
The Geneva Papers, 2015, 40, (444–473)
© 2015 The International Association for the Study of Insurance Economics 1018-5895/15

www.genevaassociation.org

Mergers and Acquisitions in the Global Insurance
Industry: Valuation Effects
J. David Cumminsa, Paul Klumpesb and Mary A. Weissa
aDepartment of Risk, Insurance & Healthcare Management, Temple University, 1801 Liacouras Walk, Philadelphia,
PA 19010, U.S.A.
E-mails: cummins@temple.edu; mweiss@temple.edu
bNottingham Trent University, Burton Street, Nottingham NG1 4BU, U.K.
E-mail: paul.klumpes@ntu.ac.uk

This paper examines whether global insurance mergers and acquisitions (M&As) create value for
shareholders by conducting an event study of M&A transactions for the period 1990–2006. In the
overall sample, insurance acquirers realised small positive cumulative average abnormal returns
(CAARs), whereas targets realised substantial positive CAARs. Both cross-border and within-border
transactions led to substantial value creation for targets. Market value gains for acquirers are centred in
the U.S. and Europe; acquirer CAARs for Asian M&As are mostly insignificant. Targets realise sig-
nificant market value gains in the U.S., Europe and Asia, with the largest gains for U.S. transactions.
Acquirers from the insurance industry realise small market value gains from within-industry transac-
tions, but cross-industry M&As are value-neutral. Targets realise significant market value gains in
both cross- and within-industry transactions, but the within-industry gains are significantly larger. The
results suggest that insurers should concentrate on focusing rather than diversifying transactions.
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Introduction

An important development in the financial services market is the integration of the
previously separate segments of the financial services industry. Deregulation, advances in
communications and information technology, and economic forces have led to the break-
down of the “firewalls” that traditionally separated financial intermediaries such as banks,
thrift institutions, mutual fund companies and insurance companies worldwide, leading to
mergers of large financial sector banking and insurance institutions such as Travelers-
Citicorp and ING-Nationale Nederlanden. This has led to an expansion in the number of
inter-industry mergers and acquisitions (M&As). Deregulation and factors such as improv-
ing technology and globalisation of financial and real markets have also driven an expansion
of M&As within the insurance industry. The objective of this study is to analyse the market
value impact of M&As in the global insurance industry on both target and acquiring firms.
We conduct an event study analysis to determine the market value effects of change in
control transactions where either the target or the acquirer is an insurance company.
The European Union (EU's) gradually deregulated the financial services sector through a

series of banking and insurance directives, culminating in the virtual deregulation of
financial services (except for solvency) in the Second Banking Coordination Directive,
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implemented in the early 1990s, and the third generation Insurance Directives, implemented
in 1994.1 The objective of the banking and insurance directives was to create a single
European market in financial services. The introduction of the euro in 1999 also profoundly
changed the economic landscape for financial services firms in the European market.
European deregulation in insurance was particularly important, because insurers traditionally
had been limited to operating within specific European countries, with little or no price
competition, and cross-border transactions mainly limited to reinsurance and some
commercial coverages. The third generation Insurance Directives introduced true price and
product competition in European retail insurance markets for the first time.
Deregulation also occurred during the 1990s and earlier in several other countries,

facilitating consolidation of the financial sector. Many countries opened up their national
financial markets to international competition and permitted universal banking or at
least consolidation across previously separate parts of the financial sector. Among the countries
where significant deregulation occurred during the 1990s are Japan, Australia, the Netherlands
and the U.K.2,3 However, in some countries, such as Japan, the deregulation of the 1990s
represented a major change; whereas in others, such as the U.K., insurers had already been free
of the most burdensome regulations for at least a decade.4 As shown below, the number of
transactions varies significantly across countries and depends upon the size of the market and
the number of companies in the market prior to deregulation as well as cultural factors.5

The contrast to Europe, where deregulation brought about major changes in insurers’
ability to compete, diversify and restructure, there have been few regulatory changes in the
U.S. pertaining specifically to insurance. Insurance is primarily regulated by the states, and
state regulators tend to focus heavily on solvency regulation. There have been no major
changes in state regulation since about 1980 except for the adoption of the risk-based capital
system in the early 1990s, which is directed towards solvency. State regulation of insurance
does not restrict M&As. The principal U.S. national deregulation of the past 20 years was the
passage of the Gramm–Leach–Bliley Act in 1999, which permitted financial holding
companies to own banks, insurers and other financial firms for the first time since the
1930s.6 These regulatory changes facilitated M&As between segments of the financial
services industry both at the country level and globally. However, the majority of insurance
M&A transactions are within the insurance industry (see below). Therefore, the surge in U.S.
insurance M&As is only partly attributable to Gramm–Leach–Bliley. The large number of
U.S. transactions is driven by fundamental factors such as the lack of cultural or language
barriers for domestic transactions, the presence of a large insurance market populated by

1 Swiss Re (1996); Group of 10 (2001).
2 Dekle (1998); Group of 10 (2001); Honda (2003).
3 Deregulation measures in specific countries are traced in Swiss Re (1996) for Europe and Group of 10 (2001) for
developed insurance markets worldwide. Besides the EU’s third generation Directives, there were several
specific law changes in individual European countries. Japan introduced the “Big Bang” deregulatory policy in
1996, and Australia gradually deregulated financial services, with major changes in 1984, 1992 and 1997. The U.
K. introduced the “Big Bang” reform of the London Stock Exchange in 1986 and other reforms in the 1980s and
1990s gradually permitting universal banking. For further details and specifics on other countries, see Group of
10 (2001).

4 Swiss Re (1996).
5 Group of 10 (2001).
6 Neale and Peterson (2005).
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many insurers and the heavy reliance in the U.S. on capital market finance and other market
activities5,7

In spite of the high level of merger activity, the literature on global insurance mergers is
rather limited.8 In general, prior literature is equivocal as to the value-creation effects of
M&As. Both multiple industry and banking studies often find that M&As are value
destroying for acquirers and value creating for targets.9

There have been a few studies analysing the valuation effects of M&As for insurance
companies.10 Four studies have analysed the valuation effects of bancassurance by studying
mergers of insurers and banks.11 These studies tend to be based on small samples and
consider only bank-insurer transactions. They also focus on acquirers and do not consider
wealth effects for targets.12

There have been three prior studies of the valuation effects of U.S. insurance mergers.
Akhigbe and Madura13 study large U.S. insurance M&As over the period 1985–1995 and
find significant market value gains for both acquirers and targets. Boubakri et al.14 examine
M&A transactions for U.S. property-casualty (P-C) insurers for the period 1995–2000 and
find value creation for bidders. Cummins and Xie15 analyse U.S. P-C M&As for the period
1997–2003 and find significant market value gains for both targets and acquirers.
The prior study most similar to the present paper is Cummins and Weiss.16 They

analyse European M&As using a sample where either the target or the acquirer is an
insurance company, over the sample period 1990–2002. They find that acquirers realise
small negative market value losses from M&A transactions but targets realised
substantial market value gains.
The objective of the present study is to extend Cummins and Weiss16 to analyse the effects

of M&As on the market value of target and acquiring firms in the international insurance
market. Ours is the first paper to analyse international insurance M&As where either the
target or the acquirer is an insurance company and the merger partner can be from any part of
the financial industry. We extend the bancassurance M&A valuation literature by consider-
ing a broader sampling approach where one party to the transaction is an insurer, but the
merger partner can come from any financial sector industry rather than restricting merger
partners to the banking industry. Our paper adds information not provided by Akhigbe
and Madura13 and Boubakri et al.14 by extending the analysis to include countries outside

7 As in Group of 10 (2001), most of the M&A transactions in our sample involve a U.S. acquirer or target insurer.
8 Consolidation during the decade of the 1990s is analysed in Group of 10 (2001). The report analyses financial
sector consolidation in the 11 G10 countries plus Spain and Australia, but does not conduct market value
analysis of the effects of M&As. Our results are consistent with the G10 report for the years when our sample
periods overlap, not surprisingly, given that the G10 also used the Thomson Financial SDC database as their data
source for M&As.

9 For example, Dobbs et al. (2007); Asimakopoulos and Athanasoglou (2013).
10 This literature is reviewed in more detail below (see the subsection “Literature review”).
11 Fields et al. (2007a, b); Staikouras (2009); and Chen and Tan (2011).
12 Another M&A study that considers banks and insurers is Focarelli and Pozzolo (2008). They do not study

valuation effects of M&As but rather seek to identify the determinants of cross-border M&As.
13 Akhigbe and Madura (2001).
14 Boubakri et al. (2008).
15 Cummins and Xie (2009).
16 Cummins and Weiss (2004).
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the U.S. Finally, with the exception of Akhigbe and Madura13 and Cummins and Weiss16,
none of the prior insurance M&A valuation studies considers the wealth effects of M&As on
targets but rather limit their analysis to acquirers. Hence, the present study is the most
extensive analysis yet conducted that considers wealth effects of M&As for both targets and
acquirers.
Our event study analysis is based on M&A transactions over the period 1990–2006, as

reported in the Thomson Financial SDC Platinum database. Specifically, we obtain stock
price data from the SDC database and study the market reaction to the M&A transactions on
both target and acquiring firms in a series of event windows surrounding the transaction
dates. Tests are conducted for differences in market value effects of mergers by country/
region, by whether the transaction is focusing vs diversifying, and by whether the transaction
is cross-border or domestic. Conducting an event study enables us to capture the market’s
expectation of the net effect of M&A transactions on the present value of the expected future
cash flows of the transacting firms and thus to determine whether M&As tend to create value
for shareholders.
The findings support the general contention that M&A deals are more likely to be value

creating for targets than for acquiring firms. Acquirers achieve small market value gains in
Europe and the U.S. but not in Asia. Targets realise large market value gains in all regions.
Market-value gains for targets are similar for both cross-border and within-border transac-
tions. Acquirers gain value for transactions within the insurance industry, but cross-industry
transactions are value neutral for acquirers. Targets gain from both within- and cross-
industry transactions, but the within-industry gains are larger.
The paper proceeds as follows: The next section reviews the prior literature and develops

hypotheses concerning the economic effects of M&As. The subsequent section explains our
sample selection and event study methodology. The penultimate section presents the results,
and the final section concludes.

