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Abstract This research analyzes the success of mergers and acquisitions (M&A)
for European acquiring insurers using a stock market perspective. In contrast to
previous papers that use an event study approach, our analysis is based on the
stochastic dominance methodology, in which we analyze short and long term capital
market reactions following an M&A announcement. In addition, we examine firm-
and transaction-specific determinants associated with superior M&A success. Using
a sample of 102 European insurance M&A transactions over the period 1993-2009,
our results indicate that acquiring insurers are second-order dominated by their
benchmark portfolio in the short term. In the long run, we find no evidence of
stochastic dominance compared to their non-acquiring counterparts. Moreover, we
find that geographically diversifying acquirers are rewarded by the market, and that
transactions in which the acquirer and target have a business relationship before the
M&A announcement outperform transactions without pre-M&A participation in the
short-term. Finally, we detect a positive relationship between cash payment and
acquirers’ M&A success.
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Erfolgsfaktoren von M&A-Transaktionen in der européischen
Versicherungsindustrie
Eine Analyse basierend auf dem Prinzip der stochastischen Dominanz

Zusammenfassung Wir analysieren die Auswirkungen von Mergers and Acquisi-
tions (M&As) auf akquirierende europdische Versicherungsunternehmen aus einer
Kapitalmarktperspektive. Im Gegensatz zu bisherigen Studien, welche ausschlief3-
lich auf der Methodik der Ereignisstudien basieren, verwenden wir das Kriterium der
stochastischen Dominanz, um die kurz- und langfristige Aktienkursreaktion im An-
schluss an die Verkiindung von M&A-Transaktionen zu untersuchen. Zusétzlich ana-
lysieren wir firmen- und transaktionsspezifische Charakteristika, welche die Auswir-
kungen von M&As beeinflussen. Unser Datensatz umfasst 102 M&A-Transaktionen
getitigt durch europdische Versicherungsunternehmen in den Jahren 1993 bis 2009.
Unsere Ergebnisse belegen, dass Portfolios aus akquirierenden Versicherern von
ihren Benchmarkportfolios kurzfristig dominiert werden (stochastische Dominanz
zweiter Ordnung). Langfristig finden wir hingegen keine Hinweise auf stochastische
Dominanz zwischen den jeweiligen Portfolios. Des Weiteren verdeutlichen unsere
Ergebnisse, dass M&As zwischen Unternehmen aus verschiedenen Lindern vom
Kapitalmarkt honoriert werden. Zudem wirken sich bestehende Geschéftsbeziehun-
gen vor einer M&A-Transaktion sowie die Zahlungsweise (Barzahlung gegeniiber
Bezahlung mit Aktien) positiv auf die Erfolgsaussichten der jeweiligen Transaktion
aus Sicht des akquirierenden Versicherungsunternehmens aus.

1 Introduction

Mergers and acquisitions (henceforth, M&As) are in many respects an important
determinant of success in the insurance sector. For example, M&As increase an
insurer’s geographical reach and product range (Amel et al. 2004), lead to economies
of scale and scope (Cummins et al. 1999), and let insurers benefit from financial
synergies (Chamberlain and Tennyson 1998). In the European Union, the ongoing
process of deregulation and liberalization in the financial sector has resulted in an
unprecedented wave of M&As in the European insurance industry (Cummins and
Weiss 2004). This process was intended to create a single European financial service
sector. As a consequence, European insurance firms expanded into foreign insurance
markets through cross-border M&As as well as to other segments of the financial
industry through M&As with the banking sector.

This development generates many questions of high importance given the practi-
cal relevance of M&A activity within the insurance industry.! The most fundamental
of these questions is whether M&A transactions create value for insurance firms? In
addition, with regard to the large degree of heterogeneity in the outcome of M&A
transactions in the insurance sector, the success of M&As depends on the charac-
teristics of the specific deal, for example, the size of the transaction or geographical
origin of the target firm. Therefore, a second major question regarding the success

! For example, Merchant and Schendel (2000) and Schertzinger (2008).
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of M&A transaction is which factors lead to successful M&A transactions in the
insurance industry?

A vast number of studies have examined the value of M&A for insurance firms:
Most studies indicate that insurance M&As convey benefits to the shareholders
of target companies. However, researchers have not yet established a consistent
pattern that describes the added value that these deals confer on the acquiring
insurance companies from a stock market perspective. Several studies suggest
significant underperformance by the acquiring party following insurance M&As
(e. g., Schertzinger 2008; Staikouras 2009). In contrast, others, such as BarNiv and
Hathorn (1997), Boubakri et al. (2006), and Cummins and Xie (2009), indicate the
opposite.

These studies measure the stock price effect of M&A transactions in the insurance
sector using an event study methodology. However, this methodology is associated
with several shortcomings. For example, it is based on a set of rather strong assump-
tions (McWilliams and Siegel 1997) and does not adequately control for investors’
risk choices (Falk and Levy 1989). Moreover, additional difficulties associated with
event studies include the choice of a benchmark index and non-normality of abnor-
mal returns (Abhyankar et al. 2005). Thus, Javidan et al. (2004) argue that “the
conflicting findings and the theoretical shortcomings in this approach point to the
need for new and innovative thinking and methodologies” (p. 257). Therefore, sev-
eral studies use stochastic dominance criteria (SD) as an alternative to event studies
(for example, Abhyankar et al. 2005; Falk and Levy 1989).

In this research, we examine the capital market reaction of acquiring insurers fol-
lowing the announcement of M&A by using tests of stochastic dominance instead
of relying on event study approaches. By using the criteria of stochastic dominance,
the entire distribution of returns is evaluated rather than the mean only as in event
studies. Hence, using stochastic dominance can overcome the problems associated
with the use of event studies and therefore provides a more sophisticated analysis
of the impact of M&A transactions on acquiring firms’ stock prices. In addition,
we investigate whether firm- and transaction-specific factors can explain the huge
variations in the outcome of individual M&A transactions and aim to identify con-
ditions under which post-M&A performance in the insurance industry is increased
or decreased.

We use a sample of 102 European insurance M&A transactions over the period
1993 to 2009 with the stochastic dominance methodology to study short- and long-
term capital market reactions following the announcement of insurance M&As. We
find that, in the short term, acquiring insurers are second-order dominated by their
benchmark portfolio. In the long run, we find no evidence of stochastic dominance
compared to their non-acquiring counterparts. Moreover, our results indicate that
geographically diversifying acquirers outperform geographically focused acquirers
and that transactions in which the acquirer and the target firm have a business
relationship before the announcement outperform transactions without pre-M&A
interactions in the short-term. Finally, we detect a positive relationship between
cash payment and acquirers” M&A success.

This study extends the existing literature on insurance M&A success by provid-
ing evidence on the short- and long-run stock market effects of M&A transaction
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for acquiring insurance firms using a stochastic dominance methodology. In addi-
tion, we provide evidence on firm- and transaction-specific determinants that affect
the stock price response following M&As in the European insurance sector. This
provides valuable insights for managers and shareholders in the insurance sector,
as we provide evidence on M&A successes in the insurance industry using a novel
methodology that overcomes the shortcomings of existing studies. In case such
transactions destroy value rather than creating it, insurance firms should question
the efforts and resources devoted in the course of such transactions (Cummins and
Weiss 2004). Moreover, the study provides important policy implications. The
process of deregulation and liberalization in the European Union has intended to
enhance economic efficiency in the financial sector. However, the efficiency of such
policies might be questioned in cases where M&As resulting from this process are
value-reducing rather than value-creating.

