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CHAPTER 9

Drivers of Shareholder Value Creation
in M&A: Event Study of the European

Banking Sector in the Post-financial Crisis
Era

Gimede Gigante, Mario Baldacchini, and Andrea Cerri

9.1 INTRODUCTION

The creation of sharcholder value for companies involved in M&A trans-
actions is one of the most discussed topics in the academic literature.
Many authors have questioned whether an organization’s choice to grow
by external means benefits shareholders or destroys value. In this context,
a series of studies have focused on operations characterizing the banking
sector, often obtaining conflicting results. Few studies, however, have
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analyzed the European market: until the 1990s, lack of cohesion among
countries and of unified regulation made it difficult to identify common
determinants of value creation. In the early 2000s, progressive integra-
tion at the European supranational level opened up new horizons and
resulted in a growing body of related scholarship. Yet more recently, the
2008 financial crisis completely upset the traditional competitive logic of
the sector, instituting radical and irreversible changes. New parameters
have consequently emerged for evaluating the ability of banks to generate
value for shareholders. The main objective of this chapter is therefore to
identify the new drivers guiding the reactions of market participants to
announcement of an acquisition. While the literature predating the finan-
cial crisis often focused on characteristics common to acquiring companies
that could explain abnormal returns occurring on the date of disclosure of
a corporate finance transaction, this study instead pays particular attention
to the characteristics of target companies. The underlying hypothesis is
that the market, in a period of crisis, awards premium returns to acquiring
companies if the acquired credit institution has high levels of opera-
tional efficiency, a good ability to manage impaired positions, and sound
capitalization.

The rest of the chapter is organized as follows. In Sect. 9.2, we reca-
pitulate the main drivers of the consolidation of the European banking
market in the period after the global financial crisis. We then summarize
the pertinent background literature (Sect. 9.3). Next, Sect. 9.4 delves
into our event study methodology, specifies the testable hypotheses and
defines the sample selection. In Sect. 9.5, we present the main results
of our analysis. Finally, Sect. 9.6 concludes reviewing the main thrust of
our results, ventilate the potential limitations of our study, and sketches
possible future avenues of research.

9.2 THE EUROPEAN BANKING SECTOR
IN THE Post-FiNnaNcIAL Crisis Era

The need to strengthen the European banking system in the years
following the financial and sovereign debt crisis resulted in a series of
both sector-specific and macroeconomic structural interventions. In this
regard, three reforms have strongly impacted the operation and prof-
itability of credit intermediation since 2010: (i) European Central Bank
(ECB) monetary policy and interest rates, (ii) Non-Performing Loans
and IFRS 9, and (iii) new capital requirements. Though these reforms
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have had negative consequences on growth outlook in the banking
industry, they have increased the solidity of the sector and provided
greater protections for the savings of account holders.

The highly expansive ECB monetary policy (i), implemented through
acquisitions of assets on the open market (Assez Purchase Program) and
Long-Term Refinancing Operations, has brought the main reference rates
into negative territory. While on the one hand, this has allowed for
an increased supply of credit to the real economy, enabling economic
recovery, on the other hand, the drop in interest rates has also influenced
the yields of loans, putting pressure on the Net Interest Margin, the main
revenue source for banks.

Another factor weakening bank performance has been the explosion
of Non-Performing Loans (ii), triggered by the economic crisis and poor
growth prospects in the Eurozone. Recognizing the seriousness of the
situation, banking authorities have proposed a reform of the accounting
standards used by financial instruments so that provisions made against
impaired positions better reflect expected and not incurred losses. The
resulting IFRS 9 went into effect in 2014—replacing IAS 39, which was
deemed inadequate for preventing situations of financial stress. Imple-
mentation of this new standard and the addenda introduced by the ECB,
however, have had negative consequences on the profitability of banks:
according to a 2019 PWC study, the initial adoption of IFRS 9 cost banks
an average increase of 9% in loan loss provisions and about 51 basis points
in terms of Core Tier 1 ratios.

Finally, the tightening of regulations regarding capital requirements
(iii) has limited the ability of financial institutions to exploit the leverage
effect and distribute wealth to sharcholders in order to improve their
resilience to high-stress scenarios. The new European CRR II and
CRD V directives have further raised minimum CET1 ratios for Global-
Systemically Important Banks to reduce systemic risk.

This period of crisis for the European banking sector has also had
consequences on M&A activity. Since 2010, there has been a steady
decline in both M&A volumes and values compared to the previous
decade. Interestingly, in the last 20 years Italy has far outperformed other
European countries in terms of the number of acquisitions, claiming
about 26% of the total number of European transactions effected since
2000. There has also been a significant reduction in cross-border deals,
which have literally stopped in the last decade. Analysis of deals closed in
the last 20 years moreover reveals a clear preference for the acquisition of
unlisted targets.
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9.3 LITERATURE REVIEW

The literature on mergers and acquisitions in the banking sector has
been heavily influenced by the evolution of the global financial system.
In the 1980s and 1990s, the deregulation of lending in Europe and the
U.S. gave rise to a merger wave that was also supported by increased
globalization and shrinking cultural distances among countries. Despite
a brief pause in 2002-2003, this consolidation process was interrupted
less by the global financial crisis of 2007-2008 than by the consequences
triggered by that crisis.

M&A was a key theme in the literature of the pre-crisis years, fueling
several strands of research. One strand focused on identifying why banks
seek external sources of growth (Focarelli & Pozzolo, 2001; Focarelli
et al.; 1999; Hagendorft et al., 2008; Hernando et al., 2008; Pasiouras
et al.,, 2007). Among the key findings in this path of inquiry was that
diversification, in terms of both product (e.g., bancassurance agreements)
and geographical area, influences the likelihood that a credit institution
will undertake an acquisition. The attractiveness of a given country’s
banking sector, possibility of exploiting economies of scale, and potential
advantages resulting from the restructuring of underperforming compa-
nies have also been found to affect acquisition processes. Another strand
of literature much debated in the first decade of the 2000s focused on
the merger premium. On this topic, American literature has been more
prolific than the European scholarship, whose main findings are encap-
sulated in two studies: Diaz and Azofra (2009) and Hagendorft et al.
(2010). These studies find that acquiring companies seem willing to pay
more for targets with high growth rates and lower risk if located in
countries with less stringent regulation.