Literature review and hypotheses

M&As in the global insurance industry can be motivated by either pure production theory
arguments or by diversification arguments. This section reviews the relevant prior literature
and develops our predictions about whether M&A activities are likely to be value-creating.

Literature review

This section reviews the principal prior literature on the relationship between M&As and
firm value. We focus mainly on papers that analyse market valuation effects; a large
literature on other aspects of M&As is not covered here. We also focus on studies that
primarily emphasise the insurance industry, although we do cover one banking study that has
special relevance for our analysis. Papers are discussed chronologically rather than by
importance.
A relatively early paper on the valuation effects of M&As in the insurance industry is

Akhigbe and Madura.13 They study the valuation effects of 88 large U.S. insurance company
mergers over the sample period 1985-1995. A standard event study methodology is used
with ex post regression analysis to relate cumulative abnormal returns to firm and deal
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characteristics. The findings indicate significant positive market value gains for both
acquirers and targets and that the magnitude of the gains is conditioned on the type, size
and location of the insurance companies.
Cummins and Weiss16 analyse European M&As, using a sample where either the target or

the acquirer is a European insurance company. They utilise an event study methodology to
analyse both cross-border and domestic transactions. Their sample consists of 256 change in
control transactions for the sample period 1990–2002. The results show that European
M&As created small negative cumulative average abnormal returns (CAARs) for acquirers
(generally less than 1 per cent) across various windows surrounding the transaction date.
Targets, however, realised substantial positive CAARs. They find that cross-border
transactions were value-neutral for acquirers, whereas within-border transactions led to a
significant loss in value for acquirers. For targets, both cross-border and within-border
transactions created significant value.
Fields et al.17 study the valuation effects of bancassurance mergers, that is, mergers

where either the target or the acquirer is an insurance company and the other party to the
transaction is a bank. A standard event study methodology is used to conduct a multiple-
country analysis, where the majority of firms are from the U.S. and Europe. The analysis
incorporates 129 transactions over the sample period 1997–2002. The findings indicate
that bancassurance mergers produce positive abnormal returns for bidders. Mergers that
extend the geographical market of the bidder appear to produce substantially more
positive abnormal returns within the same market area. Fields et al.18 utilise the same
sample but extend the analysis to consider the determinants of the cumulative abnormal
returns observed for bidding firms. They find that higher CEO stock ownership results in
less positive gains for shareholders. The results also imply that bidder gains are
principally driven by increases in operating cash flows anticipated from the merger
rather than risk reductions.
Staikouras19 provides an event study analysis of financial transactions involving banks

and insurance companies. The analysis includes cases where banks bid on insurers, insurers
bid on banks, or corporate divestments of previously established bank-insurance structures.
A global sample is used, for the sample period 1990–2006. The analysis considers 51 merger
transactions plus a 10-transaction control sample consisting of bank or insurer mergers with
target non-financial firms. The results indicate that bank bidders earn significant positive
returns, while insurance bidders experience significant losses. Bank-insurance divestments
either produce significant negative returns or are value-neutral.
Focarelli and Pozzolo20 do not study valuation effects of M&As but rather seek to identify

the determinants of cross-border M&As for banks and insurance companies. They analyse
403 cross-border deals in the banking sector and 231 in the insurance sector, for the sample
period 1990–2003. The study is global with 47 potential countries of origin for the cross-
border transactions. The findings indicate that distance and economic and cultural integration
are important determinants for banks’ and insurers’ expansion abroad. Implicit barriers to

17 Fields et al. (2007a).
18 Fields et al. (2007b).
19 Staikouras (2009).
20 Focarelli and Pozzolo (2008).

The Geneva Papers on Risk and Insurance—Issues and Practice

448



foreign entry are more important in explaining the behaviour of banks than for insurance
companies.
Boubakri et al.14 examine the long-run performance of M&As in the U.S. P-C insurance

industry, focusing on acquirers. The sample consists of firms where the bidders are U.S.
P-C insurers and the targets are (not necessarily U.S.) P-C insurers. The sample consists of
177 M&A transactions over the sample period 1995–2000. They investigate whether
M&A transactions create value for bidders’ shareholders and assess how corporate
governance mechanisms affect such performance. The results show that M&A transactions
create value for acquirers in the long run as buy-and-hold abnormal returns are positive and
significant after three years. Internal corporate governance mechanisms such as board
independence and CEO share ownership are significant determinants of the long-term
positive performance of bidders.
Cummins and Xie15 analyse the efficiency effects of U.S. P-C M&As for the period

1997–2003. They estimate the valuation effects of M&As using an event study
methodology and estimate book value efficiency scores using data envelopment analysis.
The results show that acquirers, targets and divesting firms all have significant positive
abnormal returns around announcement dates. They also find that efficient acquirers and
targets have higher cumulative abnormal returns (CAARs) but inefficient divesting firms
have higher CAARs.
Chen and Tan21 examine the risk and wealth effects for acquirers in M&As between banks

and insurers, where the acquirers are European banks. They investigate 72 cross-border and
domestic deals for the sample period 1989–2004. Risk is analysed using market value return
data, and an event study is conducted to measure wealth effects. They find that acquirers’
total risks remain constant, and there are no changes in systematic risk (beta) with respect to
the world market and home banking index. The event study shows significant positive wealth
effects from the transactions for acquirers. The study does not analyse wealth effects for
targets.
A banking study with relevance to our analysis is Amihud et al.22 They analyse the effects

of cross-border mergers on the risk and abnormal returns of acquiring banks. The sample
period is 1985–1998, and the sample includes 214 international mergers where either the
target or the acquirer was a bank, and the partner in the transaction was headquartered in a
different country. The findings indicate that the risk of acquirers remains constant and that
acquirers realise significant negative abnormal returns from the transactions.
The results of the present study—small positive wealth gains for acquirers—are in general

agreement with the findings of Akhigbe and Madura,13 Fields et al.,23 Boubakri et al.,14 and
Cummins and Xie15 for the insurance industry and are also consistent with the findings of
Staikouras19 and Chen and Tan21 for bank acquirers. Our findings for acquirers are not
consistent with those of Cummins and Weiss16 for European insurers or with Amihud et al.22

findings for banks. Our finding of significant positive gains for targets is consistent with
Akhigbe and Madura,13 Cummins and Weiss,16 and Cummins and Xie15 but not consistent
with the findings of Staikouras19 for insurance acquirers of banks.

21 Chen and Tan (2011).
22 Amihud et al. (2002).
23 Fields et al. (2007a, b).
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Economic motivations for M&As

Two principal hypotheses have been developed concerning the effects of M&As on targets
and acquirers—the value-enhancement or synergy hypothesis, and the hypothesis that
M&As are primarily driven by non-value-enhancing behaviour by managers. Value-
enhancing motivations include achieving economies of scale and scope, improving
X-efficiency, gaining market power, achieving earnings diversification and improving other
aspects of financial performance.24 Non-value-enhancing motivations include various
agency theoretic explanations such as managerial hubris, empire-building, increasing
manager compensation and expense preference behaviour.25

Perhaps the most frequently cited rationale for a takeover is economies of scale—firms
expand to obtain optimal operating scale and thereby reduce average unit costs of
production. The usual source of cost scale economies is the spreading of fixed costs over a
broader output base. For insurers, important fixed costs include computer systems and
software development costs. Another source of scale economies that is expected to be
particularly important for insurers is earnings diversification26 in view of the importance of
the law of large numbers in insurance. M&As can permit insurers to expand the policyholder
pool more rapidly than through organic growth. If M&As generate scale economies, the
performance of both the target and the acquirer will be improved after M&A transactions.
Corporate control theory27 argues that takeover is an efficient means to replace inefficient

managers of target companies. If managers of acquiring firms are more capable than those of
acquired firms, they can improve the efficiency of targets. This theory predicts that poorly
performing firms are more likely to be acquired and that the performance of targets will
improve after the takeover. Acquiring firms are also expected to gain from the takeover
activity if they have the ability to bring operating synergies to the post-takeover entity. On
the other hand, there is some evidence in the insurance industry that acquirers might prefer
efficient targets, especially firms possessing competencies in certain areas or product lines.26

For example, M&As may enable insurers to acquire technologies, obtain new distribution
systems and achieve other objectives. Thus, M&As can lead to improvements in efficiency
and create market value gains for both targets and acquirers.
M&As also can be motivated by financial synergies. Financial synergy theory argues that,

with asymmetric information in financial markets, a firm with insufficient liquid assets or
financial slack may not undertake all valuable investment opportunities.28 Such firms can
increase their value by merging with slack-rich firms if the information asymmetry between
the two firms is smaller than that between the slack-poor firm and outside investors. Thus,
takeover may be an efficient means to alleviate information asymmetries and achieve
financial synergies. M&As can also facilitate the development of internal capital markets,
which have been shown to be efficient for insurance groups.29

24 For example, Berger et al. (2001).
25 Shleifer and Vishny (1988).
26 Cummins et al. (1999).
27 For example, Shleifer and Vishny (1988).
28 Myers and Majluf (1984).
29 Powell et al. (2008).
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Non-value maximising motives for M&A focus on agency theory and managerial hubris.
The agency cost theory of M&As argues that takeover activity often results from acquiring
firm managers’ acting in their own self-interests rather than in the interests of the firm’s
owners.27 Managers may be motivated to increase their compensation by increasing the size
of the firm through non-value-enhancing mergers or engaging in “expense preference”
behaviour by over-consumption of perquisites. To the extent that M&As are primarily
motivated by managerial self interest, they are unlikely to generate operating or financial
synergies that lead to improvements in efficiency or productivity.
According to the managerial hubris hypothesis, even if managers try to maximise the

value of the firm, they might overestimate the value of what they buy because of hubris.30

This is particularly true in waves of consolidation, when managers blindly follow the
markets or when multiple bidders compete for the same target. Managers also could
underestimate the cost of post-merger integration or overestimate their ability to control a
larger institution. Thus, a transaction that is believed to benefit the acquirer could simply be a
poor strategic decision where benefits are overestimated or costs are underestimated.
Although M&As may arise from both value-maximising and non-value-maximising

motives, on balance we argue that M&As are likely to create value for targets and acquirers.
Insurance is a competitive industry, and it is unlikely that firms with predominantly non-
value-maximising behaviour will succeed or survive in the long run. In addition, the prior
literature provides evidence that M&As are associated with efficiency gains in both life and
P-C insurance.31 Accordingly, we specify the following hypotheses:

H1: Mergers and acquisitions are value-creating for acquirers.

