often encountered cornerstone in the majority of theory in finance and economics is the idea that 

financial markets are assumed to be efficient, and that prices at any point in time fully reflect 

available information. Perhaps one of the most traditionally recognized publications in relation to 

market efficiency is Eugene Fama’s Efficient Market Hypothesis (EMH) published in 1970. 

According to Fama, prices in competitive markets must follow a random walk, because if past price 

changes could be studied as means to predict future price changes, investors would in theory be 

able to make relatively easy profits. However, these predictions would not be sustainable due to the 

fact that as investors would attempt to take advantage of the information in past prices, current price 

levels would immediately adjust until the superior profits from studying past price movements 

would disappear. As a result, all the information in past prices will be reflected in current price 

levels, not tomorrow’s. Furthermore, patterns in prices will no longer exist and price changes in one 

period will be independent of changes in the next. In other words, prices will follow a random walk 

and as a result, current price levels in competitive markets must already reflect the information in 

past prices (Fama, 1970).  

 

Further study of EMH reveals that Fama operates with three levels of market efficiency, which are 

distinguished by the degree of information reflected in security prices. In the first level, prices 

reflect the information contained in the record of past prices. This is referred to as weak market 

efficiency. If markets are efficient in the weak sense, then it is impossible to make consistently 

superior profits by studying past returns, since prices will follow a random walk (Fama, 1970). The 

second level of market efficiency requires that prices reflect not just the information in past prices 

but all other public information as well. This state is known as semi-strong market efficiency. If 

markets are semi-strong efficient, then prices will adjust immediately to public information such as 

the announcement of a company’s last quarter’s earnings, a new issue of stock or a merger proposal 

between two companies (Fama, 1970).      
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When turning towards strong market efficiency, prices reflect every piece of information that can be 

acquired by painstaking analysis of the company as well as the economy. In such a market, lucky 

and unlucky investors would be observed, but no superior investment manager who constantly is be 

able to beat the market would be found (Fama, 1970).  

 

Since the initial publication of EMH, several tests have been conducted in order to confirm its 

validation, which have led to significant evidences in favor of the hypothesis – both in the sense of 

weak-, semi-strong and strong market efficiency, respectively. However, EMH as well as the 

conducted tests still failed to explain the occasionally observed abnormalities in competitive 

markets that could make prices significantly deviate from their fundamental values based on 

efficient asset pricing models e.g. the Capital Asset Pricing Model (CAPM), specifying the 

relationship between risk and expected return. Hence, any test of an asset pricing model is also a 

combined test of the model itself as well as market efficiency (Brealy et. al, 2014). Moreover, other 

forms of abnormalities in competitive markets were simultaneously observed such as reoccurring 

short-term market trends, superior performance of small firms as well as the concept of financial 

bubbles, etc. In combination, these several and reoccurring forms of market abnormalities could be 

seen as signs of the inadequacy of asset pricing models, which all would appear as direct 

contradictions to the founding principles of EMH. Furthermore, this point would indicate that 

perhaps the traditional idea of complete rationality and perfect information in competitive markets 

might be too simplistic, and something more was needed in order to complete the picture. In the 

light of this including similar observations, new ideas started to form the beginning of a paradigm 

shift within traditional economic theory by merging the foundations and thoughts behind the 

traditional models with concepts from the field of cognitive psychology and the study of human 

behavioral patterns, which in combination paved the way for the concept of behavioral finance.   

 

In contrast to traditional theory of EMH stands behavioral finance, which argues that limits to 

market efficiency in fact do exit and must be taken into consideration (Fama, 1970). Hence, where 

neoclassical assumptions are based on rationality and efficiency in every case, behavioral finance 

contests this view by arguing that individuals do not behave completely rational in every single 

instance. Instead, man is a victim of human psychology, which is displayed in cognitive biases. As 



The Impact of Behavioral Finance on M&A Performance during the Most Recent Merger Wave in Europe 

   

 

28 

 

a result, financial markets are with a relatively high likelihood unable to appear completely efficient 

in every single instance. In other words, behavioral finance challenges the utility maximization 

model of the economic man and argues that the fundamental assumption of neoclassical theory 

concerning rationality is too simple (Nielsen and Bierregaard, 2010). This point is emphasized by 

Cyert et al. (1956), who state that individual human judgment is bounded in its rationality. If the 

principle of rationality is further investigated, Bazerman and Moor (2009, p. 4) refer to rationality 

as, “The decision-making process that is logically expected to lead to optimal results given an 

accurate assessment of the decision-maker’s value- and risk preference”. 

 

Bounded rationality refers to the empirical decision making behavior of human beings, when the 

assumptions concerning limited time and information is taken into consideration. In relation to this 

point, the theory of behavioral finance distances itself from the neoclassical assumptions, and when 

the concept of bounded rationality is introduced as a fundamental principle within the paradigm of 

behavioral finance, the decision-making process in contrast to before is now examined from a 

descriptive view, which includes an investigation of how decisions are actually made from the 

individual’s point of view (Nielsen and Bierregaard, 2010). Hence, even though the individual 

might be truly convinced that she is maximizing overall value, this might be far from the case due 

to bounded rationality and limited information processing (Arnau et al., 2014).  

 Bonded rationality is especially relevant during the process of an investment decision, 

since the acquirer has to make several assumptions concerning how the investment will unfold as 

well as develop over time. Whenever the particular investment increases in scale, it becomes 

necessary for the acquirer to assess additional components, which can make the acquisition 

procedure even more challenging and complex. In an M&A context and especially during merger 

waves, bounded rationality can aid in explaining a portion of the merger activity. However, there is 

no consensus concerning how bounded rationality potentially influences the behavior of the target. 

Nevertheless, Rhodes-Kropf and Wiswanathan (2002) argue that the target will typically accept a 

stock-based bid during a merger wave, since the target is not able to in-depth analyze whether the 

bid is attractive or not due to limited information. Additionally, Schleifer and Vishny, (2003) have 

developed a model, in which management of the target company will accept stock-based offer, even 

though the bid appears overrated, since management will receive benefits if the company is sold. 
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These theories will be further investigated as well as related to the influence of merger waves 

during section 4.  

 

In the following sections as means to provide a structured overview, a selection of the primary key 

concepts of biases within the paradigm of behavioral finance, which tend to have a substantial 

effect on the performance and outcome of M&A transactions, will be further investigated and 

analyzed. 

 

3.3  Biases 

Biases refer to cognitive errors and can be seen as tendencies to think and act in certain ways. 

Furthermore, they are the result of intuitive thinking and tend to play an essential role in the often 

undesirable outcome of an M&A transaction (European Financial Review, 2014).  

 Biases appear in several forms, where three of the most important forms of biases are 

hubris, confirmation traps and escalation of commitment, which all now will be further investigated 

since these specific issues tend to have an influence on the decision making process.   

 

3.3.1 Hubris / Overconfidence 

In one of his several studies, the Nobel Prize winner in economics, Daniel Kahneman reaches to the 

empirical conclusion that the chance of survival for a small business within the first five years of 

existence is just 35%. However, when entrepreneurs are facing the same assessment, but in their 

case an assessment of their individual chance of survival in terms of their own business, the general 

consensus is a success rate of higher than 70% (Kahneman, 2011). An additional example is the 

case of two speculators, who trade directly with each other in a zero sum game. In order for the 

trade to continue, both speculators must be confident that they are smarter than their counterparty 

(Brealey et al., 2014). In both situations, the decision makers can be characterized as having a bias, 

as they are experiencing a propensity to make decisions while already being influenced by an 

underlying belief. The concrete bias relating to the specific examples is overconfidence where 

people tend to overestimate their own ability to perform well (Shefrin, 2007).  
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It is important to underline that on general terms, overconfidence can be viewed as being a 

relatively positive trait, as confidence might be able to lead to an increase in corporate value along 

some dimensions, for instance in the case of counteracting risk aversion, inducing entrepreneurship 

or attracting similarly-minded employees. However, M&A do not fall into this category 

(Malmendier and Tate, 2008). When the findings of Firth (1980) among others is taken into 

consideration in terms of the stock market expecting zero benefits from takeovers and the gains of 

the acquired firm represents an overpayment, which corresponds to the loss of the shareholders of 

the acquiring company, it cannot be reconciled with the traditional view in the case of strong-form 

efficient markets. As a result of this gap, Roll (1986) developed the hubris hypothesis, expressing 

that corporate managers overestimate their ability to identify and realize possible gains from M&A. 

A key assumption underlying this behavioral bias is the fact that management does not deliberately 

jeopardize shareholder value through M&A activity, as corporate managers believe their actions 

leads to positive outcomes (Hagendorff, 2011). In contrast to the behavioral hypothesis stands 

agency theory, which focuses on incentive structures and the self-interested manager. Since CEOs 

believe they are acting solely in the interest of their shareholders, hubris can be measured through 

the personal overinvestment of CEOs in their companies using late option exercise as proxy. 

Malmendier and Tate (2008) find that CEOs classified as overconfident have a 65% higher chance 

of performing an acquisition. Their study also concludes that the market reaction on merger 

announcement typically equals -90 basis points approximately, which is significantly more negative 

than the outcome for non-overconfident CEOs, who in average delivers -12 basis points.  

 

 

Psychologists have found that when evaluating possible future outcomes, individuals tend to look 

back at what happened in similar situations. Consequently, decision makers may ignore 

probabilities and the bigger picture, generalizing on a small number of observations (Brealey et al., 

2014). This theory can be linked to the bias concerning overconfidence exhibited by successful 

decision makers, who due to previous successes become biased towards estimating their ability to 

perform well (Shefrin, 2007). In other words, overconfidence increases merger frequency but also 

lowers average deal quality.  
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The hubris hypothesis build upon the perception that acquisitions are motived by the misconception 

of corporate managers, and that synergy gains from M&A is either very limited or nonexistent. 

Since the synergies are presumed to be either zero or close to and the gain of the target equals the 

loss of the bidder, one should expect the gain of the target and total gains to be uncorrelated as well 

as a negative correlation between the gain of the target and the gain of the acquirer. Based on this 

approach as well as empirical studies, Berkovitch and  Narayanan (1993) and Goergen and 

Renneboog (2004) conclude that synergies can be classified as the prime motivation for bids. 

However, they also stress the importance of hubris by showing that in terms of a third of 

corporations, managerial hubris leads to poor decision making in a M&A process. In line with these 

conclusions, studies comparing the sub-prime crisis and financial bubble with the dot.com bubble 

show that average premiums paid in public acquisitions during the sub-prime bubble was 37.9% 

compared to 45.0% during the dot.com bubble. This result indicates that corporate management of 

the acquiring firm was less prone on overpaying during the most recent bubble, thereby reflecting 

lower levels of managerial overconfidence (Alexandridis et al., 2011). Even though, this may imply 

that corporate managers have learned from previous experiences, since hubris-motivated acquisition 

appears at a lower scale, the study still acknowledges that overconfidence is a relevant parameter to 

incorporate, when evaluating the ex-ante decision making of M&A active corporate managers. 

 

3.3.2 The Confirmation Trap 

The confirmation trap describes the tendency to interpret information in such a way that it confirms 

preconceptions (Shefrin, 2007). In other words, people tend to avoid arguments which contradict 

their initial beliefs. The bias in terms of the confirmation trap is a long-recognized human error, 

which can be dated 400 years back in time to Francis Bacon who wrote,  

“The human understanding when it has once adopted an opinion (either as being the 

received opinion or as being agreeable to itself) draws all things else to support and agree with it.”     

(Bacon 1620/1939 p. 36, Nickerson, 1998).  
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The tendency of people finding it difficult to incorporate new information, which do not support 

their initial beliefs can be linked to the ongoing desire for consistency in regards to human beings. 

Even though, the fact that people selectively seek data might seem counterintuitive, the scenario can 

still be comprehended when the high value, which people attach to consistency is taken into 

consideration, as the requirement of consistency is an important element of rationality. 

Consequently, the desire of being consistent can be so strong that it makes it difficult for one to 

accept new evidence, as this may contradict the initial belief (Nickerson, 1998). A modified 

explanation to the motivational theory, during which people try to protect their own beliefs, 

incorporates limitations of cognitive nature. Natural limits to attention and cognitive processing will 

lead decision makers to seek information, which as mentioned confirms their initial belief instead of 

contradicting it. The primary cognitive operation hypothesis focuses on the bias of humans to 

search for memory. Goals enhance the accessibility of memories, beliefs and rules, which are 

consistent with the desired conclusions. This eventually means that motivation will cause the bias, 

whereas cognitive factors such as memories, beliefs and rules instead will impact the magnitude of 

the bias (Kunda, 1990).    

 

 

The principle of the confirmation trap is very relevant in several parts of the M&A process, e.g. 

during the preliminary due diligence phase, where the potentially realizable synergies and target 

standalone value will have to be estimated in order to narrow down the size of the bid as well as 

planning the eventual post-merger integration. Due to the complexity of these individual tasks 

combined with the high frequency and availability of similar M&A transactions during merger 

waves, it makes it easier for the corporate management of a bidding company in regards to finding 

information that confirms the rationale behind their decision of engaging in M&A activity (Nielsen 

and Bierregaard, 2010). This behavioral liability holds the potential of destroying shareholder value 

but aids in delivering an explanation to why the most significant reason for M&A deals not to 

deliver the expected results is due diligence failed to highlight critical issue as documented by Bain 

& Company in a study from 2014 based on more than 22,000 companies (Miles et al., 2014).    

 Even though, the individual decision maker needs to become aware of the existence of 

biases, one is not excited about eliminating them. In sum, it is difficult for humans to fix biases we 

cannot see. However, when moving from the individual level towards the collective decision-
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process as in the case of M&A transactions, it becomes possible to reduce the effect of biases, since 

corporate managers are able to identify biases in the thinking of others and as a result improve the 

collective thought process of the group (Kahnemann et. al, 2011).      

 

3.3.3 Loss Aversion, Regret Avoidance and Escalation of Commitment 

The general attitude of individuals towards the experience of facing a loss can potentially affect 

their ultimate decision, since decision makers tend to experience a loss with more impact compared 

to a gain of the same magnitude (Park, 2015). Due to the fact that individuals continuously evaluate 

relative gains and losses, loss aversion can lead to regret avoidance, as a loss typically will have a 

higher degree of negative affect compared to the opposing degree of positive affect from an equal 

gain on the utility of an individual. This concept was originally introduced by Kahneman and 

Tversky (1979) and has since been confirmed during several experiments (Park, 2015). As a result, 

this form of regret avoidance can easily become the root of irrational decisions, since individuals in 

the majority of cases will go beyond far in order to avoid the realization of a loss (Moeller and 

Nielsen, 2005).      

 During a merger wave, loss aversion becomes an even more relevant concept when it 

leads to escalation of commitment upon the completion of a transaction. Corporate managers will 

eventually arrive at the same conclusion in terms of pursuing an M&A strategy is the way to go 

(Clark and Mills, 2013). This point is especially relevant during the final stage of a merger wave, as 

the companies, which have not yet engaged in M&A activity, typically tend to commit additional 

resources in the form of higher purchase premiums towards an acquisition, where these relations 

will be further investigated during section 4.   

    

3.4 Heuristics  

The concept of heuristics can be characterized as forms of mental shortcuts, which usually involve 

focusing on one aspect of a complex problem while ignoring the rest. Moreover, heuristics refer to 

the simple efficient rules that individuals in several cases apply to form judgements and decision-

making. Even though, these rules can work relatively well in most circumstances, they can also lead 
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to systematic deviations from rationality and logical decision-making, where the subsequent errors 

are known as cognitive biases.  

 

When corporate managers find themselves in situations that requires important decision-making 

and strong considerations, such as an M&A transaction, they each go through a series of mental 

thought processes (Nielsen and Bierregaard, 2010). These processes can in given situations appear 

relatively complex, during which individuals use simplifying processes to cope with complex 

challenges (Kahneman & Tversky, 1973). As a result, heuristics is an often – and in some cases 

unconsciously applied tool by corporate managers to ease the decision-making process. The forms 

of applied heuristics can be of both cognitive and instinctive character as a way of reaching 

solutions to the before complex problems.     

     

In various cases, an effective and swift decision-making process can be useful, but it might also 

result in a less fortunate outcome in the form of severely damaging or value destroying biases and 

suboptimal solutions. An example of this from the perspective of M&A, could be the idea of empire 

building. The CEO of a company engages in vivid acquisitions in the market without proper due 

diligence as a way of increasing the size and scope of his own and the firm’s influence and control 

of a larger share of assets. This idea is to a larger extend motivated by the self-defined value of 

signaling strength combined with an inflated ego rather than complete rationality and logical 

thought processes, which rarely is able to create additional shareholder value.    

  

Two of the most important outcomes of heuristics are the concepts of herd behavior and anchoring, 

which now will be further investigated.  

 

3.4.1 Herd Behavior  

The following situation illustrates and provides a better understanding of how herd behavior 

influences the decision making process. It is not an uncommon scenario to find one facing the 

decision of choosing between two unfamiliar restaurants. The most obvious indicator of where 

money is best spend is to look at the number of customers entering each of the two restaurants. 
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However, because this decision is based on imitating the behavior of others rather than basing the 

choice strictly on an individual evaluation, this imitative and distinctive behavioral trait is by 

economists referred to as a cascade (Brealey et al., 2014). There is no doubt that people tend to 

converge similar behavior, which is known as herding (Bikhchandani et al., 1998). However, is it 

possible to identify this behavioral issue in the corporate world and if so, how does it reconcile with 

the assumption of rationality in regards to the traditional financial paradigm? In this perspective, it 

is interesting to analyze under which circumstances herd behavior has the strongest influence on the 

decision making process in order to detect whether herd behavior is a relevant bias in terms of the 

decision making process in relation to M&A.  

 

A fundamental part in terms of the scenario where corporate managers ignore private signals and 

engage in herding is the presence of asymmetric information (Baneerje, 1992). When an industry 

shock caused by new technology, regulation etc. disturbs the environment, in which the firm 

operates, corporate management of the individual company faces an important strategic decision 

concerning the tradeoff of investing now, gathering more information or waiting. While the first 

option may be assessed as being too risky, especially in the case of minor companies with limited 

resources, and the second option being too expensive, as it involves an investigation cost, several 

firms might find it optimal to stay passive and observe the outcome of the first movers and early 

decision makers. However, there is a cost per unit of time associated with the postponement of 

making a decision, as first movers typically will experience an advantage if their decision turns out 

to be successful (Harford 2005, Bikhchandani, 1998). Furthermore, Keynes (1936) expresses 

concern about the ability of investors to believe in individual information as well as the belief of 

fearing that their contrarian behavior will damage their reputation. Consequently, it is more likely 

that the individual corporate manager will observe and incorporate the decision making of others 

rather than relying on an individual assessment. In times of financial bubbles, where everybody is 

moving in the same direction, it becomes increasingly difficult to not taking part in the enthusiasm 

in regards to the crowd of investors all bidding prices further up (Nielsen and Bierregaard, 2010). 

 In relation to this point, Scharfstein and Stein (1990) have developed a model with 

two types of corporate managers – smart and dumb. Smart managers receive correlated signals 

while dumb managers observe uncorrelated noise. Consequently, if one manager mimics the 
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behavior of others, she will send the message to the market that she has received a signal, which is 

correlated with theirs. As a result, she is more likely to be smart. Ceteris Paribus, a manager who 

takes an opposite position is more likely to be seen as dumb by the market. This leads to a “sharing-

the-blame” effect, where corporate managers ignore private information and follow the heard 

fearing to stand alone.  

 

A critical accelerator behind the cascade phenomena is the element of discreteness or finiteness, 

which can be characterized as situations where few alternatives exist (Bikhchandani et al., 1998). 

Management often face decisions containing no middle way, e.g. “Should we choose to make a bid 

or not on a potential target company”. As the set of alternative choices becomes larger and richer 

cascades aggregate more information, the effect associated with herding will as a result become 

weaker. Gilbert and Lieberman (1987) find that larger firms in an industry primarily tend to invest 

when their rivals hold back, whereas small firms tend to follow the investment activity of other 

players. This is consistent with social psychologists reporting that people imitate the actions of 

those they believe having expertise knowledge (Bikhchandani et. al, 1998). This form of free-riding 

is not necessary indicative of irrational behavior and can be reconciled with the rationality 

assumption within the neoclassical framework. The value of an innovation is often uncertain and 

can only be determined once the company adapting the innovation fairly can evaluate the true value 

of the innovation in retrospect (Persons and Warther, 1997). In other words, the experiences of 

early adaptors possess information, which actively can be used by followers in aiding their 

valuation of the particular innovation. Since cascades are based on very limited information relative 

to the information of private signals, this may lead to inefficient decision making both from the 

perspective of the individual as well as from a social point of view, independent of whether the 

engagement in herding of corporate management is more or less voluntarily (Bikhchandi et al.,  

1998; Baneerje, 1992).   
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3.4.2 Anchoring 

Another form of heuristics that can appear during the decision-making process is the concept of 

anchoring, which refers to the common human tendency on relying too heavily on the first piece of 

information offered known as “the anchor”. As a result and during the decision-making process, 

anchoring occurs when corporate managers use an initial piece of information, on which they base 

their entire foundation of decision-making that has a strong potential of yielding a severely 

undesirable outcome. This point is highlighted by Stracca (2002), who argues that by referring to a 

common value, the decision-making process is made easier, but the problem lies in the fact that 

such a point of reference might be arbitrary. The argumentation of Stracca (2002) can be further 

illustrated in the following example, where the prevailing market price in most cases is regarded as 

the equilibrium price level despite the fact that markets may not be completely efficient. As a result, 

the current market price level might not be the true ideal price. In periods where the economy is 

experiencing a boom, prices tend to inflate, thereby deviating from their true fundamental value, 

and if those price levels are applied as benchmarks, they can in worst cases lead to a financial 

bubble that eventually will burst (Nielsen and Bierregaard, 2010).  

 

3.5  Sub Conclusion 

The traditional finance framework is attractively simple, and it would immediately be of 

satisfaction if the predictions of neoclassical theory were identical to the empirical observations. 

However, economic abnormalities such as superior performance of small firms, individual investors 

who receives star status due to their consistent outperformance of the market as well as financial 

bubbles underline the fact that the traditional ideas in regards to complete rationality and perfect 

information in competitive markets are too simplistic and rarely the case. Furthermore, these 

observations imply that neoclassical theory on its own appears incomplete and must be 

accompanied by an alternative theory in order to achieve a better understanding of the motives as 

well as the factors, which drive decision makers.     

    

When searching for theoretical explanations, based on relatively more realistic assumptions in 

relation to the ability of humans to process complex information, towards heuristics and biases 

experienced during an M&A process, the concept of behavioral finance arises, which introduces 
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cognitive psychology in terms of the study of human behavioral patterns. Roll’s (1986) 

development of the hubris hypothesis aids in providing an important and missing piece to the 

picture, and its creation symbolizes the underlying argumentation of the literature related to 

behavioral finance. Furthermore, Roll finds it difficult to reconcile the predictions of neoclassical 

theory with the conclusions of Firth (1980) in regards to stock markets expecting zero benefits from 

takeovers, and the gains of the acquired company equaling the overpayment of the bidding 

company. As a result of this conflict, the hubris hypothesis is introduced, and Roll further argues 

that corporate management of the acquiring company overestimates their ability to identify and 

realize potential synergies in the newly combined company. This fact stands in conflict with the 

traditional finance framework, as it allows for decision making biases, and the making of the 

behavioral hypothesis is characteristic for the behavioral issues identified and analyzed in this 

section. The acceptance of human errors during the decision making process helps in explaining the 

economic abnormalities, which otherwise would be difficult to understand in a pure neoclassical 

perspective.  

 

During the next section, it will be further investigated how these analyzed behavioral issues related 

to this section appear in a merger wave context, and how these issues may aid in explaining the 

merger wave phenomenon as well as the performance of M&A. However, it is important to stress 

that the thesis does not argue in favor of behavioral issues acting as the primary drivers behind 

merger activity. Instead, neoclassical theory on its own appears incomplete and as a result must be 

accompanied by an alternative theory, which is where the concept of behavioral finance may aid in 

providing a more balanced view of the understanding of merger waves as well as the performance 

of M&A.   
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4. Behavioral Finance in a Merger Wave Context  

4.1 Introduction  

If M&A transactions are solely driven by economic, rationale motives as concluded during the 

section related to neoclassical theory; why does M&A activity then appear so volatile? Possible 

sources of synergies like economics of scale, industry consolidation, complementary resources etc. 

may all be value-adding reasons to engage in M&A activity, but none of these motives depart from 

the scene in periods of relatively low M&A activity (Brealey et al., 2014). This fact amongst other 

indicators underlines the incompleteness of neoclassical theory and opens for an alternative 

analysis, which includes factors that hold the power to influence the basis for decision making of 

corporate management in terms of whether or not to engage in M&A transactions, but which is 

ignored in a pure neoclassical perspective.  

 

Figure 1. US merger pattern: percentage of companies taken over, quarterly basis 

                                                                                                                                                                                                                     

 

 

 

 

                            Clark and Mills (2013) 

 

The above figure illustrates the historical merger pattern over an 80-year period. Similar to the 

fashion industry, M&A activity undergoes a cyclical tendency. After an economic boom, years of 

contraction follow. This trend is witnessed during the leveraged buy-out merger wave in the 1980’s, 

which was followed by a couple of years in the beginning of the 90’s with lower M&A activity. 

However, as the dot-com bubble started unfolding, so did volumes of M&A transaction, leading to 
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an M&A activity spike around the millennium (Clark and Mills. 2013). If one digs deeper into one 

of the specific waves and single out a particular M&A transaction, it is usually possible to come up 

with a plausible motive why that merger mad sense at that point in time. However, that specific 

rationale would be linked to the specific deal.   