Though M&A has therefore taken a back seat in recent year compared
to more topical issues, such as the impact of regulation or the determi-
nants of bank performance, the creation of shareholder value has always
remained central to the scholarship. This primary position derives from
the multiple applications of knowledge about sharcholder value creation:
in addition to indicating whether sharcholders and investors benefit on
the day a transaction is announced, research on the creation of share-
holder value also enables identification of the determinants influencing
increases in stock market returns. Tourani and Van Beek (1999) were
among the first to apply the methodology of short-term event studies in
the European market, finding negative but not significant announcement
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returns for the bidding company. On the other hand, evidence of posi-
tive and statistically significant returns has been found in research on
target companies. Using a sample of 54 deals selected from between 1988
and 1997, Cybo-Ottone and Murgia (2000) found statistically significant
positive returns at the announcement date for the sharcholders of bidding
companies. The authors also ascertained that the creation of value was
greater in cases in which deals were directed toward banks within the
same country or toward financial institutions that would enable greater
product diversification for the acquiring company. In the wake of these
results, Lepetit et al. (2004) also found evidence of non-significant posi-
tive returns for acquiring companies, particularly when the transaction is
made with the purpose of product diversification (e.g., credit institutions
in insurance).

According to a study by Campa and Hernando (2006), though returns
for target companies are positive at announcement, returns for acquiring
shareholders are significantly negative, even over longer periods of anal-
ysis (i.e., one month after the event). These authors find that, in the long
run, both acquiring and target companies experience negative abnormal
returns, even if they are not statistically significant. Hagendorff et al.
(2008) analyzed the determinants of abnormal returns in detail for the
first time, examining whether investor protection in a target’s country (i.c.,
the level of protection enjoyed by the company’s sharcholders) influences
how investors react to the announcement of a transaction. Performing
a comparative analysis across Europe and the U.S., this study identified
an inverse relationship of returns: acquiring banks realize higher returns
when the target is located in an economy with a low level of protec-
tion (such as European economies). Analysis of the study’s sample of 53
European mergers from 1996 to 2004 moreover confirmed the presence
of statistically significant positive returns for acquiring shareholders.

After publication of Hagendorft et al. (2008), analysis of the deter-
minants of abnormal returns became the central object of study in
Asimakopoulos and Athanasoglou (2013), Beltratti and Paladino (2013),
and all subsequent studies. Asimakopoulos and Athanasoglou (2013)
found that acquiring shareholders benefit more from domestic transac-
tions and from transactions between listed banks, concluding that acqui-
sitions of smaller, less efficient intermediaries do not generate increases
in shareholder wealth. Beltratti and Paladino (2013) shifted to the years
of the financial crisis: the study focuses on value creation in M&A trans-
actions from between 2007 and 2010, confirming the hypothesis that,



244  G. GIGANTE ET AL.

due to uncertainty, investors react only partially at the announcement of
a transaction but positively at its completion date. This finding contra-
dicts the previous evidence of long-term negative returns (e.g., Campa &
Hernando, 2006). According to Beltratti and Paladino (2013), returns at
the announcement date are positively related to the ROE and leverage of
the bidding company. It is thus likely that, during the crisis, market partic-
ipants concluded that banks with more profitability and capitalization
were better able to exploit synergies from an acquisition.

The impact of the financial crisis was also the central theme in Rao-
Nicholson and Salaber (2015). Focusing on cross-border transactions,
this study noted that, after 2007, only acquisitions involving buyers in
developing countries and targets in developed countries generated posi-
tive and significant returns for shareholders. Kyriazopoulos and Drym-
betas (2015) returned focus to the pre-crisis period and confirmed the
absence of significant returns to bidding shareholders at the announce-
ment of domestic deals. However, taking a longer time period (-10, +
10 days) into account, abrormal returns became negative. The authors
also concluded that a more balanced capital structure in the target
company positively effects value creation. According to Kyriazopoulos
(2016), in M&A transactions between banks in Eastern Europe, acquirers
have positive and statistically significant returns if an acquisition is paid
for with cash on hand and if the target’s country is characterized by high
industry competitiveness.

The most recent study in this area was conducted by Leledakis and
Pyrgiotakis (2019). Analyzing returns for acquirers using a sample of 312
extraordinary transactions among commercial banks announced between
1998 and 2016, this study observed negative overall returns. However,
after dividing the sample into “pre-crisis” (M&A from 1998 to 2008)
and “crisis” (M&A from 2008 on) subgroups, the authors noted nega-
tive and statistically significant abnormal returns in the “pre-crisis period”
and positive returns in the “crisis” period. Moreover, as in Beltratti
and Paladino (2013), returns turned out to be positively influenced
by the leverage of the acquirer and degree of market concentration of
the target country (measured by the Herfindahl-Hirschman Index and
Concentration-5 Index).

Brief mention should also be made of the findings of studies focused
specifically on the US market. Unlike the European literature, US schol-
arship has obtained statistical evidence that the shareholders of bidding
companies do not benefit from increases in wealth from acquisitions
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(DeLong, 2001; DeLong & DeYoung, 2007). Brewer and Jagtiani
(2013) have also found evidence of a positive relationship between acqui-
sition of the status of Too-Big-To-Fail by bidding credit institutions
and those institutions’ returns at the announcement of the transaction
through which they attained that status.

94 RESEARCH METHODOLOGY
9.4.1  Event Study

To analyze the creation of sharcholder value on the date of a merger
announcement, an event study was performed. This widely employed
methodology measures the impact of an exogenous event on the market
price of a security in the short term. Event studies assume the efficiency
of markets and rationality of operators, presuming that the information
transmitted by an event will be immediately reflected in the prices of
securities.

The informational content of an event is measured through compar-
ison of abnormal rveturns with a benchmark return, also called a normal
return, which is calculated using a model for estimating expected returns.
If abnormal returns differ in a statistically significant way from normal
returns in the time window in which an event takes place, it is possible to
conclude that the information contained in the event has had an impact
on the value of the companies under analysis.

