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Executive summary 

This thesis focuses on the performance of mergers and acquisitions during the recent 

Scandinavian merger wave. The number of acquisitions fluctuates over time, and it is 

interesting that empirical studies find a considerable number of acquisitions struggling to 

create value. This fact motivates the focus on the motives behind the value decreasing 

acquisitions from an agency and behavioral perspective. Hence, the thesis examines how 

agency theory and behavioral economics can explain underperforming acquisitions, and seeks 

to set up a number of recommendations that can be used proactively to prevent these. 

 

The thesis develops theoretical arguments for value destroying motives which bases the 

ground for eight hypotheses. Related to agency theory, M&A motivated by empire building, 

managerial risk aversion, managerial entrenchment and private benefits of control have a 

direct theoretical effect on merger performance. Likewise, hypotheses are set up for herd 

behavior/anchoring, overconfidence, the confirmation trap and escalation of commitment 

which all are value decreasing motives founded in behavioral economics. 

 

A sample of 579 Scandinavian acquisitions is examined. The acquisitions were completed 

within the period of 2001-2006 and it covers the trough and peak period of the recent merger 

wave.   Through an operating performance analysis it is evident that 49.57 % of the mergers 

underperform compared to their peers. The hypotheses of empire building, managerial risk 

aversion and overconfidence can be accepted to have a significant negative impact on 

performance. Herd behavior and anchoring is evident in the fact that mergers completed in 

2006 underperform, but this motive cannot be supported by other proxies.  

 

The empirical study allows the set-up of multiple recommendations to minimize the risk of 

acquisitions based on value decreasing motives. Classic corporate governance mechanisms 

can be used to prevent agency motives through incentives and control mechanisms. 

Additional methods must be considered to safeguard against irrationality of which a challenge 

of managers’ mindset is essential. Finally, the findings of the empirical study suggest four 

factors that ex-ante indicate an increased risk of merger failure. These are high cash flow in 

percent of sales prior to the acquisition, acquisitions of unrelated targets, an outperformance 

of the acquirer up to the acquisition and a market characterized by high merger activity.   
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1 Introduction 

Management groups often use mergers and acquisitions (M&A) as a method to realize 

corporate objectives, and the last decades have brought along periods with impressive M&A 

activity. A number of articles draw evidence on the fact that M&A cluster in time, and within 

these so-called merger waves some acquisitions outperform others (see e.g. Martynova et al. 

2006; Rhodes-Kropf and Viswanathan 2004). However, many scholars point out the 

paradoxical of this phenomenon as companies constantly are evaluated and priced according 

to their future potential. Thus, the acquiring company bears a risk to become victim of the 

winner’s curse and to pay more than the intrinsic value of the target company. 

 

The fact that M&A come in waves can be seen as a response to the changes in external 

economic conditions such as political, economic, social and technical changes (Sudarsanam 

2003). Thus, from a transaction cost economic perspective the optimal size of the firm within 

an industry changes and makes it possible to take advantage of synergies by reorganization. 

This reasoning is in line with the literature of neoclassical theory, and Shleifer and Vishny 

(2003) emphasize that this can explain a substantial part of the existence of merger waves. 

However, they also conclude the theory to be incomplete, and Gugler et al. (2003) finds that 

43 % of all merged firms result in lower than projected sales and profit during the 1990s. 

Additionally, the findings of Moeller et al. (2005) put the existence of dubious motivated 

M&A into perspective. They conclude that shareholders of acquiring companies lost an 

aggregate $216 billion in the period from 1991-2001. Furthermore, Rhodes-Kropf and 

Viswanathan (2004) among others explain why M&A activity is positive correlated with 

stock market valuations which implies a risk of buying at the top of the market. This fact 

results in some clear winners and losers in the M&A game. Scherer and Ross (1990, p.173) 

sum up the findings on M&A performance quite expressive: “The picture that emerges is a 

pessimistic one: widespread failure, considerable mediocrity, occasional successes.” Thus, 

the substantial part of conflicting evidence as to whether M&A during different phases of 

waves are successful or not (see e.g. Martynova and Renneboog, 2006b), trigger some 

interesting questions concerning M&A: Why do M&A appear to have a momentum of their 

own leading to actual waves? Why do many managers fail to deliver the promised 

shareholders gains? Do managers pursue acquisitions for personal reasons?  
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The decision-making criterion for engaging in M&A should indeed be quite simple and 

obvious. When seeking profit from a merger, the management and the members of a 

supervisory board, should ask the simple but exceedingly important question of “why the two 

firms should be worth more together than apart (Brealey et al. 2008, p. 893).”  

This question sets the scene for reaching an understanding of the rationales behind M&A. 

Hence, this thesis will focus on the ex-ante decision-making, i.e. the motives for engaging 

M&A. 

 

Jensen (2005) assigns agency costs a higher degree of explanation for the underperforming 

acquisitions, and highlights how short term decisions like earnings management can be 

regarded as preferable for managers but against the interest of shareholders. This agency 

conflict will be even more severe in boom periods like those of merger waves as managers 

may struggle to satisfy the growth expectations of the market. 

Another perspective to understand the underperforming M&A is the theory of behavioral 

economics which studies the effect of hubris and judgment biases in the decision-making 

process. This is based on an argument of irrational behavior and is a result of market and 

managerial irrationality. These perspectives will in contrast to agency theory not assume 

opportunistic behavior of managers but rather analyze the case of which managers believe 

they are optimizing shareholder value. Hence, neoclassical theory seems incomplete in 

understanding the presence of value destroying acquisitions. In this context, value destroying 

motives are essential in order to fully understand the performance of M&A – an 

understanding agency theory as well as behavioral economics can help to reach.  

 

In year 2003, the economy experienced a massive increase in merger activity which ended 

abruptly as the capital market froze (Brady and Moeller 2007; DePamphilis 2008). The 

inaccessible financing ended the sixth merger wave1 which makes the analysis of the merger 

wave phenomenon highly relevant. Furthermore, the recent cycles of M&A shed light on 

some dramatic failures like the Daimler Chrysler merger in 1998. The CEO of Daimler AG, 

Dieter Zetsche, stated at a news conference in 2007: “We obviously overestimated the 

potential of synergies (pressbox.co.uk 2007).”  

                                                 
1 The merger wave is called the sixth wave because of five earlier waves in U.S. The wave can also be referred 
to as the second international wave due to its global character (see e.g. Black 2000; Brady and Moeller 2007). 
Furthermore, Sudarsanam (2003) describes two waves within EU prior to the sixth wave and determines these to 
have found place from 1987-1992 and 1995-2001.   
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Obviously, all managements will claim the potential of synergies at the day of announcement, 

and thereby argue for the merger with a neoclassical reasoning. However, empirical studies 

show that bidders struggle to create value, and agency theory and behavioral economics must 

be considered as two cornerstones to reach a full understanding of the successes and failures. 

Thus, factors such as overconfidence, herd behavior, agency problems and market 

inefficiencies might be sources to fully understand merger failures and the phenomenon of 

merger waves. A phenomenon which Brealey et al. (2008) call one of ten unexplained puzzles 

within finance. The objective of this thesis is to add another piece to the puzzle to 

”...understand why hard-headed businessmen sometimes seem to behave like a flock of 

sheep... (Brealey et al. 2008, p.975).” 

 

1.1 Research question 

The potential existence of opportunistic and irrational explanatory factors behind the 

underperformance of M&A triggers the motivation to examine the wave phenomenon from a 

different perspective than the neoclassical viewpoint. This leads to the following research 

question: 

 

How can agency theory and behavioral economics explain underperforming acquisitions 

during the recent merger wave in Scandinavia?  

 

In order to answer the research question the following sub-questions are examined: 

 

• What is the theoretical evidence of value decreasing and value increasing M&A? 

• How have M&A performed across Scandinavia during the recent merger wave? 

• To what extent do motives related to agency theory and behavioral economics 

influence performance? 

• How can value decreasing M&A motives be identified ex-ante? 

 

After answering these sub-questions it is possible to recommend initiatives that limit the risk 

of value destroying acquisitions. 
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1.2 Limitation of the research question 

The research question will be answered by taking a value maximization perspective. Hence, 

decisions that might seem reasonable from the managers’ point of view will only be 

considered successful if they create shareholder value. 

 

The thesis will place emphasis on M&A motives that can be explained by agency theory and 

behavioral economics. The thesis will only examine neoclassical reasoning from a theoretical 

perspective and these arguments will not be empirically investigated. The impact of 

neoclassical factors is unquestionable, and an understanding of the sensible acquisition 

motives is needed before the dubious motives can be examined. Yet, empirical studies of the 

neoclassical theory have thoroughly been uncovered by prior research and motivate the 

alternative perspective (see e.g. Harford 2005; Goergen and Renneboog 2004).  

 

In order to achieve valid performance information, data is included from the period of year 

2001 to 2008. This means that the entire period of the sixth merger wave will be examined - a 

period that includes both the trough and the peak of the wave. Thus, this period will 

contribute to the strength of the empirical results because a successful acquisition must be 

characterized by sustainability and thereby not depend on business cycles only.  

 

Our sample will focus on the Scandinavian market (Denmark, Norway and Sweden) because 

corporate governance structures are aligned across these countries. This governance structure 

implies high ownership concentration (often family or funds ownership), a two tier board 

system and a civil law legal system. This will ensure that agency problems are not triggered 

by external differences in governance systems (Thomsen 2008). As this thesis includes an 

analysis of the effect of agency problems, it is advantageous to choose a geographical area 

with a similar governance system. Furthermore, the high ownership concentration in all three 

countries should in theory reduce agency costs as owners have incentives to ensure proper 

control of management. Hence, if this study is able to draw evidence on agency problems, it 

can be concluded whether agency costs are influential on M&A decisions. Moreover, the 

Scandinavian countries have been less used as basis for an investigation of M&A motives and 

therefore this perspective will add to the understanding of the drivers behind mergers waves 

in different contexts.    
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In the empirical study the focus is placed on operating performance as this allows an analysis 

of both public and private companies. Compared to an event study, that assesses the impact of 

an acquisition on the firm value, the approach of this thesis may include more noise as 

changes in operating performance can be influenced by other factors than the transaction. 

However, the event study approach measures the investors’ expectations whereas operating 

performance will measure the real economic outcome, and thereby ease the extraction of the 

motives. This approach follows the practice of Ghosh (2001) and Healy et al. (1992) among 

others. Moreover, the findings of Martynova and Renneboog (2006b) confirm that focusing 

only on the bid announcement day gives an incomplete picture of the M&A performance. 

Particularly, they find that value creation is partly incorporated in the share price prior to a 

hostile takeover, while the benefits from the so-called toehold stake are not reflected before 

the announcement already has been a reality.   

 

The thesis will investigate the bidder’s and not the target’s motives and performance. 

Empirical research has revealed that most of the created value in M&A accrues to the target 

(Andrade et al. 2001). However, it is the bidder that decides whether to pay the premium to 

the target shareholders. Thus, for the shareholders of the bidder there is a higher risk of being 

exposed to agency problems and irrational managerial behavior.  

 

Klasa and Stegemoller (2006) highlight that M&A often appear in sequences as a link of a 

firm’s broader growth strategy. In order to facilitate the scope of this thesis, the empirical 

study will examine the M&A as individual observations and thereby delimits from this fact. 

This assumption can influence the validity negatively as an underperforming acquisition can 

be a link in a prudent and broader M&A strategy.    

 

The presence of merger waves gives rise to concern of a higher frequency of M&A driven by 

agency problems and irrational managerial behavior. However, the aim of this thesis is not to 

determine period of waves by statistical modeling. Rather the data of the analysis is applied to 

reveal increasing merger activity by comparing the M&A activity of the examined period 

with the annual transaction frequency. These findings will be compared to existing research. 

 

The thesis will like most of the other literature on merger waves use a rather pragmatic 

language when it refers to the act of any takeover activity. Hence, the thesis will use terms 
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like merger, acquisition and takeover interchangeably despite the difference by definition. 

This difference, however, is of less importance with respect to the research question, which 

strives to illustrate the total M&A performance during increased transaction activity. 

Furthermore, it helps readability and the thesis will distinguish between terms when a 

distinction is needed.   

 

1.3 Methodology 

The goal of this thesis is to gain further insights to the motives behind M&A during merger 

waves. Literature illustrates how a substantial part of mergers end up being value destroying, 

and in order to investigate this puzzle it has been preferred to focus the thesis on both a 

theoretical section and an empirical study. The interaction between these two elements 

conform the core in how the subject has been researched and what findings that empirical can 

be accepted.  

In the empirical study, the knowledge gained from the theoretical perspective on the research 

question plays a fundamental role. However, the final conclusions will be drawn from the 

findings of the empirical study of the recent Scandinavian merger wave. Hence, the thesis 

takes offset in an empirical analysis to conclude on the theoretical findings, and the 

knowledge creation has thereby an inductive course (Andersen 2006). 

 

The objective of the empirical study is to draw a conclusion based on what is measureable 

through actual data, i.e. a quantitative approach (Andersen 2006), and the design of this takes 

its starting point from the research question and the sub-conclusions from the theory. The 

results of the empirical study provide the basis for a valid discussion of the theoretical 

findings. The aim is to use the theoretical findings to explain the findings of the empirical 

study and vice verse. Hence, the operationalization of the theoretical motives to empirical 

measurable variables enables a statistically test of whether these are significant, and 

conclusions are thereby not made with blindfolded eyes (Andersen 2006). The 

operationalization can cause concerns for the reliability of the empirical results (Andersen 

2006). Thus, to ensure that the study actually measures what it seeks to measure a test of 

robustness will be provided. The results of the empirical study are valuable as it gives a wider 

picture of the answer of the research question. Furthermore, the empirical study gives some 

concrete results which can be used proactively through some specific recommendations and 

advices for companies that consider engaging in an acquisition. Finally, the subject of this 
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thesis provides an excellent basis for a perspective to some topical examples of acquisition 

failures. This is done through a deeper review of PARKEN Sport & Entertainment’s 

acquisition of fitness dk which is used to emphasize the relevance of the findings at a 

corporate level.  

 

1.4 Structure 

This section provides an overview of the structure of the thesis and argues for the links 

between the sections. The structure is illustrated in the figure below. 

Figure 1 - Structure   

 

 

The first section includes an introduction and a research question as well as it places this 

analysis into context of prior research. Section 2, 3, 4 and 5 contain the theoretical motives of 
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M&A. Section 2 includes a short presentation of the neoclassical motives in order to 

understand the existence of merger waves. Section 3 includes a presentation of agency theory 

as this contributes to the understanding of value destroying motives from a managerial 

opportunism perspective. Section 4 is an introduction of efficient market theory and will be 

used to bridge the sections of neoclassical and agency theory to behavioral economics. 

Section 5 will investigate how value destroying acquisitions can be understood from a 

behavioral finance perspective. Section 6 concludes on the theoretical findings. 

Through the theoretical review hypotheses are generated and definitions of how to measure 

these will be discussed in appendix 3. Sections 7-9 constitute the empirical study of which the 

hypotheses will be tested in section 9. Yet, to ensure a better understanding of the tests, a 

description of the data sample methodology as well as an overall analysis of the data precede 

in section 7 and 8. A determination of the period of the recent Scandinavian merger wave will 

not emerge before section 8 as this is a part of the empirical investigation. Section 9 includes 

a univariate and multivariate analysis as well as a test of robustness. The purpose of the latter 

is to test the causality of the hypotheses presented in section 3 and 5. Section 10 explores the 

findings of the empirical study and analyze whether these findings can be used ex-ante to 

identify value decreasing motives. In section 11, PARKEN Sport & Entertainment’s 

acquisition of fitness dk will be used to illustrate the relevance of the findings. Section 12 

concludes the thesis. 

 

1.5 The analysis in the context of prior research 

This section develops the arguments on the link between non-neoclassical motives and M&A 

performance, and places the approach of the thesis in the context of prior research. The 

research of merger waves can be divided into three groups based on the motives of engaging 

in a transaction during waves. A short review of three key and representative papers will help 

to place this thesis in the context of prior research.  

 

Harford (2005) finds that regulatory or technology shocks to the industry can explain industry 

waves, and concludes that capital liquidity is a key factor to explain aggregated mergers 

across industries. It is not the aim of the thesis to test this perspective and the analysis will 

only elaborate on the evidence of the negative return of the acquiring company. To investigate 

this, an analysis of value destroying motives is needed.  
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Jensen (2005) focuses on such value destroying motives through an agency cost perspective. 

He finds that earnings management, i.e. to present the financial information in the most 

positive light, is widespread and that such short term decisions can diminish long-term value. 

To provide an illusion of growth, M&A are used as an attempt to justify overvaluation. These 

perspectives are an important part of this investigation.  

A third perspective examines the psychological aspects of M&A. Roll (1986) pioneered these 

aspects and finds that hubris may explain the negative bidder return, yet leaves it to others to 

further investigate this. This thesis combines agency theory and behavioral finance and 

examines hubris in an empirical study. 

 

Overall, the majority of prior studies focuses on neoclassical reasons for merger waves, and 

focuses also on tangible differences between the drivers for acquisitions. Yet, some studies 

also place emphasis on non-neoclassical explanatory factors behind M&A like earnings 

management and short-term growth focus (see e.g. Jensen 2005). These reasons concern, 

however, managerial self-interest, but the existence of managerial hubris and herd behavior 

are tested to a much lower degree. What the behavioral part of this thesis places emphasis on 

is to analyze the situation where managers believe they are maximizing shareholder value, but 

actually are far from. This paradox is referred to by for example Baker et al. (2004) and 

Malmendier and Tate (2004), but the existence of such tests of irrational behavior is less 

common. In contrast, other research papers examine merger waves empirically by assuming a 

rational manager who optimizes own interests – i.e. classic agency problems between owner 

and manager (Shleifer and Vishny 2003). However, by combining both the rational and 

irrational perspective of value decreasing motives, this thesis adds a combined aspect of the 

understanding of M&A during waves.  
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2 Neoclassical theory 

In order to understand the underlying motives for engaging in M&A and the existence of 

merger waves, it is beneficial first to introduce the sensible rationales of M&A and afterwards 

analyze how these can create value.  

The purpose of this section is to facilitate a common understanding of the synergies 

proclaimed at the announcement of a takeover bid. The rationales presented are within 

neoclassical theory which assumes an “economic man” who has perfect information, acts 

fully rational, is capable of prioritizing alternatives and has a clear goal of maximizing utility 

(Jacobsen and Thorsvik 2002). In an M&A perspective this implies that transactions only 

occur when they increase shareholder value. These assumptions will in section 4 and 5 be 

challenged, but in this section this is not the case and the neoclassical reasoning are used to 

summarize the underlying factors that make two firms worth more together than apart. 

 

2.1 Sources to synergies 

By taking offset in the neoclassical reasoning to engage in M&A, the conclusion of numerous 

merger failures can seem somewhat surprising. The criterion for entering the acquisition is 

simple – if the firms are worth more together than apart the acquisition will create value 

(Brealey et al. 2008).  

 

In analyzing M&A transactions, the question of asking why the merging firms are worth more 

together than apart should be a basic rationale for all managers engaging in merger activity. 

Many studies show that on average the combined value of the bidder and the target in fact on 

average does create an increase in value which supports the synergy theory of mergers 

(Weston et al. 2004). Yet, it is also a stylized fact that the bidders risk to overpay for the 

potential value increasing effect of mergers. Hence, in an evaluation of a merger proposal it is 

important to be aware of the source to this added value which often is referred to as synergies. 

This is defined as the economic value of what the companies are worth more together than 

apart and is also referred to as “the 2+2 is equal 5 effect”. Additionally, synergies may cover 

some strategic values for the bidder and thereby include some form of opportunity costs. Such 

strategic values can be created by competitive spillovers which refer to the value effect an 

acquisition has on the value of rival firms (Blunck 2009). An acquisition may for instance 

increase the industry profitability (positive spillovers) or create competitive advantages for 

the bidder (negative spillovers). Thus, the reservation price for a bidder should be calculated 
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as the value of the target plus the possible synergies plus the opportunity costs of not 

engaging in the merger.   

  

What is of particular interest is the possible source of synergies and to analyze those, the three 

types of mergers are introduced as synergies are often closely linked to these. The types of 

mergers are; horizontal mergers (the two companies are in the same line of business), vertical 

mergers (involve firms at different stages of the value chain) and conglomerates (firms in two 

unrelated business) (Brealey et al. 2008).  

 

2.1.1 Increasing market power 

Horizontal mergers are often market power driven, that is the ability of the firm to control 

prices (Gugler et al. 2003). The acquiring firm will increase in size after a transaction which 

implies an increasing market share. With a larger market share the firm will increase its 

possibility to raise prices. The demand curve is downward sloping which implies a trade-off 

between a price increase and a demand decrease. This relationship allows the company to 

maximize profits by increasing prices and selling fewer products. The first U.S. merger wave 

in the period of 1895-1903 was based on this relationship and was also called the “merging 

for monopoly-wave” (Black 2000). However, in the 1960s strong antitrust laws were 

introduced to limit the possibility of these market power mergers, and the laws were 

introduced to protect customers from monopoly situations which evidently increased prices 

above the social optimum (Gort 1969). Thus, the extent of such market powered motivated 

mergers are less common today. Nevertheless, Gugler et al. (2003) find that such strategies 

are more likely to be followed by large companies and that the average profitable merger has 

increased its market power after the transaction. 

 

2.1.2 Efficiency gains / cost reductions 

Another direct influence of value creation in an acquisition is through efficiency gains which 

are achievable by decreasing the overall costs. In a horizontal merger, this is often referred to 

as the possibility to achieve economies of scale whereas such advantages in vertical and 

conglomerate mergers often are referred to as economies of scope (Sudarsanam 2003). 

Managers in vertical mergers have pointed towards the economies of shared central services 

as internal labor market, top-level management, office management etc. Economies of scale 

and scope imply that the cost will decrease with firm size, and thereby an increase in firm size 
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will always be advantageous. Gugler et al. (2003) find that small firm mergers are motivated 

by this increase in efficiencies which are consistent with theory suggesting that the relative 

advantages will decrease as firms becomes larger.  

 

2.1.3 Increased managerial efficiency 

A third source of synergy is the possibility to eliminate inefficiencies within the management. 

These possibilities are discussed by Manne (1965) who notices that bad management risks to 

be taken over by competitive management. He refers to this as the market for corporate 

control, and claims that the stock market is the only objective evaluation of management 

performance through the price of the firm’s equity. If an incompetent manager is in control of 

the company, the share price will decrease to a level that will create an incentive for a more 

competent manager to take control and drive the firm’s value up again. The potential gains 

increase with the manager’s lack of skills, and thereby takeover incentives for outsiders 

increase with a more incompetent management. However, this should not be confused with 

the benefits from combining two firm’s assets, and an acquisition is simply the mechanism by 

which a new management team replaces an old one (Brealey et al. 2008).  

 

2.1.4 Other sources to synergies 

The three sources of synergies outlined above constitute some of the most important decision-

making criteria for engaging in an acquisition. However, the synergies can be concretized in 

some instances. For example efficiency gains can also be achieved through shared know-how 

and combined business creation. By pooling the knowledge of two companies into one 

particular process and thus leveraging each group of employees’ core competencies synergies 

can be obtained. The combination of know-how can by way of example be exploited through 

the establishment of new business units, joint ventures or alliances (Goold and Campbell 

1998).  

An M&A can also lead to increased negotiation power. This form of synergy will generate 

additional value as greater leverage over suppliers can reduce costs and perhaps even improve 

the product quality (Goold and Campbell 1998). 

Additionally, an acquisition can make sense if it generates negative spillovers. This will be 

the case if the rival company is affected negatively by the acquiring company because they 

compete for the same economic value (Blunck 2009). Hence, it can be a sensible motive to 

acquire even though the “traditional” synergies are not obtainable, because an omission to 
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acquire will allow the rival company to acquire and thereby put the company in a strategic 

position that is even more unfavorable than if no acquisition has found place. Thus, the 

acquisition alone may not generate the mentioned synergies but from a total strategic 

perspective, which takes its competitive landscape into consideration, the acquisition creates a 

competitive advantage for the acquirer and through this generates additional economic rents. 

Finally, a strategic fit must occur on several levels and is crucial if synergies should be 

achieved. As Das and Teng (2000) emphasize, there need to be complementary or 

supplementary resources, but as Nielsen (2003) also mentions the strategic fit must also find 

place between the two actors – in this case the bidder and target company. Hence, working 

culture and organizations do also have to be complementary.  

 

As section 2.1 clarified many sources to synergies exist which separately, however, cannot 

create sustainable competitive advantages. Thus, a strategic fit must be feasible on all kind of 

levels, and underscores that it is a complex task to generate synergies through acquisitions. 

 

2.2 Merger Waves in a neoclassical perspective  

As mentioned in the introduction there are plenty of studies of the reasoning behind merger 

activity that clusters in time. During waves, mergers are often argued by managers as either a 

response to changes in the economic environment or by the neoclassical motivated synergies. 

Closely related to this reasoning, Coase (1937)2 argues that technological change can change 

the optimal size of the firm: “It should be noted that most inventions will change both costs of 

organizing and the costs of using the price mechanism. In such cases, whether the invention 

tends to make firms larger or smaller will depend on the relative effect on these two costs 

(Coase 1937, p.397).” 

Similar argumentation do advocates of neoclassical theory use to explain merger waves. In 

this context, transaction costs can add to the understanding of this phenomenon, i.e. the costs 

associated with the price mechanism to establish efficient exchange (Hendrikse 2003). To 

minimize the transaction costs, Williamson (1991) introduced different governance structures 

to ensure that valuable specific investments are made.  One way transaction costs might be 

reduced is through M&A, and it is a method to increase efficiencies after the transaction.The 

empirical findings of M&A motivated by neoclassical reasoning are the topic of section 2.2.1.   

                                                 
2 It should be emphasized that transaction cost theory does not assume the “economic man”, but neoclassical 
theory and transaction economics share the viewpoint of merger waves being motivated by value creation. 



An Analysis of Mergers and Acquisitions during the Recent Merger Wave in Scandinavia 

Bjarke Nielsen and Peter Bierregaard 

 

  Page 19 of 130 

2.2.1 Empirical evidence of neoclassical motives and merger waves 

Neoclassical theory explains the merger waves with a response to specific industry shocks 

that require large scale reallocation of assets (Harford 2005). If such an explanation should be 

likely, it should be expected that there are industry differences in the rate of takeover and 

restructuring activity. This is confirmed by Mitchell and Mulherin (1996) who conclude that 

merger activity varies across industries. Within neoclassical theory the industry shock can be 

of technological, regulatory or economic character to an industry’s environment (Harford 

2005). Such shocks can be caused by political deregulation of sectors or for instance 

economic wide shocks like the introduction of the free market in the European Union in 1992.  

Harford (2005) argues that the industry shocks are not sufficient to create high merger activity 

as there must be sufficient liquidity to accommodate the assets’ reallocation. Thus, to obtain 

an aggregated merger wave it is required that companies have both economic motivation and 

low costs of financing. This is consistent with the fact that merger waves occur during bull 

market and periods with favorable financial conditions. Neoclassical theory suggests a 

correlation between high valuation and merger activity but no causation (Blunck et al. 2009).  

This is in contrast to both agency theory and behavioral economics. Harford (2005) tests both 

the behavioral and neoclassical motives for merger waves and find results in favor of the 

neoclassical explanation.  

 

In this section, both empirical and theoretical evidence have been presented, and they support 

the neoclassical motivation for merger waves. However, Goergen and Renneboog (2004) 

emphasize that one third of all European M&A cannot be categorized as motivated by 

synergies. Hence, an examination of these value decreasing motivated M&A certainly also 

has a place in the literature. 
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3 Agency theory 

A merger can end up destroying value rather than creating synergies even though managers 

act fully rational. The literature of agency theory throws light on how managers’ interest in 

maximizing their own utility can lead to decisions that are not in the interest of the 

shareholders. However, the decisions are fully conscious and are a result of opportunism 

rather than irrational behavior. To set the framework for the empirical discussion section 3.1 

discusses the theoretical foundation of agency theory and later, in section 3.2, these arguments 

are developed in the light of M&A. 

 

3.1 The firm as a nexus of contracts 

In most economic studies the firm is seen as a profit-maximizing entity, but it is unarguably 

that the firm cannot be seen as a single entity (Hendrikse 2003). A firm consists of many 

different parties which might not have common interests. For instance, the shareholders’ 

interest is to maximize the shares while employees’ worry about compensation and job 

security. Thus, the interest of management and shareholders may diverge. Hence, to fully 

understand how the decision-making process in a firm functions, it is important to analyze the 

conflicting interests in a firm. Agency theory provides an insight to examine this process. 

 

Theorists define the agency paradigm as: “... a contract under which one or more persons 

(the principal(s)) engage another person (the agent) to perform some service on their behalf 

which involves delegating some decision making authority to the agent. If both parties to the 

relationship are utility maximizers there is good reason to believe that the agent will not 

always act in the best interest of the principal (Jensen and Meckling 1976).”  

Such agency problems can occur in any context but within the subject of managing and 

controlling companies the agency setup is typically illustrated as the owners being the 

principals, and the management of the company assuming the role as agents. This relationship 

is a classic problem in corporate governance and is known as the type 1 agency problem 

(Thomsen 2008). The important aspects of the relationship between the two are the existence 

of a conflict of interest and asymmetric information between the principal and the agent 

(Hendrikse 2003). The separation of ownership and management in most modern companies 

imply that managers may pursue other objectives than maximizing shareholder value. 

Managers might be induced to act for own financial interest or personal best. The problem 

associated with separation of ownership and management will increase the more disperse the 
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ownership is as no shareholders will have incentive to supervise and control management 

(Hendrikse 2003). The problem exists due to the fact that there are information asymmetries 

between the principal and the agent. Managers are usually better informed about the daily 

operations of the firm and business opportunities than the owners (Hendrikse 2003). The 

owners can reduce this information gap by collecting the same kind of information. Yet, this 

will be costly and the net effect of such an activity may well be negative.  

Agency problems do, however, not necessarily concern owner-manager problems, as conflict 

of interests also can appear between other parties with interest in the company. For instance, 

agency problems can appear between majority and minority investors because majority 

shareholders can extract private benefits due to their controlling interests. This problem is 

referred to as type 2 agency problem (Thomsen 2008). 

 

To understand the nature of agency theory it is important to understand that the theory 

assumes full rationality for both the owners and managers (Thomsen 2008). The conflict of 

interest between the two parties will in agency theory be analyzed with an opportunistic 

behavioral assumption (Hendrikse 2003). Hence, the agent will always work in personal 

interest and will take advantage of the superior information to own benefit. 

   

There are several behavioral-related problems related to agency theory of which the most 

important ones are moral hazard and adverse selection. Moral hazard concerns the risk that an 

agent, who has agreed upon a contract, changes his behavior ex-post. Moral hazard can occur 

when the activity of the agent cannot be observed by the principal (Thomsen 2008). To limit 

these problems, several contractual precautions can be taken to counter the existence of such 

occurrences including managerial incentives to work in the interest of the owners.  

Often compensation packages can be used to induce a certain behavior by introducing 

bonuses and stock options. Another way to limit moral hazard is to monitor the action of 

managers (Alchian and Demsetz 1972). This role of monitoring is taken by boards or auditors.  

The second behavioral problem, adverse selection, relates directly to the assumption 

mentioned above concerning asymmetric information. This is transferable to the risks of 

engaging in contracts ex-ante in which the counterpart possesses and withholds information or 

intentions that can turn out to be disadvantageous (Gardner 1993). 
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The next sections will bring into focus how these problems occur in the decision to engage in 

M&A. Most of the relevant problems will have character of managerial moral hazard. 

 

3.2 Agency problems in M&A 

If managers’ interests diverge from shareholders the negative bidder return may be caused by 

M&A being motivated by managers’ self-interest (Sudarsanam 2003). Managers might try to 

create an illusion of the possible synergies in a transaction, and thereby overpay for targets 

because of own interests. An asymmetric information problem between manager and 

shareholder is likely in an acquisition as manager will have superior information of the 

business prospects.  

