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July g, 2017
Mari Bergeron
EBSCO Information Services
10 Estes Street
Ipswich MA 01938 USA
Prof, Dr. Khalid Al-Khatib,
Research & Development of Human Resources Center
Amman, Jordan
Dear Professor Al-Khatib,

It is our pleasure to confirm that the following publications published by Research &
Development of Human Resources Center have been licensed and indexed in EBSCOhost

- REMAH Journal.
- Business Organizations Conference.

EBSCO is the leading provider of datab to the ds of universities, business schools,
medical institutions, schools and other libraries worldwide. Indexed is available only
through institutional subscription. Libraries in nearly every country subscribe to one or more
EBSCOdambam,andinmom&anwmmm,aﬂlibmﬁssubscﬁbe.wscohostsbothpw
revived and non-peer reviewed titles on our databases. The content serves educational needs of
the researchers around the world as well the economic interest of the US.

You are wel to your partnership with EBSCO on your website or in the front
matter of your journal as soon as you like

Thank you for contributing your to our

Headquarters: 10 £stes Street PO.Box 682 Ipswich, MA 01938 USA r.n—::;.x
hone: (9/8) 356-6500 (800) 6532726 Fax: (978) 3566565 E-mail: information@ebscocom  Web: www.ebscocom EBSCOIntries nc.
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Abstract

This research aimed to identify the attitude of respondents towards
cultivating new wheat varieties, determine the correlation between the degree
of their attitudes towards cultivating new wheat varieties and the studied
independent variables, and determine the contribution of each of the
independent variables with significant correlation in explaining the total
variance that occurred in the tendency level of respondents towards
cultivating new wheat varieties , in addition to identifying the obstacles facing
respondents from their point of view.

This research was conducted in El-Beheira Governorate, from which two
districts were chosen : Damnhour and Abohomos districts , two villages were
selected from each district, A systematic random sample of 10% was taken
from the total number of wheat farmers, amounting to 165 farmer
respondents.

The results showed the following:

1- 70.3% of the respondents came in a neutral and negative level of
attitude towards cultivating new wheat varieties.
2- Three independent variables combined explain the percentage 30.9%

of the total variation occurring in the degree of respondent’s attitude towards
cultivating new wheat varieties, 24.2% of which is due to mental flexibility,
4.4% for respondent education and 2.3% for Pursuing new ideas.

3- Ten obstacles are facing the respondents in this field from their point
of view, and they came in descending order as follows: Rising prices of new
wheat seed requirements (86.7%), Increasing costs of planting new wheat
varieties (72.7%), The impact of new wheat varieties on current climatic
conditions (66.7%) and Weak advisory role in introducing wheat farmers to
new varieties (64.8%).
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Abstract

Pakistan's political relations and interests represented the Chinese as a model

for the distinguished relations, which are unique to the rest of the Asian
countries, foremost of which are nuclear cooperation: between the two
countries, especially the period 1983 1988, and Hadtar China is behind this
the establishment of a strong alliance through which the leadership of the
Afro-Association will be able to, as for Pakistan, it aims to cooperate, despite:
the ideological difference between them is to maintain: its security situation
and to prevent the dangers of Indian threats. Hence, the Pakistani nuclear
program began implementing with Chinese assistance, and the cooperation
reached advanced stages in this file during the second half of the ninth decade
of the year twentieth century.

Keywords: (Pakistan, China, aid, Nuclear Cooperation Institutes)
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Abstract

The goal of the current research is to identify the level of positive thinking
among students of the General Education Department/English language
branch at Cihan University -Duhok. The research also aims to identify the
significance of the differences in the level of positive thinking among the
research sample according to Gender (males - females) and Educational stage
(second - fourth). The sample of the current research included (60) male and
female students who were selected randomly and the descriptive approach
was used. To achieve the objectives of the current research, we relied on the
(Randa, 2023) scale for positive thinking, which contains (40) items, and after
ensuring the validity and reliability of the tool, it was applied for the purpose
of achieving the objectives of the current research. The data was analyzed
using SPSS, and the current research reached the following results: There are
statistically significant differences in positive thinking among students of the
General Education Department/English Language branch at Cihan
University-Dohuk. It also showed that there were statistically significant
differences in positive thinking among the research sample according to the
gender variable in favor of females. The results also showed that there was a
statistically significant difference in positive thinking among the research
sample according to the educational stage variable in favor of the fourth stage.

In light of the findings of the current research, recommendations and

suggestions have been given..

Keywords: Positive Thinking , Negative thinking ,Emotions , Mind Problem

Solving, University Students
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Abstract
The study aimed to identify marital compatibility and its relationship to role

conflict among female teachers in the city of Hodeidah. The study used the
descriptive, correlational approach. The study sample consisted of (126)
female teachers in the city of Hodeidah who were chosen randomly. To
collect data, the marital compatibility scale and the role conflict scale were
constructed, and it showed Results: There is a moderate level of marital
compatibility among female teachers in the city of Hodeidah. The results also
showed a low level of role conflict among female teachers in the city of
Hodeidah. Moreover, the results showed that there is no statistically
significant correlation between the level of marital compatibility and the
level of role conflict among female teachers in the city of Hodeidah

Keywords: marital compatibility - role conflict - female teachers - Hodeidah
city.
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Abstract

This study aimed to develop a proposed framework to activate research
partnerships between universities and productive institutions to diversify the
funding sources of Saudi universities. The study adopted the descriptive
survey method, targeting a study population consisting of academic and
administrative leaders of both genders from five Saudi universities (Umm Al-
Qura University, King Saud University, King Abdulaziz University, King
Faisal University), with a total of 629 participants. An electronic
questionnaire was sent to all members of the study population, and 249
responses were received. The study used a two-part questionnaire containing
54 items to assess respondents' opinions on the reality and requirements of
the research partnership. The results showed that the overall mean score for
the availability of research partnerships between universities and productive
institutions for diversifying funding sources was 2.90 out of 5.00, indicating
a moderate availability of research partnerships. The study made several
recommendations, most notably the adoption of the proposed framework for
research partnerships between universities and productive institutions, and
the provision of necessary requirements to establish and develop these
partnerships.

Keywords:

Research partnership, productive institutions, funding source diversification,
Saudi universities.
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Abstract:

This study aimed to reveal the level of social responsibility among high
school students in the city of Hodeidah, and to know the differences in social
responsibility in light of the variables of gender and department. The study
used the descriptive analytical approach. To achieve the objectives of the
study, a random sample of (100) male and female students from high schools
in the city of Hodeidah was selected. To collect data, the social responsibility
scale was used. After conducting appropriate statistical treatments for the data
entered into the SPSS statistical system, the results of the study showed that
the arithmetic mean of social responsibility for the sample is higher than the
hypothetical mean with statistical significance, indicating that students enjoy
a high level of social responsibility. Also, the results of the study indicated
that there are no statistically significant differences in social responsibility
among high school students according to the variables of gender and
department (scientific-literary).

Keywords: social responsibility, high school students, Hodeidah city.
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Abstract:

This research deals with one of the most important issues of the administrative
judiciary by studying the position of the Palestinian legislator, in order to find
out the most important provisions of Law No. (41) of 2020 AD regarding the
establishment of administrative courts, in order to find out the most important
provisions made by the legislator.

The position of the legislator in this law is a real turning point in the
Palestinian legal system, by leaving the umbrella of the unified judiciary and
entering the dual judiciary stage.

The position of the Palestinian legislator has evolved considerably regarding
the functional jurisdiction of the administrative judiciary courts in relation to
the annulment judiciary, as the administrative court has the general
jurisdiction to consider all appeals related to administrative decisions.

This law also adopted, for the first time, the principle of multiple degrees of
administrative litigation through the creation of the Supreme Administrative
Court, in addition to the creation of the Administrative Court as a court of first
instance, and the legislator resolved the jurisprudential and judicial debate on
a number of issues related to when the lawsuit was filed.

Keywords:

The development of the administrative judiciary, the jurisdiction of the
administrative courts, Law No. (41) of 2020 AD.
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Abstract:

This research delves into the methodologies of the Islamic jurists,
particularly the theologians and jurists, in categorizing the meanings of
words, the role of word meanings in deducing legal rulings, and their
significance in interpreting religious and legal texts. Evidence is the
foundation and reference for deriving legal rulings; at times, rulings are
derived directly from the explicit wording, sometimes from the intended

meaning, and other times from a combination of both.

It is important to note that this research does not claim exhaustive coverage
of all aspects but rather strives to be a scholarly attempt to gather evidence
from various sources on this topic and discuss them. The research employs
methods of inference, deduction, induction, compilation, analysis, deduction,
comparison, and has been structured with an introduction, a prelude, seven

main sections, and a conclusion.
The structure is as follows:

Introduction: Outlining the research objectives, significance, rationale for
selecting the topic, research challenges, previous studies, research

methodology, and the research plan.

1.The First Section: Defining the Concept of Consent and Comparing

Scholars' Definitions with the Concept of Textual Meaning.
2.The Second Section: Exploring the Dimensions of the Concept of Consent.

3.The Third Section: Divisions within the Concept of Consent.
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4.The Fourth Section: Types of Meaning in the Concept of Consent and

Textual Meaning for Rulings.

5.The Fifth Section: The Validity of the Concept of Consent Among Islamic

Jurists.
6.The Sixth Section: Conditions for Implementing the Concept of Consent.

