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ABSTRACT 

Firms in the world’s largest economies are increasingly investing in corporate social 

responsibility (CSR). These CSR investments meet the interest of multiple stakeholders, and 

some researchers argue that firms can maximize shareholder value by focusing on the interest 

of all stakeholders as this makes them more willing to support the firm (stakeholder value 

maximization view). However, other researchers argue that CSR comes at the expense of 

shareholders’ wealth because it only meets some of the stakeholders’ conflicting interests 

(shareholder expense view). To further explore these contradicting views, researchers have 

started to investigate how CSR affects shareholder wealth in the context of mergers and 

acquisitions (M&As). Most evidence seems to be in line with the stakeholder value maximization 

view as they find that acquirers with high CSR performance experience greater cumulative 

abnormal returns (CARs) around merger announcement, larger gains in long-term post-merger 

operating performance, higher long-term post-merger stock returns, shorter deal duration, 

lower deal uncertainty, and smaller bid premiums compared to acquirers with low CSR 

performance. No study has yet investigated the intersection of CSR and M&A in Northwest 

Europe, which is surprising as this region is argued to be a frontrunner in promoting CSR. 

Therefore, this study examines 245 mergers completed by firms from Northwest Europe, and 

surprisingly our evidence is inconsistent with most previous studies. We find that acquirers with 

high CSR performance experience lower CARs around merger announcement, no long-term 

post-merger abnormal stock returns, and inferior long-term post-merger gains in operating cash 

flow compared to acquirers with low CSR performance. We suggest that this inconsistency 

compared to previous studies may be explained by differences in institutional contexts, agency 

costs, the possibility for CSR to be a sustainable competitive advantage, and investors’ attitude 

towards CSR.  

Keywords: Corporate Social Responsibility (CSR), Mergers and Acquisitions (M&As), Event Study, Short- 

and Long-Term Stock Performance, Operating Performance, Northwest Europe 
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1 Introduction 
Can companies do well by doing good? For decades, this has been a central question in academic literature 

investigating how corporate social responsibility (CSR) affects corporate financial performance. Driven by a 

demand from consumers, investors, governing institutions, and the general public, the strategic importance 

of CSR has been increasingly recognized by practitioners. Companies are investing more in CSR, reaching a 

level where the Fortune Global 500 firms have been estimated to spend an aggregated amount of almost $20 

billion on CSR activities annually (Dattani, Still, & Pota, 2015). Additionally, companies are becoming more 

transparent as they increasingly seek to disclose their CSR activities to the public. Among the 250 largest 

companies globally, 92% revealed their CSR activities through a CSR report in 2015, which is twice as many 

compared to a decade earlier (Meier & Cassar, 2018). Investing in CSR activities is a global trend and the 

opportunities it can bring continue to gain recognition among most of the world’s largest economies (PwC, 

2020). 

Similarly, investors within capital markets have adopted the CSR agenda by progressively focusing on 

pursuing socially responsible investments (SRI). Here, global sustainable investments increased by 34% from 

2016-2018 reaching a level of $30.7 trillion, where Europe counted for almost half of investments in 

sustainable assets (Global Sustainable Investment Alliance, 2018). Though awareness towards SRI has grown 

rapidly in recent years, many professionals agree that SRI will only become more integrated in the investment 

universe in the future (Drei, Mortier, Roncalli, & Sekine, 2019; Scaggs, 2020).  

Despite the popularity of CSR among practitioners and the public, researchers have still not reached an 

agreement of whether CSR improves corporate financial performance and thereby creates value for the 

shareholders. Two theoretically opposing views dominate this discussion; the stakeholder value maximization 

view and the shareholder expense view. The stakeholder value maximization view claims that investments in 

CSR enhance shareholder wealth. Advocates of this view argue that CSR meets the interest of multiple 

stakeholders, thereby making them more willing to support the firm, which results in a positive effect on 

firm value (Freeman, Wicks, & Parmar, 2004; Harjoto & Jo, 2011; Jiao, 2010). In contrast, the shareholder 

expense view argues that CSR only meets some of the conflicting interests of the stakeholders on the expense 

of shareholders, thereby destroying firm value (Friedman, 1970; Jensen, 2001; Vance, 1975). 

Recently, a few scholars have investigated value creation from CSR in a context of mergers and acquisitions 

(M&As) because stakeholder support is considered to be a particularly relevant factor in determining the 
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success of M&As. When completing M&As, the newly merged firm needs to renegotiate contracts with its 

stakeholders, thereby being highly dependent on stakeholders’ willingness to cooperate when integrating the 

target firm (Deng, Kang, & Low, 2013). Scholars have therefore started to investigate whether acquirers in 

M&As can benefit from having a strong CSR profile, since these companies often receive greater support 

from stakeholders. 

A number of empirical studies show that acquirers with high CSR performance experience higher returns 

around merger announcement, higher long-term post-merger stock and operating performance, lower deal 

uncertainty, and shorter deal duration (Arouri, Gomes, & Pukthuanthong, 2019; Chen, Lu, & Liu, 2019; 

Deng et al., 2013; Krishnamurti, Shams, & Pensiero, 2019). However, empirical results are ambiguous as 

other scholars find a significant negative relationship between CSR and M&A performance (Hector & 

Hågemark, 2018; Meckl & Theuerkorn, 2015). Some studies explain that this contradicting evidence derives 

from acquirers operating in different institutional contexts. When companies operate in economies with low 

investor protection and poor legal systems, investors are more likely to worry about agency costs. Thus, 

investors may worry that managers invest in CSR to enhance their personal reputation on the expense of 

shareholders (Li, Lan, & Zhang, 2019; Qiao, Xu, & Wu, 2018; Yen & André, 2019).   

Most studies investigating CSR in an M&A context focus on the US, Australia, and Asia. Researchers have 

drawn little attention towards Europe, which is surprising in the light of how much CSR seems to be apparent 

to European professionals. To the best of our knowledge, there only exists one study that solely focuses on 

Europe (specifically Northern Europe) when investigating how CSR may create value in an M&A context. 

Even more surprising, the evidence of this study points towards shareholder expense view, as they find a 

significantly negative relationship between high CSR performance and short-term M&A performance 

(Hector & Hågemark, 2018). Firstly, this result is contrary compared to the majority of research on the topic. 

Secondly, Northern Europe is recognized for its strong legal systems and the result therefore seems to 

contradict with the explanation that CSR primarily creates value in institutional contexts recognized for their 

strong rule of law. In order to further investigate the contradicting results, this study aspires to answer the 

following research question:  

How does CSR affect the wealth of acquiring shareholders around a merger  

announcement and in the long-term post-merger period? 
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Motivated by an urge to fill this gap in the existing literature, this study focuses on acquiring firms in 

Northwestern Europe constituting of 14 different countries.1 When looking at Europe as a whole and 

comparing it to large economies elsewhere in the world, Europe has been a leader in promoting CSR 

(Aaronson, 2002). It is however mostly Northwest Europe that seems to be the driver of the CSR movement, 

as Eastern European corporations and stakeholders are considerably less engaged in CSR compared to their 

Northwest European counterparts (Steurer, Martinuzzi, & Margula, 2012). Thus, we argue that acquirers in 

Northwestern Europe become particularly interesting to make subject of our analysis. Given the growing 

importance attributed to CSR, we suggest that understanding its value implications is worth further 

investigation. 

1.1 Development of Hypotheses 
Noticeable from the research question, this study focuses on value creation from a shareholder perspective. 

Though a managerial decision to undertake CSR investments may be intended to create value in multiple 

ways and for multiple stakeholders, this study accepts the shareholder value maximization principle. Hence, 

managers are supposed to act in the interest of the shareholders, which is maximization of the market value 

of their investment in the firm (Brealey, Myers, & Allen, 2017, p. 8). A normative discussion of whether 

shareholder value maximization should be the predominating goal of corporations is beyond the scope of 

this study, but we endorse the assumption that it at least is one prevailing goal.  

M&As are some of the most critical investments a company can undertake, since they are typically financially 

large investments, thereby creating a considerable impact on the wealth of the shareholders (Martynova, 

Oosting, & Renneboog, 2006). In line with previous research, this study solely focuses on mergers, because 

the target can still exist as a legal entity after an acquisition (Deng et al., 2013). The majority of research 

investigating value creation from M&As use announcement returns as a measure of the value that the merger 

generates (Agrawal & Jaffe, 2000). An important assumption behind this method is the semi-strong form of 

the efficient market hypothesis, implying that stock prices reflect all publicly available information and that 

the market responds quickly when new information becomes public (Oler, Harrison, & Allen, 2008). 

Potential abnormal stock returns resulting from the event of a merger announcement is calculated as the 

cumulative abnormal return (CAR) realized during an event window, which is estimated using an estimation 

 
1 Northwest Europe consists of 14 countries: Austria, Belgium, Denmark, Finland, France, Germany, Iceland, Ireland, 
Luxemburg, the Netherlands, Norway, Sweden, Switzerland, and the UK. 
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period prior to the deal announcement (MacKinlay, 1997). As described above, most researchers examining 

the intersection of CSR and M&A find that acquirers with a high CSR performance experience higher CARs 

around merger announcement compared to their counterparts. Hence, we hypothesize that; 

H1: Acquirers with high CSR performance experience higher CARs around a merger 

announcement than acquirers with low CSR performance. 

Other researchers argue that the efficient market hypothesis is unlikely to hold at all times (Shleifer, 2000). 

It is therefore important to emphasize that using CARs around a merger announcement as a performance 

measure may only explain investors’ expectations of the future performance of the merged firm (Bruner, 

2001). Any anticipated synergies at announcement day may be overestimated due to factors such as 

integration issues, behavioral biases, price pressure, or unanticipated changes in the macroenvironment 

(Agrawal & Jaffe, 2000; Malmendier, Moretti, & Peters, 2018). Since information about successful realization 

of the merger only gradually becomes available to the public, it is argued that accurately measuring long-term 

returns remains of first-order importance (Martynova et al., 2006). Oler et al. (2008) argue that short-term 

measures of event studies should be supplemented by long-term measures, particularly if the event is complex 

and/or infrequent, which a merger is argued to be. They further argue that performance implications of such 

events are unlikely to be fully understood by market participants, while the short-term responses may be 

affected by heuristic biases. We therefore seek to investigate the long-term stock performance following 

merger announcements. At this time, we are unaware of any study investigating the impact of CSR on long-

term M&A performance for acquiring firms in the European region. Following findings from other regions 

in the world, we postulate in our second hypothesis that; 

H2: Acquirers with high CSR performance experience higher abnormal stock returns 

in the long-term post-merger period than acquirers with low CSR performance. 

Healy, Palepu, & Ruback (1992) argue that stock price performance studies are unable to determine the real 

economic value of a merger. They refer to market inefficiency as the explanation, since stock prices are rather 

reflections of market expectations than actual economic value. Therefore, we aim to examine the long-term 

operating performance following a merger as an additional method to measure long-term M&A performance. 

The third hypothesis is therefore;  
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H3: Acquirers with high CSR performance experience higher long-term post-merger 

gains in operating performance than acquirers with low CSR performance. 

The three hypotheses will be tested and analyzed using different methodologies, and the empirical analysis 

will therefore be divided into three subanalyses in accordance with the three hypotheses. The structure of 

research is illustrated in Figure 1 in section 1.3. 

1.2 Terminology 
The notion of corporate social responsibility (CSR) gained momentum in academia along with the 

development of stakeholder theory (Freeman, 1984). Though the concept of CSR for decades has been 

widely discussed both in literature and practice, no consensus on a clear definition has been reached (Lu, 

Chau, Wang, & Pan, 2014). Dahlsrud (2008) identifies 37 definitions of CSR, but more might arguably exist. 

Generally, definitions of CSR are often categorized in two theoretically different ways (Margolis, Elfenbein, 

& Walsh, 2007). One view focuses on the multiple responsibilities in terms of economic, legal, ethical, social, 

political, and environmental (Carroll, 1999; Devinney, 2009). The other view considers CSR to be a function 

of a corporation’s behavior towards its different stakeholders, such as employees, investors, customers, and 

regulators (Campbell, 2008). The latter definition is used in this paper, as the argument surrounding our 

hypotheses is built upon stakeholder theory. Our definition does not distinguish between subcategories of 

CSR such as passive versus active CSR (Li et al., 2019). 

Competing and complementary concepts of CSR such as corporate citizenship, business ethics, and 

corporate social performance (CSP) have evolved, where CSP has become an established umbrella term 

which emphasizes the achievements in the realm of social responsibility policies, practices and results (Carroll 

& Shabana, 2010). Some researchers clearly distinguish between the concept of CSR and CSP, emphasizing 

that CSR is an accountability to society, while CSP is an actual, backward-looking way of measuring CSR 

(Beurden & Gössling, 2008; Carroll, 1991; Marom, 2006). This study consistently uses CSR as the notion 

covering both CSR accountability and CSR performance, as this is mostly done in other empirical studies 

within the intersection of CSR and M&A (e.g. Arouri et al., 2019; Deng et al., 2013; Gomes & Marsat, 2018). 

Lastly, CSR investments must not be confused with socially responsible investments (SRI), as the notion of 

CSR investments covers corporations’ investments in CSR activities, whereas SRI is an attempt from 

investors in the capital market to incorporate ethics and social concerns into their investment portfolios 

(Adams, 2018). 
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1.3 Structure of Research 
The study is characterized as descriptive research because it aims to explore how CSR affects acquiring 

shareholders’ wealth in M&As. The research question and the three hypotheses will guide the structure of 

the research, which is illustrated below in Figure 1. Specific delimitations will be presented throughout the 

paper when regarded relevant. After a short introduction to the topic and motivation behind the research, a 

review of existing literature within CSR and M&A will be presented. The review especially focuses on extant 

literature on value creation from CSR, as this is the main topic in question. Subsequently, the scientific stance 

of the thesis will be described followed by a thorough description of the methods that are being applied. It 

is assumed that the reader is familiar with the fundamental concepts of finance theory. The empirical analysis 

contains a section of descriptive statistics followed by three sections aiming to answer the three hypotheses. 

The findings will be discussed in relation to existing theories and practical implications. Lastly, suggestions 

for further research will be presented in addition to the concluding remarks. 

 

Figure 1: Research Structure 
Source: Authors 



 
 

11 

2 Literature Review  
The literature on value creation through both CSR and M&A is vast and multidimensional and has caught 

considerable interest in academics through decades (Perrini, Russo, Tencati, & Vurro, 2011). However, it is 

not until recently that scholars started to examine the intersection of the two, which is why research focusing 

on value creation from CSR in an M&A context is relatively scarce (Malik, 2015). This section introduces 

topics that have been the center of attention within the literature of both M&A and CSR, especially focusing 

on the link between the two. The purpose is to discover what scholars have already examined, discussed and 

agreed upon in addition to explore gaps within existing literature. 

2.1 Value Creation Through M&As 
In order to understand how CSR affects the wealth of acquiring shareholders around a merger announcement 

and in the post-merger period, one first needs to understand the context of which CSR is supposed to create 

value, i.e. the M&A scenery. For more than thirty years, researchers have sought to identify the characteristics 

of successful mergers, but results are mixed. However, it is found that the majority of research agree that 

approximately 60-70% of M&As destroy wealth of acquiring shareholders (Christofferson, McNish, & Sias, 

2004; Lewis & McKone, 2016). Despite empirical evidence arguing that M&As fail to create value for 

acquiring shareholders, corporations continue to employ this strategy almost reaching peak levels during the 

last couple of years (Reiss & Pryor, 2020; J. P. Morgan, 2020). This section explores the main areas of research 

within M&A literature including empirical findings on factors contributing to value creation within M&A. 

2.1.1 M&A from a Neoclassical and Behavioral Economics Perspective 

According to neoclassical theory, which is the paradigm of traditional economic theory, corporations only 

engage in M&As if they are able to create shareholder value (Ahern & Weston, 2007). Due to realization of 

synergies, value is created for both target and acquirer’s shareholders when the value of the combined firm 

is greater than the sum of the two firms independently: 

 𝑊𝐴𝐵 > 𝑊𝐴 + 𝑊𝐵 (1) 

where 𝑊𝐴𝐵 is the value of the combined firm, and 𝑊𝐴 and 𝑊𝐵 are the standalone values of the two firms 

(Mocciaro Li Destri, Picone, & Minà, 2012). Because of the additional value generated from a merger, the 

acquirer pays a premium for the target, which on average ranges from 10-35% of the target firm’s 
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preannouncement market value (Christofferson et al., 2004). Due to this premium, there is a near-unanimous 

agreement that target shareholders benefit from mergers (Healy et al., 1992).  

The neoclassical paradigm assumes that managers are able to act perfectly rational as a result of complete 

information, which makes the theoretical standpoint unable to explain why managers keep pursuing 

unsuccessful M&As (Ahern & Weston, 2007). Instead, literature investigating the topic from a behavioral 

economics perspective explain that managers are afflicted by behavioral biases such as managerial hubris or 

excessive overconfidence, which leads to “the winner’s curse” where the highest bidder most likely ends up 

overpaying, resulting in a transfer of value from acquiring shareholders to target shareholders (Kumar & 

Sharma, 2019, p. 35). A second view grounded in agency theory and behavioral economics suggests that 

managers engage in M&A in order to increase firm size thus increasing their own salaries, bonuses, and perks. 

This is argued to be particularly true for large corporations with dispersed ownership, as smaller owners have 

less incentive to actively monitor the behavior of managers (Aggarwal & Samwick, 2003; Ahern & Weston, 

2007). Lastly, a third line of behavioral economics points to the quality of management as an explanation for 

value destroying M&As. The integration of two different organizations including merging two different 

cultures is difficult, and Villalonga & Mcgahan (2005) find that managers with prior experience within 

completion of M&As have a better success rate of M&As. 

2.1.2 Empirical Evidence on Value Creation Through M&A 

A large number of researchers have investigated different factors and deal characteristics in order to find a 

clear assessment on determinants of M&A performance. Here, evidence varies greatly across different 

studies. Some studies show that the form of consideration significantly impacts the performance of the 

merger, where cash offers provide stronger performance than takeovers involving other forms of payment 

(Ghosh, 2001; Linn & Switzer, 2001;Sudarsanam & Mahate, 2003). One explanation may be that cash 

payments are frequently financed with debt, which lowers the risk of financial slack issues (Jensen, 1986). 

Other studies reveal that means of payment has no significant explanatory power (Martynova et al., 2006; 

Powell & Stark, 2005). Further examples of deal characteristics that have often been subject to investigations 

with mixed results are factors such as deal attitude (friendly versus hostile), industry relatedness (focused 

versus diversifying acquisitions), and the acquirer’s leverage and cash reserves (Martynova et al., 2006).  

Other empirical evidence suggests that due to lack of information, the acquirer often has a difficult time 

assessing the value of synergies, which result in overestimation, where they end up paying too much for the 
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target firm. The strategic rationale behind a merger is often based on revenue synergies such as higher growth 

in new or existing markets, but a study shows that overestimation of revenue synergies is where the greatest 

errors happen (Christofferson et al., 2004).  

Though there exist no clear explanation for why mergers more often fail than succeed, most literature agree 

that the integration process of the target company is a key driver of success or failure (Angwin & Meadows, 

2015; Graebner, 2004; Steigenberger, 2017). An emergent and growing field of research within M&A has 

started focusing on the emotional and behavioral response of the employees involved. Gertsen & Soderberg 

(1998) argue that M&As pose a potential threat to employees’ social and security needs, which may result in 

a situation of opposition from employees. A growing body of research shows that high levels of employees’ 

social identification with the organization’s identity result in enhanced work effort, higher performance, 

reduced staff turnover and greater engagement in positive organizational citizenship behaviors (Cartwright 

& Schoenberg, 2006; Haslam & Ellemers, 2005, p. 92). In connection to these findings, companies with high 

CSR performance have proven to increase employee loyalty, and employees in these companies tend to have 

positive views about the senior management’s integrity and leadership skills (Lee, Park, & Lee, 2013). These 

empirical studies suggest that CSR can have a positive influence on M&A performance, as employees may 

have more trust in the managers and thereby more likely being willing to support the merger. The next 

section therefore explores the current literature on value creation through CSR in order to further explore 

how CSR affects M&As. 

2.2 Value Creation Through CSR 
The majority of M&A literature agrees that M&A as a value driver is often more destroying than value 

creating, but for researchers looking at CSR as a value driver, the consensus is not that clear, even though 

the central research question within literature on CSR has been to investigate how it affects corporate 

financial performance (Orlitzky, Schmidt, & Rynes, 2003; Will & Hielscher, 2014). Traditionally, there have 

been two opposing views on whether investments in CSR increase financial performance or if it comes at an 

expense of shareholders’ wealth. These views have been entitled the stakeholder value maximization view 

and the shareholder expense view (Deng et al., 2013). This section explores value creation from CSR from 

the two theoretically opposing views in order to investigate the potential means on how it affects M&A 

performance. 
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2.2.1 The Stakeholder Value Maximization View 

The stakeholder value maximization view is based on the idea of stakeholder theory, which states that the 

objective of a company should be to create as much value as possible for all stakeholders, without resorting 

to trade-offs (Freeman, Harrison, Wicks, Parmar, & Colle, 2010, p. 29). Stakeholder theory argues that firms 

can maximize shareholder value by working to meet the interest of all stakeholders, as increasingly support 

from stakeholders like suppliers and employees result in enhanced shareholder wealth. Advocates of this 

view find that CSR engagements have a positive effect on operating performance and firm value (e.g. Harjoto 

& Jo, 2011; Jiao, 2010).   

In line with contract theory advanced by Coase (1973), the stakeholder value maximization view sees a 

company as a nexus of contracts between the company and all its stakeholders. These contracts constitute 

of explicit contracts (e.g. contract between an employee and employer) and implicit contracts (e.g. the 

promise of good customer service), where implicit contracts have little legal standing compared to explicit 

contracts. The value of implicit contracts is thereby dependent on stakeholders’ expectations about how 

likely the company is to honor its commitments (Bouslah, Kryzanowski, & M’Zali, 2013). Firms investing 

more in CSR (high CSR firms) tend to have a better reputation for keeping their commitments to implicit 

contracts, which makes stakeholders more incentivized to contribute resources and to put an increased effort 

to the firm, thereby accepting less advantageous explicit contracts than stakeholders of low CSR firms (Pérez, 

2015). Hence, there is a greater alignment between the interest of shareholders and stakeholders in high CSR 

firms compared to low CSR firms, contributing to better long-term profitability and efficiency (Freeman et 

al., 2004; Jawahar & McLaughlin, 2001).  

In M&As, stakeholder support has proven to be particularly important as the success of a merger is highly 

dependent on renegotiation of contracts with for example employees and suppliers (Deng et al., 2013). 

According to the stakeholder value maximization view, a firm’s reputation for fulfilling implicit contracts 

therefore becomes crucial to mergers’ success as it increases stakeholders’ willingness to support the merger. 

Studies find that CSR increases employee loyalty, whereas CSR is a way to increase the wealth of acquiring 

shareholders in a merger, as employees of high CSR firms will be more willing to support the merger (Deng 

et al., 2013; Shen, Au, & Li, 2019). 

A second argument from the stakeholder value maximization view states that investments in CSR increase a 

company’s intangible assets (Pérez, 2015; Popoli, 2015). Intangible assets are generally more difficult for the 

market to measure, and the value of CSR might therefore not be completely reflected in the stock price 
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around a merger announcement but can be reflected in stock price of the merged firm over time (Osinski, 

Selig, Matos, & Roman, 2017). This argument assumes that markets are not efficient, thereby making it 

possible for high CSR firms to experience higher post-merger long-term stock performance compared to 

low CSR firms. Another argument derived from the resource based view advanced by Barney (1991) is that 

companies can use a high CSR profile as a sustainable competitive advantage. According to this theory, CSR 

can constitute an important firm resource that is unique, inimitable, and valuable (McWilliams & Siegel, 

2011). One example is that CSR can enhance product differentiation in addition to constitute a barrier to 

entry for competitors, thereby being a critical component of firm performance (McWilliams & Siegel, 2001). 

Lastly, a large number of empirical studies further support the stakeholder value maximization view as they 

find that CSR investments help to recruit high quality workers (Backhaus, Stone, & Heiner, 2002),  strengthen 

customers’ relationship to the company brand (Sen & Bhattacharya, 2001), and yield financial benefit as an 

“insurance-like protection” during a reputational crisis (Godfrey, Merrill, & Hansen, 2009; Schnietz & 

Epstein, 2005). Other scholars find that CSR decreases idiosyncratic risk. The evidence shows that high CSR 

firms experience lower volatility of profitability, lower cost of equity capital, and lower stock price crash risk 

(Dhaliwal, Li, Tsang, & Yang, 2011; Kim, Li, & Li, 2014; Nguyen, Kecskés, & Mansi, 2020). 

2.2.2 The Shareholder Expense View 

Opposite of the stakeholder value maximization view is the shareholder expensive view, which argues that 

CSR obligations only meet some of the conflicting interests of stakeholders on the expense of shareholders 

(Friedman, 1970; Jensen, 2001; Vance, 1975). Milton Friedman was an American economist known for his 

strong belief in free-market capitalism and for being one of the foremost advocates for the shareholder 

expense view (Chappelow, 2019). His view has served as the foundation for much debate within research of 

business ethics, but his line of thought remains one of the most influential approaches to the subject (Jahn 

& Brühl, 2018).  

Friedman and theorists within the shareholder expense view devote to this view as they look at CSR activities 

from the standpoint of agency theory, which states that the relationship between the managers (agents) and 

the shareholders (principals) of a firm is affected by moral hazard as a result of asymmetric information 

(Fontrodona & Sison, 2006). If managers pursue an agenda contrary of what shareholders demand, a conflict 

of interest arises, and the principal-agent problem becomes reality. Shareholders are unable to observe 

whether the managers are acting in their interest, which according to Friedman is making “as much money 
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as possible”. He argues that managers investing in CSR spend shareholders’ money to meet the interest of 

other stakeholders, which connotes an infringement of the shareholders’ freedom and a violation of their 

property rights. According to him, corporations should invest minimally in CSR and only to the extend the 

law stipulates (Friedman, 1970). 

Friedman further states that loss of shareholders’ wealth leads to a loss of societal wealth. Following the 

mechanism of the invisible hand, advanced by the economist Adam Smith (1776), Friedman argues that 

maximization of social welfare happens when each self-interested individual maximizes his or her own 

welfare. When people engage in voluntary transactions, acting in their own interest, the welfare of both 

parties increase, resulting in an efficient economy and maximization of societal welfare (Smith, 1776, p. 293). 

In line with the principal-agent problem, empirical evidence favoring the shareholder expense view finds that 

managers may commit to CSR as part of an entrenchment strategy, where they seek to gain personal benefits 

by enhancing their reputation as good citizens. Evidence suggests that managers overinvest in CSR to 

increase own utility leading to a decrease in shareholder wealth (Barnea & Rubin, 2010; Surroca & Tribó, 

2008). 

2.2.3 Explanation for the Contradicting Views 

The stakeholder theory (Freeman, 1984) and shareholder theory (Friedman, 1970) are the two theoretically 

standpoints from where most empirical evidence on value creation through CSR has evolved. What is 

important to emphasize when looking at these two views are their underlying assumptions, which clearly 

differ and partly explain the different views on value creation through CSR. Firstly, shareholder theory is 

based on the normative implication that managers are supposed to maximize the net present value of the 

firm, which is the objective of the owners, i.e. the shareholders (Shankman, 1999). This interpretation is 

based on two assumptions. First, shareholders own the firm, and second, the interest of the shareholders is 

to maximize firm value. These assumptions do not necessarily prove valid in the framework of stakeholder 

theory, because if the firm is a “nexus of contracts”, then no one owns the firm, since one cannot own a 

nexus (Fontrodona & Sison, 2006). From a stakeholder perspective one would argue that there can only be 

owners of different production factors, but that might not be enough to equalize “owning capital” with 

“owning the firm” (Fama, 1980). It therefore questions if the primary purpose of the firm is to put the 

interest of the shareholders in front of the interest of other stakeholders.  
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Secondly, in relation to neoclassical economics, shareholder theory assumes that human beings always seek 

to maximize their own interest, and that this interest is invariably economic. The theory of motivation 

presents alternatives to purely economic self-interest as it argues that human beings are driven by various 

motives besides money (Fontrodona & Sison, 2006). Supporting this view, a recent empirical study shows 

that socially responsible investors are willing to sacrifice financial performance in order to invest in 

accordance with their social preferences (Riedl & Smeets, 2017).  

Though these differences in the basic assumptions of the stakeholder value maximization view and the 

shareholder expense view may partially explain the disagreement, it does not explain the mixed results from 

empirical research. Results from some empirical studies even fall outside the claims of the two theoretical 

views, as some researchers observe an inverse U-shape relationship between CSR and corporate financial 

performance, suggesting that investments in CSR result in improved financial performance up until a certain 

level until it falls again (Fatemi, Glaum, & Kaiser, 2018; Wang, Choi, & Li, 2008). In addition, Porter & 

Kramer (2006) argue that CSR can be value creating for companies as long as they choose their activities 

strategically and focus on CSR activities that create shared value (financial value for the firm and social value 

for the stakeholders).  

