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Executive Summary 

This master thesis examines the applicability of the theory of hostile corporate takeovers 

derived from the findings made in Michael C. Jensen and Richard S. Ruback’s paper The 

Market for Corporate Control: The Scientific Evidence. The thesis examines the applicability 

of the theory when applied on the U.K. stock market between 1985 and 2009. Jensen and 

Ruback’s theory is described and evaluated with other literature on corporate control, efficient 

markets, abnormal returns and wealth generation. By replicating Jensen and Ruback’s 

methodology, the thesis uses cumulative abnormal returns as the measurement of the effects 

hostile corporate takeover have on the share prices of acquiring and target companies in both 

successful and unsuccessful corporate takeovers. In order to find the CAR for successful and 

unsuccessful acquirers and targets, a number of event studies are used with different time 

intervals. After analyzing the results, the thesis confirms the applicability of Jensen and 

Ruback’s theory on the U.K. market in terms of successful targets; however, it does not 

confirm the applicability of successful acquirers and unsuccessful acquirers and targets. As 

such, the overall results of the thesis’s study indicate, with statistical significance, that Jensen 

and Ruback’s theory is not applicable on the U.K. market as a whole. 
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Chapter 1. – Introduction 

The Introduction chapter aims to give the reader an understanding of the background and 

foundation of the underlying thesis theory. After explaining the foundation, relevance and 

purpose of the thesis, the chapter ends with a disposition that will guide the reader through 

the rest of the thesis. 

1.1. Introduction 

Michael C. Jensen is the Jesse Isidor Straus Professor of Business Administration at Harvard 

Business School and one of the most quoted scholars within the social sciences. With over 

100 academic papers and articles over the past 40 years, Jensen has positioned himself as 

one of the most influential and controversial social scientists in the world. He has founded the 

prestigious scientific publication Journal of Financial Economics and has been a candidate for 

the Nobel Memorial Prize in Economics (Swedbank, 2007). His research and contribution 

around the agency theory, incentive system and mergers and acquisitions has had an 

enormous impact on how both scholars and professionals look at the most fundamental 

questions within finance and economics (HBS, 2012a). As the Willard Prescott Smith 

Professor of Corporate Finance at Harvard Business School, Richard S. Ruback has followed 

in the footsteps of his fellow Harvard scholar, Michael C. Jensen. Ruback has been a long 

time editor of the Journal of Financial Economics and has become an expert in the field of 

corporate finance; especially in post-merger performance, valuation and corporate control 

transactions. His research on corporate control has resulted in many case studies used by 

universities and business schools around the world (HBS, 2012b). Together, Michael C 

Jensen and Richard S Ruback, form a top-tier academic duo that has authored several award 

winning papers and articles. 

In one of the duo’s most famous publications, The Market for Control: The Scientific Evidence 

(1983), they argue for the view that hostile corporate takeovers of companies in a free market 

are a logical result of market forces and competition. Because of the control flows with the 

market forces, there are always stronger companies acquiring smaller or financially weaker 
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companies. A key conclusion of their paper is “that hostile corporate takeovers generate 

positive gains, that target firm shareholders benefit, and that bidding firm shareholders do not 

lose" (Jensen and Ruback, 1983: 55-56). A core assumption of this argument is that the 

shareholders are the most important component of a company. According to Jensen and 

Ruback, this view should be understandable as hostile corporate takeovers increase the 

value of the shares of the acquired company through an increased share price. Jensen and 

Ruback demonstrate a relationship on the U.S.-market that illustrates the share price increase 

and through those findings they base their theory of how the acquisition affects the stock 

prices of both the acquiring company and the target company. The theory describes the 

relationship between the hostile corporate takeovers, takeover attempts and share price 

fluctuations. (Jensen and Ruback, 1983) 

Like many economic theories, this one is built and developed based on the American 

corporate landscape and on U.S.-market information. Hostile Corporate takeovers in the U.S. 

have been studied in the past and there is a wide selection of studies, articles and literature 

on the subject to choose from. Although the amount of studies on hostile takeovers on the 

U.K.-market is also substantial, to the thesis’s knowledge, none test Jensen and Ruback’s 

theory on the U.K. market. 

1.2. Definitions 

In 1983, Michael Jensen and famous Booth-scholar1 Eugene Fama defined corporate control 

as “the right to determine the management of corporate resources, including the right to hire, 

discard and also set the compensation of management” (Jensen and Ruback, 1983: 48; 

Fama and Jensen, 1983a and 1983b). Ross (2009: 799-803) states that a corporate takeover 

occurs when one party, the acquirer, makes a public invitation to another party’s 

shareholders, the target, to sell their shares. The acquirers’ aim is possession of 100% of the 

existing shares, thereby gaining control over the target’s corporate resources. Jensen and 

Ruback (1983: 2) argue that a corporate takeover could be viewed as a claim for corporate 

                                      
1
 Booth School of Business is the University of Chicago’s graduate business school and widely regarded as one 
of the premier academic business institutions in the world. 
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control. Corporate takeovers can occur through mergers, tender offers, proxy contests, or 

through combinations of all 3. For simplicity reasons, and as this thesis only focus on Jensen 

and Ruback’s theory on tender offers, or hostile corporate takeovers, they will hereafter be 

referred to as corporate takeovers, hostile corporate takeovers or any combination of the two. 

Despite this, the thesis finds it important for the reader to understand the difference between 

the different takeover types. 

A merger, Fox and Fox (1976) write, is negotiated directly between the acquirer and target 

management and board of directors and is essentially a combination of the 2 companies. A 

merger seeks the approval of the target company’s management and board before the 

shareholders can approve it. Mergers can also be called friendly corporate takeovers, largely 

due to the approval of the management and board. 

Fox and Fox (1976) further write that a proxy contest occurs when the acquirer seeks the 

consensus of the target company’s shareholders in order to use their votes in a way that 

benefits the aims of the acquirer. In other words, a proxy contest is an attempt to obtain 

enough shareholder votes to gain control of the board of directors of the company. In proxy 

contests, the target management and board are often negative towards a deal and therefore 

the aims of the acquirer often include the appointment of new pro-acquirer board members 

and installment of new management teams with a more positive attitude toward a deal. 

Jensen (1984:7) states that a tender offer on the other hand, is a direct offer made to the 

target company’s shareholders, thus circumventing the management and board of directors. 

Such an offer has neither been accepted nor negotiated by the target’s management and 

board, and therefore is hostile. In many cases, a hostile offer has been preceded by another 

offer that has been rejected by the target company’s management and board. The thesis 

defines a hostile corporate takeover as a tender offer, or a hostile offer. 

To measure the economic effect of corporate takeovers, Jensen and Ruback (1983) use 

abnormal stock price changes, also called abnormal returns, as a measurement. The authors 

(Jensen and Ruback, 1983: 6) define abnormal returns as “the difference between actual and 

expected stock returns” where “the expected stock return is measured conditional on the 
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realized return on a market index to take account of the influence of market wide events on 

the returns of individual securities”.  

1.3. Foundation of Theory and Relevance 

As a publicly traded company is ultimately owned by its shareholders, it is in the shareholders’ 

best interest that the company is value creating and thus providing a return on their 

investment. Therefore it is plausible to say that the most important metric of a company’s well-

being is its share price. In their paper from 1983, Jensen and Ruback argue for the positive 

affects corporate takeovers have on share prices and thus the shareholders. A takeover offer 

creates a share price fluctuation on both the acquirers and target’s share price. The argument 

is based on quantitative event studies that incorporate corporate takeovers with both 

successful and unsuccessful outcome. In the argument it could be read that corporate 

takeovers are central in a market economy and because they change the value of a 

company’s shares, they are a natural occurrence (Jensen and Ruback, 1983). The evolution 

of the share price will be different depending on whether the takeover is successful or 

unsuccessful. This is interesting because the share price is the most suitable metric when 

measuring the affect a takeover has on the participating company’s performance and future. 

The vast amount of scientific evidence of efficient markets indicate that without insider 

information, the market price of a company’s share is the best available estimation of a 

company’s true worth (Elton and Gruber, 1984; Jensen, 1978). 

Jensen and Ruback’s theory of corporate takeovers has made a huge impact in the U.S. and 

Canada, especially at academic institutions such as universities and business schools. 

Harvard Business School, by many considered the worlds’ premier business school, uses the 

theory as a part of the curriculum and furthermore, many of Jensen’s and Ruback’s 

publications are used in the syllabus (HBS, 2013). The theory presented in the paper The 

Market for Corporate Control: The Scientific Evidence that Jensen and Ruback presented in 

1983 is also used in basic academic M&A courses as a representative example of what 

should be expected in takeover situations with regard to share price fluctuations (HBS, 2013). 
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Therefore, there should be an interest from U.K. and European universities, business schools 

and none the least students, to find out the theory’s applicability on the U.K. market. 

1.4. Purpose 

The purpose of this essay is to examine the applicability of the theory of tender offers or 

hostile corporate takeovers derived from the findings made in Michael C. Jensen and Richard 

S. Ruback’s paper The Market for Corporate Control: The Scientific Evidence. The thesis 

aims to examine the applicability of the theory when applied on the U.K. stock market and 

answer the question whether the theory is applicable or not. Furthermore the thesis will test 

the results through a series of event studies. The time frame for this event studies will 

between the start of 1985 to the end of 2009. Using Jensen and Ruback’s methodology, the 

impact of successful and unsuccessful hostile corporate takeovers on share prices will be 

measured through cumulative abnormal returns, thus providing a deeper understanding of 

merger and acquisitions and the creation of wealth it contributes to. 

1.5. Scope of Study 

The study that the thesis relies upon will use the share price of the companies involved as the 

underlying measurement. Therefore all other measures such as common financial ratios and 

the internal financial status of companies are ignored. Another consequence of this is that the 

study will only include companies, whose shares are traded on a public marketplace, thus 

eliminating private companies and companies that became private on the announcement day. 

Furthermore, the financing of takeovers, size of participating companies (other than a 

minimum equity value for studied companies) or the attitude towards the corporate takeovers 

and takeover attempts will not be addressed in the thesis. A separation of the mentioned is 

not done because of the thesis’s purpose, which is to test the Jensen and Ruback theory.  

1.6. Disposition 

The introductory chapter is followed by a chapter where the theoretical framework is 

thoroughly examined. Chapter 3 describes the thesis’s methodology whilst chapter 4 presents 
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the collected data. Chapter 5 analyses the study’s findings and chapter 6 summarizes the 

findings as well as presents limitations and further interesting areas of research related to the 

topic. 
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Chapter 2. – Theoretical Framework 

The chapter starts with a brief background section and then progresses to explain, in detail, 

Jensen and Ruback’s paper The Market for Corporate Control: The Scientific Evidence and 

its underlying components. The chapter ends with a section on supporting literature, all in 

order to give the reader a thorough overview of the theory investigated. 

2.1. Background 

The paper The Market for Corporate Control: The Scientific Evidence (1983) by Michael 

Jensen and Richard Ruback is widely considered as a landmark publication in the area of 

finance. It was the first comprehensive paper that provided a concise summary of corporate 

takeover activity pre-1980. Prior to the publication of the paper, corporate takeovers were 

considered to be nothing less than sinister enriching only the greedy few. The publishing of 

Jensen and Ruback’s paper came just a few years after a period when M&A was considered 

to be something less than good (Jarrell, Brickley and Netter, 1988: 50-51). The paper, with its 

compilation of studies on the implication on share prices caused by announcements of 

corporate takeover offers and hard-core evidence of wealth creation, in some way tried to 

change this view. In the well-cited and regarded paper, the authors not only review much of 

the literature that had up until that time been published on the subject, but also offer new 

ideas and viewpoints. 

Although opposition of corporate takeovers has decreased in ferocity since the paper’s 

publication, it still exists to a wide extent today. Acquiring companies involved in corporate 

takeovers are often labeled as raiders, painting the picture of the management as greedy. 

Sudarsanam and Mahate (2006: S8) offer an interesting interpretation of the general public’s 

view on corporate takeovers; “hostile acquirers are depicted as raiders, asset strippers or 

plunderers that destroy well-established companies and devastate communities in their 

relentless pursuit for greed”. A projection of corporate takeovers often created by the media 

as something almost evil causes many shareholders to reject a bid. Such a negative 

impression makes it arguably more challenging for acquirers to get their bids through for 
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consideration and ultimately more difficult to convince shareholders to sell. This is despite that 

several studies show the shareholder benefits created by corporate takeovers. For example, 

a study conducted in mid-2011 by KPMG, the giant auditing firm, and Cass Business School, 

a top-ranked business school in London, concluded that corporate takeovers enhance the 

shareholder value (Johnson, 2011). Shareholder wealth, as a result of corporate takeovers, is 

closely related to assumptions about market efficiency and corporate control. 

Jensen (1984) argues that the most important component of the modern corporation is the 

shareholders as they are the ultimate controller of the privileges to organizational control. The 

shareholders guarantee the contracts of all constituencies and therefore accept the residual 

risk of the corporation. Therefore, the shareholders must be the focal point for any dialog 

referring to it. 

2.2. The Market for Corporate Control: the Scientific Evidence 

2.2.1. Corporate Control 

Jensen and Ruback’s theory from 1983 is based on the assumption that a public corporation 

or company is owned by its shareholders and thus it is in their interest to receive the 

maximum return on their investment. Therefore the prime objective of the company is to 

operate as a wealth creating entity (Jensen and Ruback, 1983). Their argument is similar to 

Fama et al. (1969) that argue that a company’s generated return is the ultimate proof of its 

profitability and the shareholder’s return on their investment. The argument stems from the 

share price being the most reliable measure of a company’s real value with the additional 

assumption that no market player has access to insider information. 

