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Abstract:  This article examines the impact of takeover announcement on share price. Prior literature focuses on 

takeover which has many types, reasons of funding, types of bid, targets firms for takeover announcement and 

different tactics. Based on the takeover announcement, this article presents the relationship between takeover bids 

and M&A, structure and financing. This thesis paper presents the impact on share price for M&A activities and 

international trade related with home and cross-border trade and also presents cross-border takeovers, its benefits 

and challenges. This thesis paper also presents the history of international trade and World Trade Organization 

(WTO) and its activities. Based on a data set of takeovers, using the event study method the impact of takeovers 

on share price and international trade are present in this article.The contribution of this article is threefold. First, 

basic or general information of takeover and M&A are provided in this article. Second, history of takeover and 

international trade, and its activities, functions, rules and its impact provided. Third, the findings of the research 

and its empirical result of takeover on international trade are provided. 

 

Index Terms - Takeover; Home Takeover & Cross Border Takeover; Share Price; International Trade 

1. Introduction: 

An event study is a statistical method which performs empirical analysis on a security to investigate the reaction 

of investors to certain corporate events and, to determine the impact of an event on the value. The event study 

methodology was introduced by Fama, Fischer, Jensen, and Roll (1969). Sorescu et al. (2003) defined the event 

studies as examination of stock price movements surrounding corporate events such as voluntary firm 

announcements. Event studies are used to test market efficiency without having an impact on the market. The 

objective of an event study is finding the loophole, on which investors can earn excess returns from an event that 

carries new informational content that is predicted by an appropriate benchmark asset pricing model. Merger and 

acquisition announcements can be an example of corporate events.  
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This report presents an event study surrounding M&A, where the events are the announcement dates. When an 

acquisition announcement is made, the share price of the acquiring firm may fluctuate during the event period. 

The aim of this study is to analyze the impact of these announcements on the share price of acquiring firms and 

compare the price reaction between home acquisitions against cross-border acquisitions. We chose 100 

observations to conduct this study: 50 of them are home takeover announcements and 50 of them are cross-border 

takeover announcements.  

For the empirical study, standard event study methodology to find the differences with the help of the market 

model were utilized. In the following sections of this paper, first, we will describe briefly about the literature 

review and then, talk about data and methodology. After that, analysis of the empirical results is presented 

Followed by a conclusion. 

2. Literature Review 

Whereas the event study methodology is adopted and used extensively to determine the economic impact of new 

information on equity value, Maynes and Rumsey (1993) suggested that the methodology might give false results 

for infrequently traded stocks. Cowan and Sergeant (1996) discussed the problem of using daily returns for study 

when thin trading is present, which might cause statistical tests to be poorly specified. Brown and Warner (1985) 

recommended that if we choose random securities with different event dates and perform the measurements 

correctly, there should be no abnormal performance on average. They also added that event studies with daily 

returns face severe problems like; non-normality, non-synchronous trading and market model parameter 

estimation, Variance estimation, and important properties captured by simulation. According to Barakat and Terry 

(2013), the use of artificial portfolios in event studies dragged down the cumulative abnormal return and increased 

the volatility around the post-events, which resulted in a lower abnormal return on the event day. 

Kothari and Warner (2004) noted that two major changes in the methodology happened after the establishment 

of an event study. One of them is the use of daily returns data rather than monthly, stationarity of the market 

model parameters, which allowed more accurate measurement of abnormal returns, as well as more revealing 

outcomes of announcement effects (Gonedes 1973, Binder 1998). Another example is the increasingly 

sophisticated methods for estimating abnormal returns. They also added that heavily weighted short horizon tests 

give more precise results than long horizon tests. Nowadays, the event study methodology has become the 

standard form of measuring price reaction to any announcement. According to Binder (1998), there are two 

reasons for which the event studies are implemented. Firstly, in the need for testing the null hypothesis that the 

market efficiently includes information (Fama, 1991). Secondly, to evaluate the influence of some event on the 

wealth of the firm’s security holders. 
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The market model is one of the simple equilibrium models. A poorly specified event study test based on a market 