This chapter followed the event methodology proposed by Campbell
et al. (1997), which involves the following steps: (i) event identifica-
tion; (ii) sample selection; (iil) identification of abmormal returns; (iv)
estimation procedure; (v) significance testing; and (vi) interpretation and
conclusion. For step (i), an event window of 21 days was used, which is
in line what is suggested by the literature; this time period included the
10 days both before and after the event date (day 0) and an estimation
window of 240 days, which is equal to a time span extending from 251 to
11 days before the merger announcement date (250 trading days corre-
spond approximately to one calendar year). Therefore, L1 = T1 — TO is
defined as the duration of the estimation window and L2 = T2 — T1 as the
duration of the event window. Step (ii) will be discussed more extensively
below. Steps (iii) and (iv) consist in the estimation of abrormal returns,
i.e., returns considered abnormal compared to a benchmark expected
return. In this study, the market model was used to estimate benchmark
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returns. This is the most frequently used model in the literature, due to
its predictive power and simplicity of application.

After estimating the market model parameters based on the returns in
the estimation window, it was possible to calculate the abnormal returns
(ARs) of each security in the event window as:

ARi; = Riy — @i + BiRn.s 9.1)

where R;; represents the return of the i-th security at time ¢ in the event
window. It is common practice to aggregate Ars around the event date to
obtain the Cumulative Abnormal Returns (CARs):

15
CARi(t1,12) = > ARi; 9.2)

1=1

where 71 < 11 < 1o < T5. . The significance tests under (v) are designed to
test for the existence of a causal relationship between an abnormal return
and an event. Using a sample of securities, returns can be further aggre-
gated by security. Given a number of securities equal to N, the Average
Abnormal Return (AAR) is defined for period t and the Cumulative
Average Abnormal Returns (CAARs) are determined.

M=

AAR, = + ¥ ARy, 9.3)
i

= 1

CAAR(t,©) = & Y. CAR;i(11, 1) (9.4)

—

The following hypothesis test was therefore constructed:

Hyp: AAR; =0 Hy : AAR; #0

Hyp:CAAR =0 H;:CAAR #0

Rejecting the null hypothesis, it is possible to conclude that an event
has a statistically significant impact on the market value of the securities
included in the sample. AARs and CAARs have an important statistical
property: under the null hypothesis HO, they normally distribute with a
mean of zero and variance equal to the variance of the error term of the
market model.
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The tests performed on the AARs and CAARs in this study were both
parametric and nonparametric, since using only parametric tests could
lead to unreliable conclusions if the assumption regarding the normal
distribution of AARs were incorrect. The parametric tests performed were
the cross-sectional t-test, portfolio method t-test, and the test proposed in
Patell (1976). While in the first two, it is possible to over-reject the null
hypothesis due to event-induced volatility, Patell’s test uses Standardized
Abnormal Returns (Ars). The non-parametric tests employed were the
Corrado (1989) Rank Test and the Cumulative Rank Test proposed in
Hagnis and Pynonnen (2014). The latter test is essentially an extension
of the former, since in its original formulation, the Corrado Rank Test
was not intended for CARs.

In addition to analysis of the data (vi) obtained, a cross-sectional
multiple linear regression was also performed to search for the determi-
nants of CARs.

9.4.2  Objectives of the Analysis

As highlighted above, short-term studies of the European banking system
have obtained mixed results, particularly in determining the Ars of an
acquiring firm. Leledakis and Pyrgiotakis (2019), for instance, suggest
that investor expectations have changed in the post-financial crisis period:
bidding shareholders benefit on average from statistically significant value
increases. The first objective of this chapter is therefore to confirm this
effect on a sample of M&A transactions announced from 2010 to 2020
using the event study methodology described above.

In addition to measuring the magnitude of abnormal returns in the
sample and their statistical significance, the second objective of this
chapter is to identify some factors that influence the CARs. For this
type of analysis, it is common practice to use a cross-sectional regression
that takes the CAR of a given acquisition as the dependent variable with
respect to some independent variables. European scholarship has devoted
particular attention to analyzing the characteristics of the acquirer! and
the operation,” underestimating the impact a target company can also

1 Leledakis and Pyrgiotakis (2019), Kyriazopoulos and Drymbetas (2015), Beltratti and
Paladino (2013).

2 Hagendorff et al. (2008); Campa and Hernando (2006).
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have on the bidding company’s returns—not just in terms of profitability?
but also in terms of operational efficiency, asset quality, level of capi-
talization, and diversification. This study therefore addresses a set of
characteristics of target companies to evaluate if they impact the expec-
tations of the acquirer. In the cross-sectional regression, the following
assumptions were made:

Hypothesis 1 Asset Quality and Capitalization: investors should react posi-
tively to the acquisition of targets that have good asset quality and a good
level of capitalization.

Hypothesis 2 Business Model: investors should react positively when the
acquisition involves targets whose business models are efficient and have
balanced exposure to interest rates.

Hypothesis 3 Hypothesis 3—Diversification: investors should react posi-
tively to deals that allow for diversification of the acquirer’s business
model.*

Hypothesis 4 Behavioral Finance and Merger Waves: according to the
theory of behavioral finance and merger waves, on the announcement
date of an extraordinary transaction, overvalued companies should expe-
rience negative returns.”

The first three hypotheses refer to variables exclusively linked to the
characteristics of the target. The fourth hypothesis, on the other hand,
verifies whether the theory of behavioral finance applies even in a period
of crisis such as that experienced by the European financial sector in the
last decade. In addition to these variables, other variables related to the
bidding company have been found to have significant impact on CARs by
some studies.

3 Hagendorff et al. (2008) found a significant inverse relationship between the CAR
and EPS of the target; Kyriazoupoulos (2016) found a non-significant positive relationship
with ROE.