According to Fama and Jensen (1983a; 1983b) corporate control refers to the rights to 

determine the management of corporate resources and these rights are vested in the 

company’s board of directors. This is also called the “takeover market”. When an acquiring 

company takes control of a target company, the corporate control of the target is transferred 

to the board of directors of the acquiring company. In other words, the takeover market 

consists of managerial teams competing for the rights to control corporate resources (Jensen 
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and Ruback, 1983: 2). Such a view, when management teams compete for the control, differs 

from the traditional view. Jensen and Ruback (1983: 2) state that the traditional view consists 

of corporate activists and financiers competing for resources, all in order to achieve better 

utilization of resources. From the traditional viewpoint, a better utilization means firing and 

hiring managerial personnel. 

Furthermore, Jensen and Ruback (1983) presents evidence indicating that when changes in 

corporate control occur, the combined market value of the assets of both acquirer and target, 

increase as a result of the claim for control. This value change is initiated by the 

announcement of a bid, signaling that there is an expected claim for control. The market then 

re-evaluates the company accordingly. A change in market value is a result of the market’s 

re-evaluation. There are several sources for this shift such as, potential synergies, 

undervalued resources, release of new information, and the substitution of management 

teams. None of these is alone adequate to explain the occurrence of the re-evaluation of the 

companies involved, but none could be excluded as contributors. 

2.2.2. Corporate Takeovers 

As previously defined, a corporate takeover is seen as a claim for corporate control and 

usually follows a set of steps. According to Jensen (1984: 6), it is usually initiated by the 

presentation of a bid from the acquirer to the target company’s management. At this point the 

takeover offer is friendly and is viewed as a form of invitation to join merge the 2 companies 

addressed to the target company’s board of directors. It is then up to the target company’s 

board of directors to decide whether to accept or decline the invitation and thus the takeover 

offer. If it is rejected, the acquirer can turn to the target company’s shareholders. By directly 

approaching the shareholders, the acquirer transforms the friendly offer into a hostile one. 

The management of the target company has strong incentives to oppose a takeover offer as 

they risk losing their jobs as a consequence. Fama and Jensen (1983a: 16-17) write that 

corporate takeovers act as an external control mechanism limiting managerial actions from 

the maximization of shareholder wealth, meaning that the takeover process eliminates poorly 

performing management. Jensen and Ruback (1983) adds to that argument by stating that it 
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can be viewed that managerial incompetence is the reason a share price falls to a level where 

it becomes an attractive prospect for parties interested in acquiring it. Contradictory to this, 

Meckling and Jensen (1976) argue that in the process of corporate takeovers, even talented 

and effective management with an above-par performance record can be replaced. 

Irrespective of a management team’s performance, there are several measurements that can 

be set to motion when facing a takeover offer. Jensen and Ruback (1983) write that a target 

company’s management team can initialize various poison pills such as; publicly condemn the 

offer or divest vital assets that are deemed to be of importance to the acquirer. The purpose 

of these measures is to make the target company less attractive to the acquiring party. 

2.2.3. Parallels to other findings 

Fama et al. (1969) argue that the market for corporate control is a controlling mechanism for 

public companies because the price of a share is decided by the market through the price-

setting function. If a management team does not deliver, it will be replaced by a team that will 

ensure the maximization of resources and shareholder return. A relatively low share price will 

attract potential acquirers and poor-performing management will be replaced because the 

market evaluates management performance continuously through the price setting of the 

share. Jensen (1984: 17-19) writes that existing management cannot count on shareholder’s 

loyalty since the shareholders only want the highest return on their investment. Furthermore, 

Armour and Skeel (2007: 1733) write that while shareholders are assumed to care only about 

the bid premium (the price offered in excess of price on the last trading day), management is 

willing to contest a worthwhile takeover offer in order to preserve their employment. Jensen 

and Ruback (1983: 23-24) similarly assert that managers who do not hold a considerable 

equity stake in the company are more likely to engage in activities that are not value 

maximizing and beneficial for shareholders. 

Manne (1965) argue that corporate takeovers have one important task, which is to reverse 

the non-value maximizing strategies of under-performing companies by replacing managers 

and therefore be in a better position to realize capital gains. Palepu (1986), Morck, Schleifer 

and Vishny (1990) and Martin and McConnell (1991) agree with the above but state that 
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takeovers fill another important role; that of a controlling function. The authors argue that it 

controls management from spending resources unwisely on entrenchment, hubris and other 

non-value maximizing activities because if they do, they will be taken over by a competing 

management team that will replace them. Jensen (1993) goes further claiming that corporate 

control is the most important tool with which the use of a company’s resources can be kept 

under control. 

Schleifer and Vishny (1997) conclude that corporate takeovers are the main tool to counter 

agency problems however, also acknowledges the negative side of corporate takeovers 

which involves focus on companies with obvious performance inefficiencies and, thus leaving 

companies with deep-going structural inefficiencies intact. Palepu (1986), Morck, Schleifer 

and Vishny (1990) and Martin and McConnell (1991) confirm the hypothesis that the 

management of a target company runs the risk of losing their jobs in a corporate takeover, 

and present evidence of major under-performance among target companies in comparison 

with their industry competitors. Similarly, since mangers run the risk of losing their jobs during 

a corporate takeover, they are more likely to oppose it. Dodd (1980) relates that this power 

struggle between rival management teams may harm shareholder interests if the target 

management opposes the takeover offer thus contradicting Jensen and Ruback (1983: 41-42) 

argument that it is hard to find managerial actions related to corporate control that harm 

shareholder interests, other than measures to hinder potential offers.  

There are other viewpoints as to why corporate takeovers occur; a common one being poor 

management decisions. Such theories have elements touching on the psychological part of 

management, such as the hubris hypothesis, according to which managers are convinced 

that their actions are correct and are certain that they will succeed where others have failed 

(Roll, 1986: 199-200). This hypothesis could be given as explanation for corporate takeovers 

that look less thought through in retrospect as “bidding firms infected by hubris simply pay too 

much for their targets” (Roll, 1986: 212). Roll (1986) claims that management sometimes 

prefers to acquire companies rather than paying out dividends to shareholders. Furthermore, 

the author argues that corporate takeovers give a positive valuation error for the combined 

company, meaning management teams of a bidding firm value the combined firm at a higher 
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level than the market. In contradiction to Jensen and Ruback’s view of a premium for 

corporate control, Roll (1986) argues that the takeover premium is due to management 

hubris. Moreover, he argues that this could imply that inefficiency in the market for corporate 

control exists and writes “if all takeovers were prompted by hubris, shareholders could stop 

the practice by forbidding managers ever to make any bid” (Roll, 1986: 214). 

2.2.4. Abnormal Returns 

Jensen and Ruback (1983) argue that the most accurate price of a public company is the one 

set by the market and therefore, the share price reaction is the best appreciation of a 

corporate takeover’s future impact on the target company. Jensen and Ruback base this 

argument on Fama’s (1970) argument that as all the existing scientific evidence on the 

efficient market hypothesis indicate that when there is no access to insider information, the 

best prediction of success for a publicly traded company is the price given by the market. It is 

an unbiased evaluation and because of this, new information is as likely to affect the share 

price positively as negatively. Whatever shift the share price makes is an indication of the 

market’s expectations of the future company and its ability to produce a return on the 

investment. 

When studying the shift or change in the share price; in effect the change in value of a 

security, the most common measurement used is abnormal return, also called residual. The 

earliest paper that makes substantial use of abnormal returns is Fama, Fisher, Jensen and 

Roll (1969) when describing how to measure the impact of splits. Jensen and Ruback (1983: 

6) state that abnormal returns describe a change in share price that is adjusted so that the 

result eliminates the effects of market forces making an impact on public companies. The 

abnormality of these returns is caused by occurrences on the market that affect the market 

price of a security. Furthermore, the measurement is widely used in event studies. The 

authors state the abnormal return formula as follows. 

                                            



 

16 
 

The abnormal return is the individual share return minus the expected return. The expected 

return is the return that the security is expected to yield in the absence of the event. 

Therefore, a market benchmark is used when calculating to expected return. As a market 

benchmark, the general index for the marketplace where the security is traded on is used. 

The reasoning behind taking the market return into account is that since occurrences affect 

the market’s pricing of a security, such occurrences must be taken into account. 

In the paper The Market for Corporate Control: the Scientific Evidence, Jensen and Ruback 

use abnormal returns as a measurement of the wealth created by corporate takeovers. 

Jensen and Ruback ignore overlapping samples and the authors acknowledge that the 

studies they complied have some minor differences when calculating abnormal returns, 

however they claim they the differences are unimportant to the results (Jensen and Ruback, 

1983: 6). 

2.2.5. Event Study Periods 

Jensen and Ruback use 9 different studies2 3 4 over 7 time periods/intervals from 1958 to 

1981. The periods are illustrated in Table 1 below. 

Table 1. Original Event Study Periods 

Time Periods Period Denotation 

40 days before to 20 days after the announcement date t-40 to t20 

20 days before to 20 days after the announcement date t-20 to t20 

10 days before to 10 days after the announcement date2 t-10 to t10 

5 days before through the announcement date t-5 to t0 

Announcement month3 t0 to t30 

Announcement date to 2 months after the announcement date  t0 to t60 

                                      
2
 Period interval t-10 to t10 is used in 2 of the underlying studies. 

3
 Period interval t0 to t30 is used in 2 of the underlying studies. 
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Announcement date to 1 year after the announcement date4 t0 to t360 

 

The event study periods presented in Table 1 are used by Jensen and Ruback when 

calculating abnormal returns for both successful and unsuccessful corporate takeovers. 

2.2.6. Successful Corporate Takeovers 

Jensen and Ruback (1983: 8) count a corporate takeover as successful if the acquiring part 

prevails to acquire a “substantial fraction” of the outstanding shares sought. The results of the 

8 underlying studies of successful corporate takeovers are shown in Table 2 below. 

Table 2. Successful Corporate Takeovers 
  Underlying studies for Jensen and Ruback’s theory 

Study 
Sample 
Period 

Event 
Period 

Acquirer Target Acquirer Target 

 n CAR (t-statistic)5 

Jarrell & 
Bradley 
(1980) 

1962-1977 t-40 to t20 88 147 
6.66% 
(335) 

34.06% 
(25.48) 

Bradley 
(1980) 

1962-1977 t-20 to t20 88 161 
4.36% 
(2.67) 

32.18% 
(26.68) 

Bradley, 
Desai & Kim 
(1982) 

1962-1980 t-10 to t10 161 162 
2.35% 
(3.02) 

31.80% 
(36.52) 

Bradley, 
Desai & Kim 
(1983) 

1963-1980 t-10 to t10 n.a. n.a. n.a. n.a. 

Ruback 
(1983) 

1962-1981 t-5 to t0 n.a. n.a. n.a. n.a. 

Dodd & 
Ruback 
(1977) 

1958-1978 t0 to t30 124 133 
2.83% 
(2.16) 

20.58% 
(25.81) 

Dodd & 
Ruback 
(1977) 

1958-1978 t0 to t60 124 133 
3.12% 
(2.24) 

21.15% 
(15.75) 

                                      
4
 Period interval t0 to t360 is only used for unsuccessful target companies. 

5
 Jensen and Ruback (1983) have obtained t-statistics directly from the underlying studies or calculated using 
standard errors reported in the studies. 
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Kummer & 
Hoffmeister 
(1978) 

1956-1974 t0 to t30 17 50 
5.20% 
(1.96) 

16.85% 
(10.88) 

       

Total
6
 
7
 
8
   478 653 

3.81% 
(n.a.) 

29.09% 
(n.a.) 

Source: Jensen and Ruback (1983), p.9, Table 3, Panel A. 

The study of successful hostile corporate takeovers is based on 8 underlying studies 

conducted sometime between 1956 and 1981. Bradley, Desai and Kim’s (1982) study for the 

years 1962 to 1980 and Ruback’s (1983) study for the years 1962 to 1981, does not entail 

observable results are therefore excluded from the calculations. However, in the case of 

Bradley, Desai and Kim (1982) it is due to that the study measures unsuccessful takeovers, 

and not successful. Regardless, both studies are presented as Jensen and Ruback (1983) 

examine them and judge that they contribute to the theory. Effectively, 6 studies are used and 

individually weighted against the total sample size for both acquirers and targets. The 

cumulative abnormal return for acquiring and target companies in successful corporate 

takeovers is 3.81% and 29.09%, respectively. The findings indicate that abnormal returns are 

robustly positive for target companies, whilst being moderately positive for acquiring 

companies. According to these results, engaging in corporate takeovers is wealth creating for 

target company shareholders, as well as for acquiring company shareholders, although to a 

lesser extent. Jensen and Ruback (1983) are careful to point out that the abnormal returns 

generated for acquirer and target companies does not measure the total abnormal return for 

the new entity created through the takeover, referring to the acquirer often being considerably 

larger in size as well as the difficulty of measuring the impacts. However, the authors also 

point out that the size of involved companies and such are different research questions and 

not part of their study. 

                                      
6
 The companies involved in the two Dodd & Ruback (1977) studies examining a timeinterval of t0 to t30 and t0 
to t60 are counted once in the total number of companies (n). 

7
 The total CAR is presented as the weighted average derived from the underlying studies (excluding the sample 
period t0 to t30 results of Dodd and Ruback (1977) but including their results for the sample period t0 to t60). 

8
 The total CAR is weighted by sample size in calculating the weighted average. Overlapping sample problems 
are ignored to the extent mentioned in note 6 and 7. 
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In all, Jensen and Ruback (1983) interpret the results such that successful hostile corporate 

takeovers generate a cumulative abnormal return for the acquiring company of c. 4%, whilst 

c. 30% for target companies. The concluding results are shown in Table 3 below. 

Table 3. CAR – Successful Corporate Takeover 

Acquirer Target 

4% 30% 

 

2.2.7. Unsuccessful Corporate Takeovers 

Jensen and Ruback (1983) count a corporate takeover as unsuccessful if the target 

shareholders reject the offer. The results of the 8 underlying studies of unsuccessful 

corporate takeovers are shown in Table 4 below. 