model employs a value weight index rather than logarithmic returns (Brown and Warner, 1980). Agreeing with 

them, Corrado and Truong (2008) found that tests based on arithmetic returns generally produce inferior test 

specification than tests based on logarithmic returns. Binder (1998) said that the market model works well as a 

measure for the benchmark rate of return. Brown and Warner (1980) added that event study methodology based 

on the market model performed really well under a wide variety of conditions. Mergers and acquisitions play a 

vital role for businesses around the world. Mergers and acquisitions help a firm to increase profitability (Gugler 

et al 2003). Bruner (2002) examined the relationship between mergers and acquisition profitability for the 

shareholders, in terms of stock returns. In a study, Akben-Selcuk (2015) analyzed several Turkish target firms 

around the announcement of acquisitions for fifteen years duration and used the market model, same as our topic 

criteria, with the estimation of abnormal returns. Cumulative abnormal returns were estimated over several event 

windows and expected returns were calculated by using a single parameter market model. In this paper, we used 

market models from the equilibrium models to conduct the event study, which will be described in following 

sections. 

3. Data and Methodology: 

In order to inspect the impact of the announcement of the proposed acquisitions on the stock prices, we used the 

event study methodology (Brown and Warner 1985, Binder 1989, Wareluk 2013, Antoniadis et al. 2014 also used 

the similar procedures). To conduct the event study, we needed to collect the observation first. Hence, we 

collected the data from ‘Thompson One Banker’, using data type as ‘announcement date’ and data range as ‘last 

year’ for the acquirer firms of the United Kingdom. In total, we found 704 firms including both home takeovers 

and cross-border takeovers. After sorting the data by date, we deleted the missing date data and were left with 

506 observations. We found 305 home takeovers and 201 cross-border takeovers. From these, we selected 100 

observations (50 each) randomly. We used “=RAND ()” to order data randomly and then selected first 50 entries 

for home takeovers, as well as first 50 for cross-border takeovers. 
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Figure:1 

Figure:1 shows the home takeover firms we chose and the following chart shows the cross-border takeover firms 

used within this study. 
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Figure:2 

For the purpose of the study, we found share prices of estimation period back to -100 trading days before the 

actual event for all these firms. We collected the same size period for all these firms as data range ‘1st June 2015 

to 31st July 2017’and then sorted them by ‘old to new’ selecting period. During our data collection from Thomson 

One Banker, we found that some companies' data (price chart) were not available. So, the next firm was selected 

from the list (e.g.: From home takeovers, 5th company’s data was not available. For the research criteria, we had 

to take 50 observations. So, we took 51st as a replacement and so on for the following data.). As I stated in the 

literature review, previous studies suggest that we use log returns for calculation. We therefore collected daily 

share prices for acquiring firms, calculated log returns from the daily returns, and manually removed all bank 

holidays. The following hypotheses were formulated for the study H0: The event does not appear to be related to 

abnormal returns.  
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H1: The event does not appear to be related to significant (positive/negative) abnormal returns.  

As our research criteria were to compare the home takeovers and cross-border takeovers, our research hypothesis 

are described below: 

H0a: There are no significant abnormal returns when there is a home takeover. 

H1a: There are significant abnormal returns when there is a home takeover.  

H0b: There are no significant abnormal returns when there is a cross-border takeover. 

H1b: There are significant abnormal returns when there is a cross-border takeover.  

We used the announcement date (event day) as ‘day zero’ and sorted all the data from -100 days to +5 days. After 

sorting all the observations from -100 to +5, we calculated beta, alpha, expected returns, and abnormal returns 

from the data. Estimation period is from -100 days to -10 days, which was used to calculate beta and alpha. The 

test period is from -5 days to +5 days, which is used to calculate expected returns and abnormal returns.   

 

From the equilibrium models, the market model is the simplest but most effective. We used the market model (as 

described above) to estimate parameters for computing expected returns. In this case, Alpha is the intercept, and 

Beta is the slope, both of which occur during the estimation period (t = -100, -10) and can be calculated from this 

time period. Expected returns have been calculated from -5 days to +5 days for each observation using the alpha 

and the beta and the market returns. Then, we calculated the abnormal returns for each firm from day t = -5 to +5 

in the event period. We analysed abnormal returns for each period by simply deducting calculated expected 

returns from actual returns. Then, we determined the average abnormal return for the test period, from which we 

can easily see the price fluctuation in the event period. 