4 DeYoung et al. (2009); Leledakis and Pyrgiotakis (2019), and Beltratti and Paladino
(2013).

5John et al. (2013), Chidambaran et al. (2010), Rhodes-Kropf et al. (2005); and
Shleifer and Vishny (2003).
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9.4.3  Selection of the Sample

The deals sample was extracted from Securities Data Company (SDC)
Platinum by the provider Refinitiv, with a reference time frame including
all M&A deals announced from January 1st; 2010 to November 30th,
2020. The sector of each deal was identified by SDC’s “DA” (i.e.,
Commercial Banks, Bank Holding Companies) and “DB” (i.e., Savings
and Loans, Mutual Savings Banks) codes. The geographic area of the
sample was Europe (understood in a broad sense to include neighboring
countries that—due to trade relations, market affinity, and the presence
of relevant international financial institutions—are considered part of the
European banking system). In Table 9.1, you can find a summary of deals
by country. To enable collection of the target variables, some minimum
information about each deal was required for inclusion in the sample:
transactions without a stated value for the acquisition or in which the
percentage of acquired shares was less than 3% were excluded. Further
adjustments were necessary to avoid overlapping estimation windows for
acquisitions made by the same company, to eliminate NPL purchases
by banking institutions operating in the servicing sector, and to merge
transactions announced jointly for the same target but aimed at different
groups of sharcholders. The sample thus contained 153 transactions.

The necessity of adding the target variables to the cross-sectional rvegres-
sion also affected the sample size: target lending institutions whose data
could not be found were removed from the cross-sectional analysis. The
final sample for the multiple linear regression therefore included 108
transactions.

To allow for further layers of analysis, the sample was divided into
sections. Panels A and B were identified based on the listing status of the
target, with Panel A encompassing listed companies and Panel B unlisted
companies. Panels C, D, and E, on the other hand, divided the sample
based on the geographic macro-area of the acquirer: “Southern Europe,”
“Eastern Europe,” and “Northwestern Europe,” respectively.
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Table 9.1 Summary of

deals by country Country Number of deals

Italy 40
Spain 22
Russian Fed 15
Denmark 13
Poland 10
France
Switzerland
Greece
Norway
Austria
Turkey
Germany
Sweden
Slovenia
Romania
Georgia
Netherlands
Liechtenstein
Portugal
Bulgaria
Cyprus

N

o e e = = = NN TN NN N

92}
w

9.5 EMPIRICAL RESULTS
9.5.1  Results of the Event Study

Tables 9.2 and 9.3 present the main results of the event study for the
entire sample of 153 deals. The results show that bidding investors react
positively to the announcement of a deal. The average return on day zero
was +0.78% and was found to be statistically significant. In addition,
the 3-day and 5-day CAARs around the announcement date were also
positive and statistically significant, highlighting that acguirers achieve an
average gain of +0.88% and +0.96%, respectively. Despite being signifi-
cant under parametric tests, the 5-day CAARs did not pass the Rank Test.
This suggests that either event-induced volatility or the assumption of a
normal distribution of ARs might have led to erroneous rejection of the
null hypothesis.
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Analyzing event window returns over a longer time period, however,
this observation was reversed: in the 10 days following the announce-
ment, the CAARs of acquiring companies became negative, though not
statistically significant. Specifically, the [0.5] and [0.10] CAARs were
—0.02% and —0.51%. This could indicate that, after an initial positive reac-
tion, the market enacts a downward revision of expectations regarding the
value creation of companies involved in the transaction. Finally, analysis
of CAAR [-10, +10], which covers the entire event window, demon-
strates that acquirers experience statistically significant negative returns
of —1.92%.

The gains experienced during the days around the announcement fail
to offset the negative abnormal returns that occur when taking the longer
time frame into consideration. These results are aligned with scholar-
ship that has found evidence of positive, though not significant, CAARs
(Cybo-Ottone & Murgia, 2000; Hagendorff et al., 2008; Lepetit et al.,
2004). In addition, since the positive returns of the sample were also
significant, the findings of the recent study by Leledakis and Pyrgio-
takis (2019) seem confirmed by these results. It is therefore possible
to conclude that changes in the banking sector in the last decade have
also had an impact on the reactions of investors to announcements of
M&A deals. Consolidation can be seen as a value-generating process,
given the negative earnings outlook and high regulation of the banking
sector. Finally, the negative CAR for the entire event window aligns with
the similar non-significant results Kyriazopoulos and Drymbetas (2015)
obtained using a panel of domestic deals.

Table 9.4 shows the results of the event study after division of the
sample based on the listing status of the target into Panel A (listed) and
Panel B (unlisted).

The CAARs obtained in Panel A are in line with the analysis of the
entire sample: a positive effect can be observed around the time of
announcement, but the overall effect is negative if the analysis is extended
to include the entire event window. However, compared to the whole
sample, the 3-day and 5-day CAARs, though positive, are not significant.
Furthermore, the returns for CAAR [-10, 10] and for CAAR [0, 10] are
decidedly negative, at —4.58% and —2.72%, respectively. Panel B, on the
other hand, shows significant and positive returns in each event window.
In particular, in the three days around the announcement date, bidders
experience positive and significant ARs of +1.23%.
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Joint analysis of the two panels reveals different behavior based on
whether the acquiring company is involved in a transaction with a listed
or unlisted credit institution. Though both cases demonstrate an increase
in value at the announcement date, in cases where a target is unlisted,
the acquirer’s sharcholders benefit from positive returns throughout the
event window. Therefore, to test the hypothesis that the acquisition of
an unlisted financial institution creates greater value for acquiring share-
holders than the acquisition of a listed target, a z-test was performed
to analyze the difference in averages between two independent samples.
The results, reported in Table 9.5, seem to confirm the hypothesis, espe-
cially for CAAR [-10, 10] and CAAR [0, 10], whose z-test values are
statistically significant at the 10% level.

Table 9.6 presents the results of the event study based on Panels C,
D, and E, reflecting the following respective geographic areas of origin
for acquiring companies: Southern Europe, Eastern Europe, and North-
western Europe. Panel C, which represents Southern Europe, reveals
considerable uncertainty: beyond the day of announcement, there is no
statistical significance to confirm positive or negative returns on average
in the identified time windows.