Table 4. Unsuccessful Corporate Takeovers 
  Underlying studies for Jensen and Ruback’s theory 

Study 
Sample 
Period 

Event 
Period 

Acquirer Target Acquirer Target 

 n CAR (t-statistic)9 

Jarrell & 
Bradley 
(1980) 

1962-1977 t-40 to t20 n.a. n.a. n.a. n.a. 

Bradley 
(1980) 

1962-1977 t-20 to t20 46 97 
-2.96% 
(-1.31) 

47.26% 
(30.42) 

Bradley, 
Desai & Kim 
(1982) 

1962-1980 t-10 to t10 n.a. n.a. n.a. n.a. 

Bradley, 
Desai & Kim 
(1983) 

1963-1980 t-10 to t10 94 112 
-0.27% 
(0.24) 

35.55% 
(36.61) 

Ruback 
(1983) 

1962-1981 t-5 to t0 48 n.a. 
-0.38% 
(-0.63) 

n.a. 

Dodd & 
Ruback 
(1977) 

1958-1978 t0 to t30 48 36 
0.58% 
(1.19) 

18.96% 
(12.41) 

                                      
9
 Jensen and Ruback (1983) have obtained t-statistics directly from the underlying studies or calculated using 
standard errors reported in the studies. 
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Dodd & 
Ruback 
(1977) 

1958-1978 t0 to t60 48 36 
-1.71% 
(-0.76) 

16.31% 
(6.32) 

Kummer & 
Hoffmeister 
(1978) 

1956-1974 t0 to t30 n.a. 38 n.a. 
21.09% 
(11.87) 

       

Total
10

 
11

 
12

   236 283 
-1.11% 
(n.a.) 

35.17% 
(n.a.) 

Source: Jensen and Ruback (1983), p.9, Table 3, Panel A. 

The study of unsuccessful hostile corporate takeovers is based on the same 8 underlying 

studies as successful corporate takeovers. However, Jensen and Ruback exclude Jarrel and 

Bradley’s (1980) study as well as Bradley, Desai and Kim’s (1982) due to non-meaningful 

results. In Bradley, Desai and Kim’s (1982) case, the exclusion is due to their study examining 

successful takeover, instead of unsuccessful. In addition, Ruback’s (1983) study does not find 

any meaningful results for target companies, whilst Kummer and Hoffmeister’s (1978) study 

does not find any meaningful results for acquiring companies. Therefore, with 3 studies 

excluded from Jensen and Ruback’s (1983) results for both unsuccessful acquirers and 

targets, 5 underlying studies are used and weighted against the total sample size for 

acquirers and targets. The measured cumulative abnormal return for unsuccessful acquirers 

and targets is -1.11% and 35.17%, respectively. 

However, Jensen and Ruback (1983) argue that when it comes to the cumulative abnormal 

return for unsuccessful target companies, which according to their finding is similar as for 

successful target companies, it is not representative to only examine the effects of an 

unsuccessful offer 1 to 2 months after the announcement date. They authors argue that 1 or 2 

month abnormal returns are an insufficient measure of share price changes as they do not 

include the share price response to the information that the offer failed (Jensen and Ruback, 

                                      
10

 The companies involved in the two Dodd & Ruback (1977) studies examining a timeinterval of t0 to t30 and t0 
to t60 are counted once in the total number of companies (n). 

11
 The total CAR is presented as the weighted average derived from the underlying studies (excluding the 
sample period t0 to t30 results of Dodd and Ruback (1977) but including their results for the sample period t0 
to t60). 

12
 The total CAR is weighted by sample size in calculating the weighted average. Overlapping sample problems 
are ignored to the extent mentioned in note 10 and 11. 
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1983: 12-14). The underlying studies presented in Table 4 above do not present data taken 

from a sample with an event study period from the initial announcement date to the outcome 

date. The authors argue that the correct approach is to measure the abnormal returns is to 

examine the period from the announcement date until the day when the market is informed of 

the rejected offer. For unsuccessful corporate takeovers it generally means that the target 

company share price is still higher than the share price before the takeover offer is known, 

once the market receives the information that the offer is rejected. Therefore, Jensen and 

Ruback introduce 2 additional studies to quantify the implications on the share price at the 

announcement of the rejection of the offer, which have a substantially larger chance of 

incorporating the effects of the outcome date. 

The first additional study is Dodd and Ruback’s (1977) that show the abnormal return for 

unsuccessful target companies 1 year after the announcement year. Dodd and Ruback use 

36 companies resulting in an abnormal return of -3.25%. The result is presented in Table 5 

below. 

Table 5. Unsuccessful Corporate Takeovers 
  Additional underlying studies for Jensen and Ruback’s theory 

Study 
Sample 
Period 

Event 
Period 

Acquirer Target Acquirer Target 

 n CAR (t-statistic) 

Dodd & 
Ruback 
(1977) 

1958-1978 t0 to t360 48 36 
-1.06% 
(-0.52) 

-3.25% 
(0.90) 

Source: Jensen and Ruback (1983), p.22, Table 4, Panel A. 

The second additional study is Bradley, Desai and Kim’s (1983) that analyzed the abnormal 

return of 112 target companies after the market received information about the offer being 

rejected. The authors divide the target companies into 2 groups, where the first group 

consists of 86 target companies that received additional offers, whilst the second group 

consists of 26 target companies not receiving additional offers. The cumulative abnormal 

return one month after the announcement date for both groups was 29.1% and 23.9%, 

respectively. One year after the announcement date the abnormal return of the group that 

received additional offers increased to 57.19%, whilst the group that did not receive additional 
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offers show an abnormal return of -3.53%. The 1-year abnormal return incorporates the 

effects of the market’s reaction towards the rejection of the offers. Therefore, Jensen and 

Ruback argue that the positive abnormal return for unsuccessful takeovers is because the 

market is expecting additional offers to be announced, leading to the target company’s 

abnormal return increasing when additional offers are made, while it decreases when no 

additional offer are made. The shareholders of the target company lose the share price 

increase and thus instead see their wealth decrease due to the unsuccessful takeover 

(Jensen & Ruback, 1983: 13). 

In all, Jensen and Ruback (1983) interpret the results such that unsuccessful hostile 

corporate takeovers generate a cumulative abnormal return for the target company of -3%, 

whilst -1% for acquiring companies. The concluding results are shown in Table 6 below. 

Table 6. CAR – Unsuccessful Corporate Takeover 

Acquirer Target 

-1% -3% 

 

2.2.8. Summary and Interpretation of ‘The Market for Corporate Control: 

The Scientific Evidence’ 

The thesis draws upon the results presented in Jensen and Ruback’s paper and interpret the 

findings as follows.  

Although corporate takeovers can occur through mergers, proxy fights and/or hostile 

takeovers (tender offers); the thesis focuses on the latter, in accordance of the focus of the 

main underlying literature. As such, by definition a corporate takeover is a direct offer made to 

the target company’s shareholders with the aim of acquiring the outstanding shares. The 

impact of the corporate takeovers is measured by use of cumulative abnormal returns for both 

successful and unsuccessful corporate takeovers. 



 

23 
 

For both successful and unsuccessful corporate takeovers, 6 event study periods; t-40 to t20, 

t-20 to t20, t-10 to t10, t-5 to t0, t0 to t30, t0 to t60, through 8 underlying studies are sampled 

during the time period from 1956 to 1981. Every individual study is weighted against the total 

sample size. For successful takeovers 2 studies were excluded due to not showing 

meaningful results, whilst for unsuccessful takeovers 3 studies were excluded for the same 

reasons. The above stated event study periods where used for all acquiring and target 

companies involved in successful and unsuccessful corporate takeovers except for target 

companies involved in unsuccessful takeovers. Instead, the event study period used is t0 to 

t360. 

The thesis interprets Jensen and Ruback’s results as the cumulative abnormal return (“the 

CAR”) for acquirers and targets involved in successful corporate takeovers being 4% and 

30%, respectively. The CAR for acquirer involved in unsuccessful corporate takeovers is -1%, 

whilst it is -3% for targets. The concluding results can are shown in Table 7 below. 

Table 7. Abnormal returns associated with successful and unsuccessful hostile corporate 
  takeovers 

 Acquirer Target 

Successful takeovers 4% 30% 

Unsuccessful takeovers -1% -3% 

Source: Jensen and Ruback (1983), p.4, Table 1 and 2. 

2.3. Supporting Literature 

2.3.1. Introduction 

As Jensen and Ruback (1983) studied the performance of companies involved in corporate 

takeovers, they divided their sample based on outcome into successful and unsuccessful 

corporate takeovers. Much of the literature on this particular area does not divide the used 

samples according to the outcome principle, and it is therefore difficult to find research papers 
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with the exact same sample characteristics and method of conduct as Jensen and Ruback’s 

study. 

The literature covered in this part of the thesis examines the different measurements of 

corporate takeover in more detail. Rather than emphasizing specific results, this part of the 

chapter will examine the implications of the reviewed literature. A substantial amount of 

literature in the area focuses on M&A and since the thesis focuses on corporate takeovers, 

the section will review findings in the area related to Jensen and Ruback’s (1983) findings and 

assumptions. Supporting literature on M&A is relevant as it contributes to the reader’s 

knowledge of the area. 

2.3.2. Efficient Market Hypothesis 

There are countless theories on financial markets that include abnormal returns that assume 

that markets are efficient. A conclusion that can be drawn from a majority of these theories is 

that the notion of efficient markets is a quite complex one. According to Fama (1970: 383), 

who developed the hypothesis, markets are efficient when they value all available information 

accurately, thus becoming informational efficient. He further argues that the best and most 

accurate valuation of a company is the price of its shares and an efficient market ensures 

securities are priced correctly. According to the efficient market hypothesis, there are no such 

things as performance anomalies of shares when insider information is excluded (Fama, 

1970). Moreover, Jensen (1978) and Elton and Gruber (1984) argue that, according to the 

efficient market hypothesis, the market uses all available information when deciding the share 

price. It is the most fair value appreciation of shares available. However, the sheer existence 

of market statistical anomalies contradicts the efficient market hypothesis. Therefore, an 

important assumption that Fama (1970) makes is that anomalies are created by chance. 

Mandelker (1974) shows proof of efficient markets and finds no evidence statistical anomalies 

indicating underperformance when studying the share price of newly created entities formed 

after mergers. 

Contradicting to the above, Agrawal, Jaffe and Mandelker (1992) questions the efficient 

market hypothesis by showing evidence of statistical anomalies in market data. The authors 
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published a statistical significant and comprehensive study questioning the market anomalies 

explained by Jensen and Ruback (1983), calling the efficient market hypothesis inadequate 

and arguing that the anomalies hold true for the 1950s, 1960s and 1980s, but not for the 

1970s. The proof Agrawal, Jaffe and Mandelker (1992) present in support of the markets 

underperformance in the 1950s, 1960s and 1980s, indicates that the market does not seem to 

become efficient over time and therefore is inefficient. The authors conclude that the causes 

of substantial negative post-merger returns remain a mystery, but that one potential cause 

could be the market’s slow reaction. The findings of Agrawal, Jaffe and Mandelker (1992) 

indicate that the efficient market hypothesis anomalies of post-merger performance that 

Jensen and Ruback (1983) accentuated are not yet resolved. Thus, the efficient market 

hypothesis does not explain the existence of these negative performance anomalies of the 

hypothesis. 

2.3.3. Inefficient Market Hypothesis 

The inefficient market hypothesis contradicts the efficient market hypothesis and describes 

how markets at times drive share prices above or below their true value and by doing so, 

show statistical anomalies. Asquith, Bruner and Mullins (1983) write that these anomalies are 

shown because the market does not value information accurately and is therefore inefficient. 

This view is based on the fact that an efficient market would always price a security correctly 

and therefore, theoretically there would be no extreme market situations such as bubbles and 

crashes. The mere existence of abnormal return anomalies opposes the efficient market 

hypothesis. Limmack (1991) explains these anomalies with investors overestimating and 

underestimating the expected gains from a corporate takeover, especially the latter, resulting 

in negative long-term abnormal returns. Asquith, Bruner and Mellins (1983) further finds that 

the target company shareholders benefit as a result of these anomalies, whilst the acquirer 

company shareholders do not. The authors study finds that target company shareholders see 

their wealth increasing whilst the acquiring company shareholders see a wealth decrease, 

therefore indicating that markets are inefficient. 

2.3.4. Impact of Corporate Takeovers 
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Fan and Goyal (2002) state that corporate takeovers are a way of creating wealth for target 

companies as well as for acquiring companies and refer to a study conducted by Beitel, 

Schiereck and Wahrenburg (2004) where 98 corporate takeovers in Europe where sampled 

between 1995 and 2001. The study found that active acquirers created more value for 

shareholders than less active acquirers. The authors state that an argument can be advanced 

that the more active an acquirer is, the more experience it has and therefore chooses and 

executes corporate takeovers with greater success compared to less active acquirers. This 

leads to a better use of corporate resources, thus giving the shareholders a greater return. 

Dodd and Ruback (1977) find that for the 12 months prior to a corporate takeover, 

shareholders of the acquiring company earn a considerable positive abnormal return. 

Moreover, Moeller, Schlingeman and Stulz (2003), who through an extensive sample of 

12,023 companies complied over a 20 year period, find the abnormal return for acquiring 

companies being over +1%. Other studies show that completion among acquiring companies 

increase the abnormal returns to the target company and simultaneously decrease the 

abnormal returns to the “winning” acquiring company (Bradley, Desai and Kim, 1988). This 

should however not come as a surprise the authors claim, as the M&A market work as any 

other market, that is, if the demand for a company increases, the price for that company 

increases as well. 