Keywords: Concept, Text, Implicit, Explicit, Concept of Consent, Textual
Meaning, Meaning of Meaning, Verbal Content, Rhetorical Style, Argument,

Theologians, Jurists.
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Abstract

The research dealt with a sale that is disputed among jurists, namely the sale
of ‘inah. It defined the sale in language and terminology; then the meaning of
‘inah in language dictionaries and books of jurists. Then this research covered
the issue of the sale of ‘inah, explaining and describing it. It mentioned the
most important forms of this sale, then presented the statements of jurists and
their disagreement on that. It also expanded the evidence for those who forbid
and permit this sale with the evidence and discussed it. The research ended

with stating the prevailing opinion on this sale. The conclusion came with the

most important results after studying this sale.
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Inah, usury, deferred sale, sale of ‘inah, forms of ‘inah
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Abstract

This study deals with "The role of promotion in achieving marketing
performance efficiency and increasing market share, a case study of the
companies (Islamic Insurance and Sudan Insurance and Reinsurance). The
problem of the study is that promotion does not receive sufficient attention
from the managements of most companies, although it has become one of the
most important means of communicating the product in the current era. The
importance of the study lies in the fact that it is the first topic, to the
researcher's knowledge, that addresses promotion in the insurance sector in
the companies (Islamic Insurance and Sudan Insurance and Reinsurance). The
study provides information and data that help decision-makers in Shikan
Insurance and Reinsurance Company in achieving its goals in profitability
and increasing its market share.

The study aimed to know the impact of the promotional mix in achieving
performance efficiency - an applied study on the insurance sector in general
and Shekelin Insurance Company in particular. And to highlight the role of
promotion as an effective marketing tool in the insurance sector. The
hypotheses of this study were represented in the first main hypothesis: There
is a role for promotion in achieving marketing performance efficiency in
Sudanese insurance companies, the second main hypothesis: There is a role
for promotion in increasing the market share in Sudanese insurance
companies. The research was followed by an analytical description that is
consistent with the nature of the topic, as the information contained in the
descriptive is used for the theoretical background of the topic.

The study reached a number of results, the most important of which are: The
results of the study proved that there are statistically significant differences
between the role of advertising in achieving marketing performance
efficiency and increasing market share in Sudanese insurance companies, the
Sudanese Insurance Company and the Islamic Insurance Company Limited,
the subject of the study. The results of the study showed that there are
statistically significant differences between the role of advertising in
achieving marketing performance efficiency and increasing market share in
Sudanese insurance companies, the Sudanese Insurance Company and the
Islamic Insurance Company Limited, the subject of the study.

The study reached a number of recommendations, the most important of
which are: the necessity of conducting studies to measure customer attitudes
towards the importance of promotional mix elements over close periods of
time to identify any changes in determining the relative importance of
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promotional mix elements. Management should be encouraged to examine its
proposals for change in depth and seriously to ensure that they are
appropriate, and to make those responsible for change more accurate,
prepared and ready. The necessity of helping to discover some areas and
places of difficulties and problems that promotion may cause, so that
management can take preventive measures before the problem worsens.
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Abstract:

The study aimed to determine the impact of the human resources management
dashboard on evaluating the performance of human resources at the Islamic
Bank, Gharyan branch. The study population consisted of all officials,
department managers and employees, totaling (30). The descriptive analytical
approach was used. To achieve the objectives of the study, a questionnaire
was designed containing two axes: an axis related to the indicators of the
human resources dashboard, and an axis related to the level of evaluation of
human resources performance. The study concluded with a number of results,
including: There is a positive impact of the human resources dashboard with
all its indicators on evaluating the performance of human resources at the
bank under study, and that the most effective indicators of the human
resources dashboard in evaluating performance at the bank under study are
the salaries and training indicators, and the least effective in evaluating
performance is the employment indicator. The study recommendations were
to enhance the role of the human resources dashboard at the bank under study
and update its indicators to be more comprehensive and capable of evaluating
human resources performance.

Keywords: dashboard, human resources management, performance

evaluation, Islamic bank.
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Abstract:

The study aimed at identifying the problems surrounding the establishment of
the Palestinian National Project. To achieve this goal, the study relied on the
Systemic Analysis (Coordinated Curriculum) as the main approach to the
study. This scientific curriculum is one of the most recent, relying on

abstraction as a research tool, and building models as a need to address

multiple variables in the analytical framework.

The study found a near national consensus on what the Palestinian national
project is: the right to return, self-determination and the establishment of the
Palestinian State with Jerusalem as its capital. The points of contention about
the national project are limited to the following issues: (Geographical
determinants, political determinants, implementation mechanisms and action
strategy, legal references national project in terms of geographical scope and
strategies for action to be completed from time to time " and the different
ideologies expressed and regional and international variables, the lack of
clarity of the parameters of the Palestinian national project, which is the basis
of the Palestinian policy crisis and the existential crisis of the Palestinian
people land confiscation ", the external factors influencing the national
project highlighted the continued policy of successive Israeli Governments to
impose realities on land through land confiscation and isolation, expanding
and intensifying settlement and separating Jerusalem from the rest of the
occupied Palestinian territory, There are great risks to the future of the
national project and opportunities for redemption, but they have taken it

down. And this will continue as long as external agendas continue to push for
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division. It seeks to exploit and use it as a mean of pressure and extortion from

all Palestinian parties.

The study recommended that action should be taken to generate an inclusive
national project, calling on Palestinians to claim their rights as human beings
with freedom, dignity, justice and equality in Palestine, all negotiated and
resisted by Israel. To promote a vision that ensures the unity of the Palestinian
people's destiny, the promotion of a national identity that is not dissolved;
Consolidating the unity of the Palestinian people, establishing a political
vision based on a political choice based on truth, justice and conformity
between the question of Palestine and the people of Palestine and the territory
of Palestine. At the future level, a new Palestinian strategy has been

generated that is more adapted to the Palestinian people's situation and the

surrounding data.

Keywords: Palestinian National Project, Palestinian Vision of National

Project, Israeli Vision of National Project.
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Abstract

During the reign of the Almohads, Moroccan women played a
prominent role in political and social life. This period was characterized by
the presence of prominent women who actively participated in governance
and politics. This research aims to explore the role of Moroccan women in

Almohad political life.

First, we note that Almohad women have not received any significant
study. Rather, Almohad history in general still has gaps that researchers are
trying to fill as much as possible. It is not easy, in this case, to scrutinize all
the intermediate sources and cover everything that has been said about
Almohad women. Rather, we will try to focus on some examples that clearly
highlight the status of Almohad women, their keeping pace with political

events, and their role in steering the wheel of Almohad rule.

Our goal is not to restore the reputation or remove this accusation from
the Almoravid women, but on the other hand, and since our witness is an
Almohad historian, we have the right to ask about the status of women in the
Almohad courts and the extent of their contribution to the management of the
political affairs of the Almohad Empire. The Almohads, despite what is said
about the solidity of their Almohad doctrine, opened the way, albeit relatively,
for women to work in the political field and to manage the wheel of
administrative rule. It is also true that women appeared strongly with the
Caliphate of Al-Nasir, which historians usually consider the beginning of the
end of the Almohad state. It is no wonder then that (medieval historiography)
tried to make and even link the relationship between the deterioration of the

state and women’s control over the reins of government

Keywords: Moroccan women, Almohads, administrative rule, political

field, Almohad Empire
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Abstract

This paper contributes to the literature by supplying empirical evidence for
the post-merger performances of the winners and losers in a sample of
contested UK mergers (40 deals between 1990 and 2009). It applies a
significant robustness test in the form of the matching criterion of
Malmendier et al. (2012) and lays the foundation for exploring the differences
between the M&A markets of the US and UK. Moreover, it adopts the
misvaluation disaggregation of Rhodes—Kropfet al. (2005). The results reveal
that there were no significant differences between the performances of
winners and losers in the post-merger period. Moreover, by tracking these
firms’ activities for the two years following completion, we found that both
sets of firms prevented their stock from declining more than if they had not
been involved in merger activities.
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1. Introduction

The long-term performance of firms’ abnormal returns following an
acquisition has received considerable attention in recent decades. Most
previous studies—such as those of Franks et al. (1991), Loderer and Martin
(1992), Mitchell et al., (2004), Moeller et al. (2005), Cui and Leung (2020),
and Kiesel el al. (2023)—have found that the acquiring firm tends to
experience negative post-event performance, even five years later. These
negative long-run abnormal stock returns for acquiring firms are inconsistent
with the hypothesis of an efficient market, where the market slowly adjusts to
the announcement of a merger. This likely explains why firms tend to exhibit
poor post-merger performance, especially for stock-financed deals. Agrawal
et al. (1992), Cakici et al. (1996), Loughran and Vijh (1997), Gregory (1997),
and Agrawal and Jaffe (2001) have all supplied evidence for negative
abnormal returns for the acquiring firms following a merger. However,
according to Gregory (1997) and Sudarsanam and Mahate (2003), the
negative phenomenon of post-merger abnormal returns is unaffected by the
characteristics of either the firm or the deal. Indeed, Gregory and Matako
(2004) examined such long-run abnormal returns in the UK and confirmed
that it shared the same pattern with the US. Gregory and McCorriston (2005),
meanwhile, found that firms making acquisitions in different countries show
very different post-event performances on average, with returns normally
being negative for acquisitions in both the UK and US.

Unlike a short-run analysis of the period following an event, in a long-term
study of abnormal returns, it is not so straightforward to calculate the
appropriate returns. More specifically, a researcher has to ascertain whether
the abnormal returns are due to the merger or other corporate or market
developments over a longer period of time and select the most appropriate
benchmark for the abnormal returns. Indeed, Gregory et al. (1994), Kennedy
and Limmack (1996), and Fama and French (1996) have argued that the
choice of benchmark has a significant influence on the scale of the abnormal
returns. Furthermore, Gregory (1997) has questioned whether the negative
performance reported in previous empirical studies of both UK and US
mergers and acquisitions was really negative or simply a result of biased
measurements in the analysis. For example, estimating returns based around
the time of the announcement may be biased due to price pressures around
the time of the merger, any information revealed in the merger bid, or market
inefficiencies. Moreover, estimations based on the long-run abnormal returns
can be biased due to unobserved differences between merger and non-merger
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firms and an insufficient adjustment in the market valuation. Thus, due to the
lack of a clear counterfactual, it is empirically problematic to evaluate
whether an acquiring firm has benefited from a merger or whether its CEO
has overbid for the acquisition and therefore diminished shareholder value.