H2: Mergers and acquisitions are value-creating for targets.

Cross-border vs domestic M&As

Deregulation also provides a potential motive for M&A transactions.32 The European insurance
industry traditionally was subject to stringent regulation33; and a separate market existed in
every European country. Competitive intensity was generally low, with minimal price and
product competition.34 Cross-border transactions were rare, except for reinsurance and some
commercial coverages. The EU’s third generation Insurance Directives represented a major step
in creating conditions in the EU resembling those in a single deregulated national market.35

As mentioned, deregulation in many other countries, including Australia, Japan, the
Netherlands and, to a lesser extent, the U.K., also provided an impetus for M&As.36

U.S. insurers are motivated to conduct M&A transactions both domestically and inter-
nationally and have never faced major U.S. regulatory impediments to this type of activity

30 Roll (1986).
31 Cummins et al. (1999); Cummins and Xie (2008).
32 Buch and DeLong (2004).
33 Regulation affected prices, contractual provisions, the establishment of branches, solvency standards and other

aspects of insurance operations.
34 Swiss Re (2000).
35 Swiss Re (1996); Group of 10 (2001).
36 Dekle (1998); Group of 10 (2001).
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within the insurance industry. Cross-industry mergers in the U.S. became possible following
the passage of the Gramm–Leach–Bliley Act in 1999.
Expanding into other national markets by acquiring firms located in those markets is likely

to be more effective than creating start-up firms because local firms have superior knowledge
of the language, culture and legal systems of their home countries. Local firms also already
possess the requisite physical, human and technological resources necessary to conduct their
operations. Cross-border acquisitions are likely to be particularly effective in achieving
diversification gains for both acquirers and targets because the correlations of insurance
underwriting returns between the cross-border target and the acquiring firm are likely to be
lower than those with potential targets in the acquirer’s home country. M&As also may
provide a more cost-effective means to achieve diversification than buying reinsurance,
which tends to have high expense and profit loadings. Thus, expanding geographically
through M&As is expected to be value-creating, suggesting the following hypotheses:

H3: Cross-border transactions are value-creating for acquirers.

H4: Cross-border transactions are value-creating for targets.

Focusing vs diversifying M&As

According to the conglomeration hypothesis, economies of scope provide another potential
rationale for M&As.37 Scope economies can be present for costs, revenues and for profits.
If cost (revenue) economies of scope are present, the cost of producing two outputs jointly in
a single firm will be lower (higher) than if the outputs were produced by two separate firms.
Cost economies of scope generally arise from the joint use of inputs such as managerial
expertise, customer lists and brand names. Revenue economies of scope are said to arise due
to reductions in consumer search costs and improvements in service quality from the joint
provision of related products such as life insurance and auto insurance. This is the “one-stop
shopping” argument often utilised to justify financial sector mergers.
Many of the arguments supporting the conglomeration hypothesis have been called into

question in the literature, where proponents of the strategic focus hypothesis argue that firms
can maximise value by focusing on core businesses and core competencies. A fundamental
argument is that conglomeration exacerbates managerial incentive conflicts and agency costs
by increasing the span of control, motivating central managers to add divisions to protect
their human capital, and providing more opportunities for the misalignment of incentives
between central and divisional managers.38 Conglomeration also can lead to inefficient
investment decisions by providing additional free cash flow or unused debt capacity.39,40

Internal capital markets also may be less efficient than external capital markets, leading to
value-destroying cross-subsidisation among divisions.41

37 Berger et al. (2000).
38 Berger et al. (2000); Cummins et al. (2010).
39 Jensen (1986).
40 The diversification discount literature also casts doubt on the conglomeration hypothesis. This literature shows

that diversified firms have lower values than their subsidiaries taken independently (e.g. Berger and Ofek, 1995;
Comment and Jarrell, 1995).

41 Scharfstein and Stein (2000).
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There is some empirical evidence for the existence of scope economies between life and
P-C insurance, although findings suggest that economies may exist only for specific types of
producers and products.37 More recent research provides evidence of diseconomies of scope
in the U.S. insurance industry.42 Moreover, Delong43 finds that activity focusing bank
mergers in the U.S. create value but that diversifying mergers do not. On balance, these
arguments suggest the following hypotheses regarding focusing M&A transactions, defined
as transactions within the same industry segment:

H5: Focusing M&As are more likely to create value for acquirers than diversifying M&As.

H6: Focusing M&As are more likely to create value for targets than diversifying M&As.

Transactions and market value gains by country

It is also possible to develop some predictions about differentials in numbers of transactions
and market value gains by country. In general, the number of transactions is likely to be
larger in countries that have large insurance markets with numerous companies. Thus, the
number of transactions is expected to be large in the U.S., the U.K. and in continental Europe
but is predicted to be much smaller in Asia and Australia. Having a strong and well-
developed market-based financial sector is also likely to be correlated with the number of
transactions, again predicting relatively large numbers in the U.S. and the EU. Although
Japan, Korea and Taiwan have well-developed financial sectors, the relatively small numbers
of financial institutions in those countries is likely to limit the number of transactions.
There also are likely to be differences among countries in the market value gains from M&A

transactions. In countries that already have high insurance penetration (premiums as percentage
of gross domestic product (GDP)) and insurance density (premiums per capita), gains from
M&As may be relatively high because acquisitions provide a mechanism to expand the
insurer’s pool of business more effectively than through organic growth. Total life and non-life
insurance premiums are 7.4 per cent of GDP in North America, 7.9 per cent in Western Europe,
11.6 per cent in advanced Asian markets,44 and only 3.0 per cent in emerging Asia.45 Insurance
density (premiums per capita) is highest in North America and advanced Asian markets and
somewhat lower in Europe. Premiums per capita are low in emerging Asian markets. Hence, we
would expect M&A gains to be largest in well-developed insurance markets.
Certain regulations may limit gains from M&As, for example, regulations about privacy

and the sharing of consumer information may impact the efficacy of M&A strategies. Such
restrictions are relatively weak in the U.S. For example, while the Gramm–Leach–Bliley Act
requires financial institutions to inform customers of their policies towards sharing
information among affiliates, it imposes no restrictions on such information-sharing.46 The
1995 EU Data Protection Directive is more restrictive, and various EU countries have gone
even further in regulating the sharing of data.47 In Asia, there is no coherent approach but

42 Cummins et al. (2010).
43 Delong (2001).
44 Advanced Asian markets include Hong Kong, Japan, South Korea, Taiwan and Singapore.
45 Swiss Re (2014).
46 Cate (2000).
47 Jentzsch (2007).
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most countries are far behind in implementing data protection.48 The presence of cultural and
language barriers within the EU are also likely to reduce gains from M&As in comparison
with U.S. domestic transactions. This discussion suggests the following hypothesis:

H7: The gains from M&A transactions are larger for transactions where at least one
merger partner is headquartered in the U.S.

Methodology and sample selection

Data and sample selection

The data on M&A transactions was obtained from the Thomson Financial SDC database.
In selecting the sample, we capture all change in control transactions during the sample
period 1990–2006 where either the acquirer or target was an insurance company. A change
in control transaction is defined as an acquisition that increases the stake of the acquiring
institution from less than 50 to 50 per cent or more of the ownership shares of the target
institution.49 We decided to use the universe of transactions rather than a sample because the
statistical power of our tests will be improved with a larger sample size. The sample period
was selected to bracket the introduction of the EU’s third generation Insurance Directives
and other deregulatory measures around the world in other countries such as Australia, Japan
and the Netherlands. Insurance companies were defined as all firms with four-digit Standard
Industrial Classification (SIC) codes in the insurance industry.50 The stock price data for the
event study is obtained from the Thomson Datastream database.
Because either the target or the acquirer (not both) had to be an insurer, transactions are

included in the sample where insurers are acquired by non-insurance firms such as banks,
other financial firms and industrials, and where insurance firms acquire non-insurers, as well
as within the insurance industry (insurer-to-insurer) transactions. Countries were included in
the study if they have well-developed insurance markets or have significant developing
insurance markets. The countries included in the study are listed in Table 1.

Event study methodology

The standard market model event study methodology is used.51 The analysis involves
computing the returns for each of the transactions in our sample using stock price data. For
each transaction included in the study, the event study methodology computes the abnormal
return associated with a specified event, controlling for the predicted return on the stock on

48 Jentzsch (2007, p. 120).
49 The first pass through the SDC database produced a substantial number of transactions involving minority

stakes. We decided to exclude the minority stake transactions and analyse only the change in control
transactions. This decision was made both to focus on the transactions most likely to create value and to be
consistent with the prior literature (e.g. Cybo-Ottone and Murgia, 2000; Delong, 2001; Cummins and Weiss,
2004).

50 The SICs included in the study are 6311, life insurance; 6321, accident & health insurance; 6331, fire, marine &
casualty insurance; 6399, insurance companies NEC; and 6411, insurance agents, brokers, & service.