The article proceeds as follows. In the next section, we provide a literature
review on the determinants of M&A success and discuss our hypotheses. In the
third section, we describe the data and methodology. Then we present the empirical
results and, finally, we offer conclusions.

2 Review of literature and hypotheses development

A vast amount of studies analyze the effect of M&A transactions on insurance sector
firms in both short and long term.? For example, Cummins and Xie (2009), BarNiv
and Hathorn (1997), and Boubakri et al. (2006) analyze the market response to
Mé&As in the US property-liability insurance sector. Cummins and Weiss (2004)
and Schertzinger (2008) analyze the market-value effects of M&As in the European
insurance sector following the deregulation process occurring in recent decades.
Akhigbe and Madura (2001) analyze the stock price effects that result from mergers
between insurance companies including both life and property-liability insurance
firms. Moreover, several studies (e.g. Staikouras 2009; Cybo-Ottone and Murgia
2000) analyze the stock-price effect of cross-sector M&As between banks and in-
surance firms. Table 1 summarizes the findings of previous research with respect to
M&A success for the short and long term.

The main objective of the acquiring firm’s shareholders is “making a net addi-
tion to the wealth of the company’s owners” (Love and Scouller 1990, p. 5). The
shareholder value perspective is the most prominent perspective from which M&A
transactions successes can be assessed.’ Proponents of the capital-market-based ap-
proach argue that M&A activities should follow the principle of shareholder wealth
maximization, and hence evaluate its success by the change in shareholders’ wealth
as measured by share price changes (e. g., Jensen 1984; Rappaport 1986).

2 We confine our literature review to those studies focusing on financial and strategic aspects of M&As.
Consequently, we do not include studies from the organizational behavior literature in our analyses, as this
strand of literature investigates the acquisition’s impact upon the organization (and people) and focuses on
the cultural, human, and organizational elements of the M&A process.

3 See, €. g., Floreani and Rigamonti (2001) and Cummins and Weiss (2004).
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Table 1 Effects of M&A strategies (determinants) upon M&A success derived from previous research

Effect/Time Short-term Long-term

horizon

Significant 1. Global transactions by strong per- M&A conducted by US acquirers
positive forming acquirers with extensive M&A experience
eﬁ;ct on 2. Non-life insurance acquirers in the M&A transactions by fast-growing
M&A us acquirers

success . . . .

3. M&A of relatively large targets Transactions by insurance acquirers
with a high percentage of newly
nominated board members

4. M&A of privately held targets Acquisitions of life insurance

5. Geographically diversifying Euro- targets

pean M&A deals
6. Geographically focusing US trans-
actions
Industry-focusing M&A deals
Transactions by acquirers with pre-
M&A participation in the target
9. Deals with a high degree of cul-
tural compatibility between M&A
partners
10. M&A conducted during the up-
swing phase of the M&A cycle
11.  Transactions during the peak of the
M&A cycle
Significant 1. Acquisitions by large insurance M&A conducted by European
negative acquirers acquirers with medium M&A expe-
effect on rience
M&a 2. M&A by European insurance ac- Deals by acquirers with high per-
success quirers with medium M&A experi- centage of CEO share ownership
ence
3. M&A deals conducted by US ac- Transactions of insurers with a high
quirers with extensive M&A expe- percentage of blockholder owner-
rience ship
4. Transactions conducted by strong M&A deals conducted by acquirers
performing US acquirers with a high board independence
M&A transactions of public targets Acquisitions of property/casualty
Geographically focusing deals in msurance targets
Europe

7. Geographically diversifying M&A
transactions by US acquirers

8. Industry-diversifying M&A

9 Transactions during the bottom

phase of the M&A cycle

This table presents a matrix revealing the effects of M&A strategies (based on M&A determinants as
discussed in the “Literature review” section) on acquiring insurers’ M&A success. We distinguish between
the time horizon (short term and long term) and direction of the relationship (positive and negative effects
on M&A success).
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Most papers use a standard event study methodology.* However, event studies are
associated with several shortcomings arising from the fact that they are based on
a set of rather strong assumptions (McWilliams and Siegel 1997). In addition, re-
turns have to follow a normal distribution in order to provide reliable estimates (Falk
and Levy 1989). Moreover, the underlying Capital Asset Pricing Model (CAPM)
implies that all investors hold the market portfolio, that is, they invest in all risky
assets. If they do not, the abnormal returns generated by the CAPM model might
indicate an incorrect choice of the risk index rather than capturing market ineffi-
ciency. Moreover, previous studies show that long-run abnormal returns generated
by event studies provide negative results in any fixed sample (Viswanathan and Wei
2004), which makes an event study framework inappropriate for our study (and for
previous studies on the long term success of M&As) because we analyze the long-
term effects of M&A. Moreover, event studies rely on the choice of the correct
underlying index and face difficulties regarding cross-sectional correlations at the
times of events (Abhyankar et al. 2005).

These studies show that analyzing M&A success based on an event study method-
ology can lead to imprecise results. Therefore, several studies (for example, Falk
and Levy 1989; Abhyankar et al. 2005) use stochastic dominance (SD) tests in-
stead of relying on event study approaches. This analysis compares the short- and
long-term return distributions of acquiring firm portfolios with benchmark portfolios
using the first two orders of stochastic dominance.’ Such an approach has several
advantages when compared to event studies. First, the entire distribution instead of
just the mean of returns for acquiring firms and the benchmark portfolio are com-
pared (Abhyankar et al. 2005). Moreover, no return model or underlying index has
to be used to estimate abnormal returns. In addition, normality of returns does not
have to be assumed and the approach is independent of the investors’ level of risk
aversion (Falk and Levy 1989).

Previous studies highlight that insurance M&As on average create value for share-
holders of the target firms as well as for the combined entity of acquirer and target
(Table 1). For the European insurance industry, however, previous studies analyzing
the effects of M&A transactions show negative wealth effects for acquiring insurers’
shareholders (Cummins and Weiss 2004; Schertzinger 2008). Based on the argu-
mentation of Lubatkin (1983), the finding of negative wealth effects for shareholders
of European insurance acquirers leads to the following conclusion: (1) either Eu-
ropean insurance M&A transactions do not provide real benefits to the acquiring
insurance company, or (2) these deals do provide real benefits that have not been
detected by earlier research. In order to clarify this issue, we investigate whether

4 Event studies are used to discern whether (or not) M&A transactions induce significant abnormal re-
turns. See Browne and Warner (1980, 1985) for details on the event study methodology. Such studies
examine the stock market’s response to acquirers, targets or the combined entity, when M&A transactions
are announced, and use market data to quantify the short- and long-term effects of M&A on company
performance. Besides using the event study method, the two related papers by Cummins and Xie (2005,
2009) also conduct an efficiency analysis. By linking frontier efficiency with market values, this approach
measures the relationship between stock market returns and efficiency and therefore combines the two
most popular empirical methodologies.