 

The research of Martynova and Renneboog (2006) confirms the well-known fact that M&A 

transactions appear in waves. However, the superior reason behind this observation that M&A 

activity clusters in time is still an unresolved scientific issue. Brealey et al. (2014) propose that 

takeover waves are one of the ten unexplained puzzles in the field of financial economics. 

Traditionally, studies have focused on the role of takeovers in redirecting the investments of 

specific firms. However, these studies have been less successful in revealing why M&A activity 

appears in waves (Mitchell and Mulhering, 1996). The underlying reason for the existence of 

merger waves is continuously discussed, and scholars struggle to agree on a more general 

hypothesis as explanation to M&A waves. It can be argued that it is possible to divide the research 

into two categories. The first group of academics believes that industry shocks, such as new 

technology or deregulation, force the market into reallocate assets, which ultimately leads to merger 

waves. The second group argues that the general stock market is in fact dictating merger waves 

(Shleifer and Vishny, 2003; Harford, 2005).  

 

The fact that mergers cluster in time, and that these merger waves may be correlated with stock 

market valuation gives rise to the concern of M&A bubbles. During periods of time with an 

increase in experienced volatility and abnormal returns, human traits like herd behavior, hubris, 

etc., explained by the theory related to behavioral finance, are more easily triggered since investors 

are moving in the same direction (Nielsen and Bierregaard, 2010). As a result, the presence of 

merger waves fuels the increased concern in terms of mergers being primarily driven by irrational 

managerial behavior. Based on this connection between bubbles, high stock market valuation and 

merger waves, it becomes highly relevant to study in which way behavioral finance can help in 

reaching a better understanding of the wave pattern of M&A transactions as well as the 

performance of M&A activity during these periods. In other words, the aim of this section is to 

answer the following questions:  
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Why are M&A transactions often seen in waves? And how does it influence the 

behavioral finance aspect as an explanation to the performance of M&A deals during merger 

waves?  

 

The section is organized as follows. The neoclassical and the behavioral hypotheses have been 

dedicated a subsection each and will be further analyzed and compared. Additionally, due to the 

fact that argumentation of both theories is primarily based on empirical evidence, an entire 

subsection will focus on the question of how to categorize whether a deal can be characterized as 

successful or not, as this evaluation is crucial for the validity of the two hypotheses. In the 

following subsection, the four phases of a merger wave will be analyzed based on the merger wave 

model of Clark and Mills (2013). This will provide a better understanding of the mechanisms, 

which are in play during different parts of the wave and also provide a foundation before analyzing 

the behavioral concepts introduced in the previous section. Finally, it will be further studied how 

the merger wave context influences each behavioral finance issue in terms of herd behavior, 

anchoring, hubris, confirmation bias and escalation of commitment, including how these behavioral 

issues can add to the explanation of the varying, empirically observed M&A performance.   

 

4.2 The Neoclassical Hypothesis  

Neoclassical explanations use the connection between the individual firm, the industry in which it 

operates and industry shocks as causation to understand the existence of merger waves. Linking 

industry shocks and M&A transactions, the neoclassical hypothesis assumes that the structure of an 

industry, including the number and size of firms, is a function of factors such as the government 

policy, suppliers, customers etc. (Mitchell and Mulherin, 1996). Industry shocks such as 

technological, economic, or regulatory shocks will create an economic disturbance, which will 

change the industry structure and force firms to reorganize assets through M&A (Harford, 2005). 

The collective reactions of firms cluster in time, as corporate management simultaneously reacts to 

industry shocks, which intensifies the competition in terms of the optimal combination of assets. 

For instance, in a comprehensive empirical study of the merger activity in 1990s, researches 

Andrade, Mitchell and Stafford show the influence of different industry shocks. They find that 

deregulation accounts for nearly half of the M&A activity, and label the 1990s as the “decade of 
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deregulation” (Andrade et al., 2001). The relationship can be dated back to Coase (1937), who 

described how technological inventions, such as the telephone, will tend to bring factors of 

production closer together while reducing the cost of organizing. This will increase the size of the 

firm, as it is now more profitable to organize a larger proportion of the transactions within the firm 

instead of the alternative in terms of using the market. In other words, the relative cost of using the 

price mechanism has become more expensive. 

 

Neoclassical reasoning is based on inter-industry variation in M&A activity. The extensive study 

compiled by Mitchell and Mulherin (1996) of industry-level patterns in M&A activity during the 

1982-1989 period, supports the neoclassical argumentation in terms of changes in the industry 

structure, which culminates M&A transactions. Across 51 industries, they find significant 

differences in both the rate as well as time series in terms of the clustering of these activities. M&A 

activity tends to cluster within a narrow range of time within a given industry, and half of the M&A 

transactions tend to occur within one-fourth of the sample period. This relatively tight distribution 

of M&A activity in a given industry implies that the industry is responding simultaneously to a 

common shock. The findings are in line with Gort (1969), who concludes that merger frequencies 

vary greatly among industries.  

 

The industry shock explanation has been modified by several academics, since Coase argued in 

favor of the link between industry shocks and firm size in 1937. In a direct comparison between the 

neoclassical and behavioral hypothesis based on empirical data, Harford (2005) argues for a role of 

capital liquidity in a neoclassical hypothesis of merger waves. Harford further acknowledges that 

industry shocks motivate merger waves, but not all shocks will initiate a merger wave unless 

sufficient capital liquidity is present. The importance of capital liquidity implies that merger waves 

will cluster in time, even though industry shocks do not. In a study of the merger wave appearing in 

2003-2007, Alexandridis, Mavrovitis and Travlos (2011) support the modifications of Harford in 

terms of the neoclassical hypothesis pointing towards the importance of high liquidity, as e.g. low 

U.S. corporate loan rates and stronger cash balances for acquires led to additional M&A 

transactions. Additionally, in a comprehensive empirical examination including data from 1926 to 

1996, Agrawal and Jaffe (2003) found evidence that the cost of M&A transactions are lower during 
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merger waves compared to the opposite, thereby stressing the importance of liquidity. The figure 

below summarizes the neoclassical hypothesis of merger waves (Harford, 2005), (own creation).  

 

 

 

The neoclassical hypothesis will argue in favor of an existing correlation between the stock market 

and merger activity but has no explanation in regards to causation. Relaxed financing constraints 

are prevalent when stock prices are high, which will aid in initiating a merger wave. It is essential 

for the explanation in terms of industry shock that stock market values have no direct influence on 

M&A activity (Blunck et al., 2009).  

 

The underlying assumptions of neoclassical theory are also applicable in the understanding of 

merger waves and the predictions regarding the outcome of M&A transactions. The neoclassical 

hypothesis assumes that external control and managerial incentive systems are sufficient to ensure 

that corporate managers maximize long term values for both parties in an M&A deal. In other 

words, the neoclassical hypothesis predicts that firms are only traded, when the transaction is able 

to increases shareholder value for both target and acquirer shareholders (Blunck et al., 2009). This 

rationale perspective on markets and decisions makers contradicts the evidence of a substantial part 

of empirical studies on M&A performance in two fundamental ways (Andrade et al., 2001). 
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1. The results of Mitchell and Stafford (2000) illustrate that the three-year post-merger 

abnormal returns for 2,068 acquiring firms in the period of 1961-1993 is -5.0%.  

2. Research suggests that either all or close to all of the gains from an M&A deal seem to 

belong to the shareholders of the target company. Andrade et al. (2001) point out that the 

announcement period abnormal returns between the period of 1973-1998 of the target is 

13.0% compared to -1.5% in regards to the acquirer.  

 

 

The neoclassical hypothesis links rational economic motives to merger activity. However, the 

studies touching upon the fact that mergers do not seem to benefit acquirers in the same way as 

targets provide concern in regards to the validity of the neoclassical hypothesis, as the specific 

assumptions and predictions cannot always be reconciled with empirical post-merger M&A 

performance (Hagendorff, 2011). Part of the story could be that mergers happen for a mixture of 

reasons, where every single one cannot be characterized as rationale motives in terms of the attempt 

of realizing synergies either through economics of scale, vertical integration, access to rare 

resources etc. The next section will downplay the characteristic assumptions behind neoclassical 

theory and introduce a different framework.   

 

 

4.3 The Behavioral Hypothesis 

In contrast to the neoclassical view stands the behavioral hypothesis, which relies on stock market 

values in order to comprehend merger activity (Rhodes-Kropf et al., 2004). The fundamental 

assumption behind the behavioral hypothesis is that financial markets are inefficient, which opens 

for the possibility of firms being valued incorrectly. Since mispricing is taken as given, managers 

have a motivation to have their equity overvalued, since it can be used as currency to buy real assets 

of undervalued targets through M&A transactions (Shleifer and Vishny, 2003). In order to initiate a 

merger wave, the stock market must experience overvaluation combined with dispersion in 

valuations (Harford, 2005). The figure below illustrates the implied prediction that the proportion of 

M&A deals financed by stock will increase when the merger wave sets in, (own creation).  
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The theory is mainly based on regression analysis between security prices and M&A data (Golbe 

and White, 1988). It can at least be drawn back to Nelson (1959), who studied quarterly merger 

movement between 1895 and 1956 and found a significant positive correlation between security 

prices and mergers. More recently, Ang and Cheng (2006) test the market driven theory on more 

than 3,000 mergers between 1981 and 2001. They find that the share of overvaluation is an 

important motive for firms to use stock acquisitions. The behavioral hypothesis has been modified 

several times, and within the framework there is room for variation in the explanation. However, 

what holds the hypotheses together is the central idea that bidders take advantage of temporary 

misevaluation and dispersion in misevaluation in the market (Harford, 2005).  

 

 

A logic response to the behavioral hypothesis of merger waves is the questions; why would a value-

maximizing target knowingly accept overvalued stock as payment in an M&A transaction? 

(Rhodes-Kropf et al., 2004). In other words, why is the target fooled? Rhodes-Kropf and 

Viswanathan (2002) argue that the target attempts to value offers with limited information. The 

corporate managers of the target firm hold private information about the stand-alone value of their 

company, which may vary from market values. This misevaluation can be divided into two parts – a 

firm specific component and a market wide component. Since the management of the target 

company is not able to tell, whether the firm is over or undervalued due to the firm or market effect, 

corporate management will tend to filter too little out of the market effect, the more the market is 

overvalued. As a consequence, bids will tend to look better when the market is overvalued, since 
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synergies are estimated to be higher represented in the larger firm effect. If there are less synergies 

compared to non-market driven acquisitions, cash mergers must outperform stock mergers during 

M&A waves (Blunck et al., 2009). Merger waves are present during times, where the level of 

security prices is relatively high due to the correlation between market overvaluation and 

overoptimistic assessment of synergies. As an alternative argumentation, Shleifer and Vishny 

(2003) have developed a model, where the crucial assumption is that target corporate managers are 

self-interested instead of having the shareholders interest as first priority. As a consequence, the 

target management has a short time-horizon, which motivates quick cash out. Even though, the two 

explanation have different assumption about the priorities of management, they can both be 

grouped as behavioral hypotheses, since both are based on the link between misevaluation and 

merger activity (Harford, 2005). 

 

The behavioral hypothesis skepticism towards neoclassical assumptions and prediction of merger 

waves is driven by the often unsatisfying outcome of M&A transactions (Mitchell and Stafford 

2000, Andrade et al., 2001). Additionally, supporters of the behavioral hypothesis state that the 

neoclassic hypothesis is lacking, since it is not able to explain whether cash or stock is used to pay 

target shareholders, even though distinct patterns in the means of payment is observed (Shleifer and 

Vishny, 2003). The market driven theory has also attracted criticism. Given that the behavioral 

hypothesis predicts that M&A deals are motivated by managers using overvalued stock to buy real 

assets instead of rational economic objectives, it is not reasonable to assume that the post-merger 

firm will outperform the non-merging firm. However, this prediction contradicts the findings by 

Andrade et al. (2001), who based on announcement-period stock market response conclude that 

mergers create value on behalf of shareholders of the combined firm. The assumptions and 

predictions of the two explanations are summarized below (Blunck et al., 2009; Harford, 2005).   

  Timing of merger waves  Payment medium Merger operating performance 

        

Neoclassical Industry shocks combined with   No prediction Higher relative to benchmark 

  sufficient capital liquidity      

        

Behavioral High stock market values and More stock payment Cash mergers outperform 

  high dispersion in valuations   stock mergers 

        



The Impact of Behavioral Finance on M&A Performance during the Most Recent Merger Wave in Europe 

   

 

47 

 

Essential for the discussion between the two hypotheses is the question of how to measure whether 

a deal is successful or not. This point is of great importance, because the validity of the two 

explanations is to a large extent based on empirical evidences. The next section digs deeper into the 

different benchmarks between the two theories and helps to explain why the debate of merger 

waves and merger performance is ongoing.  

 

4.4 How to Measure the Success of an M&A Transaction  

Turning towards the discussion in regards to whether the neoclassical or the behavioral hypothesis 

holds the strongest explanatory power, the stand points can be broken down to if one believes in 

market efficiency and rational decision makers, or on the other hand allows for an inefficient 

market where misevaluations occur. Supporters of the behavioral hypothesis will question the 

neoclassical hypothesis due to the predictions in terms of performance improvements following an 

M&A transaction by referring to empirical data, which suggests that this is not the case (Agrawal 

and Jaffe, 2003). On the other hand, defenders of the neoclassical hypothesis will answer that most 

of the literature, which studies the proportion of M&A transactions that turns out successful, applies 

prior performance as proxy to determine, whether a transaction has been successful or not and 

thereby questions the validity of the studies. This approach is meaningful in many circumstances 

but not during a merger wave due to the fact that firms tend to M&A activity as a response to an 

industry shock, according to neoclassical theory, and as a result, the industry circumstances are 

changing significantly and the performance before and after the shock cannot be fairly compared. In 

other words, when the neoclassical hypothesis is applied to merger waves, it does not necessarily 

predict that raw performance will improve following the wave. Nevertheless, the performance of 

the combined firm will, however, be better than of the firm, which does not enter a merger. This 

argumentation is in line with Mitchell and Mulherin (1996), who defend the neoclassical hypothesis 

by stating;  

              “Because we find that takeovers are driven in part by industry shocks, it is not surprising 

that many firms exhibit volatile performance following takeovers, with actual failures following 

some negative shocks”  (Mitchell and Mulherin, 1996, p. 195). 
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Healy, Palepu and Ruback (1992) study post-merger operating performance for the combined firm 

relative to the industry median for the 50 largest mergers between 1979 and 1984. They conclude 

that the operating cash flows of merged firms in fact decrease from their pre-merger level on 

average, but that the cash flows of non-merging firms in the same industry decrease significantly 

more.  

 

The behavioral hypothesis takes the stand point in terms of the poor post-merger results serving as a 

strong argument against the theory related to industry shocks. In contrast to this, the neoclassical 

hypothesis will focus on the ambiguous benchmarks. Instead of using market or firm characteristics 

as a benchmark for merger success, criticized by supporters of the neoclassical hypothesis, 

Malmendier, Moretti and Peters (2012) identify cases, in which at least two bidders had a 

significant chance of winning the bidding contest ex-ante. By using the method related to applying 

the post-merger performance of the loser to calculate the counterfactual performance of the winner, 

serves as a benchmark to determine whether or not the merger was a successful decision. 

Malmendier, Moretti and Peters (2012) observe losers outperforming winners by 50% over the 

three years following the merger. This outcome contradicts the neoclassical assumption of 

rationality. As a result, corporate management may be influenced by the behavioral biases analyzed 

in the previous section.  

 

Empirical research suggests a role for behavioral biases interfering with management decision 

making of corporate management. For instance, a McKinsey study of more than 1,000 major 

business investments showed that when organizations worked at reducing the effect of biases in 

their decision-making process, they achieved returns of up to 7% higher (Lovallo and Sibony, 

2010). This result supports the fact of biases being able to make a true difference. However, before 

they can be limited, they must be identified, and the circumstances, which accelerate them, must be 

properly understood.    
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This discussion shows the great variety in definitions and research designs, which lays the 

foundation for many different conclusions in relation to M&A performance. Furthermore, this 

would indicate that the importance of researchers clearly define and reflect upon the evaluation, 

since a diverse combination of approaches certainly exists. 

 

4.5 The Influence of Merger Waves on the ex-ante Decision Making of Managers 

In periods with relatively high stock market valuations, financial bubbles are likely to emerge, as 

most recently experienced during the financial crisis of 2007-2008, where stock market values and 

home prices in relation to the housing market sky rocketed until the bubble eventually burst. During 

times like this, human traits as in the case of herd behavior, hubris, etc. explained by behavioral 

finance are more easily triggered, since investors all tend to move in the same direction. Based on 

this connection between bubbles, high stock market valuation and merger waves, it becomes highly 

relevant to study in which way, behavioral finance can aid in reaching a better understanding of the 

wave pattern within M&A as well as the performance of M&A during these periods of time.  

 

4.5.1 The Phases of a Merger Wave 

In the search of understanding the behavioral issues effecting the decision making of corporate 

management during merger waves, it becomes necessary to dig deeper into the merger wave 

phenomenon and divide it into different phases. This will create a better basis, prior to examining 

the role of the individual behavioral concepts.     

 Clark and Mills (2013) have presented a model with four identifiable merger wave 

phases. The figure focuses on two important measures; merger intensity measured by volume, 

bidders and bid rounds and the acquisition purchase premium. The acquisition purchase premium is 

exposed to the risk of growing by every M&A transaction relative to expanding through internal 

growth (R&D) (Clark and Mills, 2013). The higher the acquisition purchase premiums, the higher 

the pressure on the ability to generate additional synergies by corporate management. This 

relationship is fundamental in order to understand why many M&A deals in the later phase of the 

M&A wave turn out as a failure (Goel and Thakor, 2010). 
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Figure 1 - Merger wave phases and acquisition purchase premium ranges 

 

 

 

 

 

 

 

 

 

 

 

 

     (Clark and Mills, 2013) 

 

The model shows the typical pattern of an M&A wave. Prior to the beginning of Phase I is a 

recession, which ended the previous merger wave. However after some years of being in recession 

and low merger activity, optimism slowly returns. This combined with targets trading at low levels 

compared to the price during the last merger waves, provides some corporate managers with a 

sufficient incentive to make a bid.   

 

 

During Phase II, the merger activity and acquisition purchase premium rise in combination, 

primarily driven by improved M&A financing opportunities for top rank acquisitions, which is 

consistent with the neoclassical and behavioral hypothesis in terms of the fact that in order to 

initiate a merger wave, sufficient capital liquidity has to be present (Harford, 2005; Shleifer and 

Vishny, 2003; Rhodes-Kropf and Viswanathan, 2002). An additional factor in Phase II is the role of 

the financial press, which replaces the negative news related to the recession towards a more 

positive focus on increased M&A activity and relaxed finance constraints. This further motivates 
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corporate managers in regards to reasonable financing opportunities to get the deal done quickly, 

before the relatively appealing M&A financing options become available to competitors.  

 

 

In Phase III, the boom has been legitimized, as companies that acquired during the previous phases 

deliver success stories. The same corporate managers, who were reluctant to bid in the previous 

phases, now enter the bidding competition. However, to become part of the wave, new entrants 

typically have to pay an acquisition purchase premium >50% compared to average acquisition 

purchase premiums in the range 10-18% during Phase I. The increase in the number of bidders and 

the eagerness to be a part of the trend allow targets to extract full value from the eventual winner 

(Andrade et al., 2001). Hence, in contest with more than one bidder as well as the potential for more 

than one bidder to appear in the contest, the target will have a stronger negation power to extract 

full value. Bradley, Desai, and Kim (1988) find that acquisition premiums are higher in multi-

bidder contests compared to single bidders. This position will only be strengthened, when the 

economy moves along the M&A wave, since fewer available targets remain and buyers get more 

desperate to be a part of the merger boom. The financial press intensifies the merger activity by 

focusing on the M&A boom and the bidding wars of corporations. It is especially during these 

times that corporate management of the acquiring firm fails to unsure reasonable limits on the 

acquisition purchase premium, because the hotly pursued target assumes a life of its own (Clark and 

Mills, 2013). Consequently, a large proportion of deals at this point end in overpayment, since 

corporate management fails to accurately measure realizable synergies, (Goel and Thakor, 2010).  

 

 

As the merger wave moves into the final phase, the last potential bidders become willing to make a 

bid, as they have experienced years of M&A transactions with acceptable purchase premiums. 

However, the remaining target opportunities are of poorer quality, as the most attractive targets 

already have been acquired. Rhodes-Kropf and Robinson (2008) conclude that the best acquirers 

and the best targets have the best opportunities to create synergies, and as the top rank firms take 

advantage of their M&A financing opportunities early in the wave, this questions the quality of the 

remaining targets and the chance of a successful deal during the later phase of the wave (Clark and 

Mills, 2013). This argument is consistent with RBV, the companies with the most attractive 
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resources and capabilities are the first to be acquired (Grant, 2013). This point combined with 

acquisition purchase premiums of >100% makes it difficult to create the same success stories as 

experienced earlier in the wave. Finally, merger activity starts to decrease, as more and more 

bidders experience unsatisfying outcomes, and finance constraints starts to tighten.   

 

 

As the merger wave ages, the M&A market shifts from a bidder’s market to a seller’s market 

illustrated through the increase in the average acquisition purchase premium. This combined with 

corporate managers confusing high merger activity with high merger performance results in more 

deal failures during the later these stages (Clark and Mills, 2013; Goel and Thakor, 2010).  

 

4.5.2 The Impact of Hubris in a Merger Wave Context  

The $36 billion merger deal of Chrysler and Daimler-Benz in 1998 illustrates how the bias related 

to overconfidence directly can lead to an enormous loss. Only nine years after the announcement of 

the merger, Cerberus Capital Management acquired an 80.1% stake of the automaker for $7.4 

billion. Chief executive of DaimlerChrysler Dieter Zetsche commented on the initial merger,  

                "We obviously overestimated the potential synergies". (Mateja, 2007, p. 2).  

 

Critics have pointed to the lack of due diligence. Keeping the characteristics of the merger in mind, 

the scale of the transaction in terms of two companies from two different countries speaking 

different languages and representing different corporate cultures, one cannot afford to 

underestimate the importance of due diligence as many pitfalls certainly exist (Brealey et al., 2014; 

Mateja, 2007). This case shows how neoclassical theory on its own can appear as relatively difficult 

to reconcile with real world human behavior.   

 

The ambitions of corporate management in terms of performing well becomes even more relevant 

in times of financial bubbles. As prices rise, they generate increased optimism about the future and 

stimulate additional demand. As the merger boom is legitimized and investors continue to bid, 

corporate managers become more confident in their views on the future and thereby more willing to 



The Impact of Behavioral Finance on M&A Performance during the Most Recent Merger Wave in Europe 

   

 

53 

 

accept increased levels of risk (Brealey et al., 2014). Malmendier, Moretti and Peters (2012) 

observe losers in a bidding contest outperform winners by 50% over the three years following the 

merger. This result supports the hubris hypothesis, since corporate managers overestimate their 

individual ability to either manage the acquired firm and/or generate synergies in the combined 

company. The conclusion is also consistent with winner’s curse, where the winner of an auction due 

to asymmetric information overestimates the intrinsic value of the item purchased (Roll, 1986). 

Overestimation of synergies in M&A transactions is not solely related to the corporate management 

of the acquiring firm, as Rhodes-Kropf and Viswanathan (2002) show that target firms 

underestimate the market overvaluation effect in periods of high stock values. 

 

Hayward and Hambrick (1997) link overconfidence to overbidding represented by acquisition 

purchase premiums. They show that drivers of hubris, like superior corporate performance and 

praise for the CEO from the financial press, lead to increased acquisition purchase premiums. For 

instance, for every media article portraying the CEO in a positive light, the premiums paid in 

acquisitions increase with nearly 5 percent. As higher acquisitions purchase premiums are negative 

correlated with merger performance, Hayward and Hambrick (1997) show that hubris is the main 

cause behind the often disappointing outcome of mergers. During merger waves, the impact of 

hubris on the decision making of corporate management will most likely be further strengthened. 

Clark and Mills (2013) focus on the effect of “a rising tide lifts all ships” due to the correlation 

between the development in equity prices and merger activity. In the world of the behavioral 

hypothesis, the share price of the corporation will increase during merger booms coinciding with 

improved investor sentiment. This leads to a misperception from the perspective of the corporate 

management of the acquiring company in regards to them being responsible for the superior 

corporate performance, which will create biased view in terms of their ability to run the company. 

Consequently, this factor helps to create more optimism in the M&A market. Additionally, in Phase 

III of the merger wave, the financial press starts to focus on the M&A success stories, which boost 

the confidence of the CEO even further. Malmendier and Tate (2008) show that CEOs, who are 

characterized as being “confident” or “optimistic” are more active in the M&A market but perform 

deals of lower quality as well as announcements of lower outcomes compared to non-overconfident 

CEOs.  
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As an alternative to takeover pricing in order to detect the issue of hubris, the theory related to 

behavioral finance shows that if the first M&A transaction turns out successfully, the level of CEO 

hubris will increase. This will motivate the CEO to engage in subsequent transactions but with 

declining returns, which results in multiple acquirers having cognitive biases as well as inflated 

beliefs in their own skills (Doukas and Petmezas, 2007). Consider the manager, who perform an 

acquisition during an early phase of the merger wave, which is still rising alongside equity prices. 

