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INTRODUCTION  
 
One of the developing trends in the world market is the growing processes of 

globalization, which leads to an increase in the international companies influence on the entire 

world economy functioning. Through the use of their financial and production power, the largest 

of them put serious pressure on local players in the market, setting their standards in many 

economic and social spheres. One of the most effective tools to respond to growing processes of 

global competition is mergers and acquisition (M&A) deal which means the rapid expansion and 

at the same time the way to enhance opportunities. Mergers and acquisitions not only have a 

huge impact on all sectors of the world economy, but also are aimed at expansion and 

diversification of companies' activities. Moreover, mergers and acquisitions lead to the 

development of new technologies and market segments, reducing joint costs and minimizing 

risks. Usually two crucial broad reasons exist to explain why firms choose the M&A strategy for 

business change model. One motive is the achievement of synergic effect and economic 

efficiency, commonly the value creation (Galpin & Herndon 2007, Gaughan 2007, Picot 2008). 

Another motive occurs in gaining personal benefits from the target firm acquisition (Bannert-

Thurner 2005, Grant 2008). Sometimes the second motive of M&A deals does not increase 

shareholders’ value, it can even have an adverse effect on the value creation process. The trend 

of the global business environment is the growing role of corporate governance. And this is 

understandable: many strategically important decisions, including decisions on conducting 

M&As, are connected with the huge role of the human factor in them: almost all decisions are 

accepted and approved by the Board of Directors of companies. The need for such control 

follows from the existence of an agency conflict - the basic problem of corporate governance 

associated with the delegation of authority by the owner of the company (principal) to make 

decisions to the manager (agent). And such a set of factors as the principle of maximizing the 

personal benefit of the parties to the relationship, the availability of basic information 

asymmetry, uncertainty of future and board characteristics may be reflected in bad faith when 

conducting M&A deals. According to the recent Harvard Business Review report, the failure rate 

for mergers and acquisitions (M&A) is between 70 percent and 90 percent. The reasons for such 

a high rate of failure are inadequate Due Diligence, false sense of security, lack of involvement 

from low-level management as well as low cost of the target company, the large amount of free 

funds from company-acquirer and the "self-confidence" of the board members, which believes 

that the target company's price is understated and therefore "need to buy." That is why currently 

the issue of control of the actions of management and the influence of this control on the major 
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processes within organization attracts more attention. The presence of the above tendencies in 

the world market, as well as confirming their actual statistics, including on problem areas, 

determined the goal of the master thesis is to investigate the relationship between the board 

members’ characteristics and M&A performance of the companies. To pursue the goal, several 

objectives of the master thesis are considered: 

• To analyze previous experiences and empirical studies to observe the link 

between board members features and based on them M&A performance  

• To carry out an empirical study to indicate the specific characteristics of 

the board members that have a crucial impact on the cumulative abnormal returns of the 

firm around M & A 

• To develop theoretical and managerial implications on the obtained results 

Nevertheless, board members seem to still underestimate the fact that M&A is a 

complicated sphere that involves multiple dimensions including careful attention on board 

members structure and behavior, especially in the pre-merger phase of M&A (Galpin & Herndon 

2007, Galpin & Whittington 2010). The target of the master thesis is to explore how board 

member have an impact on the performance of M&A deals and what actions might be taken to 

ensure a better understanding what factors are the main to create a successful deal. In this paper, 

the findings on the factors and peculiarities of board members in M&A deals are observed and 

discussed, and suggestions for the practical implication to the overall M&A strategy are made.  

The proposed research problem is investigation of the link between board members 

characteristics and the success of M&A deals. Research goal is to investigate specific variables 

of board members structure influence on cumulative abnormal returns of M&A.  

For exploration of these particular relationship it is necessary to choose the example 

industry with the relevant reasons behind. Nowadays several industries have the growing trend in 

M&A. Current research focuses on companies from the technology sector particularly on 

Computer, IT and Internet services in China. The structure of this work corresponds to the logic 

of the tasks. The first chapter is related to analyses of literature. Within this part, the theoretical 

perspectives of the issue considered as well as the explanation of several M&A board members 

features such as information asymmetry, agency theory and behavioral foundation as well. The 

literature overview consists of theoretical academic papers including international trustworthy 

publications from finance, economics, and management journals. To find the appropriate data 

there were used Thomson Reuters Eikon and ZEPHYR. Moreover, here occurs the estimated 

hypothesis that will be further confirmed or refuted. The second chapter is about methodology of 

research together with data description, sources, variables and their description, regression 

analyses with its description as well. The third chapter is related to outcomes analyses with 
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limitations and further recommendations on the research basis about how practically implement 

the received results. The relevancy of the master thesis based on the fact that the area of 

operational performance is not well enough researched now in comparison with the market based 

perspective. The outcomes are valuable not only from the academic perspective but also from the 

practical implementation side. On the basis of the data received the recommendations can be 

provided to the board members directly to increase the efficiency of further M&A deals. 
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CHAPTER 1. LITERATURE REVIEW 

1.1. Theoretical aspects of mergers and acquisitions (M&A) 
Mergers and acquisitions (M&A) has many different interpretations. The most unified is 

that mergers and acquisitions (M&A) of companies is a series of economic and legal procedures 

aimed at combining several organizations into one economic unit. The merger procedure is based 

on the principles of voluntary consent of all parties of the transaction, in result the new company 

occurs. Meanwhile in acquisition the purchase of one company by another one happens, in 

result, the new company does not appear. During the merger process, there are two parties: the 

target company and the company-buyer. The M&A process can be called quite complicated and 

not unified, each deal has many unique aspects including board members structure that can 

impact the outcome of the M&A deal. There are several diverse definitions of M&A process. For 

instance, due to Seth’s definition (1990), acquisition means «the purchase of one business or 

company by another business entity». So that means that acquisition occurs in the situation when 

one company buys another one or the same happens with the assets or a division of the company 

and folds it into the company’s operations. The acquisition can be different from the purchase 

point of view. Sometimes it is friendly and in other times it is hostile. Merger is the process 

when two or more companies join forces. Mainly the businesses in that case are the same size 

and both understand the advantages of each other towards this joint – the reasons might be in 

possibilities and capabilities growths as well as the synergic effect achievement. A merger is 

usually a representation of mutual agreement on two companies becoming equally exist in the 

newly created company. The outcome is the same. The only difference is in relationship based 

on either merger or acquisition. All in all, M&A process is a very comprehensive one and there 

are different types of it as well as diverse dimensions that impact the outcome. Depending on the 

objectives of the M&A transaction, the deals are divided into four types: Horizontal merge – this 

is the name of the merger of companies that operate in the same market segment and offer the 

same products. For example: one car service buys an adjacent car. As a result of such 

transactions, the fixed costs are optimized, marketing costs are reduced and management 

personnel costs are reduced. It is mainly used to reduce competition. The good examples of 

industries could be automotive and pharmaceutical industry. Vertical merge - these are 

transactions in which there is a merger of companies, where one company is a producer of raw 

materials for another. For example, a textile factory buys a fabric manufacturer. This type of 

merger is used to reduce the cost of finished products, which in turn leads to an increase in 

profits. According to the Frésard, Hoberg, Philips, 2013, the companies that tend to use vertical 

mergers operate a strong system of property rights and innovations. Parallel merge - this type of 

merger is also called generic. In this case, companies that produce related products (for example: 
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shoes and laces) are united. Or the goods can be interchangeable (buckwheat and rice). The main 

reason for this merger is the concentration of the technological process of production within one 

company, as well as the expansion of the product line. Conglomerate (circular) merge - these 

terms mean mergers in which companies that are absolutely unrelated are united. For example, 

an auto service bought a restaurant. This type of absorption is used for capital diversification. 

M&A deals are still classified by many parameters, geographically, aggressiveness, nationality, 

etc. But for practical work the classification mentioned above is the most relevant one. Not only 

different types of deal can influence the performance, but also diverse drivers that lead M&A to 

the future growth.  

1.2. Drivers and reasons for M&A deal  
	

Today M&As are quite popular in many fields where companies operate. According to 

the Imaa Statistics Website (2018) the M&A activity currently has a growth by 20% from 2000 

year worldwide. In 2017, companies announced over 50’600 transactions with a total value of 

more than 3.5 trillion USD (2.9 trillion EUR/ 2.5 trillion GBP). Compared to 2016, the numbers 

of deals grew marginally by 2.9% (Imaa Statistics Website, 2018). So, this trend is popular 

nowadays in mainly spreading the idea of growth strategy. If a company cannot expand quite 

rapidly with internal means, then it expands involving another company acquiring within the 

industry where it operates or even outside it. There are different reasons why can M&As happen. 

Some of the most vital ones are the following: 

1. Synergic effect – quite commonly used words in mergers and acquisitions deals, which mean 

that by putting together business activities, the efficiency and productivity will raise and costs 

will diminish.  (Campa, Hernando, 2004). 

2. Diversification as well as clarification of the business focus – these contradictory goals have 

been used in thousands of M & A transactions description. (Sudarsanam, 1995). When the M&A 

with diversification happens one company acquires another one in the unrelated industry to cut 

the influence effect on the particular industry on its profitability.  

3. Desire to grow – while M&A deal happens, there is an initial opportunity of acquiring the part 

of other market share without actually earning it. Usually these M&As are called horizontal 

mergers.  

4. Suppliers cost reduction. With the help of acquiring one of the suppliers, the company or the 

distributer can reduce the cost level. This is called a vertical merger. In case of a company buys a 

distributor, it can support its operation at lower prices. 

5. Disposing of the competition. Many M&A deals allow the acquirer to dispose of future 

possible competition and gain a larger share in the market. Usually, the shareholders of the 
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acquiring company sell their shares and cut the price in order to response to the fact that the firm 

pays for the target company too much. 

6. Personal interest of board member. Managers’ personal motives, expressed in the personal 

gains of the management from M&A deals, which are of much higher importance than economic 

gains of the acquiring company (Roll,1986). 

7. Cost reduction. According to Harrisson, Hitt, Ireland, Best (2011) using economy of scale and 

scope could be achieved the cost reduction as well as the elimination of duplicate activities. 

Decrease in costs happens because size of units raises, it usually happens as a result of the fixed 

costs distributed on a large amount of output.  

As for currently relevant drivers for 2017-2018 years there are some important ones. 

Acquiring technology assets now ranks number one as 

a strategic driver of M&A deals. 20 percent cite the acquisition of technology assets as the 

principal reason behind deals, up from 6 percent in the spring of 2016. Expanding customer 

bases in existing markets, and adding to product diversifying services, rank as the next two 

strategic imperatives. Two other notable drivers that corporate respondents cite as a rationale 

behind deal making are:  

• Digital strategy, a new response option for what is driving deals, ranked 

number four in importance, with 12 percent citing it as the most important driver.  

• Talent acquisition has more than doubled in importance from the spring of 

2016, growing from 4 to 9 percent.  

There continues to be less emphasis on obtaining bargain-priced assets, with only 6 

percent of respondents citing this as the most important driver. Entry into new geographic 

markets remained the same at 11 percent (The state of the deal, M&A trends, Deloitte, 2018). 

M&As could be eventually reflected in a success or a failure. In the next chapter, the key points 

of success and failure for M&As are represented more deeply.  

 

1.3. Factors of M&A success and failure  
	

Many studies in today’s economic literature are dedicated to answer the question: why do 

some M&As end up with a success, while others fail. There are numerous reasons proposed by 

the modern scholars for companies to choose M&A, the majority of which constitute the so 

called “rational” block of explanations (Steger, 1999; Bower, 2001) and deal mainly with 

strategic motives. The other block of explanations is called “irrational” and focuses on 

managerial engagement in the process of building a larger company. Let us agree with the point 



 

 
13 

of view presented by Kummer and Steger who outline three major reasons for companies to 

prefer M&A among other suitable alternatives (Kummer, Steger, 2008):  

• The quest for growth and pressure to grow.  

• Company’s vulnerability of being a consolidator.  

• Testimonials and success stories.  

There are several points that lead M&As to success, the most vital ones are: 

Firstly, recognition of cultural synergies and differences: when dealing with transactions, it is 

easy to ignore small differences in the cultures of companies, because this is not something that 

you can quantify. Often this is what you will think about after the merger and are confident that 

it can be handled properly, but this is what leads to a power struggle and a low morale, which 

complicates its success. Secondly, without stressing the press: companies often rejoice over the 

fact that they will receive public attention within the next few months after the acquisition. If this 

perk is the cause of your merger, you will fail. Do not put too much pressure on the news and 

focus on the next steps with your new company. Finally, understanding value added: when 

acquiring a company, you need to understand exactly where the new company adds value. The 

decision on how to integrate a new company is crucial and misunderstanding of the new value 

added has led to catastrophic mergers.  