5 See the Data and Methodology section for a more comprehensive description of our estimation approach.
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European insurance M&As in general are able to generate real benefits to acquiring
firm shareholders by using tests of stochastic dominance instead of relying on event
study approaches. Our hypotheses development follows a two-step design.

In the first step, we formulate a hypothesis regarding the overall performance
effect of European insurance transactions. From a theoretical perspective, the stock-
price effect of M&A transactions is ambiguous: Cummins and Weiss (2004) state
that M&As should not add value given that they merely combine the rights to cash
flows that are already held by diversified investors.® Therefore, investors should be
indifferent between receiving future cash flow streams from two individual firms
versus from a combined firm consisting of the two individual firms. However,
this relies on a number of assumptions that barely hold in practice. For example,
M&A transactions can destroy shareholder value if, for example, transactions costs
exceed the benefits of M&A transactions. Alternatively, economic production theory
explains value gains from M&As due to economies of scale and scope.” Hence,
theoretical justifications for both negative and positive stock-price effects exist.

However, previous event studies document largely consistent (partly significant
and partly insignificant) negative short-term abnormal returns for European insur-
ance acquirers around the moment of an M&A announcement (Cummins and Weiss
2004; Schertzinger 2008). Even in a long-term event horizon, transactions con-
ducted by European insurance companies, on average, destroy shareholder value
(Schertzinger 2008). Our analysis aims to examine if these results remain consis-
tent if a superior methodology (SD) is used. Accordingly, we enunciate our first
hypothesis as follows:

H1 European insurance acquirers underperform their non-acquiring counterparts.

In the second step, we formulate hypotheses regarding the determinants that
potentially influence the outcome of an insurance transaction. As outlined in the lit-
erature review, substantial and significant differences exist between specific effects
arising from individual M&A transactions. This great variety of individual M&A
outcomes is mainly attributed to differences in underlying M&A structure and/or
strategy. Following previous research, we focus our analysis on determinants of
M&A success which can be categorized into two groups: (1) firm-specific determi-
nants, and (2) transaction structuring and management phase determinants of M&A
success. We first investigate the impact of firm-specific characteristics on insurance
M&A success.

Floreani and Rigamonti (2001), Cummins and Xie (2005, 2009), and Schertzinger
(2008) include size (measured by the logarithm of company’s equity market value at
the announcement date) as a factor in their analyses to assess whether larger insurers
are more capable in realizing synergy potentials, thus creating value from M&As.
From a theoretical perspective, Cummins and Xie (2008) state that larger firms ex-
perience significantly lower total factor productivity, pure technical efficiency, and

6 Finance theory postulates that investors hold diversified portfolios including value-weighted shares of
all companies in the economy, i. e. the so-called “market portfolio”.

7 See Cummins and Weiss (2004) for a more comprehensive discussion.
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scale efficiency change than smaller firms. Larger firms also experience significant
reductions in cost and revenue efficiency change. This suggests that a large scale
confers disadvantages in terms of productivity and efficiency change, for exam-
ple due to higher coordination costs and agency problems in large organizations.
Accordingly, we set our hypothesis as follows:

H2a Small insurance acquirers outperform large insurance acquirers at the time of
M&A announcement, whereas no dominance relationship exists between
small and large acquirers in the long term.

Acquirers may benefit from their know-how and experience of previous M&A
transactions (Schertzinger 2008; Cummins and Xie 2005, 2009; Boubakri et al.
2006). Firms that frequently engaged in acquisition behavior in the past possess
the necessary experience to conduct post-merger integration in the aftermath of
an M&A (Boubakri et al. 2006). Moreover, frequent transactions signal both
willingness to expand and superior future prospects, which should be rewarded
by the stock market. Schertzinger (2008), however, finds a quadratic relationship
between acquisition experience and financial performance for European insurance
acquirers. He suggests that acquirers without transaction experience and acquirers
with an extensive acquisition record created substantially more value than acquirers
with medium transaction experience. This U-shaped relationship should hence be
interpreted as advising insurance managers either to pursue a strategy of organic
growth or fully rely on external growth by means of M&A. Based on the findings
of Schertzinger (2008), we develop our second hypothesis:

H2b Both inexperienced and most experienced insurance acquirers outperform
medium experienced insurance acquirers.

With regard to the effect of target company characteristics on acquirer post-M&A
performance, previous studies found that the target firm’ relative size is a relevant
factor. Although relatively large targets are more difficult to integrate, a successful
integration will most likely lead to substantial value creation (Boubakri et al. 2006;
Schertzinger 2008). Consequently, conducting and completing a large transaction
successfully is more likely to create substantial wealth for shareholders in terms
of higher post-acquisition returns (Floreani and Rigamonti 2001; Cummins and
Xie 2009; Staikouras 2009). Hence, with respect to previous research findings the
following hypothesis can be offered:

H2c¢ Large insurance M&A transactions outperform small transactions.

Next, we propose hypotheses on several determinants of the transaction structur-
ing and management phase.
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Geographic or industry diversification versus geographic or industry focus has
been the most commonly analyzed cross-section in previous studies.® While em-
pirical studies from the US document a positive market reaction arising from geo-
graphically focusing M&As to acquiring insurers in the short-term, geographically
focusing deals from Europe reveal a negative relationship with financial performance
of acquiring insurers in the short term. Consequently, geographically diversifying
deals are associated with a significant positive market reaction for European insur-
ance acquirers (Floreani and Rigamonti 2001; Cummins and Weiss 2004; Boubakri
et al. 2006; Schertzinger 2008). These findings suggest that regional market power
effects or scale economies are more important than risk diversification or economies
of scope.® Hence, we propose the following hypothesis:

H3a Geographically diversifying M&A transactions outperform geographically
focusing M&A transactions.

With regard to industry diversification, several arguments in the literature support
related M&A transactions and industry diversification. On the one hand, synergies
are expected to be larger and easier to realize in related than in unrelated M&As
(see, e. g., Spiss 2008; Hazelkorn et al. 2004), and cross-industry transactions “may
aggravate agency problems by allowing cross-subsidization to poor subsidiaries”
(Shim 2011, p. 124). On the other hand, pro-conglomeration theories provide expla-
nations for positive effects that range from risk reduction due to a broader business
range to financial synergies and economic benefits from internal capital markets
and lower capital costs (see, e.g., Schertzinger 2008; Boesecke 2009). However,
a broad consensus has emerged in previous event studies that industry-focusing
transactions lead to a significant positive market reaction quickly around the time of
the M&A announcement (e. g., Floreani and Rigamonti 2001; Cummins and Weiss
2004; Schertzinger 2008) but may lead to insignificant value creation in the long
term (Boubakri et al. 2006; Schertzinger 2008), whereas industry diversification,
on average, leads to negative short-term abnormal returns and destroys value of

8 Cybo-Ottone and Murgia (2000) as well as Floreani and Rigamonti (2001) include a variable for geo-
graphical focus in their multi- and univariate analyses; Cummins and Weiss (2004) analyze geographical
focus in two univariate cross-sections; Cummins and Xie (2005) investigate geographical and industry fo-
cus in their multi- and univariate analyses; Fields et al. (2005) include a geographic diversification measure
in their univariate comparison; Fields et al. (2007) conduct multi- and univariate analyses to investigate the
geographic dimension; Boubakri et al. (2006) examine geographical and industry focus in their multivari-
ate analysis; and Schertzinger (2008) evaluates geographical and industry focus through cross-sectional
analyses. In addition, Staikouras (2009) only examines the influence of industry relatedness on M&A
success, while Elango (2006) restricts his empirical analysis to investigating the geographical dimension
only.