For acquirers in the region of Eastern Europe, M&A transactions do
not create shareholder value. CAARs are negative in both the ten days
leading up to a deal and the ten days following it, with an overall negative
return in the event window of —4.63%. On the other hand, for acquirers
in Northwest Europe, CAARs are positive: banking M&A deals create
value. On the day of announcement, there is an average gain of 1.63%,
which becomes 2.32% over a 3-day window and reaches 3.27% in a 5-day
window. To test whether the difference between the two regions (Eastern
and Northwest Europe) was significant, a ¢-test was also performed for the
difference in averages of the two independent samples (Table 9.7). The
results confirm that, on average, the shareholders of acquirers located in
Northwestern European countries benefit from higher value creation than
the shareholders of companies located in Eastern European countries.

There could be various reasons why reactions differ across the three
geographic areas identified. The absence of statistical significance in the
returns in Panel C could reflect the uncertainty characterizing the coun-
tries that suffered most from the sovereign debt crisis due to the fragility
of their banking systems. The results for Panel D are partially in line with
the findings of Leledakis and Pyrgiotakis (2016), which studied a sample
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of 69 M&A deals announced in Eastern European countries from 1995
to 2015.

9.5.2  Cross-Sectional Regression

This section presents the results of the cross-sectional regression, employing
CAR [-1, +1] as the dependent variable with respect to the independent
variables. The 3-day CAR was selected because of its statistical significance
(demonstrated in Table 9.3). Table 9.8 displays the results of the multiple
linear regression performed on the entire sample. Model (1) includes all
variables, while model (2) includes only variables related to the acquired
company; model (3) shows variables related to the acquirer and to the
deal. This division aims to isolate the effect of the variables in relation to
the target.

The variables related to the target company seem to have a greater
influence on the 3-day CAR than the set of variables related to the type
of deal and acquiring company: the Adjusted R-Squared coefficient of
model (2) is higher than that of model (3).

The statistical significance of coefficients 7 _NPL Ratio and
T _Equity_Loans confirms Hypothesis 1—Asset Quality and Capital-
ization, according to which investors would prefer financial institutions
with low NPL levels and high levels of capitalization. The variable
T_NPL_Ratio assumes a negative quadratic relationship with returns
at the announcement date. This could indicate that the market reacts
positively to NPL ratio levels in the target that are judged sustainable and
reacts negatively to excessive levels that could require costly de-risking in
the future. The output of the model also presents results that are partially
aligned with expectations for Hypothesis 2—Target Structure: on the one
hand, the negative influence on the CARs of variables T"_Loans Assets and
T Deposits_Assets confirms that the market rewards acquisitions of target
companies with more diversified balance sheet structures that are less
linked to interest rates. On the other hand, the findings show no evidence
for the hypothesis that the acquirer can create more value through acqui-
sition of a credit institution with high operational efficiency, as measured
through the variable T"_Cost_Income. The coefficient associated with this
variable is positive and statistically significant, suggesting that investors
see a potential to exploit synergies by restructuring inefficient targets.
Hypothesis 3—Diversification is not confirmed. In fact, in the output of
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Table 9.2 Cumulative average abnormal return: entire sample

Cross-sectional Portfolio Patell test  Rank test
T-test method T-test
Entive sample (%) T-value T-value Z-value Z-value
(N = 153)

-10 -0.09 -0.51 -0.49 -1.17 -0.85
-9 -0.28 -1.50 -1.44 -0.71 -0.99
-8 -0.02 -0.08 -0.08 -0.31 -0.61
-7 0.22 1.18 1.13 0.70 0.59
-6 -0.26 -1.42 -1.37 -1.46 -1.40
-5 -0.19 -1.02 -0.98 -0.53 -1.11
—4 -0.29 -1.56 -1.50 -1.55 -1.05
-3 -0.25 -1.34 -1.29 -0.95 -1.21
-2 0.47 2.53** 2.43%* 2.25%* 2.14**
-1 -0.22 -1.17 -1.13 -1.06 -1.04

0 0.78*** 4.22%** 4.05*** 4.14***  2.61***
1 0.29 1.56 1.50 2.26** 1.09

2 -0.37 -1.97* -1.89* =3.04***  _2.34**
3 -0.01 -0.08 -0.08 -0.76 -0.90

4 -0.62 —3.33%** —3.20%** -3.06***  —0.62

5 -0.09 -0.51 -0.49 0.05 0.87

6 -0.46 -2.50** —2.40** -2.50** -1.57

7 -0.15 -0.79 -0.76 -0.81 -0.29

8 -0.08 -0.42 -0.40 -0.16 0.74

9 0.10 0.55 0.53 -0.28 0.50
10 0.10 0.52 0.50 -0.23 -0.71

Average Abnormal Returns resulting from the event study based on the entire sample of 153 deals
announced between 2010 and 2020. The symbols denote the following levels of statistical significance
of with a two-tailed z-test: (*) significant at 0.1; (**) significant at 0.05; (***) significant at 0.01

model (1), the variable 7__Diversif is not significant, despite having a
positive influence on the dependent variable.

Moreover, the dummy variable D_Domestic highlights that transac-
tions between companies within the same nation on average benefit from
a positive return of +1.84% compared to cross-border transactions. In
model (3), the dummy is also found to have greater impact and statis-
tical significance. With respect to Hypothesis 4—DBehavioral Finance and
Merger Waves, there is insufficient empirical evidence to confirm the
hypothesis that overvalued companies finance acquisitions through share
trading. The interaction between A_Pby and D_Stocks was also tested,
but lack of significance led to its exclusion. Finally, the characteristics of
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Table 9.3 Cumulative average abnormal return: entire sample

Cross-sectional  Portfolio method — Patell test Rank test
T-test T-test

Entire Sample (%) T-value T-value Z-value Z-value
(N = 153)
CAAR [-10,10] -1.42 -1.80* -1.73* —2.27** -1.89*
CAAR [-105]  -0.93 ~1.31 _1.44 142 -1.23
CAAR [-5,5] ~0.50 ~0.86 “1.14 ~0.80 ~0.50
CAAR [-1,1] 0.86 2.59** 6.59*** 2.94%%* 2.25**
CAAR [-2,2] 0.96 2.27** 4.46*** 1.93* 0.98
CAAR [0,5] -0.02 -0.10 -0.18 -0.29 0.27
CAAR [0,10] -0.51 -0.99 -1.31 -1.64 -0.32

