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ABSTRACT 

This dissertation is an empirical study of effects of mergers and acquisitions and joint 

ventures (MAJV) on the acquiring and participating firms’ long term ex-post 

performance and idiosyncratic risk. The research aims to extend the current knowledge 

on the acquirers’ and joint venture participants’ performance and risk. This objective not 

only reveals how the firms fare following the MAJV but also helps to understand the 

motives for corporate strategic decisions such as MAJV.   

The results show interindustrial variation in acquiring firms’ performance and 

idiosyncratic risk following the M&A. Acquirers from the food and pharmaceutical 

industries enjoy positive abnormal returns following M&A while acquirers from 

industries such as recreational products, entertainment, nonmetallic mining, construction, 

and real estate lose their wealth following the M&A. Acquiring firms, in general, enjoy 

lower idiosyncratic risk following the M&A compared to other firms in their industries 

that did not engage in M&A.  

The study of joint ventures reveal that firms that form joint ventures gain positive 

abnormal returns following the joint venture formation and their idiosyncratic risk is 

significantly lower than the firms that did not engage in joint ventures but are in the same 

industry. The results support the findings of previous literature which suggests that joint 

ventures create synergy.   
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CHAPTER 1 

INTRODUCTION 

1.1 Background and problem statement  

1.1.1 General Problem 

Corporate strategic investment decisions are typically taken to maximize the firm value 

(Fama and Jensen, 1985; Rappaport, 1986; Reimann, 1987; Woolridge and Snow, 1990) 

and to achieve a sustainable advantage over competitors (Porter, 1985). The examples of 

strategic investment decisions are mergers, acquisitions, joint ventures (JV), divestitures, 

common stock repurchases, exchange offers, and new offerings of securities.  

Mergers and acquisitions (M&A) and joint ventures (hereinafter MAJV) are 

examples of corporate investment decisions whose impact usually extend beyond the 

economic boundaries of the individual decision-making firm, and they are “one of the 

most important events in corporate finance, both for a firm and the economy” (Fuller et al. 

2002, p. 1763).  

Gillan (2006) points out that “managers acting as shareholders’ agents, decide in 

which assets to invest, and how to finance those investments” (p. 382), and Lev (1974) 

states that “ a major part of financial research is concerned with the effect of managerial 

decisions on the market value of the firm” (p. 627). The effect of MAJV on firms’ ex-post 

performance and risk has been examined and the findings favor poor performance 
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(Asquith, 1983; Agrawal et al. 1992; Rau and Vermaelen, 1998; Mitchell and Stafford, 

2000) and increased idiosyncratic risk (Bharath and Wu, 2005).  

From the perspective of corporate governance, the poor performance following 

MAJV raises intriguing questions given that the MAJV are strategic investments 

undertaken, theoretically, to increase the firms’ value.  

Shleifer and Vishny (1997) define corporate governance as “the ways in which 

suppliers of finance to corporations assure themselves of getting a return on their 

investment “(p.737). Gillan (2006) defines MAJV as “transactional events”, and points 

out to the importance of M&A in the corporate governance literature stating that “… 

careful modeling of transactional events (e.g., mergers and acquisitions, CEO turnover, 

etc.) and how they relate to governance characteristics will continue to be a staple of 

governance research” (p. 396).  

The importance of MAJV is not just theoretical. Figure 1 summarizes the annual 

distribution of MAJV in terms of percentages of total publicly traded firms from 1980 to 

2008. The data is collected from the Securities Data Corporation’s (SDC) U.S. Mergers 

and Acquisitions Database. Similar data on joint ventures are available since 1985.
1
 The 

figure shows that in 1980, 17.9% of US publicly traded companies were involved in 

M&A and the number steadily increased until it reached the highest level of 36.1% in 

2004. Overall, an average percentage of companies
2
 engaged in M&A each year is 28.8%. 

These data clearly suggest the real-life importance of studying M&As. The figure also 

shows that the companies tend to participate in joint ventures less than they do in M&A. 

                                                 
1
 The paper analyzes M&A and JV separately; therefore the discrepancy in time periods does not affect the 

analysis. 
2
 From this point, “companies” and “firms” will refer to publicly traded companies unless otherwise stated. 
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In 1980, only 0.5% of overall firms formed joint ventures
3
. The number of joint ventures 

increased steadily until 1989; and in 1989, the number of joint ventures increased by 

more than 300%. The number remained high but varied over time. Overall, 3.9% of 

companies formed joint ventures each year.  

 
Figure 1 Percentage of firms engaged in M&A and joint ventures across years.  

Source: Thomson Financial Securities Data Company’s (SDC) M&A and JV Database. 

1.1.2 Specific Problem 

The literature does not provide a unified theoretical or empirical explanation as to why 

firms choose MAJV over other forms of combining resources such as franchising and 

trademark agreements, long-term buy/sell agreements, and one-time-only buy/sell 

transactions to accomplish some objectives (McConneell and Nantell, 1985). The only 

                                                 
3
 Joint ventures are formed by two or more parent firms as separate entities by combining some portions of 

their resources to accomplish some strategic objective. At least two of the parent companies involved had 

to be U.S. firms in order to be included in this analysis. 
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consensus the empirical research has established is that shareholders of target firms gain 

positive abnormal
4
 returns at the announcement of M&As. On the other hand, the average 

return to the acquiring firm’s shareholders is less clear and favors poor performance 

(Asquith, 1983; Agrawal et al. 1992; Rau and Vermaelen, 1998; Mitchell and Stafford, 

2000).  

Poor performance following M&As means that the acquiring firms’ shareholders 

lose their wealth, on average, which suggests that M&As are not always purely 

economically (maximizing firm value) motivated. Indeed, the literature suggests that in 

addition to search for the economic synergy, which is meant to maximize the acquiring 

firm’s net present value of future profits, the acquiring firms’ managers acquire other 

firms 1) due to the agency motives such as “increasing the size of the firm, the 

opportunity to diversify, and making himself less replaceable” (Shleifer and Vishny, 

1988 p.14), and 2) hubris which implies that managers have economic motivations but 

they overvalue the target firms because of their hubris that makes them believe that they 

know better than the market. In conclusion, the acquiring firms’ ex-post performance not 

only measures the returns on acquiring firm’s investment but also indicates the motives 

behind these “unique investments”.  

Considering MAJV as a strategic investment decision, by definition, involves 

“…a current resource outflow and an uncertain payback. Therefore, any significant 

corporate investment depresses current earnings and increase uncertainty about the firm’s 

future performance” (Woolridge and Snow, 1990, p.355). It has become a standard to 

                                                 
4
 Abnormal return is a residual return that is not captured by a model that is used to estimate the expected 

returns. The capital asset pricing model (CAPM) of Sharpe (1964) and Fama-French three factor models 

are examples of such models.    
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measure the performance of MAJV with stock returns, which provides information on 

both performance (average returns) and risk (variance of returns). This research adopts 

the literature standard and employs the monthly stock returns to measure the acquiring 

firms’ performance and risk.  

Irvine and Pontiff (2009, p.1149) point out that “in a rational market, stock prices 

equate to the present value of future expected cash flows”. This implies that volatility in 

cash flows introduces uncertainty in stock prices and constitutes the riskiness of a stock. 

The capital asset pricing model (CAPM) of Sharpe (1964) and Lintner (1965) classifies 

the aggregate volatility into two components: volatility that is due to the overall market, 

called systematic risk, and a firm specific volatility, called idiosyncratic risk.  

While researchers have focused on and learned a lot about stock returns around 

MAJV, the long-run volatility and risk associated with MAJV seems to have been 

relatively overlooked.  

1.2 Objectives  

The current literature lacks a unified theory that clearly explains the motivations of 

MAJV. The lack of theoretical explanation for the existence of MAJV has forced 

researchers to develop empirical ex-post performance-based motives for MAJV. However, 

empirical findings are mixed at best.  

Against this background, the objectives of this research are: 

 Empirically demonstrate the effect of MAJV on the participating firms’ ex-post 

performance 
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  Analyze the participating firms’ idiosyncratic risk following the MAJV.  

In analyzing the participating-firms’ ex-post performance, the paper attempts to address 

an issue which has received very little attention in the literature, namely, an acquiring 

firms’ industry affiliation and its effect on the long-term post-MAJV performance and 

idiosyncratic risk of the acquiring firm.  

As the literature suggests, studying post-MAJV performance will serve dual 

purpose: performance and motive based on the performance. Similarly, the paper 

empirically investigates the acquiring firm’s ex-post idiosyncratic risk to analyze the 

effect of MAJV on the firms’ idiosyncratic volatility and hopefully to explain motives 

behind MAJV. 

In addition to potential explanatory power of motives, studying idiosyncratic 

volatility has practical aspects as well. Campbell et al. (2001) summarize the practical 

importance of idiosyncratic volatility in several reasons. First, investors who fail to 

diversify their portfolios will be affected by idiosyncratic volatility just as much as by 

shifts in market volatility. Second, large stock-pricing errors are possible when firm-level 

idiosyncratic volatility is high, and third, idiosyncratic volatility is important in option 

pricing since the price of an option on an individual stock depends on the overall 

volatility of the stock return, and idiosyncratic volatility is a part of the total volatility. 
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CHAPTER 2 

LITERATURE REVIEW 

2.1 Background and terminology 

2.1.1 Acquisitions  

An acquisition refers to a corporate action in which the acquiring company buys all of the 

target company’s existing ownership shares in order to assume all the control and 

decision rights of the target company. Once the acquisition is complete, the target 

company becomes a part of the acquiring company. The literature classifies acquisitions 

as friendly and hostile depending on whether the target company is willing to accept the 

acquiring company’s bid and whether the acquiring company makes an offer to the target 

company’s incumbent board of directors and management before announcing its 

intentions publicly. The acquisition is considered hostile if the target firm’s incumbent 

management is against the acquisition or the acquirer circumvents the incumbent 

management of the target firm and bids directly for the shares of the target firm.  