9 More precisely, the US literature on this topic indicates that the level of relatedness between US bid-
der and target firms (in terms of product-market similarity) is positively correlated with M&A success.
The studies provide evidence for the “diversification discount” phenomenon in the US insurance industry
by suggesting that focus-enhancing transactions in the US appear on average to be more profitable than
diversifying ones. US insurers that increase their geographical and/or industry focus generally dominate
insurance acquirers that pursue a diversification strategy in terms of short- and long-term post-M&A per-
formance. In contrast, full diversification strategies in the European insurance market increase shareholder
value in the short- and long-terms. However, as pointed out by Schertzinger (2008), European insurers
extensively pursuing a full focus strategy may also enhance value for their shareholders in the long term.
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the acquiring insurer in the long-term. Consequently, we develop the following
hypothesis:

H3b Returns from industry-related M&A transactions are higher than those from
unrelated deals.

According to Cummins and Xie (2009), acquirers’ ownership in targets prior
to announcing transactions has a significant positive short-term effect on M&A
transaction success. This finding is also confirmed by non-insurance literature (e. g.,
Grossmann and Hart 1980; Mikkelson and Ruback 1985; Shleifer and Vishny 1986).
A positive market reaction can be theoretically justified by lower total cost of the
M&A transaction for acquirers and a higher level of success in the transaction
and integration process (Sudarsanam 2010). Accordingly, we offer the following
hypothesis:

H3c Transactions in which the acquirer has a pre-M&A participation in the target
outperform those with no pre-M&A participation.

Payment method is an additional potential factor influencing the success of insur-
ance M&As. From a theoretical perspective, the market often interprets the payment
method as a signal of the acquiring firms’ financial condition and insiders’ valuation.
Due to market imperfections resulting from information asymmetries with respect
to the true value of the involved firms, acquiring firm managers will try to finance
the acquisition via the most cheapest and convenient mode. Accordingly, they are
more likely to choose payment via stock if their stock is overvalued (as this is the
cheaper method), whereas they will prefer cash when their company’s shares are
undervalued (Myers and Majluf 1984). As a result of this signaling effect, an ac-
quiring firm’s stock price is expected to decline in response to an announcement
of a stock-financed M&A but rise after announcement of a cash-financed M&A
transaction. Hence, various authors argue that transactions with a significant syn-
ergy potential are preferably financed by cash, because the acquirer alone will stand
up to reap all potential synergy gains from combining the two entities (Wuebben
2007). Moreover, as argued by Myers and Majluf (1984), if the acquiring company
has a substantial amount of excess cash, a cash-financed transaction is considered
the lesser evil compared to investment in other unprofitable projects and will ul-
timately lead to a positive (or at least less negative) financial performance. Thus,
despite the contrary evidence of previous short-term event studies on M&A in the
insurance industry, we offer the following hypothesis:

H3d Transactions financed through cash payment outperform stock-financed trans-
actions.
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3 Data and methodology
3.1 Sample and data

Information on M&A deals in the European insurance industry was obtained from
a variety of data sources. Respective announcement and completion dates were
obtained from Bloomberg and Thomson Reuters and cross-checked using press
releases and/or the financial statements of the involved companies.!” In order to
obtain meaningful results, we restrict our sample of M&A transactions using the
following criteria before undertaking the analyses. We restrict our investigation to
M&A transactions announced between 1993 and 2009 and completed in 2012. This
time frame not only includes the two most recent M&A waves, the fifth (1993-2000)
and the sixth (2003-2007), which are characterized by similar characteristics and
motivational factors, it also includes the most up-to-date data set available when
considering the three-year post-M&A performance of acquiring insurers.

Given that small acquisitions are less likely to result in any abnormal post-acqui-
sition performance, previous studies either make use of the relative acquisition size
(e.g., Loderer and Martin 1992; Moeller et al. 2003) or utilize absolute transac-
tion value (e. g., Akhigbe and Madura 2001; Schertzinger 2008). In our study, the
transaction value has to equal or exceed 8% of the acquiring firm’s current market
capitalization at the beginning of the transaction year.'' While inevitably somewhat
arbitrary, this 8% cut-off point was chosen because hardly any deals conducted had
a relative size between 6% and 8%.'? Furthermore, this cut-off point guarantees
that all included transactions were sufficiently large to significantly influence the
acquirer’s market value.

We further require targets to include insurers, banks, and other financial-services
firms in order to focus on deals involving financial-services firms.!* Moreover, we
only include friendly M&A deals and remove hostile ones from our sample.'* Next,
we exclude insurance companies if stock prices are not available for up to three
years following the M&A announcement.

10 Tdentifying the exact date on which a transaction was first publicly announced is essential for the proper
execution, in particular, of short-term, capital market-based event studies (Spiss 2008).

Il Current market capitalization is measured on the day prior to the announcement day, reported by
Bloomberg. If this current market value could not be determined, we use the book value from the bal-
ance sheet date preceding the announcement date. Floreani and Rigamonti (2001) and Megginson et al.
(2004) employ a similar methodology to eliminate small and insignificant M&A transactions from their
sample.

12 Previous empirical studies use relative cut-off points ranging from 2% (e. g., Floreani and Rigamonti
2001) to 5% (e. g., Spiss 2008) to 10% (e. g., Asquith 1983). As a robustness check, we also conducted an
additional test with a minimum deal value of 10% of acquirer’s market value. Overall, our results remain
unchanged.

13 We utilize the “Global Industry Classification Standard” (GICS) classification codes to identify acquired
firms belonging to the “Financials” sector, which we subsequently classify into particular financial-services
activity areas (i. e., respective subindustry).

14 According to Morck et al. (1988), friendly M&A transactions involve different strategic reasons and
underlying motives by the respective acquirer in comparison to hostile deals. As mood of the M&A deal
(i. e., friendly or hostile) is additionally found to be an important determinant in M&A success, transactions
should be divided according to mood.
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Fig. 1 Number of M&A transactions in the sample by year (This figure presents the number of M&A
transactions conducted by European acquiring insurers in our sample by year (over the 1993 to 2009
period))

With regard to previous insurance M&A studies on the effects of M&A deals on
acquiring insurers’ post-M&A performance, it becomes clear that these effects may
differ considerably across geographical areas. Consequently, it does not make sense
to investigate the effects of US, European, and/or global deals in one joint sample.
We hence geographically restrict the empirical analysis to transactions involving
Western European insurance acquirers.'> Target firms, however, may come from
all over the world, as we exclusively assess the performance effects of acquiring
insurance firms and do not evaluate the financial benefits accruing to target-firm
shareholders.