 

3.2.1 Empire building and the free cash flow theory 

If managers do not have proper long term incentives, and other corporate governance 

mechanisms are not sufficient, shareholders will risk exposure to empire building. It is a well-

accepted fact that it is more prestigious for managers to control and manage a large company 

(Brealey et al. 2008). Moreover, managerial payment is positive correlated with the size of the 

company and thirdly the risk of a takeover declines with size (Thomsen 2008). Thus, 

managers have both tangible and intangible benefits by increasing the size of the firm 

(Sudarsanam 1995). These three factors support the statement that managers prefer to run 

large businesses rather than small ones. Hence, managers are inclined to grow the firm and 

thereby more likely to conduct M&A. The risk of such behavior is more likely in companies 

with high cash, unused borrowing capacity and large free cash flows (Jensen 1986a). Instead 

of using these opportunities to pay out dividends to investor, managers have incentives to use 

the excessive cash to undertake M&A that turns out to be value destroying. Jensen (1986b, 

p.323) refers to this as a free cash flow problem and defines it as: “…cash flow in excess of 

that required to fund all projects that have positive net present values when discounted at the 

relevant cost of capital.” 

These funds will often be available within mature profitable industries with limited growth 

and investment possibility (Sudarsanam 1995). Thus, managers in companies with high free 

cash flow have a temptation to overinvest. Furthermore, managers can use M&A as a short 

term solution to satisfy market expectations of growth as it will provide an illusion of growth 

(Jensen 2005). As growth expectations often increase with merger activity, this solution is 

even more likely if the company operates during a merger wave.  
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The theory of empire building and free cash flow motivate the first agency-related hypothesis. 

 

Hypothesis 1: 

Companies with high free cash flows prior to the acquisition lead to underperforming M&A 

ex-post. 

 

3.2.2 Managerial risk aversion and diversification strategies 

An M&A strategy will influence the overall risk exposure of the acquirer. Dependent on the 

type of acquisition it can both minimize and increase the managerial risk. In some 

acquisitions there may be a real downside risk, and if such a strategy fails managers might 

risk their jobs (Brealey et al. 2008). Therefore, managers will often be risk averse in their 

acquisition strategy as they do not share shareholders’ upside of a risky project. This 

perspective can be examined in a broad acquisition strategic framework where the M&A 

possibilities are multiple. In such a scenario managers may favor safe over risky M&A even 

though the risky one might yield a higher NPV. Hence, managers would favor a safe 

acquisition instead of putting their job on the line by a more risky transaction.  

 

The managers are exposed to the risk of a single company, and therefore their risk exposures 

are undiversified. Thus, if the business of the firm performs badly the managers have an 

increasing risk of losing the job. By diversifying the firm over a number of businesses, the 

managers’ overall risk will in theory be smaller as the probability of a downturn to all 

businesses at the same time will be smaller. A conglomerate can of course have value 

increasing rationales as for example increased market power, an efficient internal capital 

market, cross-subsidizing etc. (Sudarsanam 2003). However, the value decreasing aspect 

arises when managers favor a diversification strategy only to ensure job security. From the 

shareholder’s viewpoint, this reduction of risk can easier and cheaper be obtained by 

diversifying his/her investments on a stock market. Thus, the shareholder will not benefit 

from a diversification strategy that builds on such managerial self-dealing motives (Brealey et 

al. 2008). The empirical studies of  Morck et al. (1990), Berger and Ofek (1995) and Doukas 

et al. (2001) all support this theory by proving the underperformance of unrelated M&A. 

Further, Lubatkin and Lane (1996) suggest that this underperformance is due to an actual 

increase in the unsystematic risk because the acquisition becomes unfocused. Yet, the 

literatures’ findings on this subject are unambiguous as Ghosh (2001) and Kruse et al. (2002) 
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find that the diversifying acquisitions actually outperform their peers. This ambiguity makes it 

relevant to test the following and the second agency-related hypothesis. 

 

Hypothesis 2: 

Unrelated M&A underperform relative to related M&A. 

 

3.2.3 Managerial entrenchment 

With respect to M&A the managers’ tendency to entrench themselves should be mentioned as 

another source to agency costs. This agency problem emerges when the managers make 

themselves valuable to shareholders and costly to replace. Shleifer and Vishny (1989) show 

that managers have incentive to invest in projects with higher value under their wings. The 

problem is that such projects might be favored even though these investments are not value 

maximizing ex-ante. In that way, this behavior supports the risk aversion of managers as they 

consciously makes it costly to replace themselves and thereby safeguard against dismissal. 

This type of self-dealing can easily be applied through M&A. If managers find themselves 

relatively better in managing acquisitions, they might engage in such even though they know 

it is value destroying. Such manager-specific investments force shareholders to retain them as 

they know the acquisition strategy best. It must be clarified, that some acquisitions based on 

the manager’s skills easily can be value increasing despite they also have entrenchment value. 

Yet, the problem arises when the manager acquires beyond the value maximizing level, which 

may be even more tempting during a merger wave where for example the financing 

accessibility is high.  

 

One way the entrenchment effect may find expression is in manager’s preference for 

subsequent acquisitions as his/her experience and skills lie within acquisitions. Shleifer and 

Vishny (1989) emphasize that an entrenching investment must be irreversible which become 

relevant when a strategic decision cannot be withdrawn. A good example is sequences of 

acquisitions which are a part of a broader strategy that will be costly to withdraw from. 

Hence, a manager might favor subsequent acquisitions even though these do not result in 

positive NPV. Thus, the entrenchment effect might entail the manager to engage in a number 

of M&A at the expense of relative better projects, which leads to the third testable hypothesis. 
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Hypothesis 3: 

Companies that undertake more than two acquisitions underperform relative to others. 

 

3.2.4 Private benefits of control 

The last agency problem presented in this section will analyze the relationship between 

majority and minority shareholders. Within corporate governance, private benefits of control 

is referred to as the amount of private benefits that controlling shareholders can extract from 

the company (Dyck and Zingales 2001). Thus, this perspective does not investigate the classic 

manager/shareholder relationship (type 1 agency problem), but describes the relationship 

between majority and minority shareholders (type 2 agency problem). The relationship 

between these two types of shareholders has had an increasing influence on corporate finance, 

and the empirical study will through a test of ownership structures’ impact on performance 

strive to add to the understanding of how private benefits affect a merger strategy.    

 

An acquisition characterized by negative NPV can be preferred by majority shareholders due 

to private benefits in form of efficiency costs (Lee 2004). For instance, transfer pricing 

between companies are an often used mechanism to transfer value to the controlling company 

(Dyck and Zingales 2001). In an M&A context such agency costs occur if the majority 

shareholder thinks the specific project provides better chances of exploiting the benefits of 

control. Such costs are value decreasing and if these are the motives behind mergers it would 

be reflected in efficiency cost.  

Dyck and Zingales (2001) find that the value of control ranges between -4 % and 65 % and 

with an average of 14 % for the 39 countries examined. For reference the value of control is 

determined to be 8 % in Denmark, 1 % in Norway and 6 % in Sweden. Thus, it is evident that 

control matters for the majority shareholders, and the premium of control also suggests that 

they are able to extract these values at expense of minority shareholders. It should be expected 

that major corporate decisions such as mergers also should be effected by the same agency 

problem. 

 

This behavior can be closely linked to the investments, but can also be investigated by the 

aggregate final stake in the mergers companies. Obviously a stake of 50.1 % after the 

acquisition will give the shareholders incentive to exploit private benefits to a higher degree 

than if the final stake is 99.9 %. This is due to the fact that there simply is a higher ownership 
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fraction to be exploited – i.e. 49.9 % compared to 0.1 %. Hence, the shareholders may choose 

only to accept an acquisition when she/he can obtain an ownership structure that only just 

prevail the majority. It is difficult to determine an exact threshold of which the option to 

exploit private benefits can pay off for the owner, and a distinction between full and majority 

ownership is made for simplicity. Full ownership will not give any incentive to exploit private 

benefits as the resources then just will be re-allocated. This leads to the final agency-related 

hypothesis. 

 

Hypothesis 4: 

M&A with final stakes below 100 % underperform relative to others. 

 

3.3 Waves and agency costs 

Section 3.2 underlines the link between agency costs and M&A but as this section will make 

clear the agency problems do also add to the understanding of merger waves.  

Increased merger activity may give rise to a concern of increased potential for managers to 

engage in an acquisition with an opportunistic motive. It will be easier to finance M&A in 

waves as these are correlated with high capital liquidity which implies that managers more 

likely can convince the board of the advantages of acquiring. Another aspect is managers’ 

potential private knowledge of the fair value of their company. The knowledge of an 

overvalued share may be used by managers as a payment method for the acquisition at a 

relative low cost (Shleifer and Vishny 2003). Furthermore, neoclassical theory argues that 

industry or economy shocks make it more profitable to reorganize assets within waves. With 

such an argument managers might also have a better opportunity to get an opportunistic 

acquisition through the approval of the board. These claimed shocks can certainly increase the 

asymmetric information gap between managers and board members.  

As touched upon in the introduction, Jensen (2005) sheds light on how stock markets 

sometimes can enhance conflict of interest between the owner and manager. The overvalued 

stock market will increase growth expectations which the manager can solve in the short term 

through M&A financed by the firm’s overvalued equity. However, the long run value can of 

course be hurt even harder by making such a short term decision. This will start a vicious 

circle where the manager makes acquisitions in an attempt to justify overvaluation instead of 

talking the stock price down to its fair value. This type of earnings management seems 

widespread and can be an explanatory factor to merger waves. As Jensen (2005, p.8) also 
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states: “Once we as managers start lying in the earnings management game, it is nearly 

impossible to stop because the game cascades forward.” 

 

Another perspective on the merger wave phenomenon is suggested by Rhodes-Kropf and 

Viswanathan (2004) who propose that private information on both sides rationally can lead to 

increased stock merger activity that is correlated with market valuation. The problem arises 

when the bidding firm has private information about its fair value and the potential value of 

merging with another firm. Simultaneously, the target firm has private information about its 

own fair value. This asymmetric information implies that both firms cannot assess the 

potential synergies of a merger. The more the stock market is overvalued, the more the target 

will underestimate the shared component of the misvaluation because firm-specific 

misvaluation will be given relatively larger weight than the market wide component of the 

misvaluation. Hence, the coincidence between overvalued stock and merger waves implies 

that the target has a higher risk of overestimating the synergies despite the target does 

recognize that its own price is affected by overvaluation as well. The higher level of 

acceptance by potential targets obviously leads to higher M&A activity financed by shares 

and thereby adds to the explanation of merger waves and the correlation with market 

valuation.    

 

There are several reasons to believe that in a period with increased merger activity self-

dealing problems can be more likely even though the average acquisition may be motivated 

by changes in the economic conditions. 
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4 Efficient markets and rationality assumptions 

In most economic theory financial markets are assumed to be efficient. In contrast to this view 

is behavioral economics which takes the opposite assumption and argues that there are limits 

to efficiencies in the market. Thus, where neoclassical theory argues for rationality and 

efficiency, behavioral economics contests this view by suggesting that individuals do not 

behave rationally, and that financial markets therefore are unlikely to be efficient. 

Agency theory takes offset in the presence of asymmetric information, and efficient markets 

in the strong form can therefore not exist within this framework. Behavioral economics 

challenge the utility maximization model, and argues that the neoclassical assumption of 

perfect information and well-organized and stable system of preferences are unlikely. As 

Frankfurter and McGoun (1999, p.170) push it to extremes: “… ‘behavioral finance,’ which 

in essence simply recognizes that human beings, individually and collectively, behave as 

humans (having psychological qualities) and not as gas molecules (having only mass and 

velocity).” 

A review of the notation of efficient market theory will help to bridge the gap between 

neoclassical, agency and behavioral finance motives.  

 

First, it is important to emphasize that efficient market theory in the strong form assumes that 

market prices reflect all relevant information (Fama 1970).  

The literature of market inefficiency is far too large to survey here but from this it is evident 

that the efficient market notation seems to be naive. As the quotation by Thaler (1999, p.14) 

summarizes: “A drunk walking through a field can create a random walk, despite the fact that 

no one would call his choice of direction rational.” 

 

In their acknowledged work, Cyert et al. (1956) suggest that individual judgment is bounded 

in its rationality. Bazerman and Moore (2009 p. 4) refer to rationality as: “The decision-

making process that is logically expected to lead to optimal result, given an accurate 

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

By introducing the bounded rationality the decision-making process is examined from a 

descriptive view which includes an investigation of how decisions actual are made. The two 

theoretical approaches presented in these sections assume different approaches to the problem 

of rationality. Where behavioral economics is founded in the assumption of bounded 

rationality, agency theory argues that the problem is not irrational behavior but the existence 
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of self-dealing actions and asymmetric information. Agency theory explicitly assumes that the 

agent will act rational but by optimizing personal needs and desires. In contrast, within 

behavioral economics the individuals actually believe that they are maximizing overall value, 

but might be far from due to the bounds of rationality and limited information processing.    

 

The notation of inefficient market theory and irrational behavior can help to frame the 

investigation in a behavioral finance aspect. Research within this framework takes two 

distinct approaches which emphasizes irrationality for either investor or manager (Baker et al. 

2004). In favor of the investor irrationality approach is that corporate managers may be better 

to identify mispricing than investors due to the fact that they have superior information about 

their own firm or fewer financial constrains than the market (Shleifer and Vishny 2003). The 

second approach to behavioral economics takes the opposite extreme. This implies that in 

some decisions, managers believe they are maximizing shareholder value but in fact is 

deviating from this ideal against their own intentions (Baker et al. 2004). The first approach 

can provide a direct understanding of merger waves whereas the latter will give an indirect 

explanation through human biases.  
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5 Behavioral economics 

The introduction section clarifies that the bidding firm faces a serious challenge after the 

completion of the acquisition. In fact, a substantial part of the acquiring corporations 

experience a decrease in profitability following the acquisition (see e.g. Martynova et al. 

2006). It is not certain that all bidding managers base their decision on long term value 

increasing motives, and occasionally less sensible motives drive the acquisition. As already 

discussed, agency problems can add to the understanding of such underperforming mergers. 

However, the fact that mergers cluster in time and that these waves are correlated with stock 

market valuation can give rise to a concern of M&A bubbles. Like agency problems, 

behavioral phenomena can cause managers to act against the interest of the shareholders, but 

such behavioral costs are contrary to agency costs not a result of different interests between 

managers and shareholders (Shefrin 2007). The behavioral costs are simply a result of 

managers’ mistakes, and can add to the understanding of underperforming M&A.  

The aim of this section is to give a theoretical background for the irrational motives, which is 

covered by the theory of behavioral economics.  

 

Behavioral economics can be seen as a result of the appearance of anomalies, which are 

observations that are difficult to “rationalize”, and explanation must be found within more 

implausible assumptions (Loewenstein and Thaler 1989). A classic example of such irrational 

behavior is the dynamic inconsistency, which Lowenstein and Thaler (1989, p.185) describes 

in a very illustrative way: “In the morning, when temptation is remote, we vow to go to bed 

early, stick to our diet, and not have too much to drink. That night we stay out until 3:00 am, 

have two helpings of chocolate decadence, and sample every variety of Aquavit at a 

Norwegian restaurant.”  

The field of behavioral economics seeks to explain such exceptions to the rational human 

behavior and perfect capital markets, and may therefore also offer an alternative for 

explaining the puzzle of underperforming mergers. 

 

Inspired by Stracca (2002), the relationship between neoclassical theory and behavioral 

economics can be described as follows: suppose Pi is the price of an asset i set by set by the 

market in a certain point in time and the relationship f is a function of the underlying value for 

X. By setting up an expression for the price of an asset, the main difference between the 

rational pricing of neoclassical theory (1) and the irrational pricing of behavioral economics 
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(2) will then be a pricing bias term ei which explains a rather persistent pricing bias which 

utility maximization fails to explain. Thus, the price of an asset will be: 

Pi = f(xi) (Neoclassical theory)  (1) 

Pi = f(xi) + ei (Behavioral economics) (2) 

 

The discussion of behavioral economics is highly relevant in the understanding of M&A. 

Within an acquisition there are only few arbitrageurs to maintain a realistic perspective and to 

make the market efficient. Thus, biases may play a larger role than usually observed in the 

financial markets as the risk of irrational behavior is larger in M&A transactions characterized 

by few bidders, low transparency and large spreads between negotiation prices. Hence, the 

purpose of section 5.1 to section 5.3 is to present and analyze the most relevant behavioral 

issues that managers are subject to when they consider an acquisition.       

 

5.1 Heuristics 

When individuals find themselves in situations that require important decisions and 

consideration, such as engaging in a merger, they go through series of mental processes. 

These processes often imply that people use simplifying strategies to cope with complex 

decisions (Kahneman and Tversky 1973). Such rules of thumb in decision-making processes 

are called heuristics and are used by managers to ease decision-making. The heuristics can be 

of both cognitive or instinctive character and helps people to reach solutions. An effective and 

quick decision-making process can be useful, but it may also result in some less fortunate 

biases and suboptimal solutions. For M&A, and especially merger waves, one of the most 

important results of such heuristics is the so-called herd behavior.    

 

5.1.1 Herd behavior 

The use of heuristics can be explained by the fact of asymmetric information. Information can 

be costly to acquire and in some cases even out of reach. One heuristic that can save time and 

costs are herding of which you simply rely on the information of others. The presence of 

merger waves may resemble of such herd behavior of which some bidders ignore their private 

signals.  The so called information cascades are a part of the phenomenon, and the problem 

arises when the manager decides on a particular observable action scenario, but not on the 

observable signal scenario (Bikhchandani et al. 1998). Such a cascade is relative fragile with 

respect to small shocks because a cascade is based on very little information. This may be an 
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explanatory factor behind the sudden ends of merger waves. The presence of some cascade 

behavior is also underpinned by the tendency of cascades playing a more important role in 

elements of discreetness, which is the case of many acquisitions (Bikhchandani et al. 1998). 

 

The tendency of herd behavior implies an imitation of others’ business strategy. A fact that is 

contradictory to the conventional theory of resource based strategy which emphasizes the 

importance of inimitability and differentiation. To obtain a sustainable competitive advantage 

through an acquisition the synergies should be valuable, rare and inimitable (Barney 2002). 

Inimitability can be achieved when only one bidder has the ability to merge two separate 

assets to obtain the synergies (Blunck 2009). If herd behavior is prone to happen during 

merger waves bidders will incur a risk that the source of synergies are not rare and imitable. 

Thus, if the number of bidders is high, the acquirer risks overpaying for possible synergies. 

From this framework it should be expected that the return for bidders should differ across the 

phases of the waves. This is among others confirmed by Moeller et al. (2005) and Shelton 

(2000) who find that bidders that acquire at the start of a wave performs better than 

acquisition during and after the peak. This fact will be readily available in the manager’s 

memory when he considers an acquisition himself. This behavior is well-known within 

psychology and is referred to as retrievability where individuals are biased in their 

assessments of the frequency of the events (Kahneman & Tversky 1973).  

 

Scharfstein and Stein (1990) examine an important point with respect to the link between herd 

behavior and reputation. They point out that managers will be more favorable evaluated if 

they follow the behavior of others. By sharing the blame among the rest of the herd an 

unprofitable acquisition is not as bad for reputation as if the manager bucks the trend and then 

fails. Henceforth, rather than analyzing whether an acquisition will generate synergies for 

their own company they may base the decision on actions of others. This irrational tendency 

will be stronger when the M&A activity increases. Moreover manager’s exposure to herd 

behavior may increase during waves because it becomes easier to follow the herd when it is 

growing. Thus, it is relevant to test whether the acquisitions made at the year with highest 

activity underperforms relative to the M&A before the peak of the wave.  

 

Hypothesis 5: 

M&A completed at the peak of a merger wave underperform relative to other M&A. 
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5.1.2 Anchoring  

Another heuristic in decision-making is anchoring to representative values. By referring to a 

common value the decision-making process is made easier, but the problem is that such a 

point of reference may be arbitrary (Stracca 2002). For instance the prevailing price in the 

market is often regarded as “equilibrium” price level, despite the fact that current market 

prices may not be fair. In a boom period most prices are for example overvalued, and using 

those as benchmarks can in worst case lead to a bubble that eventually will burst.    

 

The link to merger waves is obvious, because such a period indeed is characterized by 

overvaluation. The bidding firm might fail to recognize that the target firm is overvalued, 

because the manager anchors the value of the target firm to similar firms which are 

overvalued too. This argues that underperforming M&A are more pronounced during waves. 

Another point that supports this argument is the manager’s tendency to anchor to the 

successful acquisitions in the beginning of the wave. This may convince the manager that his 

company should undertake an acquisition as well even if the required synergies cannot be 

reached.  

 

Anchoring will not be tested in its own hypothesis as this heuristic and herd behavior is 

interchangeable due to the fact that both heuristics are linked to high activity and overvalued 

markets.  

 

5.2 Biases 

Biases are predispositions toward errors and occur when the previously mentioned heuristics 

are applied inappropriately (Shefrin 2007). Biases are a result of intuitive thinking and can 

play an essential role in underperforming M&A.   

 

5.2.1  Hubris 

The link between M&A and hubris is widely discussed which may be due to the fact that 

managers seem to be more exposed to overconfidence in complicated set-ups like acquisitions 

(Klayman et al. 1999). Hubris is an expression for M&A that attribute a tendency to overpay 

due to either excessive optimism about the value of an acquisition’s potential synergy or the 

management’s overconfidence in its ability to manage the acquisition (DePamphilis 2008).  
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Excessive optimism and overconfidence are closely related but do not necessarily go hand in 

hand. Excessive optimism expresses the situation where management overestimates the 

probability of favorable outcomes and underestimates the probability of unfavorable 

outcomes. Shiller (2005) refers to this psychological phenomenon as irrational exuberance. 

The result is that the management develops upwardly biased forecasts of cash flow (Shefrin 

2007). In contrast, overconfidence describes the fact that people make more mistakes than 

they believe, and that they see themselves as better than average. There is a tendency of 

overconfidence in the precision of our beliefs, and thereby also a tendency to underestimate 

the true uncertainty (Bazerman and Moore 2009).  

 

Hubris may very well add to the understanding of why bidders show poor performance 

results. This is discussed by Roll (1986) as he states that if bidders are infected by hubris the 

winning bidder is likely to be exposed to the winner’s curse. This phenomenon happens when 

there are many bidders for only one target. The bidders do not know the real value of the 

target and the potential synergies, and therefore the bids are based on estimation.  

If the target roughly has the same value for all bidders it is most likely that the winning bid 

has overestimated the target’s value and overstated the potential of gain through the takeover 

(Brealey et al. 2008). Likely, managers know how this bidding-mechanism works, and 

therefore their bid must express a belief in them being better able to value the target firm than 

others. This is supported in the findings that companies that have an excessively optimistic 

and/or overconfident management are 65 % more likely to have completed an acquisition than 

firms whose management does not hold hubris characteristics (Shefrin 2007). Malmendier 

and Tate (2004) also find that overconfident managing directors are more acquisitive on 

average, and argue further that overconfidence is an important explanation of merger activity. 

Thus, managers who suffer from hubris are more likely to win a bid and thereby overpay for 

the gains available. 

 

The value destroying M&A may arise when management base their M&A decision on 

intuitive judgment, and is determined to make some particular deals without undertaking a 

proper valuation. Excessive optimism and overconfidence can result in big losses and 

overconfident managers can induce mergers that are value destroying. Actually, it is shown 

that market reacts more negatively to the announced bids of overconfident managers 

(Malmendier and Tate 2004). As Shefrin (2007) also ascertains, managers can learn to be 
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overconfident as a result of past successes. Furthermore, Martynova et al. (2006) finds that 

acquiring and targeting corporations significantly outperform the median peers in their 

industry prior to the acquisition. This may have enhanced the management’s believe in it 

owns superiority, and thereby convinced it in its abilities to manage the acquisition. 

Alternatively, managers are overoptimistic of the value of the target and overestimate the 

potential synergies. Actually, Odean (1998) and Gervais and Odean (2001) find in studies of 

equity traders that high total market returns enhance overconfidence although the returns are 

market wide. Thus, it is easy to imagine that some managers overestimate their abilities to 

manage an acquisition during merger waves. Another fact is that overconfident managers may 

see their firms as undervalued compared to the valuation of the less optimistic market, which 

makes the overconfident managers reluctant to issue equity to finance the acquisition 

(Malmendier and Tate 2004).  

 

A McKinsey report (Shefrin 2007) concludes that overestimation of synergies is a 

consequence of underestimation of customer-defection rates, poor assumptions about market 

growth and competitive realities as well as excessive optimism about the prospects for 

opportunities to engage in cross selling. In fact, McKinsey finds that revenue synergies are 

overestimated in 70 % of the cases where the management was defined as overconfident and 

excessively optimistic (Shefrin 2007). The merger back in 1994 between Viacom and 

Blockbuster serves as an example of overestimated synergies. Several analysts advised 

against the merger, but the managing director of Viacom, Sumner Redford, adhered to his 

decision to merge with Blockbuster, and pronounced his confidence in the potential synergies 

- i.e. that the merger would generate sufficient cash to handle the several billion dollars in 

debt that Redford took out to finance another acquisition (Paramount). The merger resulted in 

a $323 million loss for Blockbuster and a fired CEO (Gershon and Suri 2004). 

 

To sum up, there are a lot of factors that could foster overconfidence. Theory suggests that 

people tend to focus on what is readily available in the human mind, and if the firm has 

outperformed prior to the acquisition, it may enhance some overconfidence. Roll (1986, 

p.206) also argues that bidders who have “experienced recent good times” in the pre-bidding 

period will pursuit the target more aggressively because of hubris. Thus, it is assumed that 

firms which have outperformed before an acquisition more easily base their decision on 

assumptions and predictions that are sensitive towards overconfidence. 
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Hypothesis 6: 

M&A undertaking by firms that has outperformed prior to the acquisition underperform 

relative to other M&A. 

 

5.2.2 Sensitivity of investment to cash flow 

“Cash is king and we live by that motto.” - Former CFO of Adaptec, David Young (Shefrin 

2007, p.100). 

The existence of heuristics can imply that managers adjust their capital structure as a by-

product of their investment policy. Thus, the investment decisions are dominated by how 

much cash the firm holds rather than estimating the investment’s NPV (Shefrin 2007). This 

heuristic simply suggest that corporations invest more in periods where they receive more 

cash or take on less debt. This is not to be confused with the free cash flow hypothesis as this 

behavior is a result of unconscious rather than opportunistic behavior. Heaton (2002, p.33) 

describes it quite precisely: “These results establish an underinvestment-overinvestment 

tradeoff related to free cash flow without invoking asymmetric information or rational agency 

costs.” 

This bias of sensitivity of investment to cash flow can result in some unwise investment 

decisions, especially when it is combined with the previously mentioned overconfidence and 

excessive optimism of which cash-rich firms risk to undertake negative NPV projects. 

Malmendier and Tate (2005) also find that the investment reaction on cash flow fluctuations 

is stronger for overconfident managers.  

 

The link to M&A is rather obvious. Overconfidence leads managers to overestimate the 

acquisition’s NPV and simultaneously they find their own firm undervalued. The excessive 

cash means no need for external financing, and the managers can then use the cash to 

undertake acquisitions which they might perceive as positive NPV projects, but which in 

reality are value destroying (Shefrin 2007). 

Additionally, Shefrin (2007) suggests that the combination of overconfidence and sensitivity 

of investment to cash flow find expression in managers rejecting some positive NPV projects 

if they are in head of a cash-limited firm. This will often be the case because managers then 

cannot make their decision of capital structure and investment separately, because it becomes 

a matter of repurchasing shares or financing an investment project.  
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The behavioral perspective on the issue of sensitivity to cash provides an illustration of the 

cash flow theory’s applicability in both agency and behavioral issues. Hence, the bias will not 

be tested in its own hypothesis. 

 

5.2.3 The confirmation trap 

People search information that is consistent with their beliefs, and use too little time to find 

arguments that question their views. The confirmation bias arise partly due to the fact that the 

human mind is designed to retrieve information from memory which implies that information 

supporting the initial view becomes more accessible. Yet, people do also become victims of 

the confirmation trap because the natural limits to our attention and cognitive processing force 

us to search for information selectively, which results in searching the information people 

initially believe in first (Bazerman and Moore 2009). 

 

The confirmation trap can be relevant both ex-ante and ex-post of M&A transactions. The ex-

ante risk appears due to the retrievability bias that occurs during waves because everyone else 

engages in M&A. The frequency and availability of M&A provoke the management to seek 

information that confirms the profitability of engaging in this activity. The risk becomes even 

more severe after management has spent time discussing whether an acquisition is prudent. 

The human mind is now further triggered to search confirming information, and the time 

already spent also foster regret avoidance which will be discussed in section 5.3.1. 

Hence, a management team that suffers from the confirmation trap may express itself in the 

time it spends on completing the acquisition. The search of confirming information could 

increase the time period between the date of rumor and the date of actual completion, and the 

seventh hypothesis can thereby be set up. 

 

Hypothesis 7: 

The period between rumor date and completion date is longer for underperforming M&A 

relative to others.  

  

It is obvious that the regret avoidance does not diminish after the acquisition. The 

confirmation bias becomes even stronger, and management risks throwing good money after 

bad. This behavior is closely related to escalation of commitment, which will be the area of 

focus in the following section. 
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5.3 Framing effects 

The decision of managers may easily be affected by the manner in which the setting for the 

decision is described. This phenomenon is referred to as framing effects and form an 

important part of the so-called prospect theory which presents the effect of loss aversion 

(Shefrin 2007). Loss aversion enhances regret avoidance among managers and can lead to 

escalation of commitment. The theory behind this behavior will provide the setting for this 

section.   

 

5.3.1 Regret avoidance and escalation of commitment 

People experience a loss more acutely than a gain of the same magnitude and this so-called 

loss aversion implies that people seeks to avoid regrets. The figure below illustrates this loss 

aversion of which the response to losses is more extreme than the response to gains. For 

example most people will reject a fair bet on the toss of a coin, and illustrates why the 

function is concave for gains and convex for losses (Kahneman and Tversky 1986).  

Figure 2 - Illustration of loss aversion 

 

Loss aversion leads to regret avoidance as a loss will hurt more than an equal gain will 

increase an individual’s utility. This regret avoidance can provoke a more irrational decision 

making by the managers as they often will do everything not to realize a loss (Møller and 

Nielsen 2005). 

 

The neoclassical theory suggests that the opportunities of profitable acquisitions increase 

during merger waves. As managers will avoid regretting the miss of a profitable acquisition, 
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they might be willing to jump on the acquisition train in order to insure themselves against 

regret avoidance. This reasoning can, however, also be shifted against engaging in an 

acquisition. That is, loss aversion leads to risk avoidance, and this conservatism implies that 

the manager avoid the potential loss of an acquisition. 

With respect to M&A the loss aversion becomes more relevant when it leads to escalation of 

commitment after the transaction. That is the classic problem of throwing good money after 

bad. For example it is documented that managers often put more money into a failure for 

which they feel responsible than into a success (Shefrin 2007). This can partly be explained 

by the previously mentioned confirmation trap where managers responsible for the failure 

search for evidence to support their initial decision instead of searching for disconfirming 

information. They fail to recognize that the time and expenses that they already invested are 

“sunk costs”, and the “too much invested to quit”-attitude might lead to excessive risk taking 

actions (Stracca 2002). 

 

Escalation of commitment may play an important role in the underperforming M&A during 

waves. The management’s decision of acquiring another firm may have seemed as a rational 

investment prior to the transaction. However, the management exposed to escalation of 

commitment, keeps throwing money into the project in order to avoid regret and the feeling of 

loosing invested money. The risk of escalation of commitment becomes even higher if the 

M&A has been much publicized. Visibility alters this tendency of managers due to 

reputational reasons as well as the attempt to appear consistent to their initial decision 

(Bazerman and Moore 2009).  

Another effect that may lead to overinvestment in an unprofitable acquisition is the 

disposition effect, which describes the individual’s reluctance to accept losses fearing a loss 

of self-esteem (Stracca 2002). This fear can also result in the already discussed confirmation 

trap, and a disappointing result will often be attributed to bad luck instead of facing the 

realities.   

 

Consequently, managers will increase the investment level if they are exposed to escalation of 

commitment, and therefore an analysis of the investment level before and after the acquisition 

will give insight to the extent of this bias. Such investment can be in the form of increased 

capital expenditure in a hope to save the initial investment. This leads to the last hypothesis.   
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Hypothesis 8: 

M&A characterized by a higher increase in capital expenditure underperform relative to 

other M&A. 

 

5.4 Behavioral economics and merger waves 

Relative few studies use directly the theory of behavioral economics to explain the merger 

wave phenomenon. Yet, Blunck (2009) highlights the market driven perspective on merger 

waves that actually takes a behavioral finance approach to explain the persistent irrational 

investor sentiment that may cause market values to increase substantially. High market values 

make shares lucrative as a payment method of acquisitions which sooner or later will cause a 

merger wave.  