There are various ways the acquiring company can remove the incumbent 

managers. First, it can buy the requisite number of shares by offering a fixed price per 

share that is above the current market price, and this method is called tender offer. The 

tender offer is basically a cash offer for the current shareholders. However, the incumbent 

managers have developed creative tools to protect themselves from hostile takeovers or at 

least to negotiate lucrative deals for themselves at the expense of their shareholders (Wulf, 
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2004). Shleifer and Vishny (1988, p.13) point out that “takeover defenses employed by 

target management range from the relatively innocuous fair price amendment to the 

practically insurmountable poison pill.”  The term “poison pill” refers to managers’ set of 

defensive tools that impose significant and discouraging costs on the acquirers upon 

“triggering” the pill. The typical types of costs include dilution of acquirers’ equity 

holdings and revocation of their voting rights, and the pill is triggered if the acquirer 

accumulates a certain percentage of the target company’s shares that exceeds a certain 

pre-specified threshold. Walkling and Long (1984) suggest that the managerial resistance 

to a takeover bid is directly related to the target management's personal wealth changes 

due to the acquisition. 

Second, the potential acquirer can persuade a number of shareholders that is 

necessary to replace the incumbent board of directors and management who are against 

the acquisition. This method is called a proxy fight because the individual shareholders of 

a corporation do not participate in every meeting and do not vote for every matter. 

Instead, they delegate their voting rights to an individual who is called proxy. The proxy 

votes on behalf of the principal shareholder and the potential acquirers try to persuade the 

proxies to vote in their favor to replace the incumbents.  

Of course, not all the acquisitions occur in a hostile manner. In “friendly” 

acquisitions, the acquiring firm can conduct the takeover either through an auction or a 

negotiation process. Boone and Mulherin (2007) study the mechanics of how a firm is 

sold and discover that: 
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the process usually begins when a selling firm hires an investment banker and 

considers the number of potential bidders to contact. The potential bidders that are 

contacted are asked to sign confidentiality/standstill agreements where the bidder 

receives non-public information but must agree not to make an unsolicited bid. 

Those agreeing to sign the confidentiality/standstill agreements are then asked to 

submit preliminary indications of interest. A subset of the bidders indicating 

preliminary interest is asked to submit binding sealed offers (p. 5).  

The seller ultimately chooses the best bid and takeover process is completed.  

The method of acquisition process varies depending on the negotiation procedure 

but the invariant outcome that occurs under any method of takeover process is that the 

acquirers typically overpay for the target firm shares. Roll (1986) attributes this to the 

acquiring-firms’ managers’ hubris. Roll suggests that a manager’s hubris leads him to 

believe that his valuation of a target firm is better than the overall market’s valuation 

which results in overvaluation since no shareholder would sell his shares less than the 

market price. Shleifer and Vishny (1988) offer different reasoning and conjecture that 

managers deliberately overpay because acquisition brings them benefits such as increased 

firm size, a new line of business which may provide an opportunity to diversify, or an 

acquisition that makes the manager less replaceable.  

2.1.2 Mergers  

A merger is a corporate event in which two companies consolidate to form a new 

company. The participating companies surrender their existing shares of stocks and new 

shares are issued under a new company. Unlike in an acquisition in which the target firm 

stops existing, in a merger the merged companies continue to exist, but under the new 

management and usually under a new name.  
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2.1.3 Joint Ventures 

Joint ventures are formed by two or more parent firms as separate entities by combining 

some portions of their resources to accomplish some strategic objective. Harrigan (1988, 

p.142) indicates that “the joint venture can be a partnership or a closely held corporation, 

or can issue corporate securities in its own right, like Tristar Pictures.” 

For the purpose of this research the term ‘joint venture’ refers to, as in McConnell and 

Nantell (1985), a type of capital investment project that is committed to achieve certain 

corporate strategy under the combined management of at least two parent companies.  

2.1.4 Similarities and Differences between Mergers, Acquisitions, and Joint Ventures 

The literature does not explicitly differentiate ‘merger’ from ‘acquisition’, and they both 

refer to a process of combining two previously separate companies into a single firm. 

However, the literature implies that mergers occur between firms of similar market size 

whereas in an acquisition, the acquiring company is usually larger than the target firm in 

terms of market size. This research focuses on the performance and risk of acquirers 

following the M&A event, and in this paper M&A refers to a takeover process in which 

the acquiring company buys all of the target company’s existing ownership shares and 

assumes all the control and decision rights of the target company.  

McConnell and Nantell (1985, p.520) propose two factors that distinguish joint 

ventures from M&As. First, “a joint venture involves the joining together of a subset of 

the resources of two (or more) parent companies.” Second, “the original management of 
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the parent firms remains intact under the joint venture.” These differences are substantial 

enough to treat M&As and joint ventures as different corporate events and analyze their 

effects on firms’ performance and risk separately.  

2.2 Theoretical background on the existence of Mergers, Acquisitions, and Joint 

Ventures (MAJV)  

2.2.1 Mergers and Acquisitions (M&A) 

Mergers and acquisitions (M&A) are one of the major managerial decisions firms take in 

their daily existence (Mitchell and Stafford, 2000) and M&A may have significant effects 

on the performance of the acquiring firms (Agrawal et al., 1992). Despite the importance 

of M&As to the firms and to the economy (Fuller et al., 2002) and intense interest that 

has induced an extensive research, the existing empirical work on the motives of M&As 

is inconclusive, and the subject lacks a unified theoretical explanation.  

It is interesting to note that the literature explains the motives of M&As based on 

the ex-post firm performance. The performance-based explanations of M&As can be 

classified into three categories: 1) the synergy motive or economic motives, 2) the agency 

motive, and 3) the managerial hubris. The supporters of the synergy motive argue that 

synergy either enhances revenue through more market power (Comanor, 1967; Scott, 

1989; Perry and Porter, 1985) or reduces cost through economies of scale. The 

motivation for Williamson’s (1989) transaction cost reduction can be included in this 

classification as well. The advocates of the agency motive (Jensen, 1986) suggest that 



Texas Tech University, Bahtiyar Babanazarov, August 2012 

12 

 

M&As occur because they benefit the acquirer management more than they do the 

acquiring firms’ shareholders. Jensen (1986) argues that managers tend to engage in 

M&As with the available free-cash to expand the resources under their control instead of 

increasing payouts to shareholders. The free cash flow is defined as the cash that is left 

after financing the positive net present-value projects and is available to managers to 

dispose. The managerial hubris motivation of M&As (Roll, 1986) proposes that it is the 

acquiring-firms’ managers’ hubris that causes firms to engage in M&As because 

managers think they know better than the market and engage in M&As even though their 

valuation of the target company is wrong.  

In sum, the literature considers an acquisition as synergy motivated if the 

acquirers’ post-acquisition performance is positive, and hubris or agency motivated if the 

acquirers cannot perform well compared to either the overall market or to the similar 

firms that did not engage in M&As following the acquisition.  

2.2.2 Joint Ventures 

The most frequently cited motivations for joint venture formation are enhancement of 

market power (Fusfeld, 1958; Boyle, 1968; Mead, 1967; Pate, 1969; Pfeffer and Nowak, 

1976; Koh and Venkatraman, 1991), economics of scale, raising necessary capital, 

spreading the risks of a new venture (Pate, 1969), increasing operating efficiency (Porter 

and Fuller, 1986; Contractor and Lorange, 1988), increasing bargaining power, inhibit 

opponents’ moves, raise entry barriers (Lewis, 1990), opportunity to expand in response 

to future technological and market developments (Kogut, 1988), knowledge acquisition 
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(Berg and Friedman, 1980), and synergy (McConnell and Nantell, 1985). In addition, 

Hennart (1988) offers the transaction-cost motive for the formation of joint ventures.  

Hennart argues that firms form joint ventures if they own complimentary assets that can 

neither be replicated nor acquired through market transactions, and if the complimentary 

asset owned by other firms is indivisible and hard to integrate should the company 

acquire the asset. On the other hand, Williamson (1991) suggests a negative relation 

between the degree of asset specificity and the likelihood of firms engaging in joint 

ventures. Williamson conjectures that increased asset specificity results in increased 

mutual dependence between participating partners which requires more coordination and 

governance, and decreases the efficiency. Williamson (1991) defines the asset specificity 

as an asset that cannot be redeployed to alternative uses without a sacrifice of productive 

value.  

This research adopts the McConnell and Nantell’s (1985, p.520) definition of the 

joint venture which treats joint ventures as a “special case of capital investment project” 

and “a special form of intercorporate merger.”  Adopting this definition of joint ventures 

allows the current paper 1) to measure the ex-post performance of the participating firms 

and to observe whether joint ventures were formed on the basis of economic motives 

such as synergy or non-economic motives such as agency, and 2) to calculate the ex-post 

idiosyncratic risks of participating firms and to analyze whether joint ventures affect the 

participating firms’ idiosyncratic risks. It is the objective of this part of the paper to study 

the motivation for corporate strategic decisions as to why firms form joint ventures.  
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2.3 The methods used for measuring performance and risk following the MAJV   

2.3.1 Methods for performance analysis 

The financial economics literature has suggested two ways to measure the acquiring firms’ 

long-term performance following major corporate events such as dividend initiation, 

stock splits, security offerings, or MAJVs. Barber and Lyon (1997); Kothari and Warner 

(1997); Lyon, Barber, and Tsai (1999) all suggest that abnormal returns should be 

calculated as the difference between buy-and-hold returns (BHAR) of a portfolio that 

consists of firms that engaged in M&A and a reference portfolio whose firms did not 

engage in M&A. The reference portfolio is formed on the basis of similar sizes and/or 

book-to-market ratios. BHAR is considered to be an event-time approach of studying the 

post-event performance of a firm, and as Fama (1998) suggests, supporters of BHAR 

argue that long-term investor experience is better captured by compounding short-term 

returns to obtain long-term buy-and-hold returns. The formulation of buy-and-hold 

method is given in equation (2.1): 

        ∏ [     ]  
 
   ∏ [        ]

 
        (2.1) 

where        is the cumulative abnormal return for holding the stock of a firm that has 

engaged in a MAJV across τ periods,     is the month t simple return on a sample firm, 

and       is the month t expected return for the sample firm.  