Moreover, bidding firms are a highly select group, and it is challenging to find
other clearly comparable firms that can serve as counterfactuals for evaluating
a merger’s effect on returns. Consequently, we adopted the methodology of
Malmendier et al. (2012), as this provides a novel and refined matching
criterion that goes beyond the usual factors like industry, size, book-to-market
ratio, and other characteristics that are commonly used for firm matching. In
a sample of 82 contested US mergers with at least two competing bidders with
a significant chance of acquiring the target, these researchers suggested using
the losing firm’s post-merger performance to represent the counterfactual
performance of the winner had it not pursued the merger. They argued that
when the competing bidders are similar in the pre-merger period, the post-
merger performance of the firm that did not win can be used to calculate the
counterfactual performance of the winner. They found that when the stock
returns of the winners and losers in a close contest were significantly similar
in the pre-merger period, the winners underperformed the losers by 50% in
the post-merger period.! They argued that this deviation was driven by stark
differences in capital structure following the merger. In other words, the
winners had a significantly higher level of leverage than the losers, something
that the market may regard as possibly being harmful to the long-term
economic health of the firm. Moreover, they also provided evidence about the
biases embedded in the existing approaches to measuring abnormal returns
after a merger, such as announcement effects, and therefore argued that these
approaches fail to capture the negative implications for long-run returns
following mergers. Nevertheless, such findings are restricted to contested
mergers and cannot be extended to mergers in general.

Relative to the existing empirical approaches for measuring returns following
mergers, the above strategy should be more resilient to possible sources of
biases and control for many strategic considerations that affect a decision to
attempt a takeover and other unobserved sources of selection. It is hard to
control for such things with a set of standard financial variables. However,

! Malmendier et al. (2012) divided their sample into four quartiles based on contest
duration, arguing that a long contest (i.e. more than a year) was a strong indication
of a close contest.
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market misvaluation is one potential source of bias. In misvaluation theory,
firms that decide to bid for undervalued targets are in a select group with
overvalued stock prices. Moreover, the announcement effect of mergers tends
to be negative when bidders are buying undervalued (or at least less
overvalued) assets (i.e. targets) cheaply using their overvalued stock. In the
long term, though, such mergers may well be in the best interests of current
shareholders, because had the CEO not used overvalued stock for the
acquisition, the stock price may have fallen even further. Moreover, the long-
term returns may also be affected by a slow reversal of the overvaluation; see
Dong et al. (2006), Shleifer and Vishny (SV) (2003), and Rhodes-Kropf and
Viswanathan (RKV) (2004).

The aim of this study is was to investigate whether managers overbid and thus
diminished shareholder value in the long term, even after considering
misvaluation bias. The methodologies of Malmendier et al. (2012) and
Rhodes-Kropf et al. (2005) were applied to a unique sample of contested UK
mergers with announcement dates between January 1, 1985 and December
31, 2009. In a contested merger, at least two bidders must be competing to
make an acquisition. The companies that ultimately closed the deal were
classified as the “winners”, and those that withdrew were deemed the
“losers”.

This work contributes to the existing literature by providing empirical
evidence for the relative performances of winners and losers for a sample of
contested UK mergers. More specifically, this study contributes to the
literature in three ways: First, it ensures robustness through the Malmendier
et al. (2012) matching criterion and lays the foundation for exploring the
differences between the US and UK markets. Second, it adopts the
misvaluation measure proposed by Rhodes-Kropf et al. (RKRV) (2005), thus
allowing a comparison of the valuation levels for the winners and losers, as
well as those of different groups. Third, it tracks the activities of the winners
and losers for two years following a merger’s completion to better assess their
post-merger performances.

This work led to four main findings: First, we found that the abnormal returns
of the winners and losers were closely aligned prior to the contested merger.
In other words, the winners and losers showed similar performances in the
months leading up to the merger, something that is consistent with the results
of Malmendier et al. (2012) for the US. The returns and other corporate
outcomes of a losing bidder can therefore serve as a valid and clear
counterfactual for the winner’s performance after employing the usual
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controls and matching criteria. Second, there was no significant difference
between valuation levels for non-contested and contested mergers.
Furthermore, we found no significant differences between the winners and
losers. In other words, they enjoyed similar levels of overvaluation, which
agrees with the assumption of Malmendier et al. (2012) that their matching
criterion does control for concerns about market misvaluation. Moreover, in
contested mergers, both the winners and losers tend to be more overvalued
than the targets, and this result is consistent with SV (2003) and RKV (2004).
However, we found that the targets in contested mergers are not misvalued,
while the targets in non-contested mergers are misvalued. Third, no
distinguishable differences were found between the performances of the
losers and winners two years after the completion of the merger, regardless of
the contest’s duration. This differs from the US results reported by
Malmendier et al. (2012), where winners outperformed losers in the short-
duration quartile by 31.38 to 36.98%, while the winners underperformed the
losers by 50% in the long-duration quartile. Finally, the merger activities of
the winners and losers were tracked from the end of the contest to two years
after the completion date. In the short-duration sub-sample, the losers were
more involved in merger activities than the winning firms, while in the long-
duration sub-sample, the losers were less involved in merger activities than
the winning firms. This potentially explains the continued correlation
between the winners and losers in the post-merger period.

This work is structured as follows: The main assumptions are introduced in
the following section, and then the methodology is described in Section 3.
The sample and the data-collection procedure are then detailed in Section 4,
while section 5 discusses the main empirical results. The final section then
supplies the study’s conclusions.

2. Main predictions

This study combines the methodology of Malmendier et al. (2012) with that
of Rhodes—Kropf et al. (2005) to investigate predictions about financial
returns following contested UK mergers. A new matching criterion for close
bidding contests was applied to enable an assessment of bidders’ returns that
can be attributed to the merger. Malmendier et al. (2012) used analysts’
expectations to make the assumption that the closer the pre-merger forecasted
performance of the competing companies was, the more similar these
companies’ future performances would have been without the merger.
However, such data are not available for public UK firms, so this assumption
cannot be applied. Moreover, they also assumed that the closer the abnormal
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stock returns of the winner and loser were prior to the merger, the more likely
that the market expectations for the winner and loser would match in the post-
merger period without the merger. They argued that even if these assumptions
were not precisely true, they would still expect the winner’s performance to
more closely resemble the loser’s performance in future compared to that of
other firms. Thus, to ensure the validity of our new matching strategy, we
assume the following:

Prediction 1A: In a contested merger, the winners and losers have similar
characteristics prior to the merger.

Prediction 1B: /n a contested merger, the winners and losers have similar
abnormal returns prior to the merger.

The argument behind the following assumptions is based on market
misvaluation having a significant impact on merger activities. SV (2003) and
RKV (2004) both assume that waves of mergers occur when market
valuations are relatively high. In other words, when firms are overvalued, they
seek to preserve this temporary overvaluation through mergers. In this vein,
Coakely et al. (2010) examined the impact of misvaluation on UK M&As,
finding that it drove waves of mergers, with bidders being significantly
overvalued and targets being significantly undervalued. Considering that this
impact is independent of whether a merger is contested or not, we would
assume similar valuation levels between contested mergers and non-contested
mergers. Based on the main assumption that the winner and loser showed
similar performances prior to the contested merger, we predict that
misvaluation biases in a contested merger would be controlled for. In other
words, the winner and loser would have similar valuation levels prior to the
contest.

Prediction 2A: The valuation of firms involved in non-contested mergers is,
on average, similar to the valuation of firms involved in contested mergers.

Prediction 2B: /n a contested merger, the winners’ overvaluation is, on
average, similar to the losers’ overvaluation.

Previous assumptions have indicated that the losing firm’s post-merger
performance is a plausible counterfactual for benchmarking the winner’s
post-merger performance. Thus, we can presume that the winner’s post-
merger performance will differ from the loser’s post-merger performance due
to the merger activity, with the winner performing better (i.e. creating value)
or worse (i.e. destroying value) than the loser.
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Prediction 3: Following a contested merger, the winners post-merger
performance differs from the loser s post-merger performance.

3. Methodology

To examine whether the CEOs of the acquiring companies made a good
decision to acquire a target or not, the losing firm’s post-merger performance
is used as a counterfactual to represent the performance of the winner had it
not completed the merger. In a contested merger, the bidder who completes
the merger is classified as the “winner”, while any other companies that
withdrew are deemed the “losers”. Firms withdraw from merger activities for
many reasons, such as reconsidering the value of the merger opportunity or
being outbid by a competitor. For example, the loser may decide the deal is
no longer worth pursuing, or a potential buyer may overestimate its chances
of winning a merger and consequently withdraw shortly after the first round
of bidding takes place.

The sample was divided into two equal-sized sub-samples based on the
duration of the contest (=0, =1). For each contested merger, the contest
duration starts from the announcement of the earliest bid (#=0) to completion
(=1). Merger contests in the first sample lasted one to five months (short-
duration, S1), while in the second sample, contests lasted for longer than five
months (long-duration, S2). Empirical tests were performed separately for
both the full sample and the sub-samples. Malmendier et al. (2012) conceded
that in their short-duration quartile, competing bidders expected synergies
from their targets that were very different, so the loser’s future performance
may not be an appropriate counterfactual for the winner’s performance. In
contrast, for their long-duration quartile, the competing bidders were more
likely to have similar expected synergies, so targets take both bidders
seriously due to them being in a close contest. After all, they both survived
the contest for a long time, and this better corresponds with the main
assumption. Thus, the performances of the winner and loser are more likely
to be associated for long-lasting contests, so this is the preferred sub-sample.