The link between merger waves and behavioral economics is rather straightforward as merger 

waves are often closely related to high stock market valuations (see e.g. Gort 1969; Shleifer 

and Vishny 2003; Rhodes-Kropf et al. 2005) and bubbles, whereas the latter is often 

explained by the topics of behavioral economics. As already stressed, overconfidence, herd 

behavior and anchoring are all behavioral issues that more easily are triggered in periods 

where market activity is high. Hence, these behavioral issues are an important step towards 

reaching an understanding of the wave phenomenon. Other issues, like the confirmation trap 

and escalation of commitment, are often results of the three other issues of which the decision 

of acquisition has been taken. Hence, the confirmation trap and escalation of commitment are 

ex-post actions that make the acquisition decision worse and thereby increase the 

underperformance of the acquisition after the initial decision has been taken. However, the 

issues are still related to the wave phenomenon as they easily can make a bad acquisition 

decision worse. 
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6 Sub-conclusion 

Section 2 to 5 gain insight into both the rational, irrational and opportunistic motives to 

engage in M&A.  

Section 2 applies a neoclassical perspective to M&A, which focuses on the sensible strategic 

motives managers may have to acquire. If full information is available and all agents act 

rational, these motives are the only reasons to conduct M&A implying that all acquisitions 

should be value increasing. However, as the literature review also reveals many acquisitions 

do not turn out profitable and hence neoclassical theory lack explanatory power to the value 

decreasing acquisitions. Exactly the value decreasing acquisitions are the focus of this thesis, 

and this is where agency theory and behavioral economics might add explanatory power. If 

asymmetric information exists principal/agent problems arise, and if irrationality is present 

behavioral issues become relevant.   

The review of agency theory results in four hypotheses that merit to be tested in the empirical 

study. Hence, empire building, managerial risk aversion, managerial entrenchment and private 

benefits of control are all agency costs that can become relevant in managers’ self-dealing 

motives to engage in acquisitions.  

Four hypotheses are also generated from the review of behavioral economics of which the 

potential motives are herd behavior/anchoring, overconfidence, the confirmation trap and 

escalation of commitment.  

 

The review of the three theoretical perspectives has undisputedly enhanced the understanding 

of what triggers acquisitions, and also clarified which of the motives that may result in value 

decreasing acquisitions. Hence, the theoretical findings base the foundation for testing 

whether these are applicable in a context of Scandinavian mergers. 
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7  Data and sample selection 

This section accounts for the selection process of the data and the quantitative methods to 

evaluate performance in relation to the analysis. These data form basis for the statistical tests 

in the empirical study.  

 

7.1 Data selection 

In order to get a reliable data sample for the hypotheses proposed in section 3 and 5 all the 

completed M&A of which the bidder is registered in Denmark, Norway or Sweden in the 

Zephyr database are selected.3 The objective is to include acquisitions in which the new 

owner has a real possibility to influence the strategy and realize the potential of synergies. 

Hence, only acquisitions where the bidder has a majority of the votes after the transaction are 

included. Thereby we also avoid including transactions with limited possibility of success. 

Based on the mentioned search criteria the data includes 4,454 M&A in the period from 2001-

2008, and these transactions are matched with the Orbis database.4  

In the final sample transactions are included where return on assets in the year prior to the 

acquisition and respectively one and two years after the transaction for both bidder and target 

are available. The database Orbis covers financial statements from year 2000-2008. Thus, in 

order to assess the performance of all M&A deals on a two year horizon after the acquisition 

it has been preferred to include mergers in 2001 and 2006. This will cover a sufficient part of 

the recent merger wave. 

After this limitation the final sample of companies consists of 579 M&A deals. The figure 

below summarizes the criteria that each transaction must fulfill in order to be included in the 

final sample. Furthermore, appendix 1 provides an overview of the 579 M&A that meet these 

criteria. 

                                                 
3 The Bureau van Dijk database Zephyr contains information of global M&A transactions and covers 500,000 
deals. 
4 The Bureau van Dijk database Orbis contains information of 60 millions companies and includes financial 
information of the bidders and targets. 
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Figure 3 - Criteria for sample selection

 

7.2 Methodology of the performance analysis  

Once the hurdle of determining which factors and data to base the statistical model on is 

solved, the exact statistical model to conduct the analysis can be constructed. In this section 

the first step in the empirical study is outlined which is a performance analysis of the M&A in 

the sample. For reference, appendix 3 provides a thoroughly discussion of the proxy selection 

and measures that form the basis for the performance evaluation. The sample of the 579 

acquisitions will be divided into two groups, e.g. into underperforming and outperforming 

acquisitions, based on the methodology outlined in the following sections. 

 

7.2.1 Performance measure 

The performance evaluation will be based on the companies’ operating performance. The 

advantage of an operating performance measure is the ability to identify the real economic 

value created by the transaction. This is preferred over an event study approach which 

measures the investor’s expectations to the performance which might not reflect the real 

economic value that will be created. Such an approach will be biased towards how investors 

think the synergy potential of the acquisition is. As a behavioral approach to understand 

merger performance is applied an event study will be dubious because markets are influenced 

by the same heuristics and biases as this thesis aims to examine. Thus, in order to measure the 

real economic outcome of an acquisition the operating performance is preferred. The measure 

will be most appropriate to identify the underlying motives, and it allows for an inclusion of 

unlisted bidders which will increase the possible sample size and validity of the test.  

The measurement is based on the return on assets (ROA) calculated as:  

 ROA=
�������� 
���� ���������,   ����������� ��� ����� (������)

���� ������
 (3) 

 

�The transaction must be included in the Zephyr database
�The bidder must have a final stake of minimum 50 %
�The bidder has to be either Danish, Norwegian or Swedish
�The transaction must be completed within the period of 2001-2006
�The transaction has to be of the type merger or acquisition
�Financial information in Orbis must be available for -1 and +2 years after the transaction

Source: Own creation
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The ROA performance measure follows the method used by Ravenscraft and Scherer (1987), 

Healy et al. (1992) and Ghosh (2001). Accounting measures have its own drawbacks as 

accounting is affected by managerial decisions. To take this into account EBITDA is used as 

this is a cash flow measure which will help to mitigate the problems of differences in the 

accounting of depreciation, interest costs of debt and taxes (Healy et al. 1992).  

 

Another important choice is the denominator in the performance ratio. Book value of total 

assets is applied because this measure reflects the amount of generated cash flow by the assets 

in place. ROA gives the investor an idea of how effectively the company is converting the 

assets into earnings. The ROA ratio is preferable in the comparison of performance across 

companies because it measures the total value of all capital invested including debt. If 

performance is measured based on equity values the effect of the single company’s leverage 

strategy will be included and thereby distort the performance evaluation as change in leverage 

is not a result of synergies. Hence, ROA represents both classes of investors, debt and equity. 

ROA varies quite substantially between companies and depend highly on the industry. Capital 

intensive industries require large investments in assets compared to less capital intensive 

industries like the service sector (Wild et al. 2007). Hence, to compare ROA it is preferable to 

compare it with ROA of a similar company (investopedia.com). The method of this study 

complies with this through the matching procedure which will be outlined in the next section. 

ROA is not fully representative for the shareholder perspective, but gives a faithful picture of 

the company’s performance on a generalized basis. Other performance measures can also be 

argued for, but this is not the purpose of this thesis. As ROA gives a valid picture of operating 

value creation, and as other scholars make use of this measure as well, ROA is preferred as 

performance measure in the empirical study going forward. 

 

Healy et al. (1992) and Ghosh (2001) use market value of assets as this simplifies comparison 

across companies. To be able to calculate pre-performance it is required that both target and 

bidder are listed. In the sample of this thesis, 13 transactions fulfill this criterion and therefore 

it will not be possible to conduct any meaningful analysis with market value of assets. By the 

use of book value of assets the results are affected by differences in the accounting of M&A. 

According to FEE (2002) the national accounting standards in Scandinavia allow for either 

the purchase method when a company acquires another or the pooling method in the case that 

no acquirer can be identified. The difference in accounting affect the recorded book value of 
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assets and the purchase method will report a higher number than the pooling method.5 In the 

survey of FEE (2002), 25 % of the M&A is accounted by the pooling method and therefore 

the total assets may be affected by differences in accounting.6  

 

In order to be able to separate the performance results, the change in ROA between the year 

prior to the transaction’s completion and the period after completion is calculated. To ensure 

validity the performance will be measured one, two and three years after completion.7 The 

performance measure is a trade-off between the length of the period, i.e. noise, and the 

possibility to realize synergies. A period of two years will be preferable throughout the 

performance evaluation as two years would be sufficient to realize most of the synergies.8  

The method requires the calculation of an aggregate ROA prior to the acquisition based on 

bidder and target as one entity, and afterwards a comparison to the ROA of the merged firm 

after the transaction. The aggregate ROA follows the principles of Ghosh (2001) where the 

pre-acquisition ROA is found by simply aggregating the EBITDA and total assets of the two 

firms. If just “bidder ROA” before and after is compared it would most likely create invalid 

results because the target can have had a high ROA before the transaction which increase the 

combined ROA after the transaction without real economic improvements.  

The method to determine an initial performance measure is illustrated in the figure below. 

Figure 4 - Timeline for the operating performance measure 

 

 

                                                 
5 Purchase method: The difference between fair value of the fixed asset of the acquired company and the 
purchase price is accounted as goodwill in the balance.  
Pooling method: The book value of the assets is added to a new combined asset (Sudarsanam 2003). 
6 In Denmark both methods are permitted according to ÅRL §121-§123, but according to IFRS 3 the pooling 
method is not allowed.  
7 For “the three year measure” it is premature to include the 2006 transaction. 
8 Further arguments for ”the two year measure” will be provided in section 8.4 based on a performance analysis. 
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7.2.2 Benchmark of performance  

To account for market changes in performance the calculated change in ROA will be 

compared to a matching company. This thesis follows the matching procedure outlined by 

Ghosh (2001), and for each transaction one matching company for the bidder and one 

matching company for the target are found. The sample and matching company will be 

matched by industry, size and EBITDA levels.  

The matching group consists of 7,080 random selected companies from Western Europe. The 

extension of the geographic area is preferred because target companies of the sample are 

global. Further, a matching group consisting of only Scandinavian companies may result in 

too few possible matching options.  First the industry is matched to the sample company on 

two-digit standard industry codes (SIC) and secondly all the firms that have an assets size 

between 25 % and 200 % of the company one year prior to the completion are selected. Of the 

companies that fulfill these criteria the company with the EBITDA-level closest to the sample 

one year prior to the transaction will be used in the performance evaluation. By identifying 

the matching group based on size and industry the comparison is improved because the 

profitability in most economic theory will increase with size due to economies scale and 

scope as discussed in section 2.1.2. A two-digit SIC code is in Ghosh (2001) used to identify 

firms that have similar economic characteristics, and Clark (1989) shows that using three-

digit SIC will not significantly improve the matching. 

 

An alternative to the matching method is to use a median industry benchmark, but such a 

measure has its drawbacks as change in performance may be a result of mean reversion 

(Loughran and Ritter 1997). Moreover, a median benchmark would be biased as it cannot 

adjust for how the sample company has performed historically. To use a matching procedure 

outlined above, the reference point will be matched and thereby the measure of performance 

will improve. For instance a company that has outperformed the benchmark historically 

should not be compared to the median company but to a similar outperforming company. 

Inevitably, there will of course still be factors of uncertainty when matching two firms 

including differences in growth, risk and countries, but the matching procedure does, after all, 

give the most satisfactory performance comparison. 

 

The change in ROA from the year prior to the transaction to the years after the transaction for 

the matching company of both the bidder and target will be compared with the change in 
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ROA for the merged firm. Such an approach will ensure that the ROA measure of the bidders 

will be compared to a ROA measure that reflect how it would have developed if the company 

have not engaged in a merger. The difference between benchmark performance and actual 

performance is calculated and represents a measure of abnormal performance. In the rest of 

this thesis this measure will be referred to as abnormal performance. By comparing the 

performance between the “matching company” and the “sample merger” this study takes 

offset in the change in ROA for both companies involved in the transaction as well as the 

matching companies. Since the thesis focuses on improvements in operating performance it is 

necessary to take into account the starting point of ROA as it is the change in performance 

that is of interest. One of the advantages of this measure is the independence of business 

cycles. For instance performance in 2008 could be perceived to be biased towards 

underperformance due to the financial crisis. However, the matching procedure avoids this 

bias as the performance of the merged firm exactly is compared to a matching company 

experiencing the same turbulent environment. 

 

7.2.3 Statistical methods to examine value destroying motives 

In order to test the various hypotheses, it is necessary to set up statistical methods as these 

will enable to distinguish between significant differences in the selected proxies. A univariate 

and multivariate analysis will constitute the structure of the empirical analysis.  

 

7.2.3.1 Univariate analysis method 

In the first section, it will be tested whether the mean difference between the two samples 

(µgroup 1 - µgroup 2) is lower than or equal to zero. Of importance is whether this difference is 

significantly different from zero. Thus, the following null hypothesis will be tested: 

 H0: µgroup 1 - µgroup 2 ≤ 0 (4) 

If the hypothesis above can be rejected the alternative hypothesis, H1, will be: 

 H1: µgroup 1 - µgroup 2 > 0 (5)  

Hence, it is a one-sided test where the null hypothesis states whether the difference between 

the two groups is statistically lower than or equal to zero, and an alternative hypothesis that 

states that the two samples are larger than zero. So if for example the null hypotheses are 

rejected the main hypotheses from the theory section can be accepted. In section 9.1 the 

results of the univariate analysis are presented in figure 12 and 13. The figures are organized 

such as results of group 1 are reported in the first column and results of group 2 are reported 
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in the second column. In the cases where the dependent variable is the abnormal return, group 

2 represents the motives that are expected to trigger underperformance.  

The central limit theorem is applied as the sample size is large enough to fulfill this theorem 

and thereby allow using a t-test to test the hypotheses (Graybill et al. 1998). If the calculated 

p-value is below the threshold chosen for statistical significance then the null hypothesis is 

rejected in favor of the alternative hypothesis. The level of significance is the probability of 

rejecting the null hypothesis if it is true, and there will be tested on a 1%, 5% and 10% level 

(Gabrielsen and Overø 2004). The p-value expresses the risk of rejecting a true model and 

thereby the strength of the test.  In the test results the p-values and sample size will be shown.  

 

7.2.3.2 Multivariate analysis method 

In the previous section the method to test whether the single mean values differ is outlined. 

However, such difference can in fact be caused by differences in other explanatory factors. 

Thus, before accepting the chosen proxies a multivariate analysis must be conducted to 

account for mutual relationships. This will be done with the help of a multiple regression 

analysis with a dependent variable (the abnormal performance) and independent variables (the 

relevant factors that can influence the proxy). The multiple regression is a prediction function 

that finds the best relationship between the dependent variable and the independent variables 

(Graybill et al. 1998). By using the principle of least squares, an approximation of the 

relationship is found by estimating the coefficients of the linear equation: 

 Y = β� + β !X! + β #X# + ... + β $X$ + ∈&. (6) 

The β-value will be used to determine the relationship between the variables, and once again 

the criterion of statistical significance need to be fulfilled before any relationship can be 

accepted. Thus, the following null hypothesis will be tested for each β: 

 H0: β� ≥ 0 (7) 

If the hypothesis above must be rejected the alternative hypothesis, H1, will be: 

 H1: β� < 0 (8) 

As in the results of the univariate analysis, the p-value and test at a 1 %, 5 % and 10 % level 

of significance will be included. Moreover, it is investigated whether the accepted hypotheses 

also are economic significant – i.e. how much does the variable actually influence the 

performance of the mergers. The results of this distinction will help to set up relevant 

recommendations on how to avoid value decreasing mergers.   
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8 Descriptive data 

In this section the data are presented and a description of the sample set is given. The first 

section presents evidence of merger waves from the data and compares these results with 

other scholars’ findings. Second section will give the first introduction to the preliminary 

results and discusses these findings in the context of existing literature.  

  

8.1 Merger waves 

As already discussed, one of the most striking topics of M&A is that mergers occur in waves 

(Sudarsanam 2003). The problem statement of this thesis concerns this merger puzzle and 

therefore an analysis of the evidence of merger waves in the data set is given. To support the 

findings this will be analyzed in the context of other scholars’ work. This ensures the 

robustness in the performance evaluation of mergers in and out of merger waves. 

  

8.1.1 Data sample 

One of the most interesting perspectives in a merger wave context is the dynamics and drivers 

of merger waves, and this is a motivation to cover the entire period from trough to peak in this 

study. To illustrate the dynamics of the wave the sample is extended to cover the period from 

1997 – Q1 2010, and in contrast to the rest of this thesis the M&A with limited information 

have been included. This is done to increase the strength of the determination of the merger 

wave period. The larger sample consists of 6,908 M&A deals in which the bidders are from 

Denmark, Norway or Sweden. In the examination of the merger wave, it is preferred to 

include the whole population of transactions, because the existence of financial information 

does not have an impact of the number of mergers. In the figure below the number of annual 

transactions in Scandinavia is presented.  
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Figure 5 - M&A activity in Scandinavia 

 

The figure reveals low M&A activity during the late 1990s which was replaced by a sharp 

annual increase in the number of transactions in the first half of the 2000s with a peak in 

2006. Yet, it must be noticed that the Zephyr database does not include data before 1997 and 

it reports only limited activity until 2000 (Blunck et al. 2009). Thus, it is incomplete to 

conclude anything on the level of merger activity in the 1990s.  

To ensure sufficient financial data to support the performance evaluation, the period from 

2001 to 2006 is investigated. The covered period is interesting as it includes the entire growth 

period to the peak of the wave. To be in a favorable position to uncover the potential relations 

between merger waves and both agency and behavioral costs, this thesis seeks to examine the 

motives during the recent merger wave.  

 

The link between stock market valuation and merger activity has already been outlined in 

several aspects in this thesis. Shleifer and Vishny (2003), Rhodes-Kropf and Viswanathan 

(2004), Jensen (2005) as well as Harford (2005) all emphasize the positive correlation 

between prices on the stock market and the number of M&A transactions. This relation is 

interesting as it constitutes the basis for principal agent problems as well as it can trigger 

managers’ mind for irrational behavior. In the figure below the relation for the period of the 

sample is examined. 
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Figure 6 - M&A and stock market valuation 

  

The figure above confirms the findings of previous literature and shows a positive correlation 

of 0.40 between stock market valuation and merger activity. From year 2002 to 2008 the 

number of M&A increases and decreases concurrently with the stock prices. The reasons for 

this relationship are several and can be understood from the introduced theoretical 

perspectives. The results of the empirical study will shed light on the specific reasons behind 

the correlation. 

  

8.1.2 Merger waves in the literature 

Figure 5 in the previous section already provides strong indication of the period of the recent 

Scandinavian merger wave. Even though information of this topic is sparse, it is interesting to 

look into existing literature, and the purpose of this section is to discuss whether other 

scholar’s findings can disprove the findings illustrated in figure 5. 

 

It is relevant initially to look into the literature covering U.S merger waves as the recent 

merger wave can be characterized as an international wave like the preceding wave during the 

1990s (Black 2000). The literature that covers U.S. is most extensive and allows drawing 

parallels to the Scandinavian merger wave.  Scholars find five U.S. merger waves up to the 

earliest 2000s, and find that merger activity was at an all time high in 2000 with an overall 

value of M&A of $1.8 trillion (Sudarsanam 2003). Since these years the U.S. experienced 

another period of extraordinary high merger activity starting in 2003 (Brady and Moeller 

2007). This period dramatically stopped in 2008/2009 as the crisis rolled over the financial 
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markets which froze the capital markets and made it harder to finance M&A. The findings on 

the recent U.S. merger wave are consistent with the merger activity the data of the sample 

give grounds for with a massive increase in transactions from 2002 to 2003 which continued 

to maintain at high level until 2009.  

 

The information of a combined analysis of Scandinavian merger waves are limited and 

therefore it will be hard to support the findings of this study with others. However, there are 

some studies covering single countries. Dahlin et al. (2009) find in a study of the Swedish 

merger activity, a dramatic increase in merger activity in the late 1990s with a peak in 2000. 

Our empirical study takes offset in the subsequent years, and Ernst & Young (2009) offers a 

more recent study. This provides a continuously updated transaction overview of the Danish 

M&A activity which is shown in the figure below.  

Figure 7 - Merger activity index of Ernst & Young 

 

These data show another “peak year” in 2007 but also a remarkable stable merger activity in 

general. However, the number of transactions are high throughout the period from 2003 to 

2009, and despite the lower deviations from year to year, the findings of Ernst & Young still 

confirms a merger wave. The discrepancy to the sample of this thesis finds its explanation in 

the definition of M&A, and hence figure 7 is not sufficient to disprove the phases of the wave 

in figure 5. Ernst & Young (2009) uses another database (Thomson one-banker), 30 % 

ownership change and includes both Danish bidders and targets. The discrepancy to the study 

is a result of the intention to ensure that the bidder obtain the majority of the votes. 

Furthermore, acquisitions of which bidders are domiciled outside Scandinavia have not been 
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included as the thesis seeks to investigate bidders that are subject to the same governance 

structure.  

 

The literature review of the recent merger wave in Scandinavia did not give rise to diverge 

from the findings illustrated in figure 5. Hence, the merger activity started to increase 

considerably in 2003 and continued that path until 2006. The actual peak can be concluded to 

have taken place from 2006 to 2007, and this period enables a test of the underlying motives 

during different phases of the Scandinavian wave that found place from year 2003 to 2007. 

 

8.2 Mergers and acquisitions in Scandinavia  

This section discusses the preliminary result of the dataset, and the figure below provides an 

overview of the M&A sample. 

Figure 8 - Overview of descriptive data of the sample 

     
The sample consists of 579 M&A distributed throughout the three Scandinavian countries. All 

of these transactions are completed in the period from 2001-2006, and 56.13 % of the total 

transaction activity is completed in Sweden which is by far the highest share of the three 

Denmark Norway Sweden Total

# of acquisitions 72 182 325 579

In % of tota l 12.44% 31.43% 56.13% 100%

GDP 2008 (EUR billion) 255 339 340 934

In % of tota l 27.30% 36.30% 36.40% 100%

# of underperforming M&A 44 87 156 287

In % of tota l 15.33% 30.31% 54.46% 100%

# of outperforming M&A 28 95 169 292

In % of tota l 9.59% 32.53% 57.88% 100%

% of underperforming M&A of country total 61.11% 47.80% 48.00% 49.57%

# of M&A using cash 12 29 61 102

# of M&A using debt 0 5 1 6

# of M&A using shares 7 31 58 96

# of related M&A 52 105 196 353

# of unrelated M&A 20 77 129 226
Median size** 43.33% 32.65% 49.22% 43.28%

**Measured as target's total asset in % bidder's total assets

Source: Own data and International Monetary Fund, Wold Economic Outlook, 2009

Other information*:

Performance:

Sample description:

*The number of M&A financed by cash, debt and shares does not sum to 579 due to a large number of undisclosed 

payment methods
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countries. Also compared to the gross domestic products (GDP) in the three countries, 

Sweden completes relative more acquisitions than their Scandinavian neighbors. This may be 

ascribable to the fact that the merger activity in Sweden is characterized by a group of 

companies dominating the merger activity including 14 acquisitions by Ångpanneföreningen 

AB (technical consulting) and eight by TeliaSonera AB (phone service) as well as ISS 

Sverige AB (cleaning and facility services). It is conjectured that the considerably higher 

merger activity in Sweden, in both numbers and compared to GDP, is due to the exposure 

towards heavy industrial industries (nationsencyclopedia.com). Such industries might have 

had a need to reorganize throughout the 2000s as a response to new economic conditions as 

neoclassical theory predicts. For instance, liberalization of the phone industry in the 1990s 

and the globalization may in general have affected Sweden more than the other Scandinavian 

countries.  

 

A closer look at the performance figures reveals a remarkable underperformance of 49.57 % 

which means that every second acquisition has failed to create synergies. Denmark stands out 

from the rest with an underperformance of 61.11 %. This could indicate that M&A 

performance is country-specific, and this underlines the importance of analyzing a sample 

within the same governance structure. A closer analysis of the performance will be provided 

in the section below. 

 

Appendix 2 includes a correlation matrix illustrating the correlation between the used 

measures of the empirical evidence. Firstly, this overview will give a firsthand possibility to 

discuss some of the most interesting relationships. Furthermore, the appendix will allow the 

reader to understand whether any multicollinearity may exist between the factors regressed in 

the multiple regression in section 9.2.9  

 

 

 

                                                 
9 Variance inflation factors are used as a method to quantify problems of multicollinearity and appear in many 
statistical programs. However, we have not included the variance inflation factors as Excel does not have any 
build-in function for this information. Yet, the correlation matrix gives an impression of the multicollinearity.   
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8.3 Stylized facts and merger performance  

This section examines some of the stylized fact about mergers – i.e. the method of payment, 

the relatedness between bidder and target and the size of the acquisitions. Further, a closer 

analysis of the correlation with market liquidity and performance is included as this is a used 

proxy for the prediction of merger waves (Harford 2005). 

 

Exactly 50 % of the mergers with information of method of payment are financed with cash. 

This might be a result of the fact that managers will not share the upside of an acquisition 

with new shareholders if they believe in the potential synergies. One striking finding from the 

correlation matrix is the low correlation between shares financing and market-to-book ratio as 

theory predicts that share financing should be more pronounce when market valuation is high 

as bidders may pay with overvalued shares. However, the method of payment is only 

specified for 204 of the total sample, and actually 167 of the 227 acquisitions in 2006 have an 

unknown method of payment. This can have a contributory part of the surprising result. 

 

Nearly 61 % of the total M&A are described as related mergers based on the firms’ two-digit 

SIC. As the divesture activity increased during the 1990s and 2000s, the high fraction of 

related mergers is of no surprise as the last two merger waves were characterized by focus 

strategies and more narrow business (Sudarsanam 2003).  

It is worth to notice that 65.97 % of the mergers are domestic mergers where both the bidder 

and target are from the same country. Sudarsanam (2003) finds a domestic fraction in the EU 

of around 57 % in 1999 which is a decrease from 65 % in 1991. The results are based on 

companies registered in small Scandinavian countries and therefore it is remarkable that the 

fraction of domestic acquisitions is higher than the average of Europe. 

 

Section 2.2 and 3.3 underscores that neoclassical and agency theory both claim that liquidity 

could have an influence on performance. This thesis comply with Harford’s (2005) method of 

measuring the capital liquidity as the rate spread between the average interest rate on 

commercial and industrial loans and the central bank rate is used. In the correlation matrix the 

correlation is negative and this suggests that abnormal performance decreases with high 

market liquidity. Thus, the results suggest higher capital liquidity would increase the 

possibility for opportunistic or irrational motivated acquisitions. However, without further 

empirical investigation it cannot be proved that high market liquidity indeed is used to 
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undertake value destroying M&A. Yet, it does indicate that the neoclassical theoretical 

findings are too simplified.  

 

From the 579 mergers in the sample 49.57 % of the mergers have underperformed compared 

to their peers. This figure is determined based on abnormal change in ROA between the 

sample and matching company two years after the transaction. The share of underperforming 

M&A is, as expected, higher when measured just one year after the transaction. However, 

Ghosh (2001) among others include a third year when assessing the performance of their 

M&A samples. In order to test the robustness of the choice using two years only, the 

performance is measured one and three years after the transaction in the figure below.  

Figure 9 - Sensitivity of performance measure 

 

The share of underperforming M&A increases substantially when a third year is included, and 

the abnormal return becomes highly negative in year 3, whereas it is 0.03 % if measured in 

year 2. Hence, the results are quite sensitive and somewhat deceptive, but can be explained by 

the exclusion of year 2006. As this year includes 227 of the 579 M&A in total it is obvious 

that this year can turn the results upside down. It is also worth noticing that performance and 

thereby synergies seems to increase in year 1 and 2 and decrease in year 3. This argues that by 

choosing year 2 the management’s ability to gain synergies will not be disfavored. Moreover, 

it seems like the magnitude of noise increases from year 2 to 3 as it is remarkable that the 

synergies should decrease by adding another year. Going forward, it has therefore been 

prioritized to measure performance two years after completion. 

 

The average merger has outperformed the matching company by an abnormal return of 0.03 

%. This cannot be accepted to be statistical significant from zero.10 Thus, based on a two year 

performance measure the M&A have been able to create a minimum of value. Just about half 

                                                 
10 Test: ' =

�()μ+

,
√n~T(n − 1) = 

�.�4)�

!5.�6
√579~T(579 − 1)= 0.04, thus the test size is below the critical value 

(1.96) and the abnormal return cannot be accepted to be different from zero.  

+1 +2 +3* Average

% of underperforming M&A 53.20% 49.57% 51.22% 51.33%

Average change in ROA - sample firm 0.05% 0.55% -0.49% 0.03%

Average change in ROA - matching firm 0.84% 0.51% 1.72% 1.02%

Abnormal returns -0.29% 0.03% -2.19% -0.82%

Source: Own data

*Incl. Only transactions with information  (2006 excluded)

Years after acquisition



An Analysis of Mergers and Acquisitions during the Recent Merger Wave in Scandinavia 

Bjarke Nielsen and Peter Bierregaard 

 

  Page 57 of 130 

of the companies can be characterized as successful. Thus, in this light the themes of this 

thesis do seem appropriate and it is relevant to uncover why around half of all M&A struggle 

to create the promised value. 

 

8.4 Merger waves and performance 

Another interesting perspective that can increase the transparency of the empirical results is to 

investigate whether some years have caused more underperforming M&A than others.  

Figure 10 - Annual performance 

 

The figure above shows the performance for each year which is convenient for the discussion 

of the dynamics of merger waves. Firstly, the percentage of underperforming M&A of the 

years’ total is shown. This number is supported by the average abnormal return and the p-

value from a regression. To examine whether the performance can be concluded to be 

statistical different from zero a multiple regression is set up with abnormal return as the 

dependent variable and years as the independent variables: 

:∆<=> = ?!2001& + ?#2002& + ?42003& + ?62004& + ?D2005& + ?E2006& + G&        (9) 

The constant in the model must be set equal to zero as this test is only based on dummy 

variables that are assumed to explain all information. Further, the constant cannot have any 

effect on the conclusions from the dummy variables.  

 

The figures above reveal that firms completing acquisitions in 2002 and 2004 have had an 

abnormal performance whereas firms completing acquisitions in 2006 have underperformed. 

In 2004, the outperformance is statistical significant and only around 37 % of the mergers 

have underperformed. In contrast, nearly 56 % of the acquiring firms in 2006 have 

underperformed relative to their matching company, and in average the abnormal return has 

been -2.3 % below their peers, which is statistical significant different from zero at a 10 % 

level. 

Advocates of the resource based theory will explain the outperformance of mergers in the first 

years of a wave with the greater possibility to find valuable, rare and inimitable mergers. 

Based on ROA two years after completed acquisition 2001¹ 2002 2003 2004 2005 2006

% of underperforming M&A 38.46% 46.43% 52.78% 36.67% 47.65% 55.95%

Abnormal returns 0.34% 3.06% -0.50% 4.04% 0.86% -2.30%

P-values (0.9484) (0.3928) (0.8228) (0.0439)** (0.5816) (0.0661)*

Source: Own data

¹Results from 2001 are only based on 13 companies

*** 1 % level of significance, ** 5 % level of significance, * 10 % level of significance
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These predictions of first mover advantages are in line with the findings of McNamara et al. 

(2008) who find that first movers are able to create a better performance. This perspective 

provides a strategic explanation of the better performance of firms that acquired in 2002 and 

2004 compared to those firms that acquired at the top of the wave.    

 

The results do not throw light on a clear relation between the year of acquisition and the 

relative ex-post performance. However, the clear underperformance of year 2006 is 

interesting in the context of behavioral economics. Despite the fact that most companies chose 

to engage in M&A this year it was in the years prior to 2006 (year 2002/2004) where such a 

decision turned out most profitable.  

 

To summarize, it is evident that only around half of the mergers in Scandinavia have been 

successful during the recent merger waves. The following section will uncover the impact of 

agency and behavioral costs on this performance. 
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9 Analysis and test results 

After elaborating on the methods and selections of data for the analysis, this section will 

explain and present the results in relation to the hypotheses stated in the theoretical section. 

The section will link the findings of the results to the theoretical findings presented in section 

2 to 5 and will be structured as follows: First a univariate analysis of the data will be 

presented to provide an overview of the results. The second section will present a multivariate 

analysis which will include several control variables to ensure the correct acceptances of the 

hypotheses. These results will be supported in the third section’s robustness analysis where it 

is strived to support the findings with other proxies. 