However, as Fama (1998) points out, compounding short-term returns may yield 

excessive abnormal returns even when there is no abnormal return after the first period. 

To explain this, Fama (1998) provides the following example:  
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Suppose returns for the first year after the event are 10% for event firms and zero 

for benchmark firms, so the first-year abnormal return is 10%. Suppose event and 

benchmark firms both have a 100% buy-and-hold return over the next four years. 

Although there is no abnormal return after the first year, the BHAR after five 

years grows to 20% [i.e., (1.1 * 2.0)-(1.0 * 2.0)] (p.294).  

 

In addition to yielding exaggerated abnormal returns, BHAR assumes zero 

correlation among event-firm returns. However, Mitchell and Stafford (2000) argue that 

major corporate events such as M&As cluster through time by industry and may lead to 

cross-correlation of abnormal returns which could flaw inferences. In order to mitigate 

the cross-correlation problem, Fama (1998) proposes the use of the calendar-time average 

portfolio returns, that was first developed by Jaffe (1974) and Mandelker (1974). Fama 

(1998) explains “the time-series variation of the monthly abnormal return on this 

portfolio accurately captures the effects of the correlation of returns across event stocks 

missed by the model for expected returns” (p. 295).  

The method is called the calendar-time approach because for each calendar-month, 

a portfolio is composed of firms that undertake M&As within the preceding n months (n 

= 12 to 36) of the calendar month, and the portfolio is reformed each month to drop all 

firms that reach the end of n-month period and include all companies that have just 

engaged in a M&A. Next, the average monthly abnormal returns are estimated by 

regressing the portfolio excess returns on the three Fama and French (1993) factors, as in 

equation (2.2): 

                (          )                     (2.2) 

where      is the return of portfolio for month t,       is the risk-free rate measured by 1-

month T-bill rate,      is the market return rate which is computed as the value-weighted 
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portfolio return of all the stocks that are available in the Center for Research in Security 

Prices (CRSP) database. SMB (Small minus Big) represents the difference in returns 

between a portfolio of “small” stocks and “big” stocks where size is measured by the 

market capitalization, and HML (High minus Low) represents the difference in returns 

between a portfolio of “high” BE/ME (Book value of Equity/Market value of Equity) 

stocks and “low” BE/ME stocks.  

In order to construct the SMB and HML factors, first, all the stocks in the CRSP 

universe are independently sorted based on their market capitalization (the number of 

common shares outstanding multiplied by the market price of each share) and their book-

to-market value of equity. Second, for SMB calculation, six portfolios are selected. As 

shown in Panel A of Table 1, Portfolio 1 consists of small companies with high BE/ME 

stocks, or stocks belonging to both “small” and “value” stock group, simultaneously. The 

“small” stocks are those in the bottom 10% of the market capitalization, and “big” stocks 

are those in the top 90% of the entire CRSP stock universe with respect to their market 

capitalization. The “high” stocks are those in the top 30%, and “low” stocks are those in 

low 30% with respect to their book-to-market ratio. Once the sorting process is complete, 

the SMB is calculated as the equal weighted average return of three “small” portfolios 

minus three “big” portfolios: 

     
 

 
                                         

 

 
           

                               (2.3) 

Similarly, the HML is calculated as the equal weighted average return of the two “high” 

BE/ME portfolios minus two “low” BE/ME portfolios: 



Texas Tech University, Bahtiyar Babanazarov, August 2012 

17 

 

     
 

 
                         

 

 
                               (2.4) 

It should be noted that the market, SMB, and HML are zero-investment portfolios and 

each capture an excess return. Fama (1998) argues that the time-series variation of the 

monthly abnormal returns on this portfolio accurately captures the cross-sectional 

correlation of acquiring firms’ stocks that were not captured by the BHAR.  

Table 1 Formation of Fama-French SMB and HML risk factors 

Panel A. SMB factor 

       Portfolio 1 Portfolio 2 Portfolio 3 
 

Portfolio 4 Portfolio 5 Portfolio 6 

Small Stocks 
 

Big Stocks 

Small Value 
Small 

Neutral 

Small 

Growth  
Big Value Big Neutral Big Growth 

 
     

 

 
                                    

 

 
                                   

 Panel B. HML factor 

High book-to-market ratio stocks                      

(Value Stocks) 

 Low book-to-market ratio stocks           

(Growth Stocks) 

Portfolio1 Portfolio2 

  

Portfolio3 Portfolio4 

Small Value Big Value 

  

Small Growth Big Growth 

 
     

 

 
                         

 

 
                        

  

 

2.3.2 Methods for risk analysis 

The method used to calculate the monthly idiosyncratic risk of a company i using the 

within-month daily return data is based on the capital asset pricing model (CAPM) of 

Sharpe (1964) and Lintner (1965). The CAPM implies that 
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             (         )               (2.5) 

where      the return on stock i,      is the risk-free rate measured by 1-month T-bill rate, 

     is the market return that is computed as the value-weighted portfolio return of all the 

stocks that are available in CRSP database,       is the idiosyncratic return, and    is the 

stock i’s beta. Rewriting the equation (2.5) yields 

                (         )                    (2.6) 

which is more intuitive form for dividing the total variance into systematic and 

idiosyncratic risk components. The total variance of excess return (          ) can be 

written as 

    
       

     
       

                           (2.7) 

where     
     

  is the firm’s systematic risk that is due to overall market volatility and 

     
  is the firm’s idiosyncratic risk that is not explained by the market volatility.  

One can use a BHAR-type portfolio or a calendar-time portfolio to examine the 

difference in idiosyncratic volatility between the firms that engaged in a MAJV and 

companies that did not participate in a MAJV. However, given the discussion above on 

returns, the calendar-time portfolio is likely preferred for risk analysis as well. The 

formation of portfolios is the same as in return analysis and therefore it will not be 

repeated. Once the monthly portfolios are formed, the average monthly idiosyncratic 

risks are calculated using the equal-weight portfolio approach. The MAJV portfolio of 
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idiosyncratic risks is then compared to the portfolio of non-event firms’ idiosyncratic risk 

to examine the effect of MAJV on the firms’ ex-post idiosyncratic risk.  

Bharath and Wu (2005) is the only study that examines the acquirers’ idiosyncratic 

risk following M&A, and no study that has studied the firms’ idiosyncratic volatility 

following the formation of joint ventures has been found to date. Bharath and Wu (2005) 

study the idiosyncratic volatility of U.S. acquiring firms that engaged in M&A between 

1995 and 2002 and find a strong increase in idiosyncratic volatility prior to M&A. The 

cross-sectional average of the volatility measures continue to increase two years 

following the M&A. Bharath and Wu (2005, p.18) explain this post-M&A increase in 

idiosyncratic volatility as part of the “risk of post-merger integration of the acquirer and 

target firms that gets resolved slowly over time.” 

Bharath and Wu compare the acquiring firms’ own idiosyncratic volatilities before 

and after the M&A. But, information on the acquiring firm’s idiosyncratic volatility 

relative to the idiosyncratic volatility of companies that did not engage in any MAJV 

would provide a better picture of whether MAJV actually affects the participating firms’ 

performance and idiosyncratic risk following the announcement of MAJV.  

2.4 Empirical findings on performance and risk following the MAJV 

2.4.1 Acquirers’ performance following M&A 

Naive studies of acquiring firms’ performance suggest that acquirers lose wealth 

following the M&A activities (Agrawal et al., 1998). On the other hand, further detailed 
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empirical research shows that acquirers’ returns vary with method of payment (Chang, 

1998; Fuller et al., 2002), nature of the target firms (Faccio et al., 2006; Fuller et al., 

2002), market size of acquirers (Moeller et al., 2004), and the number of acquisitions the 

acquirers make (Fuller et al., 2002). Including these aforementioned acquirer-and-target-

specific-variables has induced various hypotheses explaining the variations in acquirer 

firms’ returns but a unified theoretical explanation remains absent. While studies 

addressing industry affiliation on long-term post-acquisition performance are available, 

they are less prevalent and have become dated. Therefore, the analysis aims to fill the gap 

and extend the dimensions of empirical findings.  

2.4.2 Participating parent firms’ performance following JV 

McConnell and Nantell (1985) are the first authors who analyzed the performance of 

joint-venture-participating firms’ performance in the event study framework. They 

considered joint ventures as strategic capital investment, a special case of M&A, and 

borrowed the tools of M&A performance analysis to study the joint-venture-participating 

firms’ performance. McConnell and Nantell (1985) studied 210 parent firms that formed 

136 joint ventures during 1972-1979 and found that joint-venture-participating firms earn 

significant positive wealth following the joint venture formation. Woolridge and Snow 

(1990) analyzed 197 joint ventures and found results similar to those of McConnell and 

Nantell (1985). Unlike M&A, then, the literature suggests a hypothesis of positive 

abnormal returns for JV.  
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2.4.3 Participating firms’ idiosyncratic risk following M&A and JV 

Bharath and Wu (2005) is the only research, to the author’s best knowledge, that studied 

the acquiring firms’ idiosyncratic risk around the M&A. They reported that the cross-

sectional average of the volatility measures continue to increase two years following the 

M&A. Bharath and Wu (2005, p.18) explained this post-M&A increase in idiosyncratic 

volatility as part of the “risk of post-merger integration of the acquirer and target firms 

that gets resolved slowly over time.” As already mentioned in section 2.3.2, this analysis 

differs from the above research in its focus. Unlike Bharath and Wu who compared the 

acquirers’ own idiosyncratic risk around the M&A, this paper compares the acquiring 

firms’ idiosyncratic risk to the companies’ idiosyncratic risk that did not engage in M&A 

but are in the same industry.  