The next two sections seek to discover other factors that influence the results of empirical studies, which 

may contribute to an explanation of the contradicting evidence. 

Measurement, Validity, and Reliability of CSR Rating Data 

As presented in section 1.2 there still exists no clear definition on CSR, which makes it harder for companies 

to even figure out what data should be collected and incurred as CSR data. Researchers using CSR data rely 

on data sources like companies and third-party providers, but the elusive concept of CSR lowers the reliability 

of the data, which has been argued to cause wrong interpretation of results regarding CSR performance 

(Taneja, Taneja, & Gupta, 2011). Even though there would be a clear definition of CSR and scope for which 

activities that would be classified as CSR activities, the concept of it remains intangible, which further 

contribute to the difficulty of quantifying and measuring the value of it (White, 2006).  

The reliability of CSR data is not the only issue when measuring CSR performance. The validity is often 

questioned as companies themselves can determine what information they want to disclose to the public. In 

addition, there exist no governing body to audit the CSR information that companies choose to release, 

which increases the risk of “greenwashing”, where companies selectively disclose positive CSR actions, while 
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concealing negative actions. Greenwashing can potentially create a misleadingly positive impression of firms 

CSR performance (Lyon & Maxwell, 2011).  

To overcome the challenges of measurement as well as validity and reliability issues related to CSR data, 

researchers often rely on environmental, social, and governance (ESG) data delivered by independent third-

party providers, where the ones most often referred to are Bloomberg ESG, Refinitiv (prior Thomson 

Reuters), FTSE, MSCI, and Sustainalytics (Kumar & Weiner, 2019). However, these providers generally 

develop their own sourcing, research, and scoring methodologies, which results in a significant variety of one 

company’s ESG score across the different third-party providers. Table 1 below shows the correlation 

between ESG scores delivered by four leading ESG data providers. Notably, MSCI and Bloomberg ESG 

have a correlation of 0.47, which tells that their ratings of companies are only consistent for less than half of 

the companies that they cover. 

Table 1: Correlation of ESG Scores Published by Four Leading ESG Data Providers 

 

Source: Kumar & Weiner (2019) 

These inconsistencies in the measurement method, including the questionable reliability and validity of public 

CSR data may be critical factors explaining the mixed results from empirical evidence on CSR performance.  

Different Time Periods and Geographical Regions 

Different time periods and geographical regions are conditions that researchers argue to be important 

determinants when investigating value creation from CSR. Studies find that the link between CSR and 

corporate financial performance is stronger in crisis periods (Ducassy, 2013; Lins, Servaes, & Tamayo, 2017). 

The researchers argue that high CSR firms have built a strong social capital through their CSR activities, 

which limits the negative effects of a decrease of trust in markets, companies, and institutions. These findings 

indicate that the time horizon of the empirical studies may impact the result of how CSR impact financial 

performance.  
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Though CSR is a global phenomenon, research suggest that it is applied differently across different social, 

economic, cultural, legal, and political contexts (Matten & Moon, 2008; Midttun, Gautesen, & Gjølberg, 

2006). Gjølberg (2009) argues that there does not exist a comparative institutional framework that respond 

to these differences in the institutional contexts across countries, which may lead to the observed aggregate 

differences in the CSR performance across countries. Additionally, one study finds that the average level of 

CSR performance in Europe, especially Scandinavia and the UK, is significantly higher than in the US (Liang 

& Renneboog, 2017). The implication of differences in value creation across countries and institutional 

contexts might further help explain why there is a missing consensus of value creation from CSR. 

2.3 Value Creation Through CSR in an M&A Context 
Though both M&A and CSR have been subject to much research in academic literature the past decades, 

little research has focused on how CSR affects value creation through M&As. To our knowledge, Deng et 

al. (2013) was the first large-scale study to investigate how acquiring firms’ social performance affect their 

M&A performance. Recently, more studies have continued to explore this area, especially focusing on 

different geographic regions and the impact of target’s CSR performance. Table 2 below provides an 

overview of studies investigating value creation from CSR in an M&A context. 

Most studies in Table 2 find a positive relationship between acquirer’s CSR performance and M&A 

performance. Similarly, meta-studies searching for a consensus in CSR literature find that the majority of 

researchers have agreed that CSR positively affect corporate financial performance (Brooks & Oikonomou, 

2018; Malik, 2015). Though the table is not exhaustive, the same picture seems to be present when 

investigating CSR in an M&A context. The evidence suggests that high CSR acquirers experience larger 

cumulative abnormal returns (CAR) around merger announcement, higher post-merger gains in operating 

performance, higher long-term stock performance, shorter deal duration, lower deal uncertainty, and smaller 

bid premiums (Aktas, Bodt, & Cousin, 2011; Arouri et al., 2019; Chen et al., 2019; Deng et al., 2013; 

Krishnamurti et al., 2019). These results are aligned with stakeholder theory and indicate that a high CSR 

profile enhances shareholder value. 

Opposite, two studies find a significant negative relationship between CSR and M&A performance, which 

represents the shareholder expense view (Hector & Hågemark, 2018; Meckl & Theuerkorn, 2015). 

Additionally, a number of studies find that neither stakeholder nor shareholder theory alone can explain how 

CSR affects M&A performance. They argue that the market returns of CSR are dependent on the institutional 
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context. When companies operate in economies with slack investor protection and poor legal systems, 

investors are more likely to worry about agency costs. Hence, they may assume that managers will act in their 

personal interest and execute unprofitable CSR programs to enhance their own social reputations (Li et al., 

2019; Yen & André, 2019). Notably, Qiao et al. (2018) find a significant positive relationship between 

acquirers’ CSR performance and their long-term EPS-performance in Eastern China, but insignificant 

negative outside this part of the country. They argue that the difference is due to different legal requirements 

and governance environment. 

Table 2: Overview of the Literature on the Intersection of CSR and M&A 

 
Source: Authors 
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2.3.1 Literature Gap 

Studies within the literature of CSR and M&A seem to be highly clustered around the US, which is also the 

case for international studies. In two international studies the number of US transactions counts for almost 

41% of the total sample (Arouri et al., 2019; Gomes & Marsat, 2018). Researchers have paid little attention 

towards Europe, where one international study totally excludes Scandinavia except for Sweden (Aktas et al., 

2011). As mentioned earlier, there only exists one study within the intersection of M&A and CSR that solely 

focuses on the European market (i.e. Northern Europe). The results of this study point to the shareholder 

expense view, which is contradicting from the majority of related studies (Hector & Hågemark, 2018). These 

conflicting results become more interesting as Europe and particularly Northern Europe has been promoted 

as a specifically high CSR performing region with high legal CSR requirements and societal demand for both 

CSR and SRI (Global Sustainable Investment Alliance, 2018; Liang & Renneboog, 2017). The results are also 

surprising following the argument from institutional and agency theory, where a study argues that investors 

consider the CSR agency problem (i.e. moral hazard in form of overinvestment) to be effectively mitigated 

if the acquirer is from countries with strong adherence to the rule of law, where Scandinavian countries rank 

highest in the world (Claessens & Yurtoglu, 2013; Qiao et al., 2018; World Justice Project, 2020).  

Due to the fact that Europe has not been subject to much investigation within CSR and M&A even though 

the region has been frontrunner in promoting CSR and SRI, we find it especially interesting to focus on this 

geographical area, as it might be an indicator for where other countries are heading, as the CSR agenda is 

quickly becoming more popular in other parts of the world (PwC, 2020). However, we have chosen to solely 

focus on Northwest Europe, as Europe as a whole is diverse in an institutional context (Steurer et al., 2012). 

The Rule of Law Index is a conceptual framework and methodology that ranks 128 countries depending on 

the effective rule of law, which is defined as the foundation for communities of justice, opportunity, and 

peace – underpinning the respect for fundamental rights (World Justice Project, 2020). As research suggest 

that value creation from CSR in the context of M&A is dependent on the institutional context, we argue that 

the 14 countries within Northwest Europe are institutional similar, as they are closely ranked on the Rule of 

Law Index (World Justice Project, 2020). Subsequently, a study finds that corporations and stakeholders 

from Northwest Europe are substantially more engaged in CSR activities than their counterparts in Eastern 

Europe (Steurer et al., 2012). 

When measuring how CSR affects M&A performance, most studies focus on returns around merger 

announcement, i.e. the cumulative abnormal return, which is an immediate measure of value created for 
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shareholders and a reflection of how much value the market expects the merger to generate. The benefit of 

this approach is that the value created is unaffected by other variables (Rehm, Uhlaner, & West, 2012). 

However, as described above, the majority of M&As fails to create value for acquiring shareholders when 

looking at long-term performance, and long-term performance measures may therefore add additional 

knowledge about the actual outcome of the merger (Bruner, 2001). Since realization of synergies take time, 

we argue it is important to examine the long-term M&A performance, when investigating whether CSR 

creates value for acquiring shareholders. As far as we are aware of, no one has investigated the long-term 

stock performance as well as the long-term operating performance of high CSR acquirers relative to low CSR 

acquirers on the Northwestern European market. This is the literature gap that this study seeks to close. 
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3 Philosophy of Science 
To close a current gap in the existing literature examining the intersection of CSR and M&A, this paper aims 

to develop new knowledge. This new knowledge is however based on a number of philosophical assumptions 

and beliefs, which need to be described to underpin the conditions under which the knowledge can be 

accepted as valid and reliable. 

3.1 Philosophical Stance 
This paper builds on the philosophical stance of positivism, where the purpose is to obtain unambiguous 

and accurate knowledge by solely focusing on scientific empirical methods, which are designed to gather 

quantitative data and facts uninfluenced by human interpretation or bias.  

All research philosophies are based on assumptions regarding ontology, epistemology, and axiology 

(Saunders, Lewis, & Thornhill, 2016, p. 127). Ontologically, the positivistic paradigm argues that the “world” 

exists independent from our observations of it, meaning that even if the findings of our research were not 

investigated by us, they would still exist (Saunders et al., 2016, p. 134-138). The epistemology of positivism 

claims that researchers can obtain true knowledge by using scientific empirical methods. Therefore, we as 

researchers adopt the assumption that we can act as “natural scientists” seeking to discover the universal 

truth about our research question. We use stock and accounting data as performance measures, because they 

are observable and measurable facts, while we quantify CSR performance using ESG scores. By relying on 

observable and measurable data, we, according to positivism, are able to generate acceptable and valid 

knowledge and further draw law-like generalizations about the universal reality of how CSR affects M&A 

performance in Northwestern Europe (Saunders et al., 2016, p. 134-138).  

In order to obtain the above-mentioned objective of acceptable and valid knowledge, we axiologically seek 

to keep the research free from our personal values, which could bias our findings. In order to accommodate 

this issue, we use data from independent financial databases. From here, we perform multiple statistical tests 

and analyses which provide us with results that are independent from our personal values. Furthermore, this 

method ensures validity of our results, as it allows us to objectively examine our research question 

(McNamee, 2005, p. 184). Since we rely on independent data providers and use financial scientific proven 

models, we further ensure that our results are replicable for the same geographical region and time period, 

which add a high level of reliability (McNamee, 2005, p. 185).  
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To avoid selection bias and to increase the generalizability of the research, our sample of transactions includes 

all transactions that satisfy several criteria that are regarded relevant within the scope of research.2  However, 

primarily due to a limited number of companies with ESG ratings, we are only able to obtain a sample of 

245 mergers for the analyses of the short- and long-term stock performance, and 212 mergers for the analysis 

of the long-term operating performance. As the transactions are randomly selected and representative given 

the data available, we argue that our results can be generalized to other transactions that are deselected due 

to missing ESG data, as long as they are in the same geographical region and in the same time period. As the 

literature review revealed that the value of CSR seems to depend on the institutional context, our results are 

limited to be regarded reliable within the specific context of Northwestern Europe. 

The research of this paper follows a deductive approach, where we develop three hypotheses based on 

existing theory. The research design is built to either fully or partly confirm or reject the hypotheses. Since 

most empirical evidence favors the stakeholder theory, the hypotheses are developed from this theoretical 

standpoint. Though the hypotheses are based on the view of stakeholder theory, it is important to emphasize 

that the process of collecting and analyzing data is not governed by this theory as, according to the positivistic 

stance, new knowledge can only be developed by observing objective data excepted from the underlying 

values and subjectivism of theory, i.e. stakeholder theory. 

  

 
2 The scope of data collection and screening criteria are described in section 4.2.1 and 4.2.2, respectively. 
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4 Data and Methodology 
This section outlines the systematic process of collecting and processing data as well as the methods used to 

perform comprehensive empirical tests of the research hypotheses. Section 4.1 provides an overview of the 

research design used to address the three hypotheses. This is followed by a description of the data collection 

and -processing in section 4.2. The empirical analysis answering the research question is structured around 

the three hypotheses, and the analysis therefore consists of three subanalyses. The methods used in each 

subanalysis are described in section 4.3-4.5. Section 4.6 presents an overview of the methods in combination 

with the tests of statistical inference. Finally, section 4.7 constitutes a critical review of the data and methods 

with the aim to explore potential limitations of the research. Researchers argue that the value of M&As is 

highly dependent on methodological choices (Renneborg & Vansteenkiste, 2018). Therefore, we regard it 

necessary to provide a thorough description and argumentation for the methods that are being used, which 

is why this section is given considerable weight. 

4.1 Structure of Data and Methodology  
This paper aims to examine how CSR affects the wealth of acquiring shareholders in Northwestern Europe. 

To answer the research question, three hypotheses have been developed where each represents a different 

way of measuring M&A performance; short-term stock performance, long-term stock performance, and 

long-term operating performance. To address the hypotheses in a coherent and logical way, section 4 is 

structured along three elements and two levels. The three elements represent the three hypotheses, and the 

two levels include the data collected and methods used to conduct the empirical analysis. The structure of 

the data and methodology section is illustrated in Figure 2. 

 
Figure 2: Structure of Data and Methodology 

Source: Authors 
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4.2 Data Collection 
This section outlines the procedure of collecting and processing data. The data can be divided into three 

categories: 1) M&A data, 2) CSR rating data, and 3) stock price- and accounting data. The first section defines 

the scope of the data collection. The following three subsections present the data collection process of each 

of the three data categories. As the findings of this research are highly dependent on data related to 

quantification of CSR performance, a thorough description of the chosen scoring methodology will be 

provided. 

4.2.1 Scope of Data Collection 

Previous studies examining CSR have emphasized the potential of contradicting results across different 

geographical regions, as CSR performance tends to be dependent on the societal institutional context (Park, 

Meglio, & Schriber, 2019; Qiao et al., 2018). Additionally, Steurer et al. (2012) explore a “CSR gap” across 

Europe, where Eastern European corporations and stakeholders are less engaged in CSR activities compared 

to their Northwestern European counterparts. To avoid any biases arising from differences in institutional 

contexts and to explore a geographical region that has drawn little attention in previous research, a 

delimitation has been made to solely focus on Northwestern Europe. 

As explored in the literature review, previous research has found that value creation from CSR is higher 

during periods of economic unrest (Ducassy, 2013; Lins et al., 2017). To get a valid and generalizable 

assessment of the value of CSR free from potential disturbances related to times of macroeconomic 

uncertainty, the time horizon of this research is defined to focus on transactions ranging from after the 

financial crisis ending ultimo 2009 until the spread of the COVID-19 pandemic primo 2020. 

Furthermore, all industries except the financial industry are included in the sample as firms within the 

financial industry are subject to special accounting and regulatory requirements, making them less 

comparable with firms in other industries (Healy et al., 1992). The industries have been defined in accordance 

with the Standard Industrial Classification (SIC) system, which classifies industries by a four-digit code, which 

is commonly known as the SIC-code. The first two digits of the SIC-code represent the major industry sector 

to which a firm belongs (Loudon Water, 2020).  

4.2.2 M&A Data 

The initial M&A sample including deal characteristics is obtained using ThomsonOne, which is a Refinitiv 

database. Given the scope of the data collection, the downloaded data contains all M&A transactions 
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conducted in Northwestern Europe from 2010-2019 within all industries except from the financial industry. 

The transactions from the initial sample are subsequently screened based on a number of screening criteria 

in order to determine which transactions to include in the study. The first criterion is that the transaction is 

completed. Second, the acquiring firm needs to be publicly traded at the announcement date in order to 

obtain stock price data for the given firm. Third, the deal value disclosed in ThomsonOne has to be known 

and greater than $0.5 million. This criterion is included as larger transactions are of greater economic 

significance and worthy more attention (Asquith, Bruner, & Mullins, 1983; Gregory, 1997). Fourth, the 

acquiring firm must hold less than 50% of the target’s shares before the announcement and 100% after. In 

this way, the acquirers in the final sample have gained full control over the respective targets. Fifth, the deal 

form must be defined as a merger by ThomsonOne, which means that all acquisition events such as 

purchases of the target’s assets are excluded. This criterion is important as the target may still exists as an 

independent legal entity after an acquisition (Deng et al., 2013). Finally, the acquiring firm must have assigned 

an ESG score by Refinitiv in the merger announcement year, as this score has been used to divide the total 

sample into two subsamples; acquirers with high CSR performance (high CSR acquirers) and acquirers with 

low CSR performance (low CSR acquirers). If the ESG score of the acquiring firm is above the median score 

of the total sample, it is classified as a high CSR firm, and vice versa. 

Both active and dead companies are included in the sample to avoid the survivorship bias. If dead companies 

are excluded, potential bankruptcies will not be discovered, which can lead to overestimation of the sample’s 

performance, as bankruptcy may be a direct effect of a poorly integrated merger (Rohleder, Scholz, & 

Wilkens, 2011). Economic values are displayed in USD throughout the paper, as it makes it easier to compare 

this study with previous related studies. 

The data collection process is specified in Table 3. As shown in Table 3, some transactions are removed even 

though they fulfill all six screening criteria. This step will be referred to as the process of “data cleaning” and 

will be explained in the following.  
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Table 3: Data Collection Process 

 
Source: Authors 

Data Cleaning 

The total number of transactions that meet all screening criteria is 308. Additional transactions are removed 

due to methodical issues in the empirical analysis. When conducting a short-term event study of the stock 

price performance, we need a certain number of stock price observations for the individual acquiring firm 

prior to the announcement date, which will be described further in section 4.3.4. In total, nine acquirers do 

not have sufficient stock price observations and are thus removed. Another issue is the problem of event 

time clustering, i.e. when the event windows of different events overlap in calendar time, which can 

potentially create biased results and ultimately hurt the reliability of the event study (MacKinlay, 1997). To 

eliminate the problem of event time clustering, we remove 54 transactions with overlapping event windows. 

This results in a final sample size of 245 mergers, which is used in the analysis of both the short- and long-

term stock-performance. 

Next, the analysis of the long-term operating performance is based on accounting data. In this analysis, the 

pre-merger operating performance will be compared to the post-merger operating performance. In the pre-

merger years, the performance measure of interest will be calculated as the sum of the values for the target 

and the acquiring firm. However, it is only about 25% of the target firms in the sample that are publicly 

traded at the announcement date, which makes it difficult to collect relevant accounting data. Consequently, 
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a total of 96 firms are removed from the 308 transactions resulting in a final sample size of 212 mergers for 

the analysis of the long-term operating performance.  

The distribution of the final samples highlighted in Table 3 will be described in more detail in section 5.1. 

4.2.3 CSR Rating Data 

As mentioned in the literature review, academics have examined how to measure the impact of CSR on 

corporate financial performance (Auer, 2016; Kumar & Weiner, 2019). A widely accepted CSR measure is 

the so-called ESG score provided by third-party rating firms as they aim to provide an objective assessment 

of a firm’s CSR performance based on its environmental, social, and corporate governance activities (Lu et 

al., 2014). In order to measure the CSR performance of the acquiring firms, this study relies on ESG scores 

retrieved from Datastream, which is a Refinitiv database. Our choice of Refinitiv as ESG score provider is 

particularly based on three considerations: First, Refinitiv is an independent and accepted third-party auditor 

that has been used in previous studies to examine the impact of CSR on M&A performance (Gomes & 

Marsat, 2018; Kumar & Weiner, 2019; Liang & Renneboog, 2017). Second, the ESG data framework and 

the scoring methodology used by Refinitiv is transparent, objective, and simple to understand. Third, 

Datastream represents one of the most comprehensive ESG databases with ESG data stretching back to 

2002 (Refinitiv, 2020). 

In the assessment of a firm’s ESG score, Refinitiv takes more than 450 firm-level ESG measures into account 

of which a subset of 186 factors drive the overall assessment. These underlying measures are compiled into 

10 categories3 that constitute the three pillar scores (E, S, and G) and ultimately the overall ESG score 

(Refinitiv, 2020). The three pillar scores and the overall ESG score range from zero to 100 and are updated 

on a yearly basis. The ESG data framework stems from a variety of sources such as annual reports, company 

websites, NGO websites, CSR reports, global media sources, and stock exchange filings (Refinitiv, 2020).  

The overall ESG score is calculated as a weighted average of the three pillar scores, where each pillar score 

represents a weighted average of its respective categories with the 186 ESG metrics being the weights. This 

calculation of the ESG score is shown in the white area of Table 4.  

The grey area in Table 4 provides a calculation of an adjusted CSR score. The difference between the original 

(raw ESG score) and the adjusted CSR score is that the corporate governance (G) pillar has been excluded 

 
3 See Appendix 1 for a definition of the ESG category scores. 
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in the adjusted score. The governance pillar constitutes an assessment on the firm’s management, how it 

treats its shareholders, and how it communicates its CSR activities (Appendix 1). We argue that this pillar 

falls outside this study’s CSR definition described in section 1.2 for two primary reasons. First, even though 

the pillar includes an assessment of a firm’s CSR strategy, the focus of this category is on how well they 

communicate about their CSR activities and not an evaluation of the specific activities. Second, the pillar 

includes an assessment of the firm’s management. Previous studies argue that especially the governance 

factor has a significant impact on corporate financial performance, which may be explained by the quality of 

the management (Tarmuji, Maelah, & Tarmuji, 2016; Velte, 2017). When including this factor in the 

quantification of CSR performance, the results of high M&A performance may rather be explained by a high 

performing management than the company’s CSR activities. To avoid any potential biases arising from the 

governance pillar, this study will therefore rely on the adjusted CSR score.4 Excluding the corporate 

governance score is also in line with previous research on this topic (Deng et al., 2013; Hector & Hågemark, 

2018). Unless otherwise stated, we will refer to the adjusted CSR score as a firm’s CSR score while the original 

ESG score provided by Refinitiv will be referred to as the raw ESG score throughout the paper. 

Table 4: Raw ESG Score and Adjusted CSR Score 

  
Source: Refinitiv (2020) and Authors 

4.2.4 Stock Price and Accounting Data 

After having determined the final samples underlying the empirical analysis, the data collection process 

proceeds with downloading stock price and accounting data. In examining the short-term stock performance, 

 
4 See Appendix 2 for a more detailed description of the adjusted CSR score. 
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we need historical daily stock returns of the acquirers, stock market data, as well as certain deal and firm 

characteristics of the acquirers. To analyze the long-term stock performance, monthly stock returns of the 

acquiring firms and inputs to the four factors in the Four-Factor Model of Fama & French (1993) and Carhart 

(1997) are required. Finally, the study of the long-term operating performance requires different accounting 

data for the acquirers, targets and for industry peers, which will be specified in section 4.5. 

The historical stock prices and accounting data for the acquiring firms and the market indices are downloaded 

using Datastream. Accounting data related to the target firms is retrieved from Orbis, as this database provide 

data for privately held firms. Inputs for the four factors used in the Four-Factor Model are downloaded from 

Kenneth French’ data library (French, 2020). An overview of all downloaded data including a description of 

the factors from Kenneth French’ data library is provided in Appendix 3 and 4, respectively. 

4.3 Short-Term Event Study Methodology 
The first hypothesis of this study states that; “acquirers with high CSR performance experience higher CARs 

around a merger announcement than acquirers with low CSR performance”. The analysis of the first 

hypothesis thereby aims to measure the effect of a merger announcement on the stock returns for acquiring 

firms around the announcement date. In order to capture this effect, the event study methodology suggested 

by MacKinlay (1997) will be applied. 

4.3.1 Background and Structure 

The original method for conducting event studies was first developed by Fama, Fisher, Jensen, & Roll (1969). 

Their approach has been extensively used to assess changes in asset prices when new information becomes 

available to the market. In practice, event studies have primarily been used for two reasons: 1) to test the 

efficient market hypothesis stating that the market efficiently incorporates new information, and 2) to 

examine the impact of some event on the wealth of the firm’s shareholders (Binder, 1998).  

The event study method is based on four key assumptions: 1) markets are efficient, 2) the event is 

unanticipated, 3) there are no confounding effects during the event window, and 4) market participants are 

acting rational (McWilliams & Siegel, 1997). Assuming that these assumptions are valid, a potential effect of 

a merger announcement will immediately be reflected in the stock price of the acquiring firm (MacKinlay, 

1997). Hence, the event study method is argued to be a good fit for the analysis of our first hypothesis. 
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We first provide a brief outline of the event study method applied in this paper, since there does not exist 

one general structure. The structure of the event study in this paper is oriented towards the structure 

suggested by Campbell, Lo, & MacKinlay (1997) complemented with our own adjustments in order to deal 

with the specific topic of merger announcements. The outline is illustrated in Figure 3. 

 

Figure 3: Outline of the Short-Term Event Study 

Source: Authors inspired by Campbell et al. (1997) p. 151-152 

Before diving into the individual steps of the outline in Figure 3, it should be noted that only some of the 

steps will be explained in the following. The reason is that some steps have already been described or will be 

described in a later section. For example, the selection criteria in step two is already described in detail in 

section 4.2 and the testing procedure in step five will be explained in section 4.6, as the statistical tests will 

be used to draw inferences throughout the empirical analysis of all three hypotheses. 

4.3.2 Event Definition 

When conducting an event study, initially, one must define the event of interest (MacKinlay, 1997). The 

purpose of our first hypothesis is to examine how a merger announcement affects the wealth of the acquiring 

shareholders around the announcement date. Thus, the events of interest are mergers and the event dates 

are the announcement dates of the mergers. The time surrounding the announcement date is referred to as 

the event window (MacKinlay, 1997). The event window is often expanded to include more days than the 

actual event date as it might be difficult to identify the exact date of the event, which in the literature is 

known as the problem of event date uncertainty (Ball & Torous, 1988). Even though a new merger is 

announced to the public on a specific day, prior release or leakage of information is possible. In these cases, 

expectations regarding the merger announcement create uncertainty as to the exact event date (Lee & Varela, 

1997). Using a narrow event window implies a risk of missing the event, but a longer event window carries 

a risk of losing information when aggregating the returns over a long period, which makes the event seem 

less powerful (Ball & Torous, 1988). Hence, increasing the event window facilitates an analysis of potential 

effects that arises from leakage of information prior to the event as well as the potential effects that will 

occur after the market has closed on the event day (MacKinlay, 1997). There is no uniform agreement on 

the length of the event window. For example, MacKinlay (1997) uses one day prior to merger announcement 
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to one day after (-1,1), while other empirical studies use (-2,2) or (-5,5) (Meckl & Theuerkorn, 2015; Yen & 

André, 2019). This paper will follow the approach suggested by MacKinlay (1997), applying a three-day event 

window stretching from the day before the announcement to the day after (-1,1). This is further in line with 

previous related studies (Deng et al., 2013; Krishnamurti et al., 2019), and it is still based on the assumption 

of the efficient market hypothesis mentioned earlier in this section. 

4.3.3 Expected and Abnormal Returns 

Estimation of Expected Returns 

A variety of models have been used in practice to estimate the expected returns such as the Market Model, 

Constant Mean-Return Model, Market-Adjusted Model, and the Capital Asset Pricing Model (CAPM) 

(MacKinlay, 1997). In practice, the most commonly used model is the market model; however, the other 

models mentioned are shown to perform approximately as well (Sorokina, Thornton, & Booth, 2013).  

Binder (1998) argues that when a large sample free from event time and industry clustering is used, the 

market model is an unbiased estimator of the abnormal return. In addition, both MacKinlay (1997) and 

Brown & Warner (1985) argue that the market model is appropriate to use, since it excludes the part of the 

return that is related to the variation in the market’s return. By excluding that part of the return, the possibility 

of identifying potential effects from the event of interest increases. 

When deciding which expected return model to use, it is important to consider the problem of industry- and 

event time clustering. Industry clustering occurs when there is a high industry concentration among the 

acquiring firms whereas event time clustering occurs when there are overlapping event windows of the 

included firms (Binder, 1998). As of now, we conclude that neither industry nor event time clustering is a 

problem in this study. We will support this argument in section 5.1.1, where the distribution of the acquiring 

firms by year and industry is presented. Considering all these arguments, we decide to estimate the expected 

returns using the market model in the short-term event study. 