3.1. Winner-loser performance prior to a merger

To investigate the performances of the winner and loser in the pre-merger
period, their monthly abnormal stock returns for the two years leading up to
the merger were compared for both the full sample and the sub-samples.
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3.2. Benchmarks for calculating abnormal returns

A key assumption for exploring the correlation between the performances of
the winner and loser is the breakdown of stock returns into normal and
abnormal returns. Our empirical analysis uses five different standard and
widely used benchmarks from the literature to adjust a firm’s raw
performance and control for differences in both observable and unobservable
factors. These benchmarks were used to evaluate the systematic differences
in asset prices, as well as the time-varying risk exposure in the winner—loser
comparison. An example of this would be changes in market exposure (beta)
due to a contested merger, and to control for this, the betas need to be
estimated before and after the contest. The difference between the return from
a company and the benchmark is called the abnormal return. The process for
calculating this for each firm 7 in contested merger j for each calendar month
t is as follows:

° Market returns: AR;j; = 7ijt — Tme

° Industry returns: AR;j; = 7jjz — Tike, Wwhere k is the industry of bidder
i based on the Datastream industry classification.

° CAPM adjusted-returns: AR;jy = 1yje —T5e —  j (Tmt — rft), where
T¢¢ is the return on a risk-free security in month # and  ;; is estimated by

running an ordinary least squares (OLS) regression of the bidder’s monthly
excess return on the market excess returns separately for the pre- and post-
event periods.

° Three-factor Fama-French adjusted returns: AR;;; =7y — 75 —
1ij (rmt — rft) — gySmby — 3;jhml,  where  the  parameters
1ij» 2ijand  3;; are estimated by running a regression of the bidder’s

monthly excess return on market, size, and book-to-market factors separately
for the pre- and post-event periods.

° Carhart four-factor adjusted returns: AR;j; = 7y — Tre —  14j (rmt —
rft) —  gijSmby —  gijhml, — 4 ;umd,, where regressions of the firm’s
excess return on the four factors, including momentum, are run for the pre-
and post-merger periods separately.

The similarity in the winner—loser abnormal returns was estimated through
two steps: In the first step, the abnormal performance trend («;;) and the
unexplained residual performance (g;;) were estimated by running an OLS
regression of the bidder’s abnormal return on a constant. In other words, the
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average abnormal return was estimated for each bidder in a contest for the
two years prior to the merger contest beginning and for the two years
following the conclusion of the contest using the five adjusted benchmarks.
In the second step, we ran an OLS regression of the winner’s abnormal
performance trend (a,, ;) on the loser’s abnormal performance trend (a;;) for
the same contest and periods (i.e. pre- and post-merger). These two steps were
applied for both the full sample and the duration-based sub-samples for the
pre-merger period.

3.2.1. Winner-loser valuations prior to the merger

In this part of the study, the matching criteria were empirically tested to
establish whether they were likely to be robust in the face of possible sources
of bias, such as market misvaluation. The valuation levels of the winners,
losers, and targets prior to non-contested and contested mergers were
estimated, and the differences between different groups were examined (i.e.
non-contested/contested, targets in non-contested/targets in contested, non-
contested bidders/contested bidders, winners/losers, winners/targets, and
losers/targets).

We adopted KRV’s (2005) idea that the market-to-book ratio (M/B) can be
decomposed into mispricing and growth prospects, such that M/B =[M /V,g]
X [Vyr/B] in levels or m-b= (m-v) + (v-b), where the lower case letters
denote the logarithms of the corresponding variables.! The first component
(m-v) captures the departure of market value from fundamental value (i.e.
mispricing), while the second component (v-b) provides a measurement of
growth prospects.

3.2.2. Winner-loser performances following a merger

The empirical model of Malmendier et al. (2012) was applied in order to
estimate winner—loser differences in the two-year event windows either side
of the contested merger (=0, #=1). Buy-and-hold cumulative abnormal
returns (BHARs) were calculated monthly from t=-23 to t=24 separately for
each bidder in each contest. BHAR is the difference between the cumulated

1 See RKRV (2005) for further explanation and discussion.
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bidder return and cumulated benchmark return, as expressed in the following
equations:

° Cumulating forward:
BHAR;;=Tl5=n (1 +739)- Tl (4 + 7" 4.1
° Cumulating backward:
BHAR; =T[5y (1+ mys)! - TIE55 L+ (42)

The dependent variable is the buy-and-hold cumulative abnormal return for

bidder i in contest j, while # and s indicate the period in event time, 735 is the

bm

bidder’s stock return in the monthly period s, and 775" is the benchmark return

in the same monthly event time period s. The variable 7 represents the months
relative to each contest, such that /=0 indicates the start of the month for the
first bid (i.e. the start of the contest) and =1 indicates the start of the month
when the deal was completed (i.e. the end of the contest). Moreover, the five
benchmarks discussed earlier (market, industry, CAPM, three-factor model,
and four-factor model) were used, and benchmark returns were subtracted
from bidder returns in the same calendar period.

In order to estimate differences in the post-merger abnormal returns of
winners and losers with respect to the pre-merger period, and therefore
perform a statistical test of the merger’s effect, the following piecewise linear
regression was applied:

CARijt = ay + alWijt + a, t +a3t. Wijt + a4POStijt + aSPOStijt' Wijt +
Of6t. POStl'jt + C(7t. POStithijt + ’}’1 + gijt
(4.3)

Where W;j, is a dummy variable indicating whether bidder i won merger
contest j, 7 is a variable counting event time, and Post;;; is a dummy variable
indicating whether period ¢ is in the post-merger window. The vector y; is a
full set of contest-related fixed effects and adjusts for all fixed characteristics
in each contest, while ¢;;; is the standard error term.

This specification has some attractive features: First, it allows different levels
of performance before and after the contested merger (ay ,a4Post;j;) to be
analysed and identify any differences in winner—loser performance levels
before and after a merger (a; W;;; ,asPost;j.. W;j;). Moreover, it allows us to
establish two separate linear time trends for before and after the merger (a,t
,agt. Post;j;) and see if the winner deviates from these trends before and after
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the merger (ast. Wij, a;t. Post;;;W;;;). Finally, the specification keeps the
contest dummies y; and controls for possible serial correlation and any

correlation between winners and losers due to overlapping event periods by
clustering the standard errors by contest ;.

Second, when using this methodology, two statistical tests can be performed.
The rationale behind the key assumption is that the winner’s abnormal
performance trend prior to a contest correlates with the matched loser’s
abnormal performance, and this can be examined by testing whether &;=0,
where @5 is the trend difference between winner and loser before the merger.
Moreover, the causal effect of a merger at /=24 (i.e. the long-term
performance difference between the winner and loser) can be evaluated by
testing whether [@; &5 23. (@3 @;)] = 0, where @; is the average level of
difference between the winner’s and loser’s prices prior to the merger contest.
This has been included in the equation, even though winner—loser differences
are normalised to zero for the month in which the contest begins, because the
regression does not measure &; to be precisely equal to zero, so the post-
merger differences would be misstated if @; were not included. Meanwhile,
as is the differential jump in stock prices for winners, relative to losers, over
the contest’s duration. The sum of &3 and &, is multiplied by the number of
post-merger periods. The reason for including a parameter to measure pre-
merger differences in the test equation is to enable the total slope of the post-
merger trend to be measured rather than the incremental trend shift. Moreover,
@ captures the shift in the trend differences between the winner and loser for
the period two years after the merger.

4, Data
4.1 The construction of the contested merger sample

Unique data for contested UK mergers were sourced from Security Data
Corporation’s (SDC) Mergers and Acquisitions (M&A) database. This SDC
database includes all M&A deals in the world, both for private and public
transactions, but this study focused on public bids because this helped identify
bidders who had the most serious intentions to acquire a target. For each deal,
the SDC provides the deal number for each bid, the nation, company type,
announcement date, and the effective or withdrawal date. It also provides
information as to whether an offer is a tender offer; whether the proposed
payment method was cash, stock, or other; and whether the attitude of the
takeover was hostile or friendly. The objective of this study was to investigate

511

—
| —



2024 1455 (106) 30 lal udly & Tl

the winner’s and loser’s performances before and after a merger, and as such,
the following initial inclusion criteria were applied to the SDC database:

° An announcement date between January 1, 1985 and December 31,
2009.

° Both the acquiring (i.e. winning) and target firms should be UK
companies.

° The acquiring firm should be a public company.

° There were at least two bidders for the merger (i.e. it was contested).

After imposing the above inclusion criteria, the SDC database yielded a total
of 224 contested M&A deals in the UK between January 1, 1985 and
December 31, 2009. Table 1 illustrates the process for filtering the final
sample.

Table 1
Sample construction

No. No.

Sample selection criterion Deals Bidders

Initial sample of contested mergers - 224
Completed/unconditional status 97 209
Winners/losers from the UK 71 150
Winners/losers are public firms 50 103
Unrepeated bids by the same bidders for the same 50 103
target

Winner is not an ultimate parent 50 103
No missing stock returns data [-23,+24] 40 82

This table summarises the makeup of the contested merger sample. The initial
sample included all bids where the number of competing bidders was greater
than one, the acquirer was a UK public firm from the SDC M&As database,
and the bid was submitted between January 1, 1985 and December 31, 2009.
The final sample of contested deals was selected based on the following
criteria: completed and successful bids identify the winner in the contested
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deal, the winner and loser are UK public firms, bids by the same competing
firms for the same target are not repeated, the winner is not an ultimate parent
firm, and the stock returns for both the winners and losers are available for
the two-year windows around the merger contest.