51 MacKinlay (1997).
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the same day. The predicted return is computed using the market model. The market model is
estimated for each of our companies based on the security’s returns over the 250 trading-day
period ending 30 days prior to the event date.
Using the parameters estimated from this market model and the movement of the market

index during the event period, we compute the expected return on each stock during each day
of the event window. The daily unexpected or abnormal return (AR) for each security is
obtained by subtracting the expected return from the actual return on each day. We utilise
several event windows for the study, extending a maximum of 15 days before and after the
event date. The notation for an event window extending m days prior to the event date and p
days following the event date is (−m, +p), with the event date as day 0. The mean cumulative
abnormal return is expected to be zero in the absence of abnormal performance.
As is customary in the event study literature, we present the results of more than one test of

the significance of our CAARs. Specifically, we conduct three significance tests—the Patell
Z score, the standardised cross-sectional Z score (SCS-Z) and the generalised sign Z score.52

The Patell Z is the standard event study parametric test statistic, often referred to as a test that
assumes cross-sectional independence. The SCS-Z generalises the Patell test by controlling
for event-induced increases in variance. The SCS-Z test also has desirable properties when
clustering exists in the sample. The generalised sign Z is a non-parametric test statistic that
does not require as stringent assumptions about return distributions as the two parametric
tests and also controls for possible asymmetries in return distributions.

Table 1 Countries included in the study

Europe/United Kingdom Asia and Pacific

Belgium Australia
Denmark Bangladesh
Finland Cambodia
France Hong Kong
Germany India
Ireland Indonesia
Italy Japan
Luxembourg Laos
Netherlands New Zealand
Norway Pakistan
Portugal Philippines
Spain Singapore
Sweden South Korea
Switzerland Sri Lanka
United Kingdom Taiwan

Thailand
North America Vietnam
Canada
United States

52 For further discussion of the significance tests, see Cowan (2002) and MacKinlay (1997).
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Empirical results

This section reports the empirical analysis. First, subsection “Insurance M&As: Deals and
deal volume” describes the data in more detail. Then, subsection “Event study results”
presents the results of the event study analysis.

Insurance M&As: deals and deal volume

The number of deals and deal volume by year are shown in Figure 1. The number of deals is
shown as columns plotted on the left axis, and the deal volume in millions of USD is plotted
on the right axis. The deals shown in the figure are change in control transactions. There are
at least 150 deals in each year of the sample period with a total of 4,068 deals over the
entire sample period. The number of deals peaked during the late 1990s with more than
300 transactions taking place each year from 1996 to 2000. Deal volume exceeded
USD120bn per year from 1997 to 2001 and exceeded USD100bn in 2003, 2005 and 2006.
Total deal value for the entire period covered by the study is more than USD1.3tn. In
proceeding with the study, the sample size was reduced considerably because of the
necessity of having Datastream stock price data for the firms included in the event study.53

The number of deals and deal value by country are shown in Table 2. The number of deals
is shown in Panel A of Table 2 and the deal value is shown in Panel B. Acquiring countries
are shown as rows in the table, while targets are shown in columns. Only the largest
13 countries are shown; M&A transactions in other countries are classified under “other”.
As expected, the largest number of transactions in terms of targets was within North America
(1,200), 1,073 in the U.S. and 127 in Canada. The U.S. thus accounts for 54.5 per cent of all
transactions and North America for 61.0 per cent. The next largest number, 668, involved
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Figure 1. Global insurance M&As: number of deals and deal value by year.

53 Some observations also were lost because the region of the target or acquirer is not reported.
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Table 2 Deals by country—Insurance acquirer or target: Deals involving a change in control

Target country: in columns
Acquirer country: in rows Aus Belgium Bermuda Canada Dnk Fra Ger

Panel A: Number of deals, 1990–2006
Australia 8 1
Belgium 9 4 2
Bermuda 9 2
Canada 93
Denmark 17
France 5 3 1 53 2
Germany 2 39
Italy 4
Japan
Nethe rlands 5 2 3 1
Other 1 3 1 5 2 6 4
Switzerland 1 1 3
U.K. 11 2 4 1 2 1
U.S.A. 1 16 22 3 3

Total 20 23 32 127 22 75 59

Target country: in columns
Acquirer country: in rows Italy Japan Neth Othera Switz U.K. U.S. Total

Panel A: Number of deals, 1990–2006
Australia 6 2 17
Belgium 2 3 1 21
Bermuda 1 9 21
Canada 1 4 11 109
Denmark 1 18
France 4 1 3 4 6 82
Germany 1 3 2 4 51
Italy 47 2 7 3 1 64
Japan 19 1 20
Netherlands 12 2 1 1 27
Other 4 1 7 76 12 10 3 135
Switzerland 4 14 23
U.K. 5 2 7 222 29 286
U.S.A. 3 5 3 11 17 1,010 1,094

Total 63 20 38 81 62 273 1,073 1,968

Target country: in columns
Acquirer country: in rows Aus Belgium Bermuda Canada Dnk Fra Ger

Panel B: Deal value (USD millions), 1990–2006
Australia 418 817
Belgium 14,845 3,524 45
Bermuda 3,148 139
Canada 12,448
Denmark 4,465
France 23 1,212 137 23,914 5,118
Germany 1,859
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Table 2 (continued)

Target country: in columns
Acquirer country: in rows Aus Belgium Bermuda Canada Dnk Fra Ger

Italy 1,308
Japan
Netherlands 1,473 1,311
Other 517 451 485 509 1,380 637
Switzerland 441 236
U.K. 2,033 172 313 1,960 105
U.S.A. 2,629 8,025 4,268 60 7,080

Total 2,968 18,970 13,449 17,790 4,974 33,202 16,152

Target country: in columns
Acquirer country: in rows Italy Japan Neth Other Switz U.K. U.S. Total

Panel B: Deal value (USD millions), 1990–2006
Australia 81 77 1,393
Belgium 36 175 8 18,633
Bermuda 913 4,200
Canada 375 567 523 13,913
Denmark 4,465
France 1,139 1,283 2,147 525 35,498
Germany 2,337 90 417 4,703
Italy 17,381 397 74 19,160
Japan 262 196 458
Netherlands 12,765 283 53 15,885
Other 49 267 2,153 17,521 540 11,144 16 35,669
Switzerland 1,224 10,906 12,807
U.K. 663 843 40,027 75,189 3,642 124,947
U.S.A. 322 18,490 1 16,036 3,223 377,817 437,951

Total 20,115 529 36,819 18,365 69,737 93,099 383,513 729,682

Target country: in columns
Acquirer country: in rows Aus Belgium Bermuda Canada Dnk Fra Ger

Panel C: Average deal value (total deal value/number of deals) (USD millions), 1990–2006
Australia 52 817
Belgium 1,649 881 23
Bermuda 350 70
Canada 134
Denmark 263
France 5 404 137 451 2,559
Germany 48
Italy 327
Japan
Netherlands 295 437
Other 517 451 97 255 230 159
Switzerland 441 236
U.K. 185 86 78 980 105
U.S.A. 2,629 502 194 20 2,360

Total 148 825 420 140 226 443 274
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European targets, with the largest number of targets in the U.K. (278) and France (75).
Thirty-two transactions involved Bermuda targets, and there were only 57 target transactions
in Asia.54 Overall, there were 1,968 total transactions. There were 1,628 within-border and
340 cross-border transactions (17.3 per cent cross-border). For the cross-border transactions,
the vast majority were intra-region (e.g. within Europe, North America, or Asia-Pacific)
rather than cross-region. This makes sense if firms conduct most of their cross-border
activities in regions with which they are most familiar.55

Table 2, Panel B shows the value of deals in millions of U.S. dollars by country of
the acquirers and targets. Overall, total deal value amounted to USD 729.7bn for the sample
period, an average of USD 42.9bn per year. The U.S. dominates with 52.6 per cent of total
worldwide deal value, measured by target transactions,56 followed by the U.K. (12.8 per cent),
Switzerland (9.6 per cent) and the Netherlands (5.0 per cent). Others with significant deal

Table 2: (Continued )

Target country: in columns
Acquirer country: in rows Italy Japan Neth Other Switz U.K. U.S. Total

Panel C: Average deal value (total deal value/number of deals) (USD millions), 1990–2006
Australia 14 39 82
Belgium 18 58 8 887
Bermuda 101 200
Canada 375 142 48 128
Denmark 248
France 285 428 537 88 433
Germany 779 45 104 92
Italy 370 57 25 299
Japan 14 196 23
Netherlands 1,064 142 53 588
Other 12 267 308 231 45 1,114 5 264
Switzerland 306 779 557
U.K. 133 422 5,718 339 126 437
U.S.A. 107 3,698 0 1,458 190 374 400

Total 319 26 969 227 1,125 341 357 371

aTargets in the “Other” category (with the number of transactions in parentheses) include Finland (12), Hong Kong (3),
Ireland (4), Indonesia (2), India (1), Norway (4), Philippines (4), Portugal (4), Singapore (8), Spain (14), Sweden (6),
South Korea (6), Taiwan (4), Thailand (9).
Note: In Panels A, B and C, acquiring countries are in rows and target countries are in columns.

54 As discussed above, even in the developed Asian markets, the number of companies is much smaller than in
Europe and the U.S., providing fewer potential targets for M&A transactions.