In addition, we exclude insurance companies that did not survive the full investi-
gation period. Previous empirical research has shown that results of tests including
only survivors and tests including both survivors and non-survivors do not signif-
icantly differ (Higson and Elliot 1998). Accordingly, we consider this potential
survivorship bias to be the lesser evil as compared with the expected stronger bias
when including these non-survivors in our final sample.'®

15 Western European countries, as defined by Bloomberg, comprise Andorra, Austria, Belgium, Cyprus,
Denmark, Faroe Island, Finland, France, Germany, Gibraltar, Greece, Guernsey, Iceland, Ireland, Isle of
Man, Italy, Jersey, Lichtenstein, Luxembourg, Malta, Monaco, Netherlands, Norway, Portugal, Reunion,
San Marino, Spain, Svalbard and Jan Mayen Islands, Sweden, Switzerland, and the United Kingdom. Our
dataset only includes insurers that are headquartered in the above mentioned countries. Previous empirical
studies regularly use the respective firm’s headquarters as determining the firm’s country of origin (e. g.,
Cummins and Xie 2005; Schertzinger 2008; Spiss 2008).

16 This particularly holds when analyzing the success of M&A transactions in the insurance case. In the in-
surance industry, liquidation is less likely to occur compared to other industries (for a detailed explanation
on this, see Farny 2011, p. 203).
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Company-specific data including acquirer, target, and benchmark company name,
subindustry, country of incorporation, information on the M&A transaction itself
(e.g., announcement and completion dates, transaction value, payment method,
percentage of shares preowned, and percentage of shares acquired), and foreign
exchange rate data are extracted from the Bloomberg database. Our initial data
consist of all insurance companies that are publicly traded and included in the
STOXX Europe 600 Insurance Index (ISIN EU0009658822) and in the Bloomberg
database. In order to produce a reasonably homogenous final sample of similarly
sized insurance acquirers, we use a cut-off threshold of 1% market value of the
insurance company with the highest market value at the beginning of the respective
year.!” Our final sample consists of 102 M&A deals undertaken by 62 European
insurance acquirers over the period 1993-2009. While Table 2 provides a list of the
acquiring insurers in our sample, Fig. 1 illustrates the number of M&A transactions
considered in this paper.'s

It can be seen that M&A activity occurs in waves. In terms of transaction num-
bers, M&A activity peaked in the years 1999-2007 at 15 and 8, respectively, and
then decline to 4 in 2008-2009. The investigated transactions totaled an absolute
transaction value of €245 bn, which represents an average transaction volume of
around €2.40 bn and a relative transaction value' of 32.20%. Out of the 102 tar-
gets, 29 can be classified into the “Multi-Line” category, 20 as “Life/Health”, 17 as
“Property/Casualty”, 15 as “Brokers and Reinsurers”, and 21 as “Banks and Finan-
cial Services”. The geographic breakdown of targets reveals that Europe is home to
close to 70% of all targets. In addition, 30 target companies are headquartered in
America and one target in Asia. The following sections discuss the methodology
and the variables used in the analysis in more detail.

3.2 Estimation strategy
This paper uses the stochastic dominance (SD) approach to examine the benefits

of insurance M&As accruing to shareholders of the acquiring insurance companies.
We compare the short-term daily return® distributions and long-term buy-and-hold

17" Cummins and Xie (2009) also use a cut-off point for very small insurance companies, which they justify
by noting that “extremely small firms are atypical and may bias the estimation” (p. 135).

18 To conserve space, we do not report the respective M&A transactions investigated in this study. How-
ever, a detailed list of all transactions by announcement date and respective characteristics can be obtained
from the authors upon request.

19 Relative transaction value is calculated as transaction value divided by acquirer market capitalization.

20 These are adjusted by quotation changes, dividend payments, rights issues, and stock splits. Short-term
daily returns are estimated over a period ranging from the date of the initial M&A announcement up to five
trading days after that date. See Table 3 for more details.

21 These are calculated as monthly simple net returns over three periods, which run from the month prior
to the month in which the initial announcement is made, to the announcement month plus one year, plus
two years, and finally plus three years. See Table 3 for more details.
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Table 2 Acquiring insurers included in the sample

No Insurer name Home country Subindustry

1 Abbey Protection PLC United Kingdom Ins. Services & Other
2 ACE Limited Switzerland Property/Casualty
3 Admiral Group PLC United Kingdom Property/Casualty
4 Aegon NV Netherlands Life/Health

5 Ageas Belgium Life/Health

6 Alm. Brand A/S Denmark Property/Casualty
7 Allianz SE Germany Multi-line

8 Amlin PLC United Kingdom Property/Casualty
9 Aon PLC United Kingdom Insurance Brokers
10 April France Life/Health

11 Aviva PLC United Kingdom Life/Health

12 Allied World Ass. Company Holding AG Switzerland Property/Casualty
13 Baloise Holding AG Switzerland Multi-line

14 Beazley PLC United Kingdom Property/Casualty
15 Societa Cattolica di Assicurazioni SCRL Italy Life/Health

16 Catlin Group Ltd United Kingdom Property/Casualty
17 CNP Assurances France Life/Health

18 AXA SA France Life/Health

19 Delta Llyod NV Netherlands Life/Health

20 Euler Hermes SA France Property/Casualty
21 FBD Holdings PLC Ireland Property/Casualty
22 Foyer SA Luxembourg Property/Casualty
23 Fondiaria-Sai SpA Italy Property/Casualty
24 Assicuranzioni Generali SpA Ttaly Life/Health

25 Global Indemnity PLC Ireland Property/Casualty
26 Grupo Catalane Occidente SA Spain Property/Casualty
27 Generali Deutschland Holding AG Germany Life/Health

28 Gjensidige Forsikring ASA Norway Property/Casualty
29 Helvetia Holding AG Switzerland Life/Health

30 Hannover Rueckversicherung AG Germany Reinsurance

31 Hiscox Ltd United Kingdom Property/Casualty
32 ING Groep NV Netherlands Life/Health

33 Jardine Lloyd Thompson Group PLC United Kingdom Insurance Brokers
34 Legal & General Group PLC United Kingdom Life/Health

35 Lancashire Holdings Ltd United Kingdom Property/Casualty
36 Mapfre SA Spain Multi-line

37 Mediolanum SpA Italy Life/Health

38 Milano Assicurazioni SpA Italy Property/Casualty
39 Muenchener Rueckvers. AG/MunichRe Germany Reinsurance

40 Schweizer. Nat.-Vers.-Gesellschaft AG Switzerland Property/Casualty
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Table 2 Acquiring insurers included in the sample (Continued)