 

9.1 Univariate analysis 

The figures in the two following sections present the statistical results of the rationale to 

engage in an acquisition. Thus, the results can provide an impression of the conclusions from 

the hypotheses. It is important to highlight that the univariate results do not supply definitive 

conclusive results and the hypotheses cannot be accepted before a multivariate analysis show 

similar results. The table of results includes information of the mean value of the variable, the 

number of observations and the p-value for the tests. An overview of the univariate analysis is 

given in the figure below. 

Figure 11 - Structure of univariate analysis 
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9.1.1 Results of agency motives 

The figure below presents the statistical results of the rationales to engage in an acquisition 

based on agency issues. 

Figure 12 - Univariate results of agency motives 

 

The test result of empire building shows a significant difference between the outperforming 

and underperforming bidder’s ex-ante cash flow in percentage of sales. Actually, the 

underperforming group has a cash flow/sales ratio that is 6.82 %-point higher than in the 

outperforming group. Thus, the result is significant at a 1 %-level, which means that 

companies having high cash flow/sales ratios engage in M&A that significantly underperform 

other M&A.  

  

The performance test of unrelated M&A relative to related M&A is significant at a 5%-level. 

This is a result of the fact that firms acquiring related targets have outperformed the matching 

companies with an abnormal return of 1.14 %. For comparison the firms that engage in 

unrelated M&A underperforms with an abnormal return of -1.70 % relative to their matching 

companies. Besides supporting the managerial risk aversion hypothesis, the test of 

diversification support the empire building hypothesis as it is suggested in the theory section 

that these excess cash flows can be used by managers to engage in negative NPV acquisitions 

to diversify their risk exposure over a number of businesses. Thus, it is of no surprise that the 

test of empire building and diversification show similar results.  

 

The third hypothesis states that managers will favor projects that support their own 

managerial skills – the so called entrenchment effect. The theory section argues that the 

number of acquisitions can be used as a proxy of whether managers will favor projects within 

their own capabilities. If such a relationship proves true it suggests that by engaging in a 

number of subsequent acquisitions managers make it costly to replace themselves because 

they know the rationale and strategy of the acquisition best. However, the results indicate a 

contradicting argument – i.e. that a higher number of acquisitions improve the average 

Underperforming Outperforming Related M&A Unrelated M&A

Cash Flow in % of sales 10.52% 3.70% Abnormal return 1.14% -1.70%

# of observations 287 292 # of observations 353 226

P-value for ∆Mean ≤ 0  (H₀ hypothesis) P-value for ∆Mean ≤ 0  (H₀ hypothesis)

Acquisitions ≤ 2 Acquisitions > 2 100% Remaining

Abnormal return -0.36% 1.04% Abnormal return -0.08% 0.55%

# of observations 417 162 # of observations 479 100

P-value for ∆Mean ≤ 0  (H₀ hypothesis) P-value for ∆Mean ≤ 0  (H₀ hypothesis)

Source: Own data

Empire Building Managerial risk aversion

(0.0007)*** (0.0381)**

Entrenchment effect Private benefits of control

(0.1658) (0.3707)

***  1 % level of significance, ** 5 % level of significance, * 10 % level of significance
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performance of those because the manager’s merger skills are improved and as she/he knows 

exactly how to manage a new acquisition. Klasa and Stegemoller (2006) also emphasize that 

takeover sequences can be a result of increasing growth opportunities which may result in 

profitable acquisitions. Thus, the proxy of the entrenchment effect is subject for discussion.  

 

The last agency-related hypothesis states that majority shareholders will favor acquisitions 

where they maximize the value they can extract at the expense of other shareholders. Hence, 

majority shareholders will favor acquisitions where their ownership just reaches above 50 %. 

The results do not give any indication of this statement, and the firms that undertake 

acquisitions with a 100 % ownership actually underperform with an abnormal performance of 

-0.08 %. Contrary, the other firms outperform with an abnormal return of 0.55 %. Hence, in 

the case of 100 % ownership the firm underperforms even though there is no incentive to 

exploit private benefits of control. Nevertheless, the figures are very close and the results are 

far from significant.  

 

To summaries the results of the univariate analysis, there are signs of motives related to 

empire building and managerial risk aversion, because the firms that have high cash flow 

prior to the acquisitions or engage in unrelated acquisitions underperforms relative to their 

peers. It will be interesting to see whether these indications prove true in a multivariate 

analysis where the univariate results will be controlled for factors that can impact these. 

 

9.1.2  Results of behavioral motives 

The figure below presents the statistical results of the rationales to engage in an acquisition 

based on irrational behavior, and clarify thereby the theoretical findings based on behavioral 

economics.  

Figure 13 - Univariate results of behavioral motives 

 

The test result supports the hypothesis of herd behavior and anchoring at a 1 %-level of 

significance, and the tendency already highlighted in figure 10 can be confirmed. Firms that 

Remaining 2006 Underperforming Outperforming

Abnormal return 1.55% -2.32% Bidder's abnormal return prior to acquisition 1.81% -10.55%

# of observations 352 227 # of observations 287 292

P-value for ∆Mean ≤ 0  (H₀ hypothesis) P-value for ∆Mean ≤ 0  (H₀ hypothesis)

Underperforming Outperforming Underperforming Outperforming

Years btw. rumor and completion date 0.14 0.16 ∆CAPEX in % of sales -1 to +2 year -12.47% -10.35%

# of observations 287 292 # of observations 80 79

P-value for ∆Mean ≤ 0  (H₀ hypothesis) P-value for ∆Mean ≤ 0  (H₀ hypothesis)

Source: Own data

Herd behavior & Anchoring Overconfidence

(0.0060)*** (0.0000)***

The confirmation trap Escalation of commitment

(0.3219) (0.1625)

***  1 % level of significance, ** 5 % level of significance, * 10 % level of significance
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have acquired at the peak of the recent merger wave have experienced a 2.32 % decrease in 

abnormal return. Contrary, the rest of the sample has an increased abnormal return by 1.55 %, 

and therefore the univariate analysis indicates an acceptance of hypothesis 5.  

 

The test result of overconfidence support the theoretical motivated hypothesis on a 1%-level 

of significance. Those firms that outperformed after the acquisition did in fact hold an 

abnormal performance of -10.55 % prior to the acquisition. The opposite picture emerges for 

those firms that outperformed prior to the acquisition as they underperformed after the 

acquisition which may be due to overconfidence triggered by the prior outperformance. 

Contrary, in the other group the firms have highly underperformed up to the date of 

acquisition, and management might not have been prone to acquire based on prior 

performance. Thus, this is an indication of acceptance of hypothesis 6 – i.e. bidders that have 

outperformed before the transaction underperform ex-post.  

 

The test result does not support hypothesis 7 on the confirmation trap. The average time 

difference between the rumor date and completion date is 0.16 years for the outperforming 

group and 0.14 years for the underperforming group of M&A. The time difference between 

these dates is used as a proxy of how long a period management has considered or discussed 

the M&A. The theory section claims that the time spent on a project is positive correlated 

with the managers’ inclination to the projects. Actually, the results show a tendency of the 

opposite results, and it will be interesting to see whether the following multivariate analysis 

will result in the same conclusions.   

 

The last behavioral issue that has been introduced in the theory section is the escalation of 

commitment of which the hypothesis cannot be accepted. The outperforming and 

underperforming group have nearly the same change in capital expenditure one year prior to 

two years after the acquisition. Thus, it seems evident that CAPEX does not have any 

influence on performance within the examined period. 

 

To summaries, the results indicate that herd behavior, anchoring, overconfidence, and 

escalation of commitment could be statistically supported. Yet, before making any final 

acceptance other factors must be controlled for and a test of robustness is needed. 
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9.2 Multivariate analysis 

This section presents the results of the hypothesis testing through a multivariate analysis. This 

analysis will include several control variables that will enable an exclusion of these factors’ 

influence on performance. The section will be introduced by a discussion of control variables 

followed by a presentation of the results for agency- and behavioral theory. Finally, a section 

will summarize the findings. The figure below provides an overview of the multivariate 

analysis. 

Figure 14 - Structure of multivariate analysis 

 

 

9.2.1 Discussion of control variables 

Earlier studies highlight that share-financed mergers are more likely to occur in overvalued 

markets (Rhodes-Kropf and Viswanathan 2004; Shleifer and Vishny 2003). Companies may 

use their overvalued stock to finance their acquisitions, and a number of studies prove that 

stocks as a method of payment have a negative influence on the performance (see e.g. Ghosh 

2001; Linn and Switzer 2000). Hence, the examination of the results in the univariate analysis 

must be controlled for the method of payment as this may influence the performance of the 

acquisitions. Thereby the significant results may be a result of this factor rather than the 

chosen proxy. In the regression, debt and cash method of payment has been grouped, so the 

cash component also includes acquisitions financed by debt. Thus, only one category has to 

be included in the regression, i.e. shares. If this proves to be negative it reveals that the cash-

debt relationship is positive. The simplification of including both cash and debt in the same 

category is important in the evaluation of the behavioral angle as debt and cash share the same 

characteristic - that is they cannot be overvalued like shares. The influence of overvaluation of 

shares may be more pronounce in listed companies as the market expectation will directly be 

reflected in the market capitalization of public firms. In the sample of this there has not earlier 
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been made a distinction of whether the companies are private or public. In the figure below 

the number of private and public transactions are shown including the respective percentage 

of share-financed mergers.    

Figure 15 - Method of payment 

 

Our sample of M&A deals consists of nearly 70 % private bidders of which 14 % are financed 

by shares.11 For the public bidders only 10 % of their acquisitions are financed by shares. 

Thus, it is striking that this percentage is lower for public acquisitions as it by theory is 

suggested that public companies would have easier access to pay with overvalued shares. 

Even in private transactions a valuation of the shares is required and the valuation will often 

have some of the market reaction reflected in its price. For instance, multiples would trade at 

higher levels in bull markets with high expectations to market growth. Thus, the argument of 

overvaluation will still be useful and this is included as one of the control variables in the 

regressions. 

 

Another control variable that is included in the multivariate analysis is the industry 

relatedness of the acquisition. Previous studies are somewhat contradicting when it comes to 

the relatedness’ effect on the acquisitions’ performance. While e.g. Healy et al. (1992) find 

that diversifying acquisitions are value destroying, Ghosh (2001) and Linn and Switzer (2001) 

reach the opposite conclusion. Nevertheless, the studies show that industry relatedness’ affect 

performance, and regardless of the sign of the effect parameter must therefore be controlled 

for.  

 

Previous studies on M&A find that the target size has an impact on the ex-post performance 

of the acquisition. Like in the case of diversification, there are contradicting opinions on the 

                                                 
11 The low fraction of share-financed acquisitions may find explanation in the large fraction of undisclosed 
payment methods. 

Private Public Total

# of acquisitions* 407 172 579

% of shares 14% 10% 13%

# of acquisitions* 549 30 579

# of shares 13% 17% 13%

*Includes all M&A, including transactions with unknown 

methods of payment

Bidder

Target:

Source: Own data
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size’s impact on performance. Some studies conjecture that relative large targets are harder to 

integrate and hence lead to underperformance. Clark and Ofek (1994) prove that these 

managerial difficulties imply a total underperformance of the acquisition when targets are in 

distress. However, Linn and Switzer (2001) prove that economies of scale and financial 

synergies are more likely to occur when the target is relative large. Yet, of importance for this 

study is that the other studies actually prove that the target size has an effect on performance, 

and this variable must therefore be controlled for in the multivariate test.  

 

9.2.2 Agency issues 

In this section the results will be presented for each hypothesis of agency motives, and the 

figure used for all regression results is structured as follows: For each hypothesis the 

coefficients in the regression and their respective p-values are presented. Further, an overview 

of the relevant parameters is presented in order to reflect the strength and fit of the model.   

 

9.2.2.1 Empire building 

In the first multiple regression, the following regression model is set up to test whether the 

cash flow in percentage of sales influence the abnormal return.   

H∆<=> = ?� + ?!IJKℎ MNOP& + ?#KℎJQR& + ?4STQRNJURV& + ?6KWXR& + G&        (10) 

Figure 16 - Empire building 

 

The coefficient of the main variable12 is negative with -0.19 and is statically significant at a 1 

% level. This means that if cash flow/sales increases with 1 %-point the abnormal return will 

decrease with 0.19 %-point. Thus, it is evident that this measure is both statistical and 

                                                 
12 The dependent variable we like to test from the univariate analyses is referred to as the main variable going 
forward in the multivariate analysis. 

Dependent factor: Abnormal return Coefficients P-values

Intercept 0.0317 (0.0046)***

Cash flow in % of sales -0.1907 (0.0000)***

Unrelated acquisition -0.0258 (0.1003)

Financing by shares -0.0798 (0.0006)***     

Size of acquisition 0.0056 (0.3283)

Adjusted R Square Significance F Observations

0.0788 (0.0000)*** 579

Notes:

Source: Own creation

***  1 % level of significance, ** 5 % level of significance, * 10 % level of significance

β1: Cash flow in % of sales prior acquisition, β2: Two digit SIC, β3: Type of financing, β4: Target's assets in % 

of bidder's assets
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economical significant. The large value destroying effect of a high cash flow prior to an 

acquisition suggest that empire building in fact destroy a considerable amount of value, and 

thereby represents a problem that should be taken serious by shareholders. Thus, hypothesis 1 

can be accepted and this suggests that the companies with high free cash flow prior to the 

acquisition lead to underperforming M&A ex-post. This is in line with the predictions in 

Jensen’s (1986a) free cash flow hypothesis, which suggests that managers will overinvest in 

M&A because the benefits for managers will increase with firm size. Moreover, Martynova 

and Renneboog (2006a) direct attention to several studies proving that free cash flow is 

frequently used for empire building, and they find also evidence of acquiring companies with 

excess cash destroy value by overbidding. Finally, section 5.2.2 points out that the significant 

result of the proxy also can involve a bias as manager unconsciously may invest more in 

periods where their companies receive more cash. Hence, overinvestment may not be a result 

of manager’s opportunistic behavior, but it does not change the fact of the proxy’s negative 

relationship to performance. In order to test the validity of the chosen proxy for empire 

building the significant result will be tested by two alternative proxies in a test of robustness. 

 

9.2.2.2 Managerial risk aversion 

To control the factors that have a potential influence on the performance of the diversification 

strategies the following model is investigated:  

H∆<=> = ?� + ?!STQRNJURV& + ?#KℎJQRK& + ?4KWXR& + G&                                   (11) 

Figure 17 - Managerial risk aversion 

 

In the multivariate analysis above it is tested whether the control variables, shares and size, 

may have affected the significant result of diversification in the univariate analysis. The 

results of the multivariate regression confirm that unrelated acquisitions significantly 

underperform. Hence, the hypothesis 2 can be accepted at a 5 % level of significance when 

Dependent factor: Abnormal return Coefficients P-values

Intercept 0.0135 (0.2099)

Unrelated acquisition -0.0328 (0.0419)**

Financed by shares -0.0525 (0.0258)**

Size of acquisition 0.0147 (0.0093)***

Adjusted R Square Significance F Observations

0.0205 (0.0019)*** 579

Notes:

Source: Own creation

***  1 % level of significance, ** 5 % level of significance, * 10 % level of significance

β1:  Two digit SIC, β2: Type of finance, β3:  Target's assets in % of Bidder's assets
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adjusting for the control variables. An economic significance must also be concluded as an 

unrelated acquisition underperforms by 3.28 %-point. Hence, it can be concluded that 

unrelated M&A underperform relative to related M&A.  

 

The result confirms that acquisitions for diversifying reasons destroy value, and is in line with 

the findings of Morck et al. (1990), Berger and Ofek (1995) and Doukas et al. (2001). As 

mentioned in section 3.2 this may be explained by managers’ preference to limit their risk 

exposure through diversification. Furthermore, it is a fact that the third merger wave of the 

1960s was based on a diversification strategy, but many of these mergers were divested in the 

1980s and 1990s where the market expected managers to focus on core businesses 

(Sudarsanam 2003). This development suggests that the market reacted negative to 

diversification and supports the findings of this thesis further.  

However, a test of robustness must again be conducted before it can be concluded whether 

this measure is a valid proxy for the agency problem of risk averse managers. 

 

9.2.2.3 Entrenchment effect 

To test the entrenchment effect the following multiple regression is set up: 

H∆<=> =  ?�+?!(Y&[ > 2)& +  ?# KℎJQRK& + ?4STQRNJURV& + ?6KWXR& + G&    (12) 

Figure 18 - Entrenchment effect 

 

The univariate analysis of the entrenchment effect did not result in any significant 

conclusions, and this is neither the case in the multivariate analysis. Actually, the results in 

the figure above illustrate a slightly positive coefficient which suggests acquisitions that are 

included in a sequence of more than two perform better than other acquisitions. As already 

discussed this may be explained by the context of the acquisition. For instance, Klasa and 

Dependent factor: Abnormal return Coefficients P-values

Intercept 0.0077 (0.5153)

Acquisitions >2 0.0198 (0.2605)
Unrelated acquisition -0.0329 (0.0411)**

Financing by shares -0.0528 (0.0248)**

Size of acquisition 0.0154 (0.0067)***

Adjusted R Square Significance F Observations

0.0209 (0.0028)*** 579

Notes:

β1: Number of acquisition, β2: Two digit SIC, β3: Type of financing, β4: Target's assets in % of bidder's assets

Source: Own creation

***  1 % level of significance, ** 5 % level of significance, * 10 % level of significance
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Stegemoller (2006) emphasize the possibility of an acquisition being a part of a major 

strategic plan. Hence, when the bidding company already has more than two acquisitions 

within the investigated period of six years, the tested acquisition may be seen as a part of a 

takeover sequence due to changes in growth expectations. This may explain the positive 

coefficient. 

Hypothesis 3 must be rejected and it can be concluded that entrenchment of managers cannot 

be proven in the sample of Scandinavian mergers.  

 

9.2.2.4 Private benefits of control     

In the last test of agency issues the following model is set up in order to test for private 

benefits of control: 

H∆<=> =  ?� + ?! < 100%& +  ?# KUO_`& + ?4STQRNJURV& + ?6KWXR& + G&          (13) 

Figure 19 - Private benefits of control 

 

The figure above illustrates that the multivariate analysis does not provide any significant 

evidence of underperformance for acquisitions where acquirer have a 100 % ownership share. 

The coefficient shows that there is a negative relationship between abnormal performance and 

a final stake of 100 %. However, this is far from statistical significant and hypothesis 4 must 

be rejected. The agency costs of private benefits of control can therefore neither be accepted.  

 

Even though, Scandinavia is characterized by large majority owners the results are not unique 

and are supported by others (Nenova 2003; Dyck and Zingales 2004; Gilson 2006). Nenova 

(2003) finds that in Scandinavia the private benefits of control is lower compared to all other 

governance systems. These results are explained by high transparency, low corruption and 

high trust (Bechmann and Raaballe 2010). Furthermore, an examination of M&A without 

Dependent factor: Abnormal return Coefficients P-values

Intercept 0.01702 (0.4031)

100 % ownership -0.0042 (0.8379)

Unrelated acquisition -0.0329 (0.0418)**

Financing by shares -0.0524 (0.0263)**

Size of acquisition 0.0147 (0.0095)***

Adjusted R Square Significance F Observations

0.0188 (0.0048)*** 579

Notes :

Source: Own creation

***  1 % level of significance, ** 5 % level of significance, * 10 % level of significance

β1: Bidder ownership, β2: Two digit SIC, β3: Type of finance, β4: Target's assets in % of Bidder's assets
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majority may results in stronger results. Hence, the fact that all of the bidders in the sample 

have a final stake of 50 % or above implies that all the shareholders of the bidding companies 

actually are able to exploit private benefits. Another result may have been the case if the 

sample has allowed testing for acquisitions with final stakes below 50 % versus acquisitions 

with final stakes above 50 %. 

 

9.2.2.5 Control variables 

The control variables of shares as method of payment, unrelated acquisitions and size of the 

acquisition are not of the primary research interest. However, they can still illustrate some 

interesting relationships. First of all, the significance of the control variables has an influence 

on the F-value that reveals whether the model as a whole has statistically significant 

predictive capability in the regression framework. The F-value varies across the models but 

are all significant at a 1 % level, and the low adjusted R-squared values should be seen in the 

context of few control variables as well as the use of dummy variables. Yet, it must be 

emphasized that the low R-squared values indicate that all the variance in the abnormal 

returns by the chosen parameters cannot be explained.  

 

All three control variables have the predicted effect on performance in all four multiple 

regressions. The picture is that shares as payment method as well as unrelated acquisitions 

have a negative influence on performance, whereas the size has a positive relationship with 

performance. However, the control variables’ level of significance varies across the analyses, 

which may be due to the fact that there is conflicting predictions for the different variables. 

The significance of shares-financing may find explanation in the period in which the 

investigation is conducted. During the 2000s the merger activity has been increasing 

concurrently with the increase in market values. This provides managers with the opportunity 

to finance value destroying acquisitions with high valued shares. These findings are explored 

by Shleifer and Vishny (2003) who confirm a causal relation between market valuation and 

stock financing within a framework where managers respond to inefficient markets. They find 

that stocks are wider used when industry valuation is high and when there are high dispersion 

of valuation among firms.  

Large companies are in general considered to be more efficient as they can take advantage of 

economies of scale and scope, and therefore it is of no surprise that the size measure shows 

significance in three out of four regressions. 
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Finally, the control variable of unrelated acquisitions also shows significance in three of the 

regressions. This suggests that the diversified acquisitions have struggled to create some 

financial and/or operational synergies that counterbalance some of the disadvantages of 

unrelated mergers. 

 

9.2.2.6 Discussion of findings 

Based on the numbers from the figures above, an acceptance of hypothesis 1 at a 1 % level 

and hypothesis 2 at a 5 % level can be concluded – i.e. two out of the four hypotheses, which 

the theoretical agency-related findings based the foundation for, can be accepted.  

 

From the results it can be concluded that managers may behave opportunistic and hence 

engage in M&A that are not in the interest of the shareholders. However, there are several 

corporate governance mechanisms to minimize this behavior as the value destroying 

acquisitions simply may appear because of lack of either internal or external control 

mechanisms (Sudarsanam 1995).  

 

In general, investor protection is lower in Scandinavia than in the market-based countries such 

as UK and US which most M&A studies use for their empirical studies (La-Porta et al. 1998). 

The anti-self-dealing index of Djankov et al. (2005) is an attempt to measure investor 

protection across countries and describes the possibility of self-dealing by managers or 

controlling shareholders which can use their control to extract corporate wealth to themselves. 

They find a rating of 0.39 for the Scandinavian countries and an average of 0.67 for the 

market-based countries.  

Despite the low investor protection it is a fact that the Scandinavian governance system is 

characterized by family ownership structures which also imply strong majority shareholders 

(Sinani et al. 2008). Thus, such an ownership structure should minimize the risk of 

managerial self-dealing as the incentives to monitor management are high and the risk of free-

riding is limited. Yet, there are country-specific structures: In Denmark many of the large 

companies are owned by foundations, the Norwegian ownership structure is characterized by 

partly state-owned companies and Sweden is characterized by large business groups (Sinani et 

al. 2008). Additionally, the governance structure is characterized by a two-tier board system 

and the supervisory board must act independently from management (Thomsen 2008). Thus, 

shareholders have decision-power and can control and challenge the management. 
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Management incentive mechanisms are generally lower in Scandinavia compared to US and 

UK as director compensation is lower and stock options are less common than in the market-

based countries (Thomsen 2008). Thus, managers’ compensation packages are not tied to 

performance, and as they have less to lose they may be more likely to make opportunistic 

decisions.  

In spite of lower compensation and lower investor protection the Scandinavian system must 

be considered as effective to minimize type 1 agency problem because of the central role 

majority shareholders play. Thus, the result of accepting the hypotheses of empire building 

and diversification strategies that destroy shareholder value is remarkable. These results could 

indicate, that despite owners have strong incentives to monitor, there are gains to obtain for 

shareholders by improving governance.    

 

A governance structure with concentrated ownership will also make it easier for majority 

shareholders to extract private benefits at the expense of other shareholders. These findings 

suggest that the type 2 agency problem should be of a greater risk in Scandinavia and 

therefore it is interesting that this cannot be proved. Yet, the results are supported by others 

that show that the private benefits of control are minimal in Scandinavia (see e.g. Dyck and 

Zingales 2004; Nenova 2003).   

 

From these results it is evident that there might be some agency problems to handle when 

evaluating Scandinavian M&A, and section 10 sets up a number of recommendations to limit 

the risk of a value destroying acquisition.    

   

9.2.3 Behavioral issues 

This section presents the result of each hypothesis that was motivated by the theory of 

behavioral economics. The regression results are structured the same way as in section 9.2.2.  

 

9.2.3.1 Herd behavior and anchoring 

To test whether herd behavior can be accepted to influence performance negatively by a 

multivariate regression the following model is set up: 

H∆<=> = ?� + ?!2006& +  ?# KℎJQRK& + ?4STQRNJURV& + ?6KWXR& + G&  (14) 
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Figure 20 - Herd behavior and anchoring 

 

The significant result of the proxy for herd behavior and anchoring in the univariate analysis 

is likely to be affected by other factors that drive underperformance in 2006. However, the 

multivariate analysis illustrates that acquisitions made in 2006 still significantly 

underperforms at a 5 % significant level. Thus, even though the significance level has 

changed from 1 % to 5 % it is possible to accept hypothesis 5. Additionally, the results can be 

concluded to be economical significant as the acquisitions completed in 2006 have an 

abnormal performance of -3.77 %-point. Consequently, shareholders should pay attention to 

acquisitions made at the peak of a merger wave as these more likely destroy shareholder value 

compared to non-merging firms.  

 

To fully understand why professional business men cannot evaluate the business and 

withdraw from value destroying mergers during the peak of waves, herding and anchoring 

have its place in literature. It is conjecture that these results may be even stronger if the whole 

period during the peak (including both 2006 and 2007) could have been included in the 

analysis.  

Prior research has highlighted that takeover returns to bidder’s shareholders also decrease 

after peak of waves (Shelton 2000; Moeller et al. 2005). The underlying reasons for this 

phenomenon have among others been explained by hubris and limited information processing 

(Martynova and Renneboog 2006a). The results of lower performance for peak mergers are 

also evident in event studies. Martynova and Renneboog (2006b) find that companies 

acquiring during the peak period of the 5th merger wave experienced a substantial decrease in 

the long-run stock price performance even though it is evident that the pre-announcement 

effect illustrate positive expectation and thereby overvalued prices. This is clearly illustrated 

Dependent factor: Abnormal return Coefficients P-values

Intercept 0.0289 (0.0216)**

2006 acqusistions -0.0377 (0.0187)**

Unrelated acquisition -0.0337 (0.0036)***

Financed by shares -0.0526 (0.0250)**

Size of acquisition 0.0141 (0.0122)**

Adjusted R Square Significance F Observations
0.0282 (0.0004)*** 579

Notes:

Source: Own creation

***  1 % level of significance, ** 5 % level of significance, * 10 % level of significance

β1: Year of completion, β2: Two digit SIC, β3: Type of financing, β4: Target's assets in % of bidder's assets
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in the figure below where the bidder’s share prices for 2000-2001 have decreased after the 

first days of announcement. 

Figure 21 - Merger performance during the fifth merger wave

 
Source: Martynova and Renneboog (2006b) 

A real challenge is of course to appoint the exact peak of the wave, and the results of herd 

behavior and anchoring will therefore be further tested in the test of robustness.  

 

9.2.3.2  Overconfidence 

The following regression model will represent the multivariate test for overconfidence: 

H∆<=> = ?� + ?!∆ab[ cQWOQ& +  ?#KℎJQRK& + ?4STQRNJURV& + ?6KWXR& + G&            (15) 

Figure 22 - Overconfidence 

 

The multiple regression of overconfidence turns out significant like the univariate analysis. 

The coefficient is approximately -0.32 which means that if bidder’s abnormal return prior to 

the acquisition increases by 1 % performance after the acquisition decreases by 0.32 %. This 

is significant at a 1 % level, and it is also economically significant as bidder’s abnormal return 

prior to the acquisition destroys a significant share of the value.  

Dependent factor: Abnormal return Coefficients P-values

Intercept 0.0036 (0.7119)

Bidder's abnormal return prior acquisition -0.3192    (0.0000)***

Unrelated acquisition -0.0233 (0.1103)

Financed by shares -0.0696 (0.0011)***

Size of acquisition 0.0014 (0.7879)

Adjusted R Square Significance F Observations
0.1992 (0.0000)** 579

Notes:

Source: Own creation

β1:Abnormal return, β2: Two digit SIC, β3: Type of financing, β4: Target's assets in % of bidder's assets

***  1 % level of significance, ** 5 % level of significance, * 10 % level of significance
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Martynova et al. (2006) reach test results that are comparable to the findings of this thesis. 

They find that both bidder and target significantly outperform the median peers in their 

industry prior to the acquisition, but that the profitability decreases, however not significantly, 

after the transaction. This suggests that companies engage in M&A when they already are 

performing better than their peers which could be explained by overconfidence, because these 

acquisitions are associated with worse performance after the transaction. Further, Malmendier 

and Tate (2004) find that overconfident managers, measured as whether stock options are 

hold until expiration and press coverage, undertake more value destroying acquisitions. 

Moeller et al. (2002) provide similar results with another proxy as they prove that hubris is a 

larger problem for managers of large firms. This is explained by managers of large firms may 

have increased firm size due to overconfidence or that they have overcome many obstacles to 

become managing director.    

 

Safeguarding against overconfidence might be easier to achieve than herd behavior and 

anchoring as overconfidence is an intrinsic psychologically matter where managers could ask 

outsiders to evaluate the rationales of engaging in the mergers. It is important to note that in 

the overconfidence hypothesis it is assumed that managers do in fact believe that they are 

maximizing shareholder value and therefore will be likely to withdraw from decisions based 

on overconfidence if these are challenged.  

 

To conclude, hypothesis 6 can be accepted but in a test of robustness it will be ensured that 

the significant results also can be interpreted as overconfidence.   

 

9.2.3.3 The confirmation trap 

To control for other variables in the test of the confirmation trap the following regression 

model is set up:  

H∆<=> = ?� + ?!dRJQK& +  ?#KℎJQRK& + ?4STQRNJURV& + ?6KWXR& + G&                               (16) 
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Figure 23 - The confirmation trap 

 

The result of the confirmation trap shows a significant opposite trend than predicted in the 

hypothesis. This can be interpreted as an indication of management’s meticulousness that 

increases the possibility of success. The more time spend on the merger the more successful it 

seems to be. This could indicate that the more time spend the more information managers can 

gather, and hence they can make better decisions or be better prepared to implement their 

plans. Of crucial importance is of course whether the information gathering from the rumor to 

completion date has been of only a supportive character or whether the search of evidence 

also have focused on information that might challenge the decision of acquisition. A proxy for 

that could be the quality of the board, i.e. board composition incl. background, age, gender 

etc. The database Zephyr does not provide sufficient information of these elements, but could 

be a rewarding topic for further research. The chosen proxy would only prove true in markets 

characterized by efficiency in the strong form where all inside information is reflected in 

market prices (Fama 1970). In such markets the public would have the knowledge of possible 

mergers at the same time as insiders. But in this case it cannot be expected that the rumor date 

reflects the date of which managers start to discuss the M&A internally as both private and 

public companies are included. Due to the fact that an efficient market in the strong form 

cannot be expected this can cause the contradicting result and the rejection of hypothesis 7. 

 

9.2.3.4 Escalation of commitment 

In the last test of the multivariate analysis the following regression model is set up in order to 

test for escalation of commitment: 

H∆<=> =  ?� + ?!∆I[efg& +  ?#KℎJQRK& + ?4STQRNJURV& + ?6KWXR& + G&           (17) 

 

Dependent factor: Abnormal return Coefficients P-values

Intercept 0.0068 (0.5413)

Years btw. rumor and completion date 0.0404 (0.0429)**

Unrelated acquisition -0.0299 (0.0637)*

Financed by shares -0.0573 (0.0153)**

Size of acquisition 0.0147 (0.0089)***

Adjusted R Square Significance F Observations

0.0258 (0.0008)*** 579

Notes:

Source: Own creation

***  1 % level of significance, ** 5 % level of significance, * 10 % level of significance

β1:Years, β2: Two digit SIC, β3: Type of financing, β4: Target's assets in % of bidder's assets
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Figure 24 - Escalation of commitment 

 

The figure above illustrates the results of the multiple regression in which the change in 

capital expenditure (CAPEX) is the main variable. The coefficient is approximately zero and 

it must be concluded that there is no significant relationship between CAPEX and abnormal 

performance. Hence, hypothesis 8 cannot be accepted which suggests that escalation of 

commitment by throwing good money after bad leads to underperforming M&A. 