Following McConnell and Nantell’s (1985) definition of joint venture, this paper 

will be the first work, to the best knowledge of author, that analyze the joint-venture-

participating parent firms’ idiosyncratic risk following the joint venture formation.  
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CHAPTER 3 

CONCEPTUAL FRAMEWORK 

3.1 Introduction 

This research empirically addresses two issues that are intertwined. The first question is 

how firms fare following the MAJV. More precisely, acquiring and participating parent 

firms’ performance and idiosyncratic risk following the M&A and joint ventures, 

respectively, are addressed. The second issue is to identify the motives of M&As and 

joint ventures based on the acquirers’ and participants’ ex-post performance following 

M&A and joint venture, respectively.  

Previous literature recognizes that M&A and joint venture are two different 

corporate events from the corporate governance perspective, and, therefore, this analysis 

treats them separately. However, both M&A and joint venture can be considered as 

strategic investments that involves “…a current resource outflow and an uncertain 

payback. Therefore, any significant corporate investment depresses current earnings and 

increase uncertainty about the firm’s future performance” (Woolridge and Snow, 1990 

p.355). This research accepts the M&A and joint venture as strategic investments that 

affect firms’ future performance and risk with the goal to empirically demonstrate the 

effect of MAJV on the acquiring firms’ return and idiosyncratic risk. 

The literature suggests economic as well as non-economic motives as to why 

managers make these strategic investments such as MAJV. In analyzing the performance 
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of these strategic investments, this analysis distinguishes itself from the previous 

literature by studying the motives such as agency and managerial hubris through the 

lenses of industry affiliation.  

There are few studies that analyzed the acquirers’ performance through the lens of 

industry. Healy, Palepu, and Ruback (1990) study the 50 largest mergers between 1979 

and 1983 and find that merged firms have significant improvements in their cash flows 

resulting from an increase in asset productivity relative to their industries. However, it 

should be noted that their work was not a study of a long-term performance and was 

focused on a small sample whereas this analysis studies the MAJV from 1980 to 2008 

and includes all the industries available.  

3.2 Performance and risk based explanations for M&A  

3.2.1 Performance based explanations for M&As 

The performance-based explanations of M&As can be classified into three categories: 1) 

the synergy motive or economic motives, 2) the agency motive, and 3) the managerial 

hubris motive. The supporters of the synergy motive argue that synergy either enhances 

revenue through more market power or reduces cost through economies of scale. The 

advocates of the agency motive (Jensen, 1986) suggest that M&As occur because they 

benefit the acquirer management more than they do the acquiring firms’ shareholders. 

The managerial hubris motivation of M&As (Roll, 1986) proposes that it is the acquiring-

firms’ managers’ hubris that causes firms to engage in M&As because managers think 
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they know better than the market and engage in M&As even though their valuation of the 

target company is wrong.  

In conclusion, the synthesis of these ideas suggest that acquisition is synergy 

motivated if the acquirers’ post-acquisition performance is positive, and hubris or agency 

motivated if the acquirers cannot perform well compared to either the overall market or to 

the similar firms that did not engage in M&As following the acquisition.  

3.2.1.1 Agency theory 

Jensen and Meckling (1976) define the agency relationship as “a contract under which 

one or more persons (the principal(s)) engage another person (the agent) to perform some 

service on their behalf which involves delegating some decision making authority to the 

agent.” (p. 307). The source of the agency problem is the separation between capital 

providers and those who manage the capital (Gillan, 2006). According to Jensen and 

Meckling, the agency relationship results in three types of agency costs: monitoring costs 

incurred by the principal, bonding costs incurred by the agent, and all the residual loss. 

The literature suggests that agency costs can arise in any cooperative venture where the 

principal and the agent have different goals and different attitudes toward risk, and it is 

the main focus of agency theory to reduce these agency costs.  

Jensen (1986) links agency theory to M&A based on managers’ incentive not to 

return free cash flow to the shareholders, but to spend them on diversification 

acquisitions, and this conceptual link is called “free cash flow theory of takeovers.” A 

firm’s free cash flow is defined as the cash flow that is leftover after the firm funds all the 

positive net present value projects that are discounted at the relevant cost of capital. 
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Jensen (1986) states two reasons why managers may expand their firms beyond the 

optimal size. First, growth of a firm increases its resources and consequently empowers 

the managers. Second, the literature provides evidence that manager compensation is 

positively related to growth in sales (Baker, et al. 1988).  

Jensen (1986) argues that managers who are sitting on large free cash flows and 

who have unused borrowing power are the ones that are more likely to engage in “low-

benefit or even value-destroying mergers.” The free cash flow theory suggests that free 

cash flow comes from an exceptionally good performance of acquirers prior to 

acquisition, but the targets also may be good performers who are sitting on large free cash 

flows that attract the potential acquirers.  

The examples of agency-motivated M&As are not limited to free-cash flow. 

Amihud and Lev (AL) (1981) explain conglomerate mergers with the agency problem 

where managers have incentives to reduce their “undiversifiable employment risk” 

through conglomerate mergers and acquisitions. AL’s argument, like Jensen’s (1986), is 

based on the fact that a managers’ income is closely related to their firms’ performance, 

and a risk-averse manager has an incentive to diversify the firm’s portfolio with 

conglomerate mergers with the intention that it would stabilize the firm’s income stream. 

Agency theory suggests that the risk-averse manager’s ultimate goal is to reduce his own 

employment risk even if there is a loss of acquiring shareholders’ wealth in the form of 

transfer to shareholders’ of the firm that is being acquired. Shleifer and Vishny (1989) 

offer different reasoning and conjecture that managers engage in acquisitions that make 

them less replaceable following the M&A, so called “managerial entrenchment” 

hypothesis.  
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3.2.1.2 Hubris hypothesis 

Roll (1986) is the first financial economist to point out the role of managerial hubris in 

M&A. He argued that a manager’s overconfidence in his abilities of picking good targets 

and making right investment projections cause him to overbid for the targets which 

results in a loss of acquiring-firm shareholders’ wealth.  

Malmendier and Tate (2008) use two measures of overconfidence to analyze the 

relation between CEOs overconfidence and likelihood of M&As the CEOs are engaged in. 

First, CEOs who do not exercise their in-the-money executive stock options prior to 

expiration which is a measure of the CEOs overconfidence in their companies’ future 

performance tend to engage in M&A activities more frequently than the CEOs who 

exercise their stock options. Second, CEOs whose names are mentioned with the words 

‘confident’ and/or ‘optimistic’ in the media have higher probabilities of making M&A 

decisions. CEO overconfidence not only affects the M&A activities but also has an 

influence in the amount of external finance used. Malmendier et al. (2010) show that 

overconfident managers use less external finance compared to their peers that are not 

overly confident.  

Aktas et al. (2010) link CEO narcissism, a proxy of hubris, to corporate takeovers. 

The authors’ measure of narcissism is the ratio of first person singular pronouns to total 

first person pronouns used in more than 1,700 transcripts of CEO speeches. Aktas et al. 

find that acquiring CEOs who are identified as narcissist tend to negotiate faster, and they 

have higher likelihood of completing the transaction than the CEOs who are not 
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classified as narcissist. On the other hand, target CEOs who are identified as narcissists 

require higher bid premiums.  

3.2.1.3 Conceptual difference between agency theory and hubris hypothesis  

The agency theory of M&A claims that managers’ incentive is not to return free cash 

flow to the shareholders, but to spend them on their own interests such as diversification 

acquisitions, whereas the hubris hypothesis suggests that managers’ incentive is aligned 

with the interests’ of shareholders, but the managers’ over-confidence in their abilities 

leads them to overbid and consequently lose their firms’ wealth.  

Both agency theory and hubris hypothesis predict poor performance for the 

acquirers following the M&A. Although the variables used to measure agency and hubris 

are different, it is almost impossible to empirically differentiate their individual effects 

based on the ex-post performance. The analysis does not use any proxy to distinguish the 

agency and hubris, but simply integrates agency, hubris, and industry affiliation to 

observe their combined effects on the acquiring firms’ performance and risk following 

the M&A.  

3.2.2 Risk based explanations for M&As 

In addition to the previously listed three motives for the M&A existence, the industry 

specific external shocks have been proposed as a cause for M&As by some scholars 

(Golbe and White (1988); Mitchell and Mulherin (1996); Linn and Zhu (1997)). Bharath 
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and Wu (2005) link their finding of pre-merger run-up in acquiring firms’ idiosyncratic 

volatility to “the hypothesis that M&As are a response to industry shocks” (p. 18).  

3.3  Performance and risk based explanations for JV  

McConnell and Nantell (1985) and Woolridge and Snow (1990) are two studies that find 

that companies engage in joint ventures to create synergies. This paper will analyze the 

participating firms’ performance following the JVs and if the performance is positive, 

then the results will indicate the synergy hypothesis is the motivation behind JV 

formation.  

Literature that directly links the participating firms’ ex-post risk to motives of the 

JV is not available. However, there are two bodies of literature that may indicate that JVs 

are formed to increase the participating firms’ market power if they are analyzed 

simultaneously.  