In this initial dataset, some deals had more than three bidders competing for
the same target. In order to identify the winning and losing firms in our
sample, only completed unconditional bids were included, with the firm that
ultimately completed the merger being classified as the winner. To identify
the “losers” in each contested merger, the SDC’s “competing bid deal code”
was used to track each bidder that had failed to win the merger and ultimately
withdrawn from the process. This process yielded 209 bidders, with there
being 97 winners and 112 losers. Some deals were excluded because the
competing bidders were not UK firms, resulting in 71 contested deals
remaining with 150 bidders, of which 71 were winners and 79 were losers.
Furthermore, the sample was further reduced by excluding losers if they were
private, owned by government or an investor group, a joint venture, mutually-
owned, a subsidiary, or had an undefined status from the SDC. This was
achieved in practice by restricting losers to just public firms. Some 32 deals
were excluded because the statuses of competing bidders did not satisfy the
final criterion, resulting in 50 deals involving 103 bidders, with 50 winners
and 53 losers.

In order to compare the valuation paths of the winners and losers, stock prices
needed to be available for the period around each contest’s duration. This
meant that the number of deals sharply decreased to 34 deals with 70 bidders
when a window of -/43 years around the merger contest was considered.
Instead, the available stock prices for a window of -/42 years around the
contest were downloaded [#-23 to #+24] from Datastream, because this meant
the number of deals only dropped to 40 with 82 bidders, of which 40 were
winners and 42 were losers. In the final sample, most contests had one winner
and only one loser, with only two contests having two losers.

Finally, the data for the 40 contested deals from the SDC were matched to the
corresponding financial and accounting information from Datastream using
the available SEDOL (Stock Exchange Daily Official List) company
identifier and Datastream codes. Datastream was used to obtain the holding
period stock returns, the value-weighted index as a proxy for the market
portfolio, and the industry index returns. Moreover, the one-month Treasury
bill rate (RF), the Fama—French three-factor returns (MKTRF, SMB, and
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HML), and the momentum factor returns (UMD) were also obtained from the
University of Exeter’s database.’

Malmendier et al. (2012) set many criteria to ensure that the winners and
losers were more likely to be similar prior to the merger and thus satisfy the
main assumption of their empirical work. Likewise, all bids that were
classified as contested were checked to ensure that they were in fact for the
same target, as well as make sure that the winner was not the ultimate parent
firm of the target. Moreover, repeated bids by the same bidders were
excluded, and we considered just the announcement date of the first bid.

The event time variable ¢ represents the months relative to each contest. For
each contested merger, we regarded the start of the month with the earliest
bid in the contested merger as ¢ = 0, the start of the preceding month as 7 -1,
the start of the month before that as ¢ -2, and so on. In the other direction, we
regarded the start of the month in which the contest ended as ¢ = +1, the start
of the following month as ¢ = +2, and so on. The contest duration spanned
from the announcement of the earliest bid to the completion of the deal [=0
to ~=1]. The return at ¢ = 1 therefore indicates the overall performance over
the contest’s duration and the market reaction at the initial announcement.
The final sample comprised 3,936 event—time observations over a -/+2 year
window around 40 contested deals.

4.2  Data analysis

Table 2 presents the descriptive statistics for the winners, losers, and deal
characteristics.

Table 2
Summary statistics
Mean Median SD N (diff)
Panel A: Winner
characteristics
Total assets [m] 3348.94 648.40 12976.62 37 0.57

1 A. Gregory, R. Tharyan and A. Huang, “The Fama-French and Momentum Portfolios
and Factors in the UK’, 2009, University of Exeter, available at:
http://xfi.exeter.ac.uk/researchandpublications/portfoliosandfactors/
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Sales [m] 169.16 42.80 344.01 27 0.78
Market value [m] 1403.94 625.47 2148.55 40 0.22
Book value [m] 635.96 229.90 816.13 37 0.84
Market-to-book 2.74 1.86 2.75 37 0.27
Market leverage 0.14 0.10 0.13 37 0.95
Book leverage 0.24 0.19 0.19 37 0.87
Return on assets 0.06 0.06 0.05 37 0.56
Return on equity 0.14 0.15 0.14 37 043
Earnings price ratio 0.10 0.11 0.07 37 0.56
Panel B: Loser
characteristics
Total assets[m] 4172.88 282.48 10869.75 37 -
Sales [m] 188.51 25.37 389.84 23 -
Market value [m] 2011.95 196.07 4166.44 42 -
Book value [m] 974.56 85.71 2172.71 37 -
Market-to-book 3.45 2.37 4.31 37 -
Market leverage 0.13 0.10 0.11 37 -
Book leverage 0.24 0.20 0.21 37 -
Return on asset 0.04 0.06 0.10 37 -
Return on equity 0.13 0.17 0.26 37 -
Earring price ratio 0.10 0.10 0.15 36 -
Panel C: Deal
characteristics
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Deal value 4 weeks

. 389.59 102.25 828.81 24 -
prior t [m]

Deal value at t [m] 1607.12 211.88 6083.53 40 -

Tender offer% 82.50  100.00 3848 40 -
Hostile% 1250 0.0 3349 40 -
Tarieyt f}?jﬁzgggzired 96.73  100.00 846 35 -
Stock only% 1667 0.0 3835 18 -
Cash only% 40.91 0.00 5032 22 -
Multiple bidders 2.05 2.00 0.22 40 -

Contest duration
[days]

This table gives the summary statistics for the characteristics of the winners,
losers, and deals. Panels A and B give the summary statistics for the winners
and losers, respectively, namely total assets, sales, market value, and book
value of equity. Market-to-book is the ratio of market value to book value.
Market leverage is the long-term debt divided by the sum of the long-term
debt and market value. Book leverage is the long-term debt divided by the
sum of long-term debt and book value. Return on assets is the ratio of net
income to total assets. Return on equity is the ratio of net income to total
shareholders’ equity. Earnings price ratio is the earnings before inters and tax
divided by the market equity. Panel C gives the summary statistics for the
deals’ characteristics, where the deal value is the dollar value of the winning
bids four weeks prior to the contested merger. Tender offer is a dummy
variable indicating the tender offer as a percentage. Hostile is a dummy
variable indicating a hostile bidder attitude as a percentage, while the next
row gives the percentage of the targets’ shares that have been acquired by the
winners. This is followed by percentages for when the method of payment is
stock alone and cash alone. Multiple bidders indicates the number of
competing bidders for the same target, while contest duration gives the
number of days from the month-start before the earliest bid to the month-start
of the merger’s completion. “(diff)” denotes the p-value for testing the

156.40 150.50 100.61 40 -
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hypothesis that there is no difference between the winners’ and losers’ median
H(0): winner — loser =0.

The accounting information obtained from the balance sheet and time series
data (MV) was associated by moving three months ahead of the contest’s
commencement to allow time for the accounting information to be published
for public access. Where a contest began before the market received year-end
financial accounting information, the merger announcement was combined
with that firm’s accounting information from the previous available financial
year. The Datastream industry classifications were used for each firm in a
contested merger, and it was found that 41% of competing bidders operated
in the consumer goods and services industries, 32% were from “other
industrials”, and none worked in the oil and gas industry.

The characteristics of winners and losers were compared by applying a two-
sided test for the median using the Wilcoxon test. The null hypothesis was
that the difference between the winner and the loser was zero, and indeed, no
significant differences between the winner and loser(s) were found in the
observable characteristics prior to a contest. This can be seen in the final
column, thus providing an initial indication that the losers may well serve as
a sufficient counterfactual for the winners. It also supports Hypothesis 1A’s
prediction that the winners and losers have similar characteristics prior to a
merger.

Comparing the deal characteristics of contested mergers with non-contested
mergers, there are no significant differences. For the contested mergers, more
than 80% were “friendly tender” takeovers, and the bidder acquired more than
90% of shares in the target. In addition, we found about 41% of the contested
mergers used cash as the main payment method. In our sample, most
contested mergers involved only two bidders, with just two mergers involving
three bidders competing for the same target.

Nevertheless, there was a remarkable difference between non-contested and
contested mergers in terms of duration: The average duration for a contested
merger was 156 trading days in our sample, which is almost three times longer
than it was in single bidder situations (an average of 53 trading days based on
15,917 merger deals). For the US sample of Malmendier et al. (2012), the
average duration for a contested merger was 285 trading days, which is again
about three times longer than it was for single bidder mergers (65 trading days
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based on 25,166 merger deals).! Thus, the time that elapses from the
announcement of a merger to its completion is much less when the merger is
not contested, with deals typically taking longer to complete in the US
compared to the UK.

5. Empirical results
5.1  Winner-loser performances prior to the merger

The winners’ and losers’ pre-merger alphas and residuals were estimated
through an OLS regression of the pre-merger abnormal returns for each bidder
on a constant, and this represented the first step. Next, an OLS regression was
run for the winners’ pre-merger alphas along with the matched pre-merger
alphas of the losers, and the results of this are given in Table 3.