The market model is a statistical model developed by William Sharpe (Sharpe, 1964), which shows the linear 

relation between the return of a specific asset and the return of the market portfolio (MacKinlay, 1997). The 

market model is defined as: 
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 𝑅𝑖,𝑡 = 𝛼𝑖 + 𝛽𝑖𝑅𝑚,𝑡 + 𝑒𝑖,𝑡 (2) 

where 𝑅𝑖,𝑡 is the daily return for stock i at time t; 𝛼𝑖  is the idiosyncratic risk for stock i; 𝛽𝑖 is the systematic 

risk for stock i; 𝑅𝑚,𝑡 is the daily return of the market portfolio at time t; and 𝑒𝑖,𝑡 is the error term which is 

assumed to have a mean equal to zero. The parameters 𝛼𝑖  and 𝛽𝑖 have been obtained by regressing the daily 

returns of stock i against the daily returns of the market portfolio during an estimation window. 

The market return in equation 2 is the return of the value-weighted market index corresponding to the nation 

of the acquiring firm.5 For example, if the acquirer is headquartered in the UK, the Financial Times Stock 

Exchange 100 Index (FTSE100) is used as the market index. It has been decided to use local stock market 

indices instead of a broad market index for the entire region (e.g. STOXX Europe 600) to ensure that the 

results are not simply driven by country specific effects. In addition, this study will use continuously 

compounded returns. Previous research suggests that event studies based on discretely compounded returns 

yield similar results as those based on continuously compounded returns (Brown & Warner, 1985). However, 

continuously compounded returns are more likely to be normally distributed and so conform to the 

assumptions of the standard statistical testing procedures (Dionysiou, 2015). 

Estimation of Abnormal Returns 

The impact of the event will be captured by the abnormal returns, which is why a measure of these returns 

is required. The abnormal returns are measured as the difference between the actual stock return and the 

expected return of the acquiring firm over the event window (MacKinlay, 1997). We remember that the 

expected return is the return we would expect if the event had not occurred. The abnormal return is 

calculated using the following formula: 

 𝐴𝑅𝑖𝑡 = 𝑅𝑖𝑡 − 𝐸(𝑅𝑖,𝑡) = 𝑅𝑖𝑡 − (�̂� + �̂�𝑅𝑚,𝑡 + 𝑒𝑖,𝑡) (3) 

where 𝑅𝑖𝑡 is the actual return of stock i at time t and 𝐸(𝑅𝑖,𝑡) = �̂�𝑖 + �̂�𝑖𝑅𝑚,𝑡 + 𝑒𝑖,𝑡 is the expected return of 

stock i at time t. The estimates �̂�𝑖 and �̂�𝑖 are obtained from the market model regressions. The abnormal 

returns must be aggregated along two dimensions in order to draw overall inferences of the event of interest 

(MacKinlay, 1997). First, we aggregate the abnormal returns through time in order to enable the use of an 

 
5 See Appendix 5 for a complete list of the included market indices.  
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event window stretching multiple days (MacKinlay, 1997). The CAR is defined as the sum of the abnormal 

returns during the event window for each stock: 

 

𝐶𝐴𝑅𝑖(𝑇2, 𝑇3) = ∑ 𝐴𝑅𝑖𝑡

𝜏2

𝜏=𝜏1

           (4) 

where 𝐶𝐴𝑅𝑖(𝑇2, 𝑇3) is the cumulative abnormal return for stock i over the event window and 𝐴𝑅𝑖,𝜏 is the 

abnormal return for stock i at time t in the event window. 

Second, as we want to conduct tests of samples consisting of more than just one transaction, it is necessary 

to aggregate across transactions to obtain the average CAR. The average CAR is defined as: 

 

𝐴𝐶𝐴𝑅(𝑇2, 𝑇3) =
1

𝑁
∑ 𝐶𝐴𝑅𝑖(𝑇2, 𝑇3)

𝑁

𝑖=1

 (5) 

where 𝐴𝐶𝐴𝑅𝑖(𝑇2, 𝑇3) is the average cumulative abnormal return over the event window and 𝐶𝐴𝑅𝑖(𝑇2, 𝑇3) is 

the cumulative abnormal return for stock i over the event window. 

Finally, in order to perform statistical tests, the variance of the abnormal return, CAR, and ACAR must be 

calculated. All the relevant variance formulas used in this study are available in Appendix 6. 

4.3.4 Estimation Procedure 

The estimation of the expected return of a stock during the event window requires an estimation window. 

The estimation window must be well separated from the event window to ensure that the event in question 

does not affect the estimation of the expected return. If the estimation and event window overlap, both the 

expected returns and abnormal returns will capture the impact of the event, which is a problem as the impact 

of the event should only be captured by the abnormal returns (MacKinlay, 1997). There is no clear agreement 

on the length of the estimation window. Armitage (1995) suggests using an estimation window between 100 

and 300 days. In line with this recommendation as well as previous event studies on merger announcements 

(e.g. Arouri et al., 2019; Deng et al., 2013), this study applies an estimation window of 200 days stretching 

from 211 (𝑇0 = −211) to 11 days (𝑇1 = −11) before the merger announcement day. The estimation window 

ends 10 days prior to the beginning of the event window in order to ensure that any potential release of 

information from the event does not affect the estimation window (Lee & Varela, 1997). The event timeline 

is illustrated in Figure 4. 
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Figure 4: Event Study Timeline 
Source: Authors 

The returns are indexed in event time using 𝜏, which means that all other dates are to be seen in relation to 

the event date. The event date is defined as 𝜏 = 0, and the length of the estimation and event window is 

defined as 𝐿1 and 𝐿2, respectively. 

4.3.5 Multivariate OLS Regression 

After examining the relationship between CSR and CAR using a univariate analysis, a multivariate OLS 

regression is conducted. The purpose is to analyze the impact of the key independent variable, the CSR score, 

and a number of control variables on the dependent variable, CAR. The regression is conducted in 

accordance with the following equation: 

 𝐶𝐴𝑅𝑖𝑡 = 𝛽0 + 𝛽𝐶𝑆𝑅𝑥𝐶𝑆𝑅𝑖𝑡
+ 𝛽𝑍𝑥𝑍𝑖𝑡

+ 𝛽𝐹𝑥𝐹 + 𝑒𝑖𝑡 (6) 

where 𝐶𝐴𝑅𝑖𝑡 is dependent variable, 𝑥𝐶𝑆𝑅𝑖𝑡
 is the key independent variable, 𝑥𝑍𝑖𝑡

 is a vector of control variables 

included to control for selected firm and deal characteristics, and 𝑥𝐹 is a vector of dummy variables included 

to control for yearly and industry fixed effects (Wooldridge, 2013, p. 488-489). 

An important assumption of the OLS regression model is that the error terms are homoscedastic, meaning 

that they have a constant variance (Wooldridge, 2013, p. 105). A violation of this assumption will lead to a 

spurious regression model with biased estimators and ultimately incorrect statistical inferences. However, 

even if the variation in the error terms is non-constant (i.e. heteroskedastic error terms), it is still possible to 

obtain a valid regression model. A common method to deal with heteroskedasticity is to report robust 

standard errors (Wooldridge, 2013, p. 271). In order to test for the presence of heteroskedasticity, the errors 

terms are examined using a Breusch Pagan test (Wooldridge, 2013, p. 277).6 If the test result suggests that 

the error terms are heteroskedastic, robust standard errors will be reported. 

 
6 See Appendix 7 for a description of the Breusch Pagan test. 
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Another central assumption of the OLS regression is that the independent variables are not highly correlated 

with each other. Other things being equal, an independent variable that is highly correlated with one or more 

other independent variables will have a relatively large standard error, which implies that the regression 

coefficient is unstable. This situation is known as multicollinearity, which is an issue as it undermines the 

statistical significance of an independent variable (Wooldridge, 2013, p. 95-96). The problem of 

multicollinearity is first tested through the variance inflation factor (VIF) test (Wooldridge, 2013, p. 98).7 If 

the VIF statistic is above the threshold of five, serious multicollinearity exists and the variable must be further 

examined (O’Brien, 2007). Next, we examine the pairwise correlations between the key independent variable 

and the control variables used in equation 6. If the numerical correlation between two variables is close to 

one, a strong linear relationship exists, and the variables are therefore subject to further investigation. 

The Independent Variable 

Since our first hypothesis aims to test if there is a positive relationship between CSR performance and M&A 

performance, the key independent variable is the CSR score. As a proxy for a firm’s CSR performance, this 

study relies on the adjusted CSR score, which represents a weighted average of a firm’s social- and 

environmental score provided by Refinitiv. In the univariate analysis, the CSR score is used as a separating 

condition where high CSR acquirers are defined as firms with a CSR score above the sample median, and 

vice versa. This facilitates a comparison of high CSR acquirers to low CSR acquirers. In the multivariate 

analysis, the regression is conducted based on the continuous CSR score ranging from zero to 100 in order 

to examine the overall relationship between CSR and CAR. 

The Control Variables 

Research on value creation from M&As suggests that certain acquirer and deal characteristics have a 

significant influence on CAR’s around deal announcement (Bruner, 2001). If these variables in fact can 

explain the variation in CAR, but are excluded from the regression model, a bias called the “omitted-variables 

bias” will occur (Wooldridge, 2013, p. 88-91). To avoid this bias, we control for several acquirer and deal 

characteristics that has been prevailing in the M&A literature. The included control variables will be presented 

in the following, starting with the characteristics of the acquiring firms. We refer to Appendix 8 for an 

overview and a definition of all the variables used in the multivariate regression models. 

 
7 See Appendix 7 for a description of the VIF test. 
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Acquirer Characteristics 

First, a variable controlling for “Firm Size” is included as larger acquirers can be associated with a more 

complex integration process, which may lead to lower announcement returns (Moeller, Schlingemann, & 

Stulz, 2004). Next, we control for “Tobin’s Q” as previous research has established a positive relationship 

between Tobin’s Q and CARs of acquiring firms (Heron & Lie, 2002).8 We also include a “Leverage” ratio 

as evidence suggests that financial leverage has a significant effect on the stock performance of acquiring 

firms around announcement (Ghosh & Jain, 2000). Moreover, we include a “Free Cash Flow” ratio as it is 

argued that firms with high free cash flows are more likely to undertake value-destroying mergers, since too 

much financial slack can lead to managers acting in their own interest (moral hazard), which can result in 

empire building or overinvesting (Jensen, 1986). Finally, the Organizational Learning Hypothesis states that 

returns from subsequent acquisitions will enhance M&A performance since the acquirers learn from previous 

experience in M&As (Ismail, 2008). Therefore, we include a “Frequent Acquirer Dummy”. 

Deal Characteristics 

First, we include an “All Cash Deal Dummy” as the form of consideration in an M&A transaction has been 

argued to have a large impact of the stock returns of the acquiring firms, where cash offers in general yield 

higher returns than deals paid with stocks (Ghosh, 2001; Linn & Switzer, 2001; Sudarsanam & Mahate, 2003). 

It is further argued that acquirers seem to prefer paying with stocks when their stocks are overvalued, which 

cause a negative stock market reaction around announcement (Li, Taylor, & Wang, 2018). We therefore 

include a “Stock Deal Dummy”. Further, we control for “Relative Deal Size” as a large target relative to the 

acquirer is found to have greater impact on the announcement returns to the acquiring shareholders (Asquith 

et al., 1983). Diversifying mergers have been found to negatively influence CARs of the acquiring firms 

(Berger & Ofek, 1995; Martynova et al., 2006), which is why we include a “Diversifying Deal Dummy”. In 

addition, we incorporate a “Cross-Border Deal Dummy” as cross-border deals are said to be more complex, 

resulting in a negative impact on acquiring shareholders’ wealth (Datta & Puia, 1995). 

We include a “High-Tech Dummy” as acquisitions of high-tech firms are argued to be more complex. The 

reason for this is that the value of high-tech firms is often justified by the future growth potential, which 

increases the uncertainty of the valuation and ultimately the premium paid (Mchawrab, 2016). Furthermore, 

acquisitions of unlisted targets are argued to be priced at greater discounts than acquisitions of publicly traded 

 
8 Tobin’s Q is defined as the ratio of a firm’s market value of assets divided by its book value of assets. 
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target firms (Martynova & Renneboog, 2008; Officer, 2006), which is expected to have a positive impact on 

CAR of the acquiring firm. Thus, we include a “Private Target Dummy”. There does not seem to exist an 

agreement in previous M&A research on the impact of the deal attitude on CARs of the acquiring firms. 

Some studies suggest that hostile takeovers generate higher CARs around announcement as this type of deal 

is only performed when favorable outcomes are more likely (Martynova et al., 2006), whereas other studies 

argue that friendly takeovers tend to outperform hostile takeovers (Franks, Harris, & Titman, 1991). To 

control for the deal attitude, we include a “Hostile Dummy”. Further, we incorporate a “Multiple Acquirer 

Dummy” as M&A research has found that deals with a single acquirer tend to outperform those with multiple 

acquirers (Ismail, 2008). Finally, we include a “Toehold Dummy” as an already established ownership is often 

associated with a lower deal premium (Le & Schultz, 2007; Ismail, 2008). 

4.3.6 Two Stage Least Square Regression (2SLS) 

Although including several control variables helps to mitigate the omitted-variables bias in estimation of the 

relation between CSR and CAR of the acquiring firms, the regression results can still suffer from an 

endogeneity bias (Wooldridge, 2013, p. 512). This bias has been discussed extensively in previous CSR 

research, and is often referred to as the reverse causality problem (e.g. Arouri et al., 2019; Deng et al., 2013; 

Krishnamurti et al., 2019). In case a significant positive relationship between a firm’s CSR performance and 

its corporate financial performance is established, researchers find it difficult to conclude whether it is CSR 

that drives the corporate financial performance, or whether firms with superior financial performance have 

more resources to invest in CSR, thereby enhancing their CSR performance. The reverse causality problem 

introduces endogeneity between the independent variable (CSR) and the dependent variable (corporate 

financial performance), which means that the independent variable is correlated with the error term in the 

estimated regression model (Wooldridge, 2013, 87). Ignoring the endogeneity issue can lead to biased and 

inconsistent coefficient estimates when running an OLS regression (Wooldridge, 2013, p. 87). The issue may 

however be less problematic when examining the relationship between a firm’s CSR and M&A performance, 

since M&As provide a clear channel through which CSR may affect shareholders’ wealth, while it has no 

direct influence on CSR performance. M&As are also highly unanticipated events, thereby mitigating the 

endogeneity issue between CSR and financial performance (Chen et al., 2019; Deng et al., 2013). 

Nevertheless, a Two Stage Least Square (2SLS) regression will be conducted to further mitigate the issue 

(Wooldridge, 2013, p. 512). 
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As suggested by the name of the method, a 2SLS regression is conducted by running an OLS regression in 

two stages. In the first stage, the key independent variable (CSR) is replaced by instrumental variables that 

are highly correlated with the independent variable (CSR), but uncorrelated with the dependent variable 

(CAR). The new dependent variable will then become uncorrelated with the error term (Wooldridge, 2013, 

p. 529). The first regression stage is defined as follows: 

 𝑥𝐶𝑆�̂� = 𝛽𝐼𝑉𝑥𝐼𝑉 + 𝛽𝑍𝑥𝑍 + 𝛽𝐹𝑥𝐹 + 𝑒𝑖 (7) 

where 𝑥𝐶𝑆�̂� is the dependent variable, 𝑥𝐼𝑉 is a vector of the two instrumental variables, 𝑥𝑍 is a vector of 

control variables from the ordinary OLS regression, and 𝑥𝐹 is a vector of dummy variables controlling for 

yearly and industry fixed effects. The goal of the first stage regression is to obtain estimated values of CSR 

that capture the elements of the true CSR score, while being uncorrelated with the error term. 

In the second stage of the 2SLS regression, the overall relationship between CAR and CSR performance is 

examined. This is done by replacing the independent variable from the OLS regression by its estimated 

values, 𝑥𝐶𝑆�̂� , from the first stage regression. The second stage regression model can be written as: 

 𝐶𝐴𝑅𝑖 = 𝛽𝐶𝑆�̂�𝑥𝐶𝑆�̂� + 𝛽𝑍𝑥𝑍 + 𝛽𝐹𝑥𝐹 + 𝑒𝑖 (8) 

where 𝐶𝐴𝑅𝑖  is the dependent variable, 𝑥𝐶𝑆�̂� is the estimated CSR values from the first stage regression, 𝑥𝑍 is 

a vector of control variables, and 𝑥𝐹 is a vector of dummy variables controlling for yearly and industry fixed 

effects. Similar to the multivariate OLS regressions, we report robust standard errors if the Breusch Pagan 

test shows signs of heteroskedasticity (Wooldridge, 2013, p. 277). 

Instrumental Variables 

If the included instrumental variables are poor, the 2SLS regression can be worse than the OLS regression 

(Wooldridge, 2013, p. 543). To generate estimated values of CSR that capture the effect of the true CSR 

scores, it is important that the instrumental variables satisfy two assumptions: 1) they must be highly 

correlated with the original independent variable (CSR), and 2) they must be uncorrelated with the dependent 

variable (CAR). When satisfying both assumptions, the instrumental variables do not have a direct effect on 

the dependent variable (CAR), but only an indirect effect through the CSR variable. To test whether these 
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two assumptions are satisfied, an F-test and a Sargan test are performed.9 The two instrumental variables 

used in this study are a two-year lagged CSR score and an average country CSR score dummy. 

Two-Years Lagged CSR Score 

We argue that it is reasonable to assume that a two-years lagged CSR score is autocorrelated with the CSR 

score on the announcement date, since it requires considerable time and resources to implement new CSR 

activities that can lead to changes in the score (Hohnen & Potts, 2007). However, the lagged and current 

CSR scores are not expected to be the same since they are updated on a yearly basis. Furthermore, McGuire, 

Sundgren, & Schneeweis (1988) argue that a past record of high CSR performance does not affect a firm’s 

current financial performance. As a result, the two-years lagged CSR score is only expected to have an indirect 

effect on CAR through the CSR score at announcement. 

Average Country CSR Score Dummy 

Khediri & Jarjir (2015) provide an average CSR score of 13 different countries in Northwestern Europe 

between 2003 and 2010. We argue that it is reasonable to assume that there is a strong correlation between 

the average CSR score of the country and the acquirer’s CSR score when the acquirer is located in the 

respective country. However, we do not find any evidence suggesting that CARs of the acquiring firm should 

be dependent on the country’s CSR score. Hence, both assumptions seem to be satisfied, and an average 

country CSR score dummy variable is therefore included as a second instrumental variable. The dummy 

variable is one if the country of the acquiring firm has an average CSR score above the median, and zero 

otherwise. 

4.3.7 Robustness Tests 

The results from the short-term event study are based on several assumptions. In order to test whether the 

results are robust to changes in some of the main assumptions, three robustness tests are conducted. 

Using Quartiles Instead of the Median CSR Score to Determine Subsamples 

A critical factor in the analysis of the short-term stock performance is the definition of what constitutes a 

low and a high CSR acquirer. The separating condition between the two is the median of the total sample, 

which results in sample sizes of 122 high CSR acquirers and 123 low CSR acquirers. A large fraction of the 

acquirers is centered around the median, implying that the CSR performance of some firms could be quite 

 
9 See Appendix 7 for a description of the F-test and Sargan-test. 
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similar even though they belong to different subsamples. We therefore change the separating condition from 

the median to the quartiles of the CSR scores, which then includes only the highest- and the lowest rated 

quartiles of the acquirers in the two samples. This results in subsamples consisting of 61 high CSR acquirers 

and 58 low CSR acquirers. 

Increased Event Window 

As mentioned in section 4.3.2, researchers have not reached an agreement on the length of the event window 

due to the problem of event date uncertainty. Previous research has found that stock returns of the target- 

as well as the acquiring firm follow an upward trend prior to the merger announcement date (Adnan & 

Hossain, 2016). This seems to indicate release of information prior to the event date. If this is the case, then 

a narrow event window will not capture the true market reaction. In order to analyze this possibility, the 

event window is increased from three days (-1,1) to both five (-2,2) and 11 days (-5,5) in both the univariate 

and multivariate regressions (OLS and 2SLS). 

Decomposed ESG Score 

To quantify the CSR performance of the acquiring firms, this study relies on an adjusted CSR score. 

However, this measure does not include the corporate governance (G) score, which is why this component 

potentially can be an omitted factor in our analysis. Furthermore, previous research has found that the social 

(S) component of the raw ESG score is particularly important when building trust between a firm and its 

stakeholders (Lins, Servaes, & Tamayo, 2019). Hence, there are two purposes of this robustness test; 1) to 

obtain a deeper understanding of the established relationship between CAR and CSR, and 2) to examine 

whether the corporate governance (G) score seems to be an omitted variable in the multivariate regressions. 

4.4 Long-Term Event Study Methodology 
After an examination of the short-term stock performance, we aim to explore whether a high CSR 

performance is associated with a superior long-term post-merger stock performance. Hence, this section 

aims to answer the second hypothesis stating that; “acquirers with high CSR performance experience higher 

abnormal stock returns in the long-term post-merger period than acquirers with low CSR performance”. 

Potential evidence of long-term abnormal returns contradicts the assumption of the efficient market 

hypothesis. Fama (1998) argues that long-term abnormal returns tend to disappear when using different 

methodologies, including different models for the expected returns. Although the rationale of the long-term 

event study is similar to that of a short-term event study, extreme caution is needed when choosing a proper 
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method to estimate long-term abnormal returns (Dionysiou, 2015; Kothari & Warner, 2006). In recent 

finance literature, two approaches to measure long-term abnormal returns have been prevailing: the calendar-

time portfolio (CTAR) approach and the buy-and-hold benchmark (BHAR) approach (Ang & Zhang, 2015, 

p. 385). In this study, the CTAR approach is applied. 

Methodological papers within this field of research emphasize that long-term event studies are subject to so-

called bad model problems that can lead to a misspecification of the abnormal returns (Dionysiou, 2015; 

Fama, 1998). Fama (1998) argues that these bad model problems can be reduced with the use of the CTAR 

approach, which leads to more reliable estimates of the long-term abnormal returns  (Fama, 1998). Examples 

of bad model problems include a rebalancing bias, survivorship bias, and a violation of the normality 

assumption (i.e. the skewness bias) due to cross-sectional correlation (Dionysiou, 2015). Our choice of the 

CTAR approach is based on different considerations: First, it is argued that the CTAR approach 

automatically overcomes problems induced by the rebalancing bias, as well as its distribution of abnormal 

returns are closer to normal, allowing for traditional statistical testing procedures. In addition, there exist 

different approaches to mitigate issues caused by the survivorship bias (Dionysiou, 2015). Finally, the CTAR 

is widely used in previous research when studying corporate events with multiple years of abnormal returns 

(e.g. Deng et al., 2013; Fama, 1998; Mitchell & Stafford, 2000). 

4.4.1 The Calendar Time Portfolio Approach 

The long-term stock performance is first examined for the total merger sample, whereupon the long-term 

stock returns of high CSR acquirers are compared to those of low CSR acquirers using the CTAR approach. 

We create an event portfolio for each calendar month from 2010-2019, consisting of all acquiring firms that 

have announced a merger in the previous month. As the number of events is not uniformly distributed over 

the sample period, the number of firms included in the monthly portfolios is not constant through time. The 

changing portfolio composition may introduce heteroskedasticity as the variance is related to the number of 

firms in the portfolio (Dionysiou, 2015). To avoid misspecified abnormal returns induced by 

heteroskedasticity, we only include calendar time portfolios comprising at least 10 event firms. The event 

firms are kept in the portfolio for a holding period of 12, 24, and 36 months relative to the announcement 

month. Accordingly, we rebalance the portfolio each month by removing all firms that have reached the end 

of their holding period and adding all firms that have announced a merger one month earlier. 
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The monthly return of the event portfolio is computed as the equally-weighted average of the monthly 

returns of all firms in the portfolio. We use equally-weighted returns, as value-weighted returns tend to 

produce high return variances in months with large weights of a few firms. This can lead to low T-statistics 

and eventually incorrect statistical inferences. When looking at the total sample in this study, there seems to 

be a large variation in the size of the firms. More than 70% of the acquirers in the total sample have a market 

capitalization below the sample mean, implying that there are some particularly large firms in the sample. To 

avoid the issue of these firms having too much influence on the monthly portfolio returns, we argue that the 

equally-weighted portfolio returns are the most appropriate fit to our data. 

The resulting time series of monthly excess returns of the equally-weighted portfolios are regressed on the 

four factors from the Fama-French (1993) and Carhart (1997) Four-Factor Model, which can be written as: 

 𝑅𝑝𝑡 − 𝑅𝑓𝑡 = 𝛼 + 𝛽1(𝑅𝑚𝑡 − 𝑅𝑓𝑡) + 𝛽2𝑆𝑀𝐵𝑡 + 𝛽3𝐻𝑀𝐿𝑡 + 𝛽4𝑊𝑀𝐿𝑡 + 𝑒𝑡 (9) 

where 𝑅𝑝𝑡 is the return of the calendar-time portfolio in month t; 𝑅𝑓𝑡  is the risk-free rate in month t; 𝑅𝑚𝑡 is 

the market return in month t; 𝑆𝑀𝐵𝑡 is the size-factor (the difference between the return on the portfolio of 

“small” stocks and “big” stocks); 𝐻𝑀𝐿𝑡 is the book-to-market factor (the difference between the return on 

the portfolio of “high” and “low” book-to-market stocks); 𝑊𝑀𝐿𝑡 is the momentum factor (the difference 

between the return on the portfolio of “winners” and “loosers” from the previous year); and 𝛼 is the intercept 

that measures the average monthly abnormal return of the calendar-time portfolio of event firms (Ang & 

Zhang, 2015, p. 389). A significantly positive 𝛼 indicates an average monthly positive abnormal performance 

in the post-merger period, and vice versa. 

Furthermore, it is mentioned in section 4.2.2 that both active and dead companies are included in the sample 

to avoid the survivorship bias. However, in the CTAR approach, an issue related to rebalancing occur when 

event firms delist during the analyzed period, which can potentially bias the abnormal returns (Dionysiou, 

2015). A commonly used method to deal with delisted returns is to drop the firm from the time-calendar 

portfolio after the delisting period (Dionysiou, 2015; Ikenberry, Lakonishok, & Vermaelen, 2000). Therefore, 

we removed a total of 27 delisted firms from the full sample after their respective delisting periods to 

accommodate for the survivorship bias. 
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4.4.2 Robustness Tests 

According to Mitchell & Stafford (2000), the best way to check for robustness of the empirical results is to 

repeat the analysis with a different methodological approach. We follow this advice and perform two 

robustness tests of the long-term stock performance analysis, as we change the equally-weighted returns to 

value-weighted returns, and use CAPM instead of the Four-Factor Model when estimating expected returns. 

Value-weighted Portfolio Returns 

As already mentioned, the monthly return of the event portfolio is computed as the equally-weighted average 

of the monthly stock returns of all firms in the portfolio. However, when the returns of small firms receive 

the same weights as those of larger ones, the monthly portfolios are more sensitive to bad model problems 

(Dionysiou, 2015). Therefore, to mitigate the potential issues related to equally-weighted returns, we repeat 

the analysis with value-weighted returns, where the market capitalization for each firm is used as weights. 

CAPM 

The question of which model of expected returns is appropriate remains an unresolved issue (Kothari & 

Warner, 2006). This study uses the Four-Factor Model as the main asset-pricing model because simpler 

models such as the CAPM have been discredited in previous research, since they ignore risk factors beyond 

the market portfolio (Dionysiou, 2015). However, it has been questioned whether the firm size, book-to-

market, and momentum factors in the Four-Factor Model are reasonable proxies for risk (Kothari & Warner, 

2006). We therefore benchmark the empirical results from the Four-Factor Model against the corresponding 

results from the CAPM for both the equally- and value-weighted returns. The CAPM is defined as follows 

(Berk & DeMarzo, 2017, p. 419): 

 𝑅𝑝𝑡 − 𝑅𝑓𝑡 = 𝛼 + 𝛽𝑝𝑡(𝑅𝑚𝑡 − 𝑅𝑓𝑡) + 𝑒𝑡 (10) 

where 𝑅𝑝𝑡 is the return of the calendar-time portfolio in month t; 𝑅𝑓𝑡  is the risk-free rate in month t; 𝑅𝑚𝑡 is 

the market return in month t; 𝛽𝑝𝑡 is the systematic risk of the portfolio compared to the market as a whole; 

and 𝛼 measures the average monthly abnormal return of the calendar-time portfolio of event firms. 

4.5 Long-Term Operating Performance 
Most empirical research on mergers shed light on the value creation for shareholders, which often is 

examined through event studies focusing on stock returns. However, it is argued that studies solely focusing 

on stock price performance are unable to explain whether gains in equity values is a valid indicator for 

improvements in corporate performance, since stock prices are reflections of market expectations rather 
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than actual economic value (Healy et al., 1992). Motivated by the inability of stock price performance studies 

to determine whether mergers create real economic gains, the third hypothesis being subject for investigation 

is; “acquirers with high CSR performance experience higher long-term post-merger gains in operating 

performance than acquirers with low CSR performance.” 