55 This and other trade theory arguments about M&As are discussed in Focarelli and Pozzolo (2008).
56 To provide some perspective, we compare the average deal value per year for the U.S. with the total book

capitalisation of the U.S. life and property-casualty insurance industries in 1998, the approximate mid-point of
our sample period. Total insurance industry book capitalisation was USD503.1bn in 1998, and the average deal
value for U.S. targets per year was USD22.7bn. Therefore, the average deal value per year was about 4.5 per
cent of insurer equity capital. The data on book capitalisation of U.S. insurers is from the Federal Reserve Flow
of Funds Accounts.
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volume include France, Belgium and Italy. Cross-border deals dominate in Australia,
Bermuda, Germany, the Netherlands and Switzerland. Overall, 78.5 per cent of the deal
volume (USD572.9bn) represented within-border transactions.
Panel C of Table 2 shows the average deal value by country. The largest average deal

value is for U.K. acquisitions of Swiss firms. Other relatively large average deal values are
for U.S. acquisitions of firms from Belgium, Germany and the Netherlands, and for French
acquisitions of German firms. Not surprisingly, the largest average deals involve transactions
in large, highly developed economies.
Table 3 reports on M&A deals broken down by industry type; where either the acquirer

or takeover target must be an insurance firm. Panel A reports the results by number of
deals; Panel B reports results by deal value. Table 3 shows that 70.0 per cent of
transactions and 65.3 per cent of deal volume were cross-industry, where each segment
of the insurance industry is considered as a separate industry. However, when the four
segments of the insurance industry are considered to be a single industry, then 45.1 per
cent of transactions (41.0 per cent of volume) represent cross-industry deals. Under
either definition, there is considerable cross-industry M&A activity during the sample
period, evidence of financial sector convergence.
Table 3 also reveals that 39.2 per cent of all deals by number and 55.2 per cent by

value involve life insurance targets, and 36.0 per cent by number and 44.8 per cent by deal
value involve life insurance acquirers. Interestingly, 9.4 per cent of all deals by number and
9.7 per cent of deals by volume involve insurers acquiring commercial banks. Conversely,
16.9 per cent of deals by volume involve commercial banks acquiring life insurers, although
these deals account for only 1.4 per cent of deals by number. Thus, banks tended to acquire
relatively large life insurers. The average deal sizes by industry are shown in Panel C of
Table 3. The largest average deal sizes are for commercial bank acquisitions of life insurers and
property-casualty insurer acquisitions of other types of insurers.
Several transactions provide examples of the breaking down of traditional firewalls in

financial markets. The largest such transaction during our sample period was the merger of
the insurer Travelers Group with the banking institution Citicorp in 1998 to form Citigroup, a
transaction that was legalised retrospectively through the passage of the Gramm–Leach–
Bliley57 Act in 1999. A large transaction involving previously separate parts of the insurance
industry was CGU’s takeover of Norwich Union in 2000 to form Aviva. At the time of
the merger, CGU was the U.K.’s largest composite insurance group, and Norwich Union was
the second largest life insurer. The combined group became the U.K.’s largest general
insurer, also offering life insurance, pensions and investments. Following Dutch

57 At the time, the Travelers-Citicorp deal was viewed as the prototype of bank-insurance integration. However,
the deal did not work out particularly well. In August 2002, Citigroup spun off the P-C division of Travelers,
which was later merged with St. Paul Companies. Travelers was viewed by Citigroup as a drag on its stock price
due to the cyclical nature of property-casualty insurance business and its exposure to catastrophes such as the
2001 World Trade Center terrorist attacks. In January 2005, Citigroup sold its Travelers life insurance and
annuity business to MetLife. The deal included an agreement that allowed MetLife to distribute its products
through Citigroup offices worldwide. This is a typical bank-insurance arrangement in the U.S., where banks
distribute private-label branded insurance and annuity products underwritten (manufactured) by insurance
companies that the banks do not own, that is, banks tend to be distributors rather than underwriters of insurance.
For further discussion, see Staikouras (2009).
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deregulation permitting the merger of banks and insurers in 1990, the Dutch insurance
company Nationale-Nederlanden merged with the Dutch banking institution NMB Postbank
to form Internationale Nederlanden Group (ING).
The largest transactions occurred in the life insurance sector. The most active firm in

terms of deal volume is Travelers, which engaged in more than USD81bn in M&A
transactions over the period. Also very active in deal volume were Aviva (USD29bn) and
AXA (USD22bn). The most active firms in terms of numbers of transactions are Aon with
20 transactions and Aviva with 19. Swiss Re was also quite active, with 18 transactions
totalling USD16.5bn.

Event study results

The first stage in the event study analysis was to match SDC transactions with Thomson
Datastream codes in order to capture the Thomson Datastream data onM&As for traded insurers

Table 3 Deals by industry: Insurance acquirer or target—Deals involving a change in control

Targets in columns: Comm Bank Other Fin Life Ins P&L Ins Other Ins Ins Agent Other Ind Total

Panel A: Number of deals, 1990–2006
Commercial Bank 28 28
Other Financial 13 9 5 27
Life Insurance 93 36 338 61 45 45 90 708
P&L Insurance 6 3 32 41 16 7 47 152
Other insurance 3 2 98 19 63 15 44 244
Ins Agency 83 25 101 32 20 148 76 485
Other Industries 161 49 67 47 324

Total 185 66 771 211 216 262 257 1,968

Panel B: Value of deals (USD millions), 1990–2006
Commercial Bank 123,059 320 123,379
Other Financial 330 361 23 323 1,037
Life Insurance 42,623 18,180 212,471 7,051 31,584 324 14,985 327,238
P&L Insurance 2,638 0 18,030 31,820 55,997 146 5,168 113,799
Other Insurance 165 39 8,050 22,993 3,542 324 14,824 49,937
Ins Agency 25,708 102 20,786 630 10,762 5,667 1,383 65,038
Other Industries 23,647 23,094 2,513 49,254

Total 71,134 18,321 402,661 85,949 101,908 9,617 36,360 729,682

Panel C: Average deal value (total deal value/number of deals) (USD millions), 1990–2006
Commercial Bank 4,395.0 4406.4
Other Financial 25.4 40.1 4.6 38.4
Life Insurance 458.3 505.0 628.6 115.6 701.9 7.2 166.5 462.2
P&L Insurance 439.7 0.0 563.4 776.1 3,499.8 20.9 110.0 748.7
Other Insurance 55.0 19.5 82.1 1,210.2 56.2 21.6 336.9 204.7
Ins Agency 309.7 4.1 205.8 19.7 538.1 38.3 18.2 134.1
Other Industries 146.9 471.3 0.0 53.5 152.0

Total 384.5 277.6 522.3 407.3 471.8 36.7 170.7 370.8

Note: The columns of Table 3 represent targets and the rows represent acquirers. Other Insurance includes accident,
health, and medical insurance and miscellaneous lines such as surety insurance. This follows the definition of the
Standard Industrial Classification (SIC) system.
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in the overall SDC sample. With some loss of data due to incomplete stock return information,
the sample for the event study consists of 1,790 acquirers and 309 targets. This section analyses
the event study results by investigating several event windows, with the discussion emphasising
the (−1, +1), (−2, +2) and (−5, +5) results.58 To test Hypotheses 3–6, the results also are broken
down in terms of cross-border vs within-border transactions and cross vs within-industry
transactions. The country/regional analysis focuses on Europe, Asia and the U.S.

Overall results: acquirers and targets
Hypotheses 1 and 2 state that M&A transactions are value-increasing for both acquirers and
targets. The overall event study results in Table 4 provide evidence on these two hypotheses.
The results show small and statistically significant value gains for acquirers in the (−1, +1)
and (−2, +2) windows and small significant gains (by one of three tests) in the (−5, +5)
window. The gain in the (−1, +1) window is 0.52 per cent.59 Thus, unlike Cummins and
Weiss16 and consistent with Hypothesis 1, we find evidence of market value gains for
acquirers in the insurance industry. This result is consistent with Akhigbe and Madura’s60

earlier findings for U.S. M&As.
The target results in Table 4 provide support for Hypothesis 2. Consistent with both

Cummins and Weiss16 and Akhigbe and Madura,13 we find substantial market value gains
for M&A targets. The gains are statistically significant at the 1 per cent level or better.61 For
example, the mean cumulative abnormal returns for the (−1, +1), (−2, +2) and (−5, +5)
windows are 10.8, 11.5 and 12.3 per cent, respectively.62 Hence, for deals where one party to
the transaction is an insurer, M&As are value-creating for both acquirers and targets, with
targets showing particularly large market value effects. The magnitude of the gains for
targets in our study is consistent with Cummins and Weiss’s16 findings for European
insurers.

Results: country/regional analysis
We next analyse the overall results by specific country/region. After detailed preliminary
analysis, we decided to focus the analysis on the U.S., Europe (including the U.K.)
and Asia (including Pacific rim countries such as Australia and New Zealand).
The geographically decomposed results for acquirers are shown in Table 5.63 Table 5
results show that the overall results are strongly driven by the U.S., not surprisingly,
given that U.S. acquirers constitute a substantial component of the overall sample.

58 Originally, the event study tables also covered longer event windows: (−10, +10), (−15, +15), (−10, 0), (−15, 0),
(0, +10) and (0, +15). These windows were removed at the recommendation of a referee in order to shorten the
paper. The results in the wider windows generally support the same conclusions as the windows shown in the
paper.

59 Putting the approximately 0.5 per cent gain in perspective, multiplying 0.005 by the total deal value of
USD729.7bn amounts to USD3.6bn. We leave the reader to gauge the economic significance of this amount.

60 Akhigbe and Madura (2001).
61 Based on results not shown in the paper due to space limitations, the results by year reveal significant gains by

targets in all years and significant gains by acquirers in most years. There is no particular pattern by year.
62 We consider the target market value gains to be clearly economically significant, in that 10 per cent of the total

deal value equals USD73.0bn billion.
63 Breaking down Europe by country or analysing the U.K. separate from continental Europe produced similar

results. In Asia, the number of observations in specific countries is not sufficient to do a meaningful analysis.
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Table 5 shows significant market value gains for U.S. acquirers of 0.43 and 0.53 per cent
for the (−1, +1) and (−2, +2) windows, respectively. The market value gain for European
acquirers is similar for the (−1, +1) window (0.50 per cent) but is smaller for the
(−2, +2) window (0.29 per cent). Because the results for Asia generally show no
significant gains for acquirers, the table of Asian acquirer results is not included in the
paper to conserve space. The insignificant results for Asian acquirers may be partly due
to the small sample size in Asia but also could imply that Asian M&As are value-neutral
for acquirers. Thus, the results for the U.S. and Europe support Hypothesis 1, that is,
M&As create value for acquirers on average. Hypothesis 1 is not supported for Asian
transactions.
The results of significance tests for differences in mean CAARs between U.S. and

European transactions are presented in the last column of Panel B of Table 5. The tests are
mostly insignificant, with two significant results showing slightly larger gains for U.S.
transactions. Thus, the results provide only weak support for Hypothesis 7 that M&A gains
are larger where at least one merger partner is headquartered in the U.S.