Table 3
Comparing the abnormal returns of winners and losers before the
merger (alpha)

Pre-merger Post-
merger

Full sample S1 S2 Full
sample

Panel A: Market returns

Coefficient ~ 0.37%*%* 0.40 0.36%* (0.23%**
Se 0.11 0.24 0.13 0.08

R? 0.22 0.13 0.29 0.16

N 40 20 20 40

Panel B: Industry returns

Coefficient ~ 0.41%*** 0.38* 0.42%** 0.22%**
Se 0.11 0.21 0.14 0.08
R? 0.27 0.15 0.34 0.18

! See Betton et al. (2008).
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N 40 20 20 40

Panel C: One-factor model returns

Coefficient ~ 0.48%** 0.46%** 0.48%*** 0.30%**
Se 0.08 0.15 0.10 0.09

R? 0.49 0.34 0.57 0.23

N 40 20 20 40

Panel D: Three-factor model returns

Coefficient ~ 0.40%** 0.327%:%* 0.42%%* 0.36%**
Se 0.07 0.11 0.11 0.10

R? 0.43 0.33 0.45 0.24

N 40 20 20 40

Panel E: Four-factor model returns

Coefficient ~ 0.42%** 0.26%** 0.55%** (0.33%**
Se 0.08 0.09 0.12 0.09

R? 0.44 0.32 0.55 0.24

N 40 20 20 40

Correlations between the winners’ and losers’ abnormal returns were
calculated in two steps. In the first step, we estimated the averages («;;) for
each bidder’s abnormal returns by regressing the abnormal returns on a
constant, with this being done separately for the two years prior to the merger
and the two years after the merger. In the second step, we run an OLS
regression for the mean of the winners’ abnormal returns on the mean of the
matched losers’ abnormal returns. We used five benchmarks to measure the
performance of abnormal returns: market returns rj;; — 73, industry
returns 7y, — Tike , where k is the bidder’s industry index (FI); CAPM
adjusted returns 71y — 75, — i(rmt - rft); three-factor adjusted returns

Tijt — Tre — 1i(rmt - rft) —  giSmby— 3;hml, and four-factor
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adjusted returns 7y — 75—  1i(Tme —Tpe) —  2:Smb—  3hml, —

siumd; . We divided the pre-merger sample into two equal sub-samples
based on contest duration. S1 represents the shorter contests lasting between
one and five months, while S2 represents the longer contests lasting more than
five months. Panels A to E give the resulting coefficients for each benchmark
for the full sample and the sub-samples prior to the merger. The last column
reports the coefficients for the post-merger period. The asterisks *, **, and
*#* denote significance at the 10%, 5%, and 1% levels, respectively.

The alphas of the winners and losers were found to be highly correlated in the
months leading up to the merger, regardless of the benchmark used to
calculate the abnormal returns, and this is in line with Hypotheses 1B. Indeed,
while the abnormal returns of the winners and losers were not statistically
divergent in the full sample, when the sample was divided into two equal sub-
samples based on contest duration, this correlation tended to be closer in the
sub-sample of longer contests (i.e. close contests), which is our preferred sub-
sample, than it was in the sub-sample of shorter contests. More specifically,
the R? was 40% higher in the sub-sample of longer contests than it was in the
shorter contest sub-sample.

The final column gives the winner—loser correlation in the post-merger
period, showing that in this period, the alphas of the winners and losers were
still highly significant, regardless of the benchmark used. Nevertheless, the
coefficients in the post-merger period were significantly lower than they were
pre-merger, so we tested whether the pre-merger abnormal returns were
greater than the post-merger abnormal returns. The null hypothesis was that
there was no difference between the pre-merger returns and post-merger
returns for the full sample. This was a one-tail test, thus implying that the pre-
merger abnormal returns were greater than the post-merger abnormal returns,
and it was indeed found that a bidder’s pre-merger abnormal returns tended
to be about 2-3% higher than post-merger abnormal returns. The null
hypothesis was therefore rejected at the 1% and 5% significance levels,
regardless of the benchmark used to calculate the abnormal returns. The #-
values for each benchmark are listed below:

° Market benchmark (z = 1.95)

° Industry benchmark (¢ = 2.14)

° One-factor benchmark (¢ =2.07)
° Three-factor benchmark (z = 2.90)

—
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° Four-factor benchmark (z = 2.95)

Malmendier et al. (2012) excluded deals when a bidder was classified as a
“white knight” by the SDC, arguing that they lack ex ante similarity with the
other bidders. For a couple of the deals in our sample, the acquirer was a
“white knight”, but these did not negatively affect the sample. It was found
that in the full sample, the winners’ and losers’ pre-merger performances were
correlated (0.33, t = 2.33), as they also were in the long-duration sub-sample
(0.36, t = 2.06), while the coefficient was insignificant for the short-duration
sub-sample (0.24, ¢ = 0.78). The correlation was therefore stronger when not
excluding deals involving a white knight.

Moreover, the winners and losers pre-merger residuals were estimated
through an OLS regression of the pre-merger abnormal returns for each bidder
on a constant, and this represented a first step. Next, an OLS regression of the
winner’s residuals on the residuals of the matched loser in the same deal was
then run, and the results of this are given in Table 4.

Table 4
Comparing the abnormal returns of winners and losers before the
merger (residual)

Pre-merger Post-
merger

Full S1 S2 Full sample

sample

Panel A: Market returns

Coefficient 0.35%** 0.35%* 0.35%** 0.45%**
SE 0.08 0.13 0.11 0.08
R? 0.20 0.18 0.23 0.23
N 960 480 480 960

Panel B: Industry returns

Coefficient 0.15%%* 0.12%* 0.17 0.15%*
SE 0.06 0.06 0.10 0.06
R? 0.04 0.03 0.06 0.03

—
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N 960 480 480 960

Panel C: One-factor model returns

Coefficient 0.26*** 0.26** 0.25%* 0.36%**
SE 0.07 0.11 0.10 0.08
R? 0.12 0.11 0.14 0.15
N 960 480 480 960

Panel D: Three-factor model returns

Coefficient 0.21%** 0.19* (0.23%%* 0.29%**
SE 0.06 0.10 0.08 0.08
R? 0.08 0.06 0.11 0.09
N 960 480 480 960

Panel E: Four-factor model returns

Coefficient 0.21%*%* 0.19%* (0.24%** 0.28%***
SE 0.06 0.08 0.08 0.08
R? 0.08 0.06 0.12 0.09
N 960 480 480 960

The winner—loser correlations for abnormal returns were calculated in two
steps: In the first step, we estimated the residual (¢;;) for each bidder as the
difference between the abnormal returns and the average abnormal returns
(@;j), with this being done separately for the two years prior to the merger and
the two years after the merger. In the second step, we ran an OLS regression
for the residual of the winner’s abnormal return on the residual of the matched
loser’s abnormal return. We used five benchmarks to measure the abnormal
returns performance: market-adjusted returns 7j;; — 7y,;; industry-adjusted
returns 1;;; — Tike , Where k is the bidder’s industry index (FI); one-factor

adjusted returns 7y — 75 — i(rmt — rft); three-factor adjusted returns
Tijt — Tpe — 1i(rmt — rft) —  ,;smby— 3;hml; and four-factor
adjusted  returns = 7y — 75 — 1i(rmt — rft) —  gsmby— g;hml, —

4iumd; . We divided the pre-merger sample into two equally sized sub-
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samples based on contest duration. S1 represents the shorter contests lasting
one to five months, while S2 represents the longer contests lasting more than
five months. Panels A to E show the resulting coefficients for each benchmark
for the pre-merger full sample and the sub-samples. The last column reports
the coefficients for the post-merger period. The asterisks *, ** and ***
denote significance at the 10%, 5%, and 1% levels, respectively.The results
reveal a positive and statistically significant correlation between the
performances of the winners and losers. However, we found no significant
correlation between the winner’s and loser’s residuals in the long-duration
sub-sample when using the industry returns benchmark. Moreover, we found
that the significant coefficients in the post-merger period were slightly higher
than those in the pre-merger period, so we tested whether there was a
statistical difference between the pre-merger residuals of the winners/losers
and their post-merger residuals. No significant differences were found
between those groups regardless of the benchmark used.

The main notable observation for the pre-merger period was that winners and
losers in close contests show similar performances in the months leading up
to a merger, which is consistent with the pre-merger results of Malmendier et
al. (2012). This provides a second line of support for the main assumption
that a loser’s post-merger performance can serve as a valid counterfactual for
the winner’s post-merger performance after a lengthy contest.

5.2  Contested versus non-contested valuations prior to the merger

The industry classification can be used to calculate misvaluation at the sector
level. Table 5 reports the 29-year time-series average values for each of the
12 industry classification schemes, as supplied by Fama and French on their
website, for calculating the fundamental value.

Table 5
Time series average of the yearly regressions results (1981-2009)

M= Aoie T4t bir T€i¢

1 2 3 4 5 6 7 8 9 10 11 12

E( 02 04 11 15 13 26 23 05 09 13 26 2.0
&) 2 0 7 4 8 4 8 8 3 8 0 7
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05 09 06 07 10 07 14 08 06 08 04 03
3 9 7 3 2 1 7 1 9 9 4 3

E( 1.0 1.0 09 09 09 08 08 07 09 09 08 038
a,) 2 0 3 0 3 2 7 4 7 6 0 6

00 01 00 00 00 00 01 00 00 00 0.0 0.0
5 0 6 6 9 7 3 7 6 9 4 3

R> 08 07 07 08 07 06 08 06 07 07 0.7 0.7
6 7 3 2 9 3 6 7 9 7 3 5

This table presents the time series averages for the coefficient estimates of
OLS cross-section regressions for each of Fama and French’s 12 industry
classifications from 1981 to 2009. All non-merger and merger firms were
included. These regressions used natural logs of market value (Datastream:
MYV) and book value (Datastream: WC03501). The subscripts j and ¢ denote
industry and year respectively. The variable E (&) is the time-series average
of the constant term for each regression. The variable £ (&, ) is the time-series
average of the book value coefficient from the valuation regressions, and the
numbers below the average point estimates are the time-series average of the
standard error. The variable R’ is the time-series average of the coefficients
of determination for each industry. Lower-case letters (i.e. m;;, b;¢) indicate
the logarithms of market (M) and book value (B).