However, it is no surprise that today’s M&A market has recovered significantly quick 

after a downturn in 2008 and 2009, taking into consideration global economic issues like 

European debt crisis and heightened worries about the global economy. Despite the increasing 

popularity of M&As researchers show that at least 50% of the deals fail and the number of 

companies who were not able to reach their goals after M&A was 83% in the recent years 

(Weber, Oberg, Tarba, 2014). So why the failure rate is so high? Several major reasons may be 

pointed out here. The main reason for M&A failure is believed to deal with unrealistic 

expectations (Kummer, Steger, 2008), which means not only that companies put unrealistic goals 

of M&A, but also the inability of management to properly estimate the difficulty of the deal 

process. The task complexity seems to be incredibly significant cause the companies have to 

come through pre-M&A preparation, which includes potential target search and selection and 

integration planning with price evaluation, followed by M&A transaction itself including time 

consuming negotiations and due diligence process. If everything is successful the companies 

need to realize that it is important to come through a post-M&A process if integration which can 

be even more difficult than the previous two combined. Of course, confidence in the success of 

an M&A deal is crucial for a potential success (Bandura, 1977) but when managers strive for the 

impossible or unlikely results we are dealing with overconfidence, which is believed to be 

another significant factor. Managerial overconfidence may lead to the less thorough evaluation 
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of acquisition candidates and little consideration of integration issues (Duhaime & Schwenk, 

1985). Another big reason is connected with the M&A process’s dependence on “promoters” 

(investment banks and top management consultancies) and external advice to initiate, structure 

and carry out the M&A transaction. Company’s management should clearly understand that 

sometimes it is simply the question of extra profit for a promoter to offer a company come 

through M&A process and use the promoter’s services. One of the root level reason for M&A 

failure is distrust, which can be described as the difference of attitudes and moods of the 

employees which are often opposite of managerial confidence. Employees, first of all, see 

merger resulting in clear uncertainty, often connected with a risk to lose a job or to worsen the 

relationships with the “bosses”. The quickly spread rumors also may damage the potential result 

of M&A process. Finally, it is necessary to mention the fact that M&A process involves 

numerous teams, thus it highly depends on group dynamics.  It is interesting enough that despite 

failing one’s companies are eager to try M&A again mainly because they do believe that the new 

concepts and strategies would be used (so they will not repeat the same mistakes again), or they 

simply want to divert attention from previous M&A failure, or they overemphasize the positive 

deals on the market. Thus, it results in the so called “vicious circle” of mergers and acquisitions 

(Kummer, Steger, 2008). As a result, taking M&A should be considered as a very important step, 

which should definitely involve the following points:  

• Thorough strategic planning. A company should clearly realize the 

purpose of taking M&A and achievable deliverables. Any attempts to simply fulfill the 

management desire to build an empire without any significant ground are doomed to fail. 

The business strategy is the only reasonable criteria on selecting the proper target.  

• Due diligence. All the aspects of a potential target including financial 

statements, strategies, business plans, resources and operations of the entity should be 

thoroughly analyzed. It is incredibly crucial to take into account the human capital as a 

major mean of realizing the post-M&A process.  

• Integration planning, which should include: a finalized common strategy 

for the new organization; consolidation of duplicative services and corporate policies; 

decision on the level of integration; prevention of the key personnel flight; retention of 

customers etc.  

• The step-by-step implementation of the merger. The plan must be realized 

with speed to ensure that the momentum is maintained and the business and operations of 

the new entity is not disrupted and attention not distracted by rumors and uncertainties.  

• Justified and weighed-in evaluation of the M&A results. The success of 

this process may be assumed according to: growth in market shape, enhanced brand 
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reputation, reduced operating costs, entry to new markets and product expansion, access 

to new technologies and manufacturing capacities.  

The main advantage in operating the successful M&A deal is a clear understanding of the 

whole situation and consequences provided by board members. Their role in M&A deal is 

considered further in more details.  

 

1.4. M&A and corporate governance 
	

M&A deal is one of the ways through which a company can execute its business strategy 

and deliver value to its shareholders. Board members play many different roles inside the 

company, but among their most vital ones are: to set the strategy, to monitor the corporate 

performance and management, to oversee risk management, to counsel the CEO on the most 

difficult challenges, to champion good governance, to offer constructive criticism. On 

the buy side, the board’s higher-level perspective provides a special vantage point from which 

the board can help maximize stockholder value: 

• The board is responsible for approving a company’s strategic plan, and the 

board should evaluate proposed acquisitions in the context of that plan. 

• The board has a strategic view of the company’s resources – both financial 

and managerial – and the board should assess whether a proposed transaction is the best 

use of those resources. 

• The board selects the CEO and can influence the selection of senior 

management. If the board wants the company to grow through acquisitions, the board 

needs to take appropriate steps to ensure that the management team includes individuals 

with the skills required to execute transactions and integrate the businesses that are 

acquired.  

All of these are strategic, board-level issues that the board should evaluate – and that only 

the board can evaluate – before the company embarks on an acquisition. Consistent with their 

responsibility for strategy, governance, and oversight, directors should bring a strategic 

perspective to their review of proposed acquisitions that rise to the board-level. Directors should 

carefully probe the financial underpinnings of proposed acquisitions, which may be premised on 

unrealistic assumptions about growth and cost-savings. Directors should be aware of the 

principal reasons why acquisitions do not achieve their anticipated results, including: 

• Overpayment for the target 

• An incomplete understanding of the business being acquired (including its 

liabilities and intellectual property) 
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• Cultural clashes  

• Failures in integrating the acquired business 

Directors should review these issues with management. On these issues, in particular, 

directors have a perspective that is informed by a range of experience, sympathetic to the 

company’s goals, and separated from the pressures of the deal, and directors have the standing to 

challenge over-optimistic assumptions and emphasize the importance of integration. 

 

1.4.1. Information asymmetry 

Among all the M&A deal constraints information asymmetry seems to be one of the most 

significant and widely discussed in modern economic literature. By information asymmetry as a 

form of market friction we understand the situation, which restricts the flow of information on a 

firm’s activities, creates difficulties for investors to access the true value of a firm, and makes it 

easier for entrenched managers to consume excess private benefits of control (Borochin, Ghosh, 

Huang, 2016). A seller with superior information about the value of intangible resources of the 

firm would be reluctant to sell above-average assets if he or she could not credibly convey this 

information and thereby obtain a reasonable price (Akerlof, 1970). It is proposed by several 

authors that information asymmetry problems for public companies are less complex than for 

private due to the signals attached to being publicly traded and greater information disclosed on 

them (Shen, Capron, 2003). First, equity markets are able to reduce asymmetry through 

government regulations and disclosure of information required for registration and listing as the 

price of the firm represents the collective judgment of investors according to this information. 

Second, information asymmetry may be reduced by financial intermediaries, which might refrain 

from opportunism. On the other hand, some studies propose that according to the information 

signaling theory companies with high information asymmetry have a higher tendency to get 

involved in M&As, and ultimately generate excess returns as a result (Chae, Chung, Yang, 

2014). M&A here is used to reduce the information asymmetry between management and 

investors. 

1.4.2. Agency theory  

Board of directors represents the interests of shareholders. While doing so, these directors 

will receive ‘residual control rights’, meaning that they have the right to act with the funds of the 

shareholders in a way they think is best (Fama, 1980). The reason why they receive these rights 

are because directors are closer on the business. As the future is unknown, the shareholder 

cannot expect the director to make the best decisions all the time. One of the most well-known 

economic theories is the about it is Agency Theory, based on the separation of ‘ownership’ and 
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‘control’ (Berle and Means, 1932; Jensen and Meckling, 1976). The Agency Theory based on an 

idea of utility maximization of both the principal and the agent (Alchian and Demsetz, 1972). 

During the time that the shareholder’s desire to achieve as much value as possible, the directors 

might also on their own be interested in gaining financial benefits and power. This conflict of 

interest between a principle (shareholder) and an agent (directors) is so called ‘agency conflict’. 

In the year 1776, Adam Smith already stated in his book ‘The Wealth of Nations’ that this 

conflict will occur when someone needs to make decisions based on the investments of someone 

else: ‘The directors of such (joint-stock) companies, however, being the managers rather of other 

people’s money than of their own, it cannot well be expected, that they should watch over it with 

the same anxious vigilance with which the partners in a private co-partnery frequently watch 

over their own.’  

Because of information asymmetry phenomena, a director might use the information 

possesed in order to gain his or her personal interests (Akerlof, 1970; Williamson, 1993). The 

principal will be searching for ways to prevent the agent from maximizing his or her utility 

(Jensen, 1994). One of the ways to do so is ‘monitoring’, meaning that the principle measures 

the performance of the agent (Alchian and Demsetz, 1972; Fama and Jensen, 1983). By actively 

monitoring the shareholders can prevent the directors from acting in their self-interests (Alchian 

and Demsetz, 1972). The shareholders, however, need to be careful while monitoring the board 

of directors as too much monitoring might feel as a restriction. The costs, which are being made 

by the shareholders in order to keep an eye on the board of directors, are being called 

‘monitoring cost’. Next to monitoring the board of directors another way to overcome the agency 

conflict is by aligning the interests of both parties. This can be achieved through an appropriate 

corporate governance structure of an organization (Sheifler and Vishny, 1997). As a result, 

corporate governance is seen as one of the most important ways to solve the agency conflict in 

practice. The literature uses several definitions of the concept, however two of the most common 

definitions of the concept are: 'The ways in which suppliers of finance to corporations assure 

themselves of getting a return on their investment’ (Sheifler and Vishny, 1997, p. 739) and ‘... a 

set of mechanisms through which outside investors protect themselves against expropriation by 

the insiders’ (La Porta, Lopez-de-Silanes, Shleifer and Vishny, 2002, p.1150).  

1.4.3. Behavioral foundation  

Roll (1986) proposed his theory of "Hubris" after studying and analyzing a large number 

of works of a number of authors and came to the conclusion that mergers and acquisitions do not 

carry a synergy, and if they are, these synergies are overestimated. According to Roll, the 

increase in the value of the corporation's shares - the purpose of the takeover is entirely or 

partially attributable to the mere transfer of funds from the corporation-buyer to the corporation - 
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the absorption targets (this is called the merger premium), rather than the expected synergies 

from this merger.  

The main thing in these stages of absorption is the valuation of assets. If the shares of the 

target corporation are quoted on the stock exchange (traded on the stock market), then the price 

of the business is obvious to the market participants. Market value and will be the minimum bid 

price, as the shareholders of the company, knowing the assessment of the market, will not agree 

to sell cheaper. As a result, if the market price of the company becomes lower than the proposed 

tender price, then the rationality of the tender proposal disappears. But this premise is true only 

in the case of rational behavior of market participants.  

It is known that market prices are always average prices that may not reflect the behavior 

of individual market participants: there is no evidence of rational behavior of all market 

participants. The market is rational not because all investors are rational, but because such a 

majority, and the irrationality of the remaining - is smoothed out. In addition, in any business 

there is an element of uncertainty, and in conditions of uncertainty, there are often instances of 

making irrational decisions. In accordance with the theory of pride, merging is the result of an 

individual decision of the management of a corporation-buyer. Even if the merger does not have 

any synergistic effect, such a decision is made, since management believes that it is its valuation 

that is correct, and the market assessment of the corporation-the takeover object does not fully 

reflect its potential. That's why Roll called his theory a pride theory, because if there are no 

synergies in the mergers, the merger decision can only be caused by the irrational pride of the 

buyer corporation that only it can determine these non-existent synergies. 

Thus, the theories of agency costs and pride reflect a situation in which decisions about 

transformations are made not primarily by owners, but by their agents - corporate managers. At 

the same time, managers are guided, first of all, by their personal interests.  

The theory of pride is very close in the sense of the theory of agency costs. It is based on the role 

that personal (selfish) motives, arrogance, or pride, of top management companies can play in 

mergers and acquisitions. At the same time, Roll (1986) does not attempt to reduce all the 

motives of mergers and acquisitions to the theory of pride. He only suggested that the arrogance 

of managers allows them to consider their own estimates higher than market valuations. Hence 

the possibility of M & A transactions not for economic reasons, but for personal reasons. In 

general, none of the theories examined can be given preference, because none of the theories 

mentioned was implemented in practice in its pure form. An important managerial attitude is the 

manager’s risk aversion level. A definition of risk aversion is given by Kahneman and Tversky 

(1979) who state that “a person is risk averse if he prefers the certain with expected people prefer 

larger expected returns, provided that everything else (including risk) is constant. Moreover, they 
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prefer smaller risks, provided that everything else (including expected return) is constant. So, 

there is a positive relationship between expected value and attractiveness of an alternative, while 

there is a negative relationship between risk and attractiveness. Because of risk aversion, 

decision-makers have the tendency to avoid risk and will accept higher risk only if it is offset by 

a higher expected return. In other words, risk averse people are willing to give up some expected 

return in return for a lower risk level (March and Shapira (1987)). In general, risk attitudes can 

be seen as labels for the shape of a utility function. In this view, risk aversion is represented by a 

concave utility function (Weber and and Milliman (1997).  

Besides the effect on all other corporate actions, managerial risk aversion can be expected 

to have a significant impact on decision-making on mergers and acquisitions in particular. 

Although not much empirical work exists yet, several previous studies stress the importance of 

including risk and risk aversion as a factor in the M&A process. Acquisitions are characterized 

by the risk of a significant loss in case of acquisition failure. Moreover, acquisitions are risky for 

decision-makers because of their visibility, intense personal commitment, and potential career 

impacts. Also, it is important to take into account acquisition risk since managerial risk attitudes 

and perceptions “are central to managerial behavior in acquisition decisions”. More specifically, 

decision-makers‟ risk perceptions and propensities are key to the selection of acquisition targets, 

to the actual choice about whether to do the acquisition or not, to the pre-acquisition process (for 

example, the number of decision-makers involved and the degree of decision deferral), and to the 

post-acquisition integration process. Overall, this makes the role of risk in acquisitions essential 

to understanding the acquisition process (Pablo, Sitkin, and Jemison (1996)).  

An example of incorporating risk into M&A decision-making is the research by Hitt, Hoskisson, 

Johnson, and Moesel (1996). They state that managerial risk aversion reduces managers‟ 

commitment to innovation. Internal innovation involves assets that cannot be redeployed. This 

makes managers to prefer the use of debt for acquisitions rather than for internal innovation 

activities. This higher leverage level leads to greater risk aversion, which then lowers managerial 

commitment to innovation. Moreover, they argue that internal innovation is riskier than doing 

acquisitions because of the low probability of success and the length of time until adequate 

returns will be provided. This suggests that at higher risk aversion levels, internal innovation is 

substituted by acquisition activity. Moreover, this suggests a positive relationship between risk 

aversion and merger and acquisition activity relative to internal innovation.  