No Insurer name Home country Subindustry

41 Nuernberger Beteiligungs-AG Germany Life/Health

42 Novae Group PLC United Kingdom Property/Casualty
43 Old Mutual PLC United Kingdom Life/Health

44 Premafin Finanziaria SpA Italy Multi-line

45 Phoenix Group Holdings Jersey Life/Health

46 Prudential PLC United Kingdom Life/Health

47 RSA Insurance Group PLC United Kingdom Property/Casualty
48 Swiss Reins. Co Ltd/Swiss Re AG Switzerland Reinsurance

49 Sampo Finland Property/Casualty
50 SCOR SE France Reinsurance

51 Standard Life PLC United Kingdom Life/Health

52 Swiss Life Holding AG Switzerland Life/Health

53 Storebrand ASA Norway Life/Health

54 St James’s Place PLC United Kingdom Life/Health

55 Topdanmark A/S Denmark Property/Casualty
56 Tryg A/S Denmark Property/Casualty
57 Unipol Gruppo Finanziario SpA Italy Multi-line

58 Uniqua Versicherungen AG Austria Multi-line

59 Vaudoise Assurances Holding SA Switzerland Life/Health

60 Vienna Insurance Group AG Austria Multi-line

61 XL Group PLC Ireland Life/Health

62 Zurich Insurance Group AG Switzerland Multi-line

This table presents the acquiring insurers included in our sample. Home country is the country where the
respective insurer is headquartered. Subindustry reflects the line of business in which the insurer operates.
The list is sorted by insurer name.

return?! distributions of acquiring firm portfolios with benchmark portfolios, using
the first two orders of stochastic dominance.??

The benchmark portfolio is constructed using a book-to-market adjusted control
firm benchmark, as this approach is the most suitable for our estimation methodology
and is also the most commonly used method in previous studies (e. g., Abhyankar
et al. 2008). Hence, the list of control firms comprises the same 62 companies
included in the sample of potential acquirers. This approach ensures that each
acquiring insurer is matched only to a control firm also belonging to the insurance
industry, which in turn “control[s] for changes in performance attributable to industry
or economy-wide factors,” as outlined by Kruse et al. (2002, p. 7). Following Lyon
et al. (1999), we match the sample of acquiring firms to non-acquiring insurance
companies, not only based on industry and subindustry, but also based on the market-
to-book performance ratio.?

22 For a more technical description of the SD approach, see Barrett and Donald (2003) and Abhyankar
et al. (2008).

23 The book-to-market ratio is defined as the book value of common equity divided by the market value of
common equity.
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In order to establish a dominance relationship between two different groups (ac-
quirers and non-acquirers), we descriptively compare the empirical cumulative distri-
bution functions at all points in the sample. In the short-term investigation, empirical
distribution curves (step curves) of daily returns are compared in terms of first- and
second-order stochastic dominance, whereas buy-and-hold return distributions are
compared in the long-term investigation.

Based on the empirical distribution functions, we perform a two-step testing pro-
cedure similar to the one applied by Abhyankar et al. (2008). In a first step, we test
whether the M&A portfolio dominates the benchmark portfolio in the sense of first-
and/or second-order SD, that is, X SDI and/or SD2 Y, by comparing the respective
two distributions of returns. In the second step, we test the converse hypothesis, that
is, whether the benchmark portfolio first- and/or second-order dominates the M&A
portfolio (Y SDI and/or SD2 X). The results can be interpreted as follows: If the
first hypothesis — i.e. that the M&A portfolio kth-order dominates the benchmark
portfolio — is declined and the second hypothesis — that the benchmark portfolio kth-
order dominates the M&A portfolio — is confirmed, we conclude that there is a kth-
order dominance relationship of the benchmark portfolio over the M&A portfolio
(with k = 1,2).2* In contrast, if we fail to reject the first hypothesis (i. e., M&A port-
folio SDk benchmark portfolio) and reject the second hypothesis (i. e., benchmark
portfolio SDk M&A portfolio), we can infer that the M&A portfolio (descriptively)
dominates the benchmark portfolio in the sense of kth-order stochastic dominance.?
However, if the two hypotheses of the first and second steps are either both re-
jected or both confirmed in the sense of SDk, we conclude that there is no kth-order
stochastic dominance relationship between the M&A and the benchmark portfolio
returns.?® Table 3 provides variable definitions and descriptive statistics for each
subsample with respect to the M&A transactions studied in our analyses.

24 To ultimately establish ¥ SDk X, the benchmark portfolio (Y) is required to have a larger mean than the
M&A portfolio (X).

25 As a necessary condition for X SDk Y, the M&A portfolio (X) mean is required to exceed the benchmark
portfolio (¥) mean.

26 As an example, the two-step testing procedure for the characteristic “acquirer’s absolute size” is as
follows: We first compare the short-term (long-term) distribution function of simple daily returns (buy-
and-hold returns) of a group of large acquirers with the distribution of simple daily returns (buy-and-hold
returns) of a group consisting of the respective benchmark firms that did not conduct a M&A transaction.
As a result, we reveal a stochastic dominance relation between the two portfolios. In a second step, we
are able to establish a dominance relationship between a portfolio of large acquirers and a second portfolio
consisting of all small-sized acquirers. In order to investigate such a short-term (long-term) dominance
relationship, the distribution of abnormal (with respect to the respective benchmark firm) returns (abnor-
mal buy-and-hold-returns) of the large acquirer’s portfolio is compared with the distribution function of
abnormal returns (buy-and-hold abnormal returns) of the small acquirer’s portfolio.
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Table 4 SD relation between M&A and benchmark portfolio

Event SD relation Mean return
Window Acquirer (A) ) 2) Difference
versus Benchmark Acquirer (A) Benchmark (B) (1)—(2) (in %)
(B) (in %) (in %)
Short- (0,0 No SD 0.38 0.15 0.23
term (0,+1D)  NoSD 0.24 0.15 0.09
(0, +2D) B SD2 A 0.07 0.08 -0.01
(0, +3D) B SD2 A 0.05 0.17 -0.12
(0, +4D) B SD2 A 0.01 0.10 -0.09
(0, +5D) B SD2 A -0.04 0.08 -0.12
Long- (0,+1Y)  NoSD 7.97 5.25 2.72
term (0,+2Y)  NoSD 16.84 5.64 11.20
0, +3Y) No SD 21.50 4.64 16.86

This table presents findings of our descriptive stochastic dominance analysis with regard to hypothesis H1.
“Event window” denotes the announcement period event windows, which range from (0,0) (announcement
day) to (0, +5D) (the announcement day to 5 days after the announcement day) for the short term. The
results are qualitatively the same even if we perform SD analyses starting 2 days before announcement
day to 5 days after the 2 days before announcement day, i.e. (-2D;0) to (2D, +5D). For the long term,
the event window ranges from (0, +1Y) (month prior to the announcement month plus 1 year) to (0, +3Y)
(month prior to the announcement month plus 3 years). “SD relation” designates the stochastic dominance
relationship between the M&A portfolio (A) and benchmark portfolio (B). SD1 and SD2 denote stochastic
dominance of the first- and second-order, respectively. In “Mean return” we report the distribution of
dividend-adjusted daily returns for portfolios (A) and (B). “Difference” is simple the subtraction between
mean return of portfolio (A) and that of portfolio (B).