However, contradicting to a majority of the above studies, Langetieg (1978) conducted a 

study on the U.S. market with a sample of 149 corporate takeovers and found that merged 

companies show substantial negative abnormal returns. In addition, Langetieg (1978), using a 

3-year time span period following the announcement date, found that negative abnormal 

returns did not show statistical significance. Similarly, a study on corporate takeovers by Dodd 

and Ruback (1977) examining both successful and unsuccessful offers evidence that there 

are no statistically significant abnormal returns for participating companies in successful or 

unsuccessful corporate takeovers. A study by Asquith, Bruner and Mullins (1983) on 283 

successful and unsuccessful corporate takeovers on the U.S. market between 1962 and 1976 

showed a negative result. The authors computed daily abnormal returns and the study 

resulted in a c. -10% and c. -7% for successful and unsuccessful acquirers, respectively. 
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Similarly, a study by Franks, Harris and Titman (1991) used a sample of 399 corporate 

takeovers cumulated over a 9-year period which showed abnormal returns for the acquiring 

companies of c. -1.5%. Furthermore, Agrawal, Jaffe and Mandelker (1992) studied post-

acquisition performance using a very large sample of 1,164 corporate takeovers sampled 

between 1955 and 1987. The study resulted in a negative cumulative abnormal of c. 10% for 

acquirers. 

As is evident, research show varying results, which according to some (Jensen and Ruback, 

1983: 6; Malatesta, 1983: 179-180), could be attributed to methodology issues and the 

different assumptions regarding efficient markets contra inefficient markets. The sections that 

follow attempt to cover the various opinions and arguments presented above. 

2.3.5. Methodology Issues 

A study of acquiring companies in corporate takeovers by Franks, Harris and Titman (1991) 

comprising of 399 transactions on the U.K. market between 1984 and 1991, showed that the 

acquirer experience abnormal returns of at least c. -10%. The authors argue that these results 

are due to which asset-pricing model is used and that the model chosen has a great impact 

on the results. Moreover, the use of different methodologies has been up for vivid discussions 

such as when Malatesta (1983) introduced the cumulative abnormal dollar return as opposed 

to the cumulative abnormal return in percentage. Malatesta (1983) introduced the method in 

order to investigate the wealth created taking into account CAPM13  and then computing 

abnormal returns. The author investigated 85 target companies and 256 acquirer companies 

involved in successful corporate takeovers between 1969 and 1974 and concluded that target 

companies produce a statistically insignificant negative abnormal return of c. -3%. The 

explanatory factors for what affects the results are called model misspecifications and are 

explained in the following section. 

                                      
13

 CAPM, or the Capital Asset Pricing Model, is commonly used in the pricing of risky securities and describes 
the relationship between risk and expected return. The model was developed in the 1960s by Jack Treynor, 
William Sharpe, John Lintner and John Mossin and has ever since been one of the most popular asset pricing 
models. 
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A general conclusion from the authors of the presented literature is that abnormal returns are 

quite difficult to measure. Both Jensen and Ruback (1983) and Dodds and Quek (1985) use 

the market model method when calculating the abnormal returns, referring to its ability to 

taking into account the market’s fluctuations. Agrawal, Jaffe and Mandelker (1992) use a 

methodology that adjusts for the beta. Limmack (1991) performed a study on acquiring 

companies consisting of 448 successful and 81 unsuccessful corporate takeovers between 

1977 and 1986, concluding that depending on the method used, the results vary. Using the 

market model method the abnormal return was c. -14.1% whilst with the beta adjusted model, 

c. -4.5%. 

Another parameter that potentially affects the results is the size of companies. Asquith, 

Bruner and Mullins (1983) show findings that indicate that the abnormal return of acquiring 

companies could depend on the relative size of the target company in comparison to the 

acquiring company. 

2.3.6. Model Misspecifications 

As briefly touch upon in the previous section, some statistical insignificance in research is 

caused by the chosen methodology, and such methodological errors are referred to as model 

misspecifications. Model misspecifications are parameters in calculations that affect the 

result, causing it to be inaccurate (Bodie et al., 2008). Examples of model misspecifications 

could be the combination of different transaction types in a sample or inadequate market 

benchmarks that do not reflect the actual movements of the market, thus creating inaccuracy 

in the results and insignificant statistical analyses. Jensen and Ruback (1983: 20) state that 

the negative drift in the data results could be caused by model misspecifications since some 

parameters cause inaccurate results. However, Landetieg (1978) finds no evidence of these 

explanatory factors for negative post-offer returns. Furthermore, Andrade, Mitchell and 

Stafford (2001) conclude that it is difficult to define the real sources behind the negative post-

offer results in their study. 

The above authors all highlight the fact that most studies combine transaction types, resulting 

in an inherent noisiness of the data making it difficult for traditional research methods to get to 
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the bottom of what causes negative post-offer results. The positive effects of corporate 

takeovers are recognized by the stock market, but are more difficult for researchers to 

pinpoint since they are limited to coarser information samples. Interesting enough, Jarrel, 

Brickley and Netter (1988) argue that there is no empirical evidence that the gains to 

shareholders are due to losses from other stakeholders. Therefore, the authors conclude that 

shareholders gains from corporate takeovers must be real economic gains via the efficient 

rearrangement of corporate resources. 

2.3.7. Synergetic Gains 

Synergetic gains are the market’s expectations of what the new entity, created through 

successful takeovers, will gain by the takeover. Jensen and Ruback (1983: 24-28) find 

evidence that the increase in wealth caused by corporate takeovers does not come from 

greater market power, but instead from several factors such as reduced production costs and 

increased economies of scale. These factors are synergetic gains and there are two types of 

synergies, cost-synergies and revenue-synergies. Examples of cost-synergies are reduction 

in production and distribution costs, vertical integration, and more efficient production 

technology. Cost-synergies are also called productivity synergies. Examples of revenue 

synergies on the other hand, are increase in revenue factors, tax advantages, and increased 

leverage ability. The market values the new company according to the expectations at the 

time of the potential synergies (Jensen and Ruback, 1983). However, scholars such as Sahni 

and Sirower (2006) and to some extent Damodaran (2005), question Jensen and Ruback’s 

argument that the increased shareholder wealth is not due to increased market power. The 

authors argue that since one of the main reasons corporate takeovers occur is to increase the 

market power, the assumption that wealth is not derived from greater market power is 

contradictory and therefore a flawed one. 

2.3.8. Regulatory Factors 

Jensen (1986), together with other scholars argue for the importance of understanding the 

source of the gains to merging companies since takeover offers often meet opposition from 

antitrust authorities and target company management teams. He further argues that if the 
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sources are uncovered a deeper understanding might help to defuse the opponents and thus 

increase the collected gains. Jensen and Ruback (1983) argue that a factor that has a 

substantial impact on shareholders wealth is the rules concerning corporate takeovers. The 

authors argue that regulatory factors, especially the regulatory changes made in the U.S. in 

the late 1960s, could have an effect on the share prices of participating companies. The 

authors state, “The imposition of security regulations governing takeovers appears to have 

reduced the profitability of takeovers” (Jensen and Ruback, 1983: 30). Acquiring companies 

are especially affected as the regulation often restricts bidders and thereby reduces the 

profitability of bidding firms. 

Studies by Schipper and Thompson (1983) and Asquith (1983) show that the profitability of 

corporate takeovers in the U.S. was considerably larger before the adaptation of the Williams 

Amendment 14  in 1968. The authors argue that after the adaptation of the amendment, 

shareholders of companies involved in corporate takeovers might be more inclined to take 

into consideration the costs associated with the need to comply with regulatory factors and 

thus interpret the announcement of takeovers negatively since they then are much more 

inclined to associate offers with costs. 

Armour and Skeel (2007) argue that regulatory factors can often explain the difference of 

participating companies’ abnormal return from 2 different markets. For example, in the U.S., 

where over 50% of U.S. public companies are registered in the state of Delaware, Delaware 

corporation law gives target company management teams a good deal of room to maneuver 

takeover offers (Delaware, 2012). In the U.K. however, takeover activity is regulated by the 

City Code on Takeovers and Mergers, a ruling body that in turn is administered by the Panel 

on Takeovers and Mergers (Takeover Panel, 2012). The takeover code in the U.K. is heavily 

weighted towards protecting shareholder’s interest and as such, the code prohibits target 

company management teams from taking any defensive actions that would have “the effect of 

frustrating an actual or anticipated bid” (Armour and Skeel, 2007: 1729). 

                                      
14

 Williams Amendment, or Williams Act, refers to the 1968 amendments to the Securites Exchange Act from 
1934 and consists of the requirement for acquiring companies of mandatory disclosure of information regarding 
cash tender offers. The act takes its name from Senator Harrison Williams of New Jersey. 
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2.3.9. Financing 

Vijh and Loughran (1997) investigated whether it is possible to find a relationship between 

how corporate takeovers are financed and the abnormal returns given. The result of their 

study showed that acquiring companies produce abnormal returns of c. +62% if financed by 

cash. These findings are backed by Jensen and Ruback (1983) as well as Walking and 

Huang (1987), which provides evidence to Vijh and Loughran’s (1997) argument that by 

financing a takeover with cash signals that the target company is undervalued, whilst by 

financing a takeover by equity, signals that the target company is overvalued. Since mergers 

(or friendly takeovers) are often financed with equity, an argument is advanced that this could 

be a part of the explanation of why such takeovers produce more negative abnormal returns 

compared to hostile takeovers or tender offers (Gregory, 1997).  
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Chapter 3. – Methodology 

In the following chapter the components of the data sample and its construction are 

explained, followed by a thorough walk-through of how to measure cumulative abnormal 

returns. The chapter ends with a critical review of the methodology and literature. 

3.1. Sample Information 

3.1.1. Overview 

As the purpose of this thesis is to investigate the applicability of the results outlined in Jensen 

and Ruback’s theory and thus testing a theory, it is pivotal for the thesis’s validity to replicate 

the same methodology used in the original studies that the theory is built upon. As presented 

in chapter 2, Jensen and Ruback’s theory use abnormal returns as a measurement of value 

creation. According to several scholars such as Andrade, Mitchell and Strafford (2001: 7), the 

most trustworthy method to measure value creation/destruction due to corporate takeover 

activity is evaluating the market reaction to the announcement. In addition, a well-established 

event-window procedure suggested by Brown and Warner (1985: 4) and other scholars 

(Weston, Siu and Johnson, 2001: 171-185) is used. Fama (1991) further states that the 

purest evidence of market efficiency is derived from such event studies, and especially 

studies that are based on daily returns as such give an idea of how share prices adapt to new 

information. 

For any and all event studies it is vital to determine the exact announcement date, i.e., the 

date when corporate takeover information becomes available to the public market. Equally 

important is it to use an event window wide enough to cover a complete period (which of 

course varies depending on specific deal) around the announcement date. 

The thesis tests only the applicability of Jensen and Ruback’s theory and does not go into 

detail examining the nature of every specific deal, that is; it does not differentiate deals 
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depending on the financing, size, relatedness or deal value15. Therefore, such details are not 

further described. 

3.1.2. Construction of Sample 

The sample used to test the applicability of Jensen and Ruback’s theory of corporate 

takeovers is purely based on the U.K. stock market. The U.K. market has been chosen 

because of its key role in the global financial world. It is arguably, together with the U.S. 

market, the key market in terms of trading volume, liquidity, importance, transparency and 

accessibility. The premier U.K. stock exchange is the London Stock Exchange (”the LSE”) 

and all companies in the sample have had its stock publicly noted on the LSE during the time 

of the takeover or takeover attempt within the period 1985 to 2009, which is deemed to be a 

sufficient time period. The FTSE All-Share index has been used as a general market 

measure. 

In order to correctly incorporate the above, the following 8 criteria have been used when 

constructing the data sample: 

a. Both acquirer and target stock must be noted and traded on the LSE as the purpose is to 

test the Jensen and Ruback theory with both participants (acquirer and target) listed in the 

U.K., thus excluding cross-border takeovers or takeover attempts. 

b. The companies in the sample have been involved in corporate takeovers or takeover 

attempts with an announcement date between 1/1/1985 and 31/12/2009. The stated time 

span is deemed to be adequate in order to test the theory over time as the time span 

includes financial fluctuations such as crises and booms and incorporates a number of bull 

and bear markets as well as the financial development spanning from globalization. In 

short, a majority of the activities that impact corporate takeover activity are within the 

stated time span. 

                                      
15

 Other than every deal must have a value above US$100 MM. 
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c. As it is Jensen and Ruback’s findings on hostile takeovers, or tender offers, that is being 

examined, the collected sample consists only by tender offers on the U.K. market.  

d. The days used in the sample refer to trading days and the case of the announcement day 

being a non-trading day (such as a weekend day or a bank holiday) the day used in the 

calculation is the subsequent trading day. Acquirers and targets in the sample have been 

publicly noted and traded 360 trading days before and 60 days after the announcement 

day. According to Jensen and Ruback’s theory, abnormal returns are based on accurate 

alpha and beta values and a 360 trading days before the announcement day is viewed to 

be wide enough to capture accurate values. Furthermore, Damodoran (2002) writes that 

because beta estimation periods are different depending on which industry a specific 

company operates within, a wide enough time span has to be chosen and therefore 360 

trading days is viewed as a sufficient enough trading period for all industries16. 60 days 

after the announcement is chosen because of it is the maximum date used in the 

underlying studies to Jensen and Ruback’s theory17. 

e. The event studies Jensen and Ruback base their theory on do not disclose a minimum 

target equity value criteria, however, Moeller, Schlingermann and Stulz (2004) recommend 

the use of a minimum of US$100 MM target equity value as it eliminates small-cap 

companies. As such, the thesis uses a minimum of US$100 MM in target company equity 

value as the breakpoint. 

f. In the case of acquirers or targets being involved in several corporate takeovers, they are 

considered as single events measured as separate corporate takeovers and as such 

overlapping events occur. As these circumstances were disregarded in the original Jensen 

and Ruback study, they are also disregarded by the thesis (Jensen and Ruback, 1983: 8). 

g. The data sample consist of acquirers that use different types of financing, that is, the 

actual method of payment (i.e. bids made with cash/debt, equity or a combination) but 

                                      
16

 In some cases, less than 360 trading days have determined the beta and alpha values, mainly due to share 
information not being available from selected sources. 