Cumulative Average Abnormal Returns resulting from the event study based on the entire sample of
153 deals announced between 2010 and 2020. The symbols denote the following levels of statistical
significance with a two-tailed #-test: (*) significant at 0.1; (**) significant at 0.05; (***) significant

at 0.01

Table 9.4 Event study results: Panel A & Panel B

(%) Cross-sectional  Portfolio method — Patell test Rank test
T-test T-test

T-value T-value Z-value Z-value
Panel A: Listed (N = 67)
AR [0] 1.17 3.97%%* 4.03*** 2.88%** 1.57
CAAR [-10,10] —4.58 —3.40*** —3.45%** =3.12*** D 50**
CAAR [-10,5] -2.77 -2.36** —2.73%** —2.17** -1.46
CAAR [-5,5] -1.85 -1.90* -2.66*** -1.66* -0.84
CAAR [-1,1] 0.38 0.74 1.99** 0.59 0.69
CAAR [-2,2] 0.42 0.64 1.33 0.03 ~0.18
CAAR [0,5] -0.91 -1.26 -2.39** -2.20** -1.00
CAAR [0,10] -2.72 —2.79*** -3.90*** -3.31***  -2.02**
Panel B: Non-listed (N = 86)
AR [0] 0.49 2.03** 1.84* 2.97*** 2.00**
CAAR [-10,10] 1.04 0.95 0.86 0.08 -0.10
CAAR [-10,5] 0.50 0.53 0.55 0.18 ~0.26
CAAR [-5,5] 0.56 0.71 0.88 0.55 0.13
CAAR [-1,1] 1.23 2.97*** 7.12%** 3.59%** 2.57**
CAAR [-2,2] 1.38 2.59** 4.80*** 2.69%** 1.57
CAAR [0,5] 0.67 1.15 1.94% 1.71* 1.25
CAAR [0,10] 1.21 1.52 1.91* 1.15 1.53

Cumulative Average Abnormal Returns resulting from the event study, divided according to the
listing status of the target company. The symbols denote the following levels of statistical significance
with a two-tailed #-test: (*) significant at 0.1; (**) significant at 0.05; (***) significant at 0.01
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Table 9.5 T-test difference between means of two independent samples

Panel B vs Panel A Panel B Panel A Difference T-
value
AR [0] 0.49 1.17 -0.68 0.80
CAAR [-10,10] 1.04 —4.58 5.62 1.79*
CAAR [-10,5] 0.50 -2.77 3.27 1.13
CAAR [-5,5] 0.56 -1.85 2.41 0.99
CAAR [-1,1] 1.23 0.38 0.85 0.68
CAAR [-2,2] 1.38 0.42 0.96 0.56
CAAR [0,5] 0.67 -091 1.58 1.09
CAAR [0,10] 1.21 -2.72 392 1.93*

Results of a two-tailed #-test for the difference in means between two independent samples with
different variances. Symbols denote the following levels of statistical significance with a two-tailed
test: (*) significant at 0.1; (**) significant at 0.05; (***) significant at 0.01.

acquiring companies show low levels of significance when compared to
the characteristics of targets. CARs are positively affected by the acquir-
er’s Roe (A_Roe) and the number of deposits divided by total assets
(A_Deposits_Assets). The variable A_Serial turns out to be significant
only in model (3): “serial” acquirers who made more than 4 transac-
tions in the 2010-2020 period were rewarded by the market in terms
of announcement returns.

The models presented here were subjected to statistical analysis of
outliers, high leverage and influence, heteroscedasticity (Breush—Pagan
test), and multicollinearity ( Variance Inflation Factor). No critical issues
were found. However, three observations were eliminated from the 108
originally identified because they simultaneously indicated outliers, high
leverage, and influence. This elimination significantly improved the overall
significance of the model.

Models (4) and (5) shown in Table 9.9 respectively refer to the
multiple linear regression of CAR [-1, +1] and all independent vari-
ables for cases in which listed or unlisted targets were involved in the
transaction.

If the output of the event study revealed noteworthy results, the cross-
sectional regression performed on both panels did not bring to light any
relevant findings with respect to the hypotheses. In model (4), analysis of
Panel A (transactions concluded with listed banks) revealed that investors
focus on the deposits to total assets ratio for both target and acquirer
company. The only significant variables in model (5) were those related
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Table 9.6 Event study results: Panel C, Panel D, and Panel E

(%) Cross-sectional Portfolio method — Patell test  Rank test
T-test T-test
T-value T-value Z-value Z-value

Panel C: South (N = 72)
AR [0] 0.61 2.01** 2.05** 2.40** 2.42**
CAAR [-10,10] -0.88 ~0.63 ~0.65 ~0.52 ~0.15
CAAR [-10,5] -0.92 -0.75 -0.88 -0.45 -0.22
CAAR [-5,5] 123 “1.21 _1.72% ~0.89 ~0.16
CAAR [-1,1] 0.30 0.57 1.54 1.21 1.85*
CAAR [-2,2] 0.23 0.34 0.71 0.32 0.75
CAAR [0,5] 0.00 0.00 -0.01 -0.12 0.45
CAAR [0,10] 0.03 0.03 0.04 -0.27 0.77
Panel D: East (N = 38)
AR [0] 0.22 0.66 0.67 0.55 -0.17
CAAR [-10,10] —4.63 —2.99*** —3.05%** —3.49*** 3 3] ***
CAAR [-10,5] -3.48 —2.57** -3.01%** —2.95%** 3 16***
CAAR [-5,5] -1.81 -1.62 —2.28** -1.97**  -2.01**
CAAR [-1,1] ~0.03 ~0.05 ~0.12 ~0.13 “1.18
CAAR [-2,2] -0.68 -0.90 -1.88* -0.85 -1.53
CAAR [0,5] -1.58 -1.92* -3.66*** —2.49** -2.03**
CAAR [0,10] -2.74 —2.45*%* —3.45%** =3.11*** 2 2D2%*
Panel E: North-West (N = 43)
AR [0] 1.63 5.56%** 5.72%%* 4.67*** 1.93*
CAAR [-10,10] 0.33 0.24 0.25 -0.01 0.01
CAAR [-10,5] 1.01 0.86 1.01 0.60 0.73
CAAR [-5,5] 1.82 1.87* 2.66*** 1.65 1.23
CAAR [-1,1] 2.32 4.55%%* 12.40%** 3.82%** D 45%**
CAAR [-2,2] 3.27 4.98*** 10.50*** 3.57%** 1.96*
CAAR [0,5] 0.90 1.24 2.40** 1.53 1.41
CAAR [0,10] 0.21 0.22 0.31 0.40 0.49

Cumulative Average Abnormal Returns resulting from the event study divided according to Panels
C, D and E, which identify the geographic area of origin of the purchasing company. The symbols
denote the following levels of statistical significance of a two-tailed #-test: (*) significant at 0.1; (**)
significant at 0.05; (***) significant at 0.01

to Hypothesis 1—Asset Quality. However, the low overall significance of
the model does not allow us to make inferences or draw conclusions based

on the data presented in the output.