4 Results

4.1 SD relationship results regarding M&A success in the European insurance
industry

Table 4 reports our results on the SD relation between acquirer and benchmark
portfolio with regard to our hypothesis Hl. The results suggest that in the short-
term, acquiring insurance companies show a negative (relative) performance, as
the acquirer portfolio is second-order dominated by the benchmark portfolio. In
particular, in four of the six event windows, from (0; +2D) to (0; +5D)%, the
distribution of dividend-adjusted simple daily returns of the benchmark portfolio
dominates the distribution of dividend-adjusted simple daily returns of the M&A
portfolio.”® Hence, our results indicate that M&A transactions are value reducing
for acquiring insurance firms’ investors. However, the negative relative performance

27 We additionally perform SD analyses starting from two days before announcement up to five days after
the announcement day, i.e. (-2D; 0) to (2D, +5D), in order to check whether our results are robust. As
expected, the results remain qualitatively the same, which confirms our initial results. We do not report the
results to conserve space; however, they are available from the authors upon request.

28 To check for robustness, we perform two further tests: First, we exclude 13 transactions that did not
generate a change in controls and run the analyses. Second, we exclude 17 transactions that had a relative
deal volume of less than 10% from the sample of observations and run the analyses once more. Both test
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disappears over a long-term horizon. In all three long-term periods, those comprising
the month preceding the month in which the M&A announcement is made to one,
two, and three years beyond it, the benchmark portfolio does not dominate the
acquirer portfolio in terms of first- and second-order dominance. Moreover, the
average buy-and-hold returns of the acquirer portfolio are higher than those of the
benchmark portfolio; in a single three-year period after M&A activity, the buy-
and-hold returns for shareholders in European insurance acquirers averaged 21.50%
compared to an average increase of just 5% for shareholders in non-acquiring peer
companies. Hence, our SD comparison suggests that M&A transactions in the
insurance industry do not tend to damage shareholder wealth in the long term.

4.2 SD relationship results on firm-specific determinants

Table 5 presents the pairwise SD results with respect to our hypotheses H2 (H2a to
H2c). In order to test hypothesis H2a, we split the full sample of 102 transactions
into two equal-size subsamples, one consisting of 51 below-median-sized insurance
firms and another consisting of 51 above-median-sized insurance acquirers (see
Table 3). Similarly, the respective benchmark companies are split into these two
subsamples. We first investigate whether the subgroup of large acquirers stochas-
tically dominates (SD1 and SD2) its benchmark subgroup shortly after the M&A
announcement. Subsequently, we test the reverse hypothesis, that is, whether the
benchmark portfolio shows SD1 and/or SD2 over the large-sized acquirer portfolio.
In a next step, we analyze whether the daily short-term return distribution of the
small acquirer portfolio shows SD1 and/or SD2 over the distribution of daily returns
of the corresponding benchmark firm portfolio and the converse hypothesis, that is,
whether the benchmark portfolio shows SD1 and/or SD2 over the M&A portfolio
of small acquirers. After assessing the stochastic dominance relations between daily
return distributions of the two acquirer subsamples and the daily return distributions
of their corresponding benchmark portfolios, we determine the dominant relation-
ship between the M&A subsamples of small acquirers and large acquirers. Thus,
in a further descriptive comparison, the two distributions of daily abnormal returns
of the small acquirer subsample and large acquirer subsample are compared with
respect to SD1 and SD2. Once again, dominance of the abnormal return distribution
of the small acquirer subsample over the abnormal return distribution of the large
acquirer subsample is tested, and then we investigate whether the large acquirer
subsample dominates the small acquirer subsample in terms of SD1 and/or SD2.
The same procedure is applied for the long-term analysis.

In case of the determinant “acquirer’s size” (hypothesis H2a), we do not find
a short-term stochastic dominance relationship between any of the two acquirer-
size-based subsamples and the corresponding benchmark subsample (see Panel A).
However, as expected, small insurance acquirers stochastically dominate large insur-
ance acquirers at the time of M&A announcement, as the small acquirer subsample
is found to be second-order dominant over the large acquirer portfolio; simulta-

results confirm our previous finding regarding the short-term effects of insurance M&A. To conserve space,
we do not report the results; however, they are available from the authors upon request.
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neously, a dominance relationship of the large acquirer subsample over the small
acquirer subsample is rejected. Also consistent with hypothesis H2a, we do not find
a dominance relationship between small and large acquirer samples in the long-term
descriptive comparison. Yet the subsample of small acquirers is found to be sec-
ond-order dominant over its corresponding benchmark subsample in the long term.
Consequently, our short- and long-term findings provide evidence for hypothesis
H2a. From an investor’s perspective, our results suggest that large acquirers are not
better in identifying and realizing synergy potentials compared to small insurance
acquirers.

To test for hypothesis H2b, we divide all transactions according to an acquirer’s
transaction experience into three groups: “No experience”, “Medium experiences”,
and “Highly experienced” (see Table 3). According to our hypothesis H2b, which
is based on Schertzinger’s (2008) findings, we expect a U-shaped relationship be-
tween an acquirer’s transaction experience and its post-M&A success. However, our
results (see Panel B) are contrary to our expectations and reveal that acquirers with
either no or high M&A experience are less likely to produce a positive performance
over their non-acquiring competitors. The subsample of no-experience acquirers is
dominated by the benchmark portfolio on a short-term basis, whereas highly ex-
perienced acquirers are dominated by their benchmark insurers in both short- and
long-term. In contrast, transactions where the bidder has medium transaction expe-
rience are found to second-order stochastically dominate not only their benchmark
group but also the inexperienced acquirer subgroup (“No experience”) over a long-
term period. From a theoretical standpoint, our findings seem to support the idea
from the learning curve theory and closely related experience curve theory that (if
transaction experiences are homogenous) an increased number of M&A transactions
might provide learning and experience curve benefits for the acquirer with regard to
many aspects of the transaction process (e. g., valuation of the target, negotiation of
the deal price, and post-merger integration).?

The test results for hypothesis H2c are reported in Panel C. Here, we focus on
the relative deal size (defined as deal volume divided by acquirer’s market value
at announcement) and its relationship to post-M&A performance (see Table 3). As
expected, small insurance transactions underperform in the short term. Our SD com-
parison not only detects a second-order SD relationship of the benchmark portfolio
over the portfolio of small transactions, but also reveals that the small transac-
tions subsample is dominated by the subsamples of relative large and medium-sized
transactions at SD2. Hence, the results provide evidence for a significant positive
relationship between relative deal size and acquirer’s market performance in the
short term. In contrast, our long-term results show that the subsample of transac-
tions with the largest relative deal volumes is dominated by both the medium and
small transactions subsamples in the sense of SD2. In addition, the results reveal
that the medium relative deal size subsample second-order dominates its benchmark
subsample. In summary, consistent with previous insurance M&A literature, our
analysis reveals a positive short-term relationship between relative deal size and

29 The empirical study of Haleblian and Finkelstein (1999) offers statistical evidence of a consistent posi-
tive influence of multiple homogeneous acquisitions on an acquirer’s post-acquisition success.
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the acquirer’s subsequent financial performance. However, this positive short-term
relationship vanishes over time and becomes negative in the long term. Long term
findings suggest that insurance acquirers can better cope with M&A transactions
with relatively smaller targets over a post-M&A period of several years. Possible
theoretical interpretations for this finding include diseconomies of scale and scope,
agency problems, and organizational, administrative, and integration problems aris-
ing from the large relative size of the target firm.%