Table 4 Cumulative abnormal returns across event windows─Change in control transactions, market
model, equally weighted index

Days N
Mean

CAAR (%)
Precision weighted

CAAR (%)
Positive:
Negative Patell Z SCS Z

Generalised
sign Z

Panel A: Acquirers, all years 1990–2006
(−1, +1) 1790 0.52 0.40 925:865 6.158*** 4.432*** 4.357
(−2, +2) 1790 0.55 0.32 898:892 2.821** 1.551$ 3.078**
(−5, +5) 1790 0.27 0.27 877:913 −0.264 −0.077 2.083*
(−1, 0) 1790 0.26 0.21 887:903 4.157*** 2.945** 2.556**
(−2, 0) 1790 0.32 0.14 877:913 1.651* 1.179 2.083*
(−5, 0) 1790 0.12 0.04 869:921 −3.477*** −0.691 1.703*
(0, +1) 1789 0.48 0.36 905:884 6.636*** 4.306*** 3.432
(0, +2) 1790 0.45 0.35 882:908 4.610*** 2.809** 2.319*
(0, +5) 1790 0.37 0.40 908:882 4.933*** 3.585*** 3.551

Panel B: Targets, all years 1990–2006
(−1, +1) 309 10.84 10.20 216:93 45.513*** 5.924*** 8.730***
(−2, +2) 309 11.49 10.96 218:91 38.030*** 6.259*** 8.959***
(−5, +5) 309 12.33 11.81 219:90 27.617*** 6.502*** 9.073***
(−1, 0) 309 7.30 7.34 189:120 39.033*** 4.369*** 5.644***
(−2, 0) 309 7.75 7.92 207:102 34.748*** 4.707*** 7.701***
(−5, 0) 309 8.74 8.65 208:101 26.997*** 5.081*** 7.816***
(0, +1) 309 10.12 9.43 210:99 51.490*** 5.510*** 8.044***
(0, +2) 309 10.32 9.61 206:103 42.901*** 5.585*** 7.587***
(0, +5) 309 10.17 9.73 204:105 30.778*** 5.564*** 7.358***

***Significant at 0.1 per cent level, **significant at 1 per cent level, *significant at 5 per cent level, $ significant at
10 per cent level.
Key: CAAR=cumulative average abnormal return, SCS Z=standardised cross-sectional Z score, Generalised sign
Z=non-parametric test statistic.
Note: This table reports results for all transactions reported in the SDC database for which corresponding Thomson
Datastream stock returns exist, where the transaction resulted in a change in control.
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Table 6 provides the results for targets for our selected country/regions. There are two
primary conclusions based on Table 6: (1) There are significant market value gains for
targets in the U.S., Europe and Asia. This provides further support for Hypothesis 2 and
shows that the target results are not driven solely by the U.S. (2) The market value gains for
targets are substantially larger in the U.S. than they are for Europe or Asia. For example,
the market value gain for targets in the (−2, +2) window is 8.8 per cent for Asia
(including Japan), 7.4 per cent for Europe (including the U.K.), and 16.8 per cent for the
U.S. Significance tests for differences in mean CAARs between U.S. and European
transactions and between U.S. and Asian transactions are shown in the last two columns
of Panel B of Table 6. The tests show that the U.S. mean CAARs are significantly larger
than the European CAARs for all windows tested and likewise for the Asian

Table 5 Cumulative abnormal returns across event windows—Acquirer transactions by country/
region, market model, equally weighted index

Days N
Mean

CAAR (%)
Precision weighted

CAAR (%)
Positive:
negative Patell Z SCS Z

Generalised
sign Z

Panel A: Acquirers, U.S. transactions for all years 1990–2006
(−1, +1) 1000 0.43 0.29 515:485 2.798** 2.238* 3.013*
(−2, +2) 1000 0.53 0.01 506:494 0.115 0.055 2.443**
(−5, +5) 1000 0.25 −0.50 499:501 −2.380* −0.538 1.999*
(−1, 0) 1000 0.02 0.00 481:519 0.024 0.019 0.859
(−2, 0) 1000 0.20 −0.13 482:518 −1.331$ −0.948 0.922
(−5, 0) 1000 0.00 −0.97 487:513 −6.533*** −0.983 1.239
(0, +1) 1000 0.50 0.36 515:485 4.315*** 3.142*** 3.013**
(0, +2) 1000 0.42 0.21 490:510 2.172* 1.284$ 1.429$

(0, +5) 1000 0.34 0.54 533:467 3.755*** 2.685** 4.154***

Days N

Mean
CAAR
(%)

Precision
weighted
CAAR (%)

Positive:
negative Patell Z SCS Z

Generalised
sign Z

t-test: U.S.
Mean CAAR>
European
CAAR

Panel B: Acquirers, Europe or U.K. transactions for all years 1990–2006
(−1, +1) 583 0.50 0.44 292:291 4.487*** 2.852** 1.713* −0.369
(−2, +2) 583 0.29 0.27 269:314 2.171* 1.511$ −0.197 0.052
(−5, +5) 583 0.05 0.17 269:314 0.910 0.698 −0.197 1.687$

(−1, 0) 583 0.52 0.40 291:292 5.114*** 3.283*** 1.630$ −0.596
(−2, 0) 583 0.38 0.29 287:296 2.988** 2.054* 1.297$ −0.914
(−5, 0) 583 0.16 0.16 278:305 1.207 0.927 0.550 −1.207
(0, +1) 583 0.22 0.24 271:311 2.839** 1.618$ 0.008 2.009*
(0, +2) 583 0.15 0.18 276:307 1.868* 1.204 0.384 1.290
(0, +5) 583 0.13 0.21 258:325 1.479$ 1.103 −1.111 1.664$

***Significant at 0.1 per cent level, **significant at 1 per cent level, *significant at 5 per cent level, $ significant at
10 per cent level.
Key: CAAR=cumulative average abnormal return, SCS Z=standardised cross-sectional Z score, Generalised sign
Z=non-parametric test statistic.
Note: This table reports results for all transactions reported in the SDC database for which corresponding Thomson
Datastream stock returns exist, where the transaction resulted in a change in control.
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Table 6 Cumulative abnormal returns across event windows─Target transactions by country/region,
market model, equally weighted index

Days N

Mean
CAAR
(%)

Precision
weighted
CAAR (%)

Positive:
negative Patell Z SCS Z

Generalised
sign Z

Panel A: Targets, Asia (including Japan) transactions for all years 1990–2006
(−1, +1) 21 6.87 6.41 14:7 7.370*** 2.741** 1.758*
(−2, +2) 21 8.82 7.73 14:7 6.774*** 2.510** 1.758*
(−5, +5) 21 13.24 10.23 13:8 6.036*** 2.724** 1.321$

(−1, 0) 21 2.23 3.04 14:7 4.339*** 1.947* 1.758*
(−2, 0) 21 2.41 3.22 13:8 3.731*** 2.064* 1.321$

(−5, 0) 21 6.04 4.92 13:8 3.968*** 2.486** 1.321$

(0, +1) 21 6.08 5.61 12:9 7.955*** 2.299* 0.884
(0, +2) 21 7.86 6.75 12:9 7.671*** 2.151* 0.884
(0, +5) 21 8.65 7.55 12:9 6.174*** 2.192 0.884

Days N

Mean
CAAR
(%)

Precision
weighted CAAR

(%)
Positive:
negative Patell Z SCS Z

Generalised
sign Z

t-test: U.S.
Mean
CAAR>
European
CAAR

t-test: U.S.
Mean

CAAR>Asian
CAAR

Panel B: Targets, U.S. transactions for all years 1990–2006
(−1, +1) 143 16.30 15.30 112:31 43.358*** 8.892*** 7.925*** 23.7*** 9.4***
(−2, +2) 143 16.84 16.23 116:27 35.532*** 8.884*** 8.596*** 18.2*** 5.8***
(−5, +5) 143 17.74 16.90 114:39 24.705*** 8.687*** 8.260*** 12.2*** 1.9$

(−1, 0) 143 10.44 9.92 95:48 34.364*** 6.599*** 5.069*** 14.7*** 13.8***
(−2, 0) 143 11.18 10.90 103:40 30.991*** 6.821*** 6.413*** 13.0*** 11.9***
(−5, 0) 143 12.13 11.59 106:37 23.171*** 7.038*** 6.917*** 9.3*** 3.8***
(0, +1) 143 15.57 14.77 113:30 51.355*** 8.594*** 8.092*** 30.0*** 11.5***
(0, +2) 143 15.38 14.72 110:30 41.688*** 8.586*** 7.589*** 23.4*** 6.9***
(0, +5) 143 15.33 14.69 107:36 29.427*** 8.345*** 7.085*** 16.4*** 4.5***

Days N
Mean

CAAR (%)
Precision weighted

CAAR (%)
Positive:
negative Patell Z SCS Z

Generalised
Sign Z

t-test: European
mean CAAR>
Asian CAAR

Panel C: Targets, Europe or U.K. transactions for all years 1990–2006
(−1, +1) 134 6.67 5.31 68:48 21.558*** 2.077* 4.386*** −0.212
(−2, +2) 134 7.40 5.78 82:52 18.067*** 2.228* 3.692*** −1.077
(−5, +5) 134 8.14 6.62 86:48 13.944*** 2.480** 4.386*** −2.299*
(−1, 0) 134 5.41 4.40 76:58 21.855*** 1.762* 2.650** 5.916***
(−2, 0) 134 5.87 4.70 85:49 19.027*** 1.878* 4.212*** 5.140***
(−5, 0) 134 6.59 5.35 83:51 15.350*** 2.109* 3.865*** 0.355
(0, +1) 134 5.85 4.42 81:53 22.237*** 1.769* 3.518*** −0.298
(0, +2) 134 6.11 4.58 78:56 18.769*** 1.815* 2.998* −1.691$

(0, +5) 134 6.13 4.79 79:55 13.771*** 1.858* 3.171*** −1.779$

***Significant at 0.1 per cent level, **significant at 1 per cent level, *significant at 5 per cent level, $ significant at
10 per cent level.
Key: CAAR=cumulative average abnormal return, SCS Z=standardised cross-sectional Z score, Generalised sign
Z=non-parametric test statistic.
Note: This table reports results for all transactions reported in the SDC database for which corresponding Thomson
Datastream stock returns exist, where the transaction resulted in a change in control.
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comparisons. Tests for differences in mean CAARs between European and Asian
transactions (Panel C) are sometimes significant but are not consistently higher or lower
for Europe or Asia. Thus, the gains are clearly largest for the U.S., supporting
Hypothesis 7 and providing evidence that the U.S. is a more fertile environment for
M&As than Europe or Asia in terms of market value gains.