Besides this, Amihud and Lev (1981) argue that managers engage in diversifying mergers in 

order to reduce their employment risk. Since employment income is related to firm performance, 

the risk in managerial income is closely associated with firm risk. This employment risk cannot 

be diversified away by trading in financial markets, since human capital simply is not traded. 
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Risk averse managers solve this problem by engaging in conglomerate mergers to stabilize the 

firm‟s income stream. Compensation structures usually are not able to eliminate these risk-

reduction incentives. Amihud and Lev (1981) find support for their concepts by showing that 

diversification degrees (or “risk reducing activities”) are higher for management-controlled firms 

than for owner-controlled firms. More direct empirical research by Wally and Baum (1994) 

shows that less risk tolerant executives evaluate acquisitions candidates at a slower pace. 

Graham, Harvey, and Puri (2009) find that less risk tolerant CEOs are less likely to undertake 

mergers and acquisitions. Nevertheless, this body of empirical research is only small and further 

investigation is necessary to develop our comprehension of the impact of risk aversion on M&A 

behavior. This shapes the reason for and emphasizes the relevance of this research at hand. 

 

1.5. Approaches to estimate M&A performance  
Researchers have used various methods to evaluate M&As performance. However, 

basically, there are five common performance evaluation methods that should be considered 

further: 

• Event studies in the short run and long terms (Haleblian and 

Finkelstein,1999; Sudarsanam and Mahate, 2006) 

• Accounting measures (Lu 2004; and Zollo and Singh 2004); 

• Managers’ subjective assessments (Brock, 2005; and Homburg and 

Bucerius, 2006);  

• Expert’s assessment (Hayward, 2002);  

• Divesture (Mitchell and Lehn, 1990).  

The development of the methodology and the conclusions from the different methods 

varied significantly. For example, Tuch and O'sullivan (2007) inferred that the adsorption 

announcement effect is negligible in a short-term event study, and the results measured in long-

term event studies are overwhelmingly negative, and, moreover, the results using methods 

accounting ambiguous. Therefore, the "paradox of success" and some ambiguous conclusions, 

such as culture-productivity, the relationship of experience and productivity and the discount of 

diversification, can be attributed to erroneous performance indicators or their misuse. At the 

same time, taking into account the "paradox of success", some researchers pay attention to 

motives for M&As based on thoughts: firstly, contradictory results may be caused by unclean 

initial motives (for example, building an empire) and irrational decision making (for example, 

arrogance and imitation); secondly, the purpose of performance indicators should be related to 

their initial motives, as the motives guide actions and, finally, lead to different results. Other 
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researchers make an evaluation of effectiveness on separated samples so that they can see the 

differences. Dutta and Jog (2009), for example, the claimed value creation is mainly due to the 

factors of the transaction and the characteristics of the involved firms. 

 

Event studies  

The study of events has been the dominant approach since the 1970s (Martynova and 

Renneboog, 2008) and is widely used in M&A researches currently. It is designed to measure the 

presence of an "abnormal" stock price effect associated with an unforeseen M&A in which it is 

argued that the return of shares reflects prompt, unbiased, rational and risk-adjusted expectations 

of the firm's value in the coming period based on the arrival of new information. The researcher 

usually determines the period by which the influence of the event will be measured. It can be 

divided into short-term and long-term studies. A short-term event study is a preliminary analysis, 

which in principle can help predict future profitability, as financial markets should be promising. 

A long-term event study is designed taking into consideration the fact that the stock price cannot 

immediately reflect the effect, because some uncertainties can be eliminated as the M&A process 

progresses. Both have pros and cons. Regardless of which principle is used, they try to assess the 

success or failure of the acquiring firm in capturing the value for its shareholders from M&As. 

The assumptions underlying this methodology are the following:  

• The market is effective, which implies that stock prices include all relevant 

information available to market traders. (Oler et al., 2008). The acquisition takes some 

time to disclose information to investors, for example, potential buyers and valuation 

techniques. The share price will then be adjusted as additional information becomes 

available. In addition, investors usually react to the event irrationally, such as the 

"Monday Effect" and the "Size Effect" (Bromiley et al., 1988), and investors can ignore 

the integration problems of the acquisition.  

• The event is not unexpected. This is not always the case, especially 

M&As, as a rule, are part of the company's business strategy, which can be expected 

before the announcement or information can leak because of rumors or insider trading 

(Lubatkin and Shrieves, 1986).  

• During the event window, there were no blending effects. It is also 

difficult to guarantee that it strongly depends on the length of the event window. If these 

assumptions are violated, empirical results can be problematic.  

According to these assumptions, the abnormal return of shares (AR) from the event study 

is potentially determined by five factors: how much new information is disclosed to the market; 

how much information is disclosed in the observation window and how clear and convincing 
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they are; how long it will take for investors to obtain information; how correctly investors will 

interpret this information; and how to isolate the reaction of investors to information about 

mixing effects. The central element of this methodology is the measurement of AR. They are 

usually calculated as the sum of the daily / monthly / annual AR in the event window, ranging 

from several days / months / years before and after the merge event. AR are equal to actual 

incomes minus the expected profit in the warehouse, that the event does not take place. 

According to Cording et al. (2010), "Measures based on the method of studying events differ in 

the length of the event window used by the benchmark of the market portfolio, taking into 

account the stability of specific brokers of the firm and the method of calculating AP." The most 

common criteria are the market model (M & M, Sharpe, 1963), the model adjusted for the 

market, the capital asset pricing model (CAPM). In addition, three approaches are usually used 

to calculate actual returns: cumulative AR (CARs, Fama et al., 1969), ARP Buy-and-Hold (Lyon 

et al., 1999) and calendar time AR (Fama 1998). 

The result of the study of long-term events strongly depends on the assessment method 

used to predict test results and sample characteristics. Martynova and Renneboog (2008) 

concluded that studies using M&M tend to show significant negative CARs within three years of 

the announcement of mergers and acquisitions. Studies using other assessment methods, such as 

CAPM give conflicting results. But the insignificance of long-term AR disappears when the 

sample is divided by payment, status rate and type of target firm. Tuch and O'Sullivan (2007) 

provide an overview of empirical evidence that conclude that, using a long-term study of events, 

most studies suggest either negative or minor AR. 

The advantages of case studies can be summarized as: 

• This is a relatively objective public evaluation;  

• Data can be easily retrieved publicly, which allows for research on a large 

sample; 

• A short-term study of events can greatly influence the influence of external 

factors; 

• The abnormal income is calculated; therefore, the data are not subject to 

industry sensitivity, allowing to study the cross section of firms.  

Basing on advantages that were mentioned above taking into consideration the high 

popularity of the method, event study was chosen as a key method for further paper research.  

 

Accounting measures 

Accounting performance indicators also take into account the long-term perspective of 

the efficiency of the acquisition, for example, a long-term study of events, but they embody fast, 
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actual, realized profits. Usually this consists of a comparison of accounting measures before and 

after M&As. The rationale behind these studies is that the strategic objective of the business is to 

obtain a satisfactory return on capital, and any benefits associated with acquisitions will finally 

affect the firm's accounting records (Tuch and O'Sullivan, 2007). Accounting measures have a 

wide scope, such as profitability, the use of earned measures and cash flow performance 

indicators (Healy et al., 1992), productivity (Bertrand and Zitouna, 2008), innovation indicators 

(Bertrand, 2009), sales growth rates or assets Gugler et al., 2003). A wide range of accounting 

indicators in assessing the effectiveness of mergers and acquisitions can be found in the studies 

of Martynova and Rennebog (2008). Return on assets (ROA) is widely used in the literature on 

mergers and acquisitions (Bertrand and Betschinger, 2011). Mix (1981) compared the profit / 

sales ratio, return on equity (ROE) and return on actives (ROA), and concluded that ROA is the 

most appropriate measure for assessing the effectiveness of M&A. However, Barber and Lyon 

(1996) stated that operating cash flows are optimal for measuring the performance of firms after 

significant events such as acquisitions, because revenues can be easily manipulated. Then the 

research changes depending on the definition of operational efficiency, the choice of the deflator 

(for example, the market value of assets or equity, the book value of assets or sales), efficiency 

criteria and methodology. And empirical results are sensitive to these aspects. 

 

Managers perceived performance 

Using this method, managers are asked to assess to what extent they have implemented 

their preliminary tasks a few years after the mergers and acquisitions are completed. Their initial 

objectives are described using some financial and / or non-financial relations. In addition, as a 

rule, managers are asked to give their "general" rating on all indicators of mergers and 

acquisitions in order to establish convergent validity (Schoenberg, 2006). Typically, respondents 

are buyers' managers (Homburg and Bucerius, 2006), and sometimes opinions are collected from 

target managers (Brock, 2005). Zollo and Meier's public management assessments (2008) were 

used in 12 out of 87 articles (14 percent) that were examined. 

 

Expert performance assessment 

The main approach in evaluating expert informants is similar to the assessment of 

management, but the respondents pass on to expert informants. Some scientists use direct data 

from security analysts (Hayward, 2002) or directly through ratings in financial reports and 

comments (Schoenberg, 2006). Some scientists used several informants to increase the reliability 

of their results. For example, Cannella & Hambrick (1993) collected both analysts of security 

analysts and managers' evaluation of the efficiency of the acquired firms for each acquisition, 
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and each expert presented his estimates both before and after the acquisition. In addition to 

owning such pluses and minuses with management evaluation, this approach provides an 

external assessment that can be applied when both managerial and objective performance 

indicators are not available (Cannella and Hambrick, 1993) and to compensate for their 

shortcomings. In addition, like the management evaluation, this allows us to evaluate the results 

of the acquisition at the project level, especially when the firms are multidisciplinary. However, 

this method may suffer from subjective bias of expert informants and may have limited 

information. The Schoenberg study (2006), based on financial press comments between two and 

four years after the acquisition, 44 percent of acquisitions are considered poor or very poor. 

 

Divestment measures 

This approach evaluates the results of mergers and acquisitions, determining whether the 

acquired firm was subsequently acquired or not. The logic of this measure is that unified 

companies consider diversification if the performance of the acquired firm does not justify their 

expectations (Ravenscraft and Scherer, 1987). This is a relatively simple way to measure success 

without requiring detailed information. Nevertheless, deprivation in some cases signals a 

successful restructuring and profitable sale (Kaplan and Weisbach, 1992) or a corresponding 

reconfiguration of resources in response to environmental change (Capon et al., 2001), and this 

is confirmed by the Schoenberg study (2006). Ravenscraft and Scherer (1987) report that 33 

percent of acquisitions in the 1960s and 1970s were denied, while the doorman (1987) found that 

more than 50 percent of acquisitions made by 33 firms in non-related industries were 

subsequently are deprived. Mitchell and Lehn (1990) say that 20.2 percent of the 401 

acquisitions that took place in 1982-1986 were stripped by 1988. Kaplan and Weisbach (1992) 

concluded that 44 percent of the target companies acquired between 1971 and 1982 were 

deprived by the end of 1989. However, only 44 percent of purchasers who carry out alienation 

report loss on sale. 

 

Table 1 

Approaches to estimate M&A performance 

Approaches Authors suggested and used in papers 

Event studies Haleblian and Finkelstein (1999), Sudarsanam and Mahate 

(2006) 

Accounting measures Lu (2004), Zollo and Singh (2004) 

Managers’ subjective 

assessments 

Brock (2005), and Homburg and Bucerius (2006), Schoenberg 

(2006) 
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Expert’s assessment Hayward (2002), Schoenberg (2006), Cannella and Hambrick 

(1993) 

Divesture Mitchell and Lehn (1990), Kaplan and Weisbach (1992), 

Ravenscraft and Scherer (1987) 

Source: made by the author  
 

1.6. Industry specifics and M&A value creation 

	
Literature on the relationship between the state of industry and income from mergers and 

acquisitions is not abundant, and Huyghebaert et al. (2013) were the first researchers who 

discovered industry characteristics that affect the value created by M&As. The results of their 

research indicate a statistically significant positive relationship between the conditions of the 

industry and the created cash value for shareholders as a result of M&As. Harford (2005) argues 

that there are certain industry characteristics that affect mergers and acquisitions, for example, 

mergers and acquisitions are much less likely to occur in industries dominated by large 

companies. As a rule, it is expected that acquisitions carried out in a highly concentrated industry 

will help realize market power and increase value for shareholders. However, Huyghebaert et al. 

(2013) found out that, contrary to common sense, the concentration of sales within the industry, 

which in other words can be described as an uneven distribution of market share among 

competitors in the industry, is negatively correlated with the value created in result of mergers 

and acquisitions. The rationale for this conclusion can be described as follows. In general, a high 

concentration of industry often leads to a decrease in efficiency due to a weakening of market 

discipline, and as a result, the returns of companies in concentrated industries are lower than 

those of companies operating in disparate sectors. Huyghebaert et al. (2013) argue that the 

number of potential buyers is limited in highly concentrated industries, which reduces the 

chances of bidding, and because of this a limited number of potential acquiring companies leads 

to an increase in negotiating powers. Moreover, not all transactions in concentrated industries are 

completed in connection with the procedures for inspections of antimonopoly bodies. Marx and 

Mirvis (Marks and Mirvis, 2001) investigated that competition of foreign companies highly 

raises the absorption activities around the industry. And partly because of this, industries that 

have a high level of foreign competition often have a positive reaction from investors to 

announcements of mergers and acquisitions, since mergers and acquisitions are perceived by 

investors as a measure of cooperation between the two firms in order to better solve industry 

competition. 
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As noted by Huyghebaert et al. (2013), the ratio between the cost of M & A transactions 

and the growth in sales in the industry follows the U-shape, which means that industries that 

enjoy high costs from M & A operations have very high and very low growth rates. The rationale 

for this phenomenon is that investors are very enthusiastic about high-growth industries, as firms 

in these industries are likely to take advantage of this growth, using synergy that motivates a 

positive reaction. The rationale for this is explained by the nature of the company's behavior, 

where it is usually more difficult for firms in low-growth industries to find new ways of growth, 

and they focus mainly on cost-cutting processes. Therefore, it is obvious that mergers and 

acquisitions are effective way to expand for the companies and at the same time to reach cost 

cutting goal as well as the economy of scale. So, it can be inferred that the benefits to economic 

state for the low-growing companies in comparison with high. As stated by Lehto and 

Lehtorahta (2006), one of the significant advantages that M & A companies do is the transfer of 

intellectual capital by knowledge and know-how from one company to another. Therefore, when 

intangible assets, such as knowledge and know-how that originally belonged to the target 

company, are better used by the acquiring company, then the M & A deal created value. Also, 

Ahuja and Katila (2001) noted that mergers and acquisitions that occur in technologically 

intensive industries often result in high cost savings and economies of scale for research and 

development (R & D). This phenomenon is especially widespread among pharmaceutical and 

medical companies, since in some cases it is extremely important to maintain profitability and 

efficiently manage overhead costs associated with R & D activities. Because of the above 

factors, the authors stated that the reaction of investors to the announcement of mergers and 

acquisitions in technologically intensive industries is positive. 