3.3.1 Firms with higher market power enjoys lower idiosyncratic risk 

Gaspar and Massa (hereinafter GM) (2006) suggest a  negative relation between the 

market power of a firm and its idiosyncratic risk and show that firms with higher market 

power enjoys lower idiosyncratic risk. GM base their argument on two hypotheses. First, 

the hypothesis is that market power allows firms “to pass on a significant portion of any 

idiosyncratic cost shocks to its consumers” (Gaspar and Massa, 2006, p. 3126). GM calls 

this a natural hedge that “smoothes out cash flow fluctuations resulting from idiosyncratic 

cost shocks”. The second hypothesis stems from the reduction of uncertainty about the 
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firm’s future performance given that the firm enjoys high market power and is able to 

avoid competition. This hypothesis relies on Pastor and Veronesi (2003), who argue that 

investors’ uncertainty about a firm’s future performance constitutes a significant part of 

the firm’s idiosyncratic volatility. GM claim that firms in competitive industries will have 

higher idiosyncratic volatility even if their underlying profits are kept constant, whereas 

firms in uncompetitive industries will enjoy lower idiosyncratic volatility because 

investors are more certain about their future performance. GM find supporting evidences 

for their hypotheses and conclude that indeed firms with higher market power have less 

idiosyncratic volatility.  

Hou and Robinson (2006) argue that firms in competitive industries are exposed 

to higher innovation and distress risk. They base their innovation risk argument on 

Schumpeter’s (1912) creative destruction idea and suggest that “innovation occurs in 

small firms that are in competitive industries or on the fringes of established industries” 

(Hou and Robinson, p.1927). Hou and Robinson further argue that firms in the 

uncompetitive industries avoid distress risk through barriers to entry and therefore enjoy 

lower risk. Irvine and Pontiff (2009) support Hou and Robinson (2006) by showing that 

there is a positive relation between firms’ competition and idiosyncratic risk.  

Gaspar and Massa’s (2006) and Hou and Robinson’s (2006) results clearly imply 

that firms have strong incentives to increase their market power which will consequently 

reduce their idiosyncratic risks. Johnson and Houston (2000) study 191 joint ventures that 

were formed during 1991-1995 and find a significant positive relation between the 

“likelihood of firms choosing a joint venture and the concentration measure” of the 
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industry where they operate. It should be noted that high concentration means less 

competition. 

3.3.2 Joint ventures reduce competition 

Fusfeld (1958) studies 70 joint ventures in the iron and steel industry, 53 of which were 

controlled by firms within the industry. Fusfeld concluded that joint ventures were not 

used to diversify but to organize the steel industry. Pate (1969) studied domestic joint 

ventures that were formed during 1960-1968 and dismissed the argument that suggested 

firms participate in joint ventures to reduce risk that is associated with the new venture. 

Pate (1969, p.23) argued that “during the period 1960-1968, it appears many firms 

achieved through joint ventures some of the benefits normally associated with horizontal 

or vertical expansion-benefits that, for a variety of reasons (such as antitrust), were not 

available under prevailing conditions.” Boyle (1968) suggested that joint ventures occur 

between relatively larger firms of an industry who produce and sell closely related 

products. Boyle disagreed with the argument that joint ventures are formed to raise new 

resources for new ventures. Pleffer and Nowak (1976) summarized their findings by 

stating that  

And, as expected (Hypothesis 6), joint venture activity within the same industry 

shows little relationship to intra-industry transactions interdependence, with the 

correlations with sales, purchase, and total transactions interdependence all less 

than .07. These results indicate that joint ventures with firms in the same industry 

are undertaken for purposes of reducing competitive interdependence, and are 

unrelated to the symbiotic interdependence that exists among the organizations (p. 

412).   
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Thus, the consensus in this aforementioned literature is that joint ventures are 

anticompetitive, and reductions in competition lead to lower idiosyncratic risk.  

3.3.3 Possible link between motives for joint ventures and ex-post idiosyncratic risk 

The literature clearly suggests that firms’ idiosyncratic volatility is lower when they 

enjoy higher market power and enhancement of market power is one of the important 

factors that motivate companies to participate in joint ventures. However, it is a 

surprising fact that these two phenomena have not been linked together and studied 

simultaneously. It is the objective of this research to study the joint ventures through the 

lenses of idiosyncratic volatility. We hypothesize that idiosyncratic volatility of firms that 

have participated in joint ventures should be significantly lower than the idiosyncratic 

risk of firms that have not participated in joint ventures because our a priori expectation 

based on previous literature suggest that firms engage in joint ventures to reduce their 

idiosyncratic risk by enhancing their market power.  

3.4 Industry Affiliation as a Determinant of a Firm Performance 

3.4.1 Theoretical and practical purposes of classifying firms into industries 

Classifying firms according to industry has both theoretical and practical purposes. Kahle 

and Walkling (1996) report several reasons as to why researchers classify firms into 

industries. The first reason is to form control (matched) firms when intra-industry 

variation in characteristics, performance, and frequency in M&A engagement is studied.  
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 The second use of classification reported by Kahle and Walking is to be able to 

focus on a set of firms that are more homogenous among each other than the firms 

outside the specific industry. This particular academic usage coincides with the 

investment practitioners’ usage of industry classification. The underlying reasoning in 

this context is that firms that belong to same industry have similar operational and 

product characteristics. Following this reasoning, classification of firms into industries 

results in groups of economically similar companies. Investment practitioners are 

interested in finding homogenous groups of stocks whose returns move together and 

industrial classification serves this purpose. Chan et al.(2007) show that stocks of the 

same industry tend to correlate higher among each other than the stocks of other 

industries.   

3.4.2 A firm’s industry affiliation and its performance 

A relation between a firm’s industry affiliation and its performance has received 

substantial attention from scholars of financial economics and management. In analyzing 

63 NYSE stocks’ price movement over a period of 403 months from 1927 through 1960, 

King (1966) finds that industry effect explains around 10 percent of variance in rate of 

returns. Connor (1995) uses the industry classification as one of the fundamental factors 

to explain the security market returns, and reports that industry affiliation has the largest 

explanatory power among the fundamental factors. Similar results are found in the 

management literature as well. Schmalensee (1985), Wernerfelt and Montgomery (1988), 
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and McGahan and Porter (1997) report that industry accounts for a significant 

explanation in variation of firms’ performances. 

3.4.3 Effect of a firm’s industry affiliation on its likelihood of engaging in M&A 

Literature usually summarizes the motives of M&A in three categories as it was 

mentioned earlier. However, it has been suggested that in addition to performance, 

industry affiliation affects firms’ likelihood of engaging in M&As as well, and this effect 

can be in two forms: 1) industry-specific external macroeconomic shocks that affect all 

the firms in that particular industry, and 2) industry-specific growth opportunities or lack 

of such opportunities that force firms to pursue M&As.  

Industry specific external shocks have been proposed as a cause for M&As by 

many scholars (Golbe and White (1988); Mitchell and Mulherin (1996); Linn and Zhu 

(1997)). Jensen (1993) suggests that if unpredicted external shocks to industries such as 

change in technology, politics, and regulatory environment catch firms’ internal control 

systems unprepared, then the shocks would force them to either consolidate or accept 

substantial organizational change. Mitchell and Mulherin (1996) study 1,064 firms from 

51 industry that engaged in M&A from 1982 to 1989 and find that M&As occur in waves 

and they are strongly clustered by industry. On the other hand, Chan et al. (1997) argue 

that macroeconomic shocks do not affect all industries uniformly, and depending on the 

nature of the shock firms choose either to merge horizontally or acquire others in order to 

cope with changes.  
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Growth rate within an industry is the second industry-specific factor that affects 

firms’ likelihood of engaging in M&As. Weston and Jawien (1999) argue that companies 

of high growth industry use M&A to find new growth areas or maintain their 

technological and marketing flanks whereas firms of low growth industry may engage in 

unrelated M&As in order to become well-diversified business which they hope would 

smooth their future profits. The main objective of this paper is not about the likelihood of 

companies engaging in M&As, but is about how well they fare following M&As. 

However, these two are intertwined because lack of unified theoretical explanation for 

the existence of M&As pushed scholars to explain the phenomenon based on the post-

M&A performance.   

The analysis does not differentiate whether M&As occurred due to industry 

specific external shocks or due to growth rate within an industry, but it controls for 

industry affiliation, and therefore aims to mitigate the effects macroeconomic shocks that 

do not affect all industries uniformly, as Chan et al. (1997) suggest. Integrating agency, 

hubris, and industry affiliation, therefore, creates a research design that fits in the 

framework of performance based analysis of MAJV by minimizing the industry-specific 

factors of performance and external-shock.  
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CHAPTER 4 

DATA AND METHODS 

4.1 Data 

4.1.1 M&A data  

The M&A data are collected from the Securities Data Corporation’s (SDC) U.S. Mergers 

and Acquisitions Database. All the acquisitions that satisfy the following four criteria 

were included: 

1) Observations are from 1980 to 2008, 

2) Acquisitions are completed, 

3) Acquirers own 100% of the target-shares after the acquisition is completed, and 

4) The acquirer firms have monthly share-price information available from the 

Center for Research in Security Prices (CRSP) database during the study period. 

The SDC data provides company names and a six digit unique identification number 

that is called cusip, and CSRP dataset provides the cusip numbers as well. However, 

cusip numbers tend to change over time and may not be consistent through the whole 

sample period. In order to avoid this problem, both cusip numbers and company names 

were matched which yielded the most conservative sample. 

The analysis includes all the 48 industries that Fama-French (1997) identified, but the 

agriculture, food, and natural resources (minerals, oil, and gas) industries (AFNR) are 

highlighted in the results ( all results are included in the appendices). 
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For context of the scope of M&A activity, the AFNR industries are the backbone of 

the U.S. economy and an indispensable part of our daily life. Agriculture and food sectors 

provide essential goods and services that are staples of our survival as well as the other 

goods that we enjoy regularly, such as coffee and tobacco. The U.S. Food and 

Agriculture Sector is a complex value chain that links production, processing, and 

delivery systems together and comprises more than 2 million farms, approximately 

900,000 firms, and 1.1 million facilities (National Agricultural Statistics Service, 

Agricultural Statistics Board, 2004). In addition, the sector accounts for approximately 

one-fifth of the nation’s economic activity and involves multiple economic units such as 

farmers, input suppliers, manufacturers, packagers, transporters, exporters, wholesalers, 

retailers and final customers (National Agricultural Statistics Service, Agricultural 

Statistics Board, 2004). In the same way as the agriculture and food sectors which feed 

the entire population, the natural resources industry, which we define as the combination 

of minerals, oil, and gas industries, provides energy for the entire economy and 

population. The oil and gas industry, which is the subset of our focus, had a net income of 

$900 billion and a cash flow of $1.77 trillion between 1992 and 2006 (American 

Petroleum Institute, 2010). 