At this point, it is likely that the corporate manager sees the increase in the company stock price as 

a direct result of her own ability to identify superior targets and manage the post-merger integration 

process. However, in reality, it is more likely that the witnessed trend in the general markets is the 

main reason behind the increase of the stock price of the company (Hagendorff, 2011). This shows 

how overconfidence turns into a self-attribution bias and how initial success motivates managers to 

engage in more deals. 

Alexandridis et al. (2001) have studied the sub-prime merger wave and found support 

of neoclassical theory in relation to overconfidence by showing that acquisitions made by frequent 

acquirers were 35% less common during this wave compared to the previous wave. The study 

applies the same methodology as supporters of the behavioral hypothesis and acknowledges the role 

of hubris in decision making process of corporate management, even though the level of influence 

is reduced.  

 

4.5.3 The Effect of Confirmation Tendency in a Merger Wave Context 

The tendency of people seeking information that confirms their initial beliefs is of particular 

pernicious during the preliminary due diligence of M&A transactions, because the main outcome is 

a letter of intent with a price range that is high enough to move a deal forward. As an increased 

number of bidders enter the M&A market during a merger wave and the average acquisition 

purchase premiums start to rise, deciding the price range in the letter of intent becomes further 

fragile towards the confirmation bias. This requirement of making an initial bid can poison the 

entire M&A valuation and process, if corporate management lets the letter of intent guide the 

estimation of potential synergies instead of the other way around, as the rationale approach would 

be (Lovallo et. al, 2007).  
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The increasing urgency of obtaining the deal is intensified, as success stories appear more 

frequently in the financial press and multiple bidders enter the scene (Clark and Mills, 2013). 

However, since corporate managers during the later stages of the merger wave may base their 

decisions of whether to enter an M&A deal on previous experiences, which have occurred earlier 

during the wave, managers may be less aware of new evidence, even though acquisition purchase 

premiums have raised significantly in the meantime. An empirical example of the confirmation bias 

is Career Education Corporation’s acquisition of Whitman Education Group for $245 million in 

2003, where the price was fourteen times its annual operational earnings (Lovallo et. al, 2007). 

When commenting on the relatively high price tag, the corporate management of Career Education 

Corporation referred to high prices being the norm at the time of the takeover. However, this point 

explains why the firm opted to pay a high price but does not indicate whether it was rational. 

Furthermore, this example shows how the engagement of Career Education Corporation was based 

on selective data rather than an independent test of what ought to have been the appropriate price at 

that time.    

  

An important factor to bear in mind, which may contribute to the understanding of the role of the 

confirmation bias in an M&A context, is the relatively high search cost of executives (Bogan and 

Just, 2009). These high investigation costs, which are also relevant for the previously described 

behavioral issues of herd behavior and hubris, may lead corporate managers to reduce their search 

for valuable information. Consequently, corporate management may ignore important information 

and instead base their decision of whether to engage in an M&A transaction on previous memories, 

beliefs or the behavior of others, confusing merger activity with merger performance. The 

confirmation bias cannot solely explain merger activity. However, experimental evidence finds that 

the tendency of people to seek information, which supports their initial belief, has an effect on the 

merger decision making behavior (Bogan and Just, 2009). 

 

 

4.5.4 Escalation of Commitment in a Merger Wave Context  

When focusing exclusively on the relative underperformance of some M&A transactions, escalation 

of commitment as in the case of regret avoidance may also play a noteworthy role. The initial 

decision to acquirer another company may have appeared reasonable prior to the acquisition. 
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However, when management is experiencing escalation of commitment, it keeps reinvesting 

additional resources into the acquisition to avoid regret even though this often is unbalanced 

(Nielsen and Bierregaard, 2010). In addition and in line with Keynes (1936) the risk of escalation of 

commitment has the potential of becoming even more increased the greater the M&A transaction as 

it will attract more attention, this combined with managers being engaged in their reputation 

increases the likelihood of escalation of commitment.  

 

4.5.5 The Influence of Herd Behavior in a Merger Wave Context  

Neither the neoclassical nor behavioral hypothesis offers any specific predictions in regards to the 

optimal timing of M&A transactions during a merger wave in terms of bidder returns. However, 

empirical studies do find tendencies of earlier M&A transactions in a merger wave achieving an 

increased amount of realized synergies compared to later deals during the same wave. As a result, 

later transactions in a wave tend to experience lower bidder returns (Goel and Thakor, 2010; 

Bouwman et al., 2009; Hagendorff 2011). If this prediction holds, it appears to be contradicting to 

the neoclassical assumption in terms of complete rationality and that corporate managers tend to 

stay passive instead of acting simultaneously, when the merger waves start to unfold. However, 

both Banerjee (1992) and Persons and Warther (1997) argue that it may be rational for managers to 

postpone their decision related to bidding, as the witnessing of early buyers holds important 

information underlining the strategic aspect of timing, since corporate management may gain 

additional information by making their decision later than its competitors. Alternatively, corporate 

management is well aware of the cost associated with waiting but is simply unable to fund an M&A 

transaction during the earlier phases of the wave, which often is the case for financially poorer 

ranked companies. Nevertheless, studies find that late buyers destroy shareholder value, which 

indicates that even though, corporate management may stay passive for strategic or financial 

reasons, management will most likely end up destroying shareholder value when waiting, which 

contradicts the assumptions behind neoclassical theory (Bouwman et al., 2009).  
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At this point, it becomes necessary to incorporate alternative theories, like the behavioral issue 

related to herd behavior, where corporate management ignores private signals and instead follows 

the heard fearing to stand alone. This correspondence to the situation witnessed during Phase III 

and Phase IV, where the M&A boom is legitimized and the pursued target assumes a life of its own 

(Scharfstein and Stein, 1990; Clark and Mills, 2013). The rising number of acquirers makes 

corporate management eager of being part of the trend, leading to higher bids including an 

indirectly overestimation of synergies. Even though, some corporate managers may find the 

possibility for an successful M&A transaction unlikely during the later stages given the quality of 

the remaining targets and levels of the acquisition purchase premiums, management can in the 

result of a failure hide behind the high merger activity, including the recommendations and 

behavior of others, thereby sharing the blame of failure. This tendency is expressed by Keynes 

(1936).    

“Worldly wisdom teaches that it is better for reputation to fail conventionally than to 

succeed” unconventionally”, (Keynes, 1936 p. 157-158).                                                                             

 

 

The response of the financial industry after the burst of the bubble in 2008 towards the criticism of 

aggressive risk taking belongs to this category. In a M&A wave context, the exhilarating 

enthusiasm expressed by a large number of bidders, which simultaneously move into the market, 

combined with an increased desperation to be a part of the wave after having experienced the 

success stories of early buyers, increases the acquisition purchase premiums to unacceptable levels 

and strengthens the negotiation position of the target (Bradley et al., 1988; Andrade et al., 2001; 

Clark and Mills, 2013). This relationship shows the high cost per unit of time, and Bouwman, Fuller 

and Nain (2009) conclude that in two out of three specifications, late-movers underperform relative 

to early-movers in terms of both cash and stock acquirers, respectively. Furthermore, they conclude 

that managerial herding is a likely motive in terms of the underperformance of late acquisitions. 

Additionally, they find that the result does not hold outside merger waves, indicating that as more 

companies behave the same, the tendency towards herding will increase.   
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Another important point, which further underlines the role for herd behavior in the understanding of 

the wave phenomenon and the underperformance of M&A during the later stages of the wave, is the 

nature in terms of an M&A transaction being a decision containing an important element of 

discreteness. An acquirer can either choose to bid or not. Additionally, it is a strategic decision with 

a high level of asymmetric information, as the acquirer has no intention to give valuable 

information away (Bikhchandani et. al., 1998). Based on these characteristics, the cascade will not 

aggregate much information, and herding becomes more likely. Since a cascade is fragile with 

respect to small shocks, this point aids explaining why merger waves tend to end relatively quickly 

(Nielsen and Bierregaard, 2010).  

 

Finally, it is relevant to incorporate the importance of companies initiating the wave. As top rank 

companies receive access to appealing M&A financing prior to other competitors, they must 

differentiate themselves in a positive way. According to social psychological studies, people tend to 

follow the behavior of those who appear to have expertise (Bikhchandani et. al, 1998). This 

mechanism can be extended towards the merger wave phenomenon, where first movers appear as 

high quality companies becoming “fashion leaders”. Followers will imitate these leaders, even 

though it is not an optimal decision from their own perspective. Nevertheless, if the followers still 

decide to do so, the findings of Rhodes-Kropf and Robinson (2008) must be closely kept in mind in 

regards to the conclusion of the best acquires engaging with the best targets, leaving the later buyers 

with less quality targets and severely less chances of creating synergies. 

 

4.6 Sub Conclusion  

Merger waves can be identified both historically as well as in recent times. When it comes to 

understanding the underlying reason for the clustering of M&A transactions, less consensus is 

present. In general, two different theories relying on different assumptions offer an explanation to 

merger waves. Neoclassical theory argues that industry shocks such as technological innovation, 

new regulation, etc. will from the perspective of corporate managers lead to a reallocation of assets, 

and since management reacts simultaneously to these industry shocks, M&A transactions will 

cluster in time. On the other hand, the behavioral hypothesis focuses on the connection between 

stock market values and merger activity. Assuming that markets are inefficient due to the presence 
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of market abnormalities, corporate management of the acquiring company seeks to utilize the 

potentially overvalued equity of the company as payment for real assets of an undervalued target. 

As a result of this, in times where company valuations are relatively low, less M&A transactions 

will take place compared to times with relatively high valuations, which put together creates the 

wave pattern, being the primary explanation to the appearance of merger waves.  

 The validity of the theories is to a large extent based on the interpretation of post-

merger results. Essential for the different conclusions between the two theories is the disagreement 

of what should be applied as benchmark to determine if a deal is successful or not. Nevertheless, 

neoclassical theory is difficult to reconcile with the findings of Malmendier, Moretti and Peters 

(2012), who conclude that the losers outperform the winners in a bidding contest. This result 

indicates that ex ante decision making of corporate management is not fully rational but is also 

influenced by other factors. 

 

The literature in relation to behavioral finance helps to explain the merger wave pattern by 

incorporating human traits such as herd behavior, hubris, etc. in the decision making process of 

corporate management. These behavioral concepts are relevant in many investment decisions but 

especially in a merger wave context, as they are more easily triggered during these times. This is 

based on the strong connection between high stock market values, bubbles and merger waves. 

Consequently, a higher frequency of mergers is influenced by the behavioral issues leading to a 

lower average deal quality. Additionally, the mechanism described in this section and the historical 

performance of M&A transactions across different phases of the merger wave, suggest that earlier 

deals outperform later deals. These predictions including the influence of the individual behavioral 

issues on the ex-ante decision making process of corporate management will be empirically tested 

on European M&A data in the following section.   
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5. Empirical Data Studies 

5.1 Introduction 

This section accounts for the selection and processing of data as means to through quantitative 

methods empirically test and analyze the different concepts, which were introduced and discussed 

during the theory section of the thesis. By testing the theoretical explanations on real world records, 

the test outcomes will provide aid in reaching a better understanding of the theoretical arguments 

presented as well as further investigate the validity of these explanations. During the empirical data 

testing, the main focus will be on the market for M&A transactions, the influence of the variation in 

equity prices as well as M&A underperformance. Specifically, this section aims to test the 

following: 

1. The correlation between M&A activity and the development in equity prices 

2. The proportion of companies, who engage in M&A activity and underperform 

relatively when compared to their peers  

3. The influence of equity prices on the preferred method of payment in the financing of 

M&A transactions 

 

These stated relationships are each assessed as being of relatively great importance and as a result 

are being closer examined, even though previously analyzed theory opens up for several other 

interesting alternative studies which, however, all lie outside the scope of this thesis.  

 The formerly mentioned issues of heuristics and biases in relation to behavioral 

finance as well as the predictions specifically related to these concepts will in an attempt be 

quantified and empirically analyzed during the next main section of the thesis. The data selection 

process, the quantitative methods applied as tools to analyze the data as well as the outcomes of the 

tests will all be discussed in the following sub sections followed by a sub conclusion.  
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5.2 Empirical Data Selection and Methodology  

The data samples, on which each empirical test is based, will be introduced prior to the performed 

study as well as analysis of the individual test results. Additionally, a graphical overview will be 

provided to illustrate all of the selected filters for each empirical test.   

 The methodology of each individual test is carefully chosen in relation to the 

theoretical foundations of the thesis as well as the selected data samples and will be carefully 

elaborated upon prior to the conduct of each individual study.  

 

5.3 Merger Waves 

Martynova and Renneborg (2006) show that mergers have a tendency to appear in waves. Based on 

this historical pattern, it would be interesting to investigate whether European merger activity in 

more recent years can be reconciled with this general trend. Additionally, it becomes relevant to 

study the correlation between the number of M&A transactions and equity prices, and whether the 

results can be explained by the existing theory. Finally, the initial study of merger activity and the 

development in equity prices will aid in providing a better understanding of the mechanisms in 

play, before focusing on M&A underperformance and the acquires choice of method of payment in 

M&A transactions. 

 

5.3.1 Data Sample and Methodology  

The collection of reliable data is a prerequisite in order to study the relationship between M&A 

activity and the development in equity prices. M&A transaction records are obtained through the 

Bureau Van Dijk’s Zephyr Database, which relies on several different sources including stock 

exchange commissions, surveys of investment banks, trade publications, etc. (Bertrand and 

Betschinger, 2011). In order to assess the connection between merger activity measured by the 

number of M&A transactions and equity price levels, an appropriate geographical area and stock 

price index must be matched. In this case, Europe is analyzed since data is easier to obtain and more 

reliable compared too many other parts of the world. Additionally, many of the studies previously 

referred to are based on data from the United States of America, which makes it even more 
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interesting to test whether or not the theory and predictions can be applied in a European context as 

well.  

 

The Zephyr database holds records back to 1996. However, due to the very limited number of 

transactions and collected data in the early years in the life of the database, information from the 

first two years are excluded. As a result, the sample period begins in 1998, and 2015 is also left out 

of the sample period since an inclusion might risk underestimating the true level of merger activity 

due to the fact that a delay, in which the database obtains its records, might be present. 

Furthermore, transactions must be categorized as either a merger or an acquisition, even though the 

database holds information on several other types of deals. As previously mentioned, the ambition 

of the test is to find the correlation between M&A activity and equity prices. Therefore, 

transactions, where either the acquirer or the target are European, are included. Hence, if only one 

part were included, the sample would fail in acknowledging real M&A activity in the region. 

Finally, transactions must have status of be completed, since only rumored deals do not reflect a 

true M&A engagement.      

 The data in relation to equity price levels is gathered from Yahoo Finance. The 

German stock index (DAX) is chosen as proxy of the development in European equity prices 

(Yahoo Finance, 2015). This stock index is preferred over others, as it consists of the 30 major 

German companies traded on the Frankfurt Stock Exchange, which combined with the position of 

Germany as the largest economy of Europe, the DAX-index represents best the sentiment of the 

European investors (Moneycontrol, 2015).   

 

 

Summary of Sample Standards 

• Deal type must be characterized as either a merger or an acquisition 

• Acquirer or target must be European 

• Deals must be completed within the period of 1998–2014 
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5.3.2 Findings 

The development in the number of M&A transactions in Europe over the sample period supports 

the theory that the popularity of mergers varies in a wave pattern. This is graphically expressed in 

the figure below, where M&A transactions that meet the criteria listed above are distributed based 

on announcement date, as the focus is on the ex-ante M&A decision making of corporate managers. 

Most conspicuous is the clear wave like pattern from 2002-2009. Merger activity grew in a steady 

paste in the years leading up to burst of the financial bubble in 2007-2008. However, as the 

recession following the sub-prime crisis started to unfold, European merger activity sharply 

declined during a two year period from 9,615 to 7,551. Additionally, there is strong similarity 

between the theoretical model presented by Clark and Mills (2013) and the merger wave of the 

00’s. In 2003, the total amount of M&A deals slightly increased. However, the real boom first 

appears during the following years, right until merger activity quickly starts to decline at a much 

faster pace compared to its build up. After some years with poor economic conditions and relatively 

low merger activity, the market starts to recover a bit of optimism. Once the new M&A boom has 

been legitimized and the eagerness to be a part of the wave sets in acquisition purchase premiums 

once again start to rise, and the likelihood of conducting a successful M&A transactions in terms of 

value created simultaneously starts to decrease significantly. By keeping these relationships in 

mind, it gives rise to the concern of whether Europe might be at the end of an M&A wave, as the 

trend from 2009-2013 appears very much like the development in merger activity prior to the burst 

of the financial bubble.   
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The correlation between the number of M&A transactions in Europe and the DAX-index based on a 

yearly level as of July 1
st
 is calculated to 68.6%, which indicates that a relatively strong positive 

correlation is present. In other words, there is an association between the development in equity 

prices and merger activity. It is well-known that stocks prices hold the potential of appearing 

volatile. Nevertheless, these findings show that merger activity can be as well. Furthermore, this 

conclusion supports the critic of Brealey, Myers and Allen (2014) towards pure neoclassical theory. 

The variation in merger activity can be difficult to reconcile with the traditional view in terms of 

mergers being solely motived by economic reasons such as economics of scale, acquiring valuable 

resources etc., since these motives are not linked to the general level of the stock market and also 

relevant in periods with relatively low M&A activity. 

 

The modified version of neoclassical theory in regards to merger waves defends the correlation 

between merger activity and the general level of equity prices. Harford (2005) explains the 

relationship between equity prices and merger activity by introducing the importance of liquidity in 

order to initiate a merger wave. Since financing constraints are less prevalent when equity prices are 
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high, a correlation between equity prices and the total amount of M&A transactions exists. The 

merger activity for 2015 supports the role of liquidity as being a key concept to understand the 

willingness of companies to engage in M&A activity. In December 2015, global M&A activity 

equaled $4.304 trillion, slightly higher than the earlier 2007 record of 4.296 trillion (International 

Business Times, 2015). This number manifests how the market tends to move in the same direction, 

and how companies take advantage of cheap debt to enter into the M&A market. Symbolic for 2015 

is Dell’s $67 billion acquisition of EMC corp., which is the largest pure tech acquisition in history 

and is partly financed by debt (Bloomberg, 2015).  

 

The behavioral hypothesis argues for causation between the general level of equity prices and 

merger activity, since the management of the acquiring company will seize the opportunity to use 

company overvalued stock of the company as cheap currency to buy real assets of the undervalued 

target. Since both theories can defend the observed correlation and agree to the tendency that 

merger cluster in time, the validity of the two explanations cannot be reduced based on this figure. 

The following figures and results are better able to test the validity of the two explanations as each 

theory hold a different prediction with regards to M&A performance and the preferred method of 

payment in merger waves.  

 

 

5.4 M&A Performance Analysis 

Essential for the discussion between the neoclassical and behavioral hypothesis is the reliance on 

empirical evidence to justify the M&A decision making process of corporate managers. If mergers 

are solely motived by rationale economic objectives as the ones presented earlier, then M&A 

operating performance should improve relative to the industry benchmark according to neoclassical 

theory. If this prediction fails to hold when tested on real-word data using a methodology by the 

neoclassical supporters, the theory must be considered incomplete and alternative theories like 

behavioral finance must on this account be taken into consideration.     
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5.4.1 Data Sample 

When turning the focus from merger activity towards a closer examination of M&A performance, a 

concentration on a specific industry is required, since different industries face different economic 

environments and represent different M&A cultures. Furthermore, by only selecting a single 

industry, this decision allows for the calculation of a median industry performance, which can be 

applied as a benchmark. This benchmark would not be appropriate, if the sample included 

companies from different industries, since variation in performance could be explained by the 

contextual differences between industries. The telecommunication industry is chosen, since high-

tech knowledge intensive industries are one of most active sectors in the M&A market (Bertrand 

and Betschinger, 2011). Additionally, due to the limited number of years with available financial 

information, it is assessed to be most meaningful to focus on an industry, where business plans must 

be executed fast, which results in the change in ROA can be captured within a short term horizon 

(Wang and Moini, 2012). The telecommunication industry can be identified by code 61 in the 

European industrial activity classification system NACE Rev 2. The selection of which code to 

include is a tradeoff that has to be carefully considered. On one hand, the cost of being more 

specific is a decrease in the number of M&A deals in the sample. On the other hand, choosing a 

broad industry or to combine industries significantly improves the likelihood that the companies 

operate under different economic conditions. Consistent with the previously selected criteria in 

other figures, transactions must be categorized as either a merger or an acquisition and must be 

completed. Additionally, acquirers are required to be European and have a minimum acquisition 

stake of 50.01 % as the analysis only aim to study transaction where the bidder have a real strategic 

influence (Nielsen and Bierregard, 2010). 

 

The necessary accounting data is obtained through the Bureau van Dijk’s Orbis database, since this 

type of data cannot solely be extracted from the Zephyr database, which primarily holds M&A 

information concerning the deal itself. Acquirers are identified by their BVD identification number 

and matched with the Orbis database
3
. However, it is important to note that the Orbis database only 

contains financial data back to 2006 until present. Due to the construction of the measurement of 

performance, the change in ROA one year before the M&A transaction takes place until two years 

                                                 
3
 Appendix 3 provides a full list of deal information concerning the M&A transactions of the acquirers in the final 

M&A sample. 
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after the transaction, the sample period of the test is set to 2007-2013 in order for the realization of 

potential synergies with a relatively high likelihood to be completed. This period captures the end 

of the merger wave in the 2000’s, the following recession and the more recent years.  

 In order to accurately calculate the changes in ROA, EBIDTA and total assets data 

must be available one year before the M&A transaction including one and two years after. This 

requirement reduces the number of acquirers over the sample period from 950 calculated in the final 

Zephyr sample to 221 when matched with the Orbis data. The reduction and development in the 

number of M&A acquirers in the telecommunication industry are presented in the following figure.   

 

 

To test the M&A performance of the individual acquirer a control group containing the operating 

performance of the non-acquiring companies within the European telecommunication industry is 

selected. The same financial criteria are valid for this group EBIDTA and total assets data must be 

present one year prior to the acquisition and one and two years after. The figure below summarizes 

the standards for both the acquirer sample and the non-acquirer sample.   
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5.4.2 Methodology  

In order to evaluate M&A performance, the two samples must be separated between which 

companies are active in the M&A market and which are not. The latter group represents the 

performance, which would be expected if the M&A transaction had not taken place. In the case of 

the M&A sample, the yearly average change in ROA is calculated one year prior to the M&A 

transaction and one and two years after for each company for the individual acquirer in the given 

year. The performance of the single company is then compared to the yearly average change in 

ROA based on the non-acquiring median industry benchmark for each year in order to evaluate the 

development in M&A success
4
.  

 

A median benchmark is preferred instead of a mean, as the median is less influenced by outliers. 

Additionally, the mean industry benchmark is usually larger in absolute values (Kaplan, 1989). As a 

consequence, a higher proportion of transactions would appear to be underperforming. This choice 

                                                 
4
 Appendix 4 provides information concerning the numerical ROA change for both M&A acquirers and non-acquirers  

Summary of Sample Standards 

• Deal type must be characterized as either a merger or an acquisition 

• Acquirer must be European 

• Deals must be completed in the period of 2007–2013 

• Acquier’s acquisition stake is required to be minimum 50.01 % 

• Deal must be within the telecommunication industry – NACE Rev 2. classification 61 

• EBIDTA and total assets data have to be available for the acquirer in the Orbis database one 
year prior to the M&A transactions and one and two years after 

 

 

• The company must operate within the telecommunication industry – NACE Rev 2. 
classification 61 

• Non-acquirer must be based in Europe 

• The company is required to not be active in the M&A market  

• EBIDTA and total assets data must be available for the company in the Orbis database one 
year prior to the M&A transactions and one and two years after 

 

Acquirers 

Non-acquirers 
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is especially important, since focus is on behavioral finance in an M&A context, and a test based on 

industry mean as benchmark would risk to exaggerate the underperformance and thereby argue in 

favor of the influence of behavioral issues. In other words, it would be easy to question the 

methodology. If the change in ROA of the company is higher than the industry median, then the 

company is considered to be outperforming the industry. Vise-versa, if the figure is lower, then the 

company underperforms relative to the industry benchmark. Respectively, each year in the sample 

period, the proportion of companies underperforming is provided except for the three year median 

ROA benchmark in 2013, as this requires financial information from 2015, which is severely 

limited and would only distort the findings. This approach is consistent with the methodology used 

by Kaplan (1989), however, the control group in this study has been cleaned for acquirers in the 

evaluation year in order to better evaluate M&A performance, which is not the case for Kaplan 

(1989).  

   

Solely using a methodology where the stock price or an accounting ratio is compared before and 

after the M&A deal is announced could easily be criticized, as the change in performance could be 

attributed to changes in the economic environment, in which the acquiring company operates. 

According to neoclassical theory, merger waves see the light of day due to industry shocks, which 

significantly changes industry context. As a result, it becomes relevant to include a performance 

benchmark, which takes this into consideration, especially as focus is on the influence of behavioral 

concepts in an M&A context. Comparing the yearly change in ROA for the companies engaged in 

M&A with the yearly median ROA change for the companies not engaged in M&A within the same 

industry takes the changing industry environment into consideration, as all the firms in the sample 

belongs to the same industry and face the same industrial change. This approach is theoretically in 

line with the neoclassical explanation and tests the predictions of the hypothesis in relation to the 

fact that M&A operating performance should improve relative to the benchmark.  