17
 Applies to all except studies concerning unsuccessful targets, where the maximum date is 360 days after the 
anouncement date. 
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financing source is not a part of the theory tested and therefore non-important for the 

purpose of the thesis. As stated in chapter 2, hostile corporate takeovers are defined as 

an offer made from one company (acquirer) to another company (target) with the intention 

to acquire the outstanding shares of the other company (target) in order to obtain control 

of that company. 

h. The thesis only includes corporate takeovers or takeover attempts from single acquirers, 

that is, excluding joint venture and consortium activities as the implications of such are 

very difficult to accurately measure. 

3.1.3. Selection of Companies 

As the Jensen and Ruback theory is not based on any single industry or sector but instead 

examine the complete U.S. market public corporate takeover activity, this study is neither 

bound to any specific industry nor sector and instead examines all corporate takeover and 

takeover attempts on and of all publicly traded companies noted on the London Stock 

Exchange, thus being a total examination. 

3.1.4. Data Sources 

The data sample has been collected using Thomson One Banker, a highly regarded 

frequently used database used by finance professionals and scholars (Thomson One, 2012). 

The data source has provided information on participants in corporate takeovers and takeover 

attempts such as announcement date, deal value, deal outcome, business overviews, 

advisors involved and so on. Deal findings have been verified by a similar database called 

MergerMarket. Furthermore, deal announcements have also been verified to the extent 

possible in in trusted sources such as Bloomberg, Financial Times, and the Wall Street 

Journal. 

The participants share prices have been collected using Thomson Reuters DataStream, a 

database for publicly listed companies with vast archives for historic share prices. The 

database software has been set up to adjust share prices for dividends, splits, reverse splits, 

and rights issues. 
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As this study has used the FTSE All-Share Index as a market equivalent, Thomson Reuters 

DataStream has also been used to collect historical values of the index18. 

3.2. Measurement of Cumulative Abnormal Returns 

3.2.1. Calculations 

As the aim is to assess the impact of successful and unsuccessful corporate takeovers on 

shareholder’s wealth, an event period is decided upon to ensure all effects on the share price 

are taken into account. By replicating the Jensen and Ruback study, this thesis uses 

cumulative abnormal returns (“CAR”) in order to assess the takeover effect. The CAR is the 

sum of the abnormal returns during the time period referred to by the event study. Bodie et al. 

(2008) defines CAR as  

             ∑  

  

    

     

However, to get to the definition stated as the formula above, following steps are taken: 

Step 1. First and foremost the daily return for each share and index value for the 

corresponding date is calculated using the following formula 

          
[     ]

  
 

where    is the date of which the daily return is calculated for, and    is the closest previous 

date. This is replicated for every day between t-360 and t60 for both the share price and index 

value for every involved company in the sample. The real return of a company is denominated 

as   , whilst the return of the market is denominated as   . 

                                      
18

 Official return index values were not provided by the LSE before 1986 when the index was officially released; 
therefore DataStream has calculated return index values before 1986 (FTSE, 2012). 
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Step 2. In order to calculate the abnormal return it is necessary to first calculate the 

“normal” expected return for every participating company, that is, depending on the 

relationship between every share and the market, how the trading expectations of the market 

are. A rough example is when the market, in this case the FTSE All-Share index, increases 

2% in a day, it is expected that the share price of a certain company also increases 2% in a 

day, but depending on its relationship, the expectation could be different. According to Bodie 

et al. (2008), normal expected returns could be calculated either by the mean-adjusted return 

method or the market-adjusted return method. Both methods produce similar results but the 

market-adjusted return method (“the market-model”) also incorporates the systematic risks 

associated with the market and therefore that method is chosen in this thesis. 

The market-model requires a clean period prior the announcement day. The clean period is 

required in order to calculate 2 components in the method, the beta and alpha. The beta is 

defined as the coefficient that shows the correlation of a security’s historical return compared 

with the market return whilst the alpha is defined as the measure of a security’s performance 

on a risk-adjusted basis, taking the volatility of the security and comparing it to the risk-

adjusted performance of the market. The excess return of the security in relation to the 

market’s return is the security’s alpha. Both calculations require a period that is excluded from 

the event window. If the announcement day is called t0, then in order to replicate the Jensen 

and Ruback study, the total event window spans from t-40 to t60. Taking into account the 

criteria c from section 3.1.2, total time span starting at t-360, the clean period is the last 318 

trading days prior the event window. A company’s daily real returns are therefore regressed 

against the market’s daily returns during a clean time period when the share price was not 

affected by the takeover event19. The market-model is calculated as 

 ̅                

    is the return of the market for day   

                                      
19

 In order to determine the alpha and beta coefficients a regression of the daily company and market returns for 
the clean period is done using the SLOPE and INTERCEPT functions in Microsoft Excel. 
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   is the estimated beta for company   

   is the estimated alpha for company   

    is the statistical error per day   which corresponds to the statistical error term ∑      

The expected daily return for a company in the event period is the return given by the market-

model:  ̅  . 

Step 3. The next step is to calculate the daily residual for each company in relation to 

the comparable, the market, for a given day  . 

 ̅            

As the real daily return     and the expected daily return  ̅   have now been calculated, it is 

possible to calculate the residual for each trading day for each company. The residual is the 

same as the abnormal return,     corresponding to the return that is not expected and is the 

change in value of a company’s share on day   generated by the event. Thus, the formula for 

the daily residual is as follows 

         ̅   

Step 4. In order to find a single residual value for each day depending on the outcome 

of the takeover, the data is divided into 4 categories, (1.) Successful acquirers, (2.) 

Unsuccessful acquirers, (3.) Successful targets and (4.) Unsuccessful targets. The daily 

residuals are then averaged across the companies in every category, resulting in an average 

residual for each day in the event window,     . Because the daily residual is an average of 

the companies in each category, it is preferable to have as large as possible sample to tell 

apart effects of an event. As daily residuals are noisy, the residual is divided by the number of 

companies in each category,   thus subduing the noise (this is done for each study period). 

The formula is as follows 
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∑      

 
 

Step 5. The final step in the calculation of cumulative abnormal returns is to cumulate 

the residual for every day in the event period. This is done in order to generate the cumulative 

abnormal return,    . Weston, Siu and Johnson (2001: 171-185) state that the CAR 

represents the total effect of the event across all companies in the collected data sample 

throughout the chosen time period. As per Bodie et al. (1980), the formula is read below 

             ∑  

  

    

     

      is the CAR for the time period   to    

∑  
  
    

     is the sum of the abnormal returns 

However, Bodie et al. (2008) also state that in order to examine the statistical significance of 

the thesis findings (further described in section 3.2.3), the cumulative abnormal returns are to 

be calculated for every time period so that the CAR values for companies in the sample are 

cumulated over the number of days in the time period. The formula is as follows 

   ̅̅ ̅̅ ̅̅
  

 

 
∑          

 

   

 

  is the sample population 

∑           
 
    is the sum of the cumulative abnormal returns during the time period    and 

   

3.2.2. Time Periods 
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As the thesis study aims to replicate the Jensen and Ruback study, 7 time periods/intervals 

will be used to obtain the CAR for the companies in the sample. By replication, the time spans 

around the announcement date are shown in Table 8. 

Table 8. Thesis Event Study Periods 

Time Intervals Period Denotation 

40 days before to 20 days after the announcement date t-40 to t20 

20 days before to 20 days after the announcement date t-20 to t20 

10 days before to 10 days after the announcement date t-10 to t10 

5 days before through the announcement date t-5 to t0 

Announcement month t0 to t30 

Announcement date to 2 months after the announcement date  t0 to t60 

Announcement date to 1 year after the announcement date20 t0 to t360 

 

As mentioned in Step 4 in the previous section, in order to calculate CAR for the companies 

involved, the collected data sample is divided into 4 outcome categories (successful acquirer, 

unsuccessful acquirer, successful target, unsuccessful target). 

3.2.3. Statistical Significance 

In order to conclude a certain level of confidence that the residuals are different from zero, 

thus being statistically significant, a statistical test is performed with the goal of rejecting the 

null hypothesis with a certain degree of confidence. Newbold, Carlson and Thorne (2007: 

331-336) state that the null hypothesis is the notion that the one-day residual for a given day 

in an event period is equal to zero, and in order to test it the residual values are compared to 

that of the standard deviation. Specifying a critical value that the ratio should be greater or 

                                      
20

 Period t0 to t360 is only used for unsuccessful target companies. 
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smaller than and thus the null hypothesis can be rejected with a certain level of confidence. In 

accordance with Jensen and Ruback’s methodology, t-statistics are used, and as such, the 

working assumption is that student t-distribution exists and the test is conducted to examine 

the possibility of the CAR being different than zero. As such, the thesis uses double-sided t-

tests with the below null and alternative hypothesis: 

      ̅̅ ̅̅ ̅̅
    

      ̅̅ ̅̅ ̅̅
    

As the thesis uses student’s t-test to examine the statistical significance of the thesis findings, 

the t-statistic function given by Newbold, Carlson and Thorne (2007: 290) is as follows 

  
 ̅    

 √ ⁄
 

 ̅ is the mean for the test derived from    ̅̅ ̅̅ ̅̅
  

   is the value of the null hypothesis 

  is the variable standard deviation 

  is the number of observations in the sample 

Furthermore, from t-statistics it is possible to derive a p-value. Newbold, Carlson and Thorne 

(2007: 340) define the p-value as “the probability of obtaining a value of the test statistic as 

extreme as, or more extreme than, the actual value obtained when the null hypothesis is 

true”. Therefore, it can be derived that the p-value is the smallest significance level at which 

the null hypothesis can be rejected. The following rule stands 

Reject    if           

where   is the chosen significance level 
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For example, a p-value of 0.037 means that the tested sample is statistically significant at the 

5%-confidence level. The same logic applies to a p-value of 0.001, with the difference being 

that the tested sample is significant at the 1% level. The most commonly used significance 

level is 0.95 or   = 0.05. As such, an event study that produces a p-value under 0.05 is 

therefore deemed to have significant results. The thesis will show the significance level of 

each event study by using the 3 most common levels, denoted as follows; *: significant at 

10%-level, **: significant at 5%-level, ***: significant at 1%-level. An absence of denotations 

could be viewed as a mark of non-significance. 

3.2.4. Illustrations 

Jensen and Ruback’s theory rests on studies made with time spans of 15 to 19 years. 

Therefore, to be able to quantify the effect of the events the thesis’s study will rest on a 25-

year time span, from 1985 to 2009. The chosen period is deemed to be relevant as it allows 

the data sample a sufficient time period in order to have enough inputs to be statistically 

significant. 

3.2.5. Measurement Interpretations 

The methodology used suggests a residual analysis, which is basically a test of whether the 

day-to-day return of a company’s share is greater or less than the expected day-to-day return 

of a market, including the effects of the risk relationship between the two. Weston, Siu and 

Johnson (2001) argue that residual analysis is a commonly used technique to test events 

such as corporate takeover effects through positive/negative abnormal returns for the parties 

involved. Jensen and Ruback apply the technique in their theory, which makes it natural for 

this thesis to apply. Furthermore, the technique has been proved by other studies of abnormal 

returns such as Schipper and Thompson (1983) and Healy, Palepu and Ruback (1992). Such 

studies, although with different time spans and varying sample sizes, have resulted in findings 

that support that on average, event returns give accurate predictions of later performance of 

the companies involved. 

3.3. Criticism 
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3.3.1. Literature and Theory Criticism 

As the thesis tests Jensen and Ruback’s theory and replicates their approach, criticism and 

objections on the method used in the thesis are strongly linked to their method. When Jensen 

and Ruback published their theory they used studies conducted by other scholars and based 

their theory on the results of these studies. Jensen and Ruback’s purpose was to investigate 

the changes corporate takeovers and takeover attempts have on a company’s value, in this 

case share price fluctuation as an underlying component. The underlying studies use 

cumulative abnormal returns as a measurement. 

An issue the authors encountered was that there are a number of different ways of measuring 

abnormal return, something that this thesis also noted. As Jensen and Ruback did not 

conduct the underlying studies themselves, the different samples vary in terms of the 

construction of the formula used to obtain abnormal returns. The implications on Jensen and 

Ruback’s theory are that their theory’s meaningfulness might be undermined and the 

reliability be questioned. As a response to such, Jensen and Ruback (1983: 6) state that this 

does not constitute a major problem as methods for calculating abnormal returns for the 

underlying studies have been validated resulting in not statistically different results. The 

method used in the thesis for calculating abnormal returns has therefore been a replication of 

the one described in Jensen and Ruback’s paper The Market for Corporate Control: the 

Scientific Evidence (1983). 

Whilst acknowledging that they ignore overlapping samples in the study. Jensen and Ruback 

also emphasize the notion that if one corporate takeover or takeover attempt is in several 

samples, it is by such out-weighted by the fact that every situation is studied over numerous 

time intervals. 

This thesis acknowledges the standard academic procedure to validate a theory by 

presenting other contradictory theories, thus (hopefully) proving the tested theory being the 

correct one. Such procedure is however not used in the thesis as its purpose is to test the 

applicability of the theory on the U.K. market, and therefore it is against the thesis purpose to 

test the general impact of the theory. 
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A problem related to choice of source that is difficult to guard against is the definition of the 

announcement date. This thesis defines the announcement date as the first day when the 

market has information of a corporate takeover or takeover attempt. Because of insider 

trading and information leakage, it can be difficult to actually pinpoint when exactly the 

marketplace has such information. One could argue instead that there are a series of events 

that can increase or decrease the likelihood of a corporate takeover taking place. Therefore, 

the conclusions on insider trading and information leakage have to be thoroughly considered. 