The overall approach of the operating performance analysis is to compare pre- and post-merger operating 

performance (Healy et al., 1992; Martynova et al., 2006). The analysis is based on the same samples as the 

two preceding analyses of stock price performance in order to obtain comparable results. However, the total 

sample in this analysis is reduced to 212 mergers due to unavailable accounting data for some of the target 

firms. The pre- and post-merger periods are both three years. Hence, for each merger, seven years of data is 

collected for the acquiring firms, however, only pre-merger data is collected for the target firms, as the target 

firms do not disclose financial statements after being merged into the acquiring firm. In accordance with 

Healy et al. (1992), we exclude data for the merger announcement year for two reasons: 1) differences in 

accounting standards of the target and acquirer can create noise in the numbers for the announcement year, 

and 2) one-off merger costs such as attorney fees make the merger announcement year less comparable with 

other years. To facilitate a comparison of pre- and post-merger performance for the combined firm, numbers 

are aggregated for the target and acquirer in the pre-merger years, whereas actual numbers for the merged 

firm are used in the post-merger years. 

4.5.1 Operating Performance Measures 

As it appears from the research question, this study focuses on value creation for the acquiring shareholders. 

In finance theory, the value of a firm is often expressed as the present value of all future free cash flows 

(Ferris & Petitt, 2013, p. 2). Therefore, if mergers create value for shareholders, the gains should eventually 

show up in the firms’ free cash flows (Andrade, Mitchell, & Stafford, 2001). The free cash flow of a firm is 

defined as the cash flows from operating activities minus capital expenditures (Berk and DeMarzo, 2017, p. 

279). However, it is not possible to obtain sufficient capital expenditures data for the target firms, which is 

why we use cash flows from operating activities scaled by the firms’ assets as the main long-term operating 

performance measure. We will refer to this measure as the operating cash flow return, which is defined as 

follows: 
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 Operating cash flow return =
Cash flow from operating activities

Total assets
 (11) 

where “cash flow from operating activities” during a year is defined as net income plus non-cash items minus 

increases in working capital, and “total assets” refers to the book value of the firm’s total assets at the 

beginning of that year. 

In accordance with Healy et al. (1992), we rely on cash flows as they represent the actual economic gains 

generated by the assets. To make the operating performance comparable across time and firms, the operating 

cash flows are scaled by the firms’ assets. The assets are measured by book values, because market values 

may cause wrong interpretation if unexpected cash flow realizations change the investors’ expectations about 

future cash flows (Healy et al., 1992). 

To facilitate a deeper understanding of what drives the operating cash flow performance, it is recommended 

to conduct a similar analysis of the net income and working capital (Huyghebaert & Luypaert, 2013). Again, 

due to limited data for the target firms, we only include an analysis of the working capital. Other things being 

equal, a reduction in the working capital will affect the free cash flows positively, as less money is tied up in 

working capital (Berk and DeMarzo, 2017, p. 281). Hence, it is not the absolute levels of the measure itself 

that contribute with economic gains, but rather the indirect effect through the cash flows. The working 

capital is scaled by the assets of the firms to obtain a ratio that is comparable across firms and time. The 

working capital ratio is defined as follows: 

 Working capital ratio =
Working capital

Total assets
 (12) 

where “working capital” is the difference between a firm’s current assets and current liabilities during a given 

year, and “total assets” refers to the book value of the firm’s total assets at the beginning of that year. 

Previous research has found evidence suggesting that mergers may contribute to an improvement of working 

capital management (Gill, Biger, Tibrewala, & Prabhakar, 2016). Examples of initiatives that can improve 

the working capital include decreasing the inventories and accounts receivables and increasing the account 

payables. These initiatives will affect the operating cash flow performance of a firm in different ways. First, 

a reduction in the working capital will increase liquidity that can be used to reduce debt or make strategic 

investments. Second, a more efficient use of resources will improve the firm’s profitability. Therefore, 



 
 

48 

reductions in the working capital may lead to a sustainable increase in the operating cash flows and ultimately 

to a higher firm value, which benefits the shareholders of the firm (Huyghebaert & Luypaert, 2013). 

4.5.2 Industry Benchmark 

Comparing the pre- and post-merger performance provides a measure of the change in performance. 

However, some of the changes in performance may be related to industry-specific factors. Therefore, we use 

industry-adjusted performance measures as our primary benchmark to evaluate long-term operating 

performance (Healy et al., 1992). The industry-adjusted performance measures are calculated by subtracting 

the industry median from the performance measure related to each transaction. If the target and acquirer are 

operating in different industries, the industry benchmark in the pre-merger years is calculated as the weighted 

average of the corresponding industries’ performance with the total assets of the two firms being the weights. 

A positive industry-adjusted performance measure in a given year indicates that the firm outperform its 

industry peers in the given year, and vice versa. 

To select an appropriate industry performance benchmark, three screening criteria are applied: 1) the 

benchmark firms must not be involved in any merger activity in the period of analysis; 2) the firms must be 

part of the relevant industry group as defined by two-digit SIC codes; and 3) the firms must be publicly 

traded on the STOXX 600 Europe index. This index comprises almost 600 components representing both 

large-, mid- and small cap firms across 17 European countries and it covers approximately 90% of the free-

float market capitalization of the European stock market (Qontigo, 2020). A similar index for the 14 specific 

countries involved in this study does not exist, however, it is reasonable to assume that the STOXX 600 

Europe index is a fair proxy for the industry effects in Northwestern Europe.  

4.5.3 Cross-Sectional Regressions 

To support the initial findings, we conduct cross-sectional regressions of post-merger industry-adjusted 

performance on the corresponding pre-merger performance to capture the overall relationship between the 

operating performance before and after the mergers. The cross-sectional regressions are conducted in 

accordance with the following formula: 

 𝐼𝐴𝑃𝑀𝑝𝑜𝑠𝑡,𝑖 = 𝛼 + 𝛽 ∙ 𝐼𝐴𝑃𝑀𝑝𝑟𝑒,𝑖 + 𝑒𝑡 (13) 

where 𝐼𝐴𝑃𝑀𝑝𝑜𝑠𝑡,𝑖 is the median annual industry-adjusted performance measure for firm i from the post-

merger years; 𝐼𝐴𝑃𝑀𝑝𝑟𝑒,𝑖 is the pre-merger median for the same firm; the intercept, 𝛼, measures the abnormal 

industry-adjusted performance; and the slope coefficient, 𝛽, captures any correlation between the pre- and 
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post-merger years. As a result, the term 𝛽 ∙ 𝐼𝐴𝑃𝑀𝑝𝑟𝑒,𝑖 measures the effect of the pre-merger performance on 

post-merger performance (Healy et al., 1992). The regression model in equation 13 is applied on both the 

operating cash flow and working capital performance measures. 

4.6 Operationalization of Hypotheses 
The previous sections have thoroughly described the data and methodology that are used to address the 

three hypotheses, and this section follows by describing the testing procedures used in the three subanalyses. 

An overview of the methodological framework including the different testing procedures is available in Table 

5. We refer to Appendix 9 and 10 for a detailed description of the statistical testing procedures. 

Table 5: Overview of Methodology and Statistical Inference 

 

Source: Authors 

To answer the first hypothesis, we conduct a univariate analysis of the relationship between CSR and CAR 

around merger announcement, where high CSR acquirers are compared to low CSR acquirers. First, the two 

subsamples are tested on whether their CARs are statistically different from zero, using a student’s T-test for 

the mean and a Wilcoxon Signed Rank test for the median. Subsequently, we test whether the CARs of the 

two subsamples are statistically different from each other using an unpaired two-sample T-test on the 

difference in mean and a Wilcoxon Rank Sum test on the difference in median. 

In the analysis of the long-term post-merger stock performance of the acquiring firms, we use the statistical 

computing software, Stata, to conduct time series regressions using two different asset pricing models. The 
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intercept from the regression models, 𝛼, measures the average monthly abnormal return of the equally-

weighted calendar-time portfolio for the respective sample. We compare the level and significance of 𝛼 for 

the high and low CSR acquirers to examine whether high CSR acquirers experience higher long-term post-

merger stock performance than low CSR acquirers. 

In the analysis of the long-term operating performance, we use a combination of the testing procedures 

described above. First, we test whether the industry-adjusted operating performance measures in a given year 

are statistically different from zero, using a student’s T-test for the mean and a Wilcoxon Signed Rank test 

for the median. Thereafter, we calculate an overall mean and median for each sample in the pre- and post-

merger period, which is used to test whether there is a significant difference in the operating performance 

before and after the mergers. We use a two-sample T-test and a Wilcoxon Signed Rank test for paired samples 

to determine whether there is a significant change from the pre- to the post-merger period in the mean and 

median, respectively. Finally, we test whether the intercept of different cross-sectional regressions is 

statistically different from zero to further support or dismiss the findings from the statistical tests. 

As a final note, we use the Median Absolute Deviation (MAD) method to detect potential outliers in all three 

analyses of this study (Leys, Ley, Klein, Bernard, & Licata, 2013). If an outlier is detected, we conduct the 

analysis with and without the outlier, compare the results, and report an assessment of the influence of the 

outlier. We refer to Appendix 11 for a detailed description of the MAD method. 

4.7 Critical Review of Data and Methodology 
Despite a thorough attempt to obtain a high level of validity, reliability and generalizability of the findings in 

this study, several issues and limitations related to the data and methods exist. First of all, the empirical results 

are highly dependent on the ESG scores provided by Refinitiv. It is questionable how well these scores reflect 

a firm’s actual CSR performance. This allegation is based on the fact that the ESG scores are determined 

using public information, which often originate from the firms themselves (e.g. annual reports and company 

websites). This may result in information being biased from greenwashing, as firms can selectively choose 

what information to disclose (Lyon & Maxwell, 2011). As discussed in the literature review, the correlation 

between ESG scores from different providers varies to a great extent. In some circumstances, the ESG 

scores from different providers are only consistent for less than half of the firms being examined (Kumar & 

Weiner, 2019). This can potentially pose a threat to the validity as well as the reliability of this study, since 

the ESG scores are used as a proxy for a firm’s CSR performance. If the scores do not reflect the firms true 
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CSR performance, then our study will not be able to capture the true impact of CSR on value creation in an 

M&A context. To alleviate this concern, our research would have benefitted from a robustness test based 

on ESG scores from other providers. An attempt was made to obtain scores from Bloomberg ESG, however, 

we were only able to find scores for a critical low number of firms in our sample, making the test results less 

comparable and powerful. Hence, it is decided not to proceed further with this robustness test. 

A second limitation associated with the ESG scores is the limited availability of these scores. Out of 1,930 

transactions that meet all remaining screening criteria described in section 4.2.2, only 308 transactions have 

available ESG scores. The final sample is therefore exposed to a selection bias, which might hurt the 

generalizability of our results when aiming to describe general tendencies for all firms in Northwestern 

Europe that are active on the merger market. 

Further, it is argued in the literature review that the time horizon and the geographical region are two 

important determinants of value creation from CSR in an M&A context. The scope of our research is 

delimitated to focus on mergers in Northwestern Europe in the period 2010-2019 as this area is relatively 

unexplored within this field of research, but also to avoid periods of crisis. This may limit the generalizability 

of our study, since the linkage between CSR and corporate financial performance might be stronger in 

periods of crisis or in a different institutional context. Therefore, one should be careful when comparing the 

empirical results of this study with previous studies investigating different time periods and geographical 

regions. 

Previous research emphasize that mergers tend to occur in waves and cluster by industry (Mitchell & 

Mulherin, 1996). It is argued that our samples do not suffer from neither event time clustering nor industry 

clustering. However, if high CSR firms actually are clustered in specific industries that are systematically 

different from industries in which low CSR firms are clustered, our industry classification using two-digit 

SIC codes might not be appropriate. To ensure that our results are not driven by the applied industry 

classification, our research would have benefitted from robustness tests based on alternative industry 

classifications such as the Fama-French’ (1997) 48 Industrial Classifications, The Refinitiv Business 

Classification and the four-digit SIC codes instead of two-digit SIC codes. 

The expected returns in the short-term event study are estimated using the market model. Although the 

market model has been extensively used in previous studies and seems to be a good fit for our data, the 

statistical assumptions underpinning this model (e.g. random sampling, no multicollinearity, zero conditional 
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mean and homoskedasticity) are often asserted rather than tested for (Coutts, Mills, & Roberts, 1994). A 

potential violation of these assumptions can lead to unstable parameter estimates, incorrect abnormal returns, 

and ultimately to incorrect statistical inferences. There does not exist a perfect model to capture the expected 

returns, and the market model is applied as it seems to be the best possible fit for our data. To ensure that 

the market model does not produce biased results, we could have performed a robustness test with an 

additional benchmark model such as the Four-Factor Model. However, Mackinlay (1997) argues that the 

gains from using multifactor models are limited when the sample is free from clustering. Hence, we do not 

suppose that a multifactor model will add much explanatory power to our analysis. 

In the analysis of the long-term stock performance, the time series of monthly excess returns of the event 

portfolio is regressed on the four factors downloaded from French’ (2020) data library. As described in 

Appendix 4, the construction of these factors is partly based on data from countries that are not involved in 

this study; Spain, Greece, Italy, and Portugal. This can potentially lead to biased estimates of the abnormal 

returns if the factors for firms in those countries are systematically different than for firms in Northwestern 

European countries. Furthermore, it is argued that extreme caution is needed when calculating the long-term 

abnormal returns, since potential biases in the abnormal returns inflate as the event window increases 

(Dionysiou, 2015). Therefore, a study with the BHAR approach could help to further support or dismiss our 

findings, since this approach overcomes most of the CTAR’s shortfalls (Dionysiou, 2015). 

Finally, to examine the long-term operating performance of the acquiring firms, we use operating cash flow 

and working capital as performance measures, both scaled by the book value of the firms’ assets. However, 

the use of performance measures based on book values can be problematic, since these measures are affected 

by potential differences in accounting standards (Healy et al., 1992). As a consequence, the empirical results 

might be driven by differences in accounting standards rather than differences in operating performance. 

Further, we only examine one determinant of the free cash flows available to the acquiring shareholders, 

namely the cash flows from operating activities. As mentioned, another important driver of the free cash 

flows is the capital expenditures. This measure can explain how much a firm is investing in existing or new 

fixed assets to obtain growth, and it is likely to depend on the industry in which the firm operates (Berk & 

DeMarzo, 2017, p. 273). An analysis of the capital expenditures can thus facilitate a deeper understanding of 

the value creation for the acquiring shareholders following mergers. However, it is not possible to obtain 

sufficient data on capital expenditures for the target firms in the pre-merger period to include this measure. 

In general, it is difficult to obtain data for the same number of firms as in the analyses of stock performance. 
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This can be problematic because the use of too small samples can pose a violation of the normality 

assumption underpinning the statistical tests of the mean. Fortunately, the sample size is larger than 20 for 

both subsamples when conducting two-sample tests, implying that we can approximate the samples to a 

normal distribution (Newbold, Carlson, & Thorne, 2013, p. 259). 
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5 Empirical Analysis 
The purpose of the empirical analysis is to examine how CSR affects the wealth of acquiring shareholders 

around a merger announcement and in the long-term post-merger period. To answer the research question, 

three hypotheses will be tested. First, descriptive statistics is presented in section 5.1 to provide an overview 

of the final data sample. In section 5.2, empirical evidence related to the first hypothesis focusing on the 

short-term stock performance is presented. Section 5.3 provides evidence on the second hypothesis by 

analyzing the long-term post-merger stock performance of the merged firms. Finally, section 5.4 addresses 

the third hypothesis concentrating on the long-term post-merger operating performance of the merged firms. 

Results from the robustness tests will be presented on an ongoing basis. 

5.1 Descriptive Statistics 
In this section, descriptive statistics is presented to provide an overview of the final sample as well as the 

deal and firm characteristics related to the acquirers. First, the distribution of transactions across time and 

industry will be covered, which is followed by the distribution of acquirers’ CSR scores. Thereafter, deal and 

firm characteristics of the acquirers will be summarized, since large differences in specific characteristics 

between the high and low CSR samples may affect the merger performance. Lastly, the pairwise correlations 

between the key independent variable (CSR) and the control variables will be examined to facilitate an 

understanding of the interrelations between those variables, but also to identify high correlations that can 

cause multicollinearity and generate biased estimates in the forthcoming regressions (Wooldridge, 2013, p. 

95). 

5.1.1 Distribution of Transactions 

Table 6 shows the distribution of the total merger sample by year of announcement and industry of the 

acquiring firm. The transactions are in general equally distributed throughout the years, but at first sight, 

there seems to be a high concentration of firms in two particular industries; the manufacturing (20-39) and 

service industry (70-89). However, 85 different subindustries (four-digit SIC-codes) exist within the six broad 

industry classifications (two-digit SIC codes). If we look at the manufacturing industry, it contains 36 

different subindustries where two examples are the book and publishing industry (2731) and the 

pharmaceutical preparations industry (2834). We assume these subindustries to have different characteristics, 

which is why industry clustering is argued to be less of an issue. Further, no subindustry makes up a 

substantial proportion of the total number of transactions, which still applies when dividing the total sample 
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into the two subsamples constituting of acquirers with high and low CSR performance. Therefore, industry 

clustering is neither an issue when testing the subsamples. 

Table 6: Distribution of Transactions by Year and Industry 

 

Source: Authors 

In Appendix 12, the distribution of transactions by countries is available. Although acquirers from 14 

different countries in Northwestern Europe are considered, only 12 countries from the region are 

represented in the total sample, as no mergers from Iceland or Finland meet all the screening criteria for the 

data explained in section 4.2.2. The UK is the most represented country, which constitute 47.35% of the 

total sample followed by France, which counts for 11.02%. The other countries are more evenly distributed 

ranging from 0.41% to 6.94% of the total sample. All 12 countries are represented in the sample of acquirers 

with high CSR performance, but Austria is not represented in the sample of acquirers with low CSR 

performance, as this country only has one transaction represented in the total sample. 

5.1.2 Distribution of CSR Scores 

All acquirers are required to have a CSR score in the range from zero to 100. From here, the classification 

of whether an acquirer has a high or low CSR performance is dependent on the acquirer’s performance 

relative to the sample median. The median of the total sample is 51.19 for the raw ESG score, but 44.99 for 

the adjusted CSR score, which is the one being used in this study. In order for the findings of this research 

to be generalizable, it is critical that the CSR scores reflect the CSR scores of the population (i.e. other 

acquirers in Northwestern Europe). Since the median of the adjusted score is relatively close to the median 

of the range from zero to 100, it is assumed that our total sample is not biased by an overweight of acquirers 
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with either a high of low CSR performance. The distributions of the raw ESG and adjusted CSR score for 

the total sample are illustrated in Figure 5, where neither seem to be particularly skewed in any direction. 

 

Figure 5: Distribution of Raw ESG Score and Adjusted CSR Scores 
Source: Authors 

5.1.3 Firm and Deal Characteristics 

In Appendix 13, summary statistics of the firm and deal characteristics of the total sample as well as the high 

and low CSR samples are presented. When looking at the firm characteristics, we can see that compared to 

low CSR acquirers, high CSR acquirers are characterized by a higher level of leverage, a lower Tobin’s Q, 

and a slightly lower level of free cash flows. Noteworthy, the firm size of the high CSR acquirers is on average 

around 10 times higher than the firm size of low CSR acquirers. This major difference may introduce biases 

in our results, as the firm size may influence stock price and/or operating performance (Moeller, 

Schlingemann, & Stulz, 2004). This will be further discussed in section 6.3.1.  

As for the deal characteristics, several features are worth noting. First, we find that the average relative deal 

size for low CSR acquirers is higher than for high CSR acquirers, which may lead to more extreme CARs 

around announcement (Asquith et al., 1983). Moreover, we find that compared to low CSR acquirers, the 

high CSR acquirers prefer to use cash as the payment method, undertake more cross-border deals, and there 

are typically more acquirers involved in their deals. Contrary, compared to high CSR acquirers, those with 

low CSR performance undertake more high-tech mergers, mergers with privately held targets, and they more 

often use stocks as part of financing the deal. 

5.1.4 Correlation Matrix 

The pairwise correlations between the key independent variable (CSR) and the control variables are shown 

in Appendix 14. The purpose is to examine the interrelation between those variables and uncover potential 
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strong correlations, which can cause multicollinearity issues and thereby generate biased results from the 

regressions. We find that no correlations between the variables are alarming strong, which makes the risk of 

multicollinearity negligible. The same conclusion holds when we test for the problem of multicollinearity 

through a VIF-test, indicating that we do not have to exclude some of the variables in the regressions. 

However, the correlation between firm size and CSR performance is 0.58, thereby being moderately strong. 

This is in line with research arguing that smaller companies face barriers in relation to CSR engagement due 

to their smaller scale of operations, resource access constraints, and lower visibility (Udayasankar, 2008). 

Notably, there is a positive (but relatively weak) correlation between the CSR score and transactions made 

by multiple acquirers (0.37), which may imply that acquirers are more likely to join forces with high CSR 

performing acquirers when undertaking mergers. One reason in line with stakeholder theory may be that 

high CSR acquirers have a better reputation for keeping their commitments to implicit contracts (Deng et 

al., 2013), which makes them a more attractive partner for strategic alliances. 

Furthermore, a positive correlation between all cash deals and the CSR score combined with a negative 

correlation between stock deals and CSR performance support the argument that acquirers with high CSR 

performance prefer all cash deals over stock deals. Some studies have found that the market usually rewards 

cash deals around a merger announcement due to increased information asymmetry when using stock as 

payment method (Li et al., 2018; Sudarsanam & Mahate, 2003). 

Surprisingly, we find that acquirers with high CSR performance have a lower free cash flow ratio and Tobin’s 

Q (Appendix 13), which suggests that acquirers with strong financial performance are associated with worse 

CSR performance. However, the correlations are not stronger than -0.3, implying a relatively weak negative 

correlation (Appendix 14). 

5.2 Evidence from Short-Term Stock Performance 
In this section, we will test our first hypothesis stating that; “acquirers with high CSR performance experience 

higher CARs around a merger announcement than acquirers with low CSR performance”. Under the 

assumption that the market is efficient in the semi-strong form, the first hypothesis aims to measure the 

effect of a merger announcement on the stock returns of the acquirers around the announcement date. First, 

a univariate analysis is conducted to examine whether there is a significant difference in CARs around merger 

announcement between acquirers with high and low CSR performance. In other words, the univariate 

analysis will shed light on the overall relationship between CAR and CSR performance. Subsequently, we 
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run a multivariate OLS regression to analyze how the key independent variable (CSR) and control variables 

influence CARs, and to further support the findings from the univariate analysis. Lastly, a 2SLS regression is 

performed in order to respond to potential endogeneity issues. 

5.2.1 Univariate Analysis 

Table 7 shows the results from the univariate analysis. First, we look at a three-day event window in Panel 

A, where no outliers have been removed. Here, the results demonstrate that the total sample on average 

experiences positive CARs around merger announcement. The mean CAR of the total sample is 0.91% and 

the median CAR is 1.06%, which stipulates that the acquirers on average create value for their shareholders 

by undertaking mergers. When further investigating the CARs of high and low CSR acquirers separately, the 

test of difference shows that the mean CARs of the two subsamples are significantly different from each 

other, where acquirers with high CSR performance have higher mean CARs compared to acquirers with low 

CSR performance. On average, acquirers with high CSR performance experience 0.71%-point higher CARs 

around merger announcement, implying that their mean CAR is 129.09% higher than the mean CAR of 

acquirers with low CSR performance. 

The mean CAR of the high CSR sample is above the median, which may indicate that the sample has some 

observations with very high CARs. However, the mean and median CAR of the high CSR sample is relatively 

close to each other, indicating that the CARs are more or less distributed around the median. Contrary, the 

mean of the low CSR sample is considerably lower than the median, indicating that some observations have 

particularly low CARs. Moreover, the mean CAR is not even significant at a 10% level. We investigate the 

potential of outliers by looking at the distribution of the CARs of the low CSR acquirers, and here a negative 

outlier becomes evident (see Appendix 15). The CAR of the negative outlier is -152.88% over a three-day 

event window. In comparison, the second most extreme observation is 37.40%, thereby underpinning the 

unusual level of the negative observation. Appendix 15 further illustrates the distribution of the CARs using 

a boxplot, from where it becomes evident that the interquartile range of CARs from the low CSR sample is 

between -1.09% to 4.37%, while 95% of the CAR observations range from -7.14% to 11.93%. The boxplot 

further illustrates how far away the extreme negative observation is from all other observations. When further 

examining the transaction behind this outlier, we find that the relative deal size is 0.0536, which is below the 

mean (0.2555) of the low CSR sample (Appendix 13). A high relative deal size is argued to have larger 

influence on CARs around merger announcement (Asquith et al., 1983). If the relative deal size had been 

high, the merger could have a strong negative impact on the stock performance of the acquiring firm if the 
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merger turned out to be unsuccessful. A high relative deal size could therefore perhaps justify the extreme 

CAR if the shareholders did not believe in the merger. In addition, the MAD method described in Appendix 

11 is used to examine the seriousness of the outlier. As mentioned, observations with a score above the 

threshold of 12 must be removed as they are identified to be serious outliers. In this case, the extreme 

observation receives a score of 42.79, which is more than 3.5 times higher than the threshold value. Due to 

the small relative deal size that cannot justify the extreme negative CAR combined with the conclusion of 

the MAD method used to detect outliers, we choose to remove the outlier from the samples (the total sample 

and the sample of low CSR acquirers). To enhance comparability between the results of the different analyses, 

the outlier remains excluded in the forthcoming analyses. 

Table 7: Univariate Analysis of CAR and CSR 

 
Source: Authors 

Panel B of Table 7 shows the results after the outlier has been removed. When looking at the results for a 

three-days event window, we find that the mean CAR of the low CSR sample increases and becomes 

significant. Furthermore, we still find a significant difference between the mean CARs of the two samples, 

but this time it is the acquirers with low CSR performance that outperform the acquirers with high CSR 

performance. This is clear when looking at Panel B of Table 7, where the difference in CARs between the 

two subsamples becomes negative after removing the outlier. When comparing the results with and without 
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the outlier, it is clear that the results with the outlier to a great extent are driven by the outlier. This is further 

supported by the fact that the mean CAR of the low CSR sample increases from 0.55% (Panel A) to 1.81% 

(Panel B), corresponding to an increase of 229.09%, and thereby exceeds the sample median. On average, 

the low CSR sample experiences 0.54%-point higher CARs than acquirers with high CSR performance, 

representing a 42.52% higher average return. The test of difference in median between the two samples 

remains insignificant, which indicates that there is no significant difference between the median of the two 

samples. 

Panel B of Table 7 further shows that the results are robust when increasing the event window from three 

days (-1,1) to five days (-2,2). Here, the difference between the two samples is noticeably larger, as acquirers 

with low CSR performance on average have 0.67%-point higher CARs, representing a 56.67% higher average 

return. However, the results change in the last robustness test using an 11-days event window (-5,5). Here, 

the mean CAR of acquirers with high CSR performance is larger than the mean CAR of low CSR acquirers. 

Nevertheless, the median remains largest for the low CSR acquirers, which may indicate that the high CSR 

sample has some observations with particularly high CARs that cause an increase in the mean CAR. 

However, the general level of CARs remains highest for the low CSR acquirers, which is reflected in the 

significantly negative difference in the median between the two samples. 

Moreover, it is worth noting that as the event window increases, the less significant the CARs become. This 

finding seems to imply that the market is efficient in the semi-strong form, as the market quickly incorporates 

the new information from the merger announcements into the stock prices. Accordingly, stock returns 

related to the merger events become less abnormal when increasing the event window. 

The results remain robust when using the upper and lower quartile of the total sample instead of dividing 

the total sample into high and low CSR acquirers using the median (Appendix 16). Here, the test of difference 

between the two subsamples is significant using a three-days event window (-1,1) and shows that acquirers 

with low CSR performance on average experience 1.64%-point higher CARs than acquirers with high CSR 

performance, thereby having an average mean CAR that is almost three times as high as the high CSR sample. 

When increasing the event window for these samples, we find that the results remain significant and that the 

low CSR acquirers continue to experience higher CARs during the five-days event window (-2,2). However, 

this change when using an 11-days event window (-5,5), where high CSR acquirers have a significantly higher 

mean CAR compared to low CSR acquirers. However, there is no significant difference in the median 
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between the two subsamples, which could indicate that the high CSR sample has some observations with 

particularly high CARs when using an event window of 11 days. Hence, the robustness test using the upper 

and lower quartiles of the total sample confirms our initial findings, implying that low CSR acquirers have 

higher CARs around merger announcement than high CSR acquirers. 