 

The research design in regards to M&A performance can be constructed in many different ways, 

and each methodology has its own advantages and disadvantage. Even though, the selected research 

design has many benefits and is theoretically consistent with the purpose of the study, one of the 

drawbacks in relation to the chosen methodology is the implicit assumption concerning that 
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changes in operating performance are proportional to the changes in pre-event ROA (Barber and 

Lyon, 1996). In spite of the fact that total assets of the acquirer and the target company are not on 

the same level prior to the acquisition, the same absolute operating improvement could lead to 

different increases in ROA for the two firms. Calculating the combined ROA before the acquisition 

would be a theoretical solution to this issue (Ghosh, 2001). However, due to the limited financial 

data for targets, this modified method would reduce the number of M&A acquirers to an 

unacceptable low level. Another disadvantage concerning the median industry benchmark approach 

is that acquiring firms tend to be larger than the median industry benchmark, which equips the 

acquiring company with a better chance of successfully following an economics of scale strategy 

(Powell and Stark, 2005). Finally, acquirers usually experience periods of superior performance 

during the acquisition in the hope of timing the market e.g. using inflated share prices as currency. 

The preferred method of payment will be further investigated during section 5.6. However, Ghosh 

(2001) finds that controlling for firm size and performance has little impact on the evaluation when 

applied on a model, which calculates performance change similar to this study (Powell and Stark, 

2005). Based on these findings and the fact that adding additional requirements to the given M&A 

sample reduces the number of acquirers substantially, the analyzed model is applied.  

 

5.4.3 Performance Measurement 

When attempting to measure the performance of a sample of M&A transactions, one needs to 

carefully consider the appropriate method before conducting the study, as numerous different 

approaches exist that can be applied as means to derive a conclusion. During time, several 

distinctive quantitative methods have been applied by scholars, where every single method is 

associated with both its own individual strengths and weaknesses, respectively. In an analysis of 88 

empirical studies conducted in the period between 1970 and 2006, 12 different approaches for 

measuring the impact of takeovers were identified (Zollo and Meier, 2008). The outcome of the 

studies were, as one could imagine, also different as conclusions varied significantly. This proven 

point was subsequently addressed by Cording et al. (2010) who stated that unfortunately, 

performance measures have inherited limitations that should be discussed.  
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In the case of the different types of performance measures, several studies apply a strong focus on 

stock returns as being a key proxy of performance, such as the dominant classical event-study, 

which has been the leading approach since the 1970s and is broadly applied in research as means to 

evaluate the performance of M&A activity. The method is designed to measure whether an 

“abnormal” stock price effect associated with an unanticipated event (M&A) exists, which holds 

that stock returns reflect quick, unbiased, rational and risk-adjusted expectations of the value of the 

firm in the forthcoming period based on the arrival of new information (Wang and Moini, 2012). 

However, as analyzed by Cording et al. (2010), measures of acquisition performance should be 

aligned with the theoretical dimensions under investigation, the event-study would appear as an 

inferior approach in terms of performance measurement in the context of this thesis with the 

potential of resulting in biased outcomes due to the underlying assumptions of market efficiency 

and complete rationality of investors, which stand as a strong contrast to the issues in relation to 

behavioral finance as discussed during the theory sections (Wang and Moini 2012, Nielsen and 

Bierregard, 2010).   

  

In the light of this, the focus and evaluation of this study will be on the operating performance of 

companies, which has been addressed by several researchers over the last decades, who consider the 

change in operating performance compared to stock market data as a more accurate and optimal 

measurement of M&A performance (Powell and Stark, 2005).    

 The operating performance lies within the accounting-based measure, which takes a 

long-term perspective of M&A transactions and embodies ex-post, actual realized returns. This is 

done by comparing accounting measures prior and subsequent to a takeover. The rationale behind 

these studies is that the strategic aim of a business is to earn a satisfactory return on capital, and any 

benefit arising from the takeovers will finally be reflected in the firm’s accounting statements. 

Furthermore, accounting measures have a broad sense, such as profitability, productivity, 

innovation indicators, growth rate of sales or assets, etc. (Wang and Moini, 2012). In other words, 

the advantages of an operating performance measure is the ability to identify real economic value 

created by the transaction instead of measuring only the expectations of the investor towards the 

performance, which might not reflect the real economic value that will be created upon the 

completion of the transaction.  
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The decision in this thesis in terms of applying operating performance as an indicator for economic 

value follows the same measurement as applied by Healy et al. (1992), Lin and Switzer (2001) and 

Ghosh (2001), which is based on the calculation of the return on assets (ROA) that is calculated in 

the following way: 

 

The reason for focusing on pretax operating cash flows is because they represent the actual 

economic benefits generated by the assets. Since the level of economic benefits is affected by the 

assets employed, the cash flows are scaled by total assets to form a return measure than can be 

compared across time and across firms. However, it is important to note that accounting measures 

have their own drawbacks, since accounting methods can be affected by managerial decisions. As 

an approach to take this potential weakness into account, EBITDA is applied since this is a cash 

flow measure, which will help to mitigate the potential problems related to the differences in the 

accounting standards in terms of interest costs, taxes, depreciation and amortization (Healy et al., 

1992).      

 Total assets employed are measured using book values, which represent the 

theoretical value of what a company’s net assets are worth (Beaver and Ryan, 1993). Even though 

market-based measures would have been the first choice since these exclude varying accounting 

definitions of depreciation, goodwill, interest expense and income and taxes, the studies analyze the 

same industry therefore the differences in accounting are assumed to be congruent (Healy et al., 

1992).  In this light applying book values significantly increases the sample size and thereby the 

validity of the study compared to the use of market values which only are present for a minority of 

the companies within the European telecommunication industry.  

 

The idea behind calculating the return of assets is due to the fact that ROA as measurement is able 

to provide the investor with an idea of how effectively the firm is able to convert its assets into 

earnings. This makes the ROA ratio preferable in the case of comparing performance across 

different companies, because the ratio measures the total value of all invested capital, including 

debt (Nielsen and Bierregaard, 2010). If performance was measured solely based on equity values, 
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the effect from the amount of leverage of the individual company would be included and with high 

likeliness cloud the outcome of the test by resulting in biased findings, as a change in leverage is 

not caused by the realization of synergies. Hence, the ROA-measurement represents both classes of 

investors in terms of debt and equity (Nielsen and Bierregaard, 2010). This study analyzes only one 

industry in order to avoid considerable variations in ROA ratios, which is expected between 

industries (Wild et al. 2007).     

 As means to be able to separate the different performance results as briefly mentioned 

during the section related to data sample, the change in ROA between one year prior to the 

completion of the M&A transaction and the period after completion is calculated. In order to ensure 

test validity, ROA will be calculated one and two years after completion. Hence, the performance 

measure can be seen as a trade-off between the length of the period (noise) and the potential of 

realizing synergies. In the light this point, both one and two years are included in the test, as a 

maximum time period of two years ought to be sufficient in order to realize the majority of 

synergies without adding too much noise to the study (Nielsen and Bierregaard, 2010).  

     

This stated approach is graphically illustrated as a timeline in the figure below (own creation):  
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5.4.4 Findings 

The figure below displays the proportion of underperforming acquirers relative to the two and three 

year median industry benchmark. There is no tendency of the acquirers performing better when 

compared against the three year benchmark instead of the two year benchmark, which would 

suggest that a two year time horizon would be too short to truly reveal the full potential of realized 

synergies. The average proportion of underperforming M&A deals in the sample period equals 46% 

using the two year median ROA as benchmark and 49% for the three year median ROA benchmark, 

when taking the fact that the number of acquirers varies per year into consideration.  

 According to Wang and Moini (2012), the majority of research within the field of 

M&A performance assessment discovers a failure rate varying between 40-80%. This result is 

difficult to reconcile with the neoclassical prediction, which suggest that acquirers would 

outperform relative to the industry benchmark. The disappointing M&A success rate questions the 

fundamental assumptions and motives behind the neoclassical theory, as the results indicate that 

other factors influence the M&A decision making process. Based on these empirical findings, the 

critic of acquiring managers rises, as the results cannot be satisfying form a shareholder perspective.  

 

It can be concluded that the failure rate in terms of the European telecommunication industry is 

consistent with the majority of M&A performance research. These finding support the 

argumentation that the neoclassical explanation on its own appears incomplete, which is further 

highlighted by the paradox in terms of why do M&A transactions continue to be a popular strategy 

in regards to achieving corporate growth, when the historical results are far from encouraging? This 

striking paradox will be studied in more detail in the following section, where the individual 

behavioral issues will be further analyzed. 
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The above figure reveals a correlation between the proportion of underperforming acquirers and 

general merger activity within the telecommunication industry with a tendency towards the 

proportion of underperforming buyers following the development in regards to the total number of 

acquirers. This pattern holds when both the two and three year median ROA benchmark is applied 

except when moving between the period of 2010-2011, where the number of acquirers reduces from 

37 to 32, but the proportion of underperforming buyers increases to 53% and 59%, respectively. 

This observation is in line with the merger wave model presented by Clark and Mills (2013) in 

terms of potential acquirers becoming more eager to beg part of the merger trend when it 

intensifies, risking to carefully evaluate realizable synergies and to ensure reasonable limits on 

acquisition purchase premiums. In other words, merger activity is confused with merger 

performance. The relationship between the stock market, represented by the DAX index, and M&A 

failure rate within the European telecommunication industry is more moderate. There appears to be 

a connection that when the stock market peaks so does the proportion of underperforming acquirers, 

which is evident based on the results in 2007 and 2011. However, these movements are not 

consistent over the sample period. For instance, when moving from 2008 to 2009, share prices 

continue to drop, as the economy is still in a serious recession dealing with the aftermath of the 

financial crisis. However, the M&A failure rate rises from 31 % to 53% and 42%. This shows that 

the stock market is not the primary driver behind merger activity and acquirer performance within 
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the telecommunication industry. Instead, industry shocks such deregulation and new technology are 

the main motives behind increased industry M&A activity, which is aligned with the neoclassical 

hypothesis (Economy Watch, 2010).  

 

These findings prove that the assumptions and motives behind the neoclassical theory fail to explain 

the results in terms of corporate acquirers within the European telecommunication industry in 

nearly half of the acquisitions within the data sample underperform relative to the industry 

benchmark. Furthermore, the findings also challenge the behavioral hypothesis explanation in 

regards to merger waves, since merger activity within the telecommunication industry fails to 

follow the same pattern of general share prices. Instead, industry shocks initiates mergers within the 

industry, which highlights that the behavioral hypothesis aims to explain merger waves at a market 

level but lacks to solve the changes in merger activity on the industry level. 

 

5.4.5 Test of Statistical Significance  

As a method to determine the reliability of the findings, the principles of statistical inference will be 

applied, since the findings are based on comparing two separate samples (Wisniewski, 2010). The 

full underlying data set contains 26 samples, an acquirer sample and non-acquirer sample, where 

each year is divided into a two and three year average ROA change except for 2013. This allows for 

13 individual tests on the difference between the means in the acquirer sample and the non-acquirer 

sample when paired in terms of year and performance measurement. In order to test whether a 

significant difference between the means exists, the abnormal return is calculated including the 

yearly average change in ROA for the acquirers minus the yearly average change in ROA for non-

acquirers. A negative result indicates that the average performance of the acquirers is worse than 

average performance of the non-acquirers within the telecommunication industry in the specific 

year based on the applied performance measure. Vise-versa, a positive result indicates that the 

acquirers have outperformed. Once the direction of the differences is specified, a one-tailed test is 

applied since the study aims to test whether one population have performed better compared to 

others (Albright, Zappe and Winston, 2011). 
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Numbers are showed in decimals

* 0.20 significance level

** 0.15 significance level

*** 0.10 significance level

**** 0.05 significance level

2007 2008 2009 2010 2011 2012 2013

Abnormal return average ROA change

Two year -0,00642 -0,00687 -0,01730** -0,01254* 0,00437 0,01343* 0,04077***

    Three year -0,01351*** -0,01176**** 0,00194 -0,00787 -0,01131* 0,004492 N/A

The null and alternative hypotheses are formulated for each comparison. The alternative hypothesis 

for each test will be formulated with respect to the result of the abnormal return, and the null 

hypothesis will obviously be the antithesis. For instance, in regards to the comparison between the 

means in 2007, the abnormal return is -0,01351 using three year average change in ROA, which 

implies that the performance of the acquirers in 2007 was poorer than the non-acquirers. As a result, 

the hypotheses will be stated as follows:  

H0: (µAcquirer sample - µnon-acquirer sample) ≥ 0 

H1: (µAcquirer sample - µnon-acquirer sample) < 0 

 

If the null hypothesis is rejected, it means that the performance of acquirers have been worse than 

the performance of the non-acquirers. In cases where the abnormal return is positive, the hypotheses 

would be reversed, and the conclusion would be the opposite. However, both cases require the 

results to be significant, where the tests are applied on the different significance levels. The results 

are displayed below. 

 

 

 

 

The table shows no consistency between acquirers and non-acquirers, since both positive and 

negative abnormal returns is detected, which is in line with the proportion of underperforming 

acquirers ranging between 31% - 61% during the sample period. However, there appears to be a 

specific pattern in terms of acquirers on average perform worse than non-acquirers towards the end 

of the merger wave in regards to the 2000s. These results are significant in 2007 on a 0.10 

significance level and 2008 on a 0.05 significance level based on the three year average ROA 
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change. These results support the argumentation that in the final phases of the merger wave, 

acquirers are focused on being part of the herd, leading to worse decision making and similar 

performance. On the other hand, acquirers have performed better in more recent years, as acquirers 

in 2013 have experienced a 4% absolute change in ROA per year, which is higher than the non-

acquirers based on a two year average on a 0.10 significance level. Overall, the table shows a 

variety in the statistical significance of the findings, as some results is able to stand a significance 

test and others are not.  

 

5.5 Method of Payment 

Another interesting point to further investigate is the hypothesis related to whether or not equity 

prices have an influence on the preferred method of payment in M&A transactions. Intuitively and 

in consensus with relevant research, the proportion of equity financed M&A transactions in our 

sample is expected to increase alongside a stock bull market and peak at the top of a merger wave, 

which is as previously concluded strongly positively correlated with the development in equity 

prices. Vice versa, when valuations in the stock market are relatively low, the expected preferred 

method of payment will be cash, since there for companies is little rationale in financing an M&A 

transaction with undervalued shares.  

 

Additionally, this pre-assumption simultaneously and intuitively suggests that equity-financed 

M&A transactions will experience a harder time outperforming compared to transactions financed 

with cash. This is due to the fact that the value obtained from the potentially realized synergies must 

be relatively higher when taking the increase in premium in relation to the transaction as a result of 

higher valuations into consideration. Hence, the later during a merger wave the M&A transaction is 

performed, the higher the valuation of the target company will be. In the light of this, more value 

must be obtained in order for the transaction to be considered as outperforming compared to a 

transaction being performed during an earlier stage of the merger wave.  
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This point is aligned with the conclusion of Linn and Switzer (2001), who in their research report 

evidence suggesting that the performance improvements are higher for cash-financed transactions 

(3.14%) compared to equity-financed deals (0.77%). Similar findings and conclusions are also 

echoed in the research of Ghosh (2001), who in addition states that the improvements in 

performance following cash-financed transactions are driven from higher sales growth and not 

because of cost reductions. As a result, the increases in operating performance following a cash 

transaction seem to result from better management of the resources of merging firms. In the case of 

stock acquisitions, Ghosh (2001) finds that operating cash flow margins and sales growth both 

decline, although the decline is not significant. However, in general there is no evidence to support 

the notion that stock acquisitions, which are aimed at exploiting synergies, are able to realize their 

much promised gains. The decline in operating performance following stock acquisitions is also 

consistent with the underperformance results of firms issuing equity (Ghosh, 2001). 

 

5.5.1 Data Sample and Methodology  

The initial data search criteria of this test is identical to the figure on merger activity and 

development in share prices, however in order to obtain a reliable data sample in relation to the 

preferred methods of payment, additional information must be included. Primarily, in this context it 

is only relevant to look at M&A transactions, during which the acquirer have a real chance of taking 

advantage of the potentially achieved synergies as formerly mentioned. As a result, only 

transactions where the acquirer has a minimum stake of 50.01% upon the completion of the 

transaction are included in the test. This threshold reduces the total number of M&A transactions 

from 145,436 to 127,500. Secondly, the ambition to incorporate relevant information in regards to 

the method of payment significantly further lowers the total number of M&A transactions in the 

sample, since this form of data is relatively scarce. As a result, the number of transactions in the 

sample eventually decreases to 23,552 deals over a time period of 17 years. Hence, only 

transactions where cash or shares have been the method of payment are included, since these are the 

two most commonly witnessed methods in M&A deals as well as in our data set. In addition and for 

the purpose of this analysis, it is sufficient to include only shares and cash as these payment 

methods are the ones mainly analyzed in the merger wave theory. The study is interested in the 

relative popularity between shares and cash, therefore the proportion of deals financed with shares 



The Impact of Behavioral Finance on M&A Performance during the Most Recent Merger Wave in Europe 

   

 

80 

 

is preferred to an absolute number. Incorporating alternative methods of payment in this study 

would only cloud the picture. Finally, the proportion of equity financed M&A transactions are then 

compared to the DAX-index as proxy of the development in equity in Europe prices during the 

same time span.   

 

 

5.5.2 Findings  

When taking the graphical outcome of the test into consideration, a positive correlation between the 

proportion of equity-financed M&A transactions and the development in equity prices is clearly 

recognized. In other words, during times when market capitalizations of corporations are relatively 

high, equity as a method of payment becomes relative more popular than cash compared to the 

years with relatively low market capitalizations, where the opposite scenario applies. This can be 

exemplified by the years of 2002-2004 where the DAX index is at its lowest over the sample period 

equal to a yearly average index level of 3,695. During these three years, the average proportion of 

M&A transactions financed with shares is 19.6%. In comparison, the three previous years has an 

average index level of 6,051 and an average proportion of shares equal to 31.7%. These 

comparisons show how the development in equity prices influences the relative attractiveness of 

using shares as the preferred method of payment. However, all though there appears to be some 

years, where the proportion of transactions financed with shares and the general stock market 

moves in the opposite direction, a generic positive correlation is identified and accepted.  

 

 

Summary of Sample Standards 

• Deal type must be characterized as either a merger or an acquisition 

• Acquirer or target must be European 

• Deal must be completed in the period of 1998 – 2014 

• Acquier’s acquisition stake must be minimum 50% 

• Transaction must provide information concerning payment method 
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This conclusion stands in favor of the research of Shleifer and Vishny (2003) by supporting the 

behavioral hypothesis in regards to potential misevaluations and corporate managers using inflated 

equity values as currency to acquire new assets in terms of undervalued target companies through 

M&A transactions. The tendency in terms of equity prices influencing the preferred method of 

payment is backed by the study and sheds light upon one of the drawbacks of neoclassical theory. 

Despite the fact that a relationship exists between the relative popularity of shares as financing 

method and equity prices, the neoclassical hypothesis has no prediction concerning this link. This 

indicates that the neoclassical theory fail to explain an important aspect in the merger decision 

process.        

 

 

 

An indirect prediction in regards to the examined relationship between the preferred method of 

payment and equity prices, is the correlation between the proportion of equity-financed acquisitions 

and general merger activity. Though, the relationship between equity-financed acquisitions and 

merger activity appears less clear, as the wave pattern in the telecommunication industry cannot be 

reconciled with the development in equity as the preferred method of payment, since these two 

move in opposite directions. This trend indicates the complexity in play, as no consistency in terms 

of the telecommunication industry exists. However, this may not be the case for other industries, 

which might aid in providing a more balanced view of the validity of the behavioral hypothesis. 
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5.6 Sub Conclusion 

After having conducted the individual tests in relation to the different empirical studies mentioned 

during the introduction, it can be concluded that merger waves in fact do exists, as acknowledged 

by Martynova and Renneborg (2006). This proven point is confirmed during the first data sample of 

this section, where a clear pattern between the total number of M&A transactions and the 

development in equity prices is recognized with a positive correlation of 68.6% on a yearly level. 

Furthermore, if past data in regards to the findings illustrated graphically is closely studied and the 

relationship between the amount of transactions and equity prices is kept in mind, it gives rise to the 

concern of whether Europe is currently on the top of a merger wave, as the witnessed trends from 

2003-2007 appear similar to the present behavior of M&A activity currently witnessed in 2009-

2013.       

 Another confirmed point in the study is the recognition of the fact that M&A activity 

also holds the potential of appearing volatile as in the case of equity prices. This finding stands as a 

strong support and in favor of the critic towards pure neoclassical theory as stated by Brealey, 

Myers and Allen (2014), who question previous statement towards mergers being sole motivated by 

economic reasons.  

 

Turning towards the study in relation to the M&A performance analysis, it can be concluded that 

the average proportion of underperforming M&A transactions in the sample period equals 46% 

using the two year median ROA as benchmark and 49% for the three year median ROA benchmark. 

These findings are in alignment with the conclusion of Wang and Moini (2012), who states that the 

majority of research within the field of M&A performance assessment discovers a failure rate 

varying between 40-80 %. This relatively disappointing M&A success rate not only highlights the 

paradox in terms of the continuous popularity of an M&A strategy as means to achieve corporate 

growth and value creation despite the often unsatisfying witnessed outcome, but can simultaneously 

make one question the fundamental assumptions and motives behind neoclassical theory, as the 

study indicates that additional factors influence the M&A decision making process. Another 

noteworthy finding during the study is the correlation between the proportion of underperforming 

acquirers and general merger activity. This point indicates that potential acquirers display eagerness 

of being part of a merger trend when it intensifies, risking to carefully evaluate realizable synergies 
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and to ensure reasonable limits on acquisition purchase premiums, which is in alignment with the 

merger wave model presented by Clark and Mills (2013).  

 

In terms of the study in relation to method of payment, the performed test displayed a positive 

correlation, which was clearly recognized, between the proportion of equity-financed M&A 

transactions and the development in equity prices. Therefore, the study strongly indicates that when 

market capitalizations of corporations are relatively high, a lot companies tend to resort to equity as 

the preferred method of payment, and in the cases of relatively low market capitalizations, the 

preferred method of payment tends to be cash financing. This finding is also aligned with the 

behavioral hypothesis in regards to corporate managers using inflated equity prices as currency to 

acquire undervalued target companies through M&A transactions. However, a clear positive 

correlation between the proportion of M&A transactions financed by equity and the total amount of 

mergers in Europe could not be concluded. This shows the complexity of the theory and the focus 

of this thesis as the validity of the behavioral hypothesis at first appears to be valid, however when 

studied through another perspective the validity becomes more balanced.   
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6. Empirical Study of the Impact of Behavioral Finance 

6.1 Introduction 

After having conducted comprehensive, quantitative analyses on the correlation between M&A 

activity and the development in equity prices, M&A performance as well as the preferred method of 

payment through empirical studies, this section of the thesis will now solely focus on another 

empirical study concerning the issues of heuristics and biases in relation to behavioral finance. It 

has become a well-known fact that behavioral finance issues in the majority of published research 

papers have a tendency to appear as relatively difficult concepts to quantify and as a result usually 

become the subjects of qualitative methods instead e.g. through case studies as means to document 

their existence as well as highlight their relevance in relation to M&A.      

 However, this thesis aims to break with past qualitative investigations in an attempt to 

through quantitative methods, similar to the previous sections, document the existence of behavioral 

finance issues as well as confirm their effect on the outcome of M&A performance. Furthermore, 

by adopting quantitative methodologies as framework for the empirical study, the aim of the thesis 

is to appear as a contribution to the currently witnessed limited amount of quantitative studies in 

relation to the impact of behavioral finance on M&A performance.  

 

Acknowledging the concern towards the point that it may be too challenging to quantify each 

individual behavioral finance issue combined with the fact that these concepts are particularly 

related, it would not be an optimal approach to study each individual issue from the theoretical 

section, independently. As an alternative approach and based on these underlying considerations, 

this section will be divided into two separate empirical studies, namely heuristics and biases. 

 Applying the theoretical concepts on real world data will help to obtain a better 

understanding of how the individual behavioral issues influence corporate managers during a 

potential acquisition and provide a more balanced view of the impact of behavioral finance during 

the M&A decision making process. The knowledge obtained during these studies and the other 

parts of the thesis will be transformed into a specific set of recommendations which will help to 

mitigate the behavioral biases.     
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During this empirical study, the entire focus will be on the most important behavioral finance 

issues, which were previously discussed and which now will be closer examined. The applied 

quantitative methods as well as the outcomes of the tests will all be discussed in the following sub-

sections followed by a sub-conclusion. 

 

 The four behavioral finance issues will be divided into the following two empirical tests: 

1. Biases – Hubris / Overconfidence and The Confirmation Trap 

2. Heuristics – Herd Behavior and Anchoring 

 

6.2 Empirical Data Selection and Methodology  

The data samples, on which each empirical behavioral finance test is conducted, will be based on 

the same data set from the Zephyr and Orbis database, as previously selected, in order to ensure 

consistency in relation to the same merger wave as well as the same M&A performance analysis as 

previously investigated. As before, a graphical overview will be provided to illustrate all of the 

selected filters towards the data sample for each empirical behavioral finance test.  

 In the attempt of analyzing the different behavioral finance issues by adapting a 

quantitative framework, each empirical test will be based on a selected proxy, which represents 

each individual issue as means to determine the presence as well as the effect of that particular 

issue. The conclusion in terms of the fact that most behavioral finance studies mainly rely on 

qualitative methods, indicates the presence of drawbacks when applying a quantitative framework 

in a behavioral finance context e.g. how can the individual study ensure that the specific behavioral 

finance issue is actually studied and not another explanatory variable? This condition stresses that 

the individually selected proxy for each test must be carefully and precisely evaluated with respect 

to the data sample as well as the relevant behavioral finance issue in order to insure validity.   
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6.3 Overconfidence and Confirmation Trap 

During the M&A performance analysis, it was concluded that M&A acquirers in the European 

telecommunication industry underperformed on average 46% when a two year benchmark was 

applied and 49% with a three year benchmark. The ambition of this study is to dig deeper into the 

underlying motives and study whether M&A underperformance is potentially influenced by the 

tendency of the acquiring corporate managers to be overconfident and to gather information, which 

supports their initial estimation. 