Every competing bidder in the sample was matched with its respective year
and industry classification based on the four-digit SIC code given by the SDC
to estimate its misvaluation based on all firms listed on the London Stock
Exchange with the necessary data. The misvaluations were as in logarithmic
values but for easy empirical interpretation, we reported the results as levels.
More specifically, when the value is equal to one, there is no misvaluation,
while values of less or more than one indicate undervaluation or
overvaluation, respectively. Table 6 shows the results of decomposing the
market-to-book values into misvaluation components and growth prospect
components for the non-contested and contested samples over the 2000-2009
period.

—
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Table 6
Non-contested and contested valuations before the merger
Target in non- Non-
Non- Larget nnons contested
Non- - contested .
Contested contested - bidder
contested Contested Tartg:tt;r(li Contested
contes bidder
3.59*** 3.57%* 0.017 -0.41 0.83
M/B
(5.34) (2.31) (0.014) (-0.23) (0.49)
1.77%** 1.49%** 0.281 0.11 0.71
M/V
(3.68) (2.12) (0.91) (0.38) (1.41)
1.86*** 1.95%**=* -0.091 -.0023 -0.19
V/B
(18.86)  (4.44) (-0.42) (-0.0049) (-0.79)

We report misvaluation by decomposing M/B into two components: M/} and
V/B. The data comprised contested and non-contested firm-level observations
for the 2000-2009 period. We give the absolute misvaluations of different
groups of firms, namely contesting firms as a whole (i.e. targets, winners, and
losers) and non-contesting firms as a whole (bidders and targets). In addition,
we also give the relative misvaluation between non-contesting and contesting
firms as a whole, non-contested and contested bidders (winners and losers),
and targets involved in non-contested and contested mergers. The ¢-statistics
are reported in parentheses, while the asterisks *, ** and *** denote
significance at the 10%, 5%, and 1% levels, respectively.

We found that firms involved in non-contested or contested mergers were
significantly overvalued, with the difference between non-contested and
contested merger valuations being statistically insignificant (¢-statistic=0.91).
This supports Hypothesis 2A, which predicted that the valuation of firms
involved in non-contested merger is, on average, similar to that of firms
involved in contested mergers. Finally, we also looked for any differences
between non-contested mergers (i.e. only one bidder) and contested mergers
for both the winners and losers. What is more, we also investigated whether
there was any difference between the target firms involved in non-contested
mergers and those involved in contested mergers. However, we found no
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significant differences in the valuations of either bidders or targets based on
whether the merger was non-contested or contested.

5.3  Winner—loser valuations prior to the merger

The notion that losing bidders serve as a valid counterfactual for winning
bidders is based on the assumption that the winner and losers in a contested
merger showed similar performances prior to the merger. Under this
assumption, we would also expect these competing bidders to have similar
levels of overvaluation. Table 7 reports the valuation levels for the firms
involved in contested mergers in order to empirically test whether this
matching strategy controls for misvaluation in contested mergers. Note that

this does not rule out the effect of a misvaluation as a motivating factor for
M&As.

Table 7
Misvaluation in contested mergers
Winner Winner  Loser
Winner  Loser Target
Loser Target Target
Panel A: Full ample
3.44%%%x 3 Q8*** 35 2.01 1.42 1.07
M/B
(3.01) (5.32) (0.39) (1.45) (1.33) (1.34)
1.O7%**x ] TTH** 203 1.05 QA T Rk
M/V
(3.56) (4.15) (0.62) (0.34) (2.90) (2.60)
1.64%%* ] 8]*** -.161 1.82%** -.18 -.018
V/B

(5.73)  (5.94)  (-0.92) (381) (-0.74)  (-0.07)

Panel B: S1

379%  3.53%%%  05) 2.99 792 54
M/B
(1.90)  (3.64) (0.16) (1.31)  (037)  (0.32)
M/V  L71%%  176%**  _051 1.13 58% 63*
( )|
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(242) (3.24) (-0.14) (0.43) (137) (1.69)

1.84%%* 1 98*** -.147 2.08%* =24 -.091
V/B
(4.52) (4.14) (-0.49) (2.55) (-0.52) (-0.19)
Panel C: S2
3.07%*%*% 2 66%** 41 1.26 1.81** 1.40%**
M/B
(3.16) (4.38) (0.54) (0.75) (2.45) (2.74)
2.25%* 1.77** 47 .99 1.26%** J78**
M/V
(2.67) (2.67) (0.86) (-0.063) (2.54) (2.37)
1.44%** ] @4*** -.20 1.62%*** -.174 .022
V/B

4.02) (477 (114  (334) (-0.81)  (0.10)

We report misvaluation by decomposing M/B into two components: M/V and
V/B. The data comprises 82 firm-level contested observations (40 winners and
42 losers) listed on the SDC and Datastream for the 1985-2009 period. Panels
A, B, and C give the absolute misvaluations of the winner and losers in the
full sample and the sub-samples based on contest duration (short duration S1,
long duration S2). The t-statistics are reported in parentheses, while the
asterisks *, **, and *** denote significance at the 10%, 5%, and 1% levels,
respectively.

As predicted by misvaluation theories, bidding firms are absolutely
overvalued (e.g. Dong et al., 2006; SV, 2003; RKRV, 2005). More
specifically, in the long-duration sub-sample, the winners were overvalued by
1.25 (¢#-statistic = 2.67), while the losers were overvalued by 77 (¢-statistic =
2.67). Moreover, in the same sub-sample, winning firms’ long-term
fundamental values were found to be significantly higher (44% with z-statistic
=4.02) on average than their book values in the year prior to the merger, while
for the losing firms, this increase was even higher (64% with z-statistic =
4.77). This suggest that the winning firms had poorer long-run growth
prospects on average, which is in line with the US-based findings of RKRV
(2005). However, no significant differences were found between the winners’
and losers’ valuation levels regardless of the sub-sample considered,
indicating that the matching strategy does indeed control for misvaluation
biases in contested mergers UK and supporting Hypothesis 2B, which
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predicted that in a contested merger, the overvaluation for winners and losers
tends to be similar on average.

Previous studies have argued that target firms tend to be either slightly
overvalued or absolutely undervalued, but we found no evidence to suggest
that the targets in contested mergers are misvalued. This is not the case with
non-contested mergers according to the findings of RKV (2004) and Coakely
et al. (2010). Furthermore, we investigated the differences in the valuation
levels between the winners and targets and between the losers and targets
separately. We found a significant difference in the last two columns,
implying that both the winners and losers were more overvalued than the
targets firms, regardless of the contest-duration sub-sample considered, which
is in the line with the findings for non-contested mergers.

54  Winner—loser performances in the post-merger period

From the perspective of market expectations, the more that the winners and
losers share similar performances and other characteristics prior to the
contest, the more similarly they should have performed later had the merger
not happened. After comparing the abnormal returns and checking for
similarities between the winners and matched losers prior to the contested
merger, as well as for valuation levels between the bidders prior to the merger,
the buy-and-hold abnormal returns following the merger contest were
examined. This was done to estimate the returns to the acquiring company’s
shareholders due to the merger, thus allowing us to see whether the winner
may have performed better if they had not completed the merger or if indeed
the management made the right decision to acquire the target when the market
was overvalued.

Table 8 presents the estimation results for regression equation (4.3), which
allowed us to investigate two aspects. First, the validity of our identifying
assumption for winners and losers involves testing whether &5 differs from
zero, where @5 is the trend difference between the winner and loser before the
merger. Second, it allowed us to assess the effect of the merger on the
acquiring firm’s long-run abnormal returns according to the following
equation: &;+ @s + 23(&3+a-). As mentioned earlier, @s is the shift in the
winner—loser performance difference during the contest, while (&z+a-)
captures the differences in the pre-merger and post-merger performance
trends, with this being multiplied by 23 to get the total difference, if indeed
there was any, two years after the merger’s completion (z =23).

528

—
| —



2024 51353 (106 s}

ool )l s @ U T,

Table 8
Winner-loser differences in long-run, buy-and-hold abnormal returns
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This table gives the winner—loser differences in the long-term abnormal
performance for each sub-sample based on contest duration (short duration
S1, long duration S2). The dependent variable in the piecewise regression is
the buy-and-hold abnormal return, normalized to zero at the month when the
contest began (at # =0) and computed as BHAR;;; = M., @ +7ijs)

-, (@ + ril]’-;” ) going forward in event time, and as BHAR;j; =

5 ()" TR (1 +757 )" going backward, where i denotes
the bidder, j the contest, ¢ the event month, and bm the benchmark portfolio.
We used five benchmarks to measure the abnormal returns performance:
market returns, industry returns, one-factor adjusted returns, three-factor
adjusted returns, and four-factor adjusted returns. The interaction terms in this
model are as follows: Winner (W;j;) is a dummy indicating whether bidder i
was a winner in merger contest j. Period (t) is a variable counting event time.
Post-merger (Post;;;) indicates whether period t is in the post-merger
window. The mergers’ effects are reported as the long-run winner—loser
differences in CAR at t = 24 by estimating [@; &5 23. (a3 @;)] for each
contest duration sub-sample. Standard errors (in parentheses) are clustered by
contest, while asterisks *, ** and *** denote significance at the 10%, 5%,
and 1% levels, respectively.

Although the preferred sub-sample is the long-duration one, the results for the
short-duration sub-sample are also given for the sake of completeness. Each
regression was estimated for all five measures of abnormal performance. It
was found that the @5 coefficient is always statistically insignificant, which
agrees with the previous results reported in Table 3 and supports Hypothesis
1B, which asserts that winners’ and losers’ returns are not statistically
distinguishable in the 24 months leading up to the merger. These results are
consistent with the US-based results of Malmendier et al. (2012).