To sum up, there is a clear relationship between industry and M&A performance, hence it 

is necessary to consider in detail the sector, which this study focuses on. As it was already 

mentioned, in this paper we take a close look at the part of technology sector, known as 

“Computer, IT and Internet services”.  

1.6.1. M&A market in Technology sector  

The technology sector may be considered young by other industries’ standards; however, 

it is continually being reshaped through M&A activity. In fact, there is no big surprise in it as the 

pace of technological innovation quickens, and M&A can provide a fast track for accelerating 

product roadmaps, gaining access to new technologies and markets, and fending off competitors 

from both inside and outside one’s industry. There are several tendencies in the global 

technology market now: 

1. Global technology sector is considered being ever-growing and is expected to reach the 

4% growth rate in 2018, reaching $3 trillion (Forrester Global Tech Market Outlook, 2017). 
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Moreover, the global tech market is no longer associated with solely dot-com companies having 

very low or even no profitability. Instead we are witnessing how digital and mobile technologies 

affect almost every sector of the economy.  

2. As more and more companies are constantly seeking the opportunities to get the rapid 

access to the high-end technologies that can advance their businesses and integrate successfully 

with their current operations, the more interesting technological companies seem to be as M&A 

targets. This is proven by the fact that almost 30% of the total $2,5 trillion of completed M&A 

transactions in 2016 was represented by high-tech deals. (BCG M&A Report, 2017).  

3. Since 2012 the tech deal market has seemed to rebound and almost reached the result 

of 2000 which turned out being a major market bubble. However, today’s technology M&A 

market is much more “civilized” with even young startups having the clear understanding of 

their business goals and timetables.  

4. Despite being so prominent for M&A attractiveness, the technology sector still 

highlights the major issue of whether such kind of deals add value or not. Analyzing 37000 tech 

acquisitions BCG has found out that, overall, only 51% of all the deals in this sphere generate 

positive cumulative abnormal returns. Given the lack of proper valuation experience of modern 

high-tech companies both in Russian and the whole World, the studies related to that topic will 

definitely bring a significant contribution to the existing M&A theory and practice. 

Moreover, it is generally agreed that “tech” no longer stands only for computer, IT and 

Internet services companies. Nearly every industry has already felt a significant effect of digital 

and mobile technologies. Numerous industries have been upended and others definitely will be 

in the future with the continuing advent of even more advanced technologies, such as artificial 

intelligence (AI), the Internet of Things (IoT), blockchain and autonomous vehicles which will 

transform everything from the supply chains to customer engagement.  

As we can see on the chatter below the global M&A activity remains robust, though it 

fell short of previous years as uncertainty took its toll on investments. M&A market dipped 3,2% 

to US$ 3,15tn compared to 2016 US$ 3,26tn. Nevertheless, it is the 4th consecutive year when 

M&A market has been able to break the US$ 3tn barrier (Picture 1). 

Picture 1 

Global M&A Quarterly Breakdown Trend (USD bn) 
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Source: Mergermarket Global & Regional M&A report Q4 2017  
 

It is mentioned by Mergermarket that the next wave of technology is driving M&A across 

all sectors as people change the way they consume media, products and services. Although we 

do not know the real total value of all M&A deals in the technology sector we should state that it 

hit its highest annual deal count on Mergermarket record (since 2001), up to 2569 as investors 

looked towards all the latest developments in the industry. Looking at the trend on the chatter 

below we may notice that M&A-wise technology sector rises faster and drops slower than the 

global market (Picture 2).  

It is also important to mention that the deal activity in the whole TMT sector 

(Technology, Media & Telecommunications) is driven by M&A in the Computer Software sub-

sector alone, which accounted for 1739 transactions (worth US$ 128,8bn) and was one of the 

few where deal count actually rose in 2017 compared to other sectors (Mergermarket 

Technology, Media & Telecommunications Trend Review Q1-Q4 2017). As you can see on the 

chatter below the global software deal count is steadily rising year by year. Hence it would not 

be an overestimation to state that Computer, IT and Internet services sub-sector makes the most 

significant impact into the extension of the TMT sector as a whole and has made powerful waves 

into other sectors.  

 

Picture 2. 

Technology sector deal value (USD bn) 

465,1 446,7 567,8 761,6 623,2 749,1

565,7 561,6
964,6

1039,9
745,1 749,5

524,6 657,9

861
869,7

869,5 724,3757,9 571,3

827,2

1199,5

1023,14 876

0

500

1000

1500

2000

2500

3000

3500

4000

4500

2012 2013 2014 2015 2016 2017

Q4

Q3

Q2

Q1



 

 
29 

 
Source: Mergermarket TMT Trend Report (Q1 2017) 

 

It is also rather interesting to see the structure of the buyers and sellers on the technology 

M&A market. As the pie charts illustrate us, buyers come from various backgrounds. No doubt, 

Managed Service Providers (MSPs), IT service providers and Credential Service Providers 

(CSPs) are increasingly active in the market. But private equity firms making local, regional, 

national and even global acquisitions should not be overlooked which sometimes happens 

because an M&A deal involves an MSP buyer that’s quietly backed by PE dollar (Picture 3, 

Picture 4). 

As far as the seller’s background sought by the buyers in addition to the usual MSP and 

IT service provider targets Independent software vendor (ISV) cloud practices are the most 

popular.    

There are numerous examples of deals on the market. For example, Cisco takeover of an 

app software firm AppDynamics for US$ 3,7bn in the first quarter of 2017 or Atos acquiring 

three healthcare IT, EHR consulting firms. One of the features of technology M&A market is the 

lack of megadeals (>US$ 10bn). The top deal in 2017 was China-based SJEC Corporations’s 

US$ 6,4bn purchase of China-based online virus detection and protection firm 360i Technology. 

However there is a large amount of deals involving acquisitions of “unicorns” – companies 

valued at more than US$ 1bn, which, of course, not only can yield big dividends, but also 

present unique challenges – particularly when it comes to integration. The acquirer here needs to 

make a managerial decision on whether to integrate the acquire entirely or partially or even 

allow it to operate autonomously. In some cases, the unicorn may become a subsidiary or 
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business unit of the buyer. For example, the $15bn acquisition of Israeli provider of AI-based 

autonomous driving systems Mobileye N.V. by Intel involved the transfer of the buyer’s (Intel’s) 

autonomous driving units to Mobileye. If the acquisition of unicorn turns to be a success, the 

acquirer may even consider an IPO strategy.  

Picture 3. 

Global Software Deal Count 

 
Source: Mergermarket Technology, Media & Telecommunications Trend Review Q1-Q4 2017 

 

Picture 4. 

 
Source: Channel E2E Top 100 Mergers & Acquisitions of 2017 
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Another huge segment of technology M&A market is constituted from so called “tech 

and talent” acquisitions. The major goal here is to acquire a smaller start-up in order to get an 

access to its technology, its people (usually engineering), or both. This type of deals is also 

driven by the desire to steal a march on rivals or catch up with them. The perfect example is the 

current ‘gold rush’ around cognitive computing companies, on which US$ 21bn in 2017 were 

spent. Here acquirers often face the challenges of ensuring that the acquired assets become a 

priority across the business and, which is even more important, of retaining key talent who may 

initially take a negative view of their new company’s processes and leadership (Picture 5). 

Picture 5. 

 
Source: Mergers and Acquisitions in Tech, Media and Telecom. Charting a well-defined integration 
strategy / Deloitte   

 

Basically, the specialists highlight four typical integration approaches companies can 

follow to carry out a successful integration. The operating model framework presented above is 

determined by two factors: the size parity between an acquirer and acquiree and similarity of 

their business models. The “Tuck-in” model (lower left quadrant) features a large disparity in 

size but similar business models and products. This should result in the target firm assimilation 

into the acquirer’s operations (90% of all acquisitions in the technology sector). By contrast, the 

“Bolt-on” approach (lower right quadrant) is characterized by both a large size disparity and 

significant differences between business models. This model may take various forms, including a 
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complete denial of integration and functioning of a target company as a autonomous or mostly 

autonomous strategic subsidiary, or a partial integration with separate products, specialist sales 

and support functions (target company as a division).  

The consolidation scenario applies when both the size and business models are similar 

enough. Here companies hope to gain scale and cost synergy or capture a key piece of a value 

chain. Finally, the transformation model comes into play when the buyer has a similar size but a 

different business model with a target company. It is the most difficult process but yet the most 

potentially fruitful for both sides as it may result in the substantial positive changes in both 

companies. It is also very important to mention the fact that despite being very ‘M&A-friendly’, 

technology sector is also well-known for the number of divestitures in the form of spin-offs, 

which is in fact an inverse process. And this trend is not unique for the last decade. We may 

simply mention Motorola’s spin-off of Freescale Semiconductor and HP’s spin-off of Agilent 

Technologies in the early 2000s. The division of a large company into two or more nimble 

entities, which can react quicker to marketplace opportunities and threats specific to their sphere 

of activity, has become a great managerial option in the modern fast-changing world. A number 

of current financial trends are aligning to support technology sector spin-offs (as well as sales 

and acquisitions).   

To mention the most notable examples we should remind Yahoo/SpinCo transaction. 

SpinCo was created as an investment company holding 15% stake of Chinese Alibaba Group 

Holding Ltd., which had previously been owned by Yahoo. Another interesting example is 

Google/Motorola deal which involved the separation of Motorola Mobility, the cellular phone 

entity of Motorola and its acquisition by Google. As a result, we may see that such a strategy 

may either benefit M&A market by creating the potentially dainty targets to be acquired, or be a 

great alternative to merger and acquisition strategy in the future.  We may also conclude that 

despite significant structural changes across industries and the continuing fall of deal values, the 

deal count in Computer, IT and Internet services sector are set to rise further.  

It is clear that today’s high-tech market is heavily associated with Asia/Pacific region, 

where the majority of global technological products is produced. Speaking about Asia/Pacific we 

cannot but mention its biggest economy – China, which is the focus country in this research. 

That is why the next paragraph of this Chapter is dedicated to the description of Chinese 

economy and M&A activity in Computer, IT and Internet services sector.  

 

1.7. M&A Activity in China: Present and Future  
 Chinese Economy Overview   
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It is a well-known fact that China has been experiencing a remarkable period of rapid 

economic growth for almost the 4th consecutive decade since initiating market reforms in 1978. 

The numbers speak for themselves and may make other countries be really jealous of – nearly 10 

percent average GDP growth a year – the fastest sustained expansion by a major economy in 

history. Although China’s GDP growth has showed since 2012, it is still impressive by current 

global standards. With a population of 1,3 billion people, China is the second largest economy, 

which has been the largest contributor to world growth since the global financial crisis of 2008.  

Yet, according to the World Bank standards, China remains a developing economy as its 

per capita income is still a fraction of that in advanced countries and market reforms are there to 

be completed. Despite lifting more than 800 million people out of poverty, China still had 55 

million poor in rural areas in 2015. It goes without saying that the transformation from middle-

income to high-income status requires more challenging adjustments in order for the growth to 

be sustainable.  

That is why China’s 12th Five-Year Plan (2011-2015) and 13th Five-Year Plan (2016-

2020) forcefully address the issues of high inequality, environmental and social imbalances, 

energy efficiency, access to education and healthcare and expansion of social protection. The 

rebalancing of the economy should result in achieving a “moderately prosperous society” by 

2020, doubling GDP for 2010-2020. Having such ambitious goals there is no surprise that 

Chinese market is prone to grow abroad, especially through M&A, as the appetite for foreign 

acquisitions often move alongside the rapid economic growth.   

 

Chinese M&A activity      
 

There is the evidence shown by numerous agencies and companies that China is 

constantly increasing its activity on M&A market. In 2016 China’s outbound deal value has 

doubled almost reaching US$ 200bn (BCG).   

Such an activity is fueled by multiple factors, including companies’ attempts to move up 

the value chain, diversify their portfolios and hedge currency risk. It also closely relates to the 

shifting direction of Chinese economic growth: from low-end-manufacturing and exports to a 

model driven more by technological innovation, industrial know-how and consumption. 

Accompanied by the rise in the growing middle-class consumption and the execution of the 

mentioned earlier 13th Five-Year Plan, which recognizes that M&A is an important means of 

gaining access to strategic technologies and expanding the country’s commercial capabilities.  

It is also important to highlight that the M&A target sectors for Chinese companies has 

changed in the last few years. While between 2010 and 2013 Chinese companies, according to a 

report by CITIC Securities, targeted primarily the energy, mining and utilities sectors, from 2014 
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onwards, there has been more interest in financial services and TMT, as companies investing in 

the technology sector are more likely to meet the requirements of the future.   

A great example is the 2016 case of Midea, the largest home appliance manufacturer in 

China (and, in fact, in the whole world). The company acquired Germany’s robot maker KUKA 

for €5bn to upgrade it manufacturing capabilities and seek new growth in the automation 

business. This deal brought mutual befits also providing KUKA with greater access to the 

world’s most important automotive production market.  