Results: cross-border vs within-border transactions
To provide evidence on Hypothesis 3, that cross-border M&As create value for acquirers,
Table 7 breaks down the overall acquirers’ results into cross-border (Panel A) and within-
border (domestic) transactions (Panel B). The results for cross-border transactions (Panel A)
are positive and statistically significant for several windows. For example, for the (−1, +1) and
(−2, +2) windows the average market value gains are 0.46 and 0.74 per cent, respectively. For
the domestic transactions, that is, focusing on windows that include returns pre- and post-
event-day, there are small market value gains for acquirers in the (−1, +1) and (−2, +2)
windows, but there are weakly significant negative returns for the (−10, +10) window (not

Table 7 Cumulative abnormal returns across event windows─Acquirer domestic and cross-border
transactions, market model, equally weighted index

Days N
Mean

CAAR (%)
Precision weighted

CAAR (%)
Positive:
negative Patell Z SCS Z

Generalised
sign Z

Panel A: Acquirers, cross-border transactions for all years 1990–2006
(−1, +1) 378 0.46 0.46 198:182 3.377*** 2.346*** 2.117*
(−2, +2) 378 0.74 0.53 188:190 3.063** 2.255* 1.292$

(−5, +5) 378 0.17 0.24 177:201 0.873 0.751 0.158
(−1, 0) 378 0.53 0.37 189:189 3.490*** 2.495** 1.395$

(−2, 0) 378 0.51 0.33 193:185 2.454** 1.883* 1.808*
(−5, 0) 378 0.34 0.19 183:195 0.995 0.897 0.776
(0, +1) 378 0.44 0.30 182:196 2.517** 1.590$ 0.673
(0, +2) 378 0.55 0.41 173:205 3.021** 2.031* −0.255
(0, +5) 378 0.17 0.25 176:202 1.302$ 1.013 0.055

Panel B: Acquirers, domestic transactions for all years 1990–2006
(−1, +1) 1412 0.49 0.42 730:682 5.241*** 3.809*** 3.865***
(−2, +2) 1412 0.50 0.16 711:701 1.639$ 0.852 2.851***
(−5, +5) 1412 0.30 −0.13 701:711 −0.734 −0.193 2.318*
(−1, 0) 1412 0.19 0.18 700:712 2.922** 2.066* 2.264*
(−2, 0) 1412 0.27 0.05 665:727 0.631 0.442 1.464$

(−5, 0) 1412 0.06 −0.52 687:725 −4.403*** −0.781 1.571$

(0, +1) 1412 0.49 0.40 723:688 6.221*** 4.073*** 3.518***
(0, +2) 1412 0.42 0.28 710:702 3.676*** 2.190* 2.798**
(0, +5) 1412 0.43 0.56 733:679 4.893*** 3.495*** 4.025***

***Significant at 0.1 per cent level, **significant at 1 per cent level, *significant at 5 per cent level, $ significant at
10 per cent level.
Key: CAAR=cumulative average abnormal return, SCS Z=standardised cross-sectional Z score, Generalised sign
Z=non-parametric test statistic.
Note: The table reports results for all transactions reported by SDC with corresponding Thomson Datastream stock
data, where the transaction resulted in a change in control. Results are for the entire sample period.
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shown). Hence, the results support Hypothesis 3 for cross-border acquisitions; but, for
domestic transactions, the evidence is conflicting and Hypothesis 3 is not clearly supported.
Table 8 reports the equivalent cross-border and within-border (domestic) transaction results

for targets. In both cases, the CAARs are large, positive and statistically significant for nearly all
windows shown. For example, for the (−1, +1) and (−5, +5) windows, the gains are 10.6 and
11.5 per cent for cross-border transactions and 10.9 and 12.6 per cent for domestic transactions,
respectively. The results support Hypothesis 4—cross-border transactions are value-creating for
targets. Significance tests for differences in mean CAARs between cross-border and domestic
transactions are shown in the last column of Panel B of Table 8. Except for two (−x, 0)
windows, the test results are not statistically significant. Hence, cross-border and within-border
transactions appear to generate comparable market value gains for targets. This provides

Table 8 Cumulative abnormal returns across event windows—All target domestic and cross-border
transactions, market model, equally weighted index

Days N

Mean
CAAR
(%)

Precision
weighted
CAAR (%)

Positive:
negative Patell Z SCS Z

Generalised
sign Z

Panel A: Targets, cross-border transactions for all years 1990–2006
(−1, +1) 72 10.57 10.79 48:24 29.483*** 4.219*** 3.549***
(−2, +2) 72 11.54 11.76 50:22 24.835*** 4.495*** 4.022***
(−5, +5) 72 11.54 11.77 48:24 16.684*** 4.336*** 3.549***
(−1, 0) 72 8.15 9.37 48:24 31.333*** 3.752*** 3.549***
(−2, 0) 72 8.48 9.71 52:20 26.611*** 3.934*** 4.495***
(−5, 0) 72 9.09 10.06 50:22 19.480*** 4.063*** 4.022***
(0, +1) 72 9.92 10.17 44:26 34.190*** 4.006*** 2.603**
(0, +2) 72 10.56 10.80 43:29 29.528*** 4.121*** 2.366**
(0, +5) 72 9.95 10.46 39:33 20.210*** 3.850*** 1.420

Days N

Mean
CAAR
(%)

Precision
weighted CAAR

(%)
Positive:
negative Patell Z SCS Z

Generalised
sign Z

t-test
Cross-border

Mean
CAAR>Domestic

Panel B: Targets, domestic transactions for all years 1990–2006
(−1, +1) 237 10.92 8.41 168:69 35.719*** 4.535*** 7.996*** 0.743
(−2, +2) 237 11.48 9.05 168:69 29.737*** 4.776*** 7.996*** 0.099
(−5, +5) 237 12.58 10.16 171:66 22.341*** 5.121*** 8.388*** 1.166
(−1, 0) 237 7.04 5.24 141:96 27.299*** 3.009** 4.471*** 3.030**
(−2, 0) 237 7.53 5.86 155:82 25.009*** 3.318*** 6.299*** 2.167*
(−5, 0) 237 8.64 6.69 158:79 29.090*** 3.687*** 6.691*** 0.814
(0, +1) 237 10.18 7.65 166:71 39.947*** 4.174*** 7.735*** 0.673
(0, +2) 237 10.25 7.67 163:74 32.711*** 4.184*** 7.344*** 0.652
(0, +5) 237 10.24 7.95 165:72 24.006*** 4.278*** 7.605*** 0.445

***Significant at 0.1 per cent level, **significant at 1 per cent level, *significant at 5 per cent level, $ significant at
10 per cent level.
Key: CAAR=cumulative average abnormal return, SCS Z=standardised cross-sectional Z score, Generalised sign
Z=non-parametric test statistic.
Note: This table reports results for all change in control transactions in the SDC Database for the entire sample period
for which corresponding Thomson Datastream stock returns exist.
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evidence of convergence of insurance markets involved in these transactions, suggesting that
firms entering non-home markets through M&As are generally not at a disadvantage.

Results: cross- and within-industry analysis
This section discusses the results for cross-industry and within-industry M&A transactions.
This enables us to provide information on Hypotheses 5 and 6, that focusing M&As are more
likely to create value for acquirers and targets, respectively, than diversifying M&As.
We first consider the results for acquirers. Table 9 shows the acquirer CAARs for the case

where both the acquirer and target are insurance companies (Panel A) and where the acquirer
is an insurance company but the target is from some other industry (any industry except
insurance company or insurance agent/broker) (Panel B). The results provide support for
Hypothesis 5, that focusing transactions are more likely to create value for acquirers than

Table 9 Cumulative abnormal returns across event windows—Acquirer cross- and within-sector
transactions, market model, equally weighted index

Days N

Mean
CAAR
(%)

Precision
weighted
CAAR (%)

Positive:
negative Patell Z SCS Z

Generalised
sign Z

Panel A: Acquirers, acquirer and target are insurance company for all years 1990–2006
(−1, +1) 613 0.66 0.54 335:278 4.708*** 3.450** 4.110***
(−2, +2) 613 0.48 0.43 305:308 2.989** 2.280* 1.681
(−5, +5) 613 0.18 0.35 307:306 1.594$ 1.411$ 1.843*
(−1, 0) 613 0.38 0.32 317:296 3.475*** 2.546** 2.653**
(−2, 0) 613 0.28 0.22 315:298 1.935* 1.555$ 2.491**
(−5, 0) 613 −0.02 0.11 308:305 0.688 0.578 1.924*
(0, +1) 613 0.61 0.42 319:293 4.463*** 2.918** 2.854**
(0, +2) 613 0.53 0.42 300:313 3.708*** 2.56** 1.276
(0, +5) 613 0.53 0.45 309:304 2.764** 2.186* 2.005*