4.3 SD relationship results on the transaction structuring and management
phase determinants

In addition to the above results discussing firm characteristics’ impacts on post-
M&A performance, Table 6 presents the results for our hypotheses on the var-
ious determinants of the transaction structuring and management phase (H3a to
H3d). With regard to H3a, the SD results indicate that geographically diversifying
insurance transactions (acquirer’s target is headquartered in another country) are
significantly positively related to acquirers’ post-M&A performance (see Panel A).
More precisely, geographically diversifying transactions dominate their geographi-
cally focused counterparts in both short and long term, and lead to a dominant long-
term performance compared to the corresponding non-acquiring benchmark insur-
ance firms. Moreover, geographically focused transactions are found to be second-
order dominated by their benchmark firm subsample in the short term, which fur-
ther confirms the validity of hypothesis H3a. Based on our findings, we suggest that
the benefits of international diversification (i.e., synergies arising from intangible
and information-based assets and portfolio diversification) outweigh potential harms
and costs of geographic expansion and increase the wealth of acquiring insurers in-
vestors.

In order to test our hypothesis H3b, the transactions in our sample are subdi-
vided according to industry focus into industry-focused and industry-diversifying
transactions (see Table 3). Contrary to previous studies, the descriptive compari-
son outlines a second-order dominance relationship of the subsample of industry-
diversifying insurance acquirers over the subsample of industry-focused insurance
acquirers (see Panel B). In addition, our short-term comparison reveals a second-
order dominance of the benchmark subsample over the industry-focused subsample,
which further underpins the short-term dominance of industry-diversifying transac-
tions in our European sample. The long-term SD results, however, are not conclusive
and do not allow for any directional causal inference. The subsample of industry-
focused transactions dominates its benchmark subsample while simultaneously be-
ing dominated by the subsample of industry-diversifying transactions. Our long-
term findings, hence, emphasize the need for a more differentiated analysis of the
influence of this determinant, taking greater account of both geographic and industry
dimensions.*!

30 E. g., see Boubakri et al. (2006), Schertzinger (2008), and Boesecke (2009).

31 To clarify the performance effect of the industry and geographical dimensions, we combine these two
variables into a single construct. We divide the sample according to geographical and industrial orientation
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Hypothesis H3c refers to the influence of an acquirer’s pre-merger participation
in the target before announcement and states that, in the short term, transactions
where the acquiring insurance company has a pre-M&A participation in the target
outperform transactions where no such pre-M&A business relationship exists be-
tween acquirer and target. Our results (see Panel C) confirm our hypothesis, as
the subsample of acquirers with no pre-M&A business relationship is second-order
dominated by the subsamples of acquirers having a business relationship with the
target before announcement and the subsample of benchmark insurers subsequent to
the M&A announcement. In contrast, no dominance relationship between any two
subgroups is observed over a long-term horizon. Our result are unique as, to our
knowledge, no previous study addresses this issue on a long-term basis. In summary,
we can state that if acquirers have a business relationship with the target before the
M&A announcement, the acquirer experiences a positive abnormal market reaction
to the transaction announcement. This can theoretically be explained by lower costs
of the transaction process and an easier integration process (Sudarsanam 2010).
However, this positive valuation effect disappears over time, as we do not observe
any performance differences between the various subgroups in the long term.

With regard to our hypothesis H3d, method of payment, we note that most ac-
quisitions in our sample are paid either exclusively via cash or with a combination
of cash and stock (see Table 3). However, we also observe that cash payments are
primarily used in smaller deals that are less cash intensive, while larger acquisitions
are predominantly financed with stock swaps or a mix of cash and stocks.’? Our
SD relation results confirm hypothesis H3d (see Panel D); a second-order domi-
nance relationship of the various subsamples (i.e., all-cash subsample, subsample
of transactions financed by a mixture of cash and equity, and subsample of non-
acquiring benchmark insurers) over the subsample of all-stock financed transactions
is observed in our European insurance sample in the short and long term. Returns
are more pronounced for acquisitions paid with cash rather than for stock payment
deals. In addition, the subsample of cash-financed transactions is second-order dom-
inant over its benchmark subsample (in the long-term analysis), and the subsample
of transactions financed with a mixture of cash and stock is second-order dominated
by the subsample of benchmark insurers. Hence, our SD results provide support for
the outperformance of all-cash-financed transactions.

of each transaction into a subsample of full focusing transactions, a subsample of fully diversifying M&As
and a subsample of either (1) geographically focused and industry-diversifying or (2) geographically di-
versifying and industry-focused transactions. Second-order stochastic dominance of the full-diversifying
acquirer portfolio over the full-diversifying and mixed portfolio is found in the short- and long-term SD
investigation. In addition, full-diversifying acquirers, on average, second-order dominate non-acquiring
benchmark insurers in the long term. Further confirmation of the dominance of a full diversification stra-
tegy comes from our short-term analysis, which uncovers a second-order dominance relationship of the
benchmark portfolio over both full-focusing and mixed portfolios on the days after the M&A announce-
ment, whereas no dominance relationship was found between the return distributions of the full-focusing
portfolio and corresponding benchmark portfolio. We do not report the results to conserve space; however,
they are available from the authors upon request.

32" A similar conclusion is also reached by Floreani and Rigamonti (2001) in their global sample of pure
insurance transactions.
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5 Conclusion

Although there is a substantial body of literature describing the theoretical benefits
of insurance M&A, there is little empirical evidence to support such assertions.
Thus, widespread uncertainty surrounds the ultimate success prospects of insurance
M&A activity, particularly given that some studies have generated conflicting results.
Therefore the general purpose of this paper is to improve the understanding of
previous findings on insurance M&As. In contrast to previous papers, our analysis is
based on the stochastic dominance methodology, which overcomes the shortcomings
of the event study approach.

Our study analyses the success of 102 M&A transactions, undertaken by publicly
traded Western European insurance firms between 1993 and 2009. Our results
support those arising from previous short-term studies, in that we find the acquirer
portfolio to be second-order dominated by a benchmark portfolio of comparable
insurance firms that did not take part in M&As. Our analysis applies the idea of
stochastic dominance in order to evaluate insurance M&As and goes on to show that
such underperformance decreases with the passage of time, and that over the long-
term no dominance relationship between the two portfolios exists. Accordingly,
our findings do not support Schertzinger’s (2008) finding of a significant negative
relationship between M&A activity and acquiring insurers’ financial performance in
the European market. They also fail to correlate with the positive relationship found
by Boubakri et al. (2006) in a US context.

Our study has several important implications for investors, shareholders and man-
agers of insurance firms, particularly for those managing European firms that acquire
through M&As. Managers should highlight the average acceptable long-term per-
formance effects. This communication strategy will help to mitigate the negative
market response to the announcement of M&A activity. In addition, it would be
helpful for shareholders and investors to be aware of the time-dependent effects
involved and make investment decisions in light of this. In summary, M&A trans-
actions seem to be a viable model, likely to lead to success, and this applies in both
US and European insurance markets.
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