Surprisingly, we found that the estimated coefficients for a merger’s effect
were statistically insignificant for the two-year period after the merger’s
completion, so the performances of the winners and their matched losers
remained similar. This finding contradicts Hypothesis 3, which posits that a
winner’s post-merger performance differs from that of a matched loser.
Moreover, this similarity in performance between winners and losers was
observed in both the long-duration and short-duration sub-samples. These
results are inconsistent with the US results of Malmendier et al. (2012), who
divided their sample into four quartiles. They found that losers significantly
outperformed winners by 50% over the longest durations (Q4), with there also
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being insignificant differences between winners and losers in the two middle
quartiles (Q and Q3). In addition, they found a reversal of the trend in the
shortest-duration Q1. They argued that in the short-duration quartile, the
winner gains the most from a merger, while in the longest-duration quartile
Q4, the ex ante gains from the merger are more likely to be split equally
between the winner and loser. However, the estimates for Q1 to Q3 are not
critical because the losers did not closely compete with the winner in the
merger contest, so different combinations of winning and losing bidders
influence the causal effect.

Finally, Table 9 reports the results of estimating regression equation (4.3)
using the cumulative abnormal returns (CAR) as the dependent variable, and
these can be used to verify the results in the post-merger period as a robustness
test.

Table 9
Winner—loser differences in long-run cumulative abnormal returns
Depen
dent CAR(Mar CAR(Indu CAR(CAP
variab et " M) CAR(FF3) CAR(FF4)
les
Sub-

sampl Sl S22 St 82 St S2 S1 S22 S1  S2
e

0.01 0.06 0.02 0.07 0.09 0.14 0.07 0.06 0.03 0.04

Winne 5 9 1 1 2 4 ] 6 5 9
r(ay)
! (0.1 O.1 (0.1 (0.0 (0.1 (0.1 (0.1 (0.1 (0.1 (0.1

01) 10) 99) 34) 10)

05) 54)  65) 83) 40)
0.00 0.00 0.00

. - 4 - 02 - 4 j ) ) i

Period 1 0o 0.01 0.01 0.02 0.00 0.02 0.00

(a2) 5 (00 1 (0 o (O | 7 1 7
06) 06) 08)

—
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(0.0 (0.0 (0.0 0.0 (0.0 (0.0 (0.0
04) 05) 06) 07) 09 09) 08)
Winne 0.;)0 0.00 o.i)o 000 0.00 0.00 0.;)0 0.;)0 0.?())0 0.?())0
r X 3 2 1 6
period (0.0 (0.0 0.0 (0.0 (0.0 (0.0
(@) (0.0 0.0 (0.0 (0.0
3 04) 05) 05) 05) 05) 05) 06) 07) 07) 06)
Post 0'222 0'22 0.08 0.08 0'37 0.03 044 024 0.53 0.15
merge 39 7 6 2 0 3
r(as) (Oogi (9?5; 02 (0.2 (gz";’ (02 (04 (02 (04 (02
96) 02) 14) 10) 63) 70) 66)
Winne - - . -
v 007 005 o0 005 T oo 013 016 0.03 007
3 1 4 0 5 5
post- 9 1 0 9
mee 02 G 02 Qg 02 02 G S G O
r(as)  53) 26) 98) 16)
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; 000 000 000 000 0.00 000 002 001 0.02 0.00
5 4 1 2 0 1 3 8
post- 7 3
w00 0o G000 01 G0 (00 00 0o (0
r(@) 11)  09)
Winne
rx ST 000 T T
perio 000 0.00 0.00 0.00 0.00 " 0.00 0.00 0.00 0.00
4% 1 1 1 1 02 8 6 8 3
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fixed

effects

Merge - 405 005 . 003 . 002 000 0.02

r 006 )7 004 7 005 U7 000 T 0T

effects 1 1 6 5

Merge

rfft 022 022 037 021 028 036 0.89 049 0.99 0.57

?pfcs 7 5 7 6 3 5 0 9 6 2

value

R2 037 0.17 037 0.14 044 022 046 025 045 027
9 3 0 9 7 6 3 2 1 5

N 192 201 192 201 192 201 192 201 192 201

0 6 0 6 0 6 0 6 0 6

This table reports the winner-loser differences in long-run abnormal
performance for each sub-sample based on contest duration (short duration
S1, long duration S2). The dependent variable in the piecewise regression is
cumulative abnormal returns, normalized to zero at the month when the
contest began (at /=0) and computed as CAR; jit= 2§=1 (ry js — ri’};”) going
forward in event time andas CAR;;; =YX (rijs — 3" going backward,
where i denotes the bidder, j the contest, ¢ the event month, and bm a
benchmark portfolio. We used five benchmarks to measure the abnormal
returns performance: market returns, industry returns, one factor-adjusted
returns, three-factor adjusted returns, and four-factor adjusted returns. The
interaction terms in this model are as follows: Winner (W;j;) is a dummy
indicating whether bidder 1 was a winner in merger contest j. Period (t) is a
variable counting event time. Post-merger (Post; ;) indicates whether period
t is in the post-merger window. The mergers’ effects are reflected in the long-
run  winner—loser differences in CAR at t = 24 by estimating
[&; &5 23. (&5 @-)] for each contest-duration sub-sample. Standard errors (in
parentheses) are clustered by contest, while asterisks *, **, and *** denote
significance at the 10%, 5%, and 1% levels, respectively. We found that from
the beginning of the contest to two years after the merger’s completion, the
winner’s CAR was similar to that of the loser over the same period. In other
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words, regardless of how the abnormal returns were measured, the results
revealed no significant differences in post-merger performance for both the
long-duration and short-duration sub-samples.

Thus, the winners’ and losers’ activities over the two years after completing
the deal were tracked to investigate any similarities between the winners’ and
losers’ performances in the post-merger period. Figure 1 plots the number of
target firms that were acquired by the winners and losers two years after a
contested merger was completed.

Figure 1
Winners’ and losers’ merger activities in the two years after the contest
ends
12
10
8
6 & _ ®m Winner acquisitions
Loser acquisitions
4 | —— SN — R —
2 4 - —-—]-]- S e — = — ), — | - — |- ———
0 \|\|\ T \|\|\ T ‘l \|\ LI \|\|\ T T TTT \|\|\ \|\ \|\ T TTT \|\ 1
1357 9111315171921232527293133353739

This figure illustrates the frequency distribution of merger activity in terms
of the number of targets that were successfully acquired by either the winners
or losers in the two years following the completion date of the contested
merger.

We can see from the graph that the losers show more spikes than the winners
do when the number of acquired targets is greater than two. We found that the
losing firms were involved in more merger activities than the winners, with
average values of 1.95 and 1.35, respectively.

In other words, while the losing bidders might have lost that particular
contest, they generally went on to successfully acquire other targets over the
period from =1 to =24. These activities were also checked for the short-
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duration (S1) and the long-duration (S2) sub-samples. On the one hand, for
the short-duration sub-sample (S1), the losers were more involved in merger
activities than the winners, with average values of 2.88 and 0.7, respectively.
On the other hand, for the long-duration sub-sample (S2), the losers were less
involved in merger activities than the winners, with average values of 1.2 and
2, respectively. This contrasts with the findings of Malmendier et al. (2012),
who found that winners outperformed losers in their short-duration quintile
(Q1), while we found no significant difference between the performances of
winners and losers in our short-duration sub-sample. This may be because the
losers were more involved in other mergers than the winners in the two years
following the completion of the particular contest. Moreover, they found that
losers outperformed winners in the long-duration quintile (Q4), whereas we
found that the performances of winners and losers remained similar in our
long-duration sub-sample. This may be due to the losers being less involved
in other mergers, compared to the winners, in the two years after a contest
concludes. This phenomenon could explain why losing firms still perform at
a similar level to the winners in the post-merger period, regardless of the
contest’s duration.

6. Conclusions

This study evaluated firms’ returns after mergers to investigate whether a
bidding firm’s managers enhanced or eroded shareholder value in the long
term based on a novel dataset of 40 contested UK mergers between 1985 and
2009. This was achieved by following the methodologies of Malmendier et
al. (2012) and Rhodes—Kropf et al. (2005). In a contested merger, at least two
bidders compete for the same target, with both having a significant chance of
acquiring the target. We found that the abnormal returns of the winners and
losers were not statistically different, which is consistent with the findings of
Malmendier et al. (2012) for the US. These results therefore support the
notion of using a losing firm’s performance as a counterfactual for the
winner’s performance. Moreover, due to using the market-to-book equity
ratio breakdown of Rhodes—Kropf et al. (2005), we found that firms involved
in non-contested or contested mergers were significantly overvalued on
average. Using the losers’ returns as a counterfactual also helped control for
concerns about market misvaluation, because they had similar levels of pre-
contest overvaluation, which is in line with the main assumption of
Malmendier et al. (2012). However, we found that both winners and losers
are more overvalued than their targets in contested mergers, which is in line
with the misvaluation theories of SV (2003) and RKV (2004).
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Moreover, by using the post-merger performance of a loser to estimate what
the winner’s performance would have been had it not won the contest, no
significant differences were found between the winners’ and losers’
performances in the post-merger period regardless of the contest’s duration.
This departs from the US-based findings of Malmendier et al. (2012), who
found that winners outperform losers in their short-duration quintile, while
the winners underperform losers by 50% in their long-duration quintile.
Finally, on tracking the activity of winners and losers for two years following
the completion date, we found that in the short-duration sub-sample, the
losers tended to be more involved in merger activities than the winners. In the
long-duration sub-sample, meanwhile, the winners were more involved in
merger activities than the losing firms, which helps explain the continued
similarities in post-merger performances between the two groups. Indeed,
they both prevented their stock from declining even more than if they had not
acquired the undervalued targets, something that is inconsistent with the US-
based results of Malmendier et al. (2012).
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