The insignificance is remarkable as CAPEX investments are expected to increase operating 

performance in the long run. However, by measuring the effect of the change in CAPEX in 

two years the costs may still exceed the returns and thereby lead to underperformance. Thus, 

the result seems to illustrate a trade-off between short term savings and long term returns. The 

coefficient,?!, is practically zero which may indicate that the “two-year measure” is 

breakeven for the trade-off. This trade-off throws the insignificant result into relief and 

underscores the rejection of hypothesis 8. Escalation of commitment cannot contribute to an 

understanding of value destroying M&A.   

  

9.2.3.5 Control variables 

The significance of the control variables in the multivariate analysis for the behavioral issues 

varies more than in the analysis for the agency issues. However, the same overall tendencies 

are apparent. Firms that undertake unrelated and share-financed acquisitions underperform 

whereas firms engaging in large acquisitions outperform. Thus, it can be concluded that it is 

important to control for these factors to prevent unwanted noise in the tested proxies. Thus, 

these factors will also be included in the test of robustness. 

 

Dependent factor: Abnormal return Coefficients P-values

Intercept 0.0176 (0.2838)

Change in CAPEX -0.0000 (0.8972)

Unrelated acquisition -0.0245 (0.4125)

Financed by shares -0.0285 (0.2321)

Size of acquisition -0.0015 (0.9704)
Adjusted R Square Significance F Observations

0.0135 (-0.7158) 159

Notes :

Source: Own creation

β1: CAPEX in % of sales, β2: Two digit SIC, β3: Type of finance, β4: Target's assets in % of bidder's 

assets

***  1 % level of significance, ** 5 % level of significance, * 10 % level of significance
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9.2.3.6 Discussion of findings 

The test results from the empirical study of value decreasing motives within behavioral 

economics turn out statistical significant for the heuristics of herd behavior and anchoring as 

well as for the bias of overconfidence. Thus, the multivariate analysis confirms the findings of 

the univariate analysis.  

 

Whereas herd behavior and anchoring prove significant at a 5 %-level, the proxy of 

overconfidence can be accepted with 1 %-level of significance. These four motives are easy to 

link to the merger wave phenomenon, and gives rise to conclude that the significance of these 

issues is obvious. However, it must be emphasized that the operationalization of behavioral 

motives involves elements of uncertainty because the proxy-selection is based on 

assumptions. Thus, even though it is possible to conclude on the proxies for herd behavior, 

anchoring and overconfidence it is not possible to conclude on the actual behavioral motives 

before substantiated proxies in a test of robustness have been accepted.  

 

Whereas corporate governance mechanisms can be used to minimize the motives affected by 

agency problems, it is more complex for shareholders to safeguard against motives affected 

by behavioral costs as the manager’s decisions in these cases are not a result of opportunistic 

behavior but rather a result of irrationality. Hence, this problem is even more complex to 

solve as for example incentives and monitoring will not change their irrational and value 

destroying decisions (Malmendier and Tate 2004).  

 

Psychologically biases like herding and anchoring can only be prevented if manager is 

challenged on those, and therefore it is important that the manager is not the only decision-

maker. It is hard to predict the walk of the market, and as anchoring point it seems reasonable 

to use current market values. In fact, Brealey et al. (2008, p.303) recommend the use of 

market values as a best practice in capital budgeting: “We suggest that you begin by looking 

at market values.” However, this will imply that bull markets result in high reference points 

and thereby a higher anchoring price may end up in higher trade prices. Hence, even though it 

is recommendable to look at market values as a starting point, the importance of assessing 

whether the future cash flows justify the value must be emphasized. As it also will be 

discussed in depth in section 10.2, there exist certain bubble criteria which managers can 

benefit from in the evaluation of market values.  
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A board of directors and team-based decisions seem as prudent steps to limit some of the risk 

of irrational decision-making. Nonetheless, the main problem with herd behavior, anchoring 

and overconfidence is that it is not just the manager that is prone to these biases. It is a market 

reaction and hence it is likely that the board also will be equally affected by the three 

behavioral issues. To limit the possibility of all decision-makers to be influenced by herding 

at the same time it is beneficial to increase board diversification. If all members are 

specialized in the same industries or professions they will be affected by the same external 

context. Thus, shareholders could improve governance by increasing diversification of board 

members. 

In regard to limit behavioral costs the board’s function as “Devil’s advocates” is just as 

important as its control function. Bazerman and Moore (2009) notice that a function which 

challenges the mindset of the managers can improve decision-making by helping managers to 

avoid irrational behavior. Such a function is even more relevant during merger waves where 

the irrational behavior can easily be triggered. Hence, a board that provides critical questions 

to the rationale behind the acquisition will be more useful than a group of “yes-men”.  

 

9.3 Test of robustness 

This section will investigate whether the results are robust and reliable with respect to the 

proxies used to test the theoretical hypotheses. The acceptance of the theoretical findings may 

be sensitive to how these are measured and what proxies are used. 

The hypotheses that could not be accepted will not be included as these already proved not to 

be valid. It is of no relevance to come up with alternative proxies for tests that already led to a 

rejection of the initially prioritized proxies. Moreover, the rejected hypotheses are already 

subject for discussion and further proxies would be even more dubious.  

The structure of the test of robustness is illustrated in the figure below. 
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Figure 25 - Structure of robustness test

 

 

9.3.1 Empire building  

In the following sections there will be made used of the regression model with the same 

control variables as in section 9.2, but use other proxies for ?!. 

H∆<=> = ?� + ?!_JKℎ& + ?#STQRNJURV& + ?4KℎJQRK& + ?6KWXR& + G&                       (18) 

H∆<=> = ?� + ?!hQOPUℎ& + ?#STQRNJURV& + ?4KℎJQRK& + ?6KWXR& + G&                  (19) 

Figure 26 - Test of robustness for empire building 

 

Jensen (2005) argues that a widespread availability of cash will increase the possibility of 

overinvestment which is seen as an alternative to the free cash flow hypothesis. It is strived to 

measure this excess cash figure as cash or cash equivalent in percentage of sales. However, 

the results of this measure cannot be concluded to be statistically significant despite it show a 

negative relationship with abnormal performance. 

The second test of robustness illustrates the relationship between prior growth of the bidder 

and performance. Hence, this proxy cannot be affected by the behavioral cost of sensitivity of 

investment to cash flow which attention is directed to in section 9.2.2.1. It is expected that 

managers who are affected by empire building have had a high growth the years prior to the 

acquisition, and therefore merge for growth purposes going forward. The result confirms this 

at a 5 % level of significance.  

        Motives related to agency theory           Motives related to behavioral economics

                        Motives:          Alternative proxy:                         Motives:         Alternative proxy:

      Source: Own creation

Control variables: Control variables:

Empire building

Cash in % of sales

1. Unrelated acquisition
2. Financed by shares
3. Size of acquisition

Growth from -2 to -
1 year prior to 

acquisition

Herd behavior & 
Anchoring

Abnormal return in 
2005+2006 vs. 

abnormal return

before 2005 1. Unrelated acquisition
2. Financed by shares
3. Size of acquisitionMarket-to-book 

ratio

Overconfidence
Bidder's ROA vs. the 

average ROA in 
industry

1. Unrelated acquisition
2. Financed by shares
3. Size of acquisition

Managerial risk 
aversion

Target's beta value
1. Unrelated acquisition

2. Financed by shares
3. Size of acquisitionAcquisition is cross 

border

Dependent factor: Abnormal return Coefficients P-values Dependent factor: Abnormal return Coefficients P-values

Intercept 0.0142 (0.1761) Intercept 0.0265 (0.0244)**

Cash in % of sales -0.0127 (0.2740) Growth -2 to -1 year prior acquisition -0.0216 (0.0280)**

Unrelated acquisition -0.0255 (0.1001) Unrelated acquisition -0.0330 (0.0527)*

Financed by shares -0.0383 (0.0834)* Financed by shares -0.0438 (0.0647)*

Size of acquisition 0.0163 (0.0041)*** Size of acquisition 0.0135 (0.0247)**

Adjusted R Square Significance F Observations Adjusted R Square Significance F Observations

0.0189 (0.0079)*** 519 0.0257 (0.0021)*** 496

Notes: Notes:

***  1 % level of significance, ** 5 % level of significance, * 10 % level of significance ***  1 % level of significance, ** 5 % level of significance, * 10 % level of significance

β1: Cash in % of sales, β2: Two digit SIC, β3: Type of financing, β4: Target's assets in % of bidder's 

assets

β1: Growth in assets in years prior acquisition, β2: Two digit SIC, β3: Type of financing, β4: Target's 

assets in % of bidder's assets

Source: Own creation
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The test of high free cash flow ex-ante the transaction is significant at a 1 % level, and is 

directly suggested by theory. As the robustness test of prior growth confirms this finding the 

empire building hypothesis can be accepted despite the rejection of the excess cash test. 

 

9.3.2 Managerial risk aversion 

In this section the findings of managerial risk aversion will be tested for robustness by these 

regressions. 

H∆<=> = ?� + ?!UJQhRUiK jRUJ& + ?#STQRNJURV& + ?4KℎJQRK& + ?6KWXR& + G&     (20) 

H∆<=> = ?� + ?!_QOKK jOQVRQ& + ?#STQRNJURV& + ?4KℎJQRK& + ?6KWXR& + G&      (21) 

Figure 27 - Test of robustness for managerial risk aversion 

 

One way to measure the amount of risk that the manager acquires is by using the beta value of 

the target, which reflects the company’s sensitivity to changes in market fluctuations. The 

hypothesis of managerial risk aversion predicts that managers will favor targets with low beta 

values as these investments will be less sensitive to market fluctuations. Thus, it should be 

expected that acquisitions of targets with low beta values will underperform. In the figure 

above it is evident that the results are supported by the beta estimate as this show a negative 

performance for low beta values. The abnormal performance increases by 4.07 %-point if beta 

value increase by 1 and the coefficient is significant at a 10 % level.  

 

As Seth et al. (2002) highlight, a last source to limit the risk exposure is by diversifying over a 

number of geographical areas. If the economic conditions grow worse in a specific part of the 

world it would be advantageous for the managers to be exposed to a number of countries. 

Thus, it is suggested that cross border acquisitions will underperform as these can be favored 

by managers to increase the firm’s diversification of risk. The cross border factor does not 

show any significant correlation with performance, and cannot be used to support the results. 

The result is rather surprising as cross border acquisitions often is linked to difficulties due to 

Dependent factor: Abnormal return Coefficients P-values Dependent factor: Abnormal return Coefficients P-values

Intercept -0.0309 (0.2483) Intercept 0.0140 (0.2619)

Target beta value 0.0407 (0.0704)* Cross border acquisition -0.0013 (0.9360)

Unrelated acquisition -0.0321 (0.0467)** Unrelated acquisition -0.0329 (0.0420)**

Financed by shares -0.0596 (0.0124)** Financed by shares -0.0524 (0.0262)**

Size of acquisition 0.0156 (0.0060)*** Size of acquisition 0.0147 (0.0100)***

Adjusted R Square Significance F Observations Adjusted R Square Significance F Observations

0.0244 (0.0011)*** 579 0.0188 (0.0049)*** 579

Notes: Notes:

β1: Beta value, β2: Two digit SIC, β3: Type of financing, β4: Target's assets in % of bidder's assets

***  1 % level of significance, ** 5 % level of significance, * 10 % level of significance

β1: Country of incorporation, β2: Two digit SIC, β3: Type of financing, β4: Target's assets in % of 

bidder's assets

***  1 % level of significance, ** 5 % level of significance, * 10 % level of significance

Managerial risk aversion

Source: Own creati on
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the differences between national and corporate cultures (Björkman et al. 2007). It is 

conjectured that the insignificant results are due the fact that there are more target candidates 

internationally, which implies a better chance to find a strategic fit for the acquirer.    

 

Despite the insignificant result of the cross border test, the significant results of the robustness 

test based on beta values are considered sufficient to conclude that managers’ risk aversion 

has a statistically and economically negative impact on the performance of M&A during the 

recent merger wave. 

 

9.3.3 Herd behavior & anchoring 

This section suggests and tests other proxies for herd behavior and anchoring and set up the 

following regression models.  

H∆<=> = ?� + ?!2005&2006& + ?#STQRNJURV& + ?4KℎJQRK& + ?6KWXR& + G&          (22) 

H∆<=> = ?� + ?!kJQ`RU UO jOO`& + ?#STQRNJURV& + ?4KℎJQRK& + ?6KWXR& + G&   (23) 

Figure 28 - Test of robustness for herd behavior and anchoring 

 

The year with highest merger activity, 2006, is used as a proxy for herd behavior. However, it 

could be argued that the amount of transactions in year 2005 also could be a sign of herd 

behavior. Thus, the inclusion of both 2005 and 2006 provides a proxy for the performance of 

mergers completed at the peak period of the wave. However, by including both 2005 and 

2006 the result becomes insignificant, and this cannot support the earlier findings. If the data 

had allowed, it is conjectured that an inclusion of the year after the peak (year 2007) would 

have improved the test result as information cascades need some time to gain foothold. In 

2007 managers will be subjects to the tendencies in 2006.  

 

Closely related to herd behavior is anchoring and these theoretical findings were combined in 

a single hypothesis as the stock market peaked at the same time as merger activity peaked. 

This section tests whether the stock market valuation of the firms’ assets influence the 

Dependent factor: Abnormal return Coefficients P-values Dependent factor: Abnormal return Coefficients P-values

Intercept 0.0311 (0.0407)** Intercept 0.0305 (0.1025)

2006 & 2005 -0.0270 (0.1008) Market to book ratio -0.0035 (0.2651)

Unrelated acquisition -0.0330 (0.0405)** Unrelated acquisition -0.0333 (0.0391)**
Financed by shares -0.0505 (0.0320)** Financed by shares -0.0529 (0.0246)**

Size of acquisition 0.0141 (0.0126)** Size of acquisition 0.0147 (0.0094)***

Adjusted R Square Significance F Observations Adjusted R Square Significance F Observations
0.0234 (0.0015)*** 579 0.0209 (0.0028)*** 579

Notes: Notes:
β1: Year o f completion, β2: Two digit SIC, β3: Type o f financing, β4: Target's assets in % of bidder's assets

***  1 % level of significance, ** 5 % level of significance, * 10 % level of significance ***  1 % level of significance, ** 5 % level of significance, * 10 % level of significance

β1: M arket value of assets, β2: Two digit SIC, β3: Type o f financing, β4: Target's assets in % of bidder's assets

Source: Own creati on
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performance. Thus, it is suggested that asset prices will be anchored at higher prices when 

stock market valuation is high. From Figure 28 it is evident that the market-to-book ratio does 

not have any significant influence on performance, and the anchoring hypothesis cannot be 

accepted by the stock market valuation of assets.  

 

To summaries, the robustness test leads to a less decisive result of herd behavior. 

Nevertheless, M&A from 2006 are underperforming, and it is a matter of fact that this was the 

year where merger activity peaked.   

 

9.3.4 Overconfidence 

The initial measure of overconfidence is based on the difference between ROA of the bidder 

and the matching company. It could be argued that this will not be a good measure of the 

manager’s degree of confidence as managers would not use a single company as a benchmark. 

Therefore, it is tested whether the difference between the average industry ROA and the 

bidder ROA one year prior can support the overconfidence hypothesis. Thus, the following 

regression model is set up:  

H∆<=> = ?� + ?!∆ab[& + ?#STQRNJURV& + ?4KℎJQRK& + ?6KWXR& + G&                      (24) 

Figure 29 - Test of robustness for overconfidence

 
From the figure above it is clear that there is a negative correlation between the difference 

between bidder ROA and industry ROA at a 1 % level of significance. Thus, the 

overconfidence hypothesis can be supported and it can be concluded that if the firm has had a 

higher performance ex-ante the manager will instinctively be more inclined to undertake 

value destroying acquisitions. Furthermore, it is evident that this coefficient also is economic 

Dependent factor: Abnormal return Coefficients P-values

Intercept 0.0113 (0.2450)

Bidder - industry -0.5594 (0.0000)***

Unrelated acquisition -0.0326 (0.0253)**

Financed by shares -0.0866 (0.0000)***

Size of acquisition 0.0065 -0.2145

Adjusted R Square Significance F Observations

0.2068 (0.0000)*** 579

Notes:

Source: Own creation

***  1 % level of significance, ** 5 % level of significance, * 10 % level of significance

β1: Industry ROA, β2: Two digit SIC, β3: Type of financing, β4: Target's assets in % of bidder's assets
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significant as 1 %-point higher performance than the industry ex-ante will result in 0.56 %-

point decrease in abnormal performance ex-post.  

 

As the univariate, multivariate and the robustness test of overconfidence have been accepted it 

is finally possible to conclude that this bias leads to underperforming acquisitions.       

 

9.4 Sub-conclusion 

Through the results of the univariate and multivariate analysis as well as from the test of 

robustness it is possible to definitively conclude on the findings of this study and relate them 

to the findings of the existing M&A literature.  

 

Our empirical study carries along some interesting results of which one of them is the 

evidence of empire building. The very significant results of this agency issue is quite unique, 

and even though Klasa and Stegemoller (2006) test for the existence of empire building, they 

test in a takeover sequence context instead of taking a performance perspective. Further, they 

find no evidence on empire building explanations for acquisitions. The findings of empire 

building can be used proactive by shareholders going forward. 

 

Our results also support the negative effect of manager’s risk aversion on acquisitions. As 

already mentioned these findings confirm the results of Morck et al. (1990), Berger and Ofek 

(1995) and Doukas et al. (2001). Though these scholars only find the inverse relationship 

between performance and diversification but do not link their findings to managerial risk 

aversion.  

 

The results of this study prove clear evidence of overconfidence as a value destroying motive 

for M&A. Hence, the arguments of Roll (1986) have been further investigated and proved - 

that is that hubris may explain the negative return of the acquiring company. 

 

The other hypotheses cannot be accepted conclusively, but the test results of herd behavior 

and anchoring provide a very strong indication of manager’s tendency to follow the herd and 

be affected by overvalued prices rather than evaluating the synergies thoroughly when 

entering an acquisition. The results might have turned out significant if the sample had 

allowed a test for year 2006 and 2007 rather than 2005 and 2006. This is a reasonable 
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assumption as it in section 8.1 is determined that the two years with highest merger activity 

exactly is year 2006 and 2007. Hence, it will be within these years the risk of herd behavior 

and anchoring is highest.  

  

To summarize the empirical findings of this section, hypothesis 1, 2 and 6 can be accepted as 

these prove significant in both the univariate and multivariate analysis. The test of robustness 

also turns out significant for the three hypotheses and a value destroying effect of empire 

building, managerial risk aversion and overconfidence can thereby be concluded. Finally, 

hypothesis 5 fails the test of robustness which may be due to the alternative proxy selection. 

However, the results of the univariate and multivariate provide strong indication of herd 

behavior and anchoring.  
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10 Recommendations 

The results of the empirical study give rise for some noticeably conclusions which 

shareholders can use proactively in the decision of whether to support the company’s 

engagement in M&A. However, it is not only for shareholders that the findings of this thesis 

can add valuable insight in the decision-making process before an acquisition. Board 

members will often hold the decisive power to approve an acquisition on behalf of 

shareholders. Hence, board members’ understanding of value destroying motives is important 

in order to evaluate acquisition proposals prudently. Furthermore, an understanding of these 

motives may also benefit other stakeholders like shareholders/managers of target companies, 

government and business partners. Target companies can increase the quality of the 

assessment of any acquisition proposal, government can improve its position to prevent 

merger bubbles and business partners can use the information in the negotiation with acquirer. 

Finally, managers can benefit from knowledge of human biases and thereby decrease the 

possibility to engage in irrational acquisitions.  

 

Section 10 begins with two sub-sections that discuss how to prevent agency and behavioral 

issues internally. Another sub-section follows and discusses how external factors can help to 

discipline management. Finally, the section concludes how our findings can be used to 

evaluate future merger proposals.       

 

10.1 How to prevent acquisitions motivated by agency issues  

As already mentioned, shareholders can through governance mechanisms limit the value 

destroying acquisition motives that are fostered by manager’s opportunistic behavior. Our 

results reveal that especially empire building and managerial risk aversion have been issues in 

Scandinavian acquisitions during the 2000s. Hence, shareholders can benefit from setting up 

governance mechanisms that focus more specifically on these issues.  

 

One way to limit agency costs in relation to acquisitions is to align the interest of shareholders 

and management. In this context, the incentives of the manager are essential and these can be 

obtained through extrinsic and intrinsic incentives.  

Extrinsic motivation is relevant in limiting the problem of empire building and diversified 

acquisitions. Examples of such are financial incentives like stock options, profit-sharing 

bonuses and stock grants (Thomson 2008). However, the financial incentives cannot fully 
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eliminate empire building because larger empires increase future earnings. By only making 

use of financial incentives, the manager’s risk exposure to the single company will increase, 

and this might even increase the incentive to engage in diversifying M&A. Thus, the design 

of compensation schemes can create agency problems itself and therefore intrinsic motivation 

is also a necessity to align interests (Kreps 1997). Intrinsic rewards can foster a feeling of 

competence and a moral obligation to act in the best interest of the company (Bartol and 

Srivastava 2002). Intrinsic motivation can for instance be created through good working 

environment, team spirit and attention on individuals’ needs. 

 

Another important mechanism to limit the risk of empire building and managerial risk 

aversion is through control mechanisms. Especially, the board has a key role to ensure 

prudent acquisitions. As Warren Buffet states in 2003: “It’s equally awkward to question a 

proposed acquisition that has been endorsed by the CEO, particularly when his inside staff 

and outside advisors are present and unanimously support this (Thomsen 2008, p.51).”   

To improve the value of the board, focus must be placed on the independence of board 

members. This will ensure that these have the right incentives to challenge and question the 

manager’s decision to acquirer despite its awkwardness. Board members’ first priority is to 

assess whether any synergies can be achieved from the merger. 

As Scharfstein and Stein (1990) mention, the reputation plays a key role in the decision-

making process. This can be used as a control mechanism by enhancing the transparency of 

the manager’s actions. Furthermore, it is of importance that majority shareholders take 

advantage of their ownership and question the decisions of top management. As it will be 

seen later in the ownership structure of PARKEN Sport & Entertainment, this is not always 

the case.  

 

10.2 How to prevent acquisitions motivated by irrational behavior 

As already mentioned, the behavioral issues are more difficult to safeguard against than 

agency issues as managers exposed to these issues believe they are maximizing shareholder 

value. The results of the behavioral issues give rise to concern of overconfidence, herd 

behavior and anchoring of which the first turns out significant. Due to the unconscious 

element of acquisition motives driven by behavioral issues, governance mechanisms are of no 

direct effect. Yet, as it will be discussed more profoundly in this section the board can still 

add value in the acquisition process. These findings are of high importance as such 
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knowledge makes the manager aware of his/her biases. Without this knowledge neither 

manager nor shareholders have any chance to safeguard against value destroying acquisitions. 

The obvious next question is how this knowledge can be used to debias managers’ judgments. 

 

One way of limiting overconfidence in the short term is an intensive and personalized 

feedback (Lichtenstein and Fischhoff 1980). People have a tendency to overestimate their 

own capabilities when evaluating themselves and by external evaluation managers will obtain 

a more realistic view on their own performance. This argues for strong ex-post evaluation of 

managers’ decisions. Another way to debias overconfidence is in the distinction between 

managerial experience and managerial expertise (Bazerman and Moore 2009). 

Overconfidence may be a result of experience due to the risk of this factor being a function of 

acting on rules of thumbs. In contrast, expertise requires constant monitoring and awareness 

of the decision-making process. This enhances a mindset that challenges the decisions that are 

drawn from intuition.  

Secondly, Bazerman and Moore (2009) emphasize that an outside-in-perspective often will be 

beneficial in judgment. Kahneman and Lovallo (1993) provide evidence that outsiders make 

better decisions as these will not be affected by overconfidence and optimism. Thus, when 

evaluating merger proposals it is preferable to invite external expertise to share their view of 

the proposal. As pointed out earlier such external expertise should not be in the form of “yes-

men” but someone without incentive to favor the merger strategy.  

Thirdly, in evaluating the decisions it is important to understand how overconfidence is 

fostered in others. Before an understanding of overconfidence is reached it will not be 

possible to ask the right questions and, as already proved, one way overconfidence is fostered 

is through past performance. 

 

The board has once again an important role in enhancing these mechanisms as it has the final 

approval. Diversification and independence of board are important because this will increase 

the likelihood of members challenging the managers’ decisions. Often dependent and industry 

specific members can be prone to the same biases. Thereby, other views that can serve as an 

outside-in-perspective will benefit the quality of the decisions.  

Another way of challenging overconfidence is by using management groups that force the 

manager to consider alternative solutions (Larrick 2004). Such an initiative will minimize the 

risk of manager’s decision-making biases. Hence, a team effort at the top management is 
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preferable to effectively manage complex strategic issues like acquisitions (Carroll et al. 

2000).    

 

Despite our results will not allow to draw any final conclusions on the existence of herd 

behavior and anchoring this study still provides strong evidence of the relation between 

buying at the top of markets and value destroying acquisitions. This is a strong indication of 

herd behavior and anchoring and it is thereby relevant to set up recommendations to safeguard 

against this heuristic. 

Like it is the case with overconfidence, management groups as well as board members are 

essential in the role of “Devil’s advocates” in order to prevent herding and anchoring.  

Case and Shiller (2003) set up a number of criteria that indicates the existence of a bubble and 

this may be used to identify mergers that are fostered from herding as well. Even though these 

criteria are related to house price bubbles some of them can be beneficial to illustrate the 

context of the decision to acquire because the factors behind bubbles often are the same. The 

first factor indicating a bubble is when there are high expectations of price increases in the 

market.  

Closely related to the high price expectations is when mergers are motivated by price 

increases rather than the possible synergies. Sign of such acquisitions are when the bidder 

does not have any value creation in mind, and buys in order to hold the investment until the 

prices have increased.  

A third sign of the existence of a bubble is, according to Case and Shiller (2003), when there 

is a significant attention and excitement on one kind of behavior. For example, if there is an 

exaggerated focus and strain on engaging in M&A. 

A fourth sign of a bubble is when multiples are traded at a high level as this points to bidder’s 

willingness to pay at a higher level for current earnings. Thus, bidders will have high 

expectations of either growth rates or price increases.  

A final sign of a bubble is when there is a trend of oversimplifying relations. In the case of 

M&A it can be the manager’s tendency to neglect the synergies and just follow the herd of 

acquisitions. This behavior is also closely related to the phenomenon of which the risk of 

making an acquisition is underestimated. This is evident in the fact that around 50 % of the 

acquisition fails – a fraction that is even higher when the M&A activity is peaking.  

The criteria that might indicate a bubble is summarized in the figure below. 
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Figure 30 - The bubble criteria 

 

It is of course not straightforward for the manager to realize his/her own oversimplifying 

reasoning, but the board and management group will play an important role in assessing the 

signs of a bubble. Further, it will be a prudent starting point to evaluate an acquisition 

carefully when the M&A activity is extraordinarily high. 

 

10.3 External governance mechanisms 

When internal mechanisms fail to provide the managers with the right incentives or decisions 

are based on heuristics or biases, there are several external mechanisms that also can 

discipline managers.  

First, the external context is influenced by the specific governance system. However, 

differences in the governance systems, e.g. ownership structure and law system, are already 

uncovered in this thesis and will not be discussed further in this section.  

Secondly, the managerial labor market will often create strong incentives for managers. Fama 

(1980) investigates how managerial labor markets can discipline managers, both within and 

outside the firm. The managers of the firm will compete with other management teams that 

can take over the management and presumably run the company more efficient. Fama (1980) 

argues that both outside and inside managers may influence the behavior of the present 

managers. Firms always have the possibility to replace the management with a more efficient 

one. Thus, if the outside labor market should be used effectively both hiring and firing of the 

management must be as uncomplicated as possible. Fama (1980) emphasizes that in 

competitive markets compensation should be linked to performance because otherwise the 

firm will risk losing the best managers. Inside managers may also be used proactively in 

disciplining top managers as managers below the top management group will look for a 

possibility to replace a shirking top management. One tool of fostering an incentive to step 

over the managers with higher positions is an up-or-out promotion policy where an employee 
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must leave the firm if she/he is not promoted at a certain date (Ghosh and Waldman 2006). 

This can, however, only become relevant in companies where firm-specific human capital is 

low as this system will result in an employee base consisting of generalists rather than 

specialists.    

 

If neither the internal factors nor managerial labor market has stimulated an ongoing 

efficiency a last resort is the market for corporate control (Fama 1980). As discussed in 

section 2.1.3 the market for corporate control is a merger that is motivated by a low market 

value of the inefficiently managed firms (Manne 1965). The market for corporate control is 

particular important for the protection of non-controlling shareholders. This becomes most 

evident in the management buy-in mergers. In these, an outside management team raises the 

funds needed to buy the firm and afterwards become the management of the company. To 

ensure a well-functioned market for corporate control, it is important that the market offers a 

basis for hostile takeovers and hence a limitation of takeover defenses. Managers may want to 

shield themselves from hostile takeovers and impose different takeover defenses such as 

poison pill, restricting voting rights or supermajority (Brealey et al. 2008). Hence, it is 

important for shareholders to challenge defenses as they might destroy considerably 

shareholder value.     

 

Even when internal mechanisms fail to discipline managers, several external mechanisms, 

like the managerial labor market and market for corporate control, will limit the possibility to 

make value destroying acquisitions. However, before such mechanisms are effective some 

fundamental factors need to be in place - a task that is for shareholders and governments to 

induce. 

 

10.4 Best practice in evaluating M&A proposals 

Around 50 % of all examined M&A underperform relative to their peers, and accordingly it is 

evident that many of the mergers struggle to create the promised value. Thus, the aim is to 

examine whether the theoretical motives of value destroying M&A can be accepted to have 

had an impact on the limited value creation. This thesis suggests that the initial focus must be 

placed on value destroying motives as these signal whether a merger is prudent.  
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Firstly, findings of this thesis show that empire building is a relevant problem in Scandinavia 

and mergers that have had a high cash flow prior to the acquisitions underperform. Thus, 

when the acquiring company has a high cash flow prior to the acquisition decision-makers 

should pay additional attention to the factors that motivate the manager’s acquisition 

proposal, and assess whether an empire building motive is likely.  

Secondly, the thesis finds that unrelated mergers in Scandinavia underperform relative to the 

peers. Hence, bidders that engage in diversifying mergers should be more thoroughly 

questioned. An acquisition with the objective to limit the dependence of a single market is 

often claimed to reduce the unsystematic risk. However, earlier findings have proved that 

modern portfolio theory cannot be applied to corporate diversification, and Lubatkin and 

Chatterjee (1994) find that a high level of unsystematic risk also is associated with high 

diversified firms. Thus, it is remarkable that diversification strategies are imposed by 

managers to limit their own risk but actually they may experience an opposite effect.  

Thirdly, the existence of hubris is proved by the underperformance of the Scandinavian 

companies that have had a high performance up to the acquisition. Thus, if managers have 

had a good track record it might foster overconfidence and thereby increase the risk of an 

underperforming acquisition. Managers’ confidence should be challenged and the realism in 

the proposed plans should be questioned. As Goold and Campbell (1998, p.131) outlines: “A 

healthy dose of skepticism can help executives distinguish real opportunities from mirages.” 

Finally, it is proved that Scandinavian acquisitions completed at the top of the merger wave 

underperform relative to their peers. This suggests that the context have an influence on 

managers’ decisions, who might use others M&A to justify why their company should engage 

in a merger. Thus, shareholders of companies that engage in acquisitions at the top of mergers 

waves should be extra careful to assess how beneficial the merger is. 

 

The four direct findings are found for Scandinavian M&A, but could also be relevant 

information for decision-makers outside these markets. The purpose and findings of this 

thesis do not propose that M&A cannot create value. Yet, it is found that around 50 % of the 

acquisitions fail, and other articles prove also that bidders in general overpay leaving the 

created value to target’s shareholders. Thus, for shareholders of the acquiring firm it is crucial 

to ask the right questions when evaluating M&A. When any of the four findings are evident in 

an acquisition it is essential that managers’ motivation to acquire is challenged. Our findings 

suggest that there is value to be created but it is important that it is exactly the value creation 
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that is the driver behind M&A. Such value creation is created through synergies and these 

should always be a cornerstone in any M&A rationale.  