In the analysis of the cross-sectional regression for Panels C, D and E, on
the other hand, a critical point emerged regarding the sample size: while
Panel C includes 54 observations, constituting just over 50% of the total
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Table 9.7 T-test for the difference in means of two independent samples

Panel E vs Panel D Panel E Panel D Difference T-
value
AR [0] 1.63 0.22 1.41 1.13
CAAR [-10,10] 0.33 —4.63 4.96 1.52
CAAR [-10,5] 1.01 -3.48 4.49 1.69*
CAAR [-5,5] 1.82 -1.81 3.64 1.53
CAAR [-1,1] 2.32 -0.03 2.35 1.70*
CAAR [-2,2] 3.27 -0.68 3.95 2.09**
CAAR [0,5] 0.90 -1.58 2.48 1.20
CAAR [0,10] 0.21 -2.74 2.95 1.03

Results of a two-tailed #-test on the difference in means between two independent samples with
different variances. Symbols denote the following levels of statistical significance of a two-tailed #-test:
(*) significant at 0.1; (**) significant at 0.05; (***) significant at 0.01

sample, Panels D and E, taken individually, did not contain a sufficient
number of M&As to obtain significant results. It was, therefore, necessary
to merge these panels to achieve significant results.

To account for the diversity across geographic areas, dummy variable
D_West was added, which takes a value of 1 if the observation is classified
in Panel E (Northwest Europe) and 0 if belonging to Panel D (Eastern
Europe). This variable was added due to the results of the analysis of
the differences among clusters in Table 9.10 and shows that acquirers
located in the Northwest region obtained a higher average gain at the
announcement date than those in the Eastern region.

The output of model (6) again highlights the relevance of NPLs, espe-
cially if interpreted in light of the weakness of the banking sector in the
countries of Southern Europe. Furthermore, it seems evident that the
market rewards domestic transactions with an average gain of +5.196%.
This result is consistent with the need repeatedly stressed by the ECB to
initiate a consolidation process to ensure the solidity of the national finan-
cial systems of Southern Europe, which are strongly dominated by small
savings and cooperative banks. Here, the event window returns are also
positively influenced by the ROE and M&A track records of acquiring
companies, meaning the market positively assesses the acquirer’s ability to
generate value and increase its size through numerous acquisitions.

Finally, model (7) does not present any particularly relevant insights.
Though confirming that transactions in the North-West cluster benefit
from an average gain of +0.8% with respect to those in the East, the
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Table 9.8 Cross-sectional regression: entire sample

(1) Full model (2) Target (3) Deal and
acquirer

Constant Coeff. T-value Coeff. T-value Coeff. T-value
T _Npl_Ratio -5.282 -1.09 -1.307 -0.31 —6.430  -2.99***
(T_Npl_Ratio)? 0.393 2.59** 0.444 3.37***
T"_Equity_Loans -0.010 -2.42** -0.011 —3.21%**
T_Deposits_Assets 0.067 1.72* 0.057 1.50
T Loans_Assets -0.079 -2.84***  -0.080 —2.87*x*
T _Cost_Income -0.037 -091 -0.021 -0.57
T _Diversif 0.063 2.71%** 0.071 2.96***
D_Domestic 0.004 0.14 0.010 0.35
D_Stocks 1.837 1.61 2.899 2.62**
A_Pby 0.025 0.02 -0.550 -0.45
A_Run_Up -0.041 -1.57 -0.020 -0.73
A_Roe -0.027 -1.56 -0.014 -0.76
(A_Roe)? 0.084 1.44 0.018 0.29
A_Deposits_Assets 0.003 1.70* 0.003 1.78*
A_Serinl 0.057 1.75* 0.076 2.23**
A_Relsize 1.824 1.59 2.664 2.29%*

-0.848 -0.76 -0.046  -0.04
N 105 105 105
F-Statistic 3.44 4.62 2.18
Adj. R? 0.27 0.20 0.09

Output of multple linear regression with dependent variable CAR [-1, +1]. Symbols denote the
following levels of statistical significance of a two-tailed #-test: (*) significant at 0.1; (**) significant
at 0.05; (***) significant at 0.01

dummy variable D_West results in a non-significant coefficient. Also in
this case, Hypothesis-1 seems to be verified, since the significance of the
NPL ratio of the target is confirmed.

9.6 CONCLUSIONS

The empirical evidence shows that when acquisitions in the European
banking sector are announced, shareholders of the acquiring company
benefit from positive returns on average. While many authors have tried
to verify whether there are characteristics common to acquiring compa-
nies that influence value creation in M&A transactions, little attention has
been given to the traits of target companies. This study therefore shows
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Table 9.9 Cross-sectional regression: Panel A and Panel B

Variables (4) Panel A—Listed (5) Panel B—Unlisted
Coeff T-value Coeff T-
value
Constant —4.464 -0.45 -6.911 -1.08
T_Npl_Ratio 0.356 1.73* 0.465 1.78*
(T_Npl_Rutio)Z -0.008 -1.44 -0.012 -1.78*
T_Equity_Loans -0.101 -0.81 0.087 1.90*
T _Deposits_Assets -0.195 -3.36** -0.046 -1.19
T _Loans_Assets -0.024 -0.28 -0.022 -0.42
T_Cost_Income 0.076 1.45 0.045 1.39
T_Diversif 0.096 1.23 0.008 0.18
D_Domestic 0.983 0.55 -0.055 -0.03
D_Stocks 1.147 0.55 -2.145 -1.22
A_Pbv -0.015 -0.44 -0.051 -0.96
A_Run_Up -0.019 -0.76 -0.015 -0.52
A_Roe 0.076 0.41 0.029 0.26
(A_Roe)? 0.002 0.38 0.001 0.32
A_Deposits_Assets 0.133 2.67** 0.086 1.63
A_Serial 1.603 1.04 2.454 1.12
A_Relsize 0.837 0.40 -1.586 -0.98
N 44 61
F-Statistic 3.372 1.617
Adj. R? 0.46 0.14