Summary of Evidence from the Univariate Analysis 

The results from the univariate analysis without the outlier shows that both high and low CSR acquirers have 

significantly positive CARs around merger announcement. This indicate that mergers in general create value 

for the acquiring shareholders. Notably, we find that acquirers with low CSR performance experience higher 

CARs around announcement than acquirers with high CSR performance. These findings remain robust and 

significant when increasing the event window and when using quartiles instead of the median CSR score as 

a separating condition for low and high CSR performance. 

5.2.2 Multivariate Analysis 

To further examine the overall relationship between CAR and CSR performance, different multivariate 

regressions are conducted, controlling for firm and deal characteristics as well as yearly and industry fixed 

effects. Table 8 shows the results of the OLS and 2SLS regressions for a three-days event window (-1,1). 

The results from the multivariate regressions suggest a negative relationship between the CSR score and 

CARs of the acquiring firms, thereby supporting the results of the univariate analysis. This is clear when 

looking at the regressions in the columns on the left-hand side of Table 8, where the coefficients for the CSR 

score are -0.0182% and -0.0248% for the OLS and 2SLS regressions, respectively. The results from the 

multivariate regressions are robust when increasing the event window from three days (-1,1) to both five 

days (-2,2) and 11 days (-5,5) (see Appendix 17 and 18). This indicates that even after controlling for several 

firm and deal characteristics, shareholders of low CSR acquirers tend to experience higher stock returns than 

those of high CSR acquirers around merger announcement. Subsequently, the OLS regression shows that if 

we increase the CSR score by 10 points, the acquirers will on average receive a 0.182%-point lower CAR 

around merger announcement. As the acquirers on average receive a CAR of 1.54% in our sample, a decrease 

of 0.182%-point in CAR corresponds to a decrease in the mean CAR of around 12%. To put this further 

into perspective, the average market capitalization of the acquirers in the sample is around $21.9 billion, 
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implying that an increase in the CSR score of 10 points will lead to a difference in shareholder wealth of 

approximately $39.9 million.10 

The coefficients of the CSR scores are insignificant, which is why we are not able to draw any conclusions 

about the relationship between CAR and CSR based on the multivariate regressions alone. It is worth 

mentioning that the intention behind the multivariate analysis is to include it as an additional analysis to 

examine whether the initial established relationship between CAR and CSR in the univariate analysis holds 

after controlling for several firm and deal characteristics. As the multivariate analysis confirms the results 

from the univariate analysis, the analysis of the short-term stock performance indicates a negative relationship 

between CAR and CSR performance. 

Table 8: Multivariate Analysis of CAR and CSR 

 
Source: Authors 

 
10 See Appendix 19 for a description of the calculations. 
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Moreover, Table 8 provides similar regression output for both the OLS and 2SLS regressions with the raw 

ESG score as well as the decomposed environmental (E), social (S), and corporate governance (G) scores as 

independent variables. This robustness test is conducted in order to facilitate a deeper understanding of the 

established negative relationship between CAR and CSR, but also to examine whether the corporate 

governance score seems to be an omitted variable in the multivariate regressions. 

In general, the regressions show that all of the raw E, S, and G measures are negatively associated with CAR. 

The relationship between CAR and the raw ESG score is even more negative than the initial established 

relationship between the adjusted CSR score and CAR. The OLS regression shows that a 10-point increase 

in the raw ESG score decreases the CAR on average by -0.460%. Because the average CAR in the total CSR 

sample is 1.54%, this implies that acquirers with a 10-points higher raw ESG score almost experience a 30% 

lower CAR around announcement. To exemplify the magnitude of this relationship, the average market 

capitalization in the total sample is $21.9 billion, where an increase in the raw ESG score by 10 points leads 

to a difference in shareholder wealth of approximately $100.7 million.11 This number is around 152% larger 

than the difference in shareholder wealth associated with a similar change in the adjusted CSR score. 

Furthermore, the robustness test in Table 8 shows that the coefficients of the social component are -0.0206% 

(OLS) and -0.0279% (2SLS), whereas the coefficients of the environmental component are -0.0116% (OLS) 

and -0.0209% (2SLS). Even though none of the coefficients for the social and environmental factors are 

statistically significant at any levels, the results suggest that the social (S) score is the main driver of the 

negative relationship between the adjusted CSR score and CAR. 

When looking at the OLS regression output for the governance (G) score, we can see that a higher corporate 

governance performance is associated with a significantly lower CAR at a 10% level. This may indicate that 

we underestimate the strength of the negative relationship between CSR and CAR when we exclude the 

corporate governance element from the model, which is an example of the omitted variable bias (Wooldridge, 

2013, p. 91-92). However, we do not assess the bias to be serious as the 2SLS regression suggests that the 

relationship between CAR and the corporate governance score is insignificant. 

 
11 The calculations can be seen in Appendix 19. 
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We get the same results when increasing the event window from three days (-1,1) to both five (-2,2) and 11 

days (-5,5), which demonstrates that the results from the multivariate analysis are robust (Appendix 17 and 

18). 

5.2.3 Summary of Short-Term Stock Performance 

To answer our first hypothesis stating that; “acquirers with high CSR performance experience higher CARs 

around merger announcement than acquirers with low CSR performance,” we perform a univariate analysis 

as well as a multivariate analysis using OLS and 2SLS regressions. After an exclusion of an outlier in the 

univariate analysis, the results show that low CSR acquirers on average experience 42.52% higher CARs 

around merger announcement than high CSR acquirers. The difference in the average CAR between 

acquirers with low and high performance is significant at a 1% level and robust when increasing the event 

window from three (-1,1) to five days (-2,2), but also when changing the separating condition of high and 

low CSR performance from the median CSR score to the upper and lower quartiles of the CSR scores of the 

total sample. Subsequently, an OLS and a 2SLS regression reinforce the results from the univariate analysis, 

as both the regressions show a tendency of a negative relationship between CSR performance and CARs 

around merger announcement. Noteworthy, the results from the OLS and 2SLS regressions are not 

significant, which can imply that investors neither ascribe CSR negative nor positive value in an M&A 

context. However, since the results from the multivariate regressions confirm the negative relationship and 

are robust to increased event windows, we conclude that CSR does not add value to the short-term stock 

performance in an M&A context. As a result, we reject the first hypothesis, as acquirers with high CSR 

performance experience lower CARs around merger announcement than acquirers with low CSR 

performance. Thus, the results point towards the shareholder expense view, as the market seems to rather 

penalize firms with high CSR performance. 

5.3 Evidence from Long-Term Stock Performance 

This section aims to answer the second hypothesis stating that; “acquirers with high CSR performance 

experience higher abnormal stock returns in the long-term post-merger period than acquirers with low CSR 

performance.” The evidence of long-term stock return anomalies related to mergers contradicts the efficient 

market hypothesis stating that stock prices respond rapidly to new information (Fama et al., 1969). However, 

according to Fama (1998), long-term post-merger anomalies do not suggest that market efficiency must be 

abandoned, as long-term return anomalies tend to disappear when using different methods. Motivated by 

Fama (1998), we examine the long-term post-merger stock performance of the acquiring firms using the 
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CTAR approach combined with two different expected return models (CAPM and the Four-Factor Model) 

and two different return metrics (equally- and value-weighted returns). The first subsection focuses on the 

equally-weighted returns, whereas the second subsection considers the value-weighted returns. In each 

subsection, the expected returns will first be estimated using CAPM and subsequently by the Four-Factor 

Model in order to facilitate a comparison of the results from the two models. Tables with the main results 

will be presented throughout the analysis, but we refer to Appendix 20-23 for an overview over the total 

output of the time series regressions. 

5.3.1 Equally-Weighted Portfolio Returns 

Table 9 reports the long-term post-merger abnormal returns for the equally-weighted portfolio returns using 

both CAPM (Panel A) and the Four-Factor Model (Panel B) to estimate expected returns. When looking at 

the results from CAPM, we find that the total sample on average experiences negative monthly abnormal 

returns (alphas) for a one, two, and three-years holding period following mergers. Interestingly, we find that 

low CSR acquirers on average experience a positive monthly abnormal return for a one-year holding period, 

but then it turns negative for the two- and three-years holding periods. Further, the high CSR acquirers 

experience average negative post-merger monthly abnormal returns for all three holding periods. When 

comparing the results of high and low CSR acquirers, we find that low CSR acquirers outperform high CSR 

acquirers for a one-year holding period. This changes for longer holding periods, since high CSR acquirers 

on average experience less negative monthly abnormal returns for holding periods of both two and three 

years compared to low CSR acquirers. The results indicate that the shareholders of low CSR acquirers on 

average experience a greater loss in the monthly returns following mergers for holding periods of two and 

three years. 

Moving on to the Four-Factor Model in Panel B, this model is argued to provide a more accurate picture of 

the long-term stock performance compared to CAPM, since it incorporates risk factors beyond the market 

portfolio when estimating expected returns (Dionysiou, 2015; Kothari & Warner, 2006). Similar to the results 

from CAPM, we find that the total sample on average experiences negative monthly abnormal returns for all 

three holding periods. When looking at the results for low and high CSR acquirers separately, we find that 

low CSR acquirers on average experience positive monthly abnormal returns for a one-year holding period, 

but negative monthly abnormal returns for both two- and three-years holding periods. The high CSR 

acquirers experience average negative monthly abnormal returns for all three holding periods. There is a large 
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relative difference between the two samples even in the periods where both samples experience negative 

returns. For a two-years holding period, the alpha for low CSR acquirers is almost three times as low as the 

alpha for high CSR acquirers, and the difference is even larger for a holding period of three years, where the 

alpha of low CSR acquirers is more than three times as low as the alpha of high CSR acquirers.  

Noteworthy, the alpha values of the high CSR acquirers seem to be less volatile across the holding periods 

compared to the alphas of the low CSR acquirers. Alpha ranges from -0.12% to -0.06% for the high CSR 

acquirers, while it ranges from -0.32% to 0.02% for the low CSR acquirers. This finding is in line with 

previous empirical evidence in two different ways. First, a study finds that firms with a high CSR performance 

have significantly lower volatility of the expected and realized profitability as well as a lower idiosyncratic 

and systematic stock volatility (Nguyen et al., 2020). Second, this volatility pattern could also be driven by 

the average firm size of the two samples, as post-merger abnormal stock price performance is found to be 

limited to the smallest acquirers (Andrade et al., 2001). We know from section 5.1.3 that the average firm 

size in the low CSR sample is around 10 times lower than the average firm size of the high CSR sample. 

However, since the Four-Factor Model accounts for this with the size-factor being incorporated in the model 

(small-minus-big), we argue that there is a greater likelihood of the volatility being associated with low CSR 

performance. Evidence from both CAPM and the Four-Factor Model confirm this greater volatility in the 

low CSR sample as the standard errors of the alphas are consistently larger for low CSR acquirers than for 

high CSR acquirers (see Appendix 20 and 21). Therefore, our results indicate that firms with low CSR 

performance on average experience greater volatility in their monthly abnormal returns compared to firms 

with high CSR performance. 

Table 9: Equally-Weighted Monthly Abnormal Portfolio Returns 

 

Source: Authors 
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The average monthly abnormal returns are consistently closer to zero in the Four-Factor Model compared 

to CAPM. This means that when we account for firm size, book-to-market values, and a momentum factor 

when estimating the expected returns, potential anomalies in stock returns become less apparent. Both 

CAPM and the Four-Factor Model point towards a pattern, where low CSR acquirers outperform high CSR 

acquirers for a one-year holding period, but then it turns, and high CSR acquirers outperform low CSR 

acquirers for two- and three-years holding periods. This pattern is generally contradicting to the findings 

from the only previous study we know of that uses the same method to measure the impact of acquirer’s 

CSR on long-term stock performance. The study we refer to is Deng et al. (2013) who find that high CSR 

acquirers experience superior long-term post-merger stock performance compared to low CSR acquirers for 

all three holding periods. Contrary from our results, their alpha values are predominantly positive, where 

ours are negative. We propose two possible explanations for why we find a different pattern. First, they 

investigate a different time period (1992-2007), which includes periods of economic unrest like the burst of 

the dotcom bubble in 2001 and through 2002 (Hayes, 2019). Including periods of economic uncertainty can 

result in stronger performance for acquirers with high CSR performance (Ducassy, 2013; Lins et al., 2017), 

which can be one factor contributing to explaining why their alphas are positive for the high CSR acquirers. 

Second, they focus on the US market, where we focus on Northwestern Europe, where differences in the 

institutional contexts across the two regions may contribute to an explanation of the different results. 

Another interesting point when comparing our results to the findings of Deng et al. (2013) is that their alphas 

for some holding periods are found to be significant. As a result, they conclude that the market fails to fully 

capitalize the value of high CSR performance around merger announcement. Contrary, none of the alphas 

in our analysis are significant, implying that the average monthly abnormal returns are indistinguishable from 

zero, which is in line with the efficient market hypothesis (Fama, 1998). We argue that if our alpha values 

had been significant, it could indicate that the market is unable to capture the value of CSR in an M&A 

context quickly after merger announcement. In other words, significant long-term post-merger abnormal 

returns would suggest market inefficiency. This would cast doubt on the results from our analysis of the 

short-term stock performance, as it is based on the assumption that the market is semi-efficient. However, 

we do not find any statistically significance in our alphas and neither do we find that the alpha values are 

consistently higher for high CSR acquirers, or vice versa. This implies that we cannot conclude that neither 

high nor low CSR acquirers experience long-term post-merger abnormal stock returns. Hence, we oppose 

the conclusion of (Deng et al., 2013). Instead, the initial findings from the long-term post-merger stock 
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performance analysis point towards the view of Fama (1998) arguing that the market is efficient in a semi-

strong form, and any potential value creation from CSR will be incorporated in the stock price around merger 

announcement. 

5.3.2 Value-Weighted Portfolio Returns 

To test the robustness of our initial findings for the long-term stock performance, we use value-weighted 

portfolio returns instead of equally-weighted portfolio returns. Table 10 reports the long-term post-merger 

abnormal returns for the value-weighted portfolio returns using both CAPM (Panel A) and the Four-Factor 

Model (Panel B) to estimate expected returns. 

When looking at the results of the CAPM in Panel A, we find that the total sample on average experiences 

negative monthly abnormal returns following merger announcements for all three holding periods. The low 

CSR acquirers experience average negative monthly abnormal returns for holding periods of one and two 

years, but the alpha then turns positive for a three-year holding period. The high CSR acquirers experience 

negative average monthly abnormal returns for all three holding periods. Interestingly, the low CSR acquirers 

outperform the high CSR acquirers for all three periods, implying that shareholders from high CSR acquirers 

experience greater long-term value destruction from undertaking mergers than low CSR acquirers. 

Table 10: Value-Weighted Monthly Abnormal Portfolio Returns 

 

Source: Authors 

When examining the results from the Four-Factor Model in Panel B, we find that both the total sample of 

acquirers and high CSR acquirers experience negative alpha values for all holding periods, whereas alpha 

turns positive for a three-year holding period for the low CSR acquirers. The results further show that high 
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CSR acquirers have less negative abnormal performance for one and two-years holding periods, but this 

changes for a three-years holding period when low CSR acquirers’ monthly abnormal return turns positive, 

while it remains negative for high CSR acquirers. This means that the CAPM and Four-Factor Model yield 

different performance patterns when comparing the high CSR acquirers with the low CSR acquirers. 

As for the analysis with equally-weighted portfolio returns, we find that the monthly abnormal returns seem 

to be more volatile for the low CSR acquirers than for the high CSR acquirers. The average monthly abnormal 

returns of the low CSR acquirers range from -0.16% to 0.10%, whereas they range from -0.11% to -0.01% 

for high CSR acquirers. This is further supported by the standard errors, which are consistently higher for 

the low CSR acquirers than for the high CSR acquirers (see Appendix 22 and 23). 

5.3.3 Comparison of Equally- and Value-Weighted Portfolio Returns 

When comparing the alpha values based on equally- and value-weighted portfolio returns, we find that the 

magnitude of the alphas is quite similar across the two methods. Further, neither of the two methods seem 

to provide alphas that are consistently lower, higher or closer to zero than the other. Moreover, they do not 

provide a similar pattern when comparing the performance of high CSR acquirers with the performance of 

low CSR acquirers. When using equally-weighted portfolio returns, we find that the low CSR acquirers only 

outperform the high CSR acquirers for a one year holding period according to both CAPM and the Four-

Factor Model. Contrary, when using value-weighted portfolio returns, the results differ between CAPM and 

the Four-Factor Model. According to CAPM, the low CSR acquirers outperform the high CSR acquirers for 

all three holding periods, whereas the Four-Factor Model suggests that low CSR acquirers only outperform 

high CSR acquirers for a three-years holding period. Thus, there does not seem to be a consistent pattern in 

the long-term post-merger stock performance for the two subsamples. 

As mentioned, a common concern of the value-weighted portfolio returns is that they tend to produce high 

return variances in periods with large weights of a few firms (Dionysiou, 2015). This can lead to high 

abnormal returns and low test-statistics causing a false acceptance of the null hypothesis (i.e. Type 2 error). 

The variation in the test-statistics for the alpha values across the equally- and value-weighted portfolios seems 

to be minimal, which is why we do not consider this concern to affect the conclusions of this analysis. 

When looking at the alphas at first sight, one could get the interpretation that M&As fail to create long-term 

shareholder value, which is what a number of empirical studies suggest (e.g. Agrawal & Jaffe, 2000; Asquith 

et al., 1983; Limmack, 1991). However, we are not able to draw a similar conclusion, because all the alpha 
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values based on both equally- and value-weighted portfolio returns are insignificant. Furthermore, we do not 

find a consistent pattern in the difference in performance between the high and low CSR acquirers. Due to 

the lack of consistency in the results, the insignificant alpha values and the serious methodological concerns 

associated with the analysis of long-term stock performance, we propose that our results point towards an 

acceptance of the market efficiency hypothesis, and we therefore argue that the market is able to incorporate 

the value of both CSR and the merger quickly after merger announcement. We are therefore able to reject 

the second hypothesis, since high CSR acquirers do not experience superior post-merger long-term abnormal 

stock returns compared to low CSR acquirers. 

5.3.4 Summary of Long-Term Stock Performance 

To examine the impact of CSR on long-term post-merger stock performance, we use the CTAR approach 

combined with two different asset pricing models. Estimating an accurate expected return on long-term 

stock performance is challenging, but critical, as potential biases in abnormal returns inflate when the event 

window increases (Dionysiou, 2015). We test the robustness of our results by changing portfolio returns 

from equally-weighted to value-weighted. This gives us output from four different regression models that 

must provide consistent and significant alpha values in order to conclude whether any of the two subsamples 

experience significant abnormal long-term post-merger stock performance. 

We find that the high CSR acquirers on average experience negative monthly abnormal returns for all three 

holding periods following mergers. This result is robust regardless of the asset pricing model as well as the 

return metric. Similarly, the low CSR acquirers also primarily experience negative average monthly abnormal 

returns, but for some holding periods their monthly abnormal return is positive. The results for the low CSR 

acquirers are dependent on which method we use. There is no consistent pattern of whether it is the high or 

the low CSR acquirers that outperform the other; this also dependents on the methodical choice. However, 

the results suggest that high CSR acquirers’ long-term stock performance is less volatile compared to low 

CSR acquirers, which is in line with previous empirical evidence (Nguyen et al., 2020). 

None of the alpha values are significant, implying that the average monthly abnormal returns are statistically 

indistinguishable from zero. This contradicts with the results from the only study that to our knowledge uses 

the same method to measure the impact of acquirers’ CSR performance on long-term post-merger stock 

performance. We are therefore able to contribute with new insight to how CSR impacts the value creation 

in an M&A context. As all of the alpha values are insignificant, our results point towards an acceptance of 
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the semi-strong form of the efficient market hypothesis, implying that the market is able to quickly interpret 

the value of both CSR and mergers. This further supports our conclusions from the first analysis of the 

short-term stock performance. As a result, we can reject our second hypothesis because our results do not 

provide evidence that acquirers with high CSR performance experience higher abnormal returns in the long-

term post-merger period than acquirers with low CSR performance. 

5.4 Evidence from Long-Term Operating Performance 
The empirical analyses of the first two hypotheses focused on the acquirers’ short- and long-term stock 

performance. Since our research question is centered around value creation of acquiring shareholders, it 

naturally follows to examine stock performance, as this is a direct measure of shareholder value. However, 

Healy et al., (1992) argue that stock price performance studies are unable to determine whether gains in 

equity values are due to improvements in corporate performance or market inefficiencies, since stock prices 

are rather reflections of market expectations than actual economic value created by the mergers. According 

to this argument, our empirical analyses of the first two hypotheses do not provide adequate evidence to 

answer the overall research question. Therefore, this section introduces an analysis of the acquirers’ long-

term post-merger operating performance, which is an indirect measure of value creation for the acquiring 

shareholders. Eventually, this section aims to answer the third hypothesis stating that; “acquirers with high 

CSR performance experience higher long-term post-merger gains in operating performance than acquirers 

with low CSR performance.” 

The following analysis is structured around two operating performance measures; operating cash flows and 

working capital. Both measures are scaled by total assets to facilitate a comparison across firms and time, 

and they are reported as industry-adjusted measures to control for industry effects. Therefore, negative values 

of operating cash flow return and working capital ratios mean that the sample experience lower returns or 

ratios than their industry peers. The overall approach is to compare pre- and post-merger operating 

performance, i.e. to measure the change in performance and capture potential post-merger gains in operating 

performance. For each measure, the comparison will first use statistical tests and subsequently run cross-

sectional regressions to support the findings. 

5.4.1 Tests of Operating Cash Flow Performance 

To assess the long-term operating performance of the acquiring firms, we use operating cash flows scaled by 

total assets of the firms as the main performance measure. We will refer to this measure as the operating 
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cash flow return. We argue that operating cash flow is a key indicator of post-merger value creation for the 

acquiring shareholders, since it represents the actual economic performance of a firm’s core activities (Healy 

et al., 1992). 

Evidence from the Total Sample 

Table 11 reports the operating cash flow returns for the total sample. Panel A shows the yearly mean and 

median of the industry-adjusted operating cash flow returns, while Panel B reports the overall difference in 

the mean and median of the industry-adjusted operating cash flow returns between the pre- and post-merger 

period. 

Table 11: Pre- and Post-Merger Operating Cash Flow Returns (Total Sample) 

 
Source: Authors 

In Panel A of Table 11 it becomes evident that the acquirers on average experience negative industry-adjusted 

cash flow returns in the three years leading up to the merger announcement. The mean is lower than the 

median in the entire pre-merger period, implying that there are some relatively extreme negative observations 

that pull down the mean in those years. Noteworthy, all returns in the pre-merger period are insignificant, 

which indicate that they are statistically indistinguishable from zero. As a result, we cannot conclude that the 

acquirers exhibit worse operating performance relative to their industry peers in those years even though the 

mean returns suggest this tendency. In the post-merger period, the returns increase and become positive in 
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the first two years following the announcement year. However, this changes in the third year after the merger 

year, where the returns are negative. It is important to notice that we get significant results in the first two 

years following the announcement year, where the mean is significantly positive at a 5% level in year one, 

and the median is significantly positive at a 10% level in year two. This suggests that mergers improve 

operating cash flow performance and thereby enhance the wealth of the acquiring shareholders in the first 

two years after the merger. However, the significantly positive mean in year one appears to be driven by 

some particularly high returns, since it is 3.5 times larger than the median. 

As shown in Panel B of Table 11, the acquirers experience an increase in both mean and median cash flow 

returns from the pre-merger to the post-merger period. However, the differences in mean and median returns 

between the two periods are insignificant, and we are thus not able to conclude that the change in operating 

cash flow returns is statistically different from zero. Hence, the overall takeaway from the evidence for the 

total sample is that mergers only seem to improve the operating performance of the acquiring firms in the 

first two years following the announcement year. 

Evidence from High and Low CSR Samples 

Table 12 reports the results for the high and low CSR samples. Panel A and B of Table 12 show the yearly 

mean and median of the industry-adjusted operating cash flow returns for high and low CSR acquirers, 

respectively. Panel C reports the overall difference in the mean and median industry-adjusted operating cash 

flow returns between the pre- and post-merger period for the two subsamples. 

As shown in Panel A of Table 12, high CSR acquirers experience positive industry-adjusted cash flow returns 

in the three years leading up to the announcement year. In the post-merger period, the return remains positive 

for the first year after the announcement year but is followed by negative returns in the second and third 

year after the merger year. Noteworthy, we only get significant results in the first year after the merger year, 

where the mean is significantly positive at a 10% level. When looking at Panel B of Table 12, we can see that 

the results are different for the low CSR acquirers. We find that low CSR acquirers experience negative 

industry-adjusted cash flow returns in the three years prior to the merger year. This changes after the merger 

year, where the low CSR acquirers exhibit significantly positive cash flow returns in the first two years after 

the announcement year. Similar to the high CSR acquirers, the low CSR acquirers also exhibit negative cash 

flow returns compared to industry peers in the third year following the merger year. The mean return is 
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significantly positive in the second year after the merger year, whereas the median return is significantly 

positive in the first two years after the announcement year. 

Table 12: Pre- and Post-Merger Operating Cash Flow Returns (High and Low CSR Sample) 

 

Source: Authors 

In Panel C of Table 12, we find that the high CSR acquirers experience a decrease in the mean return, but 

an increase in the median return from the pre-merger to the post-merger period. There seems to be two 

reasons for why these results are contradictory. First, when examining the high CSR acquirers, it appears that 

the mean is affected negatively by two acquiring firms that experience a relatively extreme negative 

performance in the post-merger period, which they do not experience in the pre-merger period. Second, a 

larger fraction of the high CSR acquirers experience slightly more positive cash flow returns in the post-

merger period than in the pre-merger period (see Appendix 24). When looking at the P-values of the results, 
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we can see that the difference in operating cash flow returns for high CSR acquirers from the pre-merger to 

the post-merger period is indistinguishable from zero. When we compare the operating cash flow returns 

for the low CSR acquirers in the pre-merger period with the corresponding post-merger returns, we find a 

different pattern, since the low CSR acquirers experience an increase in both the mean and median return. 

Specifically, the mean increases from -2.59% to -0.50%, corresponding to an improvement of 80.70%. The 

median shows an even larger percentage increase, as it increases from 0.58% to 1.30%, reflecting a 122.84% 

improvement. When looking at the P-values of the results, we find that the increase in mean operating cash 

flow returns is significant at a 1% level. This suggest that mergers on average improve operating cash flow 

performance for the low CSR acquirers, thereby creating shareholder value. 

When looking at the absolute levels of the operating cash flow performance, Panel C of Table 12 reveals that 

high CSR acquirers on average outperform their industry peers in both the pre- and post-merger period, 

whereas the low CSR acquirers on average experience inferior operating cash flow performance compared 

to their industry peers. Even though there is a clear difference in the absolute level of operating cash flow 

performance between the high and low CSR acquirers, mergers seem to have a more value creating effect 

for the shareholders of the low CSR acquirers, since the differences in mean and median between the pre- 

and post-merger period are largest for the low CSR acquirers. We can therefore conclude that shareholders 

of low CSR acquirers experience larger gains in operating cash flow performance in the post-merger period 

compared to high CSR acquirers. 

5.4.2 Cross Sectional Regression: Operating Cash Flow Performance 

To support our findings from the initial analysis of the operating cash flow performance, we run cross-

sectional regressions to capture the overall relationship between the operating cash flow returns in the pre- 

and post-merger period for the three samples (i.e. total, high, and low CSR acquirers). The cross-sectional 

regressions are conducted by regressing the median industry-adjusted operating cash flow returns in the post-

merger period against the corresponding pre-merger returns. The intercept, 𝛼, of the regressions measures 

the abnormal industry-adjusted performance. The regression output for the total sample is presented in Panel 

A of Table 13, and the regression output for the two subsamples are presented in Panel B and C, respectively. 

As disclosed in Panel A of Table 13, the alpha of the total sample shows that there is an increase of 0.50% 

per year in post-merger operating cash flow returns after controlling for the pre-merger performance. The 

positive development in the merged firms’ cash flow returns is driven by the low CSR acquirers, as they 
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experience a 1% per-year increase in post-merger cash flow returns, while the high CSR sample experience 

a negative change in post-merger cash flow returns of -0.13% per year. However, the evidence Table 13shows 

that none of the alphas are significant, implying that the changes in operating cash flow performance between 

the pre- and post-merger period are statistically indistinguishable from zero. Overall, the evidence from the 

cross-sectional regressions support our initial findings in two ways: First, the insignificant alpha values 

confirm that the difference in the median operating cash flow returns between the pre- and post-merger 

period are insignificant for both the total sample (see Table 11) and the two subsamples (see Table 12). 

Second, mergers appear to create more value for shareholders of acquiring firms with low CSR performance 

than for those with high CSR performance. However, one must be careful with making this conclusion, since 

all the results of the difference in median are insignificant. This further indicates that the significantly positive 

change in the mean cash flow returns for the low CSR acquirers may be driven by a few firms with particularly 

large improvements or the finding that the performance only seems to be improved in the first two years 

following the year of the merger (see Table 12). 

