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▪ Examine the short-term and long-term performance of domestic and cross-border acquisition decision of 
Indian firms in the sixteen-year period from 2001 to 2016

▪ The period encompasses  the early liberalization period in India, the years of the financial crisis, and a 
post crisis recovery period. 

▪ The Indian market during the high growth decade of 2000s represents a period of increasing M&A 
activity. 

▪ Data is from SDC Platinum and CMIE’s Prowess database. 

▪ The data include deals where the target firm is a domestic firm, which we refer to as Domestic deals, and 
where the target firm is non-Indian firm, which we refer to as a Crossborder deal.  

▪ Examine two questions:
▪ To gauge the market’s reaction to transaction and infer how the market received the transaction (announcement effect) – CARs

▪ If markets react positively, does it signal a euphoric response to the acquisition or does it signal an accurate valuation of expected 
positive synergies? -BHARs



▪ We find:

▪ 3-Day CAR is positive and statistically significant for the full sample.  The results hold for both 
Domestic and Crossborder acquisitions.  

▪ Clearly, the equity markets infer a positive valuation to M&A activity by Indian acquirers.   

▪ 24-month BHAR is also positive, but not significant.  

▪ We see that over a 24-month window there is no reversal of the initial positive market reaction.  

▪ As much as a measure of the value impact of the deal, the short-term and long-term market 
reactions suggest that the Indian capital markets are efficient in that there is no overshooting in 
the short-term with reversals in the long-term.

▪ However, when we look at the long term reaction for different time periods, we find that 24-
month and 36 month BHARs are negative and significant for all deals during 2008-2009. 



▪ We also examine the impact of firm and governance characteristics on CARs.  

▪ Crossborder CARs are higher than Domestic CARs in our sample period. 

▪ We also find that firms with high leverage have higher CARs suggesting that debt in the 
capital structure could lead to better managerial decisions.

▪ Cross-sectionally, BHARs do not differ for Domestic and Crossborder deals. BHARs are 
higher for smaller firms. 

▪ Firms that have better governance, as evidenced by their group membership and level of 
promoter holdings have positive and significant BHARs



▪ Reasons for doing mergers and acquisitions:
▪ Erel, Liao, & Weisbach (2012), Nicholson and Salaber (2013) and Deng and Yang (2015), Chidambaran, 

Krishnakumar and Sethi (2018) 

▪ Short term Performance Gains and Losses of acquisitions:
▪ Stock market event study based metrics to measure short term acquisition performance (King & Dalton, 

2004; Krishnakumar & Sethi, 2012; Zollo & Meier, 2007)

▪ A large number of studies have found that acquisition announcements are either value destructive for 
acquirers or result in no significant gain for acquiring firms (Jensen & Ruback, 1983; Andrade et al., 2001)

▪ Short term Performance of acquisitions in India
▪ Researchers have found that cross border acquisitions earn positive abnormal returns in the short run ( 

Barai and Mohanty 2010; Chakrabarti, 2008; Gubbi et al., 2009; Kale & Khanna, 2009; Kohli & Mann, 2012)

▪ Gubbi et al., (2009) do not find any evidence of positive abnormal returns in domestic acquisitions. 

▪ Banerjee et. al. (2014) find positive significant announcement returns for Indian acquirers over a period of 
1995-2011. However, they also find that these returns become negative later.



▪ Long term Performance Gains and Losses of acquisitions:
▪ Loughran and Vijh (1997), Bouwman, Fuller, and Nain (2009), Andrade, Mitchell, and Stafford (2001)

▪ Long term Performance of acquisitions in India
▪ Chakrabarti (2008) studies the long term stock market reaction for three years post acquisition for 24 

acquisitions announced between 2000 and 2007. He finds that the long run performance is 
significantly positive, however when Industry adjustments are made the positive returns are not 
significant. 

▪ Singh (2012) researched 91 deals between 2004 and 2009; and concludes that shareholders of cross 
border acquirers earn negative 12 month Buy and Hold returns. 

▪ Mohanty and Mishra (2014) used a sample of Indian mergers and acquisitions in the period 1998-2010 
and observed that acquirers had negative buy and hold returns while firms which that merged had 
positive returns. 

▪ Literature on the operating performance in the developed market have not been conclusive. 
▪ Healy et al., (1992); Guest et al., (2010), Zollo & Singh (2004)

▪ Methodological issues have been raised with respect to the process of determining long term 
abnormal return (Lyon, Barber, & Tsai, 1999; M. Mitchell & Stafford, 2000).



Short-term market returns – Event Study Methodology using the market model 

▪ Estimation window of -265 to -50 days before acquisition announcement date and 

▪ Event windows of 3 (-1 to +1) days window and 11 (-5 to + 5) days 



Long-term market returns 

• We construct a reference portfolio following  Loughran and Ritter, (2000) and Lyon et al., 1999). 

each acquiring firm is  matched with an appropriate decile/quintile reference portfolio for computing  

abnormal returns.



▪ Return on Assets (ROA),  is computed as Profit Before Depreciation Interest 
and Tax by the Average Total Assets for the year 

▪ Acquiring firms are matched with a set of firms in the same industry that have 
a ROA in the range of 90% to 110% of the ROA ratio for the acquiring firm

▪ The expected level of ROA for the acquiring firms is defined as the Actual 
ROA in the deal year plus the change in performance for the matched set of 
firms in the industry two years after the deal announcement.

▪ The difference between actual ROA for the acquiring firm minus expected 
ROA is the abnormal return

































▪ Acquisitions by Indian firms result in positive cumulative abnormal returns for both domestic and cross-

border deals.

▪ 24-month and 36-month returns are not significant suggesting there is no reversal of short-term value

gains

▪ Long-term operating performance for acquirers do not exhibit any abnormal returns

▪ In contrast to transactions in developed capital markets, Indian acquirers are able to retain some of the

synergy values.

▪ Results suggest that Indian markets are efficient and are accurately able to judge the benefits of M&A

transactions without a subsequent market correction.