The thesis minimizes this problem by imitating Jensen and Ruback’s assumptions and 

accepts the assumption that markets are efficient and that all inside information is available to 

all market participants (Jensen & Ruback, 1983). 

Finally, the thesis acknowledges the fact that Jensen and Ruback’s theory does not take into 

account the different financing sources available to acquiring companies but instead bundles 

all corporate takeovers and takeover attempts. Although without knowing with certainty the 

effect of different financing choices has on the resulting abnormal returns, the thesis finds it 

logical to assume that there is a large possibility that different financing alternatives available 

to acquiring companies can have an effect on the generated CAR. 

3.3.2. Methodology Criticism 

The thesis is based on a quantitative study that requires both reliability and validity. It is vital 

that the results of the study are presented in an accessible manner, thus making it easy for it 

to be interpreted and re-applied if necessary 

Validity refers to the data measured being relevant, in context and aligned with the purpose of 

the study. Validity is deemed to be obtained as the study conducted explores the necessary 

data in order to obtain the stated objectives. 

Reliability refers to the data being measured in a reliable way. The requirement is met by the 

thesis investigating the share prices of the participating companies, and each share’s 

performance is compared to a market benchmark. Abnormal return is the same measure 

used by Jensen and Ruback (1983) and imitating that method is an acceptable and logical 
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way to meet the reliability requirement since the purpose is to test the applicability of the 

theory on the U.K. market. 

One point that could be argued over is that of the use of trading days instead of calendar 

days. As pointed out in section 3.1.2., criteria d, the thesis uses trading days when measuring 

the time period intervals. The logic behind the use of trading days is that calendar days simply 

do not incorporate all necessary information, as shares do not trade on weekends. For 

example, the use of calendar days for a 10-day period would mean that a residual or 

abnormal return would be available only from 6 to 8 days, depending on the announcement 

day. The use of trading days enables instead an abnormal return from all 10 days. Therefore, 

the thesis finds it logical to use trading days over calendar days. 
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Chapter 4. – Empirical Findings 

This chapter presents the results of the research conducted by the thesis and starts with a 

brief presentation of the overall findings, followed by two separate sections for successful and 

unsuccessful corporate takeovers, respectively. The chapter ends with a summary of the 

findings. 

4.1. Data Presentation 

Overall, the data sample defined by the criteria stated in section 3.1.2., consists of 400 hostile 

corporate takeovers and takeover attempts conducted on the U.K. market during 1/1/1985 

and 31/12/2009. After the elimination of erroneous data21, 326 corporate takeovers remained, 

divided into 266 successful corporate takeovers, comprising of 186 successful acquirers and 

235 successful targets, and 60 unsuccessful corporate takeovers, comprising of 43 

unsuccessful acquirers and 56 unsuccessful targets. In total, the study found 520 participating 

companies22. 

The data presented in the following sections is divided into different studies, with denotation 

depending of its outcome and type of participating firm. All studies involving successful 

corporate takeovers are denoted starting with an A or B, depending whether comprising of 

successful acquirers (A) or successful targets (B). Similarly, all studies involving unsuccessful 

corporate takeovers are denoted starting with C or D, where studies comprising of 

unsuccessful acquirers are denoted with C whilst studies comprising of unsuccessful targets 

are denoted with D. As numerous studies are performed, the starting denotation (A, B, C or 

D) is followed by a number. 

4.2. Successful Corporate Takeovers 

4.2.1. Results 

                                      
21

 Lack of share price data, index data, delisting, privatisation etc.. 
22

 Some companies may have been involved in numerous takeovers. 
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All successful hostile corporate takeovers are presented in Table 9 below. 

Table 9. Successful Corporate Takeovers 
  Thesis Findings 

Study 
Sample 
Period 

Event 
Period 

Acquirer Target Acquirer Target 

 n CAR (t-statistic)2324 

A1, B1 1985-2009 t-40 to t20 186 235 
-4.09% 

(-2.97)** 
25.78% 

(13.79)*** 

A2, B2 1985-2009 t-20 to t20 186 235 
-3.45% 

(-3.09)** 
24.34% 

(15.30)*** 

A3, B3 1985-2009 t-10 to t10 186 235 
-1.49% 
(-1.82)* 

21.19% 
(15.74)*** 

A4, B4 1985-2009 t-5 to t0 186 235 
-1.16% 

(-2.09)** 
17.19% 

(14.45)*** 

A5, B5 1985-2009 t0 to t30 186 235 
-1.87% 

(-2.01)** 
14.44% 

(10.24)*** 

A6, B6 1985-2009 t0 to t60 186 235 
-4.65% 

(-3.42)*** 
15.53% 
(9.43)*** 

       

Total     
-2.79% 
(n.a.) 

19.75% 
(n.a.) 

 

4.2.2. Successful Acquirers 

As defined in section 4.1., studies comprising of successful acquiring companies are denoted 

as A1, A2, A3, A4, A5 and A6. All 6 studies comprise of the same 186-company set. Study A1 

measures the event study period between 40 days before the announcement date to 20 days 

after and results in an abnormal return of -4.09% (t-statistic -2.97). Similarly study A2, which 

measures the event study period between 20 days before the announcement date to 20 days 

after, shows an abnormal return of -3.45% (t-statistic -3.09). Study A3 results in an abnormal 

return of -1.49% (t-statistic -1.82), which is for an event study period of 10 days before the 

                                      
23

 t-statistics measured as described in section 3.2.3. 
24

 Significance; *: 10%-level, **: 5%-level, ***: 1%-level. 
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announcement date to 10 days after. Study A4 measures the event study period from 5 days 

before and through the announcement date and results in an abnormal return of -1.16% (t-

statistic -2.09). Study A5 measures the event study period from the announcement date to 30 

days (or 1 month) after it and shows an abnormal return of -1.87% (t-statistic -2.01). Study A6 

measures the event study period from the announcement date to 60 days (or 2 months) after 

and results in an abnormal return of -4.65% (t-statistic -3.42). In total, the 186 successful 

acquirers measured through 6 event study periods show a cumulative abnormal return of -

2.79% with a t-statistics in the span of -1.82 to -3.42. Only one (A3) of the 6 underlying 

studies is not significant at the 5%- or 1%-levels, thus deeming the overall results as 

statistically significant. 

Below in Chart 1 is the CAR development over the entire event study period shown, from 40 

days before the announcement date to 60 days after. The chart reads that around the 

announcement date, there is a large impact on the abnormal return with a decline of c. 2%. 

Chart 1. Cumulative Abnormal Return over Event Study Period 
  Successful Acquirers 

 

 

4.2.3. Successful Targets 

Studies comprising of successful target companies are denoted as B1, B2, B3, B4, B5 and 

B6. All 6 studies comprise of the same 235-company set. Study B1 measures the event study 

period from 40 days before the announcement date to 20 days after and results in an 
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abnormal return of 25.78% (t-statistic 13.79). Study B2 measures the event study period from 

20 days before the announcement date to 20 days after and shows an abnormal return of 

24.34% (t-statistic 15.30). Study B3 results in an abnormal return of 21.29% (t-statistic 15.74), 

which is for an event study period of 10 days before the announcement date to 10 days after. 

Study B4 measures the event study period from the 5 days before and through the 

announcement date and shows an abnormal return of 17.19% (t-statistic 14.45). Study B5 

measures the event study period from the announcement date to 30 days (or 1 month) after 

and results in an abnormal return of 14.44% (t-statistic 10.24). Similarly study B6 shows an 

abnormal return of 15.53% (t-statistic 9.43) and measures the event study period from the 

announcement date to 60 days after. In total, the 235 successful targets measured through 6 

event study periods show a cumulative abnormal return of 19.75%. The double-digit t-

statistics in every underlying study except one (B6) is evidence of strong significance as well 

as the fact that all studies are significant at the 1%-level. 

Chart 2 below shows the CAR development over time and it is seen that between 20 and 10 

days before the announcement date the abnormal return is starting to increase, leading up to 

a spike on the announcement date. 

Chart 2. Cumulative Abnormal Return over Event Study Period 
  Successful Targets 
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4.3.1. Results 

All unsuccessful hostile corporate takeovers are presented in Table 10 below. 

Table 10. Unsuccessful Corporate Takeovers 
  Thesis Findings 

Study 
Sample 
Period 

Event 
Period 

Acquirer Target Acquirer Target 

 n CAR (t-statistic)2526 

C1, D1 1985-2009 t-40 to t20 43 56 
0.43% 
(0.16) 

25.77% 
(6.30)*** 

C2, D2 1985-2009 t-20 to t20 43 56 
1.35% 
(0.52) 

24.37% 
(6.93)*** 

C3, D3 1985-2009 t-10 to t10 43 56 
0.44% 
(0.20) 

25.71% 
(9.71)*** 

C4, D4 1985-2009 t-5 to t0 43 56 
-0.72% 
(-0.55) 

18.39% 
(8.43)*** 

C5, D5 1985-2009 t0 to t30 43 56 
1.08% 
(0.40) 

15.13% 
(5.05)*** 

C6, D6 1985-2009 t0 to t60 43 56 
-0.23% 
(-0.07) 

21.11% 
(3.60)*** 

C7, D7 1985-2009 t0 to t360 n.a. 24 n.a. 
14.93% 
(1.83)* 

       

Total excl. 
C7, D7 

    
0.39% 
(n.a.) 

23.16% 
(n.a.) 

 

4.3.2. Unsuccessful Acquirers 

Studies comprising of unsuccessful acquiring companies are denoted as C1, C2, C3, C4, C5 

and C6. All 6 studies comprise of the same 43-company set. Study C1 measures the event 

study period between 40 days before the announcement date to 20 days after and results in 

an abnormal return of 0.43% (t-statistic 0.16). Similarly study C2, which measures the event 

                                      
25

 t-statistics measured as described in section 3.2.3. 
26

 Significance; *: 10%-level, **: 5%-level, ***: 1%-level. 
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study period between 20 days before the announcement date to 20 days after, shows an 

abnormal return of 1.35% (t-statistic 0.52). Study C3 results in an abnormal return of 0.44% (t-

statistic 0.20), which is for an event study period of 10 days before the announcement date to 

10 days after. Study C4 measures the event study period from 5 days before and through the 

announcement date and results in an abnormal return of -0.72% (t-statistic -0.55). Study C5 

measures the event study period from the announcement date to 30 days (or 1 month) after it 

and shows an abnormal return of 1.08% (t-statistic 0.40). Study C6 measures the event study 

period from the announcement date to 60 days (or 2 months) after and results in an abnormal 

return of -0.23% (t-statistic -0.07). In total, the 43 unsuccessful acquirers measured through 6 

event study periods show a cumulative abnormal return of 0.39% with a t-statistic range of -

0.55 to 0.52 with no underlying study being significant at the 10%-level. 

Chart 3 shows the cumulative abnormal return over time. On the announcement date the 

CAR drops c. 1% but then has a c. 10-day period between 10 to 20 days after the 

announcement date where it stays positive. Furthermore, the irregular development of the 

CAR line over time corresponds to the low t-statistics and further shows the statistical 

insignificance. 

Chart 3. Cumulative Abnormal Return over Event Study Period 
  Unsuccessful Acquirers 
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Studies comprising of unsuccessful acquiring companies are denoted as D1, D2, D3, D4, D5, 

D6 and D7. Studies D1 to D6 comprise of the same 56-company set, whilst study D7 

comprise of 24 companies. Studies D1 to D6 give a CAR of 23.16% with a t-statistic range of 

3.60 to 9.61 and all studies being significant at the 1%-level. The CAR over time is shown 

below in Chart 4. 

Chart 4. Cumulative Abnormal Return over Event Study Period 
  56 Unsuccessful Targets from studies D1 - D6 

 

 

In addition to showing the CAR derived from studies D1 to D6 over the period t-40 to t60, 

chart 4 above shows the CAR extend until t360. It is evident that unsuccessful targets 

produce a large upswing in CAR at the announcement date. At t40 the CAR shows a spike of 

c. 5% which is then further increased through the time until t360.  

However, as Jensen and Ruback ignore the event study periods presented above for 

unsuccessful targets, and instead present more appropriate studies, the thesis conducts an 

additional study denoted as D7. Study D7 measures the abnormal return from the event study 

period commencing at the announcement date to 360 days after. The study comprises of 24 

unsuccessful target companies and takes into account whether additional offers are done. 

From the original 56 unsuccessful companies, 32 are excluded for precisely that reason27. 

The 24 unsuccessful targets that are left have not received additional takeover offers and 
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 A number of unsuccessful target companies have been excluded due to various data gathering errors. 
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produce a CAR of 14.93% measured over a 360-day period. The study gives a t-statistic of 

1.83, thus being statistically significant at the 10%-level. D7 is shown below in Chart 5. 

Chart 5. Cumulative Abnormal Return over Event Study Period 
  24 Unsuccessful Targets from study D7 

 

 

From Chart 6 it is evident that there is a spike in the CAR around the announcement day, 

however the CAR drops off towards nil percent between t40 and t120. From t120 to the end of 

the event study period the CAR steadily increases. 