From 2012 to 2016, China served as sponsors country of M&A deals, while its compound 

annual growth rate in terms of number of M&As was more than North America, Europe and 

other regions. China is a big player in the rising number of tech deals: approximately 20% of 

2016 outbound acquisitions by Chinese companies involved tech companies. We have already 

mentioned before that the largest technology deal in 2017 involved two Chinese IT sector 

companies SJEC Corporations and 360i Technologies. According to Mergermarket, the Chinese 

share of Asia-Pacific region market (excluding Japan) in 2017 was 49,1%, which means that 

they represent the vast majority of the region’s activity. Due to this, Asia-Pacific market slightly 

climbed up 4,8% by value in 2017 with six more deals in contrast to the global M&A figures.  

However, we should mention that Chinese authorities started to heavily regulate the 

amount of capital invested outside of its shores. In December 2016, the Ministry of Commerce 

claimed it would closely monitor deals related to real estate and entertainment, and it also sent a 

warning to banks that enterprises trying to purchase assets unrelated to their main business 

operations are likely to be refused.  

The pressure comes not only from inside China, but also from the recipient countries, 

which are becoming more cautious about the presence of Chinese capital in large-scale deals in 

key industries.   

But while raw numbers appear to indicate that efforts to tame Chinese spending overseas 

may have slowed investment (the outbound value of Chinese deals has dropped by 38,2% in 

2017), sentiment to spend outside of its borders remains strong among China-based financiers. In 

these conditions, the high-tech industry is likely to remain a prime focus for the Chinese buyers.  

 

The Future of Chinese M&A Market 
 

We propose that the changes in the M&A environment will pursue a more strategic 

approach to outbound M&A and increase the number of domestic strategic deals (rose by 14% in 

2017 according to PwC). Experts also propose that overall China M&A for 2018 will show some 

growth over 2017 with greater policy clarity and general maturing of the national economy.  
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For instance, PwC predicts that E-commerce and online platforms will continue to be of 

interest to some of the Chinese tech majors. We should also expect the deepening cross-over 

between financial services and technology around payment platforms, crypto-currencies and 

blockchain. Moreover, the favorable policy change by the HK Stock Exchange offers more 

flexible exit alternatives, which will further boost M&A activities.  

We also should keep in mind that Computer, IT and Internet services sector Is closely 

connected with the Belt and Road Initiative – China’s massive plan to connect Asia, Europe, the 

Middle East and Africa with a vast logistics and transport network. The Belt and Road Initiative 

involves 65 countries, which together account for one-third of world’s GDP and 60% of the 

global population.  

There are still some issues concerning the further depreciation of yuan, which may make 

the overseas deal making more expensive and encourage Chinese companies to act now while 

their greater purchasing power lasts. If yuan declines, it could make domestic purchases more 

attractive.  

To sum up, we may state that Chinese M&A activity has a deep background a very 

interesting future which definitely makes China a great example. Taking into consideration the 

fact that China stands on the forefront of the global technology market it would be very 

indicative to illustrate the Chinese experience in this thesis.   

1.8. Research Hypotheses  

There are several characteristics that is necessary to consider while talking about board 

members characteristics that could have an impact on the M&A performance.  

Board of directors’ characteristics  

The main characteristics of board members are size and board independence.  

Board size in many cases plays vital role (Fama, Jensen, 1993). The explanation of the 

relationship between board size and a performance of the company are: the board members that 

could be considered as intermediaries that could provide the company with vital resources as 

well as the centralization of control concept (Fox, 1998, Barosso and et. al. 2011). The main 

point in the linkage is that the bigger the board size, the more advantages it could bring to the 

company’s performance. However, there is the drawback that should be taken into consideration: 

there is the necessity to take into account the political impact. Due to the centralization control 

concept, boards of the companies with lots of members inside are not that sensitive in terms of 

the impact of CEO as boards with small number of members do. There should exist the balance 

between pros and cons of raising the number of board members. One more advantage that could 

be identified apart from the larger the board the more benefits the members of it will bring to the 

company is that «the capacity and experience that the new members can contribute to the body 
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of board» (Rodriguez - Fernandez, 2014). Board can consist of members with different 

background and experience that could help for significantly improvement of taking strategically 

important decision process which influence the performance. However, with the too many 

members in board there can be problems with communication, coordination and slow down ones 

that makes the understanding and decision-making process more complicated (Rodriguez-

Fernandez, 2014). The findings of this study suggest the following: organization size is 

positively associated with board size and this relationship is stronger in manufacturing 

organizations; board size is positively associated with performance and this relationship is 

conditional on industry; and organization size has an indirect effect 

on performance via board size, and this indirect effect is also conditional on industry. 

Muhammad Ali, (2018).  Talking about basing the coordination and understanding between 

board members and top managers is mainly dependent on the board size and ownership 

distribution within top management. Some previous studies revealed that the large board of 

directors is not that efficient as a small one. For instance, Dunn (1987) and de Andres (2005) 

suggested the similar idea that the board with large number of people can even create an 

information asymmetry and communication difficulties. With regard to research on the impact of 

the size of the Board of Directors on the effectiveness of M & A transactions, A. Kolasinski and 

K. Lee concluded that a smaller size of the Board of Directors allows for more effective M & A 

transactions [Kolasinski, Li, 2013]. The authors believe that more "strong" Boards of Directors 

(that is, a small size with a large share of independent directors) weaken the managers' self-

confidence in M & A transactions. N.Karlin adheres to a similar point of view on the size of the 

Board of Directors, proving the negative impact of the large number of this management body on 

the operating activities after the takeover transaction [Carline, 2009]. V. Ben-Amar also proves 

the negative relationship between the size of the Board of Directors and the profitability of the 

activities of the absorbing company in the short term [Ben-Amar, 2011]. According to Liu 

(2013), the large size of board has an adverse impact on the productivity and efficiency of a 

company. There was even a research made by Roll (1986) on US public companies, he made an 

inference that the optimal number of board of directors is ideally five people. A linear 

relationship was found between the board size and performance of banks in India in the paper of  

Manas Mayur, Palanisamy Saravanan, (2017). What is more, there are conducted several 

researches that concluded about the inverse relationship between the company’s general 

performance and size of board (Haniffa and Hudaib (2006)). Finally, the study by Chu, Teng and 

Lee (2016) proposed that there is a negative correlation between a bank’s board size and its 

merger’s performance. Therefore, the first hypothesis of this paper is the following: 	

H1. The lower the number of board members, the higher performance of M&As is.   
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Considering the role of independent directors in concluding M & A transactions, it is 

necessary to pay attention to the fact that they tend to better protect the interests of shareholders, 

since they are not connected by any hierarchical dependence with the CEO, which gives them 

more freedom in checking the chief executives of the firm [Patton, Baker, 1987]. There are 

observations that independent directors ask more complex and profound questions at meetings of 

the Board of Directors and make decisions that lead to an improvement in the shareholders' well-

being [Byrd, Hickman, 1992]. They are also more objective in assessing the costs and benefits of 

a future transaction (Byrd, Hickman, 1992). Thus, in a study conducted by Hayward and 

Hambrick (1997), Hayward and Hambrick conclude that there is a correlation between the CEO's 

self-confidence and the size of the premium paid to him as a result of mergers and acquisitions. 

The authors pay attention to the fact that this relationship is strengthened with a less efficient 

functioning of the Board of Directors: with a larger share of the company's employees on the 

Board of Directors, that is, those who are interested in the decisions taken. The essence of this 

relationship is revealed in the following explanation: the self-confidence of managers leads to 

the formation of the opinion that their estimates are higher than market valuations. That is why, 

it becomes possible to make transactions not on economic, but for personal reasons [Roll, 1986]. 

It is also necessary to consider the influence of the share of independent directors on the firm's 

performance in the context of information availability. When the cost of access to information is 

low, the activities of independent directors improve; the rise in the cost of information leads in 

turn to the negative impact of additional independent directors on the board of the firm's 

activities [Duchin et al., 2010]. Paying attention to the information aspect, a number of authors 

believe that the presence of a large share of company-related directors positively affects the well-

being of shareholders, since the former ensure a constant discussion between the meetings of the 

council [Baysinger, Hoskisson, 1990], and provide detailed information on the functioning of the 

organization at meetings of the Board of Directors [Harris, Shimizu, 2004]. Thus, the role of the 

types of directors under consideration is different: the main the task of independent directors is 

to monitor the actions of the general manager and his advice on decision-making; The directors 

associated with the company's activities determine its strategy and are called upon to transfer all 

available information about the firm to independent directors [Coles et al., 2008]. It becomes 

obvious that with such a distribution of powers, a balance must be achieved in the proportion of 

independent and company-related directors on the board [Baysinger, Hoskisson, 1985]. Thus, 

despite the fact that independent and related to the company directors play a different role in the 

work of the company, the role of the first in the council remains significant. The main arguments 

for increasing the share of independent directors on the board are the following: more effective 

monitoring of CEO actions by external directors, which also leads to a decrease in the self-
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confidence of the chief managers [Patton, Baker, 1987; Byrd, Hickman, 1992; Wright et al., 

2002; Li, 2012], a better evaluation of the future M & A transaction [Byrd, Hickman, 1992; 

Hayward & Hambrick, 1997; Masulis, Mobbs, 2011; Roll, 1986], as well as smoothing out the 

agency problem and improving the shareholders' well-being [Brewer et al, 2000; Ben-Amar at 

al., 2011; Walters et al., 2007]. As for the number of independent members of the board, they 

play a key role influencing the M&A performance in terms of quite strict control towards the 

board of directors and their decision-making process (Cotton, Shivdasani, Zenner, 1997). The 

research made on the topic are quite controversial. Some of them found the adverse effect on the 

market value of a company, others reveal the better control of board members. (Liang, 2009). 

Moreover, there was observed that the number of independent board members have the 

ambiguous impact on a company’s performance Byrd and Hickman (1992). In another study 

Zhigang and Xiuhua (2009) inferred that independent board members of companies represented 

in China improved management supervision - and as a result, appeared share capital 

improvement. Taking into consideration the previous research conducted, independent board 

members can improve activities monitoring within the company, the quality of decisions as well 

as shareholders protection from M&A. In the paper of Berezinets, Ilina, Cherkasskaya (2017) the 

findings provide additional evidence of how board structure is related to its effectiveness and 

corporate performance in countries with concentrated ownership, highly variable CG practices 

and a lack of proper implementation of corporate law and governance codes. The paper 

contributes to the existing empirical evidence on the advantages of small and large-

sized boards and on gender diversity, and is the first investigating the relationship between 

Russian companies’ board committees and market-based performance. The results 

regarding board independence and committees suggest that these mechanisms are still not widely 

recognized for their role in CG and company performance in Russia and there is the need of 

further research. It is also interesting to point out that, as it was proposed by Brewer III, Jackson 

III and Jagtiani (2010), the higher board independence brings higher abnormal returns for both 

target firms and acquirers. Since in most works there are suggestions that independent directors 

positively influence the conduct of such transactions, a hypothesis is posed about the positive 

relationship between the proportion of independent directors on the board and the effectiveness 

of M & A transactions. Therefore, the second hypothesis of this paper is the following:  

H2. The higher the board independence is, the higher the performance would be. 

The company management has a big influence on the company success. It is highlighted 

in the leadership role as well: sometimes when the CEO and the chairman are different people 

the company performance is much higher (Pi and Timme, 1993). Therefore, the duality case 
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means that the CEO could have to positions at the same time: the CEO and the chairman. 

Moreover, the separation of this two roles can not only increase the efficiency of company’ 

performance, but also has a great impact on M&A deals in terms of more qualitative approach to 

the proposal of the deal for the company-acquirer (Masulis, 2007). Apart from the positive 

influence on M&As from the CEO duality some adverse one was also observed Coles (2001). 

However, there was no clear conclusion about what the effect that M&A has basing on this 

criterion. For instance, using the data sample of Romanian companies in order to identify the 

linkage between the main performance indicator (ROA and ROE) and CEO duality Raluca-

Georgiana (2013) investigated the positive correlation. Furthermore, sometimes absence of CEO 

duality decreases the risks of a company (Fusheng, 2008). But at the same time, it makes 

significantly quickly decision-making processes and M&As as well (Boyd, 1995). Moreover, 

CEO duality can also afford the whole board to make the control processes more efficient (Vuyst 

and Ooghe, 2001). In the paper "The impact of board independency, CEO duality and CEO fixed 

compensation on M&A performance"(Teti, Dell’Acqua, Etro, Volpe, (2017) the results show 

that board independency, CEO duality and level of CEO fixed compensation have an impact on 

the return of acquisitions. Moreover, the findings indicate that acquisitions significantly create 

value for bidders delivering a positive cumulative abnormal return upon announcement. Finally, 

also focusing on the 690 relative larger deals, there is a clear evidence of a positive influence of 

good corporate governance mechanisms over the quality of acquisitions completed where CEO 

duality had an adverse impact on the M&A performance eventually. Moreover, it was proposed 

by Liu and Wang (2013) that CEO duality influences the performance of M&A in a negative 

way. Therefore, the third hypothesis of this paper is the following:  

 H3. The efficiency of M&As is lower with a CEO duality existing in a company 

than the efficiency of M&As with no CEO dualities in companies.		