Table 13: Cross-Sectional Regressions of Operating Cash Flow Returns 

 

Source: Authors 
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Summary of Operating Cash Flow Performance 

The analysis of the operating cash flow performance reveals that the total sample on average experience 

negative, but insignificant industry-adjusted cash flow returns in the pre-merger years. This changes in the 

post-merger period, where the acquirers on average experience positive returns in the first two years after 

the announcement year. The mean return is significant in year one and the median return is significant in 

year two. The positive cash flow returns of the acquirers are followed by a negative return in the third year 

after the merger year. When focusing on the high and low CSR acquirers, we find that high CSR acquirers 

on average experience positive industry-adjusted cash flow returns in the pre-merger period, while the 

corresponding returns for the low CSR acquirers on average are negative. However, all results are 

insignificant for the two subsamples in the pre-merger period, indicating that the returns are statistically 

indistinguishable from zero. The results change in the post-merger period, where both high and low CSR 

acquirers experience significantly positive cash flow returns one year after the merger year. For the low CSR 

acquirers, the significantly positive performance lasts for the first two years after the merger year, while it is 

only prevailing in the first post-merger year for the high CSR acquirers. Both subsamples experience 

insignificantly negative cash flow returns in the third year after the merger year. Further, when looking at the 

overall difference in cash flow returns between the pre- and post-merger period, the high CSR acquirers do 

not experience a significant change in cash flow returns, whereas the low CSR acquirers on average 

experience a significant increase in the operating cash flow returns. Finally, the cross-sectional regressions 

support the initial findings, since mergers seem to be more value creating for the low CSR acquirers than for 

the high CSR acquirers. All these results point towards a rejection of the third hypothesis, since high CSR 

acquirers do not experience higher long-term post-merger gains in operating cash flow performance 

compared to acquirers with low CSR performance. 

5.4.3 Tests of Working Capital Performance 

To further investigate the long-term operating performance of the merged firms, this section examines 

changes in working capital performance between the pre- and post-merger period. Specifically, we examine 

the ratio of the working capital to the total assets of the firms, which is referred to as the working capital 

ratio. Improvements in the operating cash flow returns can stem from a more efficient use of a firm’s 

resources, which will be reflected in the working capital ratio (Gaughan, 2007, p. 127). Examples of 

efficiency-related initiatives include reducing inventories and receivables and increasing the account payables. 

We examine the working capital ratio in the pre- and post-merger periods, as this can help explain how well 
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the merged firms’ business operations generate cash that will ultimately benefit the shareholders 

(Huyghebaert & Luypaert, 2013). 

Evidence from the Total Sample 

Table 14 reports the industry-adjusted working capital ratios for the total sample. Panel A presents the yearly 

mean and median ratios, while Panel B reports the overall difference in the mean and median ratios between 

the pre- and post-merger period. 

Table 14: Pre- and Post-Merger Working Capital Ratio (Total Sample) 

 

Source: Authors 

In Panel A of Table 14, we find that the acquirers have significantly positive levels of industry-adjusted 

working capital ratios in all pre-merger years. Further, the reported numbers are increasing up until the 

announcement year. In the third year prior to the announcement year, it is only the median that is significant, 

whereas both the mean and median are significant in the two years leading up to the merger year. The working 

capital ratio drops after the merger year; however, the ratios remain positive in all post-merger years. Except 

from significantly positive medians in the first and third year following the announcement year, the ratios 

are insignificant. This pattern is further confirmed in Panel B of Table 14, where the working capital ratio 

on average decreases from 3.37% in the pre-merger period to -0.40% in the post-merger period. Accordingly, 

the median decreases from 4.93% to 0.17%, corresponding to a decrease of 96.52%. It may seem surprising 
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that the overall mean of the working capital ratio in the post-merger period is negative, while the 

corresponding ratio is positive for each post-merger year. This can be explained by the differences in sample 

sizes. For a transaction to be incorporated in the sample in Panel C, it must have a least one observation for 

both the pre- and post-merger period. This is required when conducting statistical tests of paired samples. 

Only 129 transactions fulfill this criterion and the negative mean in the post-merger period in Panel C 

therefore implies that some firms with particularly high working capital ratios are not represented in the 

sample in Panel C, while they are present in Panel A. The changes in both mean and median from the pre- 

to post-merger period are significant at a 1% level, indicating an improvement in operating efficiency of the 

merged firms. 

Evidence from the High and Low CSR Samples 

Table 15 reports the working capital ratios for the high and low CSR samples. Panel A and B of Table 15 

show the yearly mean and median of the working capital ratios for high and low CSR acquirers, respectively. 

Panel C reports the overall difference in the mean and median working capital ratios between the pre- and 

post-merger periods for the two samples. 

In Panel A of Table 15, it becomes evident that the working capital ratios for the high CSR acquirers are 

positive in both the pre- and post-merger years except from a slightly negative median in the first year after 

the announcement year. Moreover, the ratios are higher and more significant in the pre-merger years than in 

the post-merger years. This is also supported by the fraction of firms with a higher ratio than the industry 

median, which ranges from 64.29% to 68.52% in the pre-merger period and from 49.00% to 56.00% in the 

post-merger period. When looking at Panel B of Table 15, we find a quite similar pattern for the low CSR 

acquirers. The working capital ratios are positive in all pre- and post-merger years; however, the level of the 

working capital ratio is generally lower in the post-merger period than in the pre-merger period. The mean 

does not show any significance, while the median ratio is significant for all pre-merger years, but only 

significant for the first post-merger year. 

Although the absolute level of the ratios suggests that acquirers in general are not able to keep the working 

capital ratio below the industry median, Panel C of Table 15 reveals that both the high and low CSR acquirers 

experience a significant decrease in the working capital ratio from the pre- to the post-merger period. For 

the high CSR acquirers, we find that the mean decreases by -3.45%-point, which is a -130.49% decline, while 

the median decreases by -4.37%-point, corresponding to a -100.35% decline. The low CSR acquirers 
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experience a slightly smaller decrease in the working capital ratio when comparing the pre- and post-merger 

periods, as their mean decreases by -4.10%-point, constituting a -99.53% decline, while the median decreases 

by -6.62%-point, equal to a -97.48% decline. Thus, both the high and low CSR acquirers experience 

significant decreases in their mean and median working capital ratio at a 1% level. However, high CSR 

acquirers experience a slightly larger decrease in the working capital ratio in the post-merger period compared 

to low CSR acquirers. 

Table 15: Pre- and Post-Merger Working Capital Ratio (High and Low CSR Samples) 

 

Source: Authors 
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5.4.4 Cross Sectional Regression: Working Capital Performance 

To provide further evidence of the overall relationship between the working capital ratios in the pre- and 

post-merger period, we run cross-sectional regressions for the three samples (i.e. total, high and low CSR 

acquirers). The regressions are conducted by regressing the median working capital ratio in the post-merger 

period on the corresponding ratio from the pre-merger period. The intercept, 𝛼, measures the abnormal 

industry-adjusted performance. The regression output for the total sample is reported in Panel A of Table 

16, and the regression output for the two subsamples are presented in Panel B and C, respectively. 

Table 16: Cross-Sectional Regression of Working Capital Ratio 

 

Source: Authors 

As shown in Panel A of Table 16, the total sample experiences a significantly negative abnormal industry-

adjusted performance in the working capital ratio. When comparing the alpha values of the high and low 

CSR samples in Panel B and C, we find that both subsamples experience a decrease in the working capital 

ratio in the post-merger period. However, only the decrease of the high CSR sample is statistically significant. 

Since the alpha is insignificant for the low CSR sample, we cannot conclude that there is a significant change 

in the working capital ratio from the pre-merger to the post-merger period. This result is contrary to the 

findings in Table 15 Panel C, which suggest a statistically significant difference in the working capital ratios 

between the pre- and post-merger periods for the low CSR acquirers. Despite the inconsistency in the 
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significance levels, the cross-sectional regression still points towards a tendency of a reduction in the working 

capital ratio for the low CSR acquirers. Overall, the cross-sectional regressions indicate that high CSR-

acquirers experience a larger decrease in the working capital ratio than the low CSR-acquirers, which is in 

line with our initial findings from Table 15 Panel C. 

Summary of Working Capital Performance 

In the analysis of the working capital ratio, we find that the total sample experiences significantly positive 

working capital ratios in the three years leading up to the merger year. In the post-merger period, the ratios 

decrease and become less significant, but they remain positive. The test of change in performance confirms 

these results, as it shows that acquirers experience a significant decrease in the working capital ratio from the 

pre- to the post-merger period. When focusing on the two subsamples, the same trend is prevailing. The 

high CSR acquirers experience a significant decrease in the ratio from the pre- to the post-merger period, 

which is supported by a significantly negative alpha in the cross-sectional regression. Similarly, the low CSR 

acquirers also experience a significant decrease in the ratio from the pre- to the post-merger period. However, 

this result is not supported by the cross-sectional regression, as the alpha for the low CSR acquirers is 

insignificant. Despite its insignificance, we emphasize that the alpha still points towards a tendency of a 

reduction in the working capital ratio in the post-merger period for the low CSR acquirers. 

Further, the largest percentage drops in the ratios are found for the high CSR acquirers for whom the average 

working capital ratio decreases by 130.49%, while the median decreases by 100.35%. For the low CSR 

acquirers, the mean and median ratios are reduced by 99.53% and 97.48%, respectively. This is in line with 

the cross-sectional regressions, which suggest that the high CSR acquirers experience a change in the ratio 

that is more negative (and significant) than the change for the low CSR acquirers. 

When looking at the absolute level of the working capital ratios, we find that the high CSR acquirers are able 

to keep the overall ratios of the post-merger period below the industry median, while the ratios remain above 

the industry median for the low CSR acquirers in the post-merger period (see Table 15 Panel C). The overall 

findings suggest that both high and low CSR acquirers are able to reduce money tied up in the working 

capital following mergers, which enhances the operating cash flows and thereby contribute positively to 

shareholder value. 
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5.4.5 Summary of Long-Term Operating Performance 

To analyze the long-term operating performance of the acquiring firms, we focus on their ability to generate 

cash flows from operating activities following mergers. The overall approach is to compare pre- and post-

merger performance. We use the operating cash flow returns as the main performance measure and the 

working capital ratio to help explain the change in the operating cash flow returns. 

Initially, we find that the high CSR acquirers do not experience a significant improvement in the operating 

cash flow performance. This result is not driven by the working capital performance, since they experience 

a significant reduction in the working capital ratio in the post-merger period, implying that these firms obtain 

a more efficient use of their assets. Instead, a potential reason for the insignificant change in the operating 

cash flow performance may be that high CSR acquirers fail to achieve the anticipated operating synergies 

such as revenue enhancement or cost reduction. When looking at the absolute level of the cash flow returns, 

the high CSR acquirers on average outperform their industry peers as well as the low CSR acquirers in both 

the pre- and post-merger periods. This seems to indicate that high CSR acquirers in general are financially 

viable firms, and therefore, it may be difficult to obtain a significant improvement in the cash flow returns, 

as the level already is high prior to the merger. 

In contrast to the high CSR acquirers, the low CSR acquirers experience a significant increase in post-merger 

operating cash flows. They further experience a significant reduction in the working capital ratio, which 

contribute positively to the increase in the operating cash flow performance. We cannot explain how exactly 

the firms in this sample manage to bring down the working capital ratio, but potential reasons include sales 

of equipment, reductions of inventories, decreases in account receivables, and increases in account payables. 

Overall, the significant improvement of the working capital ratio seems to lead to an increase in the operating 

cash flows, which ultimately benefits the acquiring shareholders of the low CSR firms. Moreover, as the 

absolute level of the operating cash flow returns for these firms is relatively low in especially the pre-merger 

period, there might be a greater potential for gains in operating performance for these firms. 

The third hypothesis states that; “acquirers with high CSR performance experience higher long-term post-

merger gains in operating performance than acquirers with low CSR performance”. However, our findings 

suggest that the low CSR acquirers experience a significant increase in post-merger operating cash flow 

performance, while the high CSR acquirers do not. Therefore, we can reject the third hypothesis. 
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5.5 Summary of Empirical Results 
The empirical analysis consists of three different subanalyses that aim to test the three hypotheses and 

thereby answer the research question regarding how CSR affects the wealth of acquiring shareholders around 

a merger announcement and in the long-term post-merger period. First, a univariate analysis shows that low 

CSR acquirers on average experience 42.52% higher CARs around merger announcement. This result is 

significant at a 1% level and is further confirmed by a multivariate analysis. Therefore, we are able to reject 

the first hypothesis, as high CSR acquirers do not experience higher CARs around merger announcement 

compared to low CSR acquirers. 

Furthermore, the results from the first analysis suggests that both subsamples experience positive CARs 

around merger announcement, implying that mergers in general create shareholder value. Interestingly, in 

the analysis of the long-term stock performance, we find that none of the subsamples experience significant 

long-term post-merger abnormal stock returns. We argue that this result further supports the efficient market 

hypothesis in the semi-strong form, as the market seems to be able to interpret the actual value of the merger 

and CSR quickly after merger announcement. Therefore, the analysis investigating long-term abnormal stock 

returns concord to the findings from the short-term stock analysis, and we can therefore reject the second 

hypothesis, as high CSR acquirers do not experience higher abnormal stock return in the long-term post-

merger period compared to low CSR acquirers. 

When investigating the long-term operating performance, we find that low CSR acquirers experience a 

significantly positive gain in the long-term post-merger operating cash flow performance, while high CSR 

acquirers do not experience any significant difference in the operating cash flow performance. These results 

are consistent with the market expectations around announcement, as we find significantly lower CARs for 

low CSR acquirers than for high CSR acquirers around announcement. Therefore, we reject the third 

hypothesis, since high CSR acquirers do not experience higher long-term post-merger gains in operating 

performance compared to low CSR acquirers. 

The overall findings from the empirical analysis point towards the shareholder expense view, as our results 

suggest that CSR does not create value in the context of M&As. This is contrary from most other empirical 

studies investigating how CSR impact M&As. Theoretical and practical implications of the results will be 

discussed in the next section. 
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6 Discussion 
This section aims to discuss implications and limitations of the empirical analysis in addition to potential 

explanations for why our findings are contrary to other studies on the topic. First, we present practical 

implications of our findings. Thereafter, we propose potential explanations for why our results point in a 

direction of the shareholder expense view. We thereby discuss why CSR seems to be less value creating in 

Northwest Europe compared to other regions in the world. We focus on a comparison to the US, since the 

majority of existing studies have investigated this region. Furthermore, as we examine value creation in the 

specific context of M&As, we discuss potential explanations for why the value of CSR may be different in 

this specific context. It is important to mention that our empirical results cannot answer whether the 

suggested explanations are valid, but by relying on existing theory and previous empirical studies, we argue 

that the chosen factors are relevant to discuss. Lastly, we present and discuss the most critical limitations of 

this study and bring up suggestions for future research that will contribute to the development of a more 

comprehensive picture of how CSR influences value creation from M&As. 

6.1 Implications of Results 
The empirical analysis reveals that acquirers with high CSR performance in Northwest Europe experience 

significantly lower CARs around merger announcement, no long-term post-merger abnormal stock returns, 

and inferior long-term post-merger gains in operating cash flow performance compared to acquirers with 

low CSR performance. A practical implication of our results is that managers of acquiring firms should not 

enhance the CSR performance of the firm to get financially rewarded when undertaking mergers. Investors 

do not seem to reward a high CSR performance around merger announcement, and neither does a high CSR 

performance seem to facilitate an easier integration process, assuming this would be reflected in the long-

term post-merger stock or operating performance. 

Our results thereby appear to support the shareholder expense view, which is inconsistent with most other 

studies examining value creation from CSR, as the majority of research finds that CSR improves firm 

performance (Malik, 2015). However, we note that M&A performance is not equal to firm performance, 

why CSR may still contribute to shareholder value creation in other ways. It is therefore important to 

emphasize that this study can only draw conclusions on value creation from CSR in the specific context of 

M&As, which is why CSR may be more value creating in other respects. For example, we find that the long-

term stock performance seems to be more volatile for low CSR acquirers compared to high CSR acquirers, 

which likely cause investors to require a higher return on investments, resulting in low CSR acquirers having 
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a higher cost of equity capital. This finding is further supported by previous empirical evidence (Dhaliwal et 

al., 2011). 

Even though the low CSR acquirers experience larger gains in operating cash flows after undertaking 

mergers, the general level of operating cash flow is greater for high CSR acquirers in the pre- and post-merger 

period when comparing to both industry peers and low CSR acquirers. This indicates that a high CSR 

performance is associated with superior operating cash flow performance, which may for example be a result 

of a stronger relationship with customers or high CSR firms being able to recruit high quality workers, as 

some studies suggest (Backhaus et al., 2002; Sen & Bhattacharya, 2001). 

Despite the fact that our results point towards the shareholder expense view, we cannot reject that CSR does 

not create value for shareholders in other ways. Most empirical evidence suggests that CSR indeed creates 

shareholder value, which justifies why managers are currently increasing investments in CSR. However, our 

results show that CSR does not enhance value creation through M&As. Therefore, managers cannot justify 

CSR investments as a reason to enhance M&A performance, but they may be able to justify it using other 

evidence. 

6.2 Potential Explanations of Results 
This section first discusses potential reasons for why CSR may have a different impact on M&A performance 

in Northwest Europe compared to other regions of the world. Using the theories already presented in the 

literature review, we discuss how the institutional context, agency costs, CSR as a sustainable competitive 

advantage, and investors’ attitude towards CSR may impact CSR’s ability to create shareholder value. 

Secondly, compared to studies that directly investigate CSR and corporate financial performance, this study 

focuses on how CSR affects M&A performance. Therefore, a potential explanation of our results may be 

derived from the specific context of M&As, which will also be discussed in this section. 

6.2.1 The Institutional Context 

Previously research claims that the value of CSR is dependent on the institutional context, where it is argued 

to be particularly value creating in regions with strong legal systems and high investor protection (e.g. Qiao, 

Xu, & Wu, 2018; Yen & André, 2019). The countries constituting Northwest Europe are ranked highest in 

the world on The Rule of Law Index, meaning that the general public, in-country practitioners, and experts 

regard the governments as accountable and perceive the laws as clear, stable, and evenly applied to protect 

fundamental rights (World Justice Project, 2020). In this light, our findings are surprising as it contradicts 
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the arguments of researchers who claim that CSR is more value creating under such conditions. We therefore 

wonder whether the relationship between the rule of law and the value of CSR is actually a linear upward 

sloping curve, as these researchers suggest (Claessens & Yurtoglu, 2013; Yen & André, 2019). Looking back 

at the literature review, we find that advocates of the stakeholder value maximization view argue that 

acquirers with high CSR performance are more likely to respect implicit contracts, which stakeholders are 

dependent on when explicit contracts are incomplete. Therefore, researchers within this line of thought argue 

that stakeholders are more willing to support firms with high CSR performance (Deng et al., 2013). However, 

when there is an exceptional strong adherence to the rule of law in a region, then perhaps a high CSR profile 

is unnecessary for the companies to assure stakeholders that they keep their commitments to implicit 

contracts. 

There is an over-representation of acquirers from civil law countries in our sample. Civil law countries have 

stricter regulatory protection of stakeholders than common law countries, why there may be less need for 

firms in these countries to engage in CSR activities, as the stakeholders already feel well protected (Liang & 

Renneboog, 2017). A legal system enforcing comprehensive mandatory requirements on firms will likely 

make it possible for stakeholders to obtain strong explicit contracts. These explicit contracts benefit 

stakeholders, which makes it reasonable to assume that the value of additional implicit contracts will decrease. 

Contrary, in countries with poor investor protection and low adherence to the rule of law, stakeholders may 

be more dependent on implicit contracts, thereby ascribing more value to a high CSR profile, since 

stakeholders may view it as a quality stamp symbolizing that the firm is trustworthy. Opposite, in 

environments where the adherence to the rule of law is strong and investors are well protected, companies 

may not need that extra quality stamp from CSR, as stakeholders already rely on them to keep commitments 

to both explicit and implicit contracts. Therefore, the relationship between adherence to the rule of law and 

value creation from CSR may rather be an inverse U-shape.  

6.2.2 Higher Agency Costs 

Our findings imply that investors in Northwest Europe do not positively value a high CSR profile. Instead, 

it could rather look like that they penalize companies that invest in CSR. A theoretically explanation could 

be drawn from agency theory. If shareholders do not regard a strong CSR profile as value creating, but 

managers continue to undertake investments in CSR activities, then a conflict of interest arises between the 

shareholders (principals) and managers (agents). Investments in CSR can thereby be categorized as agency 

costs, which negatively affect shareholder value. This argumentation is in line with previous empirical studies 
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favoring the shareholder expense view (e.g. Barnea & Rubin, 2010; Surroca & Tribó, 2008). To reduce the 

risk of agency costs and to align the interest between shareholders and management, firms can use pay-for-

performance schemes, where they for example partly tie management’s compensation to the financial 

performance of the firm (Hendrikse, 2003, p. 137). This is widely used in the US, where insider ownership 

(management owning shares in the firm) has proved to be an increasingly important component of executive 

compensation packages, where management compensation becomes directly tied to changes in stock prices 

(Jensen & Murphy, 1990). Such management compensation packages are much less common in Europe 

(Bryson, Freeman, Lucifora, Pellizzari, & Pérotin, 2010). Interestingly, a study finds that insiders’ ownership 

is negatively related to the firm’s CSR rating. They therefore claim that managers tend to over-invest in CSR 

when they bear little of the cost of doing so (Barnea & Rubin, 2010). Consequently, the principal-agent 

problem related to CSR may be more widespread in Europe compared to the US, as potential over-

investments in CSR do not negatively affect European managers’ personal wealth. Instead, investments in 

CSR can enhance their personal reputation as good citizens on the expense of shareholders’ wealth (Surroca 

& Tribó, 2008). The increased risk of CSR investments being linked to agency costs can contribute to the 

explanation for why European investors seem to be more reluctant to CSR than investors in the US.  

6.2.3 Sustainable Competitive Advantage 

As described in the literature review, researchers argue that CSR can constitute a sustainable competitive 

advantage for a firm. CSR can therefore become an important resource that functions as the primary core of 

value creation in the firm (McWilliams & Siegel, 2001). According to the resource based view advanced by 

Barney (1991), resources have to be valuable, rare, irreplaceable, and hard to imitate in order to constitute a 

proper sustainable competitive advantage. It is argued that the demand for CSR in Northwest Europe has 

been particularly high compared to other regions of the world, which has driven firms to increase investments 

in it (Forte, 2013; Liang & Renneboog, 2017). When a higher number of companies invest considerable 

amounts in CSR activities, it is not unreasonable to assume that it becomes harder for companies to 

differentiate themselves from competitors through a strong CSR profile. If CSR is mostly value creating 

when firms are able to use it as a sustainable competitive advantage, one can argue that CSR becomes less 

value creating when it constitutes a “permission to play” rather than being a unique resource. If firms 

compete to have the strongest CSR profile, then it is imaginable that some firms reach a level, where the 

marginal value of CSR investments becomes smaller compared to the marginal costs. This is in line with 

previous research arguing that the relationship between CSR and corporate financial performance is an 
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inverse U-shape (Fatemi et al., 2018; Wang et al., 2008). In environments where CSR is less mainstream, 

firms can more easily differentiate themselves from their competitors through CSR, why CSR may be a 

greater source to value creation in such environments. If shareholders and other stakeholders in Northwest 

Europe find it difficult to comprehend which companies that actually generate value from CSR and which 

companies that only invest in CSR because of external pressure, then it can help explain why these 

stakeholders regard CSR less valuable compared to other areas in the world.  

6.2.4 Investors’ Attitude towards CSR 

Another explanation could be that European investors do not regard CSR as a relevant factor in their 

investment decision process. A survey conducted on investment professionals by the Global Sustainable 

Investment Alliance reveals that almost 50% of the respondents from the US had already in 2019 

incorporated climate related financial disclosures into their investment analysis, where this was only the case 

for approximately 20% of the respondents from Europe (Global Sustainable Investment Alliance, 2019). 

This can imply that European investors are less aware of CSR implications and may not even find them 

relevant to consider. In the same survey, almost 20% of the European respondents were not even considering 

incorporating climate related financial disclosures in their analysis, while the proportion was less than 10% 

for the US respondents. 

Another study finds that the proportion of sustainable investing relative to total managed assets grew in the 

US, Canada, Australia/New Zealand, and Japan from 2014 to 2018, while it declined from 58.8% to 48.8% 

in Europe. They explain that the market share decline in Europe is at least partly a result of stricter standards 

and definitions for socially responsible investing (SRI) (Global Sustainable Investment Alliance, 2018). This 

could imply that European investors do consider CSR in their investment decisions, but stricter standards 

make it more challenging to pursue such investments strategies. It is not unreasonable to assume that stricter 

standards and definitions for sustainable investments make the pool of such investment opportunities 

smaller. If there is a large demand for sustainable investments, but a smaller supply, then the price will likely 

increase according to the law of supply and demand. This has led to investors discussing whether “green 

stocks” are a new mega trend or a bubble in the making (O’Mahony, 2020). Bubble concerns can potentially 

make some investors more reluctant to engage in such investments. 

Opposite, another study finds that European investors are more likely to use environmental, social, and 

governance (ESG) information than US investors in their investment decision process (Amel-Zadeh & 
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Serafeim, 2018). It is not clear how and why investors in Northwest Europe may perceive the value of CSR 

differently from other countries – it may be because of the institutional context, higher agency costs, or a 

completely different factor. We suppose this to be investigated in future research. 

6.2.5 Implications of The Target’s CSR Performance 

We implicitly assume that the acquirers are dominant in the integrating process, why we argue that it is most 

relevant to investigate how their CSR performance influences the M&A performance. However, a number 

of researchers argue that the CSR performance of the target is a particularly relevant factor when examining 

the post-merger performance (e.g. Aktas, Bodt, & Cousin, 2011; Chen, Lu, & Liu, 2019). Gomes & Marsat 

(2018) explain that acquirers in M&As are exposed to the idiosyncratic risk of the target. They argue that 

strong stakeholder relations are found to decrease firm-specific risks, why the CSR performance of the target 

should be of particular importance to the acquirer. 

In relation to the reasoning of Gomes & Marsat (2018), another study finds that targets with high CSR 

performance are more likely to be acquired by CSR-oriented acquirers (Krishnamurti et al., 2019). 

Additionally, a survey conducted by PwC reveals that high CSR performance is usually integrated in the 

valuation of the target, although corporate buyers find it difficult to quantify the value of it. A significantly 

proportion of the survey’s respondents explain that they do not have a well-developed approach to CSR due 

diligence (PwC, 2012). If high CSR acquirers prefer merging with high CSR targets, but experience difficulties 

in the valuation of the target’s CSR performance, then our high CSR sample may be exposed to a higher risk 

of failing to correctly valuate the target’s CSR performance, which may result in a higher risk of overpaying 

compared to acquirers that do not regard CSR as an important factor to valuate. Additionally, the PwC survey 

further discloses that poor CSR performance of the target can be used to negotiate a discount (PwC, 2012). 

A potential explanation for our results can therefore be that the acquirers in our low CSR sample have 

merged with low CSR targets, which may have induced them to negotiate an advantageous price for the 

target. If the high CSR sample generally pays a higher premium for the targets compared to the premiums 

paid by the low CSR acquirers, then this could explain why the low CSR acquirers experience higher CARs 

around merger announcement, especially if the market does not attribute as much value to a high CSR profile 

as the management of the high CSR acquirers. 

Additionally, if high CSR acquirers choose to merge with low CSR targets, then the costs and difficulty of 

bringing the target firm up to the acquirer’s CSR standards increase when the acquirer’s standards are higher 



 
 

91 

(PwC, 2012). This can potentially explain why the high CSR acquirers in our sample experience inferior post-

merger operating performance compared to the low CSR acquirers, as it simply requires larger investments 

to integrate stricter internal standards such as standardizing management controls, procedures, and policies 

into the target’s operating systems.  

In relation to similarities in CSR performance between target and acquirers, researchers have started to 

recognize a firm’s CSR behavior as a reflection of its corporate culture and values. This is especially 

interesting in an M&A context, as a cultural fit between the target and acquirer is often mentioned by 

managers to be an important requirement for undertaking M&As (Bereskin, Byun, Officer, & Oh, 2018). In 

fact, a cultural mismatch is frequently attributed to be a primary reason for M&A failure (Cartwright & 

Cooper, 1993; Van Den Steen, 2010). Using both acquirer and target’s CSR score as a measure of cultural 

beliefs and values, Bereskin et al. (2018) show that firms with similar CSR activities are more likely to merge, 

experience quicker deal completion, have greater merger synergies, and improved long-term performance. 

They therefore argue that CSR performance is a critical measure of a corporate culture, which is important 

to evaluate in a due diligence process. 