 

After calculating the average abnormal returns during the test periods and constructing the graph, we separated 

the test periods into three event windows on which we calculated the cumulative abnormal returns later. The pre-

event window contains the days from -5 to -1. Event window contains the days from 0 (event day) to +1. Post 
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event window contains the days from +2 to +5. With the event window, we can easily distinguish the reaction 

which can be either neutral or over reaction (delayed response) or under reaction (inefficient response).  

 

Then, we calculated the cumulative abnormal returns (using above formula) from all firm observations for each 

event window. We simply added up the abnormal returns of the specific event time for the desired event windows 

and then calculated the average cumulative abnormal returns. After constructing the graph from the cumulative 

abnormal returns for each window, we easily defined the reaction on the price that occurred on either the post-

event or the event window or the pre-event. 

 

To describe the impact of takeover announcements on share price, we needed a test statistic on which we can rely 

on and calculate the hypothesis test. Using above formula (t = t-stat, CAR = cumulative abnormal return, σ = 

standard deviation of returns, n is number of observations), we calculated the T-stat values of each event time for 

average abnormal return and each event window for average cumulative abnormal return to determine the 

significances of event announcements on the share price. We tested the T-stats against the critical values of 1% 

level, 5% level, and 10% level. We used a T-distribution critical values chart to get the critical values. As we had 

50 observations, we had to calculate the values with 49 degrees of freedom (DF is calculated as n-1). In the chart, 

we used the values of 50th as it is the closest one from 49th. Using these data and methodology, we developed 

the empirical results and findings for home takeovers and cross-border takeovers, which will be described below. 

4. Empirical Results: 

We calculated the event study for 100 acquirer firms (50 home takeovers and 50 cross-border takeovers) and got 

the results. We will compare both situations’ T-stats with different critical values to accept or reject the null 

hypothesis. With the observations of 50 firms each and degree of freedom 49, we found different critical values 

(For 10%, 5%, and 1% level of critical values T-stats are 1.676, 2.009, and 2.678). If the calculated T-stat is above 

the critical value, we can reject the null hypothesis. If the calculated T-stat is below the critical value, we cannot 

reject the null hypothesis. 
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For home takeovers, we did not find any evidence that there is a significant abnormal return. For all the event 

time in ‘average abnormal return’, we cannot reject the null hypothesis with 5% level of critical value. In this 

case, we can say that it reflects a weak form of market where we cannot beat the market. There was a positive 

reaction on the event day, but not significant enough to reject the null hypothesis. However, there was a significant 

positive ARR on the day -5 at 1.19%, which is significant enough to reject the null hypothesis at 10% level of 

critical values. Perhaps, there might be some leakage of positive internal information (good news) present in home 

takeovers that caused the market to overreact to the event news and get exaggerated up on the price before the 

actual event. However, when the actual events occurred, the market realized that the impact would be less than 

expected and began to fall with a negative AAR, creating a new equilibrium line. After the event day, there was 

positive AAR, which held the level, but not enough because the market was already in shock from the downward 

price movement, resulting in negative AAR for the following post-event days.

 

Figure:3 
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Chart:1  

On the other hand, we can see a better efficient market scenario in cross-border takeovers. On day 0 (event day), 

ARR is at 1.48%, and the T-stat indicated that it is significant at 1% level of critical value. We can accept the null 

hypothesis and conclude that there are significant abnormal returns when a cross-border takeover occurs. Further, 

we can see an immediate fall in ARR, as well as in T-stats which ends up to negative until day 4. On day 4, we 

can see a generous upward movement in ARR, which is significant at 10% level of critical value, and created a 

new equilibrium line. This is similar with the overreaction to ‘good news’ with reversion on the event day, which 

also known as ‘inefficient response’. 