Considering the role of age of Board of Directors in M&A deals, it is necessary to 

mention that older directors are looking for more information on the subject they are interested 

in, and also pay attention to the quality of such information [Muth, Donaldson, 1998]. Therefore, 

older directors thought independently, weighing all the risks and benefits of future decisions 

regarding M&As. The is the assumption that longer-tenured and older CEOs are less likely to 

harm shareholders’ interests. Kosnik (1990) revealed that older CEOs engage less frequently in 

greenmail transactions where CEOs privately repurchase equity from dissident shareholders at a 

premium. For the US banking industry, Cornett et al. (2003) show that CEO age is positively and 

significantly related to the announcement period returns that bidding banks realize. On the other 

hand, Board of Directors of older age experience a deterioration in cognitive abilities, and are 
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also less likely to take more risky decisions than the younger generation [Muth, Donaldson, 

1998]. The explanation for this resistance to accept risk is that career and financial status become 

even more important with age and the fear of losing them raise (Wiersema, Bantel, 1992). Thus, 

avoiding too risky decisions, older members of the Board of Directors may not make decisions 

related to M&As that would radically affect the company's development strategy. Moreover, in 

the studies of Stewardship Theory and Board Structure: A Contingency Approach. Muth, M. and 

Donaldson, L. (1998) and Board connections and M&A transactions (Ну Cai, 2011) the was 

found a connection between the merger and acquisition deals and average age, this mean that the 

higher the age, the less risky decisions are taken in terms of M&A even though there are 

arguments about the higher probability of deterioration when the age is quite high. Thus, 

assuming that the experience of older Board of Directors members in the context of conducting 

M&As outweighs the possible deterioration in their cognitive abilities, therefore, the third 

hypothesis of this paper is the following:  

H4. For company-acquirer the higher the average age of Board of Directors members is, 

the higher M&A performance is. 

So, all in all, basing on the literature review, all the hypotheses are represented below:  

Table 2 

Research hypothesis 

Number of hypothesis Hypothesis Authors suggested 

H1 The lower the number of board 

members, the higher performance of 

M&As is. 

Corporate Governance and 

Mergers and Acquisitions 

Performance in Banks: 

Evidence under the Special 

Regulatory Environment in 

Taiwan, Chu, Teng and Lee 

(2016) 

"Performance implications of 

board size, composition and 

activity: empirical evidence 

from India", Mayur,  

Saravanan, (2017)  
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H2 The higher the board independence is, 

the higher the performance would be. 

 

The impact of board 

independency, CEO duality 

and CEO fixed compensation 

on M&A performance"(Teti,  

Dell’Acqua, Etro, Volpe, 

2017)  

Corporate Governance 

Structure and Mergers, Brewer 

III, Jackson III and Jagtiani 

(2010) 

 

 

H3 The efficiency of M&As is lower with 

a CEO duality existing in a company 

than the efficiency of M&As with no 

CEO duality in companies. 

 "The impact of board 

independency, CEO duality 

and CEO fixed compensation 

on M&A performance"( 

Teti, Dell’Acqua, Etro, Volpe, 

(2017) 

Performance of Mergers and 

Acquisitions under Corporate 

  Governance Perspective, Liu 

and Wang (2013) 
 
 

H4 
For company-acquirer the higher the 

average age of Board of Directors 

members is, the higher M&A 

performance is. 

Stewardship Theory and 

Board Structure: A 

Contingency Approach. Muth, 

M. and Donaldson, L. (1998)  

Board connections and M&A 

transactions (Ну Cai, 2011) 
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CHAPTER 2. EMPIRICAL STUDY OF THE RELATIOSHIP BETWEEN THE BOARD 
CHARACTERISTICS AND M&A PERFORMANCE  

 

This chapter presents a description of the main research methodology. The study consists 

of a two-step procedure that includes calculating the cumulative abnormal return (CAR) as a 

measure of the effectiveness of M&As using the event-study method in the first step, and also 

using the regression as a second step to identify the relationship between factors of Board of 

Directors and the M&A performance.  

2.1. Research methodology  

As it was mentioned in the beginning, the goal of the master thesis is to investigate the 

relationship between the board structure and M&A performance of the companies by discovering 

the link of specific variables of board structure with cumulative abnormal return of M&A. The 

proposed research question is: What is the relationship between the BDs structure and M&A 

performance? Previous research has also widely investigated the firms of Board of Directors. 

However, the results obtained are mostly inconclusive or even contradictory. Consequently, 

many researchers have concluded that more research is needed in that area which is obviously is 

a research gap of the topic.  After considering the theoretical issues in the first chapter, in the 

second chapter will be discussed practical side of the problem.    

As it was described in the first chapter of the paper, most of previous studies are based on 

cumulative abnormal return analysis of events studies. It means a direct measurement of the 

value creation for shareholders, further each of the steps of the method will be explored in more 

details. 

The first part of the events study concerns aspects such as the choice of the event, in this 

case it is a M&A announcement, the choice of the event window (the time around the event 

under consideration for which the stock returns are calculated) and the selection of the window 

estimation. All data about M&As was collected from the Thomson Reuters Eikon database and 

ZEPHYR. As for the event window, it should be accurately selected basing on the size and 

volume. Hence, it is important that the length of the event window to be sufficient to be able to 

respond to the announcement. Additionally, it is important that any other events do not occur 

during the event window in the study, so as not to affect the share price, so the event window 

should not be too broad. For investigation only short-term event windows are chosen because the 

potential impact of the M&A announcement event is short-term. 

At the first step of the study, it is necessary to determine the length of the "event 

window" within which it is considered. To determine the time frame of the "event window", we 

refer to a number of articles that investigate both developed and emerging markets. 
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According to Defrancq, Huyghebaert, 2016, the nature of the relationship between the set 

of characteristics of corporate governance and the effectiveness of M&As in the developed 

European market was determined with the window [-1, + 1], the window [-5, + 5] is also 

observed. Another study in the developed market is the study of the American M&A market of 

Ahn, Kim, 2010. The authors considered cumulative abnormal return on the following windows: 

[-1,0], [-1, + 1], [-2, + 2], [-5, + 5]. Investigating the impact of the relationship of the Board 

members with two US companies participating in the M&A deal on the effectiveness of the 

transaction itself, Cai, Sevilir, 2012 use different event windows: [-1, + 1], [- 2, + 2], [-3, + 3]. 

Other studies of the American market include the work of M.Swenstrom, 2006, the event 

window there is defined as [-1,0], and the work of Masulis, 2007, where the event window is 5 

days [-2, +2]. According to Rosenstein and Wavy,1997 the window of [-20, +20] was taken.  

As for the emerging market, for example, N. Rani, S. Yadav, 2014 explored the Indian 

market of M&A. As the "event window" the authors took the following time intervals: [0,0], [-1, 

+ 1], [-2, + 2] and [-5, + 5]. A major study on the Asian M&A market is the work of Ma, Pagan, 

2009, which examines Chinese, Indian, Indonesian, Korean, Malaysian and other Asian markets 

in terms of M&A performance. As an event window, the following time frames are taken: [0,1], 

[-1, + 1], [-2, + 2]. In the study on the reaction of another developing market - Russian stock 

market to announcements on the payment of dividends Berezinets, Bulatova, Ilyina, Smirnov, 

2015 cumulative abnormal returns were taken at the 21-day event window [-10, + 10]. 

Thus, summing up the results of all the studies and articles presented above, a summary 

table of all the materials was compiled (Table 1).  

Based on the nature of this study and the literature reviewed, it was decided to use 2 

symmetrical windows of events - 5- day window of events (2 days before the event studied and 2 

days after) and a 21-day event window (10 days before the event studied and after 10 days).  

The second step is to develop criteria for including M&As in the sample. For 

investigation, the following sample of features was chosen:  

• Timeframe is: from 01/01/2010 to 01/01/2018; 

• Type of a company: publicly traded; 

• Type of deals: Acquisitions and Mergers (M&As);  

• Deal status: Completed – confirmed;   

• Company buyer industry: Computer, IT and Internet services;  

• Region: China (acquirer).  

Not all the companies from the primary sample matches the final criteria. Therefore, 

there was the necessity to create the new and ultimate sample that will be analyzed further in the 

paper. The sample consists of 221 deals within 131 companies. For analyses was chosen a 
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primarily sample that consists of 147 M&A deals made by 104 companies. The data towards 

variables for exploring the link between the features of board members and the M&A 

performance were collected through investigating the open access to proxy statements, stock 

price information and some information regarding to the financial statements. As for the 

databases to receive the information about M&A and board members such databases as 

Thomson Reuters and ZEPHYR were chosen. If there is not enough information in open access 

and the chosen databases about M&A deals and board members of the Computer, IT and Internet 

services, the companies are excluded from the research sample.  

 

The third step is devoted to the decision on estimation model of normal returns. There are 

actually two of them: model with permanent returns and market model. The first one deals with 

constant mean returns and capital asset pricing, so that the daily return is constant. Whereas the 

second model represents a linear relationship between the market's yield and the yield of the 

stock (the most popular in practice), which unlike in the first variant actually allows us to 

measure the normal return throughout all the estimation window. In the work, the market model 

for normal return estimation is used. The formula for it is as follows: 

Rit =αi+βi Rmt+µit, where 

Rit – period t that returns on security i;  

Rmt – period t that returns on market portfolio;  

µit - zero mean disturbance; 

αi , βi – coefficients calculated basing on market model.  

 

To calculate the CAR it is necessary to use the following formula:  

СAR= ARit%
&'( , where 

СARi – cumulative abnormal return company- acquirer’s stock in M&As;  

ARit – cumulative abnormal return in M&As during each day of the event window;  

T – event window used to calculate a cumulative abnormal return.  

At the fourth step, it is necessary determine the size of the estimation window, here it is 

reasonable to explore a number of studies conducted in different markets. Defrancq, 

Huyghebaert, 2016 research is based on the estimation window from -250 to -51 days before the 

date of the event for European market. The estimation of the parameters of the market model for 

the American market done by Ahn, Kim, 2010 took place on the estimation window [-210, -11]. 

In the study done by Swanstrom, 2006, the evaluation window is defined as [-135, -16]. There is 

also Craig McKinley's approach to determining the size of the "estimation window". According 



 

 
45 

to this approach, the parameters of the market model can be investigated with the estimation 

window equal to 120 days before the date of the event. In the study of M&As in the Indian 

market [Rani, Yadav, 2014], the estimation window is set from -280 to -26 days before the date 

of the event. In the study by J. Ma and J. Pagan, 2009, the estimation window is taken from -125 

to -6 days before the date of the event. In the study on the reaction of the Russian stock market to 

announcements on the payment of dividends made by Berezinets, Bulatova, Il'ina, Smirnov, 

2015 the estimation window is equal to 180 days [-191, -11]. Data on the analyzed studies are 

presented in the table below (Table 3). In accordance with the methodologies of many other 

similar works, a study conducted by Akbar, Baig (2010), has a 120-day evaluation window. 

Basing on the arguments above, the evaluation window in this study was chosen as 120 days: in 

this paper, the window [-125, -6] as the main window. 

Table 3  

Window events and estimation windows used in studies on different types of markets  

Research Type of market Event-study 

length 

Estimation-study 

length 

Defrancq, Huyghebaert, 

2016 

Developed [-1, + 1], [-5, + 5] [-250, -51] 

Ahn, Kim, 2010 Developed [-1,0], [-1, + 1], [-

2, + 2],  

[-5, + 5] 

[-210, -11] 

M.Swenstrom, 2006 Developed [-1,0] [-135, -16] 

Rani, Yadav, 2014 Emerging [0,0], [-1, + 1], [-2, 

+ 2], 

 [-5, + 5] 

[-280, -26] 

Ma, Pagan, 2009 Emerging [0,1], [-1, + 1], [-2, 

+ 2] 

[-125, -6] 

Berezinets, Bulatova, 

Il'ina, Smirnov, 2015 

Emerging [-10, + 10] [-191, -11] 

Source: made by the author 

 

The regression results of the estimation window then serve to predict what will be the 

return of the firm's shares during the event window. The difference between the actual return and 

the predicted return for any given day in the event window is called an abnormal return (AR), 

and the AR amount in the event window is the aggregate AR (CAR). This sequence is illustrated 
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in Picture 6. Regression of the evaluation window is often performed using a market model, 

according to which the market portfolio is the standard for normal profitability in the absence of 

an event (MacKinlay, 1997). The visual description of the event is shown on the picture as 

follows: 

Picture 6. 

Estimation window and event window 

 
Source: made by the author 

Regression analysis 

The regression analysis will be used to explore how board member have an impact on the 

performance of M&A deals and what actions might be taken to ensure a better understanding 

what factors are the main to create a successful deal. To conduct the regression analyses the 

following equation was applied:  

СARi =β1board_size+β2board_independence+β3ceo_duality+ β4board_ownership+β5 

+α+εi  

• СARi – cumulative abnormal return of M&A deal;  

• i – index of a M&A deal;  

• β1−4 – coefficients for control variables;  

• board_size – board size of a company acquirer;   

• board_independence –share of independent board directors of a company 

acquirer; 

• ceo_duality –CEO position and chairman post simultaneously;   

• board_age –average age of Board members;  

• β5 – control variables’ coefficients;   

• α – constant variable;  

• εit – normally distributed random error.   

The linear equation represented above allows gives the possibility to test four hypotheses, 

exploring how board member have an impact on the performance of M&A deals.  
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2.2. Research variables  

 

Dependent variable  

As was already stated in the first chapter of the paper, one of the most effective methods 

for evaluating the effectiveness of M&As is the cumulative abnormal return (CAR). This 

indicator of M&A performance is taken at different event windows to identify the most 

significant: [-2; +2] and [-10; +10].  

 

Independent variables  

According to the literature review there were chosen several variables to investigate 

board members:  

1. Board size will be based on the total number of executive and non-executive board 

members.  

2. Board members’ independence will be calculated basing on the percentage of 

independent members from the total number of board members. It is advisable to distinguish 

among three categories of members: 1) executive directors; 2) non-executive directors, and 3) 

independent directors. For these paper, it is necessary to focus on the category three.  

3. CEO duality will be assessed by the existence of chairman and CEO at the same time 

and in the same company. This variable will be measured with the help of binary system so that 

the number 1 will be given to the company where the chairman and the CEO is the same person, 

and number 0, if it is not so.  