Table 2 presents the number of M&A events included in the analysis by the 

AFNR industries and year (the same data for all industries are presented in the Appendix 

B). The sample consists of 367 from agriculture, 2645 from food, and 7869 M&As from 

the natural resources industries, respectively. 

 



Texas Tech University, Bahtiyar Babanazarov, August 2012 

37 

 

 

Year  agriculture industry food industry
natural resources 

industry

1980 8 81 159

1981 8 84 208

1982 8 83 231

1983 8 78 249

1984 11 80 266

1985 12 78 274

1986 12 87 284

1987 11 83 286

1988 13 90 291

1989 12 87 302

1990 14 86 318

1991 17 88 318

1992 18 89 328

1993 17 93 338

1994 17 99 340

1995 17 102 346

1996 15 108 345

1997 17 119 344

1998 17 119 317

1999 16 115 281

2000 12 109 251

2001 13 110 267

2002 12 93 214

2003 12 91 200

2004 9 82 199

2005 9 83 218

2006 11 79 238

2007 11 75 230

2008 10 74 227

Total 367 2645 7869

The sample consists of 367 completed M&As from the agriculture industry, 2,645 from 

the  food, and 7,869 transactions from the natural resource industry. The data is from 

Thomson Financial Securities Data Corporation (SDC).The acquiring firms are all 

publicly traded firms and their stock return information comes from the Center for 

Research in Security Prices (CRSP) database. 

Table 2. Number of M&As by industry and per year
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4.1.2 JV data  

The joint venture (JV) data are obtained from the Thomson Financial Securities Data 

Company’s (SDC) Joint Venture Database. In order to be included in the final sample, 

the joint venture had to meet the following four criteria: 

1) Observations were from 1985 to 2008, 

2) Joint ventures were completed and signed, 

3) At least two of the parent companies involved had to be U.S. firms, and  

4) The monthly share-price information for at least one of the parent companies had 

to be available from the Center for Research in Security Prices (CRSP) database 

during the study period 

The M&A analysis is conducted for the 1980-2008 period, and to maintain the 

general consistency, the paper requires the JVs to be between 1980 and 2008 as well, but 

there is no JV observation that satisfied the aforementioned four criteria before 1985. 

However, this does not affect the analysis because it recognizes M&A and JV as two 

distinct events and analyzes them separately.  

The SDC joint venture database provides the following four information: 1) 

announcement date, 2) participating firms’ name, 3) the participating firms’ standard 

industrial classification (SIC) code, and 4) status of the joint venture. Since the SDC does 

not provide a firm specific identification number such as cusip, the SDC JV data and 

CRSP monthly returns data were joined based on the name match (i.e. each individual 

company was matched by the name).  
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This screening procedure resulted in a sample of 3,224 companies involved in 9,181 joint 

ventures. Table 3 provides data on the number of JVs in the AFNR industries by years 

(the same data for the rest of the industries are presented in the Appendix C).  

 

 

Year  agriculture industry food industry
natural resources 

industry

1985 1 1 3

1986 1 0 4

1987 0 0 2

1988 1 2 2

1989 1 0 1

1990 1 1 16

1991 1 2 35

1992 2 5 18

1993 2 2 17

1994 1 9 27

1995 0 5 26

1996 1 4 28

1997 1 6 48

1998 0 5 16

1999 0 1 16

2000 1 2 12

2001 0 2 12

2002 0 0 6

2003 0 3 2

2004 0 0 1

2005 0 1 6

2006 0 0 10

2007 1 2 6

2008 1 2 8

Total 16 55 322

Table 3. Number of JVs by industry and per year

The sample consists of 16 completed JVs from the agriculture industry, 55 from the  

food, and 322 JVs from the natural resource industry. The data is from Thomson 

Financial Securities Data Corporation (SDC).The participating parent firms are all 

publicly traded firms and their stock return information comes from the Center for 

Research in Security Prices (CRSP) database. 
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The firms are classified into industries following the Fama and French (1997) 

categorization, and it is based on four-digit SIC codes. The table contains only short 

names of industries due to space limitation but the Appendix A provides the four-digit 

SIC codes and their long names. 

There is an obvious heterogeneity in the sample, both across time and across 

industries. In 1985, there were only 30 joint ventures and by 1997 the number of joint 

ventures increased to it its maximum of 860. Following 1997, the frequency of joint 

ventures declined and dropped to 191 in 2008. The variation in number of joint ventures 

across industries is notable as well. For example, the Business Services industry has 

experienced 2,085 joint ventures whereas the Tobacco industry has had only 2 joint 

ventures. Last but not least, there seems to exist heterogeneity in frequency of joint 

ventures within industries as well. Some industries such as Business Services, Computers, 

Electronic Equipment have consistently experienced joint ventures whereas industries 

such as Entertainment and Real Estate have had years without any joint ventures. 

4.2 Methods 

4.2.1 Methods for performance analysis 

The method that is used in this analysis is called event study approach. As discussed in 

Chapter 3, event study refers to an analysis procedure that measures the performance of 

MAJV participants over a certain period as the “deviation of the shareholders' actual rate 
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of return from its value conditional on a particular process which generates expected 

returns” (Halpern, 1983).  

There are two main parts in the event study: 1) measure of performance, and 2) 

measure of expected returns. This analysis uses the participating firms’ stock returns as 

their performance because 1) that is the most common measure in the literature and 2) 

Halpern (1983) points that “accounting data do not provide information on the expected 

long-run impacts of the acquisition on the participants” (p. 297).  

The paper employs the Fama-French three-factor calendar-time average portfolio 

returns method to calculate the expected returns, and it measures the participating firms’ 

ex-post abnormal performance. The mathematical formation of the method is given in 

equation (4.1): 

                (          )                     (4.1) 

where      is the return of portfolio of event firms for month t,       is the risk-free rate 

measured by 1-month T-bill rate,      is the market return rate which is computed as the 

value-weighted portfolio return of all the stocks that are available in CRSP database. 

SMB (Small minus Big) represents the difference between a portfolio of “small” stocks 

and “big” stocks where size is measured by the market capitalization, and HML (High 

minus Low) represents the difference between a portfolio of “high” BE/ME (Book value 

of Equity/Market value of Equity) stocks and “low” BE/ME stocks.  

Stocks with “high” BE/ME ratios refers to “value stocks” and the simplest 

intuition is that the book-value of the stock is higher than its market value. In other words, 
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investors do not expect the stocks’ value to grow but to maintain its value, and as a risk 

factor they are called “value effect”. On the other hand, stocks with “low” BE/ME ratios 

are called “growth stocks” because the stock’s market value is higher than its book value. 

The market value of the “growth stock” is high because investors expect the stocks’ value 

to grow. Rosenberg et al. (1985) discovered that firms with high BE/ME (value stocks) 

outperformed the companies with low BE/ME (growth stocks). In conclusion, the HML 

represents the spread in returns between value and growth stocks.  

The above method is called the calendar-time approach because for each calendar-month, 

a portfolio is composed of firms that undertake M&As within the preceding n months (n 

= 12 to 36) of the calendar month, and the portfolio is reformed each month to drop all 

firms that reach the end of n-month period and include all companies that have just 

engaged in a M&A. Next, the average monthly abnormal returns (  ) is estimated by 

regressing the portfolio excess returns (            on the three Fama and French (1993) 

factors.  

4.2.1.1 Details of calculating the SMB   

In order to construct the SMB factor, first, all the stocks in the CRSP universe are sorted 1) 

based on their market capitalization which is measured as the number of common shares 

outstanding multiplied by the market price of each share, and 2) based on their book-to-

market value of equity, independently. Independent sort refers to the process of sorting 

the same stock separately. For example, a stock may be a “small” stock based on the size 

sort, and it can be “growth” stock based on the book-to-market ratio sort.  
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Second, six portfolios are selected. Table 1 summarizes the definitions of all six 

portfolios. The “big” stocks are those in the top 90% of the entire CRSP stock universe 

with respect to their market capitalization, and “small” stocks are those in the bottom 10% 

of the market capitalization. The “high” stocks are those in the top 30%, and “low” stocks 

are those in low 30%.  

Third, the SMB factor is calculated as the equal weighted average return of three “small” 

portfolios minus three “big” portfolios given in (4.2): 

     
 

 
                                                    

                                (4.2) 

4.2.1.2 Details of calculating the HML   

The first step of calculating the HML factor is similar to the first step of SMB factor 

calculation. The stocks are sorted independently based on size and book-to-market. 

Second, four portfolios are selected, and finally the HML is calculated according to the 

formula given in equation (4.3): 

     
 

 
                         

 

 
                               (4.3) 

It should be noted that the main variable is   , which measures the monthly average 

abnormal returns of firms that have engaged in M&As. A negative    indicates a 

negative abnormal return and a positive    suggests that the portfolio yielded a return 

that is beyond what was expected after controlling for the market, size, and book-to-

market ratio (growth) risks factors.  
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4.2.2 Methods for idiosyncratic risk analysis 

4.2.2.1 Details of calculating the idiosyncratic volatilities   

The ex-post idiosyncratic volatility analysis has two components. First, all the stocks’ 

idiosyncratic volatilities are calculated based on the daily stock returns data. The method 

of calculating the idiosyncratic risk was briefly covered in section 2.3.2 of Chapter 2, and 

for the sake of completeness it will be described here with some details that were not 

mentioned in section 2.3.2. For the most part, this section is a repetition of section 2.3.2.  