Output of multiple linear regression with dependent variable CAR [-1, +1] for Panel A and Panel
B. Symbols denote the following levels of statistical significance of a two-tailed z-test: (*) significant
at 0.1; (**) significant at 0.05; (***) significant at 0.01

that the characteristics of a target financial institution, which relate to the
main issues briefly discussed in the first section of this chapter—interest
rates, NPLs, capital requirements, and declining M&A volumes—are
among the main determinants of a bidding company’s abnormal returns.

Segmenting the sample into different panels also revealed noteworthy
results. When targets are listed entities, the CARs of acquirers are nega-
tive, whereas if targets are private companies, returns are positive. This
could indicate that market participants negatively discount the possibility
of integrating two corporate cultures and two different modus operandi
that are already well-established in the market. Analysis of the determi-
nants, however, did not reveal particularly significant results in economic
terms.
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Table 9.10 Cross-sectional regression: Panels C, D, and E

(6) Panel C (7) Panel D & E

“Southern Europe” “Rest of Europe”
Variables Coeff T-value Coeff T-value
Constant -22.315 —2.50** —-4.711 -0.61
T_Npl_Ratio 0.516 1.70* 0.427 1.84*
(T_Npl_Ratio)* -0.019 —2.31** -0.011 -1.75*
T_Equity_Loans 0.122 1.65 0.065 1.27
T_Deposits_Assets -0.013 -0.34 -0.123 —2.73%*
T_Loans_Assets 0.008 0.12 0.003 0.96
T_Cost_Income 0.050 1.23 0.021 0.59
T_Diversif 0.045 0.73 0.047 0.33
D_Domestic 5.196 2.03** 0.771 0.64
D_Stocks -1.764 -1.02 -2.414 0.21
A_Pby -2.487 -1.13 -0.008 0.83
A_Run_Up 0.008 0.33 -0.052 0.15
A_Roe 0.046 0.71 0.731 0.15
(A_Roe)? 0.007 2.93%** -0.028 0.16
A_Deposits_Assets 0.188 3. 01*** 0.039 0.42
A_Serinl 5.218 3.18*** -3.817 0.34
A_Relsize 0.808 0.84 -0.395 0.78
D_West 0.800 0.69
N 54 51
F-Statistic 3.606 1.819
Adj. R? 0.44 0.22

Output of multiple linear regression with dependent variable CAR [-1, +1] for Panels C, D, and E.
Symbols denote the following levels of statistical significance of a two-tailed z-test: (*) significant at
0.1; (**) significant at 0.05; (***) significant at 0.01

On the other hand, division of the transactions by geographic area
brought to light differences among the various regions of the Eurozone,
especially with regard to Southern Europe. In fact, while there are posi-
tive CARs for acquirers in Northwestern Europe and negative CARs for
those in Eastern Europe, returns in Southern Europe are more uncertain.
This situation could be explained by the fragility of the financial systems
in Southern European countries, which suffered most from the sovereign
debt crisis and have faced drastic austerity policies to contain public debt.
This hypothesis, which emerged through analysis of the results of the
event study, could be confirmed by the significance of certain coeffi-
cients in the output of the model. Firstly, the attention paid by investors
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to asset quality. Secondly, the theme of domestic banking consolidation
mentioned above, which was underscored by the +5.19% return that
acquiring companies involved in domestic transactions gained on average.
Finally, the characteristics of acquiring companies were found to be more
significant than those pertaining to the full sample. Market participants
are more confident about value creation in M&A transactions if acquirers
have high levels of profitability and a solid track record of external growth.

Though the results obtained by this study demonstrate a good level
of significance overall, the analysis has some limitations. The first is
linked to the assumptions underwriting use of the event study method-
ology. Though choice of the market model as the method for estimating
expected benchmark returns is recognized in the literature as the most
effective, its reliability depends exclusively on the R-Squared level of the
simple linear regression in relation to the market portfolio (Stoxx Europe
600 Banks index). Furthermore, use of the market model assumes the
normality of daily returns, which could often be erroneous. To overcome
these problems, multifactor models could be used, such as the three-factor
Fama—French model; this would allow for more specification among the
abnormal veturns obtained. A second limitation of this study concerns the
sample size for the cross-sectional regression. Although the full sample of
153 transactions is in line with much of the literature in terms of quan-
tity, the reduction of the sample due to lack of data about some target
companies could have deprived the analysis of some important observa-
tions. However, it is also worth noting that the absence of data mainly
affected small transactions with sizes that were significantly below average.
Such operations could hardly have influenced the distribution of CAARs
or AARs. Finally, a larger sample size would have allowed for more mean-
ingful results from the cross-sectional regression analysis performed on the
panels divided by geographic area of origin.

This study’s results offer numerous insights for future work in event
studies and the European banking industry. Many analysts agree that it
will be necessary in the next few years to resume the financial consoli-
dation process interrupted in 2007, for reasons of both competitiveness
and recovery of profitability. In fact, most credit institutions have already
made all the capital adjustments necessary to ensure full compliance
with discretionary requirements; avoiding having to recapitalize distressed
institutions or to carry out further de-risking operations will make the
merging of organizations easier. In conclusion, the onset of a new wave
of M&A in the industry could once again shift the focus of the literature
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back toward finding new drivers to explain value creation. Along this, it
could be interesting to address the potential role of ESG scores in shaping
the M&As activities in banking. Indeed, as suggested by the previous
three chapters, ESG scores synthesize a new view of value creation and
it would be worth studying whether this drives bank M&As beyond
shareholder value creation.
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