4. Board members’ average age - the average age of members of the Board of Directors 

of the acquiring company at the time of the announcement of M&A. 

 

Control variables 

The above-mentioned regression model will be monitored for the following control 

variables. The choice of these particular variables is explained by control variables included in 

the various models of numerous studies [Rani, Yadav, 2014; Ma, Pagan, 2009; Defrancq, 

Huyghebaert, 2016; Ahn, Kim, 2010; Swanstrom, 2006]. 

1. Return on assets (ROA) - an indicator that characterizes the overall financial 

performance of the company. This indicator is one of the most common for use in emerging 

markets, where access to non-standard financial indicators is limited. Since the indicator of high 

profitability of the firm's assets speaks about the effectiveness of its management, we can also 

speak about better decision-making regarding M & A transactions, that is, the positive impact of 
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ROA on the effectiveness of such transactions [Defrancq, Huyghebaert, 2016; Morck et al., 

1990]. 

2. Operating profit - demonstrates the firm's ability to profit from its core business. In the 

regression model, the indicator of the volume of operating profit is introduced in a logarithmic 

form to avoid a large spread of profit values for companies from different industries. Companies 

that demonstrated an operating loss in the period under review were excluded from the sample 

due to the impossibility of taking the logarithm. Only 10 observations had negative operation 

profit and we decided that it is worth using this factor even by sacrificing such a tiny amount of 

observations.   

3. The level of debt burden is the ratio of the volume of long-term liabilities and the total 

volume of the firm's assets [Defrancq, Huyghebaert, 2016]. It is proved that the high level of the 

company's debt load increases the efficiency of its management. Thus, we can talk about the 

positive impact of a large debt burden on the effectiveness of M & A transactions [Jensen, 1986; 

Masulis, Wang & Xi, 2007; Van der Paul, Wolfswinkel, 2007]. 

4. The method of payment, that is an effective determinant of the M&A performance 

being subsequent Brunner (2002). It will be used as a dummy variable: cash-only M&A deals 

will receive 1, meanwhile M&A deals that are financed by stock or/and debt will receive 0. 

In general, there are independent variables - CEO duality, board members’ average age, 

board members’ independence and board size, dependent ones – CAR and AR and control 

variable – ROA, operating profit, level of debt burden and the method of payment that will give 

the whole picture of the research (Table 4).  

Table 4 

Description of variables 

Variable Abbreviation in the model Description of the variable 

Dependent variables 

Cumulative abnormal return in 

the 5 days event-window 

CAR5 Event-study calculation on the 

5 days period 

Cumulative abnormal return in 

the 21 days event-window 

CAR21 Event-study calculation on the 

21 days period 

Independent variables 

Board size Board_size The number of board members 

in the acquirer-company  

 

Board independence rate Board_ind The ration of independent 

members to the number of 
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board members in the 

acquirer-company  

 

Board average age Board_avg_age The average age of all the 

representatives of board 

members in the acquirer-

company 

CEO duality Ceo_duality This variable will be measured 

with the help of binary system 

so that the number 1 will be 

given to the company where 

the chairman and the CEO is 

the same person, and number 

0, if it is not so. 

Control variables 

Return on assets (ROA) Roa The ratio of EBIT to the total 

volume of the company's 

assets at the end of last year 

relative to the announcement 

of the deal 

Operating profit Inopinc The logarithmic volume of 

operating profit at the end of 

last year relative to the 

announcement of the 

transaction 

Level of debt burden Debtrat The ratio of the volume of 

long-term liabilities and the 

total volume of the firm's 

assets 

Method of payment Cash It will be used as a dummy 

variable: cash-only M&A 

deals will receive 1, 

meanwhile M&A deals that 

are financed by stock or/and 
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debt will receive 0. 

Source: made by the author 

2.3. Event-study results  

 The results of the event-study has shown the following results of CAR at the 5-day 

(CAR5) and 21-day (CAR21) event-window, which are represented in the Table 3 below. It is 

interesting to mention that average cumulative abnormal return at both event-windows is 

positive, being higher at the longer distance. Such results may be treated as the proof of M&A as 

a “value-builder” for the shareholders. It is also obvious that at the longer event-window market 

tends to appreciate the deal-making and hence the acquirer itself in a more positive manner. Of 

course, we may assume that the most important information about the deal details is available to 

only a small group of investors, including insiders. Sooner or later other players on the market 

start to get the real information about the companies involved in a particular M&A process, 

which results in a higher CAR at the longer event-window.  

 On the other hand, it is very important to point out the fact that CAR [-10;+10] has a 

much lower minimum result as long as a much higher maximum result. The latter may be treated 

as a proof of our previous summary, while the former indicates the effect, which the spreading of 

information has on the company’s value. Thus, M&A does not always build value, but also can 

contain a serious risk for the acquirer if the market players asses the deal as a negative one for 

this or that reason.  

 The minimum CAR at both 5-day and 21-day window was the deal between China-based 

companies Newcapec Electronics Co. and Beijing Data Look Technology Co., which was 

initiated in August, 2015. It is also interesting to point out that the next acquisition made by 

Newcapec Electronics Co. later that year (in September) caused a significantly high cumulative 

abnormal return for the company: 17,2% and 50,6% at 5-day and 21-day windows. The 

maximum CAR at the 5-day window was generated for Beijing Shiji Information Technology 

Co. acquisition of Beijing Changjing Yikang Information Technologies Co. in 2016 (25,69%). 

The highest CAR at the 21-day window was generated after the 100% acquisition of Tianjin 

Anpu Victory Petroleum Engineering Technology Co. by GI Technologies (Beijing) Co. 

(52,25%).  

 

Table 5.  

Cumulative abnormal return at different event-windows for the research sample  

CAR event-window Average CAR Minimum CAR Maximum CAR 

CAR [-2;+2] 0,953% -23,34% 25,69% 
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CAR [-10;+10] 3,76% -46,29% 52,25% 

Source: STATA 

2.4. The major steps of the regression analysis  

As we have already mentioned, our sample consists of the information of 147 unique 

completed and confirmed M&A deals conducted from 01/01/2010 to 01/01/2018 by 104 publicly 

traded (on Shanghai and Shenzhen Stock Exchanges) Chinese companies working in Computer, 

IT and Internet Services sector.   

 The first step was to clean the data sample from outliers using “hadimvo” command in 

Stata. Deleting outliers is generally considered a dangerous action in an academic field, as it is 

necessary to be sure that these particular ‘extreme’ observations are the result of some sort of 

errors. The data without outliers becomes too ‘smooth’ and hence not representative of your 

population. Thus, using “hadimvo” protocol should not be treated as the ultimate truth and ‘the 

license’ to delete these observations but as an indicator to have a closer look at them. If these 

observations seem to be ‘legitimate’ and do not contain any kind of errors, then a researcher 

should keep them preventing the sample from becoming biased. Sometimes we tend to cut 

outliers because they influence the relevance of the model variables as this tend to smooth their 

variance.  

 Thus, in our case we outlined 4 observations, which were treated as outliers and could be 

treated as a result of an error. After removing them we have made the variable summary using 

descriptive statistics, which are represented in a Table 5 below. The number of analysed 

observations for a factor ‘lnopinc’ is less than in any other case for the reasons mentioned earlier 

in this paper. The final sample, hence, consisted of 143 unique completed and confirmed M&A 

deals by 100 publicly traded companies.    

 

Table 6.  

Descriptive statistics of variables  

Variable  Obs Mean Std. Dev. Min Max 

CAR5 143 .9525517 7.078165 -23.33521 25. 69398 

CAR21 143 3.759759 17.0011 -46.29211 52. 24694 

Roa 143 .0749021 .0953714 -.153 .888 

Inopinc 133 11.55084 1.271205 5.948035 14. 91861 

Debtrat 143 .0369496 .213659 0 .9676983 

Cash 143 .08881119 .3163368 0 1 

Board_size 143 10.81119 3.959213 2 21 
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Board_ind 143 .2320574 .1135471 0 .5 

Ceo_duality 143 .4195804 .4952249 0 1 

Board_avg_~e 143 46.6457 3.740695 37 56. 46154 

Source: STATA

3.1. Building the regression model for CAR [-2;+2]  

 The next step is to build the regression models for both cumulative abnormal returns at 

different event-windows. The first model was created for the 5-day CAR (‘CAR5’). At first, we 

have measured the linear regression between a dependent variable and the bunch of control 

variables. The results have shown that the most significant correlation between CAR at the 5-day 

event-window and debt ratio (‘debtrat’) alongside with the return on assets (‘roa’), while 

operating income and cash dummy-variable turned out being absolutely insignificant, that is why 

we have included only two control variables. The next step was to broaden the number of factors 

with our dependent variables indicating the peculiarities of corporate management and board 

structure. The final model got the following form:  

𝐶𝐴𝑅5 = 𝛼 + 𝛽(𝑑𝑒𝑏𝑡𝑟𝑎𝑡 + 𝛽7𝑟𝑜𝑎 + 𝛽9𝑏𝑜𝑎𝑟𝑑_𝑠𝑖𝑧𝑒 + 𝛽>𝑏𝑜𝑎𝑟𝑑_𝑖𝑛𝑑 + 𝛽@𝑐𝑒𝑜_𝑑𝑢𝑎𝑙𝑖𝑡𝑦 +

𝛽E𝑏𝑜𝑎𝑟𝑑_𝑎𝑣𝑔_𝑎𝑔𝑒 + 𝜀I,  

where 𝛼 is a constant;  

CAR5 is the cumulative abnormal return at the event-window [-2;+2];  

𝛽( − 𝛽E are factor coefficients;  

roa is the return on assets;  

debtrat is the debt ratio;  

board_size is the size of the board of the company-acquirer;  

board_ind – is the board independence ratio counted as the number of independent directors in 

the acquirer’s board;  

ceo_duality is a dummy-variable indicating whether the chairman of the board and CEO is the 

same person;  

board_avg_age is the average age of the board members;  

𝜀I is a normally distributed standard error.  

Source: made by the author 

 

 

 

Table 7.  

The results of the factors evaluation for 5 days period 
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Prob > F 0,0981 

R-squared 0,0422 

 

CAR5 Coef. 

Debtrat -4.077543 

Roa -8.133332 

Board_size .1663493 

Board_ind -5.174591 

Ceo_duality .5934241 

Board_avg_age .0660558 

_cons -.8594491 

Source: STATA 

3.4. Building the regression model for CAR [-10;+10]  

 The next model was built for cumulative abnormal return at 21-day event-window, which 

was taken as dependent variable. Similar to the previous case we have checked the linear 

relationship of CAR with our control variables. As in the previous case the most significant 

relationship observed is that between CAR and debt ratio. Another control variable we need to 

mention is the natural logarithm of operating income, although its relationship with CAR is not 

as significant. After including the remaining independent variables indicating the corporate 

board structure we received the following results:  

𝐶𝐴𝑅21 = 𝛼 + 𝛽(𝑑𝑒𝑏𝑡𝑟𝑎𝑡 + 𝛽7𝑙𝑛𝑜𝑝𝑖𝑛𝑐 + 𝛽9𝑏𝑜𝑎𝑟𝑑_𝑠𝑖𝑧𝑒 + 𝛽>𝑏𝑜𝑎𝑟𝑑_𝑖𝑛𝑑 + 𝛽@𝑐𝑒𝑜_𝑑𝑢𝑎𝑙𝑖𝑡𝑦 +

𝛽E𝑏𝑜𝑎𝑟𝑑_𝑎𝑣𝑔_𝑎𝑔𝑒 + 𝜀I,  

where 𝛼 is a constant;  

CAR21 is the cumulative abnormal return at the event-window [-10;+10];  

𝛽( − 𝛽E are factor coefficients;  

roa is the return on assets;  

lnopinc is the natural logarithm of company’s operating income;  

board_size is the size of the board of the company-acquirer;  

board_ind – is the board independence ratio counted as the number of independent directors in 

the acquirer’s board;  

ceo_duality is a dummy-variable indicating whether the chairman of the board and CEO is the 

same person;  

board_avg_age is the average age of the board members;  

𝜀I is a normally distributed standard error.  
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Source: made by the author 

 The major statistics are represented in the Appendix. Alongside with it we have 

conducted the multicollinearity test, which has not shown any linear relationship between the 

factors of the model.  

Table 8.  

 

The results of the factors evaluation for 21 days period 

Prob > F 0,0914 

R-squared 0,0522 

 

CAR21 Coef. 

Debtrat -14.47193 

Lnopinc -0.9386069 

Board_size -0.2491872 

Board_ind 18.83399 

Ceo_duality 1.683136 

Board_avg_age .2377786 

_cons 5.941863 

Source: made by the author 

3.5. The results analysis  

 

The first step is to analyze the significance of the models. Both models are significant at 10%. In 

both cases the most significant variable was the debt ratio (significant at 5% in both CAR 

models), which may be explained by the fact that M&A deals are usually associated with the use 

of additional sources of capital to finance them. The majority of modern companies tend to rely 

on the debt sources of capital as they carry the leverage effects for the company and does not 

undermine the value of capital for shareholders. Nevertheless, if the debt ratio was considered by 

the market pretty high, a certain risk of worsening the debt burden for an acquirer existed, partly 

for the reasons arising from the difficulty and expensiveness of the M&A deal which we have 

discussed earlier in this paper. It was also pretty obvious that the higher the debt ratio the lower 

the potential CAR is, which is indicated by the variable coefficient in both CAR5 and CAR21 

models.  

 CAR5 also depends (at 10% significance) on the return on assets, while CAR21 has a 

relationship (at 10%) with the acquirer’s operating income, which can be explained by the 
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market orientation on the company’s performance and ability to generate the profit when 

evaluating the potential benefits of an M&A deal. It is obvious enough that a more profitable and 

effective company would be able to quicker generate the needed return and value for 

shareholders after completing an acquisition. However, the relationship is, on the contrary, 

negative. The higher both factors are, the lower the potential CAR is. It may be explained by the 

shareholders’ concerns about the potential profit distribution and the returns in the near future. 