 

The tendency of people overestimating their individual chances of achieving success becomes 

especially relevant to study in an M&A context, since the acquiring manager does not face two 

similar acquisitions. As a result, the corporate manager will face a significant degree of uncertainty 

and complexity, which makes the manager more dependent on a self-assessment in terms of his 

chance of success. Acquiring managers, who are biased and ignore important information because it 

contradicts their initial belief, are more likely to be overconfident and at the same time reluctant on 

the thought of M&A success, which makes them unable to fairly evaluate the M&A transaction in 

clear light. This initial belief, which acts as a driver of hubris, is further boosted by superior 

corporate performance and as a result, overconfidence will be quantified through the historic 

performance of the acquirer (Hayward and Hambrick, 1997). 

 

6.3.1 Measurement 

During the theoretical section, it was concluded that individuals tend to generalize on a small 

number of previous observations (Brealy et. al, 2014). This tendency in combination with the bias 

related to hubris being enhanced by previous success makes it possible to create a measure of 

overconfidence. It is expected that acquiring managers, who previously have engaged in M&A 

which have turned out successful, have a higher possibility of being influenced by overconfidence. 

Only looking at the previous number of transactions of the acquirer would not be a sufficient 

measure of overconfidence, since these transactions may be unsuccessful which would have the 

opposite effect on the confidence of the acquiring manager. In the light of this, overconfidence will 

be measured as the proportion of underperforming acquirers, when the previous M&A transactions 
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of the acquiring manager have been successful. If hubris influences the decision making of 

acquiring managers, then the proportion of underperforming acquirers is expected to be higher than 

the level observed in the M&A performance analysis. Furthermore, the study also includes an 

indirect analysis on whether acquiring managers, who have engaged in several acquisitions, 

underperform relative to acquirers, who less frequently engage in M&A activity.  

 

6.3.2 Data Sample and Methodology 

The sample data is based upon acquisitions within the European telecommunication industry in the 

years of 2007-2013. This time period is similar to the M&A performance analysis with the only 

exception that this study is ordered by the number of acquisitions rather than years, in order to test 

whether the number of acquisitions influences the  ability of the acquiring manager to make rational 

decisions.      

 

 

 

 

Summary of Sample Standards 

• Deal type must be characterized as either a merger or an acquisition 

• Acquirer has to be European 

• Deals must be completed in the period of 2007 – 2013 

• The acquisition stake of the acquier is required to be minimum 50.01 % 

• Deal must be within the telecommunication industry – NACE Rev 2. classification 61 

• EBIDTA and total assets data have to be available for the acquirer in the Orbis database one 
year prior to the M&A transactions and one and two years after 

 

 

• Company must be within the telecommunication indsutry - NACE Rev 2. classification 61 

• Company has to be based in Europe 

• Company is required not to be active in the M&A market  

• EBIDTA and total assets data must be available for the company in the Orbis database one 
year prior to the M&A transactions and one and two years after 

 

Acquirers 

Non-acquirers 
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In order to perform the test related to the behavioral concept of overconfidence, the performance of 

each individual acquirer over the sample period in the European telecommunication industry is 

analyzed. The sample consists of 146 buyers. Some of the buyers have only acquired once, while 

others have been active in the M&A market several times.
5
 The abnormal return is calculated for 

each year that the company has made an acquisition both in relation to the two year average ROA 

benchmark and the three year average ROA benchmark. As a result, the same definition in terms of 

abnormal return is reused from the previous conducted, empirical studies in order to insure 

consistency. A positive abnormal return indicates that the company has performed better than the 

industry median company, whereas a negative abnormal return means the company has 

underperformed.   

 

The acquirers are divided into three groups based upon the number of acquisitions made during the 

sample period. The first group contains acquires, who have engaged in one acquisition during the 

period. The second group represents two-time acquirers and the third group contains acquirers, who 

have engaged in three or more acquisitions. This contraction is necessary, as the number of 

acquirers, who for instance have engaged in four or more acquisitions during the sample period is 

scarce. In the light of this, an individual study of these particular groups would eventually lead to 

less reliable results. For all the acquirers who have engaged in more than one acquisition, the 

outcome from the latest acquisition will be applied in order to determine, whether the company has 

over- or underperformed relative to the industry median benchmark. The argument behind this 

approach is to include as many acquisitions as possible in the calculations in order to test whether a 

difference between the proportions of underperforming acquirers exists, when the number of 

previous acquirers by the individual company increases. The other factor related to overconfidence, 

as previously elaborated upon, is the influence of previous successes on the overestimation of the 

individual chance of success related to the acquiring manager. This tendency is investigated by only 

including acquisitions, where the previous acquisition experienced a positive abnormal return. In 

other words, the study is primarily interested in acquisitions, where the previous acquisition has 

been successful. However, in order to conduct a comparison and eventually a test of statistical 

significance, the results of the acquirers, whose previous acquisition did not turn out successful, 

                                                 
5
 Appendix 5 provides a full overview of the number of acquisitions of the individual company 
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will be calculated as well. The proportion of underperforming acquirers is calculated for each of the 

acquisition groups except for the one-time acquirers. If overconfidence influences the ex-ante 

decision making of acquiring managers, it is expected that the proportion of underperforming 

acquirers is higher than compared to the levels in the M&A performance analysis. 

 

6.3.3 Findings 

The chart below graphically illustrates the distribution of acquisition frequency within the European 

telecommunication industry for the sample period. The one-time acquirers are by noteworthy 

distance the most popular group, as 90 acquirers have engaged in M&A activity only a single time 

during the years of the sample. However, if the number of companies, which have been active in the 

M&A market multiple times is combined, the number would sum to a total of 56 acquirers, which 

equals 38% of the total number of acquirers. This proportion is sufficiently high as a reference to 

test whether a relationship between acquisition frequency and underperformance does exist. The 

third largest group is the group containing the acquirers, who have acquired six times or more, 

where ten companies have been engaged in M&A transactions this frequently. The most active 

company is Chess Limited, which has acquired a total of seventeen times during the sample period. 

Even though, only one single company has been this active in the M&A market, the chart indicates 

that a relatively large number of acquirers nevertheless return to pursue an M&A strategy. This 

general tendency combined with the observation of some individual companies engaging in 

acquisitions remarkably more often than the average acquirer within the telecommunication 

industry, gives rise to concern in terms of not all acquisitions may be rational but instead influenced 

by the overestimation of realizable synergies of the acquiring manager.  

 



The Impact of Behavioral Finance on M&A Performance during the Most Recent Merger Wave in Europe 

   

 

90 

 

 

During the M&A performance analysis, the proportion of underperforming acquirers was 46% and 

49% for the two and three year benchmark, respectively. These numbers serve as appropriate 

benchmarks to evaluate the influence of overconfidence, as they are equally based on abnormal 

returns. As a result, the additional increase in the proportion of underperformance must be 

attributed to overconfidence of the acquiring manager, as the performance results are based on 

M&A transactions, where the previous acquisition has been successful.  
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The figure above illustrates the proportion of underperforming acquirers ranging between 49% and 

69%. From the perspective of this point, the degree of underperformance is for no group less than 

the calculated proportions of the M&A performance analysis. This result stands in clear light, both 

when the two year average ROA benchmark and the three year average ROA benchmark are 

applied. The fact that this sort of consistency over the entire sample exists, illustrates that a previous 

M&A deal success has the potential of influencing the ability of carefully evaluating the target 

company of the acquiring manager. Furthermore, these results indicate that superior corporate 

performance will boost the confidence of the acquiring manager but also has the potential of 

developing into a liability rather than an asset, as the manager evaluates the potential of pursuing an 

M&A strategy with too much glory. These observations within the European telecommunication 

industry indicate in which ways, the hubris bias holds the potential of influencing the performance 

of the acquiring manager, as the manager experiences a propensity to make decisions while already 

being influenced by an underlying belief exemplified by the previous M&A success (Shefrin, 

2007). The relatively high level of underperforming acquirers supports the relevance of behavioral 

finance as well as the findings of Doukas and Petmezas (2007). They argue that if the first M&A 

transaction turns out successful, then the acquiring manager will engage in subsequent transactions 

with declining returns. As a result, the manager will experience cognitive bias and inflated 

confidence towards the level of their individual M&A competences.  

 

Hubris is not the only bias, which can act as explanation towards the poor M&A performance 

results. People tend to avoid acknowledging information that contradicts their initial belief, which is 

known as the confirmation trap and which will motivate overconfident managers, who are very 

decisive to see the deal done even further (Nickerson, 1998). The managers, who overestimate their 

individual abilities within M&A and who are focused on seeing the deal done, are more likely to 

favor the information, which supports their initial conclusion of engaging in the M&A rather than 

information, which suggests not pursuing an M&A strategy. This point demonstrates in which ways 

the biases are related, as the existence of overconfidence can motivate the confirmation bias, which 

further holds the potential of influencing the acquiring companies to engage in M&A activity, even 

though this might create less value than initially estimated. Based on this connection, it is more 

likely that the acquiring managers will experience overconfidence during merger waves, as the 
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higher merger frequency and availability of M&A information will provide the managers with a 

greater possibility of utilizing information, which supports their initial decision of engaging in 

M&A activity. In other words, the increase in potential bidders will have self-perpetuating 

influence on the assessment on M&A success of the acquiring manager. This shows not only 

relations between the biases studies but also how herd behavior influence these biases which 

indicates the complexity within behavioral finance. However, the inverse relationship between 

equity prices and transaction volume within the telecommunication industry helps to mitigate the 

level of overconfidence, as the increasing stock price cannot as easily be attributed to M&A success 

compared to the industries, where stock prices and M&A activity tend to move in the same 

direction. 

 

The development in the proportion of underperforming acquirers reveals the same pattern, 

regardless of the benchmark applied. The M&A acquires, who have been engaged in two 

transactions, underperform in two out three transactions, when the first acquisition has been 

successful. However, for acquirers engaged in three acquisitions or more, the revealed pattern in 

terms of performance is more moderate. There is no consistency in the relationship between the 

number of acquisitions and the performance, which indicates that the study cannot support the 

conclusion in terms of a higher merger frequency equaling poorer M&A decision making. The 

outcome in regards to the two-time acquirers performing worse compared to their peers, could be 

explained by the theory of Kunda (1990), who focuses on natural limits to attention and cognitive 

processing. The M&A process involves complex strategical decision making, which among others 

requires the manager to make concrete assumptions for the future. In this context, the manager will 

naturally incorporate past experiences that are similar to the current situation. However, because 

this type of experiences is very limited in the case of two-times acquirers compared to acquirers 

who have more experience from the M&A market, the assessments of the acquiring managers can 

be too heavily influenced by a one-time success. Acquirers with a longer M&A history tend to be 

less biased, as their past experiences will put them in a stronger position in regards to developing a 

more balanced valuation of the target.      
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The table below includes the performance of acquirers, when the previous acquisition was a failure. 

The calculations support the overconfidence explanation, as the results are significantly different 

depending on the previous M&A experiences of acquirers.  

 

Acquisitions Previous acquisition 
Underperformance 

Two year benchmark Three year benchmark 

1 N/A 54% 49% 

2 
Successful 69% 67% 

Failure 13% 40% 

3+ 
Successful 50% 60% 

Failure 43% 50% 

 

 

In the case of all multiple acquirers, the rate of underperformance is higher when the previous 

acquisition has been successful. The difference in performance is most remarkable for acquirers, 

who have acquired two times. In the case of this group, the proportion of performing acquirers is 

69% and 67%, if the previous deal has been successful, while only equaling 13% and 40%, if the 

previous acquisition has turned out as a failure. The conclusion in terms of the acquirers, who have 

acquired three times or more is the same. However, for this group, the differences are not as 

significant.         

  

The outcomes are based on merger activity within the telecommunication industry during the time 

period of 2007-2013, and despite the fact that the transaction volume does not follow the standard 

merger wave pattern, it can be concluded that overconfidence with a relatively high degree of 

likelihood has an influence on performance. In the light of this point, it becomes further relevant to 

focus on overconfidence, when merger activity once again starts to increase, as the presence of an 

increased amount of bidders simply will confirm the M&A decisive managers in the fact that it is 

the right choice to acquire and as a result further boost the confidence of those same managers. This 

development is in line with the winner’s curse, as more potential acquirers will lead to higher 

acquisition premiums and poorer M&A performance (Roll, 1986).  
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The figure below illustrates the relationship between the average acquisition bid premiums in the 

telecommunication industry at the announced date and the number of transactions. The data is 

obtained from the Zephyr database by using the same search characteristics as presented in terms of 

the acquirers in the data sample figure. However, the available information on bid premiums is 

relatively limited for the telecommunication industry and as a result, the presented calculations 

must be carefully dealt with. Firstly, the bid premiums for each year are analyzed followed and the 

mean between the two subsequent years is applied in order to ensure consistency in regards to the 

data related to transaction volume. The data for the year of 2011 is purposely omitted, as one 

transaction with an extremely high bid premium would only appear as a distortion towards the 

general level of bid premiums.   

 

 

When the content illustrated by the figure above is taken into consideration, a broad relationship 

between the number of deals and the average bid premium is revealed. When the transaction 

volume reduces, so does the average bid premium. However, this precise relation does not hold in 

the case of every year. For instance, during the time period of 2009-2010, the average bid premium 

was 14.8%. This number then increased to 19.4% for the years of 2010-2012, despite a lower 

transaction volume. However, a specific pattern is in fact hinted in terms of higher merger activity 

equaling higher bid premiums. This conclusion supports the merger wave explanation in terms of 
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during times of relatively high merger activity, the acquisition purchase premiums simultaneously 

increase (Clark and Mills, 2013). Since premiums equals overpayment in regards to current market 

values, they also symbolize the level of confidence of the acquiring manager towards a successful 

M&A transaction being conducted. Based on this relation including the theory related to the Merger 

Wave Model, a higher proportion of managers will tend to appear overconfident during times with 

relatively high merger activity. However, this will eventually lead to a higher underperformance 

due to the inverse relationship between the scale of premiums and M&A success (Hayward and 

Hambrick, 2007).       

 The average acquisition premium during the sample period is 16.5%, which is lower 

compared to the levels of premiums during the dot.com bubble, which was 45.0% and the sub-

prime bubble which was 37.9%. However, these premiums are based on data from more than one 

industry, which should be taken into account (Alexandridis et. al, 2011).    

 

It has been empirically indicated that overconfidence holds the potential of influencing the decision 

making process of acquiring managers, as the rate of underperformance is higher for acquirers, who 

previously have engaged in a successful M&A transaction. Furthermore, the acquisition purchase 

premiums tend to follow the level of merger activity within the telecommunication industry, which 

supports the theory related to the Merger Wave Model as well as the argument in terms of 

overconfidence being intensified during times of a high level of merger activity. However, the 

proportion of underperforming acquirers does not consistently increase alongside merger frequency. 

As a result, it cannot be concluded that an increase in acquisitions equals limited M&A success.   

 

6.3.4 Test of Statistical Significance 

In order to evaluate the reliability of the calculated results, a test of statistical significance will be 

provided. The abnormal return will be compared to the both groups of multiple acquirers as well as 

to both benchmarks applied, in order to test whether a statistical significance in difference exists 

between the average abnormal return dependent on whether the previous M&A have turned out as a 

success or failure. If overconfidence does influence M&A decision making, it is expected that the 

abnormal return is lower for the acquirers when their previous acquisition has been successful. A 

one-tailed significance test is applied in respect to the direction of differences between the abnormal 



The Impact of Behavioral Finance on M&A Performance during the Most Recent Merger Wave in Europe 

   

 

96 

 

Numbers are showed in decimals

* 0.20 significance level

** 0.15 significance level

*** 0.10 significance level

**** 0.05 significance level

returns, since the analysis aims to test whether one group has performed significantly better than the 

other (Wisniewski, 2010; Albright, Zappe and Winston, 2011). The null hypothesis and the 

alternative hypothesis are formulated for each comparison, once the direction of the differences in 

abnormal returns is specified. For instance, in the case of two-time acquirers with a previous M&A 

success, the average abnormal return using the two year benchmark is -0.5684% compared to 

4.0134%, which indicates that the performance of the acquirers, whose previous M&A transaction 

turned out successfully, is worse than the acquirers whose previous M&A was a failure. In the light 

if this, the hypothesis will be formulated in the following way:   

H0: (µSuccessful – µFailure) ≥ 0 

H1: (µSuccessful – µFailure) < 0 

 

The table below shows the average yearly change in ROA in terms of each of the acquirer group 

and benchmark as well as the associated significance level.  

    Abnormal return 

Acquistions Previous acquisition Two year average ROA change Three year average ROA change 

2 
Successful -0,005684*** -0,006239*** 

 Failure 0,040134*** 0,010263*** 

3 
Successful 0,001479 -0,004739 

Failure -0,004739 -0,004297 

 

 

 

It can be observed that the returns are lower for the acquirers whose previous M&A transaction 

turned out successfully. This conclusion stands in support of the explanation related to 

overconfidence, as the results indicate that the confidence of the acquiring manager is elevated from 

the previous transaction. However, in terms of the acquirers with three transactions or more during 

the sample period, the conclusion is the opposite as the return of one acquirer, whose previous 

acquisition turned out as a failure, strongly depresses the average. These findings underline the 

complexity of the real world and how other factors may influence the final conclusion. The returns 
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of the two-time acquirers are all significant at a 10% significance level and therefore consistent with 

the literature of behavioral finance. In this light, it can be concluded that assuming that a previous 

M&A success elevates the confidence of the corporate manager, it will most likely turn into 

overconfidence and eventually underperformance, as the abnormal return of the two-time acquirers 

is significantly lower for acquirers, whose previous M&A turned out successfully. However, the 

same conclusion is not significant in the case of the most active group of acquirers. This point 

shows the way, in which overconfidence and the confirmation trap can aid explaining the relative 

underperformance within the European telecommunication industry. However, their explanatory 

power is not sufficient individually, since they only measure some of the factors which can 

influence transaction performance.  

 

6.4 Herd behavior and Anchoring  

The previous empirical study in terms of overconfidence and the confirmation trap concluded that 

these behavioral issues most likely influences the decision making of the acquiring manager in the 

European telecommunication industry. The fact that the behavioral issues are related gives rise to 

the concern of the concepts in regards to herd behavior and anchoring might also contribute to the 

explanation of relative merger underperformance. These two behavioral issues will be analyzed in a 

similar empirical study, since the two issues both focus on the tendency of humans to neglect 

important information.      

 These behavioral issues are characterized as heuristics, as managers either consciously 

or unconsciously choose to ease the thought process when facing a difficult decision. For instance, 

in terms of the decision of whether the corporate manager of a potential acquiring company should 

choose to announce a bid on a target now or stay passive and collect more information well 

knowing that a cost per unit of time when postponing an acquisition most likely is present. During 

times when the corporate manager faces uncertainty, it is natural to look towards the behavior of 

others within the same industry for inspiration. However, what is not considered rational is for the 

manager not to trust his individual assessments by ignoring private signals and overestimating the 

relevance of the behavior of others. In this light, the performance of M&A acquirers is expected to 

be at its worst during the years, where the transaction volumes are highest, as the acquisitions 

during these years are most likely to be influenced by the M&A popularity within the industry.  
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6.4.1 Measurement  

In order to effectively measure the behavioral issues of heuristics, the context during which they 

most likely will have an impact on performance, has to be thoroughly understood, since this will 

allow for better and more accurate measurements, which significantly enhances the validity of the 

study. 

 

The Merger Wave Model of Clark and Mills (2013) finds that when M&A activity is relatively 

high, the herding effect tend to be more powerful. The increase in merger intensity as well as the 

general acceptance in the market in terms of the fact that pursuing an M&A strategy is relatively 

safe, will be at the costs of a critical evaluation in regards to acquisition purchase premiums as well 

as realizable synergies. Due to the fact that transaction volume is a better indicator of how the 

acquiring managers perceive M&A activity compared to the number of acquirers, the total number 

of deals will act as merger activity. To illustrate the performance of M&A acquirers, the definition 

of abnormal return from the M&A performance analysis will be reapplied. If herd behavior truly 

has an influence on the decision making process in regards to the acquisitions within the European 

telecommunication industry, it is expected that an inverse relationship between merger activity and 

the abnormal return of M&A acquirers is revealed (Nielsen and Bierregaard, 2010). 

 

6.4.2 Data Selection and Methodology  

The data, on which the empirical test is based in regards to the existence and effect of herd behavior 

and anchoring, will be collected from M&A activity within the European telecommunication 

industry as well as from the abnormal returns of M&A acquirers. As this empirical study strives to 

reveal the true interest in M&A, it is not a necessity to only include acquirers, whose financial data 

can be matched with the Orbis database, as a positive effect of this admission is a development in 

the yearly transactions, which provides a more realistic view of the accurate engagement in M&A 

activity. As an approach to insure consistency, the telecommunication industry, the time period and 

the type of transactions analyzed will remain the same. The study is interested in the initial decision 

of the acquiring manager to engage in an acquisition and as a result, the transactions are ordered by 

announcement date. Acquirers have to be European, as the abnormal return is based upon European 

M&A acquirers in order to secure a valid connection between the two measures included in the 
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study. Due to the fact that the theory related herd behavior within M&A activity focuses on the 

relationship between the number of transactions and M&A performance, it is not a necessity to 

implement the standard requirement of a minimum acquisition stake of 50.01%.  

 

The two year average benchmark is applied as this opens for the 2013 abnormal return which will 

increase the sample. The abnormal return of the acquiring manager is determined by the average 

return, based on the yearly average change in ROA for all of the M&A acquirers, minus the yearly 

average change in ROA for the median performance of the non-acquiring companies. The returns 

are equal to the ones applied in the performance analysis in order to ensure consistency. 

Transactions are averaged between two years as an approach to take the important point into 

consideration concerning the fact that the decision of the acquiring company to engage in M&A 

activity is not only influenced by the transaction volume in the same year but also in the previous 

year. This smoothing of data provides a more balanced view of how the manager perceives M&A 

engagement.  

 

 

6.4.3 Findings  

When the outcome of the empirical test in terms of herd behavior and anchoring is taken into 

consideration which is graphically displayed in the chart below, a clear inverse relationship between 

the volume of M&A transactions and positive abnormal return is recognized. In other words, during 

times where a large number of M&A deals take place, the abnormal return of these specific deals 

being carried out tend to be relatively lower and even negative in some cases, compared to the 

abnormal return measures during times of reduced M&A activity. These empirical findings are 

strongly aligned with the conclusions of Goel and Thakor (2010), Bouwman et al. (2009) and 

Hagendorff (2011) in terms of earlier transactions in an M&A wave achieving an increased amount 

Summary of Sample Standards 

• Deal type must be characterized as either a merger or an acquisition 

• Acquirer has to be European 

• Deals must be announced during the period of 2006 – 2013 

• Deal must be within the telecommunication industry – NACE Rev 2. classification 61 
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of realized synergies compared to later deals during the same wave, which ultimately results in 

lower shareholder returns in the case of M&A transactions taking place at the peak of a merger 

wave.    

     

Furthermore, the conclusion of the test fits well into the general scene, which plays out during the 

years of 2006 and 2007, where the last merger wave was at its peak alongside the level of equity 

prices due to their strong positive correlation, while the size of acquisition premiums were 

simultaneously at their highest as a result of the same high valuations. Taking these particular 

factors into account, the potential end value created from the realization of synergies including 

similar corporate objectives has to be even greater in order to justify these high levels of acquisition 

premiums. In spite of this fact, a previously held record in terms of the number of M&A 

transactions took place during that period of time but failed in achieving the much anticipated level 

of synergies, thereby resulting in unsatisfying outcomes. This scenario is displayed by the high 

volume of transactions and low abnormal returns and simultaneously corresponds to Phase III and 

Phase IV of the Merger Wave Phase Model by Clark and Mills (2013) as illustrated in section 4.5.1. 

However, despite the correlation between the high merger activity and poor M&A performance in 

the years 2006-2009 the transaction volume in the European telecommunication industry have not 

followed the upward trend in equity prices in more recent years. This conclusion supports the 

explanation that merger activity in the telecommunication industry is driven by industry shocks 

rather than the development in the stock market.       

 As a result, these empirical findings increase the chances of the existence as well as 

the effect on M&A performance related to the heuristics of herd behavior and anchoring by 

supporting the theory in regards to the behavioral hypothesis as well as the before stated hypothesis 

of the thesis in terms of the expected outcome from our data sample within the telecom industry 

with a relatively high validity.   
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When the theory related to the heuristics of behavioral finance, including the behavioral hypothesis, 

is applied to the observed outcome of the test, the empirical findings would indicate that corporate 

managers do tend to ignore private signals and engage in herding due to the presence of asymmetric 

information, as suggested by Baneerje (1992). In terms of the empirical presence of herd behavior, 

the case might be that some corporate managers have chosen to neglect important sources of 

information, as increasing number is moving in one direction during that period of time, and 

consequently incorporate the decision-making of similar corporate managers rather than relying on 

individual assessments, as expressed by Keynes (1936). Moreover, larger firms primarily tend to 

invest in an industry, when having access to relatively appealing financing before others due to their 

size and reputation as well as when their competitors hold back. As a result, they become first 

movers, which is typically witnessed in the beginning of a new merger wave. In contrast, smaller 

firms tend to imitate the investment activity of other players, thereby leading to a further 

strengthening of the merger wave pattern in terms of herd behavior and simultaneously making it 

more difficult to achieve the desired level of synergies due to the increases in premiums as a result 

of increased valuations, as concluded by Gilbert and Lieberman (1987).  
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Finally, it is important to stress that it is not possible to ultimately draw a direct line between M&A 

and the heuristics of behavioral finance as the primary driver of M&A underperformance on the 

basis of this empirical test, as several other factors simultaneously hold the potential of skewing the 

picture in their favor. Nevertheless, the findings of the test do provide essential information and 

knowledge in terms of indicating the existence as well as the impact of the heuristics of behavioral 

finance on M&A performance during the most recent merger wave in Europe. 