On the other hand, other researchers claim that differences in acquirer and target’s CSR performance can 

enhance M&A performance. Chen et al. (2019) show that the stronger the target’s CSR performance relative 

to the acquirer’s, the more the acquirer gains and the greater is the synergy effect of merging the two firms. 

Opposite from the results of Bereskin et al. (2018), Chen et al. (2019) argue that acquirers should invest in 

targets with higher CSR performance relative to its own, as this enables the acquirer to learn from the target’s 

CSR experiences and activities, which results in a higher market valuation of the merged firm.  

Though previous research does not agree on how target’s CSR performance specifically influences the 

performance of the merged firm, we acknowledge that it is a relevant factor to consider. In relation to our 

results, the above discussion of the empirical findings makes it questionable whether the CSR performance 

of the acquiring firm is a sufficient measure in the examination of how CSR performance influences M&A 

performance. The results from previous studies considering targets’ CSR performance indicate that one also 

need to take targets’ CSR score into account when investigating how CSR affects value creation in an M&A 

context. A large proportion of the target companies in our sample is private companies that do not have a 

published CSR score. Due to limited information about targets’ CSR performance we have therefore not 

been able to test whether and potentially how targets’ CSR performance would influence our results. We 
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recognize this as a limitation to our study, but we still argue that it is reasonable to assume that the CSR 

performance of the acquirers can uncover relevant results, as the acquirers in our sample are dominating in 

firm size, why it is not unlikely that the target will have to adjust to the standards of the acquirer.  

6.2.6 Realization of Synergies 

As described in the literature review, realization of synergies is often recognized as one of the primary reasons 

for engagements in M&As (Chatterjee, 2007). However, overestimation of synergies is paradoxically 

estimated to be one of the main reasons for why M&As fail to create value for acquiring shareholders. A 

study finds that the greatest errors appear in estimation of revenue synergies, where about 70% fail to realize 

the expected volume of revenue enhancement (Christofferson et al., 2004). It is broadly recognized that it is 

easier to obtain cost synergies, why investors may react more positively to M&As with greater outlook for 

cost reductions (Chatterjee, 2007). An important aspect of cost synergies is renegotiation of contracts where 

the purpose for example can be to achieve a leaner workforce, a single head office instead of two, or more 

advantageous supplier contracts (Sudarsanam, 2003, p. 107). Hence, cost synergies are primarily achieved on 

the expense of the stakeholders. Therefore, in line with the stakeholder value maximization view, acquirers 

with higher CSR performance have stronger implicit contracts with their stakeholders, why managers of such 

firms may be less motivated to fully optimize potential cost synergies. Empirical evidence in line with this 

allegation finds that acquirers with high CSR performance are associated with fewer layoffs in the post-

merger period (Deng et al., 2013). This could help explain why we find that investors seem to have a more 

positive attitude towards mergers undertaken by acquirers with low CSR performance and further why these 

acquirers experience larger gains in long-term post-merger operating cash flow performance. 

6.3 Implications of Limitations 

To increase validity and reliability of our conclusion on the research question, we use three different 

measurements of M&A performance in addition to multiple robustness tests. However, our study still 

contains critical limitations that must be addressed. Thus, this section discusses the ones regarded most 

critical. 

6.3.1 Firm Size Bias 

As already discussed earlier, the definition and concept of CSR is intangible and often unclear, which makes 

it challenging to quantify and measure. This is a general validity challenge that all researchers within CSR face 

and is also prevailing in this study. It is therefore questionable whether the adjusted CSR score used in this 
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study actually reflects the companies’ CSR performance. However, as for now, there does not exist a more 

broadly accepted method to measure and compare the CSR performance of different firms. What is also 

important is how we define a high versus low CSR performance. We define it according to the sample’s 

median, where the acquirers with a CSR score above the median is regarded high, and vice versa. An 

unanticipated consequence of this method is that the firm size of the high CSR acquirers is 10 times as big 

compared to the sample of low CSR acquirers. Our results may therefore be exposed to a firm size bias. 

Previous research suggests that large firms experience a more complicated integration process, which is why 

they typically have lower CARs around merger announcement (Moeller et al., 2004). On the other hand, 

another study finds that a larger firm size means more managerial and financial resources available to succeed 

with a complex merger (Laamanen & Keil, 2007). Therefore, we do not know how this bias may influence 

the results. However, the multivariate analysis in section 5.2.2 reveals that firm size does not significantly 

affect the CARs around merger announcement in this study, which is why this limitation is regarded to be 

limited in the first subanalysis. 

The firm size bias may to a greater extend impact the long-term post-merger performance than the short-

term performance. When examining the long-term post-merger operating cash flow performance of the two 

samples, the firms size bias may influence the results, as we find that high CSR acquirers do not experience 

any significant improvement in post-merger operating cash flow performance, though they are able to reduce 

working capital. This could therefore imply that it takes longer for these acquirers to fully capture potential 

gains from the merger, which may be due to a complex integration process as found by Moeller et al. (2004). 

This means that the stronger long-term post-merger operating performance seen for acquirers with low CSR 

performance may rather be driven by differences in firm sizes instead of differences in CSR performance.  

6.3.2 Implications of COVID-19 Pandemic 

To obtain a valid implication of how CSR affects M&A performance in Northwest Europe, we investigate 

the time period 2010 to 2019 both years included. This time period is chosen to avoid potential biases from 

the financial crisis ending in 2009 and the outbreak of the COVID-19 pandemic in 2020, as CSR has shown 

to be more value creating in periods of economic uncertainty (Ducassy, 2013; Lins et al., 2017). The COVID-

19 pandemic seems to be no exception, as 44% of sustainable public equity funds experienced top-quartile 

performance during the first quarter of 2020 (Diers & Seemann, 2020). It is however possible that the 

COVID-19 pandemic will not only temporarily influence the value of CSR, but permanently change how 

investors, the general public, governments, and managers view CSR. Previously, investors have been more 
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concerned about environmental factors, such as biodiversity, pollution, and waste, in addition to corporate 

governance factors, comprising risk management. Moving forward, professionals argue that investors will 

likely take a more holistic approach in their investments, which will include additional focus on social factors 

such as the health of employees and community relations (Diers & Seemann, 2020). Similarly, some 

researchers argue that the pandemic will accelerate the CSR development in the long run, because more 

managers will realize that the long-term survival of the firm hinges on achieving balance between profit and 

harmony with its stakeholders (He & Harris, 2020). 

If shareholders start to valuate CSR more positively, firms that are already actively working with CSR may 

clearly have an advantage. This can lead to a future shift in our results, where high CSR performing firms 

experience higher CARs around merger announcement and stronger long-term stock and operating 

performance. On the other hand, it can also mean that it becomes even harder for firms to differentiate 

themselves through a strong CSR profile, as more firms will seek to do so. The result can be that CSR 

investments will rather be seen as compliance costs, as it gives firms the permission to play, but may not 

necessarily be value creating. In light of the current global health pandemic, the future generalizability of this 

study is uncertain. 

6.4 Suggestions for Future Research 
Using the limitations of this study as a starting point, we argue that future research should be particularly 

aware of the firm size bias when investigating how CSR influences M&A performance. We suggest that 

future research should seek to investigate firms at similar size but with different CSR performance to get a 

clearer interpretation on how CSR impacts M&A performance. Additionally, even though that most 

managers agree that the importance of CSR has increased in M&A activities, including the due diligence 

process, a study finds that the relative importance of CSR issues varies significantly depending on industry 

(PwC, 2012). A suggestion for future research is therefore to examine whether firms within some industries 

can enhance M&A performance by increasing CSR performance. Additionally, we also suggest future 

research to clarify how professionals work with CSR in the due diligence process, as the value of a merger 

always depends on the price paid for the target. 

As already discussed, the value of CSR seems to be perceived differently across different geographical 

regions. We propose that this may be due to differences in the institutional contexts, legal environments, 

principal-agency problems, or investors’ general perception of the value creation from CSR. However, as 
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discussed in the methodology section, our findings are also dependent on critical methodological 

assumptions and choices, which is a common issue that researchers within this field of research face. 

Different methodological assumptions may drive the results in either one direction. Therefore, we argue that 

the research would benefit from a comparative study investigating different regions with different 

institutional context to get a clear interpretation of the linkage between CSR and the institutional context. 

This would confirm that the differences are not due to different methodological assumptions. Similarly, we 

further suggest that researchers should use multiple third-party CSR data providers, as this data is of great 

importance yet the validity and reliability of it is remarkably questionable. By comparing results using 

different CSR data providers, future research obtains a greater level of both validity and reliability. 

Lastly, it will be interesting to find out how the COVID-19 pandemic will affect managers, shareholders, and 

different stakeholders’ perception of CSR. Generally, we regard it relevant to conduct more qualitative 

studies regarding investors’ attitude towards CSR and SRI, as the current results from existing surveys seem 

inconsistent.   
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7 Conclusion 
This study investigates how CSR affects the wealth of acquiring shareholders around a merger announcement 

and in the long-term post-merger period. Researchers have previously shown that acquirers with high CSR 

performance experience greater M&A performance because they have larger stakeholder support, which is 

critical in M&As (e.g. Chen et al., 2019; Deng et al., 2013; Krishnamurti et al., 2019). We contribute to existing 

literature within the intersection of CSR and M&As in several ways. First, we focus on Northwest Europe, 

which no other study has previously done. We argue that Northwest Europe is of particular relevance when 

examining this topic, since it is regarded as a frontrunner in promoting CSR (Steurer et al., 2012). Secondly, 

in addition to examining short-term M&A performance, we further take a long-term perspective, as some 

researchers argue that information about successful realization of mergers only gradually becomes available 

(e.g. Bruner, 2001; Martynova, Oosting, & Renneboog, 2006). As far as we are aware of, no other study has 

previously investigated how CSR influences the long-term post-merger performance of European mergers. 

In line with most other studies examining shareholder value creation from M&As, we first use CARs around 

merger announcement as a measure of the value that the merger generates. This is possible, assuming that 

the market is efficient in the semi-strong form. From a univariate analysis, we can conclude that mergers 

generally create shareholder value. Interestingly, we also find that acquirers with low CSR performance 

experience significantly higher CARs around merger announcement compared to acquirers with high CSR 

performance. This finding is reinforced by a multivariate analysis using both OLS and 2SLS regressions in 

addition to several robustness tests. We can therefore conclude that acquirers with high CSR performance 

experience lower CARs around merger announcement than acquirers with low CSR performance. 

When examining the long-term post-merger stock performance, we find that the abnormal returns for both 

high and low CSR acquirers are insignificant, meaning that they are statistically indistinguishable from zero. 

This result point towards an acceptance of the semi-strong form of the efficient market hypothesis, as the 

market seems to be able to quickly interpret the value of both CSR and mergers. This finding further supports 

the conclusion from the short-term stock performance analysis. Additionally, the result is robust when 

changing the asset pricing model used to calculate the expected returns and when using value-weighted 

portfolio returns instead of equally-weighted. We are therefore able to contribute with new insight to how 

CSR impacts value creation in an M&A context, since we conclude that acquirers with high CSR performance 

do not experience higher abnormal returns in the long-term post-merger period compared to acquirers with 

low CSR performance. 
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Lastly, we analyze the long-term operating performance focusing on the acquirers’ ability to increase 

operating cash flows in the post-merger period. Here, we find that acquirers with high CSR performance do 

not experience a significant improvement in the operating cash flow performance in the long-term post-

merger period, while low CSR acquirers do. Additionally, we find that low CSR acquirers manage to bring 

down money tied in working capital, which may partially explain their increase in operating cash flows. 

However, high CSR acquirers also manage to decrease their working capital, but this is not reflected in the 

operating cash flow performance. This can indicate that the high CSR acquirers fail to achieve operating 

synergies in the post-merger period. We can conclude from the analysis of operating performance that 

acquirers with high CSR performance do not experience higher long-term post-merger gains in operating 

performance compared to acquirers with low CSR performance. 

The results of the three main analyses point towards the shareholder expense view arguing that CSR 

investments come at a cost of shareholder wealth. However, it is important to emphasize that we can only 

conclude that CSR does not create shareholder value in the specific context of M&As. CSR may still create 

value in other respects, which our results also imply, since we find that the long-term stock performance 

seems less volatile for high CSR acquirers. Additionally, high CSR acquirers’ level of operating cash flow is 

higher in both the pre- and post-merger period compared to low CSR acquirers. Despite these findings 

indicate that CSR may be value creating in some regards, we conclude that CSR does not improve M&A 

performance, which is the focus of this study. 

Our results contradict most other studies within this field, as they tend to find a positive relationship between 

CSR performance and M&A performance. We propose that this inconsistency may be due to differences in 

the institutional contexts, agency costs, the potential for enabling CSR to be a sustainable competitive 

advantage, and investors’ attitude towards CSR. 

To sum up, we can conclude from our empirical findings that acquirers with high CSR performance 

experience lower CARs around merger announcement, no long-term post-merger abnormal stock returns, 

and inferior long-term post-merger gains in operating cash flow performance compared to acquirers with 

low CSR performance. We thereby answer the research question, as these findings suggest that CSR affects 

the wealth of acquiring shareholders negatively around a merger announcement and in the long-term post-

merger period. 
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Appendix 1 
Definition of ESG Category Scores 

The table below lists the category scores included in the ESG score and their definitions. All definitions are 

provided by Refinitiv (2020). 

 
Table 1: Description of ESG Category Scores 

 

Source: Refinitiv (2020) 
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Appendix 2 
Calculation of the Adjusted CSR Score 

To measure the CSR performance of the acquiring firms in this study, we rely on ESG scores provided by 

Refinitiv. These scores are based on an assessment of a firms’ environmental (E), social (S) and corporate 

governance (G) activities. However, we exclude the governance pillar and use an adjusted CSR score as a 

proxy for CSR performance, since corporate governance is not part of the CSR definition underlying this 

study. Hence, we rescale the environmental and social scores in accordance with the scoring methodology 

applied by Refinitiv to obtain the adjusted CSR score, ranging from zero-100. The calculations of the adjusted 

environmental, social and total CSR scores are presented in equations 1-3, and the obtained category and 

pillar scores are shown in table 1 below. 

 Environmental𝑆𝑐𝑜𝑟𝑒 =
𝑅𝑈Score ∙ 𝑅𝑈𝐶𝑊 + 𝐸𝑆𝑐𝑜𝑟𝑒 ∙ 𝐸𝐶𝑊 + 𝐼𝑆𝑐𝑜𝑟𝑒 ∙ 𝐼𝐶𝑊

∑ Environmental 𝑃𝑊
 (1) 

 Social𝑆𝑐𝑜𝑟𝑒 =
𝑊𝑆𝑐𝑜𝑟𝑒 ∙ 𝑊𝐶𝑊 + 𝐻𝑅𝑆𝑐𝑜𝑟𝑒 ∙ 𝐻𝑅𝐶𝑊 + 𝐶𝑆𝑐𝑜𝑟𝑒 ∙ 𝐶𝐶𝑊 + 𝑃𝑅𝑆𝑐𝑜𝑟𝑒 ∙ 𝑃𝑅𝐶𝑊

∑ Social 𝑃𝑊
 (2) 

 Adjusted CSR Score = Environmental𝑆𝑐𝑜𝑟𝑒 ∙ Environmental𝑃𝑊 + Social𝑆𝑐𝑜𝑟𝑒 ∙ Social𝑃𝑊  (3) 

where “CW” and “PW” are abbreviations for “category weight” and “pillar weight”, respectively. 

 

 
Table 1: Calculations of Raw ESG Score and Adjusted CSR Score 

 
Source: Refinitiv (2020) and Authors 
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Appendix 3 
Overview of Data 

The table below provides an overview of the data used to address the three hypotheses. The data presented 

in the table below is downloaded for the final sample of mergers that is subject to a number of selection 

criteria: 

(1) the acquirer is from Northwestern Europe  

(2) the merger is announced between 2010-2019  

(3) the acquirer is not in the financial industry 

(4) the merger is completed 

(5) the acquirer is publicly traded 

(6) the deal value is greater than $0.5 million 

(7) the acquirer holds less than 50% of the target’s shares prior to the announcement and 100% after 

(8) the deal form is defined as a merger 

(9) the acquirer has an available ESG score at announcement provided by Refinitiv. 

 

 
Table 1: Overview of Data 

 
Source: Authors 
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Appendix 4 
Description of Fama-French’ and Carhart’s Four Factors 

Sources: Fama and French (1993), and Carhart (1997). 

Fama-French’ (1993) and Carhart’s (1997) Four-Factor Model is used in the analysis of the long-term stock 

performance. In order to apply this model, one must obtain returns for the four factors. On his website, 

French (2020) provides downloadable data for the four factors for the European region. The construction 

of these factors will be described in the following, as this data has been used in this study. 

First, the data is based on the following countries from the European region: Austria, Belgium, Denmark, 

Finland, France, Germany, Great Britain, Greece, Ireland, Italy, Netherlands, Norway, Portugal, Spain, 

Sweden and Switzerland.  

The first factor is the market risk premium, which is calculated as the value-weighted return of all listed 

stocks of the region minus the monthly U.S. T-bill rate. For the size factor (SMB), the firms are divided into 

two groups, where the 90% largest firms are called big stocks and the 10% smallest are called small stocks. 

For the book-to-market factor (HML), the breaking points are based on the 30th and 70th percentiles of the 

book-to-market values, where the bottom 30% are growth stocks, the middle 40% are neutral stocks and the 

upper 30% are value stocks. Hence, the HML factor tries to capture the effect of being a value or a growth 

stock, where value stocks tend to have higher book-to-market values than growth stocks. In total, this forms 

six portfolios. The SMB factor is then calculated as the difference between the average of the returns on the 

three small stock portfolios and the average of the returns on the three big stock portfolios: 

 
SMB = 1/3 ∙ (Small Value + Small Neutral + Small Growth) 

−1/3 ∙ (Big Value + Big Neutral + Big Growth) 
(1) 

 

The HML factor is calculated as the difference between the average returns for the two high book-to-market 

portfolios (value) and the average of the returns for the two low book-to-market portfolios (growth): 

 HML = 1/2 ∙ (Small Value + Big Value) − 1/2 ∙ (Small Growth + Big Growth) (2) 

 

The fourth factor, WML, tries to capture the momentum effect, which often is expressed as an anomaly, 

where stocks with good past performance (winners) tend to outperform stocks with bad past performance 

(losers). To construct the momentum factor, the stocks are sorted into two groups based on past returns. 

The momentum breakpoints are the 30th and 70th percentiles of the lagged returns, meaning that the upper 

30% are the winners and the bottom 30% are the losers. The WML factor is then calculated first ranking all 

firms by the past 11-month return lagged 1 month, and the taking the difference between the average return 

of the winners and the average return of the losers: 

 WML = 1/2 ∙ (Small Winners + Big Winners) − 1/2 ∙ (Small Losers + Big Losers) (3) 
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Appendix 5 
Local Stock Market Indices 

The table below provides an overview of the local stock market indices used as a benchmark for the market 

portfolio returns in the market model regressions in the univariate analysis. All indices are value-weighted, 

and the returns of the indices are continuously compounded daily returns. 

 

Table 1: Local Stock Market Indices 

 
Source: Authors 
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Appendix 6 
Variance Formulas Applied in the Univariate Analysis 

This appendix presents the variance formulas used to conduct hypothesis tests in the analysis of the short-

term stock performance. All variances formulas are suggested by MacKinlay (1997). 

 

Variance of Abnormal Return 

First, we need to calculate the variance of the abnormal return for each stock during the estimation window. 

According to MacKinlay (1997), the variance of the abnormal return for stock i is defined as follows: 

 

𝑉𝑎𝑟(𝐴𝑅𝑖𝑡) = �̂�𝑒𝑖
2 +

1

𝐿1
[1 +

(𝑅𝑚,𝜏 − �̂�𝑚)
2

𝜎𝑚
2 ] 

(1) 

 

�̂�𝑒𝑖
2 =

1

𝐿1 − 2
∑ (𝑅𝑖,𝑡 − �̂�𝑖 − �̂�𝑖𝑅𝑚,𝑡 − 𝑒𝑖,𝑡)

2

𝑇1

𝜏=𝑇0+1

 
(2) 

where �̂�𝑒𝑖
2  is the sample variance of the abnormal return for stock i, 𝐿1 is the length of the estimation window 

measured in number of days and 𝑅𝑖,𝑡 − �̂�𝑖 − �̂�𝑖𝑅𝑚,𝑡 − 𝑒𝑖,𝑡 is the abnormal return of stock i at time t. When 

the length of the estimation window becomes large, i.e. for large values of 𝐿1, the second term in equation 

(1) will approach zero and the expression can therefore be approximated to equation (2) (MacKinlay, 1997). 

In this study, we are using an estimation window of 200 days and we therefore calculate the variance of the 

abnormal return in accordance with equation (2). We obtain the sample variance of the abnormal return for 

stock i as the squared values of the root mean squared error (RMSE) from the Stata output of the market 

model regressions. 

 

Variance of Cumulative Abnormal Return (CAR) 

Asymptotically, as the length of the estimation window (𝐿1) increases, the variance of the cumulative 

abnormal returns can be calculated by multiplying the variance of the abnormal return with the length of the 

event window plus one (MacKinlay, 1997). The variance of CAR is defined as follows: 

 𝑉𝑎𝑟(𝐶𝐴𝑅(𝑇2, 𝑇3)) = (𝑇3 − 𝑇2 + 1) ∙ �̂�𝑒𝑖
2  

(3) 

where �̂�𝑒𝑖
2  is the variance of the abnormal returns of stock i and 𝑇3 − 𝑇2 is the length of the event window 

measured in number of days. As mentioned, this large sample estimator of the variance can be used for 

reasonable values of 𝐿1, but otherwise the variance of the cumulative abnormal return should be adjusted 

for the estimation error in the parameters obtained from the market model regression (MacKinlay, 1997). 
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Variance of Average Cumulative Abnormal Return (ACAR) 

Finally, the variance of the average cumulative abnormal return is calculated by summing up the variances of 

the cumulative abnormal returns and dividing that number with the squared number of observations 

(MacKinlay, 1997). Formally, the variance of ACAR is defined as follows: 

 𝑉𝑎𝑟(𝐴𝐶𝐴𝑅(𝑇2, 𝑇3)) =
1

𝑁2 ∑ 𝑉𝑎𝑟(𝐶𝐴𝑅𝑖(𝑇2, 𝑇3))

𝑁

𝑖=1

 
(4) 

where 𝑉𝑎𝑟 (𝐴𝐶𝐴𝑅(𝑇2, 𝑇32
)) is the variance of the average cumulative abnormal return over the event 

window; 𝑉𝑎𝑟(𝐶𝐴𝑅𝑖(𝑇2, 𝑇3)) is the variance of the cumulative abnormal return form firm i over the event 

window; and N is the number of transactions in the sample. 
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Appendix 7 
Description of Tests used in the Multivariate Analysis 

In this appendix, we briefly explain some testing procedures that are used in the multivariate analysis. 

 

Breusch-Pagan (BP) Test 

The BP test is used to examine whether the variance of the error terms from the multivariate OLS regressions 

is dependent of the independent variables. If this is the case, the error terms are heteroskedastic, which is a 

violation of one of the classical assumptions of OLS regressions (Wooldridge, 2013, p. 269). In general, the 

BP test can be performed by following three steps (Wooldridge, 2013, p. 277). First, one must obtain the 

squared residuals from an OLS regression model. 

 𝑦 = 𝛽0 + 𝛽1𝑥1 + 𝛽2𝑥2 + ⋯ + 𝛽𝑘𝑥𝑘 + 𝑢 
(1) 

where 𝛽0 is the intercept, 𝑥1 + 𝑥2 + ⋯ + 𝑥𝑘 is a vector of all the included explanatory variables and 𝑢 is the 

error term that is assumed to have a mean equal to zero.  

In the second step, one must estimate an auxiliary regression model that describes the squared residuals as a 

function of the independent variables obtained in the regression model from step one.  

 �̂�2 = 𝛿0 + 𝛿1𝑥1 + 𝛿2𝑥2 + ⋯ + 𝛿𝑘𝑥𝑘 + 𝑣 
(2) 

where 𝑢2 is the squared residuals obtained in equation (1), 𝛿0 is the intercept of the auxiliary regression 

model, 𝑥1 + 𝑥2 + ⋯ + 𝑥𝑘 is a vector of all the included explanatory variables and 𝑣 is the error term with 

mean zero. 

In order to test for a violation of the homoskedasticity assumption, we want to test whether the squared 

residuals are related to one or more of the explanatory variables. The null hypothesis of homoskedasticity is 

then defined as follows (Wooldrigde, 2013, p. 276): 

 𝐻0: 𝛿1 = 𝛿2 = ⋯ = 𝛿𝑘 = 0 
(3) 

Third, one must calculate the LM test statistic and the P-value. The LM test statistic is approximately chi-

squared distributed and it is calculated by using the following formula: 

 𝐿𝑀 = 𝑛𝑅𝑢2
2  ~ 𝑋𝑘

2 
(4) 

where 𝑛 is the sample size and 𝑅𝑢2
2  is the determination coefficient from equation (2). 

If the P-value is below the chosen significance level, the null hypothesis of homoskedasticity is rejected. In 

this study, the BP test is performed in Stata using the command “hettest”. 
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Appendix 7 – Continued 
Variance Inflation Factor (VIF) Test 

The VIF test is used to measure the amount of multicollinearity in a set of explanatory variables. The VIF 

test runs a series of regressions for each of the explanatory variables, where each explanatory variable is the 

dependent variable of the other explanatory variables (Wooldridge, 2013, p. 98). Formally, the VIF for each 

explanatory variable is calculated by the following formula: 

 
1

(1 − 𝑅𝑖
2)

 (5) 

where 𝑅𝑖
2 is the proportion of the total variation in 𝑥𝑖 that can be explained by other explanatory variables 

from the multivariate regression model. This calculation is made for all explanatory variables. Other things 

being equal, a higher VIF indicates that the explanatory is highly correlated with the other variables in the 

model. A conservative rule of thumb is that multicollinearity exist if the VIF is higher than 5 (O’Brien, 2007). 

In this study, the VIF test is performed in Stata using the command “vif”. 

 

F-Test 

In section 4.3.6, we argue that the two instrumental variables (two-years lagged CSR score and average 

country CSR score dummy) in the 2SLS regression must satisfy two requirements: (1) they must be highly 

correlated with the original independent variable (CSR), and (2) they must be uncorrelated with the 

dependent variable in the second stage (CAR). The first requirement can be tested using an F-test for overall 

significance on the first stage regression (Wooldrigde, 2013, p. 535). The F-statistic is defined as follows: 

 𝐹 =
(𝑆𝑆𝑅𝑟 − 𝑆𝑆𝑅𝑢𝑟)/𝑞

𝑆𝑆𝑅𝑢𝑟/(𝑛 − 𝑘 − 1)
 ~ 𝐹𝑞,𝑛−𝑘−1 

(6) 

where 𝑆𝑆𝑅𝑟 is the sum of squared residuals from a restricted model; 𝑆𝑆𝑅𝑢𝑟 is the sum of squared residual 

from an unrestricted model; q is the degrees of freedom in the numerator; and (𝑛 − 𝑘 − 1) is the degrees of 

freedom in the denominator. The restricted model of the first stage regression excludes the two instrumental 

variables. If the P-value corresponding to the F-statistic is smaller than the chosen significance level, the 

instrumental variables satisfy the first of the two criteria. The F-test has been conducted in Stata using the 

command “ivreg2”. 

 

Sargan Test 

To test the second criterion for the two instrumental variables, we use a Sargan test. This test is often referred 

to as the test of “overidentifying restrictions” and it requires that the number of instrumental variables are 

larger than the number of endogenous variables (Wooldrigde, 2013, p. 536). In this study, we have one 

endogenous variable (CSR) and two instrumental variables. The test can be performed by following three 

steps (see next page). 
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Appendix 7 – Continued 

First, one must obtain the residuals from the first stage regression, �̂�1. Second, one must regress the obtained 

residuals, �̂�1, on all exogenous and instrumental variables, and obtain the R-squared, 𝑅1
2. Third, one must 

calculate the test-statistic and P-value. The test-statistic is defined as follows: 

 𝑇 = 𝑛𝑅1
2 ~ 𝑋𝑞

2 
(7) 

where n is the sample size; 𝑅1
2 is the determination coefficient from regression model in second step; and q 

is the number of instrumental variables minus the number of endogenous explanatory variables. If the 

corresponding P-value is below the chosen significance level, we reject the null hypothesis and conclude that 

at least one of the instrumental variables is not exogenous (Wooldridge, 2013, p.537). The Sargan test has 

been performed in Stata using the command “ivreg2”. 
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Appendix 8 
Variable Definitions 

This table below provides a definition of all the variables used in the tables. 