The method used to calculate the monthly idiosyncratic risk of a company i using the 

within-month daily return data is based on the capital asset pricing model (CAPM) of 

Sharpe (1964) and Lintner (1965). The CAPM implies that 

             (         )      ,      (4.4) 

where      the return on stock i,      is the risk-free rate measured by 1-month T-bill rate, 

     is the market return that is computed as the value-weighted portfolio return of all the 

stocks that are available in CRSP database, and       is the idiosyncratic return. Rewriting 

the equation (4.4) yields 

                (         )      ,            (4.5) 

which is more intuitive form for dividing the total variance into systematic and 

idiosyncratic risk components. The total variance of excess return (          ) can be 

written as 
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              (4.6) 

where     
     

  is the firm’s systematic risk that is due overall market volatility and      
  

is the firm’s idiosyncratic risk that is not explained by the market volatility. In terms of 

statistics, idiosyncratic risk is the residual sum of squares and depends on how well the 

model explains the data.   

4.2.2.2 Analyzing the ex-post idiosyncratic risk based on the calendar time portfolio 

approach   

Similar to the performance analysis, the calendar-time portfolio approach is employed to 

examine the difference in idiosyncratic risk between the firms that engaged in a MAJV 

and companies that did not. For each calendar-month, a portfolio is composed of firms 

that engaged in a MAJV within the preceding n months (n = 12 to 36) of the calendar 

month, and the portfolio is reformed each month to drop all firms that reach the end of n-

month period and include all companies that have just engaged in a MAJV. Once the 

monthly portfolios are formed, the average monthly idiosyncratic risks are calculated 

using the equal-weight portfolio approach. The MAJV portfolio of idiosyncratic risks is 

then compared to the portfolio of non-event firms’ idiosyncratic risk to examine the 

effect of MAJV on the firms’ ex-post idiosyncratic risk.  
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4.3 A short discussion on methods 

The variable of interest in the abnormal returns analysis is   , which measures the 

monthly average abnormal returns of firms that have engaged in M&As. A negative    

indicates a negative abnormal return and a positive    suggests that the portfolio yielded 

a return that is beyond what was expected after controlling for the market, size, and book-

to-market ratio risks.  

However, it should be noted that if an asset pricing model such as Fama-French 

three factor model or CAPM of Sharpe (1964) and Lintner (1965) cannot estimate the 

expected returns of the M&A portfolios, then    indicates combined result of model 

misspecification and abnormal performance. In that case, it would not be clear whether 

the alphas are due to performance or model misspecification. Fama (1998) calls the 

model misspecification as “the bad model problem”. The theoretical discussion of the 

model misspecification versus abnormal performance has two parts. The first argument is 

about whether we have a well-specified correct model that precisely measures the relation 

between a stock’s risk and return. The CAPM of Sharpe (1964) and Lintner (1965) 

suggests that a stock’s β (“the slope in the regression of a security's return on the market's 

return” (Fama and French, 1992, p.427) determines the stock’s expected return, and 

“market β s suffice to describe the cross-section of expected returns” (Fama and French, 

1992, p.427). The CAPM basically implies that the market is the only risk factor that 

matters to explain the relationship between risk and return.  
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However, Banz (1981) and Reinganum (1981) found that small stocks, on average, 

outperform large stocks which introduced a new risk factor, namely the “size effect”. In 

addition to the “size” factor, Rosenberg et al. (1985) discovered that stocks with high 

book-to-market value yielded higher returns compared to stocks with low book-to-market 

value ratios. Fama and French (1992) demonstrated that the CAPM market beta did not 

explain the stock returns. Instead, Fama and French (1993, 1995, and 1998) showed that 

size and book-to-market ratios capture most of the variation in stock returns.  

Similar to the CAPM, Fama-French model has received its fair share of critiques. 

Daniel and Titman (1997) conjecture that book-to-market is not a risk factor but a stock 

characteristics that certain investors value (i.e. Fama-French HML refers to a preference 

for growth stocks and a dislike for value stocks). In addition to preference explanation, a 

group of scholars (DeBondt and Thaler, 1987; Lakonishok et al., 1994; Haugen, 1995) 

argue that superior performance of high book-to-market stocks is due to underpricing -

mistake investors make by extrapolating their past poor performance too far into the 

future. Davis et al. (2000) dismissed the preference argument by stating that the 

preference based explanation of stock return holds only for a short data set, and in the 

long the stock returns correlate with risk. Davis et al. (2000) study U.S. stock returns 

from 1929-1997 and conclude that the three-factor risk model explains the value 

premium better than the preference hypothesis which makes more intuitive sense than 

accepting either the preference hypothesis which essentially claims that value stocks 

consistently earn positive returns irrespective of their riskiness simply because investors 

prefer them or underpricing-mistake explanation which simply argues that investors 
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continuously make pricing mistakes in the long-run. In conclusion, Davis et al. argue that 

in the long-run, there is a positive relation between a return and risk. Therefore, the paper 

adopts the Fama-French three-factor model as the benchmark model that explains the 

stock returns.  

The second part of the theoretical discussion goes back to argument of market 

efficiency, (Fama, 1970), which states that markets incorporate all the available 

information into stock prices quickly and there should not be any abnormal returns in the 

long run following in event such as M&A or Joint Ventures. However, Fama points out 

that testing market efficiency is a joint hypothesis problem because market efficiency 

cannot be rejected without rejecting the accompanying model of market equilibrium. This 

problem will always exist because any model will be incomplete in one way or another. 

This paper assumes that the markets are efficient in the long-run and any long-term 

abnormalities in returns are due to managerial decisions. In conclusion, the calendar time 

portfolio approach is considered to be the best model we have for measuring abnormal 

performance (Mitchell and Stafford, 2000). 
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CHAPTER 5 

RESULTS 

5.1 Acquiring firms’ performance following M&A 

The analysis of the acquirers’ long-term post-acquisition performance focuses on alpha 

coefficients from the Fama-French calendar-time portfolio approach. Table 4 summarizes 

the one-, two-, and three-year     from the Fama-French three-factor regressions for the 

AFNR industries. The results for all other industries are in the Appendix D.  

Panel A, Panel B, and Panel C provide the performance results for the agriculture, 

food, and natural resource industry acquirers, respectively. Acquirers from agriculture 

and natural resource industries exhibit neither positive nor negative post M&A abnormal 

returns. On the other hand, food industry acquirers gain statistically-significant positive 

abnormal returns following the M&As.  

Focusing on post 36-months period, the results suggest a positive 0.4% and 

statistically significant abnormal return per month. It is also observed that the magnitude 

of abnormal returns shrinks as the observation period is shortened. The monthly average 

abnormal return for 1-year and 2-year analyses is 0.3% per month. The results suggest 

that acquirers in the food industry gain positive average abnormal returns of 4.8% for the 

three years following the M&A.  

The market, size, and growth risk factors are all positive and statistically 

significant. Again focusing on post 36 months period for the food industry, the β of .735 
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which measures the market premium relative to the risk-free rate suggests that acquiring 

firms’ returns increase as the overall market return increases.  

 

0.3 0.828 0.674 0.286

(0.65) (6.08)*** (3.46)*** (1.41)

0.1 0.727 0.737 0.299

(0.21) (5.95)*** (4.26)*** (1.62)

0.03 0.673 0.732 0.11

(0.06) (5.7)*** (4.34)*** (0.61)

0.33 0.742 0.292 0.332

(1.68)* (16.47)*** (4.49)*** (4.91)***

0.33 0.743 0.285 0.327

(1.75)* (17.61)*** (4.67)*** (5.16)***

0.4 0.735 0.277 0.299

(1.99)** (18.02)*** (4.70)*** (4.90)***

-0.01 1.1 0.425 0.461

(-0.03) (13.64)*** (3.62)*** (3.78)***

-0.09 1.06 0.452 0.418

(-0.27) (13.27)*** (3.88)*** (3.46)***

-0.1 1.087 0.445 0.452

(-0.30) (13.44)*** (3.79)*** (3.70)***

Table 4. Acquiring firms' performance following M&A: AFNR industries 

Panel A. Agricultural-firm acquirers

Holding Period
α(%) β s h

(months)

12 0.1628

24 0.163

36 0.164

Panel B. Food industry acquirers

Holding Period
α(%) β s h

(months)

12 0.458

24 0.49

36 0.503

Panel C. Natural Resource industry acquirers

Holding Period
α(%) β s h

(months)

12 0.367

24 0.36

36 0.364

*     Significant at the 0.10 level

resources industries, respectively. 

The sample consists of 367, 2645, and 7869 M&As from agriculture, food, and natural

the M&A event are estimated by using Fama-French calendar-time portfolio approach.

Acquiring firms' monthly average abnormal returns for 12-, 24-, and 36-months following

*** Significant at the 0.01 level

**   Significant at the 0.05 level

Adjusted   

Adjusted   

Adjusted   
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The coefficients of SMB and HML factors suggest that acquiring firms’ abnormal 

returns increase as the spread between small and big firms and the spread between value 

and growth firms increase. The positive and significant SMB may be explained with the 

findings of Moeller et al. (2003) who suggest that small-acquirers outperform large-

acquirers. In other words, as the spread in returns between small and large firms increase, 

the smaller acquirers’ returns increase since they are better acquirers.  