Days N

Mean
CAAR
(%)

Precision
weighted
CAAR

Positive:
negative Patell Z SCS Z

Generalised
sign Z

t-test: Intra-industry
CAAR>Inter-industry

CAAR

Panel B: Acquirers, acquirer is insurance company and target is not for all years 1990–2006
(−1, +1) 491 −0.02 0.12 239:252 0.987 0.676 0.821 4.801***
(−2, +2) 491 0.32 0.20% 245:246 1.136 0.933 1.364$ 0.493
(−5, +5) 491 −0.49 0.18% 246:245 0.678 0.608 1.454$ 0.916
(−1, 0) 491 −0.12 −0.06% 247:244 −0.335 −0.228 1.545$ 1.335
(−2, 0) 491 −0.09 −0.07% 245:246 −0.436 −0.338 1.364$ 1.468
(−5, 0) 491 −0.17 0.03% 243:248 0.202 0.174 1.183 0.178
(0, +1) 491 0.10 0.22% 238:253 1.991* 1.199 0.731 3.502***
(0, +2) 491 0.41 0.30% 243:248 2.248* 1.644$ 1.183 0.518
(0, +5) 491 −0.31 0.18% 244:247 0.939 0.807 1.274 2.200*

***Significant at 0.1 per cent level, **significant at 1 per cent level, *significant at 5 per cent level, $ significant at
10 per cent level.
Key: CAAR=cumulative average abnormal return, SCS Z=standardised cross-sectional Z score, Generalised sign
Z=non-parametric test statistic.
Note: This table reports results for all change in control transactions in the SDC database for the entire sample period
for which corresponding Thomson Datastream stock returns exist.
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diversifying transactions. The CAARs for the (−1, +1) and (−2, +2) windows are 0.66 and
0.48 per cent, respectively, for transactions where the acquirer and target are both insurers.
Both CAARs are statistically significant by at least two significance tests. By contrast, when
the acquirer is an insurer and the target is not, the (−1, +1) CAAR is negative and statistically
insignificant, and the (−2, +2) CAAR is positive but only weakly significant by one
significance test and insignificant by the other two tests. Thus, the results in Panels A and B
of Table 9 support Hypothesis 5. Acquiring insurance companies thus should be very
sceptical of cross-industry acquisitions.
Table 10 shows the within- and cross-industry results for targets. Panel A shows results for

targets where both the acquirer and target are insurers, and Panel B shows results where the
acquirer is an insurer but the target is from some other industry. There are two conclusions
from Table 10: (1) Both insurance and non-insurance targets realise substantial market

Table 10 Cumulative abnormal returns across event windows—Target cross- and within-sector
transactions, market model, equally weighted index

Days N
Mean CAAR

(%)
Precision weighted

CAAR (%)
Positive:
negative Patell Z SCS Z

Generalised
sign Z

Panel A: Targets, acquirer and target are insurance company for all years 1990–2006
(−1, +1) 132 13.44 13.07 98:34 44.375*** 6.954*** 6.627***
(−2, +2) 132 14.32 14.21 103:29 37.187*** 7.292*** 7.501***
(−5, +5) 132 15.33 15.58 100:32 27.430*** 7.319*** 6.976***
(−1, 0) 132 8.99 9.35 88:44 38.779*** 5.401*** 4.879***
(−2, 0) 132 9.50 10.00 98:34 33.975*** 5.798*** 6.627***
(−5, 0) 132 10.22 10.99 93:39 28.345*** 6.070*** 5.753***
(0, +1) 132 12.73 12.42 95:37 51.939*** 6.728*** 6.102***
(0, +2) 132 13.10 12.88 96:36 43.785*** 6.801*** 6.277***
(0, +5) 132 13.40 13.30 94:38 32.034*** 6.718*** 5.927***

Days N

Mean
CAAR
(%)

Precision
Weighted
CAAR (%)

Positive:
Negative Patell Z SCS Z

Generalised
Sign Z

t-test Insurance Target
CAAR>Non-insurance

Target CAAR

Panel B: Targets, acquirer is insurance company and target is not for all years 1990–2006
(−1,+1) 93 10.62 8.75 66:27 23.195*** 5.822** 5.232*** 5.137***
(−2,+2) 93 11.34 9.44 60:33 19.528*** 5.746*** 3.979*** 4.277***
(−5,+5) 93 11.01 9.61 64;29 13.254*** 5.403*** 5.023** 4.315***
(−1,0) 93 8.99 7.87 58:35 25.671*** 5.394*** 3.561*** 0.000
(−2,0) 93 9.68 8.59 60:33 23.044*** 5.268*** 3.979*** −0.357
(−5,0) 93 10.15 8.89 64:29 16.735*** 5.285*** 4.815*** 0.099
(0,+1) 93 9.82 7.81 62:31 24.456*** 5.482*** 4.397*** 6.186***
(0,+2) 93 9.85 7.78 61:32 20.847*** 5.642*** 4.188*** 5.811***
(0,+5) 93 9.05 7.65 60:33 14.471*** 5.192*** 3.979*** 5.782***

***Significant at 0.1 per cent level, **significant at 1 per cent level, *significant at 5 per cent level, $ significant at
10 per cent level.
Key: CAAR=cumulative average abnormal return, SCS Z=standardised cross-sectional Z score, Generalised sign
Z=non-parametric test statistic.
Note: This table reports results for all change in control transactions in the SDC database for the entire sample period
for which corresponding Thomson Datastream stock returns exist.
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value gains from being involved in M&A transactions. For example, the (−2, +2) CAAR is
14.3 per cent for insurance targets and 11.3 per cent for non-insurance targets, both of which
are statistically significant at the 0.1 per cent level. (2) The market value gains are higher
for insurance targets than for non-insurance targets. For example, the (−5, +5) CAAR is
15.3 per cent for insurance targets and 11.0 per cent for non-insurance targets. Significance
tests for differences in mean CAARs between insurance targets and non-insurance targets,
shown in the last column of Panel B, are all highly significant except for the (−x, 0) windows.
The results overall support Hypothesis 6—market value gains are larger for insurance targets
than for non-insurance targets, that is, focusing transactions create more value for targets
than diversifying transactions. This provides further evidence supporting the strategic focus
hypothesis for the insurance industry.

Conclusions

This paper presents an empirical analysis of M&A transactions in the international insurance
sector. The M&A transactions included in the study are those where either the acquirer or the
target is in the insurance industry. We examine change in control transactions reported in the
Thomson SDC Platinum database for which stock return data exists in the Thomson
Datastream global stock price database. We examine the effect of M&A transactions on both
acquiring and target firms by analysing how the stock prices of the relevant entities performed
relative to the overall market during the period immediately pre- and post-announcement, over
various event windows. The analysis extends across the global insurance market and breaks
down the results by country/region, by cross-border vs within-country transactions and by
whether the transaction was within- or cross-industry (i.e. focusing or diversifying).
The findings of the event study analysis can be summarised as follows:

● There were a substantial number and volume of M&A deals involving insurance firms
during our sample period (1990–2006). Considering all deals, there were 4,068 deals with
a total deal value of more than USD1.3tn. Approximately 45 per cent of deals (41 per cent
of deal volume) were cross-industry, meaning that the acquirer was from the insurance
industry and the target was from some other industry.

● Focusing on change in control deals, the largest number of deals in terms of targets was in
the U.S. (1,073 deals), and the next largest number (668) involved European targets. There
were only 57 target transactions in Asia. The high number of deals in the U.S. and Europe
supports the argument that M&As are more likely in markets with high insurance
penetration. The relatively small number of deals in advanced Asian markets, which also
have high insurance penetration, is due to other factors such as a small number of insurers.

● Based on the overall results, there are small and statistically significant gains for acquirers
in the (−1, +1) and (−2, +2) windows. There are large and highly significant gains for
targets based on the overall sample. The finding of small positive gains for acquirers is
consistent with prior insurance research for the U.S.13 but not consistent with prior
literature showing that European M&As are value neutral for acquirers.16 The finding of
large positive gains for M&A targets is consistent with Akhigbe and Madura13 and
Cummins and Weiss.16

● Breaking the results out by country/region, we find small significant market value gains
for acquirers in the U.S. and Europe but not in Asia. We find significant market value
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gains for targets in the U.S., Europe and Asia. The gains for targets are larger in the U.S.
than they are in Europe or Asia. Thus, the U.S. was a particularly fertile environment for
M&As during our sample period, but targets achieved market value gains globally.

● Breaking down the results into cross-border and within-border (domestic) transactions, we
find small positive gains in the shortest windows for acquirers and substantial gains for
targets in both cross-border and within-border transactions. The gains are similar in
magnitude for the cross-border and within-border transactions, suggesting cross-border
deals do not create competitive or efficiency disadvantages.

● We also compare M&A transactions within the insurance industry with transactions where
the acquirer is in the insurance industry and the target is in some other industry. The results
show that acquirers realise small market value gains from within-industry transactions but
that cross-industry gains are either value-neutral or lead to market value losses for
acquirers. There are large and significant market value gains for targets in both within- and
cross-industry transactions, but the gains are larger for within-industry deals. Hence, the
results provide further support for the strategic focus hypothesis—focusing deals are more
likely to create value than diversifying deals.

Further research is needed to identify the longer-term effects of M&A transactions, to
investigate the impact of the recent financial crisis on the global insurance M&A market
generally, and to incorporate some information concerning the level of disclosure, regulation
and corporate governance effectiveness in the period surrounding M&A deals. Further
analysis of cross-border transactions based on more detailed data would also be valuable to
investigate the driving factors motivating cross-border transactions. A more detailed analysis
of the characteristics of targets and acquirers in general, such as their size and financial
ratings, also would be important to help to elucidate the motivations for M&As. It would also
be useful to analyse the efficiency effects of global insurance M&As, similar to the U.S.
analysis by Cummins and Xie.15
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