 

6.5 Sub Conclusion 

The outcomes of the conducted empirical studies in terms of biases and heuristics can be seen as a 

useful aid towards explaining the relative M&A underperformance in the European 

telecommunication industry. More specifically, it has been observed that corporate managers, who 

previously have engaged in a successful M&A transaction perform worse compared to managers 

who have not. This point indicates that previous, superior corporate performance most likely will 

elevate the confidence of the acquiring manager to a level beyond of what is ideal. Additionally, the 

analysis in terms of the acquisition purchase premiums supports the behavioral finance explanation 

towards the biases of hubris as well as the confirmation tendency of the manager, since higher 

merger activity equals higher levels of overpayment and as a result poorer M&A performance. The 

study of the heuristics of herd behavior presents a similar conclusion in terms of when transaction 

volume is relatively high, so is M&A underperformance. Furthermore, this outcome also underlines 

the connectivity and complexity between the biases and heuristics and performance.   

 It is important to keep in mind that even though, the theoretical issues discussed as 

well as studied may explain a proportion of the relative underperformance and thereby stress the 

relevance of behavioral finance, other potential explanatory factors do not simultaneously become 

irrelevant during the study of M&A performance. This point is underlined by the statistical 

significance tests, which indicated that some studies are significant while others are not. In this 

light, behavioral finance may not appear as the single main explanation towards the performance of 

M&A transactions. However, it is important not to underestimate the fact that the majority of the 

behavioral finance studies are in line with the behavioral ideas, which indicates just how 

complicated the process can be when trying to grasp the entire M&A decision-making process, as 
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the motives cannot easily be quantified and simultaneously be immune towards other explanatory 

factors.  
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7. Recommendations and Discussion 

7.1 Recommendations 

It is rooted in the nature of capitalism that one can never be completely accurate in terms of whether 

an investment will turn out as initially planned due to the existence of coincidences which 

ultimately lie outside the scope of our control. However, decision makers can greatly improve their 

chances of success by mitigating the studied behavioral issues and ultimately obtain a more clear 

and balanced view in terms of the true chances of success. Since both the specified biases as well as 

heuristics are products of intuitive thinking, they can never be entirely eliminated from the thought 

process. However, applying a strong focus on the existence as well as relevance of these specific 

tendencies is a good starting point in order to minimize their significance and effect.   

 

The analyzed biases are most likely to intervene with decision making during the initial phase of the 

due diligence process as it is during this phase, where the initial thoughts on synergy potential as 

well as price level of the acquiring manager start to form as explained by the behavioral issue of the 

confirmation trap. The first impression should not be underestimated, since the corporate manager 

will tend to look towards information that supports his initial belief. As a result, the solution must 

be introduced during this critical opening (Lovallo et al., 2007). One way to effectively handle the 

confirmation bias is to actively seek information which disconfirms the initial belief. By doing so, 

the acquiring company will potentially experience a stronger foundation when deciding on whether 

or not to make an offer and eventually perform better, as the company is able to make a more 

balanced decision given the new information.   

 

The tendency of corporate managers being overconfident is not a unique case strictly limited to 

potential M&A acquirers, but is an intuitive bias deeply rooted in the nature of human beings. 

Whenever the decision maker faces a complex project or task, the natural way to engage in the 

thought process is to focus on the project itself without obtaining information about similar cases 

(Lovallo and Kahnemann, 2003). This difference highlights a method for corporate managers of 

being better equipped towards managing potential overconfidence. The approach is referred to as 

the “Outside View” and focuses on the importance of experiences of others rather than the 
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individual assessment of the manager. Instead of potential M&A acquirers attempting to categorize 

the acquisition as being a unique project, they should actively seek statistics and experiences of 

transactions with similar characteristics, since doing so holds the potential of providing them with a 

better perspective in terms of the chances of success. Even though, an exact identical case does not 

exist, since two M&A transactions are never entirely identical, shifting the focus from the project 

and actively applying the experiences of others will be a useful tool for the acquiring manager in 

order to see the project in a different light. This approach might be the explanation behind the 

observed differences in relative underperformance in terms of the acquirers with two transactions 

and the acquirers with three transactions or more. The latter group has more M&A experience and 

as a result is better equipped in choosing the successful deals as their performance is relatively 

better.    

 

The theoretical section as well as the empirical studies have highlighted the ways in which the 

analyzed biases and heuristics are intensified during a merger wave. When the number of bidders 

increases, the herding effect becomes increasingly more significant, and the winner’s curse is 

simultaneously more likely of coming in play leading to generous increases in acquisition purchase 

premiums (Roll, 1986). However, the corporate managers of the acquiring company can apply 

certain methods as an approach to ensure that bid premiums stay within appropriate limits. Firstly 

and aligned with the idea of the Outside View, the acquiring company can assign a dedicated M&A 

function, whose main purpose is to suggest alternatives to the deal when merger activity increases 

(Lovallo et al., 2007). By doing so, the possibility of overpayment is significantly decreased since 

the deal is analyzed in a broader context, and the alternatives become relatively more attractive in 

the light of the increase in bidding prices of the initial target. Secondly, the acquiring manager can 

specify a limit price prior to the beginning of the bidding. However, if the limit prices changes 

during the bidding or the price appears insufficient in order to outbid the other potential acquirers, 

the acquiring company should rethink the potential M&A transaction (Lovallo et. al, 2007). Finally, 

the acquiring manager must recognize the fact that the company which ends up acquiring the target 

might not be the true winner as indicated by the M&A performance analysis, since simply avoiding 

the M&A market might yield a better outcome.  
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Biases and heuristics are often unconsciously experienced and as a result almost impossible to 

completely eliminate from the decision making process of humans. However, the first step in 

dealing with these issues in order for the decision maker to effectively manage the associated risks 

is to be aware of their existence. A concrete approach in terms of more effectively identifying as 

well as mitigating potential biases and heuristics is to make decisions in groups rather than 

individually, since people are better at acknowledging potential biases in others than in themselves 

(Kahnemann et al., 2011). Furthermore and in an M&A context, an independent analysis could also 

improve decision making, since hired people from outside the firm are not equally emotionally 

attached to potential M&A transactions. This would moderate the biases and heuristics in terms of 

anchoring and the confirmation trap, since the outside analysts would be better equipped of seeing 

the project in a different light (Lovallo et al., 2007). However, one should be aware of the incentive 

structure of the hired analysts, as they might have a hidden agenda, but this is another theoretical 

issue related to the concept of agency theory than behavioral finance itself, which lies outside the 

scope of the thesis.  

 

The analyzed biases and heuristics are often a direct result of the corporate manager not being able 

to carefully confront the initial assumptions in terms of the decision, he is facing. An additional 

approach to more effectively manage the risk associated with the biases, is to gather more 

information and question the assumptions made, since this will force the manager to see the 

decision from another point of view and as a result potentially improve decision making. The 

application of the Outside View can be used to consider the potential acquisition in a different light 

as the transaction is compared to other similar cases. This approach can be very useful for 

companies with less M&A experience, since the difference between what can be achieved in terms 

of realizable synergies and the actual realized synergies often differ substantially, which is 

demonstrated in the M&A performance analysis for acquiring telecommunication companies.  
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7.2 Discussion 

The presented set of recommendations are all based on the outcomes of the conducted empirical 

analyses. However, in order for these recommendations to ultimately be of relevance for corporate 

managers on the verge of pursuing an M&A strategy, one must first be certain that the tests in 

relation to the issues of behavioral finance actually measure what initially was intended. As an 

approach to ensure relative validity towards the obtained conclusions, the behavioral issues must be 

quantified as accurately as possible with respect to both available resources and data. However, one 

can rarely be entirely sure of measuring the intended behavioral issues, since heuristics and biases 

are both greatly complex in essence. Furthermore, this exact point in regards to complexity is also 

characteristic for the literature base of behavioral finance and illustrates that it is relatively difficult 

to arrive at a specific conclusion in regards to the obtained results with complete certainty, which is 

also the case for the empirical studies in relation to behavioral finance conducted throughout the 

thesis. As an approach to limit the effects associated with this challenge, multiple tests of statistical 

significance are introduced when possible in order to increase the levels of validity in terms of the 

obtained results.   

 

An alternative approach could be the application of case studies, which potentially could provide a 

better understanding of the individual company. However, this approach would not be without its 

own constraints, as one would not able to draw a general conclusion from the case study of one 

company due to the fact that neither M&A transaction is entirely identical. In the light of this point, 

the application of quantitative methods appears more relevant than the application of the case study-

approach, as the thesis aims to measure the impact of behavioral finance during a merger wave. As 

a result, the thesis is more concerned with the existence of behavioral finance and the effect from 

the related issues on M&A performance on an industry level compared to on a firm level. 

Furthermore, this discussion illustrates the point of one approach not necessarily being better than 

another. However, the applied approach must be able to show great consistency towards the 

questions it aims to investigate and answer.  
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The behavioral and neoclassical hypotheses originate from two entirely different set of assumptions 

concerning the nature of humans and as a result hold different expectations towards the creation and 

existence of merger waves, M&A performance as well as M&A financing. The conducted empirical 

studies do not consistently arrive at the same conclusions as the behavioral hypothesis. For instance, 

the relatively high correlation between the stock market and M&A transaction volume is not 

observed for the telecommunication industry during the tests. Instead, it is more likely that M&A 

transactions within this particular industry are initiated due to industry shocks, as suggested by the 

neoclassical hypothesis However, the tendency of equity financed acquisitions becoming more 

popular during times when the stock market is experiencing a bull market as well as the observed 

levels of relative M&A underperformance leading to several studies obtaining the same conclusions 

as suggested by the behavioral hypothesis.  

 

The presented outcomes of the empirical studies as well as the specific set of in combination stress 

the importance for the acquiring managers not to underestimate the potential biases and heuristics in 

an M&A context. However, several other factors can simultaneously influence the decision making 

process and ultimately the final outcome of an M&A transaction. In this perspective, the literature 

associated with behavioral finance cannot stand alone nor be the leading explanation behind the 

empirically overserved relative M&A underperformance. However, these conducted studies 

combined with the existing literature within the expanding field of biases and heuristics during 

decision making are useful to improve M&A performance as well as provide a more balanced view 

of the strong, underlying and characteristic assumptions of complete rationality within the 

neoclassical paradigm.   
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8. Conclusion 

The primary objective of the thesis has been to empirically investigate the phenomenon of merger 

waves, to gain further insights into the potential effect that behavioral finance can impose on the 

outcome of M&A performance and to study the dubious motives different from the traditional 

motives in relation to M&A activity derived from neoclassical theory. During the introduction, a 

number of sub questions were formed, acting as both structure and framework in order to gradually 

guide the progress of the thesis towards a desired main conclusion in relation to the primary 

objective. These sub questions will now be answered in chronological order.   

   

Upon having conducted in depth theoretical as well as empirical studies in relation to the main 

objective and the before mentioned sub questions, it can be concluded that the primary driver for 

engaging in M&A activity from the perspective of corporate managers consists of the same main 

theoretical, underlying and reoccurring and motives, which are all located within the sphere of the 

neoclassical paradigm associated with traditional economic theory. These primary motives, which 

have been identified and that either solely or in combination form the motivation to pursue an M&A 

strategy, are represented by the realization of synergies, vertical and horizontal integration, 

economies of scale and scope and the acquisition of valuable resources.   

 Nevertheless, neoclassical theory is built upon the strong and underlying assumptions 

in terms of markets being efficient and that the behavior of the economic man is fully rational. 

However, the amount of persistent findings of relevant literature as well as the increasing empirical 

evidence indicating that a relatively large share of M&A transactions end up as being value 

destroying, point towards explanations which are inconsistent with the strong rationality 

assumptions of neoclassical theory (Hagendorff, 2011). These arguments among others have paved 

the way for alternative theories to see the light of day, since neoclassical theory on its own appears 

incomplete and simplistic. One of these emerging theories is the concept of behavioral finance, 

which introduces cognitive psychology in terms of the study of human behavioral patterns. As a 

result, the theory embraces a different set of assumptions concerning the facts that markets cannot 

be characterized as being entirely efficient due to the presence of market abnormalities and 

mispricing and that the behavior of economic agents is not completely rational in every instance. In 

the light of this point, the theory of behavioral finance engages in the investigation of the dubious 
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motives in relation to M&A activity and finds that both heuristics in terms of herd behavior and 

anchoring as well as biases in regards to overconfidence, the confirmation trap and escalation of 

commitment play an essential part during the decision making process, in spite of the fact that these 

motives are considered as anything but rationale and as a result should not be present, according to 

neoclassical theory. 

 

The phenomenon of merger waves which consists of M&A transactions clustering in time, can be 

identified both historically as well as during recent times. Two different theories exist as answers to 

the question related to why M&A transactions tend to appear in waves instead of in a randomized 

distribution. One of these theories is the neoclassical hypothesis, which argues that industry shocks, 

such as technological innovation, new regulation, etc. will from the perspective of corporate 

managers lead to a reallocation of assets, and since management reacts simultaneously to these 

industry shocks, M&A transactions tend to cluster in time. In contrast, the behavioral hypothesis 

focuses on the connection between stock market values and merger activity. Assuming that markets 

are inefficient due to the presence of market abnormalities and potential mispricing, corporate 

management of the acquiring company seeks to utilize the potentially overvalued equity of the 

company as payment for real assets of an undervalued target. As a result, during times where 

companies experience relatively low valuations, less M&A transactions will take place in contrast 

to times with relatively high valuations, which put together creates the wave pattern, being the 

primary explanation to the appearance of merger waves.   

 The behavioral hypothesis plays a central part in the thesis, as this concept aids in 

explaining the empirically witnessed varying performance of M&A transactions, which is 

experienced during the different phases of a merger wave. In relation to the behavioral hypothesis, 

the Merger Wave Model composed by Clack and Mills (2013) was introduced as means to 

graphically illustrate and understand the different phases, a merger wave typically experiences. 

When this model is taken into considerations, transactions conducted during the later stages of a 

wave typically experience increased probability of turning out unsuccessfully compared to deals 

being carried out during the initial stages of a wave due to the increase in premiums as well as the 

potentially limited amount of realizable synergies (Goel and Thakor, 2010).   
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Upon having conducted several empirical studies on data, which has been collected from the 

European telecommunications industry during different periods of time and split into different data 

samples, it can be concluded that the phenomenon of merger waves can empirically be proven. The 

test strongly indicated a wave pattern for transactions having taken place during the years of 1998-

2014, which captures the last three merger waves. Furthermore, the outcomes of the same test also 

displayed strong similarities towards the different phases of the Merger Wave Model in terms of the 

actual wave pattern as well as a relatively strong positive correlation of 68.6% with the 

development in equity prices represented by the DAX-index, which in combination stands in 

support of the theory related to the behavioral hypothesis.      

    

The empirical study in relation to the M&A performance analysis performed on data from the years 

of 2007-2013 revealed an average proportion of underperforming M&A transactions of 46% when 

using the two year median ROA benchmark and 49% in the case of the three year benchmark. This 

proportion of underperforming M&A transactions is in line with the findings of Wang and Moino 

(2012), who state that the majority of research within the field of M&A performance assessment 

discovers a failure rate varying between 40-80%, which is difficult to reconcile with the principles 

of neoclassical theory. In addition, the M&A performance analysis also indicated a correlation 

between the proportion of underperforming acquirers and general merger activity with a tendency 

towards the underperforming buyers following the development in regards to the total number of 

acquirers, which is in line with the predictions of the Merger Wave Model. However, the 

relationship between the development in equity prices and M&A failure rate appeared to be of less 

consistency, which indicates that the stock market is not the primary driver of M&A activity nor 

performance within the telecommunication industry. In contrast, industry shocks such deregulation 

and new technology appear to be the main motives behind increased industry specific M&A 

activity, which stands in support of the neoclassical hypothesis.  

 

In regards to the empirical test concerning the preferred method of payment as financing of M&A 

activity, it can be concluded that in the period of 1998-2014 and during times when market 

capitalizations of corporations are relatively high, equity as a method of payment becomes relative 

more popular than cash compared to years with relatively low market capitalizations, where the 
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opposite scenario applies. The conclusion is derived from the fact that a positive correlation 

between the proportion of equity-financed transactions and the development in equity prices was 

clearly revealed and recognized. Furthermore, this conclusion favors the behavioral hypothesis in 

regards to potential misevaluations as well as corporate managers using inflated equity values as 

currency to acquire new assets in terms of undervalued target companies through M&A 

transactions.  

 

Turning towards the empirical tests in regards to the issues of behavioral finance, it can be 

concluded that it is possible through quantitative methods to empirically measure the existence as 

well as the impact of behavioral finance on M&A performance during the most recent merger wave 

in Europe, which serves as the main conclusion towards the primary objective of the thesis. 

 The first test in relation to the biases of overconfidence and the confirmation trap did 

not reveal a consistent relationship between acquisition frequency and relative underperformance. 

However, when the previous acquisition has been successful, a proportion between 49-69% of the 

following acquisitions turn out unsuccessfully. These numbers clearly stands out as the ratio of 

relative underperformance now is higher than what was found during the M&A performance 

analysis, where the additional increase in the proportion of relative underperformance must be 

attributed to overconfidence of the acquiring manager. This point illustrates that a previous M&A 

deal success holds the potential of influencing the ability of the corporate manager to carefully and 

rationally evaluate the target company accurately. Furthermore, this outcome simultaneously 

indicates that superior corporate performance will elevate the level of confidence of the acquiring 

manager but also has the potential of developing into a liability rather than an asset, as the manager 

evaluates the potential of pursuing an M&A strategy with too much glory. These findings support 

the relevance of behavioral finance and are simultaneously aligned with the conclusions of Doukas 

and Petmezas (2007), who argue that if the first M&A transaction turns out successfully, then the 

acquiring manager will engage in subsequent transactions with declining returns. As a result, the 

manager will experience cognitive bias and inflated confidence towards the level of their individual 

M&A competences. 
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In regards to the empirical test concerning the heuristics of herd behavior and anchoring, it can be 

concluded that during times where a large number of M&A deals take place, the abnormal return of 

these specific deals being carried out tend to be relatively lower and even negative in some cases, 

compared to the abnormal return measures during times of reduced M&A activity. These findings 

are to be seen in the light of the outcome of the test that recognized a clear inverse relationship 

between the volume of M&A transactions and positive abnormal return. This observation would 

indicate the presence of herd behavior and anchoring in terms of corporate managers tending to 

ignore private signals and engaging in herding due to the presence of asymmetric information, as 

suggested by Baneerje (1992). Furthermore, these findings are strongly aligned with the 

conclusions of Goel and Thakor (2010), Bouwman et al. (2009) and Hagendorff (2011) in regards 

to earlier transactions in an M&A wave achieving an increased amount of realized synergies 

compared to later deals during the same wave, which ultimately results in lower shareholder returns 

in the case of M&A transactions taking place at the peak of a merger wave.   

     

When the entire outcome of the thesis is taken into consideration, it is not possible with complete 

validity to conclude that behavioral finance in fact appears as being the primary explanation 

towards relative M&A underperformance as well as the rise of merger waves, even though the 

findings strongly underline the importance as well as relevance of behavioral finance. Nevertheless, 

the concept of behavioral finance does serve an important purpose in regards to the aid in 

explaining the often empirically observed instances of unsatisfying outcomes of M&A transactions, 

in cases where traditional neoclassical theory on its own appears incomplete and simplistic.  

 It is impossible to entirely eliminate the potential risks associated with the issues of 

behavioral finance, since these biases and heuristics are deeply rooted in the nature of human beings 

and as a result continuously has the potential of effecting the decision making process. 

Nevertheless, by acknowledging the fact that these issues of behavioral finance in fact do exist and 

can impose great risk towards the outcome of an M&A transaction by greatly effecting the decision 

making process of corporate managers, one has already taken a great leap towards managing and 

mitigating these potential risks with increased effectiveness in order to avoid the many pitfalls that 

behavioral finance can cause when pursuing an M&A strategy.   
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Zephyr 

database  

deal number Acquiror name

Acquiror 

country 

code Target name

Target 

country 

code Deal type

Acquiror BvD 

ID number

Deal 

status

Acquired 

stake 

(%)

Announced 

date

500417 VODAFONE 

GROUP PLC

GB HUTCHISON 

ESSAR 

TELECOM LTD

IN Acquisition 

67%

GB01833679 Completed 67.00000 11-02-2007

415731 VIVENDI 

UNIVERSAL SA

FR TÉLÉVISION 

PAR SATELLITE 

SA

FR Acquisition 

increased 

from 15% 

to 85%

FR343134763 Completed 70.00000 16-12-2005

544974 VODAFONE 

GROUP PLC

GB TELE2 ITALIA 

SPA

IT Acquisition GB01833679 Completed 100.00000 06-10-2007

440370 TELECOM ITALIA 

SPA

IT AOL 

DEUTSCHLAND 

GMBH & CO. 

KG'S 

BROADBAND 

INTERNET 

ACCESS 

BUSINESS

DE Acquisition 

100%

ITMI1580695 Completed 100.00000 17-09-2006

415659 SOCIETE 

FRANCAISE DE 

RADIOTELEPHON

E SA

FR TÉLÉ2 FRANCE 

SAS'S FIXED 

LINE AND 

INTERNET 

ACTIVITIES

FR Acquisition 

100%

FR343059564 Completed 100.00000 03-10-2006

556519 TISCALI UK LTD GB PIPEX 

COMMUNICATI

ONS PLC'S 

BROADBAND 

GB Acquisition 

100%

GB03408171 Completed 100.00000 13-07-2007

205727 FRANCE 

TÉLÉCOM SA

FR TELKOM KENYA 

LTD

KE Acquisition 

51%

FR380129866 Completed 51.00000 16-11-2007

476950 KONINKLIJKE 

KPN NV

NL TISCALI BV NL Acquisition 

100%

NL02045200 Completed 100.00000 15-09-2006

555061 TELIASONERA AB SE MCT 

CORPORATION

US Acquisition 

100%

SE5561034249 Completed 100.00000 08-07-2007

451806 VERSATEL 

TELECOM 

INTERNATIONAL 

NV

NL TELE2 

NETHERLANDS 

HOLDING BV

NL Acquisition NL33272606 Completed 100.00000 16-08-2006

512344 BT GROUP PLC GB INTERNATIONA

L NETWORK 

SERVICES 

INC.

US Acquisition 

100%

GB04190816 Completed 100.00000 01-02-2007

493510 TELENET GROUP 

HOLDING NV

BE UNITED PAN 

EUROPE 

COMMUNICATI

ONS BELGIUM 

SA

BE Acquisition 

100%

BE0477702333 Completed 100.00000 29-11-2006

522297 MACH SARL LU CB HOLDINGS 

INC.

US Acquisition 

100%

LULB89824 Completed 100.00000 06-03-2007

492926 TELIASONERA AB SE DEBITEL 

DANMARK A/S

DK Acquisition 

100%

SE5561034249 Completed 100.00000 01-02-2007

483723 BRITISH 

TELECOMMUNICA

TIONS PLC

GB PLUSNET PLC GB Acquisition 

100%

GB01800000 Completed 100.00000 16-11-2006

512243 TELEKOM 

AUSTRIA AG

AT ETEL AUSTRIA 

AG

AT Acquisition AT9110245031 Completed 100.00000 20-12-2006

508650 TELEPERFORMAN

CE SA

FR TWENTY4HELP 

KNOWLEDGE 

SERVICE AG

DE Acquisition 

100%

FR301292702 Completed 100.00000 19-01-2007

318944 TELIASONERA AB SE CYGATE AB SE Acquisition 

98.76%

SE5561034249 Completed 98.76000 16-11-2006

561902 BT GROUP PLC GB COMMUNICATI

ON ET 

SYSTÈMES' 

INFRASTRUCT

URE SERVICES 

DIVISION

FR Acquisition 

100%

GB04190816 Completed 100.00000 03-08-2007

452033 BRITISH 

TELECOMMUNICA

TIONS PLC

GB COMMUNICATI

ON ET 

SYSTÈMES' 

CRITICAL 

SYSTEMS 

DIVISION

FR Acquisition 

100%

GB01800000 Completed 100.00000 03-08-2007

10.3 Appendix 3 – Deal information Acquisition information M&A deals 2007 
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490432 FRANCE 

TÉLÉCOM SA

FR GROUPE 

SILICOMP SA

FR Acquisition 

53.81%

FR380129866 Completed 53.81000 04-12-2006

512620 KINGSTON 

COMMUNICATIO

NS (HULL) PLC

GB MISTRAL 

INTERNET 

GROUP LTD

GB Acquisition 

100%

GB02150618 Completed 100.00000 31-01-2007

554751 BT GROUP PLC GB BRIGHTVIEW 

LTD

GB Acquisition 

100%

GB04190816 Completed 100.00000 06-07-2007

468966 ECOTEL 

COMMUNICATIO

N AG

DE TISCALI 

NACAMAR 

GMBH

DE Acquisition 

100%

DE5050387834 Completed 100.00000 05-02-2007

495747 REDSTONE PLC GB IDN TELECOM 

PLC

GB Acquisition 

100%

GB03336134 Completed 100.00000 30-11-2006

581991 TELE2 AB SE TELECOM 

EURASIA

RU Acquisition 

100%

SE5564108917 Completed 100.00000 05-10-2007

549722 SONAECOM 

SGPS SA

PT TELE2 

PORTUGAL

PT Acquisition 

100%

PT502028351 Completed 100.00000 28-06-2007

537190 ALCATEL-LUCENT 

SA

FR NETDEVICES 

INC.