 

Questions need to be raised if no synergies are apparent. Thus, this recommendation section 

will end by repeating the question that always should be asked when an acquisition is 

considered: “What makes two firms worth more together than apart (Brealey et al. 2008, p. 

882)?” 
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11 PARKEN Sport & Entertainment - an exercise in an underperforming 

acquisition 

The results and findings of this thesis can by shareholders be used proactively in upcoming 

M&A decisions. However, by using the findings retrospectively it will throw our findings into 

relief and give a better understanding of the importance of the results. This section strives to 

do this by analyzing the acquisition by PARKEN Sport & Entertainment (PSE) of fitness dk 

which found place in 2006 and is included in our sample. In this way, this practical approach 

to the problem statement of this thesis will illustrate the relevance of our findings. The section 

will demonstrate that the proven motives indeed exist on a corporate level.   

 

11.1 What do the key figures reveal? 

In 1992, the company Football Club Copenhagen A/S was founded, and seven years later, the 

company changed its name to PARKEN Sport & Entertainment A/S in order to reflect its 

expansion strategy (parken.dk (a)). In 1997, the charismatic Flemming Østergaard took up the 

position as managing director and was a key player in PSE’s expansion strategy which 

resulted in today’s multiple line of businesses including Lalandia, fitness dk, office towers in 

the stadium of Parken, football and handball as well as hosting various events under the roof 

of the stadium. At the 2nd of May 2010 PSE had a market value of DKK 825 million, and in 

2009 the company’s revenue was above DKK 1.7 billion and it employed 983 employees 

(borsen.dk 2010a). Fitness dk was at the time of the acquisition the largest fitness chain in 

Denmark and today consists of 38 centers across Denmark (fitnessdk.dk).    

 

PSE’s acquisition of fitness dk is included in the sample of the empirical study, and the key 

facts of the transaction are illustrated below. 

Figure 31 - Key facts of PARKEN Sport & Entertainment’s acquisition of fitness dk 

 

Key figures

Abnormal return -1.82%

Year of completion 2006

Method of financing Shares

Acquirer's stake 65.58%

Cash flow in % of sales 5.04%

Abnormal return prior the acquisition -6.36%

Years btw. rumor adn completion date 0.275 (101 days)

Source: Own data
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”Fitness dk meets all our criteria for acquisitions. Firstly, it is a well-managed and profitable 

company that aims at quality. Secondly, it is an industry on the rise. Thirdly, we have already 

in the initial stage seen plenty of potential gains due to synergies with our existing line of 

businesses and knowhow (Translated from DR Penge 2006).” 

In this way, the chairman of the board at that time, Flemming Østergaard, accounted for the 

motives behind PSE’s acquisition of fitness dk. From a sensible motive perspective it is 

notable that Østergaard mentions synergies at the end, but how these synergies will be 

realized does not appear.  

 

The key facts of the acquisition speak volumes. The acquisition underperformed by an 

abnormal return of -1.82 % relatively to its peer.13 The acquisition was part of PSE’s growth 

strategy within the amusement industry, and was expected to return a more positive result 

(parken.dk (b)). Nevertheless, by taking a closer look at the key figures and by considering 

the findings in the empirical study, the underperformance of this acquisition is a good 

example of a value destroying acquisition that could have been prevented by active owners 

and board members.  

 

The figures from our sample do not reveal any considerable signs of empire building as the 

cash flow only account for around 5 % of the sales before the acquisition of fitness dk. This is 

below the sample average of approximately 7 %. Yet, even though this proxy does not 

indicate an empire building motive many other factors point towards this underlying rationale. 

A look at PSE’s historical acquisitions provides a picture of PSE’s expansion strategy. 

                                                 
13 The matching company for PSE is Liseberg AB, known from its large Swedish amusement park. The 
matching company for fitness dk is the Scandinavian film distributor Sandrew Metronome AB.  
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Figure 32 - M&A activity of PARKEN Sport & Entertainment 

 

As the timeline above illustrates, PSE has been relatively active in the acquisition market, and 

the four major acquisitions (Office towers, Lalandia Rødby and Billund, fitness dk) were all 

clustered within a relative short period.  

 

The M&A activity is a result of PSE’s expansion strategy which expresses itself in 

Østergaard’s reasoning behind the acquisition of Lalandia in Rødby in 2004: “Furthermore, it 

is important to me that we can expand without losing managerial focus on the company’s 

existing line of businesses and continue the efforts of expansion (Translated from parken.dk 

(c)).”  

The expansion strategy is also evident in the employment growth in PSE that gathered pace 

during the same period of the acquisitions. From 2003 to 2004 the number of employees more 

than doubled and in 2007 the number was increased to 781 from a single-digit number in the 

1990s (Orbis database; TV2 2010). Growth in itself is of course not necessarily synonymous 

with empire building but Østergaard’s expansion arguments of the acquisition and the high 

employment growth could be interpreted as Østergaard’s desire to run a large business. At the 

official website of PSE the expansion strategy is also mentioned: “Since the IPO, the 

Directors have focused on expanding the Company’s activities and revenue base, so as to 

reduce the Company’s reliance on football results (Translated from parken.dk (a)).” 

 

The quotation above is actually a great place to start the review of the relatedness of PSE’s 

acquisition. The acquisition is considered as a part of a diversification strategy which has 

been implemented in order to reduce the risk and dependency of the football club’s (FCK) 

results. However, it is exactly the many acquisitions that are the main reasons of PSE’s 
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current crisis, and in contrast it is FCK’s potential qualification to Champions League that has 

been appointed to be the rescue plan for the 2010 accounts (borsen.dk 2010b). Hence, even 

though the data characterize the acquisition of fitness dk as a related acquisition, and 

Østergaard mentions knowhow in relation to the acquisitions, it is still questionable whether it 

is the same knowledge that is needed to manage a fitness chain and a football club. As 

Lubatkin and Lane (1996, p. 29) argue: “’We’re all related at some level’ It is very easy to 

identify relatedness on paper, but it is difficult to realize it operationally.” 

Later in their article they recommend that acquisitions should be kept within the same baskets 

of knowledge which may give sustainable competitive advantages. Yet, such can be achieved 

through transferring of innovative and inimitable know how to reinforce core competences. 

Such knowledge transferring seems hard to realize in the fitness dk acquisition as the two 

business segments require different baskets of knowledge. 

 

The year of completion for fitness dk was 2006 and this is a fact that directs the attention to 

the behavioral issue of herd behavior. The acquisition of fitness dk was made during the peak 

of the merger wave, and this alone could indicate herd behavior as a driver behind the 

transaction. This statement is supported by looking at some of the bubble criteria discussed in 

section 10. One of these is excessive attention on M&A activity which is confirmed by 

making a search on “acquisition” and/or “merger” within all Danish daily newspapers on 

infomedia.dk. Such a search reveals that only around 270 articles referred to M&A in each of 

the years from 2001-2003 where same search results in a substantial increase in the years 

from 2004-2007 with a number of articles ranging from 370 to 491. Hence, the acquisition of 

fitness dk coincides with the period where the media coverage is at its highest, which fulfills 

one of the bubble criteria. Furthermore, it has already been illustrated that Østergaard uses 

industry growth as one of the arguments to acquire fitness dk. This could indicate an 

expectation of increasing market values within this industry and thereby fulfills the second 

bubble criterion. Another sign of a bubble is that the companies sell at high multiple levels 

and thereby expects increasing growth. In the figure below all the completed global M&A 

transactions are selected, which fulfill the following criteria: acquired stake must be above 10 

%, targets’ primary SIC codes must be the same as PSE (SIC 79) and a disclosed or estimated 

EBITDA-multiple has to be available. 
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Figure 33 - Transaction multiples in amusement and recreation services 

  

The transaction shows a clear tendency of higher trade levels from 2006-2007 which are the 

years with highest merger activity. Thus, this is another sign of herd behavior, and the high 

EBITDA-multiples are easy to direct attention to when the acquisition was discussed in the 

board and management group.  

 

PSE’s performance prior to the acquisition did not constitute grounds for overconfidence as 

the abnormal return that year also was negative. However, the share price development could 

have been another factor that could have made PSE’s management overconfident. As shown 

in the figure below and in appendix 4 the share price was at the time of the master agreement 

in April 2006 at an all time high of approximately DKK 800 compared to around DKK 300 

one year earlier. What is also worth to notice is that overconfidence might have been a result 

of relative outperformance compared to the general market and Brøndby IF (FCK’s key 

competitor).   

Figure 34 - Stock performance of PARKEN Sport & Entertainment  

 

The result of this graph and the fact that the acquisition of fitness dk was financed by shares 

may reveal an increased likelihood of some agency issues that could have motivated the 

acquisition. The payment method is in line with the literature’s findings of underperformance 

if the acquisitions are financed by shares. The incentive to finance by shares is also obvious in 

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010*

Average EV/EBITDA 14 13 15 11 14 22 22 14 13 10

Number of M&A 18 25 12 36 34 56 48 16 25 9

Source: Zephyr database

* Incl . acquis i ti ons  compl eted unti l  27th May 2010

0

100

200

300

400

500

600

700

800

900

10
-0

1-
20

02

10
-0

4-
20

02

10
-0

7-
20

02

10
-1

0-
20

02

10
-0

1-
20

03

10
-0

4-
20

03

10
-0

7-
20

03

10
-1

0-
20

03

10
-0

1-
20

04

10
-0

4-
20

04

10
-0

7-
20

04

10
-1

0-
20

04

10
-0

1-
20

05

10
-0

4-
20

05

10
-0

7-
20

05

10
-1

0-
20

05

10
-0

1-
20

06

10
-0

4-
20

06

10
-0

7-
20

06

10
-1

0-
20

06

10
-0

1-
20

07

10
-0

4-
20

07

10
-0

7-
20

07

10
-1

0-
20

07

10
-0

1-
20

08

10
-0

4-
20

08

10
-0

7-
20

08

10
-1

0-
20

08

10
-0

1-
20

09

10
-0

4-
20

09

10
-0

7-
20

09

10
-1

0-
20

09

10
-0

1-
20

10

10
-0

4-
20

10

PARKEN Sport & Entertainment OMX C20 Brøndby IF B

Indeks: Jan - 2006 = 100

Source: Euroinvestor.dk

Index: Jan 2006 = 100 



An Analysis of Mergers and Acquisitions during the Recent Merger Wave in Scandinavia 

Bjarke Nielsen and Peter Bierregaard 

 

  Page 98 of 130 

the case of PSE. As shown in the figure above the share price increased during the period of 

the acquisition, and if management found the share to be overvalued these can be seen as a 

“cheaper” way to acquire fitness dk.  

However, it is exactly the price of fitness dk that has been criticized in the current crisis of 

PSE. In the quarterly reporting of third quarter of 2009 the value of fitness dk was written 

down by DKK 164 millions. In 2006, the fitness chain was acquired for approximately DKK 

260 million (annual general meeting 2010). Østergaard’s response to the question of whether 

they have acquired it too expensive was: “… You can always regret stuff. But if I have a look 

at the fitness centers that was sold in Europe around that time we acquired fitness dk, then we 

acquired in competition with others to a price you subsequently can discuss was cheap. Yet, 

at that time it was the market price (Translated from epn.dk 2009).” 

Østergaard’s argument of following the market prices, and afterwards realizing that the price 

may have been too high, is a clear sign of anchoring and underpins the acceptance of 

hypothesis 5 due to anchoring to representative values. PSE acquired fitness dk in an 

overvalued market to a price they found reasonable because the prevailing price in the market 

was regarded as “equilibrium” price level. Yet, a value decrease of more than 60 % is an 

exceptionally high write-down also compared to the decrease in stock market value of 

approximately 30 % from 2006 to 2010. This indicates the lack of synergies between PSE and 

fitness dk. In any acquisition the projected cash flows are the driver of the value and these 

seems to have been projected at too high levels which could be confirmed by the high market 

values at that time. Thus, the assumption the acquisition was based on did not hold in an 

impairment test.14   

 

11.2 PSE - effective corporate governance mechanisms?   

The section above threw light on some dubious motives behind PSE’s acquisition of fitness 

dk. Thus, this section examines how this acquisition could have found place and illustrates 

which governance mechanisms that should have revealed the value destroying motives behind 

the acquisition of fitness dk. Hence, the section will illustrate how the governance initiatives 

recommended in section 10 can serve as a tool to safeguard against acquisition rationales 

motivated by either self-dealing or irrationality. 

 

                                                 
14 An impairment test is an annual goodwill assessment. If the market value of the goodwill is below its book 
value, goodwill is written down (Vernimmen.com 2010). 
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The figure below illustrates the ownership structure of PSE as it was composited at the 

acquisition of fitness dk and as it appears today. 

Figure 35 - Ownership structure of PARKEN Sport & Entertainment 

 

In general, the corporate governance literature finds that companies of institutional ownership 

have a superior performance because they measure success in financial creation and are only 

interested in shareholder value (McConnell and Servaes 1990; Thomsen 2008). However, the 

literature also directs attention to the case of a too large ownership and the risk of 

entrenchments (Thomsen 2008). That Steen Larsen, the owner of SH Finans A/S, should 

exploit private benefits of control is doubtful due to its stake below 50 %, but the ownership 

share of him and LD is still so large that free rider problems should neither be a problem. It is 

a fact that Østergaard controlled the major shareholder, SH Finans A/S, as Steen Larsen 

appointed Østergaard as chairman of the board in this company (Hansen 2010). Thus, 

Østergaard would always find support from 31.2 % of the shares. LD has previously 

explained its passiveness by the fact that its ownership of 29.9 % accounts for a relative small 

percentage of its total portfolio (Hansen 2010). A statement that illustrates another problem of 

institutional and large investors whose incentive to challenge the decisions of the management 

often is limited.15 In fact institutional ownership is often characterized by portfolio 

investments and arm’s length relationship with the firms (Thomsen 2008). Thus, LD seemed 

to be content with a rising stock price and did not do anything to improve governance before 

PSE ran into difficulties.  

 

The board shares a similar role as the majority owners. Even though the board only is one of 

many corporate governance mechanisms it plays a valuable role in major strategic decisions 

like M&A (Thomsen 2008). The board of PSE and key facts of its members are illustrated in 

the figure below.  

                                                 
15After a heavy media pressure on LD and its new role as majority shareholder LD has now taking the needed 
and challenging role as majority owner. 

Name of shareholder Ownership % Name of shareholder Ownership % 

SH Finans A/S 31.2% Den Professionelle Forening LD 29.9%

Den Professionelle Forening LD 29.9% KPS Invest A/S 15.6%

Erik Skjærbæk 15.6%

Others 38.9% Others 38.9%

Source: Års rapporten 2005/06 PARKEN Sport & Enterta inment, Års ra pporten 2009 PARKEN Sport & Enterta inment

31.12.200930.06.2006
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Figure 36 - The board structure of PARKEN Sport & Entertainment 

 
The top of the table shows the board as of December 31, 2006, which was active during the 

acquisition decision of fitness dk. The first corporate governance issue of this board is 

Østergaard’s role as a chairman. Østergaard was from 1997-2002 managing director of PSE 

and directly after he had resigned he took over the role as chairman. Hence, Østergaard cannot 

be considered as independent and in actual fact he functioned as a “working chairman” 

(business.dk 2009). Another fact is that four of the board members cannot be considered 

independent. Thus, the incentives of the majority of the board may be more aligned with the 

management than the shareholders, and this control mechanism should have been disputed by 

the major shareholders. 

 

The board composition is quite standard and represents a rather stereotype group of middle-

aged men.16 According to Professor Anders Drejer (borsen.dk 2009) some of them are close 

friends of Østergaard who, despite his position as chairman, still had a high influence of the 

management groups’ decisions. This fact already question marks the control function of the 

board, and it has also been considered as the reason why Peter Norvig, Michael Kjær, Hans 

                                                 
16 Age average was 56 years in 2006. 

Name
Dependent* Age

Tenure in 

Board (Years)
Gender

Industry specific 

knowledge**

Educational 

background

Seats in other 

boards

Audit 

commitee
Background

Flemming Østergaard (Chairman) x 63 11 M Y
Banker / Stock 

broker

Comwir, Albatros 

Travel & TV2 

Danmark

Managing director of Parken Sport & Entertainment and 

Kinnarps

Niels-Christian Holmstrøm x 59 13 M Y
Cand.scient in 

physical education
None

Chief consultant in Team Danmark (1986-99), Sporting 

Director in FCK (1999-2006)

Harald Nielsen x 65 14 M Y N/A

Nielsen Group, 

Rudi & Harald 

Nielsen & Others

Football player and import from Italy

Michael Kjær 50 7 M N N/A

Brødrene A & O 

Johansen, Interdan 

& Saverne

x Managing director of F Group (Fona)

Flemming Lindeløv 58 3 M N
MSc and PhD in 

engineering

Comwir, Illum 

Bolighus & others
x

CEO in Royal Scandinavia, Carlsberg and Tulip 

Slagterierne

Peter Norvig 45 12 M N Real estate agent Cavan & others x Franchisee of Nybolig

Benny Olsen x 53 13 M Y N/A None Chairman in B1903, Manager in UU-Sjælsø

31.12.2009

Flemming Østergaard (Chairman)*** x 66 12 M

Niels-Christian Holmstrøm x 62 15 M

Benny Olsen x 56 14 M

Flemming Lindeløv**** 60 3 M

Hans Munk Nielsen 63 0 M N Cand.oecon

Jeudan, Nordea 

Invest & Nasdaq 

OMX Inc.

x Deputy mayor, CFO in TDC

Karl Peter K. Sørensen 57 0 M N N/A
Skakt, KPS Invest & 

Arca
Owner of KPS Invest and major shareholder in PSE

Erik Skjærbæk 50 0 M N Engineer
Young Driver & 

Viedan

Founder of Svendborg Brakes and major shareholder in 

PSE

New Chairman:

Lars Johansen 64 0 M N Cand.polit

Axcel, Victoria 

Properties & Johan 

Schrøders Erhvers- 

og Familiefond

Managing director of Københavns fondsbørs and FIH 

Erhvervsbank 

New board members (20.05.2010):

Jørgen Lindegaard 62 0 M N MSc engineering N/A Managing director of GN Store Nord, SAS and ISS

Henrik Møgelmose 52 0 M N***** Cand.jur N/A Lawyer in Skadden, Meagher & Flom and New York
Notes:

* Dependent according to PSE's annual report

** Knowledge within the entertainment industry

*** Østergaard resigned from the board effective from 23.04.2010

**** Lindeløv resigned from the board effective from 20.05.2010

***** Represents as a lawyer Danish and foreign firms related to M&A processes

See above

See above

See above

30.06.2006

Source: Årsrapporten 2005/06 Parken Sport & Entertainment, Årsrapporten 2009 Parken Sport & Entertainment, finans.tv2.dk (2009), npinvestor.dk (2009), Business.dk (2010b) and kromannreumert.com

See above
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Henrik Palm and Hans Jensen were replaced at the end of 2009 (borsen.dk 2009). These 

friends have a higher incentive to support all proposals from Østergaard as their loyalty most 

likely would be to whom they were appointed by. Moreover, it is noticeable that none of the 

members are female and in general hold a limited industry-specific knowledge of 

entertainment, fitness chains or the like. Only the chairman holds an educational background 

within finance, and besides him it is only Flemming Lindeløv and Michael Kjær, that has a 

background that can be directly related to acquisition decisions. Hence, the board composition 

is far from optimal and the reorganization of the board in 2009 seems highly needed. 

Lindeløv, who holds relevant experience, were still to be found in the board after the 

reorganization, but resigned May 20, 2010, due to disputes with the new major shareholder, 

Erik Skjærbæk. Lindeløv has been replaced by the former managing director of ISS, Jørgen 

Lindegaard, and lawyer Henrik Møgelmose (business.dk 2010b). At the reorganization in 

2009 did Karl Peter K. Sørensen, who is the other major shareholder, and Hans Munk 

Nielsen, who has a strong economical background, also commence. Finally, Lars Johansen 

was elected as new chairman, and he proclaimed that he would focus on that specific role: “A 

chairman’s role is to control the financials and outline the strategic direction (translated 

from DR Penge 2010).”  

Hence, in general the board seems to have a better composition and incentive to discuss 

business strategy with the management which is crucial in understanding the rationale for 

major decisions like acquisitions.  

 

In the figure below the compensation distribution between the chairman and board of 

directors is illustrated – a distribution that may also add explanatory power to the acquisition 

of fitness dk. 
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Figure 37 - Compensation 

  

As already emphasized it is doubtful if a chairman who incurs in consulting services and other 

decisions on management level also can serve as a control mechanism. As the figure above 

illustrates the chairman received more than 4 times as much in compensation compared to the 

board of directors in 2006/2007 which were the years of the many acquisitions. All things 

equal, it must be difficult to control your own consulting services as chairman when you 

receive such amounts for undertaking the acquisitions. With respect to the acquisition of 

fitness dk Flemming Østergaard drew DKK 11 million for his role as consultant (business.dk 

2010a).17 

Furthermore, it is open for criticism that the chairman is offered stock options as a part of his 

compensation package. The options were granted in 2007 and exercised in 2008 at revenue of 

DKK 15.6 million. The question is whether the relatively quick exercise was any coincidence 

or if Østergaard realized the risk of overvaluation. As illustrated in figure 35, the stock price 

felt nearly 400 % later in 2008. 

Nevertheless, stock options as a part of the compensation package for the chairman open the 

risk of earnings management and in a worst-case scenario fraud. Effective by the end of 2009, 

PSE follows NASDAQ OMX Copenhagen’s recommendations of good corporate governance 

where none of the board members are granted any stock options (parken.dk (d)).  

 

                                                 
17 According to figure 37, special tasks represent DKK 5.1m which must be assumed to include consulting 
services of the acquisition. However, the total compensation amounts to DKK 11m, which may be the amount 
business.dk (2010a) refers to. 

In DKKm 2009 2008 2007* 2006/05

Fixed compensation** 3.4 4.5 8.4 6.0

Options (in DKKm)*** 0.0 5.5 4.1 0.0

Special task 2.3 4.5 7.3 5.1

Total 5.6 14.5 19.8 11.0

Fixed compensation 2.3 3.3 5.2 6.1

Options (in DKKm) 4.5 3.1 0.0 3.2

Total 6.8 6.4 5.2 9.4

* The annual  report for 2007 covers  18 months . When fi gures  are not a va i l able for 1 year the figures are 

multipl ied by 2/3 to be able to compa re across  years

** Fi xed compensation for chai rman in 2007 a nd 2006/05 is  determined by mul tiplying the tota l  board 

compensation by the chai rman's  share of this  in 2009/2008

*** The options  granted in 2007 were a l l  exercised in 2008 at revenue of DKK 15.6m 

Source: Års rapporten 2008 PARKEN Sport & Enterta i nment, Årsrapporten 2009 PARKEN Sport & Enterta inment

Chairman

Board of directors
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11.3    Sub-conclusion 

To summarize, there exist many factors that add explanatory power to the completion of the 

fitness dk acquisition. With two majority owners that remain passive in PSE’s decisions this 

control mechanism ceased to be valid. The structure of the board implied that their 

capabilities to discuss business strategy and their incentive to challenge decisions of the 

management group were rather limited. Finally, the compensation package of the chairman 

and his dual role as consultant encouraged acquisitions. The weak corporate governance 

system of PSE combined with a continuously increasing stock price and high activity in the 

M&A market led to the acquisition of fitness dk. Empire building, overconfidence, herd 

behavior and anchoring may all have played a role in the acquisition of fitness dk.  

 

The case serve as an excellent example of potential value decreasing motives that can come in 

play in M&A decisions, but illustrates also that the motives disclosed itself in many different 

ways. Actually, the proxies applied in the empirical study did only reveal herd behavior and 

anchoring but the case illustrates that many other signs can indicate the dubious acquisition 

rationales and that the right use of the board, management group and owners is essential to 

prevent value destroying acquisitions. It will of course always be more difficult to determine 

proactively that e.g. the share price is overvalued, but it will always be possible to evaluate 

the decisions-makers’ statements of synergies. Neither the owners nor the board have had 

incentive to question the possibility of synergies at the time of the acquisition of fitness dk. 

With a new board, more reasonable compensation packages to the chairman and a new 

ownership structure the chances of preventing a value destroying acquisition going forward 

may have been improved through a new and stronger governance.     
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12 Conclusion 

The main objective of this thesis has been to add to the existent literature’s findings on the 

motives behind value destroying M&A. In order to reach that objective it is examined how 

agency theory and behavioral economics can explain underperforming acquisitions during the 

recent merger wave in Scandinavia.  

The solution of this problem is complex, and a number of sub-questions must be answered 

preceding the research question.  

 

The study commences with a threefold review of the relevant literature on the motives behind 

M&A. To gain a fundamental understanding of the value creation of M&A an initial review 

of the value increasing motives are given. The review underscores the importance of 

synergies. Without the possibility of achieving any kind of synergies the acquisition cannot be 

justified from a shareholder perspective.  

As former literature has shown, many acquisitions still underperform and hence fail to 

generate additional economic rents. A theoretical review of agency theory and behavioral 

economics has shed light on the reasons behind value decreasing motives to engage in M&A. 

Due to asymmetric information, agency theory stresses the manager’s possibility to exploit 

her/his desire to maximize own utility leaving shareholders with a risk of manager’s 

opportunistic behavior. Agency issues relevant for M&A include empire building, managerial 

risk aversion, managerial entrenchment and private benefits of control which all can lead to 

value decreasing acquisitions. These issues provide a basis for four hypotheses, and are 

important as the acquisition decision has a significant impact on the overall strategy including 

size, risk, managerial skills and ownership structure. 

Behavioral economics emphasizes the risk of irrational managerial actions that leaves both 

management and shareholders worse off. Behavioral issues relevant for M&A include herd 

behavior, anchoring, overconfidence, the confirmation trap and escalation of commitment. 

These issues make up four additional hypotheses, and are essential to recognize as they can 

lead to unwise actions that can be costly in major strategic decisions like M&A.  

 

The descriptive data of the empirical study of 579 Scandinavian acquisitions confirms other 

scholars’ findings of a high share of underperforming M&A. 49.57 % of all the acquisitions 

has underperformed and of these Sweden accounts for 54.46 % whereas Denmark and 

Norway are responsible for 15.33 % and 30.31 % respectively. On average the acquisitions 
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have had an abnormal return of 0.03 % which cannot be concluded to be statistically 

significant. The large disparity across the countries is obvious as the M&A market in Sweden 

is much larger than their Scandinavian neighbors. Especially, the merger activity in Denmark 

is relative small and accounts for only 12.44 % of the total activity in Scandinavia. This also 

explains why Denmark contributes with only 15.33 % of the underperforming M&A, and 

actually 61.11 % of all acquisitions in Denmark fail to generate synergies.  

A Scandinavian merger wave is determined in the period from 2003 to 2007. Former 

literature finds that returns fluctuate across different phases of merger waves. The empirical 

study of the recent merger wave in Scandinavia confirms these findings. Firms that completed 

mergers in 2004 significantly outperform their peers, and a significant underperformance 

occurs for firms that engage in M&A during the peak of the wave in 2006.   

 

The empirical study of this thesis tests for the eight theoretical founded motives within agency 

theory and behavioral economics.  

The tests of agency motives confirm the theoretical findings of empire building and 

managerial risk aversion. The results do not support that managerial entrenchment and private 

benefits of control have a negative effect on M&A performance. However, in an M&A 

context the two former motives are also most intuitive, and it can be concluded that these 

issues have a real cost for shareholder and play a role in the M&A decision. The fact that the 

managers’ desire to run large businesses and to minimize risk through diversifying 

acquisitions play a role in the motives behind M&A indicate a lack of control mechanisms 

and insufficient managerial incentives to prevent opportunistic behavior.  

The tests of motives related to behavioral economics support the bias of overconfidence 

which turns out significant. The fact that managers are overconfident of own superiority 

and/or excessive optimistic of the potential synergies may be viewed in the light of the merger 

wave context of which managerial exposure to overconfidence and irrationality can be more 

pronounced. The test of M&A underperformance in 2006 also proves significant. This is a 

strong indication of herd behavior and anchoring which, however, is difficult to support by 

other valid proxies as it is not possible to test for 2007 performance. The hypotheses of the 

confirmation trap and escalation of commitment cannot be accepted.  

The empirical findings of behavioral issues indicate some irrationality which transfers to the 

M&A decision.  
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The results of the empirical study allow the set up of a number of recommendations in order 

to limit the risk of acquisitions motivated by value destroying motives.  

To prevent agency issues the classic corporate governance mechanisms are useful. Thus, 

alignment of interest between shareholders and managers must be obtained through extrinsic 

incentives and intrinsic motivation. Another recommendable method is the set-up of control 

mechanisms in which boards, shareholder engagement and auditors are possible solutions. To 

safeguard against behavioral issues the methods are less straightforward as these actions are 

based on unconscious behavior. Hence, alternative tools must be accentuated and the 

managerial decisions should be challenged through feedback and an outside-in-perspective. 

The board’s role of being a “Devil’s advocate” is crucial and is best obtained through a 

diversified and independent board. Further, it is important to pay attention to the context of 

the decision as exactly this is the trigger of behavioral biases. In this assessment, the bubble 

criteria can be a useful tool to limit the risk of acquiring based on irrational motives. 

Additionally, it is recommendable to set up external governance mechanisms that ensure both 

an effective internal labor market and an effective market for corporate control. This can be 

achieved through a set-up that makes hiring and firing uncomplicated and that suppresses 

takeover defenses. 

Finally, the empirical study provides four tangible signs of value destroying motives that can 

be recommended for share- or stakeholders to use proactively. Alarm bells should start 

ringing when cash flow prior to the acquisition is high, the acquisition is unrelated, bidder 

outperforms prior to the acquisition and/or merger activity is unusual high. 

 

The case study of PARKEN Sport & Entertainment represents a fine example of the relevance 

of the findings of this thesis where weak corporate governance mechanisms allowed for a 

value destroying acquisition of fitness dk. 