 

Figure: 4 
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Chart: 2  

From the graphs of home takeovers and cross-border takeovers AAR, we can easily see the abnormal returns 

fluctuation during the event period. For home takeovers, AAR rise during the pre-event days and fluctuates during 

the test period and ends up with a lower negative AAR. For cross-border takeovers AAR rise on the event day 

significantly, creating an overreaction in the market that ends up in a lower AAR than the event day after day 4. 

 

Figure: 5 

In different event windows, we can see a different reaction in the market, when we calculate the cumulative 

average abnormal return (CAAR). With this, we can differentiate the impact by their event window. In home 

takeovers, there is a significant increase in the pre-event window at 1.44%, which is significant enough to reject 

the null hypothesis at 10% level of critical value. But the null hypothesis cannot be rejected on the event day. As 

a result, we can say that there are no significant abnormal returns when there is a home takeover. On the other 

hand, CAAR for cross-border takeovers (1.75%) indicates that there is a proof of significance at 1% level critical 

value on the event window to reject the null hypothesis. As a result, there are significant abnormal returns when 

there is a cross-border takeover. 
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Figure: 6 

Comparison of home takeover with cross border takeover with AAR and CAAR show that home takeover 

announcements do not have an impact on share price whereas cross-border takeover significantly impact the share 

price on the event day.  

The following chart will describe the overall results: 

Overall Review 

Conditio

n 
Home takeovers Cross-border Takeovers 

Accept 

H0 

H0a: There are no significant 

abnormal returns when there is a 

home takeover. 

H0b: There are no significant abnormal 

returns when there is a cross-border 

takeover. 

Reject H0 

H1a: There are significant abnormal 

returns when there is a home 

takeover.  

H1b: There are significant abnormal 

returns when there is a cross-border 

takeover.  

Result = Accept H0a Reject H0b 

Figure: 7 

When conducting the research study, we found thinly traded companies in the data sample as the log returns of 

them were mostly zero. Firms with a high number of zero log returns were likely traded infrequently. This is more 

of an issue if the chosen country is an emerging market or developing country. Because the market is 

underdeveloped, and trading is limited.  

 

 

 

http://www.ijcrt.org/


www.ijcrt.org                                                          © 2023 IJCRT | Volume 11, Issue 10 October 2023 | ISSN: 2320-2882 

IJCRT2310303 International Journal of Creative Research Thoughts (IJCRT) www.ijcrt.org c705 
 

5. Conclusion: 

The announcement of another firm's acquisition has an effect on the acquirer's share price, whether for a domestic 

or cross-border takeover. The reaction to the news may be due to the firm's fever or it may not be due to market 

efficiency. In a weak market, announcement news may have a greater impact than in a strong market. Acquiring 

firm size matters on event significance. For this empirical study, there were different firms who acquired different 

targets. It is possible that the size of the acquiring firm or the target firm makes a difference. We can clearly see 

the difference when we calculate the impact on an individual. However, this outcome cannot be the same for 

every company.  In our empirical study, we used event study methodology to conduct the study on 50 home 

takeover announcements, as well as 50 cross-border announcements. 

As a result, we found that home takeover announcements do not make much impact on the share price, but cross-

border takeover announcements positively influence the share price. Due to positive average abnormal returns, 

there is some evidence of anticipation or information leakage prior to the event on day -5 for both home as well 

as cross-border takeovers. Home takeovers resulted in a significant level, whereas cross-border takeovers failed 

to reach the critical value limits. There was evidence of a positive impact on day 0 (the event day) as a result of 

positive and significant average abnormal returns for cross-border takeovers. However, no significant results were 

discovered for home takeovers on the event day. Furthermore, no significant results were found with cumulative 

average abnormal returns for domestic takeovers, whereas severe significant results were found with cumulative 

average abnormal returns for cross-border takeovers. 

In the conclusion of this paper, we can say that event study is one of the simplest and effective ways to differentiate 

the impact on share price from a corporate event announcement. In my study, there were some limitations present 

which may affect the empirical results such as thin trading and the randomness of selectivity of firms without 

knowing their size. However, the results show distinct points that we can relate to this study as well as other 

literature. 
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