4.4. Summary 

Overall, a total of 326 corporate takeovers have been studied, divided into 266 successful 

takeovers and 60 unsuccessful takeovers. The successful takeovers comprised of 186 

acquiring companies and 235 target companies, whilst the unsuccessful takeovers comprised 

of 43 acquiring companies and 24 target companies. The conducted studies resulted in a 

statistically significant CAR associated with successful acquirers of -2.8%, whilst a significant 

19.8% for successful targets. The CAR for unsuccessful acquirers reads as statistically 

insignificant 0.4% and statistically significant 14.9% for unsuccessful targets. The results are 

presented below in Table 11. 
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Table 11. Abnormal returns associated with successful and unsuccessful hostile corporate 
  takeovers 

 Acquirer Target 

Successful takeovers -2.8% 19.8% 

Unsuccessful takeovers 0.4% 14.9% 

  

The CAR over time is shown below in Chart 6. It is evident that both successful and 

unsuccessful targets experience a spike in the CAR at a time span around the announcement 

date, whilst successful and unsuccessful acquirers experience a slight drop around the same 

period. 

Chart 6. Cumulative Abnormal Return over Event Study Period 
  All Acquirers and Targets 
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Chapter 5. – Analysis 

The following chapter analyzes, discusses and compares the conducted studies results with 

the original findings of Jensen and Ruback. The chapter starts with successful corporate 

takeovers, followed by unsuccessful corporate takeovers and ends with a wide summarizing 

discussion. 

5.1. Successful Corporate Takeovers 

5.1.1. Comparison of Results 

Table 12 shows a side-by-side comparison between the underlying studies from Jensen and 

Ruback’s findings and the thesis findings on successful corporate takeovers. 

Table 12. Successful Corporate Takeovers 
  Comparison between Jensen and Ruback’s studies and Thesis Findings 

 Jensen and Ruback Thesis Findings 

Event Period Acquirer Target Acquirer Target 

 CAR CAR 

t-40 to t20 6.66% 34.06% -4.09% 25.78% 

t-20 to t20 4.36% 32.18% -3.45% 24.34% 

t-10 to t10 2.35% 31.80% -1.49% 21.29% 

t-5 to t0 n.a. n.a. -1.16% 17.19% 

t0 to t30
28

 2.83% / 5.20% 20.58% / 16.85% -1.87% 14.44% 

t0 to t60 3.12% 21.15% -4.65% 15.53% 

     

                                      
28

 Jensen and Ruback use 2 underlying studies for the event period t0 to t30; thus the 2 separate results. 
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Total 3.81% 29.09% -2.79% 19.75% 

 

5.1.2. Successful Acquirers 

By using the same method of research and conduct as Jensen and Ruback (1983), the 

results of the thesis’s studies of successful corporate takeovers are shown above in Table 12. 

The main difference between Jensen and Ruback’s results and the thesis findings is that 

while Jensen and Ruback found exclusively positive CAR for successful acquirers, although 

moderately, for all underlying studies, the thesis found only statistically significant negative 

CAR, meaning that all successful acquirers that constituted a part of the thesis studies 

showed a negative CAR for all investigated time intervals. Both the thesis findings and 

Jensen and Ruback’s results are based on 6 event studies, however not entirely the same. 

While the thesis findings comprise of studies that measure different event periods, Jensen 

and Ruback’s underlying studies comprise of 6 studies where 2 measure the same event 

period (from the announcement date to 30 days after it). In addition, Jensen and Ruback’s 

results for successful acquirers do not take into account the event period 5 days before 

through the announcement date. The 6 event studies that comprise the thesis findings range 

in CAR between -1.16% to -4.65% whilst the 6 event studies that comprise Jensen and 

Ruback’s results range in CAR between 2.35% to 6.66%. The largest percentual difference is 

found in the study that measures the CAR from 40 days before the announcement date to 20 

days after, with Jensen and Ruback’s results showing a positive CAR of 6.66% whilst the 

thesis findings showing a negative CAR of 4.09%, thus resulting to a c. 10 percentage points 

(p.p.) difference. The study that shows the smallest difference between Jensen and Ruback’s 

studies and the thesis findings is the one that measures the CAR from 10 days before the 

announcement date to 10 days after it, showing a c. 4 p.p. difference. 

It is clear from the results that the difference between the 2 data sets becomes smaller when 

the corresponding study measures a briefer event period. Overall the total CAR for Jensen 

and Ruback’s studies on successful acquirers is 3.81% whilst the total CAR from the thesis 

findings is -2.79%. This equals in a meaningful difference of c. 6.6 p.p.. The difference in total 
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results, together with the results from the underlying studies, indicates that Jensen and 

Ruback’s theory on corporate takeovers through successful acquirers is not applicable on the 

U.K. market. 

5.1.3. Successful Targets 

In Table 12, a comparison of Jensen and Ruback’s findings and the thesis findings of target 

companies involved in successful corporate takeovers is shown. The main similarity is that 

both sets of data show a positive total CAR as well as a statistically significant positive CAR 

for every underlying study. Similar to the underlying studies for successful acquirers, both the 

thesis findings and Jensen and Ruback’s results are based on 6 event studies, however not 

entirely the same. While the thesis findings comprise of studies that measure different event 

periods, Jensen and Ruback’s underlying studies comprise of 6 studies where 2 measure the 

same event period (from the announcement date to 30 days after it). In addition and again, in 

similarity with successful acquirers, Jensen and Ruback’s results for successful targets do not 

take into account the event period 5 days before through the announcement date. The 6 

event studies that comprise the thesis findings range in CAR in between 14.44% to 25.78% 

whilst the 6 event studies that comprise Jensen and Ruback’s results range in CAR in 

between 16.85% to 34.06%. In both Jensen and Ruback’s findings and the thesis findings, 

the lowest CAR is produced through the event period that measures from the announcement 

date to 30 days after it, whilst the second lowest CAR produced is through the event period 

that measures from the announcement date to 60 days after it. Because of this, coupled with 

the fact that the highest CAR for both Jensen and Ruback’s studies and the thesis findings is 

produced through the event period that measures from 40 days before the announcement 

date to 20 days after it, a point could be made that increase in CAR starts before the 

announcement date, meaning that there is a possibility of the market having information about 

the corporate takeover before the actual announcement of it.  

The largest percentual difference between the 2 data sets is found in the study that measures 

the CAR from 10 days before the announcement date to 10 days after, with Jensen and 

Ruback’s results showing a positive CAR of 31.80% whilst the thesis findings showing a 
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positive CAR of 21.29%, resulting in a c. 9.5 p.p. difference. The study that show the smallest 

difference between Jensen and Ruback’s studies and the thesis findings is the one that 

measures the CAR from the announcement date to 30 days after it, showing a c. 2.4 p.p. 

difference (although the small difference is only applicable to 1 of the 2 corresponding Jensen 

and Ruback studies as the other show a difference of c. 6.1%). 

Overall the total CAR for Jensen and Ruback’s studies on successful acquirers is 29.09% 

whilst the total CAR from the thesis findings is 19.75%. This equals in a substantial difference 

of c. 9.3 p.p.. Despite the arguably substantial difference in total results, the resulting CAR for 

both data sets is in the level of 20-30%, meaning that a clear positive reaction from the 

corporate takeover. Thus the thesis finds it plausible that the results indicate that Jensen and 

Ruback’s theory on corporate takeovers through successful targets is applicable on the U.K. 

market. 

5.2. Unsuccessful Corporate Takeovers 

5.2.1. Comparison of Results 

Table 13 shows a side-by-side comparison between the underlying studies from Jensen and 

Ruback’s findings and the thesis findings on unsuccessful corporate takeovers. 

Table 13. Unsuccessful Corporate Takeovers 
  Comparison between Jensen and Ruback’s studies and Thesis Findings 

 Jensen and Ruback Thesis Findings 

Event Period Acquirer Target Acquirer Target 

 CAR CAR 

t-40 to t20 n.a. n.a. 0.43% 25.77% 

t-20 to t20 -2.39% 47.26% 1.35% 24.37% 

t-10 to t10 -0.27% 35.55% 0.44% 25.71% 

t-5 to t0 -0.38% n.a. -0.72% 18.39% 
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t0 to t30
29

 0.58% / n.a. 18.96% / 21.09% 1.08% 15.13% 

t0 to t60 -1.71% 16.31% -0.23% 21.11% 

t0 to t360 -1.06% / n.a. -3.25% / -3.53% n.a. 14.93% 

     

Total excl. t0 to 
t360 

-1.11% 35.17% 0.39% 23.16% 

 

5.2.2. Unsuccessful Acquirers 

By using the same method of research and conduct as Jensen and Ruback (1983), the 

results of the thesis’s studies of unsuccessful corporate takeovers are shown above in Table 

13 above. In contrast to the comparison of successful acquirers and targets described in 

section 5.2.1 and 5.2.2, the comparison between Jensen and Ruback’s underlying studies on 

unsuccessful acquirers and the thesis findings does not show any clear similarities or 

differences, but instead could be described as ambiguous. Jensen and Ruback’s results are 

based on 5 event studies whereas the thesis findings are based on 6 studies. The thesis 

findings on unsuccessful acquirers are based on the same 6 study event periods that underlie 

the thesis findings of successful acquirers and targets, whilst Jensen and Ruback’s results 

are based on 5 studies. The 5 studies that are used for Jensen and Ruback’s results 

corresponds to the same event study periods as the thesis findings with the exception of the 

event period 40 days before the announcement date to 20 days after it. The 6 event studies 

that comprise the thesis findings results range in statistically insignificant CAR from -0.72% to 

1.35%, whilst the 5 event studies that comprise Jensen and Ruback’s results range in CAR 

from -2.39% to 0.58%. The largest percentual difference is found in the study that measures 

the CAR from 20 days before the announcement date to 20 days after, with Jensen and 

Ruback’s results showing a negative CAR of 2.39% whilst the thesis findings showing a 

positive CAR of 1.35%, thus resulting in a c. 3.7 p.p. difference. The study that shows the 
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 Jensen and Ruback use 2 underlying studies for the event period t0 to t30; thus the 2 separate results. 



 

60 
 

smallest difference between Jensen and Ruback’s studies and the thesis findings is the one 

that measures the CAR from 5 days before through the announcement date, showing a 0.34 

p.p. difference. Such small difference could be interpreted as meaningless. Out of the 5 

studies that make up Jensen and Ruback’s results of unsuccessful acquirers, 4 show a 

negative CAR whilst only 1 shows a positive one. This is in contrast to the thesis findings that 

instead show that 4 out of 6 studies having a positive CAR and only 2 have a negative CAR. 

Overall the total CAR for Jensen and Ruback’s studies on unsuccessful acquirers is -1.11% 

whilst the total CAR from the thesis findings is 0.39%. This equals in, what may seem, a 

slightly trivial difference of 1.5 p.p., however the fact remains that the total CAR from Jensen 

and Ruback’s studies is negative and the total CAR from the thesis findings is positive. The 

difference could therefore be deemed meaningful and thus the thesis finds it plausible that the 

results indicate that Jensen and Ruback’s theory on corporate takeovers through 

unsuccessful acquirers is not applicable on the U.K. market. However, it is possible that these 

results are not entirely reliable as every underlying study is statistically insignificant. 

Despite that the event study period from the announcement date to 360 days after is not 

included in the total CAR for unsuccessful acquirers, it is worth noting that the study show a 

CAR of -1.06% which is an almost unnoticeable difference of 0.05 p.p. from the total CAR of -

1.11%. Based on Jensen and Ruback’s theories and its underlying studies, an argument 

could be advanced that the idea that unsuccessful corporate takeovers are harmful for 

acquiring company shareholders, although very moderately, is viable both in the short term 

and the long term. 

5.2.3. Unsuccessful Targets 

In Table 13, a comparison of Jensen and Ruback’s findings and the thesis findings of target 

companies involved in unsuccessful corporate takeovers is shown. The table shows both the 

results from the 2 studies that Jensen and Ruback actually use to determine their theory, that 

is; the studies that measure CAR from the announcement date to 360 days after, as well as 

the results from the studies that use the same event periods as the results for successful 

acquirers and targets, and unsuccessful acquirers. There is a clear difference between 
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Jensen and Ruback’s results and the thesis findings. Jensen and Ruback’s 2 studies of the 

period from the announcement date to 360 days after show a statistically significant negative 

CAR of 3.25 and 3.53 respectively, compared to a positive CAR of 14.93% from the thesis 

findings. That equals a difference of 18.18 p.p. to 18.46 p.p., which the thesis deems to be a 

meaningful difference. Moreover, while Jensen and Ruback’s studies provide a base to a 

theory that states that shareholders of target companies involved in unsuccessful corporate 

takeovers lose out on the transactions, the thesis suggests otherwise. According to the thesis 

findings, shareholders of target companies involved in unsuccessful corporate takeovers 

instead gain wealth from these transactions. Also, the gain is deemed to be substantial as the 

transactions produce close to a 15% CAR. Due to this sizable difference from Jensen and 

Ruback’s results, the thesis finds it plausible that the results indicate that Jensen and 

Ruback’s theory on corporate takeovers through unsuccessful targets is not applicable on the 

U.K. market. 

5.3. Discussion 

Misspecifications: It is clear that it there are several possible reasons as to why U.K. acquiring 

companies (thesis findings) involved in successful takeovers show negative abnormal returns 

whilst their U.S. counterparts (Jensen and Ruback’s findings) show positive abnormal returns. 

The thesis states in section 3.1.2. the participating companies’ size (measured in equity 

value) is not taken into consideration except from the minimum value. However, it is evident 

that size is an affecting factor. As the acquiring company is in the majority of cases 

considerably larger than its target, the resulting share price change for the acquirer will 

naturally be of lesser kind than for the target. The opposite applies for when the target 

company is of larger size, that is, that share price of the acquiring company will be affected 

more the larger the target company is. Together with the acquisition premium, this could be a 

part of the explanation as to why the thesis finds a negative CAR for successful acquiring 

companies, whilst Jensen and Ruback find a positive CAR. This of course is only valid under 

the assumption that equity is used as part of the financing of the acquisition, but as section 

3.1.2. states, financing considerations are excluded as factors from the thesis. Similarly and 

as such, all model misspecification factors have to be disregarded by the thesis as acceptable 
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arguments for reasons for the potential non-applicability of the Jensen and Ruback theory on 

the U.K. market. Since the thesis replicated Jensen and Ruback’s conduct method, such 

misspecifications are discarded, however noted. 