 

To conclude on the research question of this thesis, agency issues have a negative impact on 

the performance of acquisitions through the existence of empire building and managerial risk 

aversion. The behavioral issue of overconfidence supplements the explanation of value 

decreasing acquisitions during the recent Scandinavian merger wave. The findings of these 

issues are important in the assessment of an acquisition decision, and this thesis recommends 

multiple initiatives which the share- and stakeholder can use proactively in future M&A 

decisions. 
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14 Appendices 

Appendix 1 –M&A included in the sample 

Nr.: Acquirer name Acquirer 
country 

Target name Target 
country 

Year Final 
stake 

Deal value 
 EUR ‘000  

Perf. (1 
= Out ) 

1 AcadeMedia AB Sweden Företagspoolen AB Sweden 2004 100 n.a. 1 
2 AcadeMedia AB Sweden Reagens Simulation AB Sweden 2005 60 n.a. 1 
3 AcadeMedia AB Sweden Reagens Simulation AB Sweden 2005 100 n.a. 1 
4 AcandoFrontec AB Sweden E-motion technology AB Sweden 2006 100 n.a. 1 
5 AcandoFrontec AB Sweden Frontec Business Solution AB Sweden 2003 100 n.a. 0 
6 Accelerator i Linköping AB Sweden OptoQ AB Sweden 2005 99 n.a. 1 
7 Acello Print AB Sweden Screenab Svensk Screenindustri Sweden 2005 100 n.a. 1 
8 A-Com AB Sweden Bizkit AB Sweden 2006 100 4,738 1 
9 Active 24 ASA Norway Loopia AB Sweden 2005 100 1,700 0 

10 Active ISP ASA Norway Virtual Internet Ltd United 2003 100 n.a. 1 
11 AddNode AB Sweden Prosilia Software AB Sweden 2005 100 n.a. 1 
12 AddNode AB Sweden Cartesia Informationsteknik AB Sweden 2006 100 n.a. 0 
13 Addtech AB Sweden Bergman & Beving Meditech Sweden 2005 100 19,166 1 
14 Adecco Norge AS Norway Medisinsk Vikarbyrå AS Norway 2005 100 n.a. 0 
15 Adecco Norge AS Norway Naviga AS Norway 2006 100 n.a. 1 
16 Adecco Norge AS Norway Ajilon Norway AS Norway 2006 100 n.a. 1 
17 Adera AB Sweden Mogul AB Sweden 2003 88 67,320 1 
18 Adera AB Sweden Mogul AB Sweden 2003 91 483 1 
19 Adiator AB Sweden Alligator International Trading Sweden 2001 100 n.a. 1 
20 Agder Energi Montasje AS Norway Ergon AS Norway 2006 100 n.a. 1 
21 Åhléns AB Sweden Kicks AB Sweden 2002 100 n.a. 0 
22 Ahlsell AB Sweden TotalPartner Optimera AB Sweden 2004 100 48,034 1 
23 Ahlsell AB Sweden Mcom AB Sweden 2006 100 n.a. 0 
24 Air Greenland A/S Denmark Air Alpha Greenland A/S Denmark 2006 100 n.a. 1 
25 Air Liquide Gas AB Sweden Aiolos Medical AB Sweden 2006 100 n.a. 1 
26 Akelius Fastigheter AB Sweden Mandamus Fastigheter AB Sweden 2003 90 n.a. 1 
27 Akelius Kontor AB Sweden Mandamus Fastigheter AB Sweden 2003 83 n.a. 1 
28 Akelius Kontor AB Sweden Mandamus Fastigheter AB Sweden 2003 85 954 1 
29 Aker BioMarine ASA (Old) Norway Natural ASA Norway 2006 89 19,706 0 
30 Aker Kværner ASA Norway Ellayess Ltd United 2004 100 n.a. 1 
31 AKS Informationssystemer A/S Denmark Centia Group Ltd United 2005 100 n.a. 0 
32 Aktieselskabet Borgestad ASA Norway Borgestad Forest V KS Norway 2005 100 1,719 1 
33 Aktiv Kapital ASA Norway Inkassosentralen AS Norway 2003 100 31,162 0 
34 Aktiv Kapital ASA Norway Aktiv Kapital Asset Investments Norway 2004 100 n.a. 0 
35 Aktiv Kapital ASA Norway Olympia Capital ASA Norway 2004 100 178,646 0 
36 Aktiv Kapital ASA Norway Treym Consulting y Servicios A Spain 2005 100 n.a. 0 
37 Akzo Nobel Inks Sweden Trenal SA Belgium 2003 100 n.a. 1 
38 Albin Invest AB Sweden Pressmaster AB Sweden 2006 100 4,884 0 
39 Alex Andersen Ølund A/S Denmark Ove Ostergaard - Lund ApS Denmark 2006 100 n.a. 0 
40 Alfa Laval AB Sweden Packinox SA France 2005 100 n.a. 1 
41 ALK-Abelló A/S Denmark Allerbio SA France 2005 100 n.a. 0 
42 Ångpanneföreningen AB Sweden Konsultgruppen STIBI AB Sweden 2006 100 n.a. 1 
43 Ångpanneföreningen AB Sweden Ingemansson Technology AB Sweden 2006 100 n.a. 0 
44 Ångpanneföreningen AB Sweden Enprima Oy Finland 2006 100 14,000 0 
45 Ångpanneföreningen AB Sweden Benima AB Sweden 2006 100 56,203 0 
46 Ångpanneföreningen AB Sweden Combra AB Sweden 2006 100 n.a. 0 
47 Ångpanneföreningen AB Sweden Jämtteknik vid Storsjön AB Sweden 2006 100 n.a. 0 
48 Ångpanneföreningen AB Sweden Swederail AB Sweden 2003 100 n.a. 1 
49 Ångpanneföreningen AB Sweden Andresen & Jacobsen AS Norway 2003 100 n.a. 1 
50 Ångpanneföreningen AB Sweden Fortum Teknik & Miljö AB Sweden 2004 100 n.a. 1 
51 Ångpanneföreningen AB Sweden CTS Engineering Oy Finland 2004 88 6,151 0 
52 Ångpanneföreningen AB Sweden Lars Myhre AS Norway 2004 100 n.a. 1 
53 Ångpanneföreningen AB Sweden Berg-Nilsen & Reinertsen AS Norway 2004 100 n.a. 1 
54 Ångpanneföreningen AB Sweden CTS Engineering Oy Finland 2005 100 n.a. 0 
55 Ångpanneföreningen AB Sweden Infraplan AB Sweden 2005 100 n.a. 0 
56 Arcus AS Norway Halden Kjemi AS Norway 2003 100 n.a. 0 
57 Arla Foods Amba Denmark Arla Foods Hellas SA Greece 2003 100 n.a. 0 
58 Askania AS Norway Woldstad Sandforretning AS Norway 2006 100 n.a. 0 
59 Assa Abloy AB Sweden Corbin Srl Italy 2004 100 66,000 0 
60 Assa Abloy AB Sweden Best Metaline Korea 2005 100 n.a. 1 
61 Atea Sverige AB Sweden WM-data X-Way Oy Finland 2004 100 n.a. 0 
62 Atlas Copco AB Sweden Rotex Oy Finland 2004 100 n.a. 0 
63 Atlas Copco AB Sweden Guimera SA Spain 2004 100 n.a. 0 
64 Atlas Copco AB Sweden BEMT Tryckluft AB Sweden 2006 100 n.a. 0 
65 Atlas Copco AB Sweden Lubenecke tovarny Svoboda AS Czech 2005 67 n.a. 1 
66 Autopartnergruppen BL AB Sweden Eriksson & Månsson Bil AB Sweden 2006 100 n.a. 0 
67 Ballingslöv International AB Sweden Geisler A/S Denmark 2006 100 n.a. 1 
68 Bandak AS Norway Swepart Verktyg AB Sweden 2005 100 n.a. 1 
69 Bandak AS Norway Norsk Verktøyindustri AS Norway 2004 100 n.a. 0 
70 Basefarm AS Norway TeleComputing IS AS Norway 2006 100 4,657 0 
71 Benima AB Sweden AC Engineering AS Norway 2002 100 n.a. 1 
72 Berg Jacobsen Holding AS Norway Sandøy Dagligvare AS Norway 2006 100 n.a. 0 
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73 Bergman & Beving AB Sweden Ruuska Group Oy Finland 2006 100 23,000 1 
74 Bergman & Beving AB Sweden Regson AB Sweden 2006 100 n.a. 1 
75 Bertel O Steen Buskerud AS Norway Buskerud Bilsenter AS Norway 2004 100 n.a. 1 
76 Bertel O Steen Møre og Norway Brabil AS Norway 2003 100 n.a. 1 
77 Bevego Byggplåt & Ventilation Sweden PVG Plåt & Vent Grossisten AB Sweden 2004 100 n.a. 0 
78 BeWi Produkter AS Norway Genevad Cellplast AB Sweden 2006 100 n.a. 1 
79 Bilia AB Sweden Rolac Oy Ab Finland 2002 100 n.a. 0 
80 Bilia AB Sweden Michaelsson & Nelin AB Sweden 2006 100 4,455 0 
81 Bilia AB Sweden Eneqvist Bil AB Sweden 2004 100 n.a. 0 
82 Bilia AB Sweden Scaniadam A/S Denmark 2005 100 8,223 1 
83 Billerud AB Sweden Henry Cooke Ltd United 2004 100 21,646 0 
84 Bil-Service AS Norway Ford Larvik AS Norway 2006 100 n.a. 0 
85 Binar AB Sweden Skandinavisk Industri Sweden 2006 100 n.a. 0 
86 Birdstep Technology ASA Norway Alice Systems AB Sweden 2004 100 n.a. 1 
87 Bjørge ASA Norway Eptec AS Norway 2004 100 n.a. 0 
88 Blom ASA Norway Blom Norkart Mapping AS Norway 2004 100 1,129 1 
89 Blom ASA Norway TopEye AB Sweden 2005 100 2,644 1 
90 Blom ASA Norway Compagnia Generale Italy 2005 100 19,980 0 
91 Bokia AB Sweden Wettergrens Bokhandel AB Sweden 2006 100 n.a. 0 
92 Bolagsgruppen Lotorp AB Sweden El & Fordonsteknik AB Sweden 2006 100 n.a. 0 
93 Bolstad Fjordbruk AS Norway Skjærgårdsfisk AS Norway 2006 50 n.a. 0 
94 Bonheur ASA Norway Ganger Rolf ASA Norway 2006 51 12,930 1 
95 Bonnier AB Sweden Ekerlids Förlag AB Sweden 2004 100 n.a. 0 
96 Bonnier Tidskrifter AB Sweden Medicine Today International Sweden 2003 100 n.a. 0 
97 Borch Textile Group A/S Denmark Almedahls Alingsås AB Sweden 2006 100 n.a. 0 
98 Box Delivery Sverige AB Sweden Pickup Göteborg AB Sweden 2006 100 n.a. 0 
99 Bra Boende Centralt LGH AB Sweden Emmoth Fastigheter AB Sweden 2006 100 n.a. 0 