High-profit companies are usually attractive for investors expecting the future rise in the returns. 

Understanding that any M&A deal may bring the risks of the return decline in the future makes 

them predict the potential negative dynamics and drop the stocks.  

 The next step is to evaluate the relationship of cumulative abnormal return with the board 

variables. We should mention that particularly for Chinese high-tech M&A market none of the 

factors has shown the 5% significance, but only the 10% one. For CAR5 the most significant 

variable was the board size. Surprisingly enough on the 5-day horizon the relationship between 

CAR and the board size was slightly upright, though, on the 21-day horizon the relationship 

proved our hypothesis of the inverse relationship. We may explain it the following way: the 

market decides that on the short-run the bigger board has more chances to reject a potentially 

weak deal, thus, reacting positively on the size of it; on the other hand, in the long run it is 

obvious that the more members the more difficult it is to negotiate and come up with a 

consensus, which is extremely important for the success of an M&A deal.  

 Moreover, in the long run market tends to react more on the board independence 

(significant at 10% for CAR21). In this case we can absolutely prove our hypothesis of the 

positive relationship between the rate of independence and the potential cumulative abnormal 

return. We may state that any extra 1% of independence rate increase the potential CAR by 

18,8%. Though it was less significant for the CAR at 5-day event-window, we may conclude that 

at least for the Chinese M&A market the rate of independence is the only significant factor in the 

long-run.  

 Concluding, we may state that two of our 4 hypotheses may be considered as true:  

H1: The lower the number of board size members, the higher performance of M&As is. 

H2: The higher the board independence is, the higher the performance would be. 

 

Two other hypotheses about the relationship of CAR with the board members average 

age and the CEO duality has not proven to be significant at any of investigated event-windows. 

Thus, we may not reject or prove them empirically by the case of the Chinese high-tech M&A 

market.    
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CHAPTER 3. SUMMARY AND DISCUSSION  

In this chapter will be discussed the outcomes of the research conducted to investigate the 

relationship between board members characteristics that affect M&A performance. The initial 

step was to determine the key research goals, questions and objectives. The second step was to 

make an overview of previous empirical studies related to the relationship of board members and 

M&A performance discovering. The investigation of literature review helps to choose the main 

characteristics to create independent variables and basing on them create a pull of hypotheses. 

After the pull of data on the companies’ creation, the event-study and regression analysis were 

conducted. The results of the studies showed which particular characteristics have the strongest 

influence on the M&A performance, they are. This characteristic did not show the high impact 

on M&A performance.  

4.1. Theoretical and practical implications  

This master thesis contributes to the business literature by increasing the existent pool of 

knowledge on whether internal company’s structure (corporate governance) can enhance the 

performance of mergers and acquisitions deals. The results of this paper have crucial managerial 

practical implication. The outcomes on the relationship could be useful for top management of a 

firm during the M&A deal. The current research represented a pull of board of directors’ features 

that are more vital in influence on M&A performance. The statistical analysis showed that 

among them are board size and board independence variables. Firstly, we start with a 

consideration of the first hypothesis: size of board members and performance of M&As are 

related inversely. According to the Board Index by Spencer Stuart the optimal board size is 

between 8 and 12 members. Their study also indicates than Hong Kong companies have 12,6 

average board size and is higher than in the majority of European and American countries. Only 

Germany has a significantly higher number of board members.  

Another study, which in our case is much more representative as deals with a sample of 

1250 companies traded in Shanghai and Shenzhen indicates that the average size of the board is 

fluctuating around 9 men/women with a tendency to decline from year to year. It also indicates 

the importance of guanxi factor for Chinese companies’ performance. Guanxi is typically 

Chinese phenomenon and refers to the durable social connections and networks firms use to 

exchange favors for organizational purposes. Guanxi became increasingly popular among the 

state-owned enterprises managers after the reforms of 1980s, which had eliminated the majority 

of the privileges for SOEs. Thus, guanxi became a substitute for formal institutional support and 

now heavily dominates business activities throughout China. Moreover, it has been shown that 
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for the majority of companies the ability of guanxi to eliminate business uncertainty outweights 

the costs of the impairment in decision making related to having a larger board size and hence 

influencing the potential effectiveness of a M&A deal.  

As a result, we may assume that it is guanxi to explain the comparatively small 

connection between the board size and CAR for Chinese companies, as large boards are a part of 

the corporate governance tradition in China. Thus, our managerial recommendations would be to 

reduce the board size for the high-tech companies in China at least to the point of 9-10 average 

(as our sample indicates a slightly higher figure), however we realize that since SOEs constitute 

almost 50% of all the companies in China and tend to increase the boards for guanxi purposes in 

order to win the completion with Non-SOEs. Here the major proxy to measure is the ‘marginal 

utility’ an extra board member may bring to the company compared with the ‘marginal cost’ of 

keeping him.  

Secondly, it is reasonable to mention the second hypothesis that was accepted:  the higher 

the board independence rate is, the higher M&As performance would be. The result represents 

that the independent director does make her own special positive contribution to the process of 

mergers and acquisitions. Compared to non-independent directors, a company’s significant 

shareholders, counterparties or competitors, the independent director more efficient in 

"monitoring", it consists of exercising control over the activities of the company's management. 

The reason might be a weak involvement of independent directors in the daily activities of a firm 

in connection with their independence from the influence of the CEO. Consequently, the 

effective control over management actions creates a mitigation of the agency problem and the 

creation of value for shareholders. Moreover, this case creates the more objective way of 

assessing the costs and benefits of a future M&A deal because the features inherent to 

independent members allows to mitigate the self-confidence of the company's management, 

which affects the amount of the premium paid out as a result of M&As. Having proved the 

importance of the presence of independent directors on the board for the purpose of concluding 

M&As with high efficiency, it is worth adjusting this conclusion to Chinese corporate 

governance practices. It should be noted that in general in China it will be not a quantitative 

increase in independent directors on the board, but a rethinking of their role in this management 

body.  

According to Liao and Young, the average number of independent members for Chinese 

companies traded in Shanghai and Shenzhen is slightly higher than 3 and equals 3,3m while the 

rate of independence is 0,37, which is slightly higher than in the case of high-tech companies. 

This number has significantly risen in 2003 after the reform which made the appearance of 

independent directors a strict requirement. It also seemed to improve the effectiveness of 
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companies. The importance of politically connected independent directors was indicated by 

Wang (2015), which again proves the importance of guanxi.  

Although the value of independent directors remains an issue, as independent directors in 

China still do not consider themselves empowered (Lin, Xiao and Tang, 2008) and 8 out of 10 

companies list all the independent directors at the bottom of the director list. It is also important 

to mention that the supply of good quality independent directors is an issue for China. The 

majority of independent directors are academics, unlike in the U.S., where the majority is the 

former CEOs. While academics lack the knowledge about operating a company in the real world 

and lack the understanding of M&A process, they may not serve as effective monitors of the 

firms on whose boards they sit (Firth, Wong, Xin and Yick, 2016).  

Nevertheless, we may advise the Chinese companies to keep the board independence rate 

higher than 1/3 as it may bring the positive signals for the market and, thus, increase the returns 

from the M&A deal. But the prime focus here should be quality, not quantity. Companies should 

first of all consider hiring the independent directors with good political connections or with 

exceptional knowledge of the industry and market in order to make his/her presence in the board 

truly effective.  

4.2. Limitations and recommendation for further research  

The paper has several limitations that can be an obstacle for interpretation of result and 

general implication.  Firstly, the master thesis does not take into consideration different 

leadership structures in Chinese companies that can be a crucial factor especially in interpreting 

the results of relationship between CEO duality and M&A performance (Dehaene, Ooghe, 

Vuystand, 2001). In some countries CEO duality is simply prohibited so it is not possible to use 

the conclusion from the study to implement them everywhere. It is necessary to notice that the 

current research focuses on Computer, IT and Internet services industry is characterized by the 

high potential growth of M&As for the nearest future. Therefore, it can be difficult to generalize 

the results because of the industry specificity. The focus of research is on four characteristics of 

board structure (board size, board members’ independence, CEO duality and board members’ 

average age). However, there are other Board of Directors characteristics that can impact M&A 

performance. For instance, education background of Board of Directors members, qualification 

of Board of Directors members, gender diversity of Board of Directors could be considered as 

well. So that if other characteristics are considered, the existing pool knowledge related to 

relationship between board members and M&A performance will extend and might show some 

differences in results.  
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CONCLUSION  
 

The main objective of the master thesis was to identify the relationship between the 

characteristics of board members and M&A performance. To achieve the goal, the industry and 

country were chosen and several researches were made, including the review of literature on the 

corporate governance and its main mechanisms, concepts of mergers and acquisitions as well as 

studies that reveal the nature of the relationship between the main factors of Board of Directors 

and M&A performance. Moreover, in the master thesis were provided recommendations to 

shareholders of companies, the members of the Board of Directors and other interested parties 

regarding the structure of the Board of Directors work to establish a base for successful M&A 

deals. Based on an analysis of the main board members’ characteristics (CEO duality, board 

members’ average age, board members’ independence and board size), four hypotheses were put 

forward related to the relationship between these characteristics and the performance of mergers 

and acquisitions. To test the hypotheses a sample of 143 M&A deals in China in Computer, IT 

and Internet services industry, made in the period between 2010 and 2018, was investigated.  

Afterwards, a two-step study was conducted: during the first step, using the event-study method; 

at the second step regression models were constructed to accept or reject the hypotheses put 

forward.  

As a result, two significant regression models were obtained at 10% level, allowing the 

following hypotheses to be accepted: the hypothesis of a positive relationship between the share 

of independent directors in the board of an acquirer-firm and the performance of M&A deals and 

the hypothesis of size of board members which are related inversely. It is worth noting that, 

during the investigation two other hypotheses about the relationship of CAR with the board 

members average age and the CEO duality and M&A performance were not proven to be 

significant at any of investigated event-windows. Thus, we may not reject or accept them 

empirically with the case of Chinese companies.  This result leaves a room for further research in 

the field especially for emerging markets where there are not enough research studies yet. The 

hypotheses that after event-study and regression analyses were finally excepted were considered 

further in the context of management applications. Thus, it was recommended to Chinese 

companies to keep the board independence rate higher than 1/3 but primarily to focus on quality, 

not quantity so that companies should first of all consider hiring the independent directors with 

good political connections or with exceptional knowledge of the industry and market in order to 

make his/her presence in the board truly effective. Additionally, the managerial 

recommendations for board size would be to reduce the board size for the high-tech companies 

in China at least to the point of 9-10 average, however it is clear that since SOEs constitute 
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almost 50% of all the companies in China and tend to increase the boards for guanxi purposes in 

order to win the competition with Non-SOEs, here the recommendation is to pay attention on the 

‘marginal utility’ of an extra board member in comparison with ‘marginal cost’ of keeping him 

or her. These recommendations can be useful primarily to the shareholders of the company, who 

directly participate in the selection of candidates for the Board of Directors. In addition, these 

recommendations could be applicable to top management of companies to ensure more effective 

communication between both parties, as well as the members of the Board of Directors 

themselves, who must clearly understand their responsibilities, authorities and the role they play 

in decision-making. To conclude, the master thesis makes the opinion that board of directors can 

strongly influence the company and help it to achieve goals set as well as improve M&A 

performance. 
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APPENDIX  

The results of the factors evaluation in STATA 

Appendix 1.  

Number of observations 143 

F (6, 136) 1.00 

Prob > F 0,0981 

R-squared 0,0422 

Adjusted R-squared -0,0000 

Root MSE 7,0782 

 

Appendix 2.  

CAR5 Coefficient Std. Error t P > |t| [95% Confidence 

Int.] 

debtrat -4,077543 2,921235 -1,40 0,045 -9.854463   

1.699377 

roa -8,133332 6,364093 -1,28 0,093 -20.71871   

4.452048 

board_size 0,1663493 0,1577651 1,05 0,084 0.1456407   

.4783393 

board_ind -5,174591 5,520639 -0,94 0,150 -16.09199   

5.742809 

ceo_duality 0,5934241 1,227725 0,48 0,630 -1.834477   

3.021326 

board_avg_age 0,0660558 0,1667953 0,40 0,693 -.263792   

.3959036 

Constant -0,8594491 7,7383 -0,11 0,912 -16.16241   

14.44351 

 

Appendix 3.  

Number of observations 137 

F (6, 136) 1.19 

Prob > F 0,0914 

R-squared 0,0522 
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Adjusted R-squared 0,0084 

Root MSE 18,252 

 

Appendix 4.  

CAR21 Coefficient Std. Error t P > |t| 

debtrat -14,47193 8,4061613 -1,72 0,048 

lnopinc -0,9386069 1,314325 -0,71 0,076 

board_size -0,2491872 0,4195708 -0,59 0,154 

board_ind 18,83399 14,92438 1,26 0,089 

ceo_duality 1,683136 3,214544 0,52 0,601 

board_avg_age 0,2377786 0,4511488 0,53 0,599 

Constant 5,941863 24,69937 0,24 0,810 

 

Appendix 5. 

Variable VIF 1/VIF 

Board size 1.18 0.850685 

Board ind 1.14 0.880094 

debtrat 1.13 0.884506 

inopinc 1.13 0.884912 

Board avg 1.08 0.927549 

Ceo_duality 1.04 0.958444 

Mean VIF 1.12  

 

 

Appendix 6. 

Variable VIF 1/VIF 

Board size 1.11 0.897893 

Board ind 1.11 0.904307 

debtrat 1.10 0.905691 

inopinc 1.10 0.906324 

Board avg 1.05 0.954439 
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Ceo_duality 1.04 0.957736 

Mean VIF 1.09  

 

 

 