 

Table 1: Definition of Variables  
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Appendix 8 – Continued 
Table 1: Definition of Variables 

 
Source: Authors 
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Appendix 9 
Parametric Statistical Tests 

One-Sample T-Test 

One of the simplest and most commonly used testing procedures is the test of the mean of a normal 

distribution, which is called a one-sample test (Newbold et al., 2013, p. 362). The distributional assumption 

of the test depends on whether the population variance is known. If the population variance is known, the 

normal distribution can be applied, whereas we must use the Student’s t distribution when the variance is 

unknown (Newbold et al., 2013, p. 362). The Student’s t distribution assumes normally distributed data, 

however, according to the central limit theorem (CLT), the distribution will approximate a normal 

distribution as the sample size increases. Thus, it is reasonable to assume that the data is approximately 

normally distributed if the sample size is sufficiently large, i.e. greater than 20 (Newbold et al., 2013, p. 362). 

With the distributional assumption in place, the one-sample test statistic used to draw statistical inferences is 

calculated using the following formula: 

 
𝑇 =

�̅� − 𝜇

𝑠/√𝑛
 ~ 𝑡𝑛−1 (1) 

where �̅� is the sample mean; 𝜇 is the population mean; 𝑛 is the sample size; and 𝑠 is the sample standard 

deviation. Mackinlay (1997) suggests using a modified version of the one-sample test to determine whether 

the average cumulative abnormal return is statistically significantly different from zero. The modified test 

statistic is calculated using the following formula: 

 
𝑇 =

𝐴𝐶𝐴𝑅(𝑇2, 𝑇3)

𝑉𝑎𝑟(𝐴𝐶𝐴𝑅(𝑇2, 𝑇3))
1/2

 ~ 𝑁(0,1) (2) 

where 𝐴𝐶𝐴𝑅(𝑇2, 𝑇3) is the average cumulative abnormal return; and 𝑉𝑎𝑟(𝐴𝐶𝐴𝑅(𝑇2, 𝑇3)) is the variance of 

the average cumulative abnormal return. The Student’s T-test in equation (1) is used to draw inferences in 

the long-term stock and operating performance analyses, whereas the modified version in equation (2) is 

applied in the analysis of the short-term stock performance. 

 

Two-Sample T-Test of Unpaired Samples 

Next, we use two-sample T-tests to test the difference between means of two normally distributed 

populations. There exist different versions of the testing procedures for two-sample tests depending on the 

information given. Assuming that the two subsamples (high and low CSR acquirers) in the analysis of the 

short-term stock performance are independent, we use a two-sample T-test for independent samples with 

unknown and unequal population variances (Newbold et al., 2013, p. 397). The test-statistic is defined on 

the next page. 
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Appendix 9 – Continued 
The test-statistic is defined as follows: 

 

 
𝑇 =

(�̅�𝐻 − �̅�𝐿)

√
𝜎𝐻

2

𝑛𝐻
+

𝜎𝐿
2

𝑛𝐿

 ~ 𝑡𝑣 
(3) 

where �̅�𝐻 and �̅�𝐿 are the sample means; 𝜎𝐻
2 and 𝜎𝐿

2 are the sample variances; and 𝑛𝐻 and 𝑛𝐿 are the number 

of mergers in the two samples. 

 

Two-Sample T-Test of Unpaired Samples 

In situations where the two samples are dependent, the paired T-test must be used (Newbold et al., 2013, p. 

387-388). This is the case in the analysis of the long-term operating performance, since the pre-merger 

performance is assumed to be related to the post-merger performance. When we have matched pairs, the 

test statistic must be calculated using the following formula: 

 
𝑇 =

�̅�

𝑠/√𝑛
 ~ 𝑡𝑁−1 (4) 

where �̅� is the difference between the sample means; 𝑠 is the standard deviation of the 𝑛 differences; and 𝑛 

is the number of differences in the sample. Both the test statistic of unpaired and paired matches is assumed 

to follow a Student’s t distribution; however, this assumption is more critical when dealing with the 

distribution of differences (Newbold et al., 2013, p. 387-388). There exist alternative testing procedures that 

do not assume anything about the underlying distribution, which will be presented in Appendix 10. 
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Appendix 10 
Non-Parametric Statistical Tests 

In case the normality assumption from the T-test is violated, the test-statistics will be misspecified. It is 

therefore recommended to supplement parametric statistical tests such as the ones described in Appendix 9 

with non-parametric tests to increase the reliability of the empirical results. In this study, the Wilcoxon Signed 

Rank test for both a single and two dependent samples, as well as the Wilcoxon Sum Rank test for two 

independent samples are applied. 

The non-parametric testing procedures developed by Frank Wilcoxon are statistical hypothesis tests used to 

compare two dependent or independent samples, or repeated measurements of a single sample to examine 

whether their population mean (or median) ranks differ (Wilcoxon, 1945). In this study, the non-parametric 

tests are used to perform tests on the median. The Wilcoxon tests are commonly used as alternative testing 

procedures in empirical studies as they not only consider the signs of the differences, but also incorporate 

information about the magnitude of the differences (Newbold et al., 2013, p. 622). 

 

Wilcoxon Signed Rank Test 

The Wilcoxon Signed Rank test for two paired samples aims to test whether the sample of positive and 

negative differences are normally distributed around zero (Newbold et al., 2013, p. 622). The test is 

performed by starting with ranking the absolute value of all differences in ascending order, with ties being 

assigned the average of the ranks they occupy. If the difference of two pairs is zero, it is excluded from the 

test. Next, we sum up the ranks corresponding to positive and negative differences, where the lowest value 

of these sums constitutes the test statistic: 

 𝑇𝑊 = min(𝑇+, 𝑇−) (1) 

where 𝑇+ is the sum of the positive ranks, and 𝑇− is the sum of the negative ranks. The test for two paired 

samples is applied in the analysis of the long-term operating performance. The Wilcoxon Signed Rank Test 

is also used as a one-sample test in both the analysis of the short-term stock performance and long-term 

operating performance. The testing procedure is almost the same, however, instead of calculating the 

differences between two matched pairs, we calculate the differences between the median and the observed 

value.  

When the number of non-zero differences in the sample is large (i.e. greater than 20), the normal distribution 

provides a good approximation to the distribution of the Wilcoxon test statistic in equation (1) (Newbold et 

al., 2013, p. 622). The formulas for the normal approximation are presented on the next page. 
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Appendix 10 – Continued 
The normal approximation of the Wilcoxon test statistic is calculated in accordance with the following 

formula: 

 
𝑍 =

𝑇𝑊 − 𝜇𝑇𝑊

𝜎𝑇𝑊

 ~ 𝑁(0,1) 
(2) 

 
𝜇𝑇𝑊

=
𝑛(𝑛 + 1)

4
          and          𝜎𝑇𝑊

2 =
𝑛(𝑛 + 1)(2𝑛 + 1)

24
 (3) & (4) 

where 𝑇𝑊 is the test-statistic from equation (1), and 𝑛 is the number of differences in the sample. 

 

Wilcoxon Sum Rank Test 

The Wilcoxon Sum Rank test is used in the short-term event-study to compare the performance of two 

independent samples. In this test, the observations from the two samples are pooled and subsequently ranked 

in ascending order, with ties being assigned the average of the ranks they occupy. The Wilcoxon test statistic 

(𝑇𝑊) is simply calculated as the sum of the ranks of the observations from the first sample. Again, the 

distribution of the Wilcoxon test statistic is approximated by the normal distribution as the size of each 

sample is larger than 20 (Newbold et al., 2013, p. 631). The new Wilcoxon test statistic is therefore calculated 

using the following formula: 

 
𝑍 =

𝑇𝑊 − 𝜇𝑇𝑊

𝜎𝑇𝑊

 ~ 𝑁(0,1) 
(5) 

 
𝜇𝑇𝑊

=
𝑛1(𝑛1 + 𝑛2 + 1)

4
          and          𝜎𝑇𝑊

2 =
𝑛1𝑛2(𝑛1 + 𝑛2 + 1)

12
 (6) & (7) 

where 𝑇𝑊 is the sum of the ranks of the observations from the first sample (high CSR acquirers); 𝑛1 is the 

number of observations in the first sample; and 𝑛2 is the number of observations in the second sample. 
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Appendix 11  
Outlier Detection and Treatment 

In practice, a commonly used approach to detect outliers is to determine an interval spanning over the mean 

plus/minus three standard deviations. However, this method has been discredited in previous research, since 

both the mean and standard deviation are very sensitive to outliers. An alternative and more robust method 

to detect outliers is the Median Absolute Deviation (MAD) method (Leys, Ley, Klein, Bernard, & Licata, 

2013), which has been used in this study. The MAD is defined as follows: 

 𝑀𝐴𝐷 = 𝑏 ∙ 𝑀𝑖(|𝑥𝑖 − 𝑀𝑗(𝑥𝑗)|) (1) 

where 𝑥𝑗 is the 𝑛 original observations; 𝑀𝑗  is the median of the original observations; and 𝑏 is a constant that 

usually takes the value of 1.4826 (Leys et al., 2013). 

In order to calculate the MAD, four steps are followed; 1) the median of the original observations is 

subtracted from each observation in the sample; 2) the differences calculated in the first step are ranked in 

ascending order; 3) the median of the ranked values is calculated; and 4) the median from the third step is 

multiplied with the constant b. Hereafter, one must define a level of decision. As we only wanted to detect 

extreme outliers that potentially could be the driver of our empirical results, we choose the threshold 12 for 

our analysis, which is an extremely conservative measure compared to other empirical studies (Leys et al., 

2013). The decision criterion is then defined as follows: 

 𝑥𝑖 − 𝑀

𝑀𝐴𝐷
> |±12| (2) 

where 𝑥𝑖 are the original observations; 𝑀 is the median value calculated in step 3) above; 𝑀𝐴𝐷 is the mean 

absolute deviation from step 4); and 12 is the threshold value. When an outlier is detected, we conduct the 

analysis with and without outliers, compare the results and report an assessment of the influence of the 

outliers through deletion, which is in line with previous research (Liao, Li, & Brooks, 2016).  
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Appendix 12 
Distribution of Transactions by Country 

The table below presents the distribution of transactions by country for the total sample (Panel A) as well as 

the high and low CSR samples (Panel B and C). 

Table 1: Distribution of Transactions across Countries 

 

Source: Authors 
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Appendix 13 
Summary Statistics of Firm and Deal Characteristics 

The table below provides summary statistics for the final sample of mergers that is subject to a number of 

selection criteria: (1) the acquirer is from Northwestern Europe; (2) the merger is announced between 2010-

2019; (3) the acquirer is not in the financial or utilities industries; (4) the merger is completed; (5) the acquirer 

is publicly traded; (6) the deal value is greater than $0.5 million; (7) the acquirer holds less than 50% of the 

target’s shares prior to the announcement and 100% after; (8) the deal form is defined as a merger; and (9) 

the acquirer has an available ESG score at announcement provided by Refinitiv. The firms are divided into 

high- and low CSR acquirers according to the sample median of the adjusted CSR score. The firm size is 

stated in thousands. 

Table 1: Deal and Firm Characteristics of Acquiring Companies 

 

Source: Authors 
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Appendix 14 
Correlation Matrix 

The table below presents the pairwise correlations between the independent variable and the control variables 

included in the multivariate analysis. The variables are related to the final sample of 245 mergers that are 

subject to a number of selection criteria:  

(1) the acquirer is from Northwestern Europe  

(2) the merger is announced between 2010-2019 

(3) the acquirer is not in the financial or utilities industries 

(4) the merger is completed 

(5) the acquirer is publicly traded 

(6) the deal value is greater than $0.5 million 

(7) the acquirer holds less than 50% of the target’s shares prior to the announcement and 100% after; 

(8) the deal form is defined as a merger 

(9) the acquirer has an available ESG score at announcement provided by Refinitiv. 

Table 1: Correlation Matrix of Independent Variable and Control Variables 

 

Source: Authors 
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Appendix 15 
Distribution of CARs for Low CSR Acquirers 

To examine the outlier in the low CSR sample, the figures below provide two different illustrations of the 

distribution of CARs for the three-days event window (-1,1). Figure 1 is a scatterplot for the CARs of the 

low CSR acquirers and Figure 2 is a boxplot for both the high and low CSR sample. It is clear from both 

figures that certainly one observation is extreme with a CAR of -152.88%. 

 

Figure 1: Distribution of CARs for Low CSR Acquirers 

Source: Authors 

 

 

Figure 2: Distribution of CARs for Low CSR Acquirers 

Source: Authors  
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Appendix 16 
Robustness Test: Univariate Analysis of CAR and CSR Using Quartiles instead of the Median 

Adjusted CSR Score 

The table below presents the results of a robustness test of the univariate analysis of CSR and CARs around 

announcement, where the acquiring firms are divided into high and low CSR samples according to the upper 

and lower quartiles instead of the median adjusted CSR scores. This result in sample sizes of 61 high CSR 

acquirers and 58 low CSR acquirers. The abnormal returns are calculated using the market model. The market 

model parameters are estimated using an estimation window of 200 days ending 11 days prior to the merger 

announcement date. We use value-weighted local stock market indices as a proxy for the market return. The 

daily abnormal returns are cumulated to obtain the CAR for different lengths of event windows. The symbols 

*, **, and *** denote significance at the 10%, 5% and 1% levels, respectively. 

Table 1: Univariate Analysis of CAR and CSR using Quartiles of Adjusted CSR Score 

 

Source: Authors 
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Appendix 17 
Robustness Test: Multivariate Analysis of CARs and CSR with Increased Event Window (-2,2) and 

Decomposed Raw ESG Scores 

The table below presents the results of a robustness test of the multivariate regressions of CARs over a five-

days event window and different CSR measures after controlling for several firm and deal characteristics. All 

regressions are conducted on the final sample of 244 mergers from Northwestern Europe between 2010-

2019 without the outlier. Columns (1), (3), (5), (7) and (9) are OLS regression models whereas columns (2), 

(4), (6), (8) and (10) are 2SLS regression models. Both regression models are produced using the adjusted 

CSR score, raw ESG score and the decomposed environmental (E), social (S) and corporate governance (G) 

score as the key independent variable, respectively. The abnormal returns are calculated using the market 

model. The market model parameters are estimated using an estimation window of 200 days ending 11 days 

prior to the merger announcement date. We use value-weighted local stock market indices as a proxy for the 

market return. The daily abnormal returns are cumulated to obtain the CAR. The symbols *, **, and *** 

denote significance at the 10%, 5% and 1% levels, respectively. 

Table 1: Multivariate Analysis of CAR (-2,2) and CSR 

Source: Authors 
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Appendix 18 
Robustness Test: Multivariate Analysis of CARs and CSR with Increased Event Window (-5,5) and 

Decomposed Raw ESG Scores 

The table below presents the results of a robustness test of the multivariate regressions of CARs over a 11-

days event window and different CSR measures after controlling for several firm and deal characteristics. All 

regressions are conducted on the final sample of 244 mergers from Northwestern Europe between 2010-

2019 without the outlier. Columns (1), (3), (5), (7) and (9) are OLS regression models whereas columns (2), 

(4), (6), (8) and (10) are 2SLS regression models. Both regression models are produced using the adjusted 

CSR score, raw ESG score and the decomposed environmental (E), social (S) and corporate governance (G) 

score as the key independent variable, respectively. The abnormal returns are calculated using the market 

model. The market model parameters are estimated using an estimation window of 200 days ending 11 days 

prior to the merger announcement date. We use value-weighted local stock market indices as a proxy for the 

market return. The daily abnormal returns are cumulated to obtain the CAR. The symbols *, **, and *** 

denote significance at the 10%, 5% and 1% levels, respectively. 

Table 1: Multivariate Analysis of CAR (-5,5) and CSR 

Source: Authors 
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Appendix 19 
Calculations of Dollar Implications in Multivariate Analysis 

The table below presents the calculations from section 5.2.2 of the change in the shareholder’s wealth caused 

by a change in the CSR measure. The change in shareholder wealth is calculated for both a change in the 

adjusted CSR score and the raw ESG score. We will explain the calculation for the adjusted CSR score in the 

following. The average market cap. in the total sample of acquirers is $21.898 billion. The univariate analysis 

suggests that acquirers on average realize a CAR of 1.54% around announcement, implying that the average 

market cap. increases to $22.235 billion. From the multivariate OLS regression, we find that an increase in 

the adjusted CSR score of 10 points leads to a decrease in the average CAR of 0.182%-points. Instead of 

achieving an average CAR of 1.54%, the acquirers now receive an average CAR of 1.36%, corresponding to 

a decrease in CAR of 11.82%. In this case, the average market cap. increases to $22.196 billion. This implies 

that an increase in the adjusted CSR score of 10 points on average leads to a decrease in shareholder wealth 

of approximately $39.855 million. The same calculations are applied for the raw ESG score. 

Table 1: Calculations of Change in Shareholder Wealth 

 
Source: Authors 
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Appendix 20 
Calendar-Time Portfolio Analysis of Acquiring Firms’ Long-Term Abnormal Stock Returns, 

Equally-Weighted Portfolio Returns and CAPM 

The tables below provide the regression output for the calendar-time portfolio regressions. Specifically, we 

form an event portfolio for each calendar month from 2010-2019 of acquirers that completed a merger. The 

event firms are kept in the portfolio for a pre-specific holding period of 12, 24 and 36 months relative to the 

announcement month. The portfolios are rebalanced monthly by removing all firms that have reached end 

of their holding period and adding all firms that have announced a merger in the previous month. The 

average monthly abnormal portfolio return is then estimated as the intercept in the following times series 

regression: 𝑅𝑝𝑡 − 𝑅𝑓𝑡 = 𝛼 + 𝛽(𝑅𝑚𝑡 − 𝑅𝑓𝑡) + 𝑒𝑡, where (𝑅𝑚𝑡 − 𝑅𝑓𝑡) is the market excess return. Panel A 

reports the results for the total sample of mergers, whereas Panel B and C reports the results for the high 

and low CSR sample, respectively. The symbols *, **, and *** denote significance at the 10%, 5% and 1% 

levels, respectively. 

Table 1: Calendar-Time Portfolio Regressions, CAPM & Equally-Weighted Returns 

 

Source: Authors 
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Appendix 21 
Calendar-Time Portfolio Analysis of Acquiring Firms’ Long-Term Abnormal Stock Returns, 

Equally-Weighted Portfolio Returns and the Four-Factor Model 

The tables below provide the regression output for the calendar-time portfolio regressions. Specifically, we 

form an event portfolio for each calendar month from 2010-2019 of acquirers that completed a merger. The 

event firms are kept in the portfolio for a pre-specific holding period of 12, 24 and 36 months relative to the 

announcement month. The portfolios are rebalanced monthly by removing all firms that have reached end 

of their holding period and adding all firms that have announced a merger in the previous month. The 

average monthly abnormal portfolio return is then estimated as the intercept in the following times series 

regression: 𝑅𝑝𝑡 − 𝑅𝑓𝑡 = 𝛼 + 𝛽1(𝑅𝑚𝑡 − 𝑅𝑓𝑡) + 𝛽2𝑆𝑀𝐵𝑡 + 𝛽3𝐻𝑀𝐿𝑡 + 𝛽4𝑊𝑀𝐿𝑡 + 𝑒𝑡, where (𝑅𝑚𝑡 − 𝑅𝑓𝑡) is the 

market excess return, 𝑆𝑀𝐵𝑡  is the size factor, 𝐻𝑀𝐿𝑡 is the book-to-market factor and 𝑊𝑀𝐿𝑡 is momentum 

factor. Panel A reports the results for the total sample of mergers, whereas Panel B and C reports the results 

for the high and low CSR sample, respectively. The symbols *, **, and *** denote significance at the 10%, 

5% and 1% levels, respectively. 

Table 1: Calendar-Time Portfolio Regressions, Four-Factor Model & Equally-Weighted Returns 

 

Source: Authors  
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Appendix 22 
Calendar-Time Portfolio Analysis of Acquiring Firms’ Long-Term Abnormal Stock Returns, Value-

Weighted Portfolio Returns and CAPM 

The tables below provide the regression output for the calendar-time portfolio regressions. Specifically, we 

form an event portfolio for each calendar month from 2010-2019 of acquirers that completed a merger. The 

event firms are kept in the portfolio for a pre-specific holding period of 12, 24 and 36 months relative to the 

announcement month. The portfolios are rebalanced monthly by removing all firms that have reached end 

of their holding period and adding all firms that have announced a merger in the previous month. The 

average monthly abnormal portfolio return is then estimated as the intercept in the following times series 

regression: 𝑅𝑝𝑡 − 𝑅𝑓𝑡 = 𝛼 + 𝛽(𝑅𝑚𝑡 − 𝑅𝑓𝑡)𝑒𝑡 , where (𝑅𝑚𝑡 − 𝑅𝑓𝑡) is the market excess return. Panel A reports 

the results for the total sample of mergers, whereas Panel B and C reports the results for the high and low 

CSR sample, respectively. The symbols *, **, and *** denote significance at the 10%, 5% and 1% levels, 

respectively. 

Table 1: Calendar-Time Portfolio Regressions, CAPM & Value-Weighted Returns 

 

Source: Authors 
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Appendix 23 
Calendar-Time Portfolio Analysis of Acquiring Firms’ Long-Term Abnormal Stock Returns, 

Equally-Weighted Portfolio Returns and the Four-Factor Model 

The tables below provide the regression output for the calendar-time portfolio regressions. Specifically, we 

form an event portfolio for each calendar month from 2010-2019 of acquirers that completed a merger. The 

event firms are kept in the portfolio for a pre-specific holding period of 12, 24 and 36 months relative to the 

announcement month. The portfolios are rebalanced monthly by removing all firms that have reached end 

of their holding period and adding all firms that have announced a merger in the previous month. The 

average monthly abnormal portfolio return is then estimated as the intercept in the following times series 

regression: 𝑅𝑝𝑡 − 𝑅𝑓𝑡 = 𝛼 + 𝛽1(𝑅𝑚𝑡 − 𝑅𝑓𝑡) + 𝛽2𝑆𝑀𝐵𝑡 + 𝛽3𝐻𝑀𝐿𝑡 + 𝛽4𝑊𝑀𝐿𝑡 + 𝑒𝑡, where (𝑅𝑚𝑡 − 𝑅𝑓𝑡) is the 

market excess return, 𝑆𝑀𝐵𝑡  is the size factor, 𝐻𝑀𝐿𝑡 is the book-to-market factor and 𝑊𝑀𝐿𝑡 is momentum 

factor. Panel A reports the results for the total sample of mergers, whereas Panel B and C reports the results 

for the high and low CSR sample, respectively. The symbols *, **, and *** denote significance at the 10%, 

5% and 1% levels, respectively. 

Table 1: Calendar-Time Portfolio Regressions, Four-Factor Model & Value-Weighted Returns 

 

Source: Author  



 
 

140 

Appendix 24 
Pre- vs. Post-Merger Operating Performance: Mean Industry-Adjusted Cash Flow Returns 

In the analysis of the change in industry-adjusted operating cash flow returns for the acquirers, we find that 

high CSR acquirers experience a decrease in the mean return and an increase in the median return (see Table 

12 Panel C). To examine why these results are contradictory, we provide two different illustrations of the 

distribution of industry-adjusted operating cash flow returns for the high CSR acquirers below. Figure 1 is a 

column diagram for the pre- and post-merger mean returns and Figure 2 is a boxplot for the pre- and post-

merger mean returns. As indicated by the red arrows in Figure 1, certainly two acquirers experience a large 

drop in the post-merger returns, which affect the change in mean performance negatively. In Figure 2, we 

can see that a higher fraction of high CSR acquirers, experiences slightly more positive returns in the post-

merger period than in the pre-merger, which affect the change in median performance positively. 

 

 
Figure 1: Pre- vs. Post-Merger Operating Performance: Mean Operating Cash Flow Returns (Columns) 

Source: Authors 
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Appendix 24 – Continued 
Pre- vs. Post-Merger Operating Performance: Mean Industry-Adjusted Cash Flow Returns 

 
Figure 2: Pre- vs. Post-Merger Operating Performance: Mean Operating Cash Flow Returns (Boxplot) 

Source: Authors 

 


	1 Introduction
	1.1 Development of Hypotheses
	1.2 Terminology
	1.3 Structure of Research

	2 Literature Review
	2.1 Value Creation Through M&As
	2.1.1 M&A from a Neoclassical and Behavioral Economics Perspective
	2.1.2 Empirical Evidence on Value Creation Through M&A

	2.2 Value Creation Through CSR
	2.2.1 The Stakeholder Value Maximization View
	2.2.2 The Shareholder Expense View
	2.2.3 Explanation for the Contradicting Views
	Measurement, Validity, and Reliability of CSR Rating Data
	Different Time Periods and Geographical Regions


	2.3 Value Creation Through CSR in an M&A Context
	2.3.1 Literature Gap


	3 Philosophy of Science
	3.1 Philosophical Stance

	4 Data and Methodology
	4.1 Structure of Data and Methodology
	4.2 Data Collection
	4.2.1 Scope of Data Collection
	4.2.2 M&A Data
	Data Cleaning

	4.2.3 CSR Rating Data
	4.2.4 Stock Price and Accounting Data

	2.
	3.
	3.1
	3.2
	3.3
	3.4
	3.5
	2.
	3.
	3.1
	3.2
	3.3
	3.4
	3.5
	3.6

	4.3 Short-Term Event Study Methodology
	4.3.1 Background and Structure
	4.3.2 Event Definition
	4.3.3 Expected and Abnormal Returns
	Estimation of Expected Returns
	Estimation of Abnormal Returns

	4.3.4 Estimation Procedure
	4.3.5 Multivariate OLS Regression
	The Independent Variable
	The Control Variables
	Acquirer Characteristics
	Deal Characteristics


	4.3.6 Two Stage Least Square Regression (2SLS)
	Instrumental Variables
	Two-Years Lagged CSR Score
	Average Country CSR Score Dummy


	4.3.7 Robustness Tests
	Using Quartiles Instead of the Median CSR Score to Determine Subsamples
	Increased Event Window
	Decomposed ESG Score


	4.4 Long-Term Event Study Methodology
	4.4.1 The Calendar Time Portfolio Approach
	4.4.2 Robustness Tests
	Value-weighted Portfolio Returns
	CAPM


	4.5 Long-Term Operating Performance
	4.5.1 Operating Performance Measures
	4.5.2 Industry Benchmark
	4.5.3 Cross-Sectional Regressions

	4.6 Operationalization of Hypotheses
	4.7 Critical Review of Data and Methodology

	5 Empirical Analysis
	5.1 Descriptive Statistics
	5.1.1 Distribution of Transactions
	5.1.2 Distribution of CSR Scores
	5.1.3 Firm and Deal Characteristics
	5.1.4 Correlation Matrix

	5.2 Evidence from Short-Term Stock Performance
	5.2.1 Univariate Analysis
	Summary of Evidence from the Univariate Analysis

	5.2.2 Multivariate Analysis
	5.2.3 Summary of Short-Term Stock Performance

	5.3 Evidence from Long-Term Stock Performance
	5.3.1 Equally-Weighted Portfolio Returns
	5.3.2 Value-Weighted Portfolio Returns
	5.3.3 Comparison of Equally- and Value-Weighted Portfolio Returns
	5.3.4 Summary of Long-Term Stock Performance

	5.4 Evidence from Long-Term Operating Performance
	5.4.1 Tests of Operating Cash Flow Performance
	Evidence from the Total Sample
	Evidence from High and Low CSR Samples

	5.4.2 Cross Sectional Regression: Operating Cash Flow Performance
	Summary of Operating Cash Flow Performance

	5.4.3 Tests of Working Capital Performance
	Evidence from the Total Sample
	Evidence from the High and Low CSR Samples

	5.4.4 Cross Sectional Regression: Working Capital Performance
	Summary of Working Capital Performance

	5.4.5 Summary of Long-Term Operating Performance

	5.5 Summary of Empirical Results

	6 Discussion
	6.1 Implications of Results
	6.2 Potential Explanations of Results
	6.2.1 The Institutional Context
	6.2.2 Higher Agency Costs
	6.2.3 Sustainable Competitive Advantage
	6.2.4 Investors’ Attitude towards CSR
	6.2.5 Implications of The Target’s CSR Performance
	6.2.6 Realization of Synergies

	6.3 Implications of Limitations
	6.3.1 Firm Size Bias
	6.3.2 Implications of COVID-19 Pandemic

	6.4 Suggestions for Future Research

	7 Conclusion
	8 References
	9 Appendices
	Appendix 1
	Appendix 2
	Appendix 3
	Appendix 4
	Appendix 5
	Appendix 6
	Appendix 7
	Appendix 7 – Continued
	Appendix 7 – Continued
	Appendix 8
	Appendix 8 – Continued
	Appendix 9
	Appendix 9 – Continued
	Appendix 10
	Appendix 10 – Continued
	Appendix 11
	Appendix 12
	Appendix 13
	Appendix 14
	Appendix 15
	Appendix 16
	Appendix 17
	Appendix 18
	Appendix 19
	Appendix 20
	Appendix 21
	Appendix 22
	Appendix 23
	Appendix 24
	Appendix 24 – Continued