US Acquisition 

100%

FR542019096 Completed 100.00000 14-05-2007

608453 ADEPT TELECOM 

PLC

GB OXTALK LTD GB Acquisition 

100%

GB04682431 Completed 100.00000 06-12-2007

480886 ZAMANO PLC IE EIRBORNE 

TEXT 

IE Acquisition 

100%

IE329336 Completed 100.00000 23-04-2007

556690 EFFORTEL BE MEDIASETI 

ZAO

RU Acquisition 

100%

BE0876765380 Completed 100.00000 27-06-2007

513692 AVÁNZIT SA ES ELECTRIFICAC

IONES 

FERROVIARIAS 

SL

ES Acquisition 

100%

ESA28085207 Completed 100.00000 06-02-2007

514686 ELISA OYJ FI FIRST ORANGE 

CONTACT OY

FI Acquisition 

100%

FI01165106 Completed 100.00000 09-02-2007

518433 FUNKWERK AG DE MICROSYST 

SYSTEMELECT

RONIC GMBH

DE Acquisition 

100%

DE3450054759 Completed 100.00000 23-02-2007

1601150127 ECOTEL 

COMMUNICATIO

N AG

DE PPRO 

WERTKARTENV

ERKAUF GMBH

DE Acquisition 

51.2%

DE5050387834 Completed 51.20000 17-07-2007

447698 BUDGET 

TÉLÉCOM SA

FR TALK TEL FR Acquisition 

100%

FR422716878 Completed 100.00000 21-12-2007

470479 VODAFONE 

IRELAND LTD

IE PERLICO 

COMMUNICATI

ONS LTD

IE Acquisition 

100%

IE326967 Completed 100.00000 13-11-2007

504068 AINACOM OY FI HÄMEEN 

PUHELIN OY

FI Merger 

100%

FI09628347 Completed 100.00000 01-01-2007

530364 FOLIATEAM 

TÉLÉCOMS ET 

SÉCURITÉ

FR SYSCOM 74 

SAS

FR Acquisition 

100%

FR712047869 Completed 100.00000 02-04-2007

543596 FRANCE 

TÉLÉCOM SA

FR GTL LTD'S 

INFORMATION 

TECHNOLOGY 

AND TELECOM 

NETWORK 

IN Acquisition 

100%

FR380129866 Completed 100.00000 11-07-2007

548091 CHESS PLC GB ADODO 

COMMUNICATI

ONS LTD

GB Acquisition 

100%

GB02797895 Completed 100.00000 18-06-2007

552404 SARENET SA ES BITMAILER SL ES Acquisition 

100%

ESA48714489 Completed 100.00000 08-05-2007

562624 BASE NV/SA BE ALLO TELECOM 

NV

BE Acquisition 

100%

BE0462925669 Completed 100.00000 06-08-2007

566246 SWIFTNET LTD GB AURACALL LTD GB Acquisition 

increased 

from 32.5% 

to 100%

GB02469394 Completed 67.50000 15-08-2007

567749 BT GROUP PLC GB BASILICA 

COMPUTING 

LTD

GB Acquisition 

100%

GB04190816 Completed 100.00000 20-08-2007

572547 TOLEDO 

TELECOM

BE SUN TELECOM BE Acquisition 

100%

BE0462900331 Completed 100.00000 07-09-2007

576663 ALCATEL-LUCENT 

SA

FR TAMBLIN LTD GB Acquisition 

100%

FR542019096 Completed 100.00000 21-09-2007

577862 ALCATEL-LUCENT 

SA

FR THOMPSON 

ADVISORY 

GROUP INC.

US Acquisition 

100%

FR542019096 Completed 100.00000 17-09-2007

578742 OGILVIE 

COMMUNICATIO

NS LTD

GB COMTEC 

BUSINESS 

EQUIPMENT 

LTD

GB Acquisition 

100%

GBSC116592 Completed 100.00000 25-04-2007
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628442 FREENET AG DE DEBITEL AG DE DE229022431

1

Acquisition Completed 27-04-2008 100.00000

613739 TELENET GROUP 

HOLDING NV

BE INDI'S 

ANALOGUE 

AND DIGITAL 

TELEVISION 

ACTIVITIES

BE BE0477702333 Acquisition 

100%

Completed 10-06-2008 100.00000

1601004461 MILLICOM 

INTERNATIONAL 

CELLULAR SA

LU AMNET 

TELECOMMUNI

CATIONS 

HOLDING LTD

BM LULB40630 Acquisition 

100%

Completed 22-07-2008 100.00000

649643 BELGACOM SA BE TELE2 

LUXEMBOURG 

LU BE0202239951 Acquisition Completed 26-06-2008 100.00000

618633 BELGACOM SA BE SCARLET NV NL BE0202239951 Acquisition 

100%

Completed 15-02-2008 100.00000

1000012065 BRITISH 

TELECOMMUNIC

ATIONS PLC

GB FRONTLINE 

TECHNOLOGIE

S 

CORPORATION 

LTD

SG GB01800000 Acquisition 

100%

Completed 05-12-2007 100.00000

1601005245 BRITISH 

TELECOMMUNIC

ATIONS PLC

GB RIBBIT 

CORPORATION

US GB01800000 Acquisition 

100%

Completed 29-07-2008 100.00000

582432 BT GROUP PLC GB NET2S SA FR GB04190816 Acquisition 

68.6%

Completed 10-10-2007 68.60000

523063 FRANCE 

TÉLÉCOM SA

FR CITYVOX SAS FR FR380129866 Acquisition 

100%

Completed 05-03-2008 100.00000

1601000961 BT GROUP PLC GB UFINDUS LTD GB GB04190816 Acquisition 

100%

Completed 09-07-2008 100.00000

650797 TELIASONERA 

AB

SE COMHOUSE AS NO SE5561034249 Acquisition 

increased 

from 

33.4% to 

100%

Completed 17-06-2008 66.60000

1601003128 PANTGUR 

IBERICA SL

ES ISLALINK SA ES ESB82735408 Acquisition 

75%

Completed 17-07-2008 75.00000

606843 TELENET GROUP 

HOLDING NV

BE HOSTBASKET BE BE0477702333 Acquisition 

100%

Completed 07-01-2008 100.00000

614193 ELITETELECOM 

HOLDINGS PLC

GB GP TELECOM 

LTD

GB GB04503928 Acquisition 

100%

Completed 29-01-2008 100.00000

609282 BT GROUP PLC GB SQUARE MILE 

MARINA LTD

GB GB04190816 Acquisition 

100%

Completed 15-01-2008 100.00000

654464 PINNACLE 

TELECOM PLC

GB COLLOQUIUM 

LTD

GB GBSC184333 Acquisition 

100%

Completed 30-06-2008 100.00000

524302 M6 WEB SAS FR CYREALIS 

SARL

FR FR414549469 Acquisition 

100%

Completed 30-04-2008 100.00000

548100 CHESS PLC GB PLATINUM 

TELECOM UK 

LTD

GB GB02797895 Acquisition 

100%

Completed 01-06-2008 100.00000

609266 BUDGET 

TÉLÉCOM SA

FR PHENIX 

TELECOM 

INTERNATION

AL SAS

FR FR422716878 Acquisition 

100%

Completed 08-01-2008 100.00000

 

Acquisition information M&A deals 2008 

 

581476 HUB TÉLÉCOM 

SA

FR BGI 

TECHNOLOGIE 

SAS

FR Acquisition 

100%

FR437947666 Completed 100.00000 05-10-2007

589722 TELESPAZIO SPA IT FILEAS SA FR Acquisition 

85%

ITRM0804949 Completed 85.00000 31-10-2007

593011 VODAFONE 

GROUP PLC

GB ALLMOBILITY 

DEUTSCHLAND 

GMBH

DE Acquisition 

100%

GB01833679 Completed 100.00000 12-11-2007

599891 LYCOS EUROPE 

NV

NL W2 RÉGIE FR Acquisition 

100%

NL30162242 Completed 100.00000 30-11-2007

639815 FINNET OY FI HIIDENVERKO

T OY

FI Acquisition FI05925096 Completed 100.00000 06-02-2007

506374 DRILLISCH AG DE TELCO 

SERVICES 

GMBH

DE Acquisition 

100%

DE6130107416 Completed 100.00000 15-01-2007

523546 BT GROUP PLC GB COMSAT 

INTERNATIONA

L INC.

US Acquisition 

100%

GB04190816 Completed 100.00000 20-04-2007

574040 BT GROUP PLC GB INS GROUP SA BE Acquisition 

100%

GB04190816 Completed 100.00000 12-09-2007

579690 BT GROUP PLC GB LYNX 

TECHNOLOGY 

HOLDINGS LTD

GB Acquisition 

100%

GB04190816 Completed 100.00000 28-09-2007



The Impact of Behavioral Finance on M&A Performance during the Most Recent Merger Wave in Europe 

   

 

129 

 

612338 KONINKLIJKE 

KPN NV

NL SMS MICHEL 

COMMUNICATI

ON GMBH

DE NL02045200 Acquisition 

100%

Completed 23-01-2008 100.00000

630349 TELESPAZIO 

SPA

IT AURENSIS SL ES ITRM0804949 Acquisition 

100%

Completed 01-04-2008 100.00000

636087 KONINKLIJKE 

KPN NV

NL IPT MEDICAL 

SERVICES BV

NL NL02045200 Acquisition 

100%

Completed 24-04-2008 100.00000

639606 STEAM 

COMMUNICATIO

NS OY

FI TEXTSTREAM 

MOBILE OY

FI FI20819152 Acquisition 

100%

Completed 05-05-2008 100.00000

651034 BELGACOM SA BE MOBILE-FOR 

NV

BE BE0202239951 Acquisition 

100%

Completed 17-07-2008 100.00000

653478 CHESS PLC GB JUST 

TELECOMMS 

UK LTD

GB GB02797895 Acquisition 

100%

Completed 01-06-2008 100.00000

655021 TEAM SIMOCO 

LTD

GB INFOMATRIX 

MOBILE DATA 

LTD

GB GB04382515 Acquisition 

100%

Completed 25-02-2008 100.00000

1601005120 ETELA-

SATAKUNNAN 

PUHELIN OY

FI I&I 

SOLUTIONS 

OY

FI FI01442644 Acquisition 

100%

Completed 26-06-2008 100.00000

1601007395 SALON SEUDUN 

PUHELIN OY

FI JIMM'S PC-

STORE OY

FI FI01394718 Acquisition 

85%

Completed 06-08-2008 85.00000

1601007469 CHESS PLC GB PUMA 

TELECOM 

LTD'S 

BUSINESS

GB GB02797895 Acquisition 

100%

Completed 06-08-2008 100.00000

1601007473 CHESS PLC GB SUNSTONE 

TELECOM 

LTD'S 

BUSINESS

GB GB02797895 Acquisition 

100%

Completed 06-08-2008 100.00000

1601007828 GLOBECAST 

FRANCE

FR PACIFIC 

CENTURY 

MATRIX LTD

HK FR440186740 Acquisition 

100%

Completed 05-06-2008 100.00000

1601008316 KONTAKTIA OY FI OPASMEDIA 

OY

FI FI10300488 Acquisition 

unknown 

majority 

stake %

Completed 04-08-2008 Unknown 

majority

1601008331 KONTAKTIA OY FI SUOMEN 

OPASMYYNTI 

OY

FI FI10300488 Acquisition 

unknown 

majority 

stake %

Completed 04-08-2008 Unknown 

majority

1601008342 KONTAKTIA OY FI SUOMEN 

YRITYSOPAS 

OY

FI FI10300488 Acquisition 

unknown 

majority 

stake %

Completed 04-08-2008 Unknown 

majority

1601021268 TELENET GROUP 

HOLDING NV

BE PURE CABLE 

COMPANIES' 

CABLE TV 

BE BE0477702333 Acquisition 

100%

Completed 01-10-2008 100.00000

1601023375 GLOBECAST 

FRANCE

FR NETIA SA FR FR440186740 Acquisition 

100%

Completed 08-09-2008 100.00000

1601031953 ELISA OYJ FI TELENOR OY FI FI01165106 Acquisition 

100%

Completed 01-11-2008 100.00000

1601040727 BT GROUP PLC GB MOORHOUSE 

CONSULTING 

LTD

GB GB04190816 Acquisition 

100%

Completed 01-08-2008 100.00000

1601059733 VODAFONE 

GROUP PLC

GB BROADNET 

CZECH AS

CZ GB01833679 Acquisition 

100%

Completed 01-09-2008 100.00000

1601332452 ANVIA OYJ FI FINNSAT OY FI FI07476829 Acquisition 

100%

Completed 31-12-2008 100.00000

610274 BAILEY 

TESWAINE LTD

GB S2S LTD GB GB02338401 Acquisition 

100%

Completed 14-01-2008 100.00000

1601025036 KONINKLIJKE 

KPN NV

NL DEBITEL 

NEDERLAND 

BV

NL NL02045200 Acquisition 

100%

Completed 23-10-2008 100.00000
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500201 TALKTALK 

TELECOM LTD

GB TISCALI UK 

LTD

GB GB04633015 Acquisition 

100%

Completed 08-05-2009 100.00000

1601061625 COSMOTE - 

MOBILE 

TELECOMMUNIC

ATIONS SA

GR TELEMOBIL SA RO GR094493766 Acquisition 

100%

Completed 30-06-2009 100.00000

595690 KABELSIGNAL 

AG

AT B.NET 

BURGENLAND 

TELEKOM 

GMBH

AT AT9110003755 Acquisition 

100%

Completed 23-12-2008 100.00000

1601135061 TDC A/S DK FIBER NEWCO 

A/S

DK DK14773908 Acquisition 

100%

Completed 17-11-2009 100.00000

1601198966 VIVENDI SA FR WENGO SAS FR FR343134763 Acquisition 

100%

Completed 31-12-2009 100.00000

1909016922 ELISA OYJ FI ELISA LINKS 

OY

FI FI01165106 Acquisition 

100%

Completed 13-02-2009 100.00000

1601051503 ELISA OYJ FI XENETIC OY FI FI01165106 Acquisition 

100%

Completed 13-02-2009 100.00000

1601090387 TELENET GROUP 

HOLDING NV

BE BELCOMPANY 

BV

BE BE0477702333 Acquisition 

100%

Completed 25-06-2009 100.00000

1601101687 TRADIA 

TELECOM SA

ES TELEDIFUSIÓN 

DE MADRID SA

ES ESA61902045 Acquisition 

100%

Completed 02-07-2008 100.00000

1601106478 MONITISE PLC GB MONILINK LTD GB GB06011822 Acquisition 

increased 

from 50% 

to 100%

Completed 24-08-2009 50.00000

1601038433 DRILLISCH AG DE ETELEON E-

SOLUTIONS AG

DE DE613010741

6

Acquisition 

71.4%

Completed 19-12-2008 71.40000

1601085940 PINNACLE 

TELECOM PLC

GB ACCENT 

TELECOM UK 

LTD

GB GBSC184333 Acquisition 

100%

Completed 11-06-2009 100.00000

1601060091 DGC ONE AB SE TELENOVA AB SE SE5566241732 Acquisition 

100%

Completed 12-03-2009 100.00000

502081 VODAFONE 

GROUP PLC

GB CENTRAL 

TELECOM LTD

GB GB01833679 Acquisition 

100%

Completed 19-01-2009 100.00000

1601030462 WIND HELLAS 

TELECOMMUNIC

ATIONS SA

GR TELLAS SA GR GR099936189 Acquisition 

100%

Completed 28-08-2008 100.00000

1601039004 KABELSIGNAL 

AG

AT DATASERVICE 

GMBH

AT AT9110003755 Acquisition 

100%

Completed 23-12-2008 100.00000

1601042989 EQUANT 

FRANCE SA

FR DATA & 

MOBILES SA

FR FR410065361 Acquisition 

100%

Completed 13-01-2009 100.00000

1601045253 TELLINK NV BE UNO TELECOM 

NV

BE BE0459188102 Acquisition 

100%

Completed 21-01-2009 100.00000

1601047381 TELEKOM 

AUSTRIA AG

AT CABLERUNNER 

AUSTRIA 

GMBH & CO. 

KG

AT AT9110245031 Acquisition 

76%

Completed 22-01-2009 76.00000

1601051469 ELISA OYJ FI TRACKWAY 

OY'S 

PROPERTY 

MANAGEMENT 

AND 

LOGISTICS 

BUSINESS

FI FI01165106 Acquisition 

100%

Completed 13-02-2009 100.00000

1601059535 EDPNET BE INTICONET BV BE BE0466070845 Acquisition 

100%

Completed 11-03-2009 100.00000

1601064127 XLN TELECOM 

LTD

GB ONEBILL 

TELECOM LTD

GB GB03902543 Acquisition 

100%

Completed 20-03-2009 100.00000

1601070240 CI-NET LTD GB INTERDART 

LTD

GB GB03155758 Acquisition 

100%

Completed 16-04-2009 100.00000

1601075075 EDPNET BE TALESSA NV BE BE0466070845 Acquisition 

100%

Completed 05-05-2009 100.00000

1601075078 EDPNET BE DOMESTIX BV NL BE0466070845 Acquisition 

100%

Completed 05-05-2009 100.00000

1601084728 PENNINE 

TELECOM LTD

GB PAS 

PARTNERSHIP 

LTD

GB GB01763970 Acquisition 

100%

Completed 05-06-2009 100.00000

1601085110 BOXER TV 

ACCESS AB

SE DIGI TV PLUS 

OY

FI SE5565481131 Acquisition 

unknown 

majority 

stake %

Completed 05-06-2009 Unknown 

majority

Acquisition information M&A deals 2009 
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1601187029 TELEFONICA SA ES BRASILCEL NV NL ESA28015865 Acquisition 

increased 

from 50% 

to 100%

Completed 28-07-2010 50.00000

640881 TELEFÓNICA 

DEUTSCHLAND 

GMBH

DE HANSENET 

TELEKOMMUNI

KATION GMBH

DE DE8170370433 Acquisition 

100%

Completed 03-12-2009 100.00000

1601192900 DNA OY FI WELHO'S 

BUSINESS

FI FI05925096 Acquisition 

100%

Completed 31-05-2010 100.00000

1601131918 MOBISTAR SA BE KPN BELGIUM 

BUSINESS 

SA/NV

BE BE0456810810 Acquisition 

100%

Completed 25-11-2009 100.00000

1601091280 TELE2 AB SE MOBAIL 

TELEKOM-

SERVIS TOO

KZ SE5564108917 Acquisition 

51%

Completed 14-12-2009 51.00000

1601203725 TELE2 AB SE BBNED NV NL SE5564108917 Acquisition 

100%

Completed 16-07-2010 100.00000

1601238820 VIVENDI SA FR DIGITICK SA FR FR343134763 Acquisition 

unknown 

majority 

stake %

Completed 31-12-2010 Unknown 

majority

1601227480 DAISY GROUP 

PLC

GB SPIRITEL PLC GB GB03974683 Acquisition 

100%

Completed 10-11-2010 100.00000

1601231647 DAISY GROUP 

PLC

GB NEG MBO TWO 

LTD

GB GB03974683 Acquisition 

100%

Completed 02-12-2010 100.00000

1601241375 QSC AG DE IP PARTNER 

AG

DE DE5190434206 Acquisition 

100%

Completed 21-12-2010 100.00000

 

Acquisition information M&A deals 2010 

1601086543 CHESS PLC GB CI WHOLESALE 

LTD

GB GB02797895 Acquisition 

100%

Completed 12-06-2009 100.00000

1601086558 CHESS PLC GB JVH GROUP 

LTD

GB GB02797895 Acquisition 

100%

Completed 12-06-2009 100.00000

1601091432 KONINKLIJKE 

KPN NV

NL TALK & VISION 

BV

NL NL02045200 Acquisition 

51%

Completed 01-07-2009 51.00000

1601093794 SAVONLINNAN 

PUHELIN OY

FI LUKKORENGAS 

OY

FI FI17009503 Acquisition 

100%

Completed 15-06-2009 100.00000

1601099122 ALCATEL-

LUCENT SA

FR VELOCIX LTD GB FR542019096 Acquisition 

100%

Completed 28-07-2009 100.00000

1601109265 SOCIETE 

FRANCAISE DE 

RADIOTELEPHO

NE SA

FR MOBISUD SA FR FR343059564 Acquisition 

66%

Completed 31-05-2009 66.00000

1601109395 BUDGET 

TÉLÉCOM SA

FR KAST TELECOM 

SA

FR FR422716878 Acquisition 

100%

Completed 02-09-2009 100.00000

1601115459 VAKKA-SUOMEN 

PUHELIN OY

FI PROTONE OY FI FI02130722 Acquisition 

increased 

from 43% 

to 100%

Completed 09-09-2009 57.00000

1601120354 MAGDALENE 

LTD

GB TRAXE GLOBAL 

SERVICES LTD

GB GB03198823 Acquisition 

100%

Completed 06-10-2009 100.00000

1601130874 OPAL TELECOM 

LTD

GB UK TELCO (GB) 

LTD

GB GB03849133 Acquisition 

100%

Completed 03-11-2009 100.00000

1601132853 CHESS LTD GB XTEL (UK) 

LTD'S CALLS 

AND LINES 

BUSINESS

GB GB02797895 Acquisition 

100%

Completed 31-10-2009 100.00000

1601142303 MOX TELECOM 

AG

DE IPS 

INTERNATIONA

L PREPAY 

SOLUTION AG

CH DE505035814

8

Acquisition 

100%

Completed 09-12-2009 100.00000

1601146676 TELEPERFORMA

NCE SA

FR TELEDATOS SA CO FR301292702 Acquisition 

100%

Completed 28-12-2009 100.00000

1601147957 TELEFÓNICA 

SERVICIOS 

AUDIOVISUALE

S SA

ES GLOWAY 

BROADCAST 

SERVICES SL

ES ESA80568645 Acquisition 

100%

Completed 18-09-2009 100.00000

1601061231 COMPLETEL SAS FR B3G SA FR FR418299699 Acquisition 

100%

Completed 30-03-2009 100.00000

1601063370 HUB TÉLÉCOM 

SA

FR MASTERNAUT 

SA

FR FR437947666 Acquisition 

100%

Completed 25-03-2009 100.00000
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1601222400 FRANCE 

TÉLÉCOM SA

FR ELETTRA TLC 

SPA

IT FR380129866 Acquisition 

100%

Completed 30-09-2010 100.00000

1601226815 ELISA OYJ FI APPELSIINI 

FINLAND OY

FI FI01165106 Acquisition 

100%

Completed 05-11-2010 100.00000

1601197442 UK BROADBAND 

LTD

GB DAISY GROUP 

PLC'S WIMAX 

SPECTRUM 

GB GB04713634 Acquisition 

100%

Completed 17-06-2010 100.00000

1601176203 SOCIETY FOR 

WORLDWIDE 

INTERBANK 

BE SUNGARD 

DATA 

SYSTEMS 

US BE0413330856 Acquisition 

100%

Completed 31-03-2010 100.00000

1601192409 TELE2 AB SE SPRING MOBIL 

AB

SE SE5564108917 Acquisition 

increased 

from 50% 

to 100%

Completed 28-05-2010 50.00000

1601157832 DAISY GROUP 

PLC

GB MANAGED 

COMMUNICATI

ONS LTD

GB GB03974683 Acquisition 

100%

Completed 08-02-2010 100.00000

1601195473 DAISY GROUP 

PLC

GB FONE 

LOGISTICS 

LTD

GB GB03974683 Acquisition 

100%

Completed 10-06-2010 100.00000

1601155771 GCI TELECOM 

GROUP LTD

GB WAN 

SERVICES LTD

GB GB05396496 Acquisition Completed 04-05-2010 100.00000

1601224619 DAISY GROUP 

PLC

GB COLE ROBERT 

& CO LTD

GB GB03974683 Acquisition 

100%

Completed 22-04-2010 100.00000

1601193275 TELENET GROUP 

HOLDING NV

BE C-CURE NV BE BE0477702333 Acquisition 

100%

Completed 01-06-2010 100.00000

1601221856 VODAFONE 

GROUP PLC

GB TNT EXPENSE 

MANAGEMENT 

LLC

US GB01833679 Acquisition 

100%

Completed 08-10-2010 100.00000

1601197912 ALLTELE 

ALLMANNA 

SVENSKA 

TELEFON AB

SE LANDNCALL 

AB

SE SE5566262407 Acquisition 

100%

Completed 21-06-2010 100.00000

1601218456 T-SYSTEMS LTD GB VAMOSA LTD GB GB01668706 Acquisition 

100%

Completed 25-10-2010 100.00000

1601304076 NEOMOBILE SPA IT ZERO9 SPA IT ITRM1157866 Acquisition 

100%

Completed 09-09-2010 100.00000

1601234695 DGC ONE AB SE NAB 

SOLUTIONS 

AB'S 

BUSINESS 

SOFTWARE 

DIVISION

SE SE5566241732 Acquisition 

100%

Completed 20-12-2010 100.00000

1601100584 BELGACOM SA BE BELGACOM 

SKYNET NV

BE BE0202239951 Acquisition Completed 04-01-2010 100.00000

1601132855 CHESS LTD GB UTILITIES 

NETWORK LTD

GB GB02797895 Acquisition 

100%

Completed 03-02-2010 100.00000

1601151889 TDC A/S DK AINACOM 

OY'S FIBER 

NETWORK IN 

FI DK14773908 Acquisition 

100%

Completed 18-01-2010 100.00000

1601171809 HOST EUROPE 

GMBH

DE VANAGER 

GMBH'S 

HOSTING 

BUSINESS

DE DE5190435994 Acquisition 

100%

Completed 25-03-2010 100.00000

1601189199 CHESS LTD GB NPC TELECOM 

LTD

GB GB02797895 Acquisition 

100%

Completed 17-05-2010 100.00000

1601189854 LEBARA BV NL CHIPPIE NL NL34161616 Acquisition 

100%

Completed 18-05-2010 100.00000

1601193379 ELISA OYJ FI VIDERA OY FI FI01165106 Acquisition 

64.7%

Completed 25-05-2010 64.70000

1601198194 DAISY GROUP 

PLC

GB MURPHX 

INNOVATIVE 

SOLUTIONS 

LTD

GB GB03974683 Acquisition 

100%

Completed 22-06-2010 100.00000

1601199995 ALCATEL-

LUCENT SA

FR PROGRAMMAB

LEWEB

FR542019096 Acquisition 

100%

Completed 29-06-2010 100.00000

1601210331 TELEMAR 

COMPAGNIA 

GENERALE SPA

IT POLARIS 

ELECTRONICS 

NORGE AS

NO ITRM0141423 Acquisition 

100%

Completed 13-08-2010 100.00000

1601210492 CHESS LTD GB INTELLIGENT 

NETWORKS 

LTD

GB GB02797895 Acquisition 

100%

Completed 16-08-2010 100.00000

1601211512 ANVIA OYJ FI ALPHATECH 

OY

FI FI07476829 Acquisition 

70%

Completed 02-07-2010 70.00000
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 Acquisition information M&A deals 2011 