Developments: One factor that could be a part of the potential non-applicability of the Jensen 

and Ruback theory is development, or rather developments. Developments in the U.K. and 

U.S., whether technological or intellectual tend to be similar but seeing as Jensen and 

Ruback’s findings stem from research conducted 40-50 years ago, it could be plausible to 

argue that differences may have to do with the different event windows used. Jensen and 

Ruback’s studies cover a period from 1956 to 1981, whilst the thesis covers a period from 

1985 to 2009. The developments in especially technology but also in research, academia and 

finance are tremendous and could have an effect on the results. 

Weighting: Similar to the event different event window time span, the weighting of each data 

set to the CAR could be an important differencing factor. It is plausible to argue that a 

considerable factor affecting the different total CAR results could be how the underlying 

studies of each data set is weighted in proportion to the total CAR. Logic states that the larger 

a certain underlying set is the greater effect will it have on the combined result. Seeing as 

Jensen and Ruback’s findings are weighted accordingly to the number of takeovers in every 

single underlying study (which is the correct approach as the underlying studies use different 

amount of companies when calculating the abnormal return) and the thesis findings use the 

same weight across all underlying studies (as the same amount of companies is being used), 

it is clear that it could have implications on the resulting CAR. Table 14 below show a side-by-

side comparison of the number of companies in every study involved in successful corporate 

takeovers whilst Table 15 show a side-by-side comparison of the number of companies in 

every study involved in unsuccessful takeovers. Both tables show Jensen and Ruback’s 

findings as well as the thesis findings. 
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Table 14. Successful Corporate Takeovers 
  Comparison between Jensen and Ruback’s studies and Thesis Findings 

 Jensen and Ruback Thesis Findings 

Event Period Acquirer Target Acquirer Target 

 n n 

t-40 to t20 88 147 186 235 

t-20 to t20 88 161 186 235 

t-10 to t10 161 162 186 235 

t-5 to t0 n.a. n.a. 186 235 

t0 to t30
30

 124 / 17 133 / 50 186 235 

t0 to t60 124 133 186 235 

     

Total
31

 478 653 1,116 1,410 

 

Table 15. Unsuccessful Corporate Takeovers 
  Comparison between Jensen and Ruback’s studies and Thesis Findings 

 Jensen and Ruback Thesis Findings 

Event Period Acquirer Target Acquirer Target 

 n n 

t-40 to t20 n.a. n.a. 43 56 

t-20 to t20 46 97 43 56 

t-10 to t10 94 112 43 56 

                                      
30

 Jensen and Ruback use 2 underlying studies for the event period t0 to t30; thus the 2 separate results. 
31

 See notes 6,7,10 and 11. 
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t-5 to t0 48 n.a. 43 56 

t0 to t30
32

 48 / n.a. 36 / 38 43 56 

t0 to t60 48 36 43 56 

t0 to t360 n.a. 36 / 26 n.a. 24 

     

Total excl. t0 to 
t360

33
 

236 283 258 336 

 

If tables 12 and 13 from sections 5.1.1. and 5.2.1. are remembered, which show the results 

from the different underlying studies, it could be argued that certain underlying studies from 

the Jensen and Ruback findings could have an impact on the resulting CAR which the 

corresponding underlying studies from the thesis findings do not have. For example, the 

underlying study that examines acquirers in successful takeovers for the sample period t0 to 

t60, show an abnormal return of +3.12% (compared to total CAR of +3.81%) and carries a 

weight of c. 25.9%34. Meanwhile, the corresponding underlying study from the thesis findings 

show an abnormal return of -4.65% (compared to total CAR of -2.79%), carrying a weight of c. 

16.7%35. The difference in the weighting of aforementioned underlying study carries expands 

the difference in total CAR between the Jensen and Ruback results and the thesis findings. 

Contemplating the facts above, it is plausible to argue that the weighting of underlying studies 

could have an impact on total CAR and therefore creates a difference between the Jensen 

and Ruback findings and the thesis findings that is not perfectly accurate, thus making the 

Jensen and Ruback theory leaning towards being non-applicable in some cases on the U.K. 

market. However, it could be said that such an argument is circumstantial and instead the true 

                                      
32

 Jensen and Ruback use 2 underlying studies for the event period t0 to t30; thus the 2 separate results. 
33

 See notes 6,7,10 and 11. 
34

 124/478=0.25941423 (sample size divided by total number of observations).  
35

 186/1,116=0.16666667. 
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factors of the potential non-applicability of the theory could lie in factors governed by cultural 

and regulatory frameworks. 

As described in section 5.2. and section 5.3., it is clear that the thesis confirms the 

applicability of the Jensen and Ruback theory from 1983 on the U.K. market in terms of 

successful targets; however, it does not confirm the applicability of successful acquirers and 

unsuccessful acquirers and targets. Whereas the thesis produces negative CAR for 

successful acquirers, the Jensen and Ruback findings show a positive CAR. The opposite 

applies to unsuccessful acquirers and unsuccessful targets. As such, an argument can be 

advanced that the cultural differences between U.S. and U.K. based companies could be a 

decisive factor. While the merger & acquisition’s activity in the U.K. is sizable, companies in 

the U.S. tend to see M&A as a perfectly natural growth strategy and therefore creating a 

culture that is more accepting towards expansion through corporate takeovers. The U.S. 

market therefore could therefore have a more willingly accepting attitude towards takeover 

thus announcements could be viewed more positively by U.S. investors, therefore rewarding 

the acquirers as well as the target companies in successful takeovers. A more positive view of 

corporate takeovers could be that of that the acquiring companies are striving for increasing 

their business and market value, whilst a more negative view of corporate takeovers might 

focus on the potential problems and costs associated with the integration of the acquiring and 

the target companies. 

Regulation: Another factor that could partly explain the difference between the thesis findings 

and Jensen and Ruback’s findings could stem from the differences in regulation of corporate 

takeovers in the U.K. and the U.S.. As explained in section 2.3.8., U.K. legislature prohibits 

management teams of target companies to launch counters to ward from hostile offers, thus 

making it plausible to argue that the U.K. market may perceive a hostile offer almost as a 

“done deal”, with the only discussion point being the price. Such a view could partially explain 

why the thesis findings result in a CAR of +14.93% for target companies involved in 

unsuccessful takeovers whilst in fact Jensen and Ruback’s theory state a CAR of -3% for the 

same group. From the Jensen and Ruback theory it is derived that the, at first, positive 

abnormal returns that stem from unsuccessful takeovers are created from the anticipation of 
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further takeover offers, but as no such offers are made, the announcement gains are lost and 

thus a negative CAR is created. Table 13 clearly shows that with the anticipation of further 

offers the total CAR is at +35.17%, whilst a year later when the information of no further offers 

has been incorporated, the CAR is -3%. However, in the thesis findings, this does not occur. 

As evident in table 13, the thesis CAR results for unsuccessful targets drops from +23.16% if 

viewed without the information of no further offers being incorporated, to +14.93% when such 

information is incorporated. As such, it could be argued that because there are limitations to 

what an U.K.-listed company can do to defend against hostile takeovers, the market may view 

a takeover attempt as successful in terms of abnormal returns, even though it in the end turns 

out to be unsuccessful. Because an U.K.-listed company does not have the same tools to 

fight back a takeover attempt as a U.S.-listed company, the market’s perception or “default 

mind-set” of a hostile offer could be that the acquisition will be completed. Therefore, when a 

takeover attempt in fact does become unsuccessful the loss of the initial announcement gains 

in terms of abnormal return, does not become as large as the loss on the U.S. market that is 

the base of Jensen and Ruback’s theory. However, it is worth mentioning that Jensen and 

Ruback’s theory for unsuccessful target companies is based upon studies that examine the 

period up to 360 trading days after the announcement. Whether a deal becomes incomplete 

after that period is not taken into account. 

Statistical significance: In total, the thesis found statistically significant results at the 1%-level 

for successful and unsuccessful target companies, and at the 5%-level for successful 

acquirers. The only group that did not show statistically significant results was unsuccessful 

acquirers. Despite this, it is possible to argue for the reliability of the thesis findings, seeing as 

3 out 4 sub-groups produce significant results and where 2 sub-groups show significant 

results at the 1%-level. 
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Chapter 6. – Conclusion 

The chapter begins with a conclusion of the results gathered by the thesis and the following 

analysis. It continues with a brief section on limitations and a critical evaluation and ends with 

recommendations for future research that is deemed to be relevant to the thesis subject. 

6.1. Conclusion 

In accordance with its purpose, the thesis has examined the applicability of Michael C. 

Jensen and Richard S. Ruback’s theory of hostile corporate takeovers when applied on the 

U.K. stock market. By doing so the thesis have given the reader an overview of both 

successful and unsuccessful corporate takeovers conducted on the U.K. public market from 

the year 1985 up to 2009. By using the methodology described by Jensen and Ruback in their 

paper The Market for Corporate Control: The Scientific Evidence from 1983, the thesis have 

examined the market for corporate takeovers and investigated the cumulative abnormal 

returns generated by the successful and unsuccessful takeovers, for both acquiring 

companies and target companies. 

The thesis findings for successful target companies produces a statistically significant CAR 

that corresponds with the CAR values presented by Jensen and Ruback’s theory and is 

therefore deemed to be applicable. Although the thesis findings for successful acquiring 

companies and unsuccessful target companies produce statistically significant results, the 

resulting CAR’s does not corresponds with the values presented by the theory and are 

therefore deemed to be not applicable on the U.K. market. Similarly the thesis findings for 

unsuccessful acquiring companies do not correspond with the values presented by the 

theory; however the results are statistically insignificant. After analyzing the thesis findings, 

the thesis concludes that Jensen and Ruback’s theory is not applicable on the U.K. stock 

market. 

As mentioned in the introductory chapter, Jensen and Ruback’s theory of hostile takeovers 

have had a substantial impact in North America, especially on the academic environment. 

However, such impact is logical seeing as the theory is based on the American market and 
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thus influenced by the specific U.S. market environment. Therefore, the conclusion from the 

thesis findings that Jensen and Ruback’s theory is a whole is not applicable on the U.K. 

market is not especially surprising considering the considerable differences in market 

environments, and perhaps that is the reason why Jensen and Ruback’s theory has not had a 

large impact in the U.K. and Europe. 

6.2. Limitations in Research and Critical Evaluation 

Although the majority of the limitations to the study conducted by the thesis are tightly linked 

to the limitations of Jensen and Ruback’s theory and its methodology, there are certain 

limitations to the thesis study, and as such, may have an effect on the final results. 

As mentioned briefly in section 3.3.1., such a limitation is undoubtedly the fact that the thesis 

study uses only one variable, the CAR. As different corporate takeovers are financed in a 

different way, depending on the acquiring company’s acquisition strategy and financial 

situation, there is a possibility that the generated CAR could be different if, for example, all 

takeovers where to be financed by cash-only or equity-only. It would therefore be relevant to 

divide the data sample based on financing alternatives, however, as such action is not done 

by the original theory, is not done by the thesis. Furthermore, the thesis only calculates the 

abnormal returns using the market-model, and as such, there could be a notable difference in 

the final results if a different method would be used, however unlikely. 

Finally, the thesis is aware that the data gathering, processing and analyzing has been 

conducted by the author and as such, the risk of human errors is made possible. However, 

the author has taken the necessary precautions to limit the risk of such errors; for example, 

the corporate takeovers have been verified using two independent sources (two of the largest 

relevant financial databases available; Thomson One Banker and MergerMarket) and input 

values for share prices have been taken from Thomson Reuters DataStream. Despite this, 

the thesis cannot be a hundred percent certain that every single data point is correct. 
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6.3. Future Research Recommendations 

Throughout the working process of the thesis, certain research questions have arisen that 

would benefit the further understanding of the thesis subject if examined in detail, however, as 

the purpose of the thesis narrows the scope of the research, such questions have been left 

untouched. Therefore, this thesis finds it appropriate to make recommendations to future 

research. 

One such recommendation is to test the applicability of Jensen and Ruback’s theory on the 

U.S. market; the same market that Jensen and Ruback based their theory on. The authors’ 

paper The Market for Corporate Control: The Scientific Evidence was published in 1983 and 

used underlying studies conducted between 1958 to 1981. The stock market in the U.S. (and 

the rest of the world) has since been the subject of tremendous change and has undergone 

noticeable developments in the past 50 years. Technological and financial developments 

have to a large extent decreased the information asymmetry and time time-lapse for sending 

and receiving information, which in turn has transformed the way shares are traded. It would 

therefore be interesting and relevant to conduct an applicability study with recent U.S.-market 

based data to see whether Jensen and Ruback’s theory still hold today36. 

As there is evidence that suggests regulatory differences between the U.K. and U.S. markets 

is a factor behind the differences between the thesis findings and Jensen and Ruback’s 

findings, it would be relevant to further examine the regulatory environment in the two 

markets. It would be especially interesting to research the implications different regulatory 

environments have on corporate takeovers and the CAR generated by them. 

Another recommendation on future research is to examine friendly corporate takeovers and 

the CAR generated by such takeovers. A potential research question could be built around 

the potential differences in generated CAR by friendly takeovers and hostile takeovers. 

                                      
36

 To some extent, this has already been done as Jarrell, Brickley and Netter (1988:51) state that their paper 
could be considered as ”an update of Jensen and Ruback with a focus on recent empirical studies that cover 
takeovers made in the 1980s”. However, fact remains that the 90s and 00s are still uncovered. 
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Finally, as the financial world is arguably still today coping with the aftermaths of the financial 

crisis of 2008, it would be most interesting to research how theories such as Jensen and 

Ruback’s hold during different economic situations.  
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