100 Briban Invest AB Sweden Audiodev AB Sweden 2006 54 n.a. 0 
101 Brinova Fastigheter AB Sweden Fartygsmekano AB Sweden 2004 100 n.a. 0 
102 Brinova Fastigheter AB Sweden Transportstaden Örebro AB Sweden 2005 94 n.a. 1 
103 BRIO Lek & Lär AB Sweden Printel Oy Finland 2005 100 n.a. 0 
104 Brummer & Partners AB Sweden Manticore Capital AB Sweden 2005 78 n.a. 1 
105 BTS Group AB Sweden Internet Simulations Consulting Spain 2003 100 n.a. 1 
106 BTS Group AB Sweden Business Game Factory Oy Finland 2005 100 n.a. 1 
107 Bure Equity AB Sweden Citat Group AB Sweden 2003 100 n.a. 1 
108 Byggma ASA Norway Scan Lamps AS Norway 2002 100 1,530 1 
109 Byggma ASA Norway Aneta Belysning AB Sweden 2004 100 n.a. 1 
110 Byggma ASA Norway Rolf Dolven AS Norway 2004 100 370 1 
111 Byggma ASA Norway Forestia AS Norway 2006 100 7,474 0 
112 Byggma ASA Norway Masonite AB Sweden 2006 100 1,079 1 
113 Camillo Eitzen & Co. ASA Norway Eitzen Maritime Services ASA Norway 2006 69 5,351 1 
114 Camillo Eitzen & Co. ASA Norway Eitzen Maritime Services ASA Norway 2006 100 n.a. 1 
115 Camillo Eitzen & Co. ASA Norway Société Française Maritime de France 2006 100 n.a. 0 
116 Capinordic A/S Denmark Keops Proviso Denmark 2006 100 44,186 0 
117 Capio AB Sweden Laboratorium for Klinisk Norway 2004 100 n.a. 0 
118 Cardo AB Sweden Grupo Combursa SL Spain 2006 100 n.a. 0 
119 Carema AB Sweden Ortopediska Huset Sweden 2006 100 n.a. 1 
120 Carema AB Sweden Skarpnäck Care AB Sweden 2006 100 n.a. 1 
121 Carema Äldreomsorg AB Sweden Medihem AB Sweden 2006 100 n.a. 0 
122 Carl Lamm AB Sweden Vinga Datacenter AB Sweden 2006 100 n.a. 0 
123 Carl Lamm AB Sweden Megabyte System Svenska AB Sweden 2006 100 n.a. 0 
124 Carl Lamm AB Sweden Saldab AB Sweden 2006 100 n.a. 0 
125 Carlsberg A/S Denmark Holsten-Brauerei AG Germany 2004 51 266,480 0 
126 Carlsberg A/S Denmark Holsten-Brauerei AG Germany 2004 98 243,220 0 
127 Carlsberg A/S Denmark Holsten-Brauerei AG Germany 2006 100 n.a. 1 
128 Carlsberg Breweries A/S Denmark Carlsberg Brewery (M) Bhd Malaysia 2005 51 4,623 1 
129 CashGuard AB Sweden SQS Security Qube System AB Sweden 2004 100 n.a. 1 
130 Centri AB Sweden Topis AB Sweden 2003 100 n.a. 0 
131 CF Berg & Co AB Sweden Värendskog AB Sweden 2002 50 n.a. 0 
132 CF Berg & Co AB Sweden Orrefors Sågverks AB Sweden 2005 100 n.a. 1 
133 Citat Group AB Sweden Journalistgruppen AB Sweden 2004 100 n.a. 1 
134 Citat Group AB Sweden Scandinavian Retail Center Sweden 2004 100 n.a. 1 
135 Columbus IT Partner A/S Denmark AX Business Intelligence A/S Denmark 2003 100 260 0 
136 Confidence International AB Sweden Entry Systems Sweden AB Sweden 2006 100 n.a. 0 
137 Congrex Sweden AB Sweden SKD Euroconf AB Sweden 2006 100 n.a. 1 
138 Conzern A/S Denmark Heiberg IT A/S Denmark 2005 100 n.a. 1 
139 Countermine Technologies AB Sweden Ulf Grauers Svenska Sweden 2005 52 n.a. 1 
140 Cramo AB Sweden Byggmaskiner i Hudiksvall AB Sweden 2005 100 n.a. 1 
141 CreditInform AS Norway Segmenta AS Norway 2004 100 n.a. 0 
142 Creuna AS Norway Lava Group AS Norway 2005 100 n.a. 1 
143 Dagsavisen AS Norway Morgenbladet AS Norway 2003 92 78 0 
144 Dahl Sverige AB Sweden E Bierregaards AB Sweden 2004 100 2,196 1 
145 Dalhoff Larsen & Horneman Denmark Karl Ljungberg AB Sweden 2006 100 n.a. 0 
146 Danagårds Grafiska AB Sweden Tryckeri AB Småland Quebecor Sweden 2003 100 n.a. 0 
147 Danfoss A/S Denmark Schmidt - Bretten Technology Romania 2006 100 n.a. 0 
148 Danfoss A/S Denmark Desbordes SA France 2003 100 n.a. 0 
149 Danir AB Sweden Epsilon AB Sweden 2003 100 12,232 0 
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150 Dansk Generationsskifte A/S Denmark Scanvogn A/S Denmark 2006 100 n.a. 0 
151 Dantherm Filtration AB Sweden Scandab AB Sweden 2006 100 n.a. 1 
152 Danware A/S Denmark EnoLogic A/S Denmark 2005 50 268 0 
153 Data El & Tele AB Sweden Björkstadens El AB Sweden 2006 100 n.a. 0 
154 Data Respons ASA Norway Memstore AB Sweden 2006 100 3,092 0 
155 Data Respons ASA Norway Embedit A/S Denmark 2006 100 n.a. 1 
156 Data Respons ASA Norway Data Respons A/S Denmark 2005 100 1,055 0 
157 Data Respons ASA Norway Certified Computer Technology Norway 2005 100 1,044 0 
158 Data Respons ASA Norway Centrex AS Norway 2005 100 n.a. 1 
159 DebiTech AB Sweden DIBS A/S Denmark 2006 100 n.a. 0 
160 DEFA Group AS Norway DanTrack ApS Denmark 2006 100 n.a. 0 
161 Det Norske Veritas AS Norway Q-Labs SAS France 2006 100 n.a. 0 
162 DFDS Transport A/S Denmark Urmas Must Transport AS Estonia 2005 100 n.a. 1 
163 DFDS Transport AB Sweden Skogström & Peterssons Åkeri Sweden 2003 100 n.a. 0 
164 Domstein ASA Norway Matgrossisten Midt-Norge AS Norway 2006 50 n.a. 0 
165 Duroc Energy AB Sweden Ferro-Recond AB Sweden 2005 100 n.a. 0 
166 Eastpoint AB Sweden Addmind IT-solutions AB Sweden 2006 100 n.a. 0 
167 EDB Business Partner ASA Norway TAG Systems AS Norway 2006 100 37,617 0 
168 EDB Business Partner ASA Norway Datarutin AB Sweden 2006 100 n.a. 0 
169 EDB Business Partner ASA Norway Spring Consulting AS Norway 2006 100 n.a. 0 
170 EDB Business Partner ASA Norway Guide Konsult AB Sweden 2006 100 70,748 0 
171 EDB Fellesdata AS Norway Infovention AB Sweden 2001 100 6,331 0 
172 EDB Teamco AS Norway Profesjonelle DataSystemer AS Norway 2001 100 3,577 1 
173 Effnet Group AB Sweden Factum Elektronik AB Sweden 2002 100 n.a. 1 
174 Egmont International Holding Denmark Vagabond Media AB Sweden 2005 100 n.a. 1 
175 Egmont International Holding Denmark Skandinaviske Skoledagbøker Norway 2005 100 n.a. 0 
176 Eiendomsmegler Vest AS Norway Ottesen & Dreyer AS Norway 2006 70 n.a. 0 
177 El:Con Gruppen A/S Denmark Norup Telecom APS Denmark 2005 100 n.a. 0 
178 Elajo Invest AB Sweden Electra Installation AB Sweden 2001 100 n.a. 1 
179 Electrolux AB Sweden Diamant Boart International Belgium 2002 100 187,029 0 
180 ElektronikGruppen BK AB Sweden Österlinds El-Agentur AB Sweden 2003 100 n.a. 0 
181 Elkem ASA Norway Islenska jarnblendifelagid HF Iceland 2003 97 n.a. 0 
182 Eltek Energy AB Sweden AIAB DC Systems AB Sweden 2006 51 n.a. 1 
183 Eltel Networks AS Norway Statnett Entreprenør AS Norway 2003 100 12,816 0 
184 Ementor ASA Norway Topnordic A/S Denmark 2006 100 n.a. 1 
185 Erik Selin Fastigheter AB Sweden Skandrenting AB Sweden 2005 100 n.a. 0 
186 Ernsts Express AB Sweden Stjärnfrakt i Västerås AB Sweden 2006 100 n.a. 1 
187 Etac AB Sweden R82 A/S Denmark 2005 100 n.a. 1 
188 Etac AB Sweden Hand-Pro AS Norway 2006 100 n.a. 0 
189 Eurofins Danmark A/S Denmark Steins Laboratorium A/S Denmark 2006 100 n.a. 1 
190 Europower AS Norway Energi Forlag AS Norway 2005 100 n.a. 1 
191 Exense ASA Norway Pro Consulting AS Norway 2005 100 n.a. 0 
192 Exense ASA Norway Avantra AB Sweden 2006 100 n.a. 0 
193 F Uhrenholt Holding A/S Denmark Emborg Foods A/S Denmark 2005 100 n.a. 1 
194 Fagerhult AB Sweden Eclairage Conseil Lyonnais SAS France 2006 100 n.a. 1 
195 Fagerhult AB Sweden Whitecroft Lighting Holdings United 2005 100 n.a. 0 
196 Fast Plast A/S Denmark Master Plastic A/S Denmark 2005 100 n.a. 1 
197 Felleskjøpet Øst Vest BA Norway Årnes Kornsilo & Mølle BA Norway 2006 100 n.a. 1 
198 Findexa AS Norway 1880 Nummeropplysning AS Norway 2003 100 n.a. 0 
199 Flügger A/S Denmark Harpa-Sjoefn HF Iceland 2004 100 n.a. 1 
200 FM-Søkjaer A/S Denmark Interbyg ApS Denmark 2006 100 n.a. 0 
201 Forankra International AB Sweden Ancra España SL Spain 2006 100 n.a. 1 
202 FormPipe Software AB Sweden ALP Data i Linköping AB Sweden 2006 100 n.a. 0 
203 Forsman & Bodenfors AB Sweden Shnel & Melnychuck AS Norway 2006 50 n.a. 0 
204 Fotoquick AB Sweden Laboratórios Kodak Lda Portugal 2005 100 n.a. 1 
205 Framfab AB Sweden Paregos Mediadesign AB Sweden 2004 100 1,032 1 
206 Framfab AB Sweden Oyster Partners Ltd United 2005 100 n.a. 0 
207 Frank Kommunikation AB Sweden Budskap AB Sweden 2006 100 n.a. 1 
208 Freeway ApS Denmark Telefin ApS Denmark 2005 100 n.a. 1 
209 G&L Beijer Ref AB Sweden Air-Con Danmark A/S Denmark 2006 100 n.a. 0 
210 Getinge AB Sweden La Calhène SA France 2005 82 n.a. 0 
211 GetUpdated Sweden AB Sweden Eastpoint AB Sweden 2006 100 n.a. 0 
212 Global Gaming Factory X AB Sweden Smartlaunch Systems A/S Denmark 2006 100 1,653 1 
213 Glud & Marstrand A/S Denmark Metropak A/S Denmark 2006 100 n.a. 1 
214 Godarb AB Sweden Metpela Oy Finland 2004 100 n.a. 0 
215 Grenland Group ASA Norway Real Concept Group AS Norway 2006 100 4,154 1 
216 Grundfos A/S Denmark Tesla Srl Italy 2005 100 n.a. 0 
217 Guide Konsult AB Sweden Proconsa AB Sweden 2005 100 n.a. 0 
218 Gunnebo Industrier AB Sweden Telesteps AB Sweden 2005 100 n.a. 0 
219 Gyldendal ASA Norway Tiden Norsk Forlag AS Norway 2003 100 n.a. 0 
220 Gyldendalske Boghandel Denmark Skolemedia A/S Denmark 2005 100 n.a. 0 
221 Hafslund ASA Norway Øko Kraft AS Norway 2001 65 n.a. 1 
222 Hafslund ASA Norway Tindra AS Norway 2001 66 32,924 1 
223 Hafslund ASA Norway Mjøskraft AS Norway 2003 54 4,399 1 
224 Hafslund ASA Norway Hallingkraft AS Norway 2005 76 1,701 0 
225 Hakon Invest AB Sweden Kjell & Co Elektronik AB Sweden 2006 50 10,864 0 
226 Hardanger Sunnhordlandske Norway Haugaland Billag AS Norway 2003 100 4,062 1 
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227 Hedegaard A/S Denmark Brdr. Honum A/S Denmark 2002 100 n.a. 0 
228 Hemmabutikerna i Sverige AB Sweden Konsumentköp i Helsingborg Sweden 2006 100 n.a. 0 
229 Hexagon AB Sweden MIRAI Srl Italy 2002 100 n.a. 1 
230 Hexagon AB Sweden Thona Group Belgium 2004 100 n.a. 0 
231 Hexagon AB Sweden Leica Geosystems Holding AG Switzerland 2005 99 n.a. 0 
232 Hillegården AB Sweden Hasselakollektivet AB Sweden 2006 100 n.a. 1 
233 Höganäs AB Sweden Hoganas India Ltd India 2001 85 4,480 1 
234 Höganäs AB Sweden Hoganas India Ltd India 2002 100 1,974 1 
235 Horda Stans AB Sweden Nordisk Akustik A/S Denmark 2005 100 n.a. 0 
236 Hospitium AB Sweden Hotel Excellent Sweden 2002 100 n.a. 1 
237 Huges Marina Sweden Marinfirma Lars Flodin i Sweden 2005 100 n.a. 0 
238 Hurtigruta Carglass AS Norway Vinnes Bilglass AS Norway 2004 100 n.a. 1 
239 Hurtigruten Group ASA Norway TIRB AS Norway 2006 67 1,784 1 
240 Hydro Aluminium AS Norway Technal SA France 2002 100 n.a. 0 
241 Hydro Aluminium AS Norway Alube AB Sweden 2003 91 n.a. 1 
242 IA Hedin Bil AB Sweden Bilexa i Göteborg AB Sweden 2006 100 n.a. 1 
243 IBS AB Sweden Accima Technologies AB Sweden 2003 100 n.a. 0 
244 IBS AB Sweden Quatro - Sistemas de Portugal 2005 100 n.a. 1 
245 Idesta Kök AB Sweden Amsta Rostfritt AB Sweden 2005 100 n.a. 0 
246 IKM Laboratorium AS Norway Instrutek AS Norway 2006 74 n.a. 0 
247 Indutrade AB Sweden Satron Instruments AB Sweden 2005 100 n.a. 0 
248 Indutrade AB Sweden PRP-Plastic Oy Finland 2006 100 n.a. 1 
249 Indutrade AB Sweden Damalini AB Sweden 2006 100 n.a. 1 
250 Input Consulting Stockholm AB Sweden Explizit AB Sweden 2003 60 n.a. 1 
251 Input Interiör AB Sweden Aski Inredningscenter AB Sweden 2004 100 n.a. 1 
252 InterConnect IT A/S Denmark NovoComp Datasystemer A/S Denmark 2006 100 n.a. 1 
253 Intersport CC Drammen AS Norway Sportmix AS Norway 2006 100 n.a. 1 
254 ISS A/S Denmark Superclean Support Service plc United 2005 100 n.a. 1 
255 ISS A/S Denmark Kai Thor Catering A/S Denmark 2005 100 n.a. 0 
256 ISS A/S Denmark JWN Data A/S Denmark 2005 100 n.a. 1 
257 ISS A/S Denmark Hedegaard Service A/S Denmark 2004 100 n.a. 1 
258 ISS A/S Denmark Universal Cleaning Activities Spain 2004 100 73,000 1 
259 ISS A/S Denmark Engel-Yhtymä Oy Finland 2004 100 n.a. 1 
260 ISS A/S Denmark Indoor IMC Miljøservice A/S Denmark 2004 100 n.a. 0 
261 ISS Facility Services A/S Denmark Actum Norge AS Norway 2006 100 n.a. 0 
262 ISS Facility Services A/S Denmark Indulisa SA Spain 2006 100 n.a. 0 
263 ISS Facility Services AB Sweden Demogruppen AB Sweden 2006 100 n.a. 1 
264 ISS Facility Services AB Sweden Mandresa AB Sweden 2006 100 n.a. 1 
265 ISS Facility Services AB Sweden Mayday Bemanning AB Sweden 2006 100 n.a. 1 
266 ISS Industri-och skadeservice Sweden Östergötlands Sweden 2002 100 n.a. 0 
267 ISS Personalhuset AS Norway Bemex AS Norway 2006 100 n.a. 0 
268 ISS Sverige AB Sweden Lemonia AB Sweden 2002 100 n.a. 1 
269 ISS Sverige AB Sweden Svensk Telepass AB Sweden 2004 100 n.a. 1 
270 ISS Sverige AB Sweden GK Rengörarna AB Sweden 2004 100 n.a. 1 
271 ISS Sverige AB Sweden Arctella AB Sweden 2004 100 n.a. 1 
272 ISS Sverige AB Sweden Indalsleden Städ AB Sweden 2004 100 n.a. 1 
273 Ittur Industrier AB Sweden Rörvik Timber AB Sweden 2005 55 n.a. 1 
274 Ittur Industrier AB Sweden Rörvik Timber AB Sweden 2005 55 n.a. 1 
275 IVT Industrier AB Sweden IVT Lämpöpumput Oy Finland 2005 100 n.a. 0 
276 Jeeves Information Systems AB Sweden Microcraft AB Sweden 2005 100 2,638 1 
277 Jetpak Group AB Sweden Borg-Trans Norway 2006 100 n.a. 0 
278 J-F Lemvigh-Müller Holding Denmark Louis Poulsen El-teknik A/S Denmark 2005 100 n.a. 1 
279 JKL AB Sweden PRfabriken AB Sweden 2005 100 n.a. 1 
280 Jorgensen Engineering A/S Denmark Brüel International A/S Denmark 2006 100 n.a. 0 
281 JP Politikens Hus A/S Denmark Skandinavisk Film Kompagni Denmark 2005 50 n.a. 0 
282 JP Politikens Hus A/S Denmark Forbrugerliv.dk A/S Denmark 2006 50 n.a. 0 
283 KåKå AB Sweden GL Johansson AB Sweden 2006 100 n.a. 1 
284 Kamstrup A/S Denmark Senea AB Sweden 2006 51 8,180 1 
285 Kamstrup A/S Denmark Senea AB Sweden 2006 100 n.a. 1 
286 Karlshamns AB Sweden Undesa Italia Srl Italy 2004 100 n.a. 1 
287 Karmøy Stål Industrier AS Norway Bjørge Offshore AS Norway 2004 100 n.a. 1 
288 Kemetyl AB Sweden Procar BV Netherlands 2006 100 n.a. 1 
289 KF Media AB Sweden Vision Park Entertainment AB Sweden 2001 100 10,085 1 
290 KF Media AB Sweden Bokus AB Sweden 2002 100 n.a. 1 
291 Kjeldstad Holding AS Norway Gilstad Trelast AS Norway 2006 100 n.a. 1 
292 Kjeldstad Holding AS Norway Støren Treindustri AS Norway 2006 50 n.a. 1 
293 Klövern AB Sweden Viktor Hanson Fastigheter AB Sweden 2006 100 26,441 0 
294 Know IT AB Sweden Innograte AB Sweden 2006 100 n.a. 0 
295 Know IT AB Sweden Medinit AB Sweden 2006 100 n.a. 1 
296 Kolo Veidekke AS Norway Burud Pukk & Grus AS Norway 2001 100 n.a. 0 
297 Kongsberg Automotive ASA Norway Ctex Seat Comfort Ltd United 2003 100 n.a. 1 
298 Kongsberg Automotive ASA Norway Raufoss United AS Norway 2004 100 10,778 1 
299 Kongsberg Defence & Norway Norcontrol IT AS Norway 2005 100 n.a. 1 
300 Kongsberg Defence & Norway Navtek AS Norway 2006 100 n.a. 1 
301 Kongsberg Maritime AS Norway Sense Intellifield AS Norway 2006 100 n.a. 1 
302 Kreab AB Sweden CMA Crisis Management Sweden 2004 100 n.a. 0 
303 Kung Markatta AB Sweden Svenska Nutana AB Sweden 2006 100 n.a. 0 
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304 Kunskapsskolan i Sverige AB Sweden Mobila Gymnasiet AB Sweden 2002 100 2,182 1 
305 Kunst Trykk Edgar Hartvedt AS Norway Kobbeltvedt Emballasje AS Norway 2006 100 n.a. 0 
306 Kuoni Scandinavia AB Sweden Select Tours AS Norway 2003 100 n.a. 1 
307 Lagercrantz Group AB Sweden ISIC A/S Denmark 2005 100 n.a. 1 
308 Landteknikk AS Norway Optimove AS Norway 2006 50 n.a. 0 
309 Långshyttan Slipservice AB Sweden Gomex Finland Oy Ab Finland 2006 100 n.a. 1 
310 Lantmännen Unibake Denmark Denmark Belpan Holding Belgium 2006 100 n.a. 0 
311 Lerøy Seafood Group ASA Norway Aurora Salmon AS Norway 2005 100 16,877 1 
312 Lerøy Seafood Group ASA Norway Hydro Seafood GSP Ltd United 2001 100 n.a. 0 
313 LGP Telecom Holding AB Sweden Allgon AB Sweden 2003 100 83,094 0 
314 Lidingö Tidning AB Sweden Nynäshamns-Posten AB Sweden 2006 100 n.a. 0 
315 LN Marketing A/S Denmark Eurocom Tele Services A/S Denmark 2005 100 n.a. 0 
316 Løgstør Rør A/S Denmark Alstom Power Flowsystems A/S Denmark 2005 100 n.a. 1 
317 LR Swedish Properties AB Sweden Dividum Oy Finland 2004 80 n.a. 1 
318 LR Swedish Properties AB Sweden Dividum Oy Finland 2004 84 n.a. 1 
319 LR Swedish Properties AB Sweden Dividum Oy Finland 2004 100 n.a. 1 
320 Lund Gruppen AS Norway Grorud Industrieiendommer Norway 2006 100 n.a. 0 
321 Lunds Energi AB Sweden Ringsjö Energi AB Sweden 2004 100 n.a. 0 
322 Luossavaara-Kiirunavaara AB Sweden Kiruna Grus- och stenförädling Sweden 2002 100 n.a. 1 
323 Magic House AB Sweden Axlon International AB Sweden 2005 100 n.a. 0 
324 Mähler International AB Sweden Tellefsdal AS Norway 2006 100 n.a. 1 
325 Mammens Emballage A/S Denmark Alpap Emballage A/S Denmark 2005 100 n.a. 0 
326 Mamut ASA Norway Active 24 ASA Norway 2006 100 n.a. 1 
327 MBD Invest AB Sweden Visby Bilex AB Sweden 2003 100 n.a. 0 
328 MECA Försäljnings AB Sweden El & Diesel i Stockholm AB Sweden 2003 100 n.a. 0 
329 Meda AB Sweden Ipex Medical AB Sweden 2004 100 15,117 1 
330 Medi-Stim ASA Norway Kir-Op AS Norway 2006 100 2,952 0 
331 Medströms AB Sweden Publisher Produktion Sweden 2006 50 n.a. 0 
332 Mellanskog Industri AB Sweden AssiDomän Timber Sweden 2003 100 n.a. 1 
333 Metrima AB Sweden Home Solutions AB Sweden 2005 100 n.a. 0 
334 Midway Holding AB Sweden Onrox AB Sweden 2005 100 n.a. 1 
335 Minelco AB Sweden Microfine Minerals Ltd United 2002 100 n.a. 0 
336 Mobile Media Company AS, Norway Viva Technologies AS Norway 2004 100 n.a. 1 
337 Mobile Media Company AS, Norway MindX AS Norway 2005 100 n.a. 1 
338 Modern Times Group MTG AB Sweden P4 Radio Hele Norge ASA Norway 2006 100 n.a. 1 
339 Modern Times Group MTG AB Sweden P4 Radio Hele Norge ASA Norway 2006 69 34,170 1 
340 Modul 1 Data AB Sweden Sprawl Solutions AB Sweden 2004 100 n.a. 1 
341 Mölnlycke Health Care AB Sweden Medlock Medical Ltd United 2006 100 n.a. 1 
342 Mondo A/S Denmark Basset A/S Denmark 2005 100 n.a. 1 
343 Naturkompaniet AB Sweden Fiskarnas Redskapshandel AB Sweden 2003 100 n.a. 0 
344 NetPartner A/S Denmark SACOM APS Denmark 2006 100 n.a. 0 
345 NetShop ASA Norway Zepto Computers AS Norway 2006 100 n.a. 1 
346 New Wave Group AB Sweden Frantextil AB Sweden 2002 100 n.a. 1 
347 New Wave Group AB Sweden Jobman Workwear AB Sweden 2004 100 n.a. 0 
348 New Wave Group AB Sweden Dahetra A/S Denmark 2005 100 2,687 0 
349 NG Spar Buskerud AS Norway Handelslagets Matsenter AS Norway 2006 100 n.a. 1 
350 Nibe Industrier AB Sweden Varde Ovne A/S Denmark 2006 100 n.a. 0 
351 Nibe Industrier AB Sweden Naturenergi Iwabo AB Sweden 2006 100 n.a. 0 
352 Nibe Industrier AB Sweden Druzstevni zavody Drazice - Czech 2006 100 n.a. 0 
353 Nocom AB Sweden Northern Parklife AB Sweden 2006 100 2,565 1 
354 Nordberg Eiendom AS Norway Sydvaranger AS Norway 2006 100 12,534 0 
355 Nordic Web Radio AB Sweden MainStation AB Sweden 2005 100 n.a. 0 
356 Nordisk Express AS Norway Ecotrans AS Norway 2006 100 n.a. 1 
357 Nordisk Film A/S Denmark Substanz ApS Denmark 2006 50 n.a. 1 
358 Norefjell Skisenter AS Norway Vassfjellet Skiheiser AS Norway 2003 75 670 0 
359 Norsk Aller AS Norway Huser Sund Media AS Norway 2006 75 n.a. 0 
360 Norsk Telegrambyrå AS Norway Universum AS Norway 2003 50 n.a. 1 
361 Norske Skogindustrier ASA Norway Forestia AS Norway 2005 100 n.a. 1 
362 Note AB Sweden BEVE Electronics AB Sweden 2003 100 n.a. 0 
363 Nötudden Invest AB Sweden Fricweld AB Sweden 2006 100 n.a. 1 
364 Novotek AB Sweden Processgruppen Sundsvall AB Sweden 2006 100 n.a. 1 
365 Novotek AB Sweden Odense Production Information Denmark 2006 51 n.a. 1 
366 NP3 Communication I/S Denmark Funghi AB Sweden 2003 100 n.a. 1 
367 NVS Installation AB Sweden Projektsvets AB Sweden 2004 100 n.a. 1 
368 Odim ASA Norway OHI AS Norway 2006 83 n.a. 1 
369 Opcon AB Sweden SEM AB Sweden 2003 100 n.a. 0 
370 Optegra AB Sweden TermoRegulator AB Sweden 2006 100 2,679 0 
371 Optimera AS Norway Bygg Gros Trondheim AS Norway 2006 100 n.a. 1 
372 Optimera AS Norway A Lønseth AS Norway 2006 100 n.a. 1 
373 Optovent AB Sweden Accelerator i Linköping AB Sweden 2005 100 n.a. 1 
374 Oras AS Norway Rørsenteret Kongsberg AS Norway 2006 100 n.a. 1 
375 Orc Software AB Sweden Orc ExNet Transaction Services Sweden 2005 100 944 1 
376 Orkla ASA Norway Chips Oyj Abp Finland 2005 100 n.a. 0 
377 Orkla ASA Norway Elkem ASA Norway 2005 50 146,734 0 
378 Orkla ASA Norway Elkem ASA Norway 2005 100 n.a. 0 
379 Orkla Media AS Norway NZ Netzeitung GmbH Germany 2005 100 n.a. 1 
380 Orkla Media AS Norway Hardware Online AS Norway 2005 100 n.a. 1 
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381 Orkla Media AS Norway n3sport AS Norway 2005 90 n.a. 0 
382 Ove Arkil Holding A/S Denmark SAW Schleswiger Asphaltsplitt- Germany 2004 85 12,117 0 
383 P A Norstedt & Söner AB Sweden Talande Böcker i Stockholm AB Sweden 2006 100 n.a. 1 
384 Pan Vision AB Sweden BJ Electronics Software AS Norway 2004 100 n.a. 1 
385 Panaxia Security AB Sweden Ha-Be Frakt AB Sweden 2006 100 n.a. 0 
386 PARKEN Sport & Denmark Fitness dk A/S Denmark 2006 66 26,300 0 
387 PartnerTech AB Sweden KSH-Productor Oy Finland 2005 100 n.a. 0 
388 PartnerTech AB Sweden Th Kristiansen AS Norway 2006 100 n.a. 0 
389 Peab AB Sweden Vasa Betongstation AB Finland 2003 100 4,351 0 
390 Peab AB Sweden Midroc Construction AB Sweden 2006 100 n.a. 0 
391 Peab AB Sweden Brunnshög Bostads AB Sweden 2006 100 n.a. 0 
392 Peab AB Sweden Markteknik Schakt & Transport Sweden 2006 100 n.a. 0 
393 Per Andersson i Västerås AB Sweden Feelgood Equipment AB Sweden 2003 100 n.a. 1 
394 Personalhuset AS Norway Bemanningsservice AS Norway 2006 100 n.a. 1 
395 Personalhuset AS Norway Rådgiverne Rekruttering & Norway 2006 100 n.a. 1 
396 Personalhuset AS Norway Personell24 AS Norway 2006 100 n.a. 1 
397 Phone House Sverige AB, The Sweden Market Service Group AB Sweden 2005 100 n.a. 0 
398 Phonera AB Sweden Nocom Networks AB Sweden 2006 100 n.a. 1 
399 Photoline AS Norway Norsk Skolefoto AS Norway 2004 100 n.a. 0 
400 Pictura AB Sweden Backemarks Grafiska AB Sweden 2005 100 n.a. 1 
401 Polimoon AS Norway Ciplast Srl Italy 2005 100 n.a. 1 
402 Poolia AB Sweden Nilesco Search AB Sweden 2003 100 n.a. 1 
403 Poolia AB Sweden Parker Bridge Recruitment Ltd United 2004 100 8,944 1 
404 Precise Biometrics AB Sweden Fyrplus Teknik AB Sweden 2005 100 n.a. 0 
405 Pressalit Group AS Denmark ESL Industries plc United 2005 100 n.a. 0 
406 Prevas AB Sweden Glaze Holding AB Sweden 2006 100 n.a. 0 
407 Prevas AB Sweden Avantel AB Sweden 2006 100 n.a. 0 
408 Proffice AB Sweden Plus4You AB Sweden 2006 100 n.a. 1 
409 Proffice AB Sweden Wesam Care AB Sweden 2005 100 n.a. 1 
410 ProffPartner AS Norway Rogaland Industriservice AS Norway 2006 100 n.a. 1 
411 ProffPartner AS Norway RIS Haugesund AS Norway 2006 100 n.a. 1 
412 Progressive IT A/S Denmark ITEA APS Denmark 2005 100 n.a. 0 
413 Proplate AB Sweden Bilock Software AB Sweden 2006 100 n.a. 0 
414 Prover Technology AB Sweden Industrilogik L4i AB Sweden 2005 100 n.a. 0 
415 PSI Group ASA Norway Antonson Gruppen AB Sweden 2003 100 2,205 0 
416 Push Development AB Sweden Strax AS Norway 2005 100 n.a. 1 
417 Pyrosequencing AB Sweden Personal Chemistry AB Sweden 2003 94 20,916 1 
418 Rapp Marine AS Norway Zastava Masine DP Serbia 2006 70 405 0 
419 Readsoft AB Sweden Readsoft Consit A/S Denmark 2006 100 751 1 
420 Readsoft AB Sweden Consit Development APS Denmark 2005 50 n.a. 0 
421 REALgood AB Sweden Infoservice Sweden AB Sweden 2005 100 n.a. 1 
422 REALgood AB Sweden Infoservice Sweden AB Sweden 2004 51 n.a. 1 
423 Recall Sweden AB Sweden Svenska Lagerhus AB Sweden 2002 100 8,312 1 
424 Red & White AS Norway Caves Vidigal SA Portugal 2004 50 590 1 
425 Reitan Servicehandel AS Norway Hydro Texaco AS Norway 2006 100 n.a. 0 
426 Reitan Servicehandel AS Norway Hydro Texaco AS Norway 2006 50 n.a. 0 
427 Rejlerkoncernen AB Sweden Svenska Energihuset AB Sweden 2004 100 n.a. 1 
428 Rejlerkoncernen AB Sweden Rejlers Invest Oy Finland 2005 100 n.a. 1 
429 Republica A/S Denmark Magnetix A/S Denmark 2005 100 n.a. 1 
430 Rieber & Søn ASA Norway Uniq Nordic A/S Denmark 2005 100 14,000 0 
431 Rieber & Søn ASA Norway Frödinge Mejeri AB Sweden 2006 100 n.a. 1 
432 Saab AB Sweden Maersk Data Defence A/S Denmark 2006 100 n.a. 0 
433 Safran Software Solutions AS Norway Dovre International AS Norway 2004 100 3,900 0 
434 SalMar ASA Norway Senja Sjøfarm AS Norway 2006 100 n.a. 0 
435 SalMar ASA Norway Sjøfor AS Norway 2006 100 n.a. 0 
436 Sandvik AB Sweden Hagby-Asahi AB Sweden 2006 100 14,591 0 
437 Sandvik AB Sweden Walter AG Germany 2002 77 n.a. 0 
438 Sandvik AB Sweden Walter AG Germany 2005 100 n.a. 1 
439 SAS Component Group A/S Denmark Airline Rotables Ltd United 2006 100 17,836 0 
440 Scandinavian Beverage Group Norway Philipson & Söderberg AB Sweden 2003 100 n.a. 1 
441 Scandinavian Beverage Group Norway Wennerco AB Oy Finland 2003 100 n.a. 1 
442 Scandinavian Brake Systems Denmark EMIS Holding A/S Denmark 2005 50 n.a. 0 
443 Schaumann Holding A/S Denmark Schaumann Properties A/S Denmark 2006 82 2,007 0 
444 Schibsted ASA Norway Bergens Tidende AS Norway 2006 53 57,315 0 
445 Schouw & Co A/S Denmark BioMar Holding A/S Denmark 2005 69 119,979 0 
446 SDC DanDisc A/S Denmark DCM Digital Communication Sweden 2005 95 n.a. 0 
447 Securitas AB Sweden Ebro Vigilancia & Seguridad Spain 2003 100 2,800 0 
448 Securitas AB Sweden Valiance Fiduciaire SAS France 2004 100 n.a. 1 
449 Securitas AB Sweden Black Star SL Spain 2005 100 23,000 0 
450 Securitas Systems AB Sweden CIS SpA Italy 2006 75 n.a. 0 
451 Securitas Systems AS Norway Nor Security AS Norway 2006 100 n.a. 0 
452 Semcon AB Sweden Propeller by Semcom AB Sweden 2005 100 n.a. 0 
453 Setec Card AB Sweden Card TAGnology AB Sweden 2003 100 n.a. 1 
454 Setra Group AB Sweden Rolfs Såg & Hyvleri AB Sweden 2006 100 n.a. 0 
455 SH Transport AS Norway Skjønhaug Godsruter AS Norway 2006 100 n.a. 1 
456 Sigma AB Sweden International Program Sweden 2004 100 n.a. 0 
457 Simex Mechanical AS Norway Trio Maskinering AS Norway 2006 100 n.a. 0 
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458 Sjælsø Gruppen A/S Denmark Ikast Byggeindustri A/S Denmark 2006 100 107,256 0 
459 SKF AB Sweden Scandrive Control AB Sweden 2003 100 n.a. 1 
460 SKF AB Sweden Sommers Industriteknik AB Sweden 2005 100 n.a. 0 
461 SmålandsLogistik AB Sweden AHL Johanssons Åkeri AB Sweden 2005 100 n.a. 1 
462 SöderbergFöretagen AB Sweden Andrén & Söner AB Sweden 2006 100 n.a. 1 
463 SöderbergFöretagen AB Sweden Meco Pak AB Sweden 2005 100 n.a. 0 
464 SoftOne Sverige AB Sweden Carat Lön AB Sweden 2005 100 n.a. 0 
465 Software Innovation ASA Norway Mynta Management & IT AB Sweden 2002 100 411 0 
466 Sol og Strand Feriehusudlejning Denmark Sydsol Feriehusudlejning Denmark 2005 100 n.a. 1 
467 Sonata AS Norway Belships ASA Norway 2001 56 1,771 0 
468 Sophus Fuglsang Export- Denmark Dragsbaek Maltfabrik A/S Denmark 2006 100 n.a. 0 
469 Specma Hydraulic AB Sweden Wiro-Argonic AB Sweden 2004 100 n.a. 1 
470 Spray Network AB Sweden Tiscali AB Sweden 2004 100 13,000 1 
471 Statkraft SF Norway ABB Financial Energy AB Sweden 2003 100 n.a. 1 
472 Statkraft SF Norway Baltic Cable AB Sweden 2004 67 n.a. 1 
473 Statkraft SF Norway Naturkraft AS Norway 2004 50 n.a. 1 
474 Stena AB Sweden Stena Line AB Sweden 2001 100 54,717 1 
475 Stena Jern & Metal A/S Denmark Rødkærsbro Produkthandel A/S Denmark 2006 100 n.a. 0 
476 Stena Stål AB Sweden Nomeko AB Sweden 2006 100 n.a. 0 
477 StepStone ASA Norway EasyCruit AS Norway 2004 100 n.a. 1 
478 StepStone ASA Norway IT-Jobbank A/S Denmark 2006 100 n.a. 1 
479 StepStone ASA Norway Intility AS Norway 2006 100 n.a. 1 
480 Stille AB Sweden Safe Conduct AB Sweden 2003 100 n.a. 1 
481 Storebrand Eiendomsfond AS Norway Bogstadveien 29 KS Norway 2006 100 n.a. 1 
482 Strömma Turism & Sjöfart AB Sweden Interbus AB Sweden 2006 100 n.a. 1 
483 Strømme ASA Norway Norwegian Maritime Equipment Norway 2005 100 n.a. 0 
484 Styrud Ingenjörsfirma AB Sweden Boreal Star Oy Finland 2006 100 n.a. 1 
485 Sund Kommunikation Sweden Kind PR & Information AB Sweden 2005 100 n.a. 1 
486 Sund Kommunikation Sweden 31 Corporate Communications Sweden 2005 100 n.a. 1 
487 Sundfrakt AB Sweden MGT Maskin & Godstransport i Sweden 2004 100 n.a. 1 
488 Sunkost Detalj AS Norway Auron Helsekost Drift AS Norway 2006 100 n.a. 0 
489 Sunnmørsposten AS Norway Fjordingen AS Norway 2003 100 n.a. 1 
490 Svenska Bil i Norden AB Sweden Bekö Bil AB Sweden 2006 100 n.a. 1 
491 Svenska Cellulosa AB Sweden Bertako SL Spain 2002 100 17,507 1 
492 Svenska Cellulosa AB Sweden Manufacturas Papeleras Spain 2006 100 n.a. 1 
493 Svenska Wavin AB Sweden Rona Plast AB Sweden 2003 100 n.a. 0 
494 Swan Reefer ASA Norway Albion Reefers Ltd United 2002 100 35,134 0 
495 Sweco AB Sweden Statkraft Grøner AS Norway 2003 92 n.a. 0 
496 SWECO FFNS Arkitekter AB Sweden Avista AB Sweden 2004 100 n.a. 1 
497 SWECO Projektledning AB Sweden FM Konsulterna AB Sweden 2005 100 n.a. 1 
498 Synerco AB Sweden Prevaka AB Sweden 2005 100 n.a. 0 
499 SYSteam AB Sweden Eminus AB Sweden 2006 100 n.a. 1 
500 Tandberg ASA Norway Ridgeway Systems & Software United 2004 100 13,394 1 
501 Tandberg Data ASA Norway Computer Design Group plc United 2005 100 n.a. 0 
502 TDC A/S Denmark Hungarian Telephone and Cable United 2005 63 61,720 0 
503 Team Bygg AS Norway Mesterbygg Jæren Eiendom AS Norway 2006 100 n.a. 0 
504 Technology Nexus AB Sweden Armoursoft Ltd United 2006 100 n.a. 0 
505 Tele2 AB Sweden Suomen 3G Oy Finland 2003 100 7,900 0 
506 Tele5 Voice Services AB Sweden Levonline AB Sweden 2006 100 n.a. 0 
507 Teleca AB Sweden GeraCap Oy Finland 2004 100 n.a. 0 
508 Teleca AB Sweden AU-System AB Sweden 2002 100 146,278 0 
509 Teleca AB Sweden YacCom SAS France 2003 100 4,271 0 
510 TeleComputing ASA Norway Kebne International AB Sweden 2002 100 8,894 1 
511 TeleComputing ASA Norway IT Broker AS Norway 2005 100 n.a. 1 
512 Telefonaktiebolaget LM Sweden Audilog SA France 2004 100 n.a. 1 
513 Telefonaktiebolaget LM Sweden Teleca OSS AB Sweden 2005 100 n.a. 1 
514 Telefonaktiebolaget LM Sweden NetSpira Networks SL Spain 2005 100 n.a. 1 
515 Telefonaktiebolaget LM Sweden Netwise AB Sweden 2006 100 32,466 0 
516 Telenor ASA Norway EdiSys AS Norway 2003 51 n.a. 1 
517 Telenor ASA Norway Kyyivstar Dzh.Es.Em. ZAT Ukraine 2004 100 n.a. 1 
518 Telenor ASA Norway Kyyivstar Dzh.Es.Em. ZAT Ukraine 2004 57 4,142 1 
519 Telenor ASA Norway Cybercity A/S Denmark 2005 100 185,824 1 
520 Telenor ASA Norway Vodafone Sverige AB Sweden 2006 100 1,035,000 0 
521 Telenor ASA Norway Glocalnet AB Sweden 2006 50 14,627 0 
522 Telenor ASA Norway Maritime Communications Norway 2006 100 n.a. 0 
523 Telenor ASA Norway GrameenPhone Ltd Bangladesh 2004 62 27,271 1 
524 TeliaSonera AB Sweden Eesti Telekom AS Estonia 2005 50 2,476 0 
525 TeliaSonera AB Sweden Vollvik Gruppen AS Norway 2005 91 197,501 0 
526 TeliaSonera AB Sweden Xfera Móviles SA Spain 2006 80 n.a. 1 
527 TeliaSonera AB Sweden Eesti Telekom AS Estonia 2006 52 13,747 1 
528 TeliaSonera AB Sweden Eesti Telekom AS Estonia 2006 54 n.a. 1 
529 TeliaSonera AB Sweden NextGenTel Holding ASA Norway 2006 82 198,490 1 
530 TeliaSonera AB Sweden NextGenTel Holding ASA Norway 2006 100 n.a. 1 
531 TeliaSonera AB Sweden NextGenTel Holding ASA Norway 2006 91 n.a. 1 
532 Telitas AS Norway Akumiitti Oy Finland 2004 100 n.a. 0 
533 TFS Trial Form Support Sweden CDC Clinical Data Care in Lund Sweden 2005 100 n.a. 1 
534 Thon Hotell AS Norway Torghatten Hotell Norway 2005 100 n.a. 0 
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535 Ticket Travel Group AB Sweden MZ Travel AB Sweden 2006 100 n.a. 0 
536 Tobii Technology AB Sweden Viking Software AS Norway 2006 100 n.a. 0 
537 Trelleborg AB Sweden Polymer Sealing Solutions Ltd United 2003 100 706,096 0 
538 Trelleborg AB Sweden Dunlop GRG Holdings Ltd United 2005 100 n.a. 0 
539 Trelleborg Building Systems Sweden Hetag Tagmaterialer A/S Denmark 2006 100 n.a. 0 
540 Trelleborg Building Systems Sweden Batek AS Norway 2004 100 n.a. 0 
541 Trensums Food AB Sweden Örneborg & Co AB Sweden 2006 100 n.a. 0 
542 Tricorona AB Sweden ANA Ädelmetall AB Sweden 2005 100 n.a. 1 
543 Tricorona AB Sweden Ana Kalto AB Sweden 2005 100 n.a. 1 
544 Tricorona AB Sweden Skrot Johan AB Sweden 2005 100 n.a. 0 
545 Tronrud Bil AS Norway First Fleet Services AS Norway 2002 100 n.a. 0 
546 Tschudi Shipping Company AS Norway TESMA Estonia AS Estonia 2005 100 n.a. 0 
547 Tschudi Shipping Company AS Norway Rederiet Otto Danielsen A/S Denmark 2005 100 n.a. 0 
548 Tschudi Shipping Company AS Norway TECO Lines AS Estonia 2006 100 n.a. 1 
549 Tylö AB Sweden Kastor Oy Finland 2001 100 n.a. 0 
550 Universum Communications Sweden Studentkortet AB Sweden 2005 100 n.a. 1 
551 V&S Vin & Sprit AB Sweden Polmos Lubuska Wytwornia Poland 2003 85 29,956 0 
552 Vattenfall AB Sweden Song Networks Holding AB Sweden 2003 95 53,438 1 
553 Veidekke ASA Norway Kolo Veidekke AS Norway 2005 100 14,935 1 
554 Ventelo Sverige AB Sweden RSLCOM Holding AB Sweden 2004 100 n.a. 0 
555 Ventelo Sverige AB Sweden Webpartner A/S Denmark 2006 100 n.a. 0 
556 Veststar AS Norway Eidane Smolt AS Norway 2006 100 2,949 1 
557 Via Gruppen AS Norway Zolong AS Norway 2003 100 n.a. 0 
558 Via Gruppen AS Norway In2 Net AS Norway 2003 100 n.a. 0 
559 Visma Software AS Norway Ajourit AS Norway 2004 100 2,604 1 
560 Visma Software AS Norway Møre Datasystemer AS Norway 2003 50 537 0 
561 Visma Software AS Norway Client System AS Norway 2003 50 1,087 0 
562 Visma Software AS Norway Vestfold ButikkData AS Norway 2005 61 n.a. 1 
563 Volati Industri AB Sweden Sveico AB Sweden 2005 100 n.a. 0 
564 Vollvik Gruppen AS Norway Chess Communication AS Norway 2002 65 n.a. 1 
565 VPC AB Sweden Suomen Arvopaperikeskus Oy Finland 2004 100 114,553 0 
566 Welcon AS Norway Karmsund Fiskemel AS Norway 2006 100 n.a. 1 
567 White Arkitekter AB Sweden Hs Ark Arkitektfirma A/S Denmark 2006 100 n.a. 0 
568 Wilh Wilhelmsen ASA Norway Unitor ASA Norway 2006 100 n.a. 1 
569 Wilh Wilhelmsen ASA Norway Unitor ASA Norway 2005 90 n.a. 1 
570 Wilson ASA Norway Nesskip HF Iceland 2006 52 15,983 0 
571 Wise Group AB Sweden Svensk PA Forum AB Sweden 2006 100 n.a. 0 
572 WM-data AB Sweden WM-data Utilities AB Sweden 2005 100 n.a. 1 
573 WM-data AB Sweden Parere AB Sweden 2004 100 35,575 1 
574 WM-data AB Sweden Bizguide AB Sweden 2004 100 n.a. 1 
575 WSP Sweden AB Sweden JET VVS Konsult AB Sweden 2005 100 n.a. 1 
576 WSP Sweden AB Sweden Transek AB Sweden 2006 100 n.a. 0 
577 WSP Sweden AB Sweden HLLS Arkitekter AB Sweden 2006 100 n.a. 0 
578 WSP Sweden AB Sweden Inregia AB Sweden 2003 100 n.a. 1 
579 Zacco A/S Denmark H Wagner & Co. AB Sweden 2005 100 n.a. 1 
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Appendix  2 – Correlation matrix 
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Appendix 3 - Proxy selection of the hypotheses 

This section introduces the measures of the hypotheses set up in section 3 and 5. This section 

increases the validation of the result as it will clarify the argument of how the proxies are 

used in the performance analysis.  

 

14.1.1 Measures of univariate section  

Hypothesis 1 includes a measure of the free cash flow ex-ante in the bidding company. This 

will be measured as the bidders’ cash flow in percentage of sales in the year prior to the 

merger. The cash flow is based on the profit for the year added the depreciations, and will 

therefore approximate how much the bidder is generating in cash compared to the revenue. 

Thus, this measure will reflect magnitude of free cash flow managers had at disposable 

before engaging in the M&A. 

 

Hypothesis 2 describes the relatedness of the M&A which should be used to analyze whether 

the merger is part of a diversification strategy. This measure is based on the two-digit primary 

SIC codes of the bidder and target. If these match the transaction is considered to be related. 

If they do not match it is examined whether the bidder’s secondary SIC code matches with 

the target’s primary code, and only if none of these match the merger is characterized as 

unrelated.  

 

Hypothesis 3 describes the managerial entrenchment of a merger sequence and it is therefore 

investigated how many M&A the companies have engaged in. This will be calculated based 

on each firm’s BVD-number and the number of mergers will be added up across the entire 

sample.  

 

Hypothesis 4 takes offset in a proxy for how large an ownership fraction the acquiring bidder 

possesses of the combined firm. This is a method to reflect the possibility of extracting 

private benefits and is measured as the bidder’s final voting stake of the combined company. 

 

Hypothesis 5 cannot be tested before the timing of mergers in our data is sorted out. Hence, 

section 8.2 will analyze the data in a merger wave context and determines the years that can 

be characterized by high merger activity. This will be used to measure which M&A that are 

completed at the peak of the recent merger wave. 
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Hypothesis 6 makes use of the bidding company’s outperformance prior to the acquisition as 

a proxy for overconfidence. This is measured by the abnormal return one year prior to the 

acquisition. The method to determine the matching companies was discussed in section 7.2.1 

and this approach will ensure the performance is compared with its best possible match.  

 

Hypothesis 7 makes use of the time difference between rumor and completion date as a proxy 

for the confirmation trap. The rumor date is the date of which the planned merger is rumored 

in the public and the completion date is the final date of completion.  

 

Hypothesis 8 is based on investment levels as a proxy for escalation of commitment. As a 

measure of investments capital expenditure (CAPEX) will be studied as the change in 

percentage of sales one year prior to the acquisition to two years after acquisition. This 

should give an indication of whether managers keep investing in the merger and thereby are 

exposed to escalation of commitment.  

 

14.1.2 Multivariate analysis 

This section makes use of the same measures of the proxies as outlined above. Moreover,  

three control factors (shares, relatedness and size) will be included to isolate the performance 

of the univariate analysis. Method of payment will be extracted directly from the database. 

The same approach used in hypothesis 2 will be applied throughout the rest of the hypotheses 

to determine the relatedness. The size of the transaction will be based on a measure of the 

total assets for bidder and target ex-ante the acquisition. This measure includes the book 

value of the company and will therefore reflect a measure of size. 

 

14.1.3 Test of robustness  

This section outlines the other proxies applied to test whether the results are sensitive towards 

the choice of measurement. The hypotheses that were insignificant will not be tested as the 

thesis aims to prove that the accepted hypotheses are not sensitive to changes in measures. 

Thus, tests of robustness are set up for hypothesis 1, 2, 5 and 6. 

 

Hypothesis 1 will be tested for robustness by the use of an excess cash measure and a prior 

growth estimate. The excess cash is measured as cash or cash equivalent in percentage of 
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sales as this will measure how much cash is available for managers. In most businesses cash 

are needed to support the ongoing business and should be included in working capital. This 

amount should ideally be subtracted from the excess cash measure. However, such measure 

cannot be identified as this differs across industries and therefore the cash measure is used 

directly. Prior growth estimates will be calculated from the growth in total assets in percent 

from two years to one year prior the completion date of acquisition. This implies that none of 

the acquisitions from 2001 can be included in this measure as there is only financial 

information for the last 10 years in the database Orbis. Yet, as only 13 mergers in the sample 

are completed in 2001 this will not limit the investigated sample size considerably.  

 

Hypothesis 2 will be tested for robustness by testing for the target’s beta value and the 

performance of firms that undertake cross border acquisitions. The beta value is a measure of 

a company’s share price sensitivity to movements in the market (Brealey et al. 2008). A beta 

below 1 implies that the company fluctuates less than the market and a beta greater than 1 

indicates that the company’s share price is more sensitive. The beta value will be determined 

based on two years of weekly data. However, unlisted companies have been included and for 

these a beta cannot be calculated. Thus, for the companies without a beta value an estimated 

exposure to market risk is found through the industry’s average beta. These industry groups 

are based on the firm’s primary two-digit SIC code. As the beta value expresses the exposure 

to market risk it is reasonable to assume that this degree should be similar across companies 

exposed to the same industry risk factors. The estimated industry betas are extracted from the 

database of Damodaran (2010) who publishes these figures annually.  

To measure the performance of cross border mergers the home country of the bidder and 

target is matched. If these do not match the acquisition is considered to be a cross border 

M&A. The drawback of a measure based on domicile is that many of the companies are 

multinational so a large company may consider several countries as home markets.   

However, this will not change the motive for diversifying over a number of countries to 

eliminate the exposure to one economy. 

 

A test of robustness for hypothesis 5 will include two measures of herd behavior including 

the two years with highest merger activity within the sample period and the stock market 

valuation. The stock market valuation will be used to isolate how anchoring will affect 

performance without using the same proxy as for herd behavior. This is measured as the 
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market to book ratio. The figure below lists the annual average global valuation of firms’ 

assets as the ratio market value to book value of assets. The figure reflects how much the 

market value of the companies’ assets deviate from the book value.    

Figure 38 - Market to book ratios 

 

 

Hypothesis 6 that robustness tests for overconfidence will be measured by the performance of 

the bidder prior to the mergers based on an industry average. The same peers are used from 

which the matching company was selected. This consists of 7,082 random selected Western 

European companies of which the simple average of ROA will be calculated for each two-

digit SIC codes. This might better represent how managers will perceive their own 

performance. 

 

  

2001 2002 2003 2004 2005 2006

Market-to-book 3.1x 2.5x 3x 3.7x 2.9x 3.1x

Source: Damodaran (2010)
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Appendix 4 – Stock price development of PSE 

 

 Date Stock price Date Stock price Date Stock price Date Stock price

dec-02 220 dec-04 308 dec-06 1,270 dec-08 400

jan-03 216 jan-05 312 jan-07 1,550 jan-09 480

feb-03 218 feb-05 311 feb-07 1,450 feb-09 470

mar-03 204 mar-05 322 mar-07 1,580 mar-09 460

apr-03 202 apr-05 316 apr-07 1,990 apr-09 495

maj-03 200 maj-05 339 maj-07 1,835 maj-09 530

jun-03 210 jun-05 430 jun-07 1,690 jun-09 510

jul-03 213 jul-05 435 jul-07 1,683 jul-09 550

aug-03 228 aug-05 440 aug-07 1,520 aug-09 550

sep-03 250 sep-05 455 sep-07 1,419 sep-09 490

okt-03 245 okt-05 458 okt-07 1,460 okt-09 496

nov-03 245 nov-05 510 nov-07 1,200 nov-09 359

dec-03 251 dec-05 502 dec-07 1,216 dec-09 303

jan-04 260 jan-06 768 jan-08 1,068 jan-10 280

feb-04 271 feb-06 878 feb-08 1,185 feb-10 295

mar-04 272 mar-06 730 mar-08 1,170 mar-10 127

apr-04 275 apr-06 970 apr-08 1,270 apr-10 85

maj-04 289 maj-06 899 maj-08 1,295

jun-04 308 jun-06 962 jun-08 1,290

jul-04 316 jul-06 990 jul-08 1,290

aug-04 318 aug-06 1,300 aug-08 1,270

sep-04 319 sep-06 1,393 sep-08 1,111

okt-04 324 okt-06 1,350 okt-08 850

nov-04 321 nov-06 1,413 nov-08 515

Source: Euroinvestor.dk

Monthly stock price development of PSE in DKK