 

1601214129 ALCATEL-

LUCENT SA

FR OPEN PLUG SA FR FR542019096 Acquisition 

100%

Completed 01-09-2010 100.00000

1601216838 KEYYO SA FR MOBEEL SAS FR FR390081156 Acquisition 

100%

Completed 15-09-2010 100.00000

1601220661 CHESS LTD GB SHAFTESBURY 

SYSTEMS LTD

GB GB02797895 Acquisition 

100%

Completed 05-10-2010 100.00000

1601225141 GRIFFIN 

INFORMATION 

SYSTEMS LTD

GB THE FUSED 

GROUP LTD'S 

ASSETS

GB GB03676297 Acquisition 

100%

Completed 14-10-2010 100.00000

1601232424 IKAALISTEN-

PARKANON 

PUHELIN OY

FI JPC-STUDIOT 

OY

FI FI01330116 Acquisition 

100%

Completed 11-10-2010 100.00000

1601234289 ARROW MOBILE 

COMMUNICATIO

NS LTD

GB TMS LTD'S 

ASSETS

GB GB05643503 Acquisition 

100%

Completed 14-12-2010 100.00000

1601234347 AFONE SA FR PRIMUS 

TELECOMMUNI

CATIONS 

FRANCE SAS

FR FR411068737 Acquisition 

100%

Completed 07-12-2010 100.00000

1601267383 OULU ICT OY FI LAPSTORE OY FI FI16186276 Acquisition 

85%

Completed 02-07-2010 85.00000

1601315883 SSE 

TELECOMMUNIC

ATIONS LTD

GB ATLAS 

CONNECT 

LTD'S FIBRE 

TELECOMMUNI

CATIONS 

NETWORK

GB GBSC213457 Acquisition 

100%

Completed 09-03-2010 100.00000

1601321813 FRANCE 

TÉLÉCOM SA

FR ARKADIN 

INTERNATION

AL SAS

FR FR380129866 Acquisition 

100%

Completed 30-09-2010 100.00000

1601173452 KONINKLIJKE 

KPN NV

NL ATLANTIC 

TELECOM BV

NL NL02045200 Acquisition 

100%

Completed 21-12-2010 100.00000

1601189230 TELECOM 

SERVICE 

CENTRES LTD

GB VODAFONE 

GROUP PLC'S 

WARRINGTON 

CALL CENTRE

GB GBSC146564 Acquisition 

100%

Completed 13-05-2010 100.00000

1601202380 KONINKLIJKE 

KPN NV

NL YES TELECOM 

NETHERLANDS 

BV

NL NL02045200 Acquisition 

100%

Completed 09-07-2010 100.00000

1601228657 COMPLETEL SAS FR ALTITUDE 

TELECOM SAS

FR FR418299699 Acquisition 

100%

Completed 15-11-2010 100.00000

 Zephyr 

database 

deal number Acquiror name

Acquiror 

country 

code Target name

Target 

country 

code Deal type

Acquiror BvD 

ID number
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Acquired 

stake (%)
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1601247046 TELIASONERA 

AB

SE TEO LT AB LT Acquisition 

increased 

from 5.136% 

to 68.078%

SE5561034249 Completed 62.94200 09-02-2011

1601252119 DEUTSCHE 

TELEKOM AG

DE CARCOM 

WARSZAWA SP 

ZOO

PL Acquisition DE5030147137 Completed 100.00000 15-12-2010

1601250501 TDC A/S DK ONFONE APS DK Acquisition 

100%

DK14773908 Completed 100.00000 11-05-2011

1601272138 EUNETWORKS 

GMBH

DE LAMBDANET 

COMMUNICATIONS 

DEUTSCHLAND AG

DE Acquisition 

100%

DE6070334444 Completed 100.00000 19-05-2011

1601259232 DAISY GROUP 

PLC

GB HAMSARD 3155 

LTD

GB Acquisition 

100%

GB03974683 Completed 100.00000 31-03-2011

1601317118 GCI TELECOM 

GROUP LTD

GB HOMESAVE 

UTILITIES LTD

GB Acquisition 

100%

GB05396496 Completed 100.00000 13-11-2011

1601288697 ALLTELE 

ALLMANNA 

SVENSKA 

TELEFON AB

SE VENTELO SVERIGE 

AB

SE Acquisition 

100%

SE5566262407 Completed 100.00000 27-07-2011

1601312489 STOFA A/S DK CANAL DIGITAL 

DANMARK A/S'S 

PURE-PLAY TV 

DIVISION

DK Acquisition 

100%

DK42405310 Completed 100.00000 31-10-2011

1601327338 ELITETELECOM 

HOLDINGS PLC

GB GP:NETWORK 

SOLUTIONS LTD

GB Acquisition 

100%

GB04503928 Completed 100.00000 21-12-2011

1601321208 VODAFONE 

GLOBAL 

ENTERPRISE LTD

GB BLUEFISH 

COMMUNICATIONS 

LTD

GB Acquisition 

100%

GB02844851 Completed 100.00000 01-12-2011
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1601190916 AMPER SA ES ELANDIA INC US Acquisition 

85%

ESA28079226 Completed 85.00000 01-04-2011

1601258316 EURONA 

WIRELESS 

TELECOM SA

ES BROADBAND 

COSTA BLANCA SL

ES Acquisition 

100%

ESA63134357 Completed 100.00000 24-05-2011

1601241240 ALLTELE 

ALLMANNA 

SVENSKA 

TELEFON AB

SE PERFECT 

COMMUNICATION 

AB'S EPHONE 

BRAND

SE Acquisition 

100%

SE5566262407 Completed 100.00000 25-01-2011

1601275464 INTERCALL SA FR CORPORATE 

TELECOM SAS

FR Acquisition 

100%

FR393819636 Completed 100.00000 29-04-2011

1601407848 ELITETELECOM 

HOLDINGS PLC

GB XL NETWORKS LTD GB Acquisition 

100%

GB04503928 Completed 100.00000 27-06-2011

1601309054 EURONA 

WIRELESS 

TELECOM SA

ES XARXA DE 

TELECOMUNICACI

ONS SL

ES Acquisition 

100%

ESA63134357 Completed 100.00000 14-10-2011

1601245731 RAM MOBILE 

DATA 

(NETHERLANDS) 

BV

NL ADVANCED 

INFOTECHNOLOGY 

MANAGEMENT BV

NL Acquisition 

100%

NL30115741 Completed 100.00000 15-03-2011

1601247256 DAISY GROUP 

PLC

GB O-BIT TELECOM 

LTD

GB Acquisition 

100%

GB03974683 Completed 100.00000 14-02-2011

1601252421 KONINKLIJKE 

KPN NV

NL NL-IX NL Acquisition 

100%

NL02045200 Completed 100.00000 04-03-2011

1601254677 KONINKLIJKE 

KPN NV

NL TRINGG NL Acquisition 

100%

NL02045200 Completed 100.00000 01-03-2011

1601260936 VODAFONE 

IRELAND LTD

IE INTERFUSION 

NETWORKS LTD

IE Acquisition 

100%

IE326967 Completed 100.00000 04-04-2011

1601262332 TALKTALK 

TELECOM GROUP 

PLC

GB EXECUTEL LTD GB Acquisition 

100%

GB07105891 Completed 100.00000 12-04-2011

1601267374 OULU ICT OY FI OULUN SYSTEMA 

OY

FI Acquisition 

100%

FI16186276 Completed 100.00000 02-05-2011

1601273819 MAINLINE 

DIGITAL 

COMMUNICATIO

NS LTD

GB BOTTOM LINE LTD, 

THE'S ASSETS

GB Acquisition 

100%

GB02973418 Completed 100.00000 24-05-2011

1601275828 TIMICO LTD GB POWER INTERNET 

LTD

GB Acquisition 

100%

GB04841830 Completed 100.00000 03-06-2011

1601281899 TOLEDO 

TELECOM

BE OPENWEB BE Acquisition 

100%

BE0462900331 Completed 100.00000 28-06-2011

1601283633 NEW CALL 

TELECOM LTD

GB TALKTALK 

TELECOM GROUP 

PLC'S 

INTERNATIONAL 

PREPAY AND 

INSTANT DIAL 

AROUND 

BUSINESS

GB Acquisition 

100%

GB07298834 Completed 100.00000 05-07-2011

1601284883 DNA OY FI FORTE 

NETSERVICES OY

FI Acquisition 

100%

FI05925096 Completed 100.00000 12-07-2011

1601286146 XLN TELECOM 

LTD

GB CARD 

PROCESSING 

SOLUTIONS LTD

GB Acquisition 

100%

GB03902543 Completed 100.00000 17-07-2011

1601286161 NOMOTECH SAS FR NUMÉO SA FR Acquisition 

100%

FR450186259 Completed 100.00000 04-07-2011

1601289662 EUNETWORKS 

GMBH

DE TERAGATE AG 

STORAGE OPTICAL 

NETWORK

DE Acquisition 

100%

DE6070334444 Completed 100.00000 29-07-2011

1601291275 CAIW DIENSTEN 

BV

NL FTTH OPERATOR 

BV

NL Acquisition 

100%

NL27237487 Completed 100.00000 03-08-2011

1601294633 HOST EUROPE 

GMBH

DE HEART INTERNET 

LTD

GB Acquisition 

100%

DE5190435994 Completed 100.00000 22-08-2011

1601294842 BLUE LAKE 

COMMUNICATIO

NS OY

FI PROTIE OY FI Acquisition 

unknown 

majority 

stake %

FI17009503 Completed Unknown 

majority

01-07-2011

1601302768 NINE TELECOM 

GROUP LTD

GB DATAFLOW 

COMMUNICTIONS 

LTD

GB Acquisition 

100%

GB06524769 Completed 100.00000 06-09-2011

1601308693 ELITETELECOM 

HOLDINGS PLC

GB TARIFF 

REDUCTION 

SERVICES LTD

GB Acquisition 

100%

GB04503928 Completed 100.00000 14-10-2011

1601309085 EURONA 

WIRELESS 

TELECOM SA

ES CONSORCIO 

EUROPA NETWORK 

SL

ES Acquisition 

100%

ESA63134357 Completed 100.00000 10-06-2011

1601316958 PEACH TELECOM 

LTD

GB VANTAGE 

COMMUNICATIONS 

LTD

GB Acquisition 

100%

GB05832338 Completed 100.00000 11-11-2011

1601317366 ELITETELECOM 

HOLDINGS PLC

GB LIQUID BUSINESS 

SERVICES UK LTD

GB Acquisition 

100%

GB04503928 Completed 100.00000 23-09-2011

1601323045 AINACOM OY FI OMNIVEST OY FI Acquisition 

100%

FI09628347 Completed 100.00000 07-12-2011

1601262151 KONINKLIJKE 

KPN NV

NL CONTENT 

NETWORK BV, THE

NL Acquisition 

100%

NL02045200 Completed 100.00000 01-03-2011

1601325185 CHESS LTD GB DIRECTORY 

BUSINESS 

SERVICES LTD

GB Acquisition 

100%

GB02797895 Completed 100.00000 13-12-2011



The Impact of Behavioral Finance on M&A Performance during the Most Recent Merger Wave in Europe 

   

 

135 

 

Zephyr 

database 

deal number Acquiror name

Acquiror 

country 

code Target name

Target 

country 

code Deal type

Acquiror 

BvD ID 

number

Deal 

status

Acquired 

stake (%)

Announce

d date

1601302747 MILLICOM 

INTERNATIONAL 

CELLULAR SA

LU CABLEVISIÓN 

SA

PY Acquisition 

100%

LULB4063

0

Completed 100.00000 16-07-2012

1601316617 BOB MOBILE AG DE CLIQ DIGITAL 

BV

NL Acquisition 

100%

DE513011

7271

Completed 100.00000 17-02-2012

1601263906 BELGACOM SA BE WIRELESS 

TECHNOLOGIE

S

BE Acquisition 

100%

BE020223

9951

Completed 100.00000 15-04-2011

1601374174 IOMART GROUP 

PLC

GB SKYMARKET 

LTD

GB Acquisition 

100%

GBSC204

560

Completed 100.00000 31-07-2012

1601315128 KONINKLIJKE 

KPN NV

NL XTRA MEDIA 

SERVICES BV

NL Acquisition NL020452

00

Completed 100.00000 09-11-2011

1601328519 BOUYGUES 

TELECOM SA

FR KPN FRANCE FR Acquisition 

100%

FR397480

930

Completed 100.00000 22-12-2011

1601339603 MIKKELIN 

PUHELIN OYJ

FI LILLI GROUP 

OY'S 

DIGITELKKARI

T BUSINESS

FI Acquisition 

100%

FI157068

82

Completed 100.00000 31-01-2012

1601347863 TELIASONERA 

AB

SE SVENSKA 

STADSNÄT AB

SE Acquisition 

100%

SE556103

4249

Completed 100.00000 01-03-2012

1601348667 MANX TELECOM 

LTD

GB ISLEOFMAN 

DOT COM LTD

GB Acquisition 

100%

GBIM0053

28V

Completed 100.00000 02-03-2012

1601362013 COMMCENTER 

SA

ES TELESTANT SA ES Acquisition 

100%

ESA15631

146

Completed 100.00000 11-04-2012

1601365729 KONINKLIJKE 

KPN NV

NL KRUIDVAT 

MOBIEL 

PREPAID 

BRAND

NL Acquisition 

100%

NL020452

00

Completed 100.00000 27-04-2012

1601367118 BOUYGUES 

TELECOM SA

FR DARTY 

TELECOM

FR Acquisition 

100%

FR397480

930

Completed 100.00000 03-05-2012

1601368456 MAGNET 

NETWORKS LTD

IE VELOCITY1 

LTD

GB Acquisition 

90%

IE391141 Completed 90.00000 08-05-2012

1601379093 TELENOR 

SVERIGE AB

SE OPEN 

BROADBANDN

ET SWEDEN 

AB

SE Acquisition 

100%

SE556421

0309

Completed 100.00000 14-06-2012

1601385849 ARROW 

BUSINESS 

COMMUNICATIO

NS LTD

GB KEE SUPPORT 

LTD

GB Acquisition 

100%

GB056435

03

Completed 100.00000 06-07-2012

1601391999 SSP YHTIÖT OY FI LOHJAN ATK-

PALVELU OY

FI Acquisition 

100%

FI013947

18

Completed 100.00000 01-08-2012

1601394366 COLT GROUP SA LU FIDELITY 

TELECOM LTD

GB Acquisition 

100%

LULB1156

79

Completed 100.00000 13-08-2012

1601400569 TELENOR 

SVERIGE AB

SE OWNIT 

HOLDING AB

SE Acquisition 

100%

SE556421

0309

Completed 100.00000 03-09-2012

1601408260 BELGACOM SA BE NOKIA 

SIEMENS 

NETWORKS 

OY'S 

BELGACOM 

IPTV ASSETS

Acquisition 

100%

BE020223

9951

Completed 100.00000 02-10-2012

1601409471 LA QUINTA 

ADMINISTRACI

ÓN SL

ES LA QUINTA DE 

PRESTACIONE

S INTEGRALES 

SL

ES Acquisition 

100%

ESB29547

213

Completed 100.00000 01-10-2012

1601410413 NEXUS 

TELECOMMUNIC

ATIONS LTD

GB TTG (UK) LTD GB Acquisition 

100%

GB038957

66

Completed 100.00000 09-10-2012

1601427288 NOMAD DIGITAL 

LTD

GB CM 

TECHNOLOGY 

APS' 

TRANSPORT 

DISPLAY 

BUSINESS

DK Acquisition 

100%

GB045360

10

Completed 100.00000 04-12-2012

1601433369 ANVIA OYJ FI RISTINUMMEN 

KESKUSANTEN

NIOSUUSKUNT

A'S CABLE 

TELEVISION 

OPERATIONS

FI Acquisition 

100%

FI074768

29

Completed 100.00000 31-12-2012

Acquisition information M&A deals 2012 
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1601273198 HUTCHISON 3G 

UK LTD

GB ORANGE 

AUSTRIA 

TELECOMMUNI

CATION GMBH

AT Acquisition 

100%

Completed GB03885486 100.00000 03-02-2012

1601401077 TELIASONERA 

AB

SE KAZNET MEDIA 

TOO

KZ Acquisition 

100%

Completed SE5561034249 100.00000 14-08-2012

1601431640 ELISA OYJ FI TELEKARELIA 

OY

FI Acquisition Completed FI01165106 67.00000 20-12-2012

1601469902 DNA OY FI DIGI TV PLUS 

OY

FI Acquisition 

100%

Completed FI05925096 100.00000 29-04-2013

1601435202 ALLTELE 

ALLMANNA 

SVENSKA 

TELEFON AB

SE TIMEPIECE 

SERVICOS DE 

CONSULTORIA 

LDA'S 

UNIVERSAL 

TELECOM 

BUSINESS

SE Acquisition 

100%

Completed SE5566262407 100.00000 13-02-2013

1601494417 EURONA 

WIRELESS 

TELECOM SA

ES KUBI 

WIRELESS SL

ES Acquisition 

82.92%

Completed ESA63134357 82.92000 10-10-2013

1909046477 GLOBAL 

INVACOM 

HOLDINGS LTD

GB RAVEN 

MANUFACTURI

NG LTD

GB Acquisition 

100%

Completed GB06743598 100.00000 27-11-2013

1601474229 COMS PLC GB PREMIUM O 

LTD

GB Acquisition 

100%

Completed GB05332126 100.00000 12-06-2013

1601450603 COMS PLC GB SO PURPLE 

TECH LTD'S 

CERTAIN 

ASSETS

GB Acquisition 

100%

Completed GB05332126 100.00000 02-05-2013

1601405127 ELITETELE.COM 

PLC

GB FONERENT LTD GB Acquisition 

100%

Completed GB03228824 100.00000 15-04-2013

1601435582 SOLAR 

COMMUNICATIO

NS LTD

GB ARMSTRONG 

COMMUNICATI

ONS PLC

GB Acquisition 

100%

Completed GB02319958 100.00000 08-01-2013

1601436274 BELGIUM 

SATELLITE 

SERVICES SA

BE INTERSAT 

AFRICA LTD

KE Acquisition 

100%

Completed BE0892910437 100.00000 10-01-2012

1601453220 ARROW 

BUSINESS 

COMMUNICATIO

NS LTD

GB INTERGROUP 

COMMUNICATI

ONS LTD

GB Acquisition 

100%

Completed GB05643503 100.00000 06-03-2013

1601458296 NOMAD DIGITAL 

LTD

GB INOVA 

MULTIMEDIA 

GMBH

DE Acquisition 

100%

Completed GB04536010 100.00000 22-03-2013

1601462789 EFFTEL AB SE LICENCIA 

SOLUTIONS AB

SE Acquisition 

100%

Completed SE5566618194 100.00000 01-04-2013

1601464606 IPERLINK SAS FR ATRIWAN 

TEKNOLOGIK

FR Acquisition 

100%

Completed FR491282323 100.00000 28-03-2013

1601476225 UNEDISA 

TELECOMUNICA

CIONES SL

ES CANAL MUNDO 

PRODUCCIONE

S 

ES Acquisition 

100%

Completed ESB82445602 100.00000 09-05-2013

1909000832 HIGH SPEED 

OFFICE LTD

GB GOSCOMB 

TECHNOLOGIE

S LTD

GB Acquisition 

100%

Completed GB03935705 100.00000 15-07-2013

 

 

Acquisition information M&A deals 2013 

1601363601 CHESS LTD GB DEEP BLUE 

NETWORKS 

LTD

GB Acquisition GB027978

95

Completed 100.00000 20-04-2012

1601363604 CHESS LTD GB CABLE 

TELECOMMUNI

CATIONS LTD

GB Acquisition 

100%

GB027978

95

Completed 100.00000 26-07-2012

1601371472 SIX DEGREES 

TECHNOLOGY 

GROUP LTD

GB DATAHOP LTD GB Acquisition 

100%

GB074730

12

Completed 100.00000 18-05-2012

1601393068 HUB TÉLÉCOM 

SA

FR NOMADVANCE FR Acquisition 

100%

FR437947

666

Completed 100.00000 06-08-2012

1601414925 TELEFONICA SA ES TOKBOX INC. US Acquisition 

100%

ESA28015

865

Completed 100.00000 25-10-2012
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1909018091 EURO-

INFORMATION 

TELECOM SAS

FR AUCHAN 

TELECOM 

SAS'S 

CUSTOMER 

BASE

FR Acquisition 

100%

Completed FR421713892 100.00000 10-09-2013

1909018216 ONECOM LTD GB BLACK SHEEP 

TELECOMMUNI

CATIONS LTD

GB Acquisition 

100%

Completed GB04031272 100.00000 09-09-2013

1909027875 MIKKELIN 

PUHELINOSUUSK

UNTA MPY

FI BAUDIA OY FI Acquisition 

100%

Completed FI01651331 100.00000 01-10-2013

1909032965 KAISANET OY FI CITIUSNET OY FI Acquisition 

100%

Completed FI23669372 100.00000 21-10-2013

1909040078 ISLALINK 

SUBMARINE 

CABLES SL

ES CANALINK 

HOLDCO SL

ES Acquisition 

100%

Completed ESB82735408 100.00000 07-11-2013

1909043156 ONECOM LTD GB ONESTREAM 

COMMUNICATI

ONS LTD

GB Acquisition 

100%

Completed GB04031272 100.00000 15-11-2013

1909043161 ONECOM LTD GB COMMUNICATI

ONS CENTRE 

STROUD LTD, 

THE

GB Acquisition 

100%

Completed GB04031272 100.00000 13-12-2013

1909043176 ONECOM LTD GB SIMPLICITY4 

LTD

GB Acquisition 

100%

Completed GB04031272 100.00000 24-07-2013

1909051285 IBERBANDA SA ES ZELERIS 

SOLUCIONES 

INTEGRALES 

SL

ES Acquisition 

100%

Completed ESA61912069 100.00000 04-12-2013

1601475259 CHESS LTD GB LITTLEBIGONE.

COM LTD

GB Acquisition 

100%

Completed GB02797895 100.00000 21-05-2013

1601482996 ELITETELE.COM 

PLC

GB 21C TELECOM 

LTD

GB Acquisition 

100%

Completed GB03228824 100.00000 05-06-2013

1601483899 EUROFIBER 

NEDERLAND BV

NL ISILINX BV NL Acquisition Completed NL34134377 100.00000 11-06-2013

1909069149 CHESS LTD GB CRM 

BUSINESS 

LTD, THE

GB Acquisition 

100%

Completed GB02797895 100.00000 03-12-2013
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10.4 Appendix 4 – M&A Performance 

 

 

Figures are presented in decimals 

 

 

2007 2008 2009 2010 2011 2012 2013

Number of acquirers 42 26 36 37 32 23 25

Average two year ROA change based on 

acquirer mean performance

Average two year ROA change based on 

acquirer median performance

Two average ROA change  

based on industry median performance

Number which overperform 19 18 17 21 15 14 15

Number which underperformers 23 8 19 16 17 9 10

Average two year ROA change based on 

acquirer mean performance N/A

Average two year ROA change based on 

acquirer median performance

Three year average ROA change  

based on industry median performance

Number which overperform 17 18 21 20 13 11 N/A

Number which underperformers 25 8 15 17 19 12 N/A

-0,003660,00066 -0,00322 0,00436 -0,00395 -0,01592

0,00156 0,00851

0,00180 0,01271 -0,00671 -0,00909 0,00539 0,01023 0,02396

-0,00045 0,00871 -0,00570 0,00119 -0,00717

-0,00511 0,002725

-0,00176 -0,00831 -0,00490 -0,00414 -0,00391 -0,00280 N/A

-0,00276 -0,00157 -0,00036 -0,00331 -0,01063 -0,00881
N/A

0,00205 -0,00813 -0,00417 -0,00140 -0,00503