Positive HML coefficient, for the food industry, means the acquirers’ return 

increases as the spread between value-firms and growth-firms increase, or in other words, 

as the value firms outperform the growth firms. Recall that the value firms are firms with 

low growth prospects and growth firms are firms with strong growth prospects. This 

could suggest that value acquirers (i.e. firms with low growth prospects) tend to be better 

acquirers than the growth-acquirers but the HML coefficient for pharmaceutical-industry 

acquirers is negative and statistically significant while acquirers in the pharmaceutical 

industry enjoy positive abnormal returns. The results seem to support Weston and 

Jawien’s (1999) argument which states that companies of both high growth and low 

growth industries may have economic motives to engage in M&A.  

Table 5 provides the short summary of abnormal returns from the remaining 

industries. The negative sign refers to a statistically significant poor performance for the 

acquiring firms. The zero sign means the acquiring firms neither lose nor gain abnormal 

returns, and positive sign implies that the acquiring firms earn positive abnormal returns 

that are beyond the market, size, and growth factors. The detailed coefficient and 

statistical significance is provided in Appendix D.  
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In most cases (24 industries), the acquirers neither lose nor gain any abnormal 

returns. Acquirers from 12 industries lose their shareholders wealth following the M&A 

and very few acquirers perform abnormally well following the M&A. The results clearly 

suggest interindustrial variation in acquirers’ performance, but based on the SMB and 

HML coefficients, it is not clear whether small acquirers are better performers or value 

acquirers consistently outperform the growth acquirers.  

 

5.2 Participating parent firms’ performance following JV 

The number of empirical studies that have analyzed the performance of joint venture 

participants using event study methods is few, but there seems to be a consensus 

Industry
Abnormal 

return 
Industry

Abnormal 

return 

Alcoholic Beverages 0 Rubber and Plastic Products 0
Tobacco Products 0 Construction Materials 0
Recreational Products - Construction -

Entertainment - Steel Works 0
Printing and Publishing 0 Fabricated Products 0

Consumer Goods 0 Machinery +

Apparel - Electrical Equipment 0
Healthcare 0 Miscellaneous -
Medical Equipment 0 Autos 0
Pharmaceutical Products + Aircraft 0
Chemicals 0 Shipbuilding Railroad 0
Defense 0 Transportation -
Precious Metals 0 Wholesale -
Nonmetallic Mining - Retail -
Utilities 0 Restaurants Hotel Motel -
Telecommunications 0 Banking -
Measuring and Control Equipment 0 Insurance 0
Business Supplies 0 Real estate -
Shipping Containers 0 Trading 0

Table 5. Acquring firms performance following the M&A: All industries 

The negative sign refers to a statistically significant poor performance for the acquiring 

The zero sign means the acquiring firms neither lose nor gain abnormal returns. 

The positive sign means that acquiring firms earn positive abnormal returns that is beyond 

market, size, and growth risk factors. 
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suggesting that joint venture participants earn positive abnormal returns around the joint 

venture announcement dates. McConnell and Nantell (1985) studied 210 U.S. companies 

that engaged in 136 domestic joint ventures over the period of 1972-1979 and found that 

participating firms earn significant positive abnormal returns. Woolridge and Snow (1990) 

analyzed 197 domestic joint ventures during 1972-1987 and also found that joint venture 

participants enjoy positive abnormal returns. In a recent study, Johnson and Houston 

(2000) distinguished joint ventures as horizontal and vertical, and discovered that only 

horizontal joint ventures provide positive abnormal returns to all the participating firms. 

The performance of joint venture participants was analyzed in two groups. First, 

the performance of joint ventures without classifying the participants into industries was 

examined. The first entry of Appendix D shows that the participating firms enjoy 0.43% 

monthly average abnormal returns for the following 36-months after the joint venture 

formation. This result is consistent with the result of McConnell and Nantell (1985) and 

Woolridge and Snow (1990).  

Second, the paper divides the participating firms into industries and analyses their 

performance with respect to their industry affiliation. Table 6 shows that the joint venture 

participants of pharmaceutical, shipbuilding and railroad, telecommunications, and 

business services industries gain statistically significant positive abnormal returns 

following the joint venture formation. Table 6 provides the signs of abnormal returns and 

the detailed information is given in Appendix E.  
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Comparing Table 5 and 6, it is noticeable that the number of poor performers 

following the JV are lesser than the post-M&A. It is also interesting to note that only 

parent firms from the pharmaceutical industry enjoy positive abnormal returns following 

the JV formation even though the overall general result is positive for average JV 

participant.  

 

5.3 Acquiring firms’ idiosyncratic risk following M&A 

The acquiring firms’ idiosyncratic risk following M&A has received very little attention. 

Bharath and Wu (2005) study the idiosyncratic volatility of U.S. acquiring firms that 

Industry
Abnormal 

return 
Industry

Abnormal 

return 

Alcoholic Beverages 0 Construction -

Tobacco Products 0 Steel Works 0

Recreational Products - Fabricated 0

Entertainment - Machinery 0

Printing and 0 Electrical 0

Consumer Goods 0 Miscellaneous -

Apparel 0 Autos 0

Healthcare 0 Aircraft 0

Medical Equipment 0 Shipbuilding 0

Pharmaceutical + Defense 0

Chemicals 0 Precious Metals 0

Rubber and Plastic 0 Nonmetallic Mining 0

Construction Materials 0 Utilities 0

Personal Services 0 Telecommunication 0

Business Services 0 Wholesale 0

Computers 0 Retail -

Electronic Equipment 0 Restaurants Hotel -

Measuring and 0 Banking 0

Business Supplies 0 Insurance 0

Shipping Containers 0 Real estate -

Transportation 0 Trading 0

market, size, and growth risk factors. 

Table 6. Participating parent firms performance following the JV. 

The negative sign refers to a statistically significant poor performance for 
The zero sign means the acquiring firms neither lose nor gain abnormal returns. 

The positive sign means that acquiring firms earn positive abnormal returns 



Texas Tech University, Bahtiyar Babanazarov, August 2012 

55 

 

engaged in M&A between 1995 and 2002, and find a strong increase in idiosyncratic 

volatility prior to M&A. The cross-sectional average of the volatility measures continue 

to increase two years following the M&A. Bharath and Wu (2005, p.18) explain this 

post-M&A increase in idiosyncratic volatility as part of the “risk of post-merger 

integration of the acquirer and target firms that gets resolved slowly over time.” 

This analysis studies the idiosyncratic volatility from a different perspective. 

Unlike Bharath and Wu who compares the acquiring firms’ own idiosyncratic volatilities 

before and after the M&A, the paper compares the acquiring firm’s idiosyncratic 

volatility to the idiosyncratic volatility of companies that did not engage in any M&A. 

The analysis seeks to increase the current understanding of the motives behind M&As by 

studying the acquirers’ idiosyncratic volatility compared to the other firms within the 

same industry that did not acquire any firms. 

Table 7 provides the summary of comparisons between acquiring firms’ 

idiosyncratic risk and non-acquiring firms’ that belong to the same industry. The 

acquirers from 8.3% of the industries (4 industries) experience statistically significant 

higher idiosyncratic risk, or in other words, their stocks’ idiosyncratic risk increases 

significantly compared to other firms within the same industry that did not engage in 

M&A. The industries whose idiosyncratic risk increases following M&A are agriculture, 

tobacco, miscellaneous, and utilities industries. 
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Industry Sign t-Stat

Agriculture + (4.02)***
Food Products - (-11.83)***
Candy and Soda 0 (1.18)
Alcoholic Beverages 0 (1.3)
Tobacco Products + (3.6)***
Recreational Products - (-3.6)***
Entertainment - (-2.9)***
Printing and Publishing 0 (0.17)
Consumer Goods 0 (-0.14)
Apparel - (-2.6)***
Healthcare - (-10.3)***
Medical Equipment - (-4.1)***
Pharmaceutical Products - (-10.04)***
Chemicals 0 (0.74)
Rubber and Plastic Products - (-6.72)***
Textiles - (-3.14)***
Construction Materials - (-5.5)***
Construction 0 (-0.8)
Steel Works - (-5.17)***
Fabricated Products - (-7.7)***
Machinery - (-19.71)***
Electrical Equipment - (-8.65)***
Miscellaneous + (5.12)***
Autos - (-2.9)***
Aircraft 0 (-0.11)
Shipbuilding Railroad - (-4.81)***
Defense - (-5.75)***
Precious Metals - (-4.61)***
Nonmetallic Mining 0 (-0.10)
Coal - (-5.30)***
Petroleum and Natural Gas - (-14.18)***
Utilities + (4.24)***
Telecommunications - (-5.1)***
Personal Services - (-3.55)***
Business Services - (-3.80)***
Computers - (-15.53)***
Electronic Equipment - (-14.75)***
Measuring and Control Equipment 0 (-0.81)
Business Supplies - (-3.5)***
Shipping Containers - (-6.61)***
Transportation 0 (1.57)
Wholesale - (-7.38)***
Retail - (-4.63)***
Restaurants Hotel Motel - (-2.05)***
Banking - (-7.6)***
Insurance - (-3.60)***
Real estate 0 (0.4)
Trading - (-3.26)***
The negative sign means acquirers' idiosyncratic risk is lower than the firms that did not 
engage in M&A, 0 refers to no statistical difference, and + means acquirers' idiosyncratic
risk is higher than the non-acquirers'.

Table 7. The comparison of idiosyncratic risks between acquirers and non-acquirers. 
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The acquirers from 11 industries (22.92% of the all industries) experience neither 

increased nor decreased idiosyncratic risk following the M&A. The sign of these 

industries are 0, and their names are given in Table 7. The rest of the 33 industries’ 

acquirers enjoy lower idiosyncratic risk following the M&A. The results indicate that 

majority of acquirers reduce their idiosyncratic risk after the M&A event which may 

imply that reduction of idiosyncratic risk is a motive behind M&A.  

5.4 Participating parent firms’ idiosyncratic risk following JV 

Table 8 compares the idiosyncratic risk of companies that engage in joint ventures to the 

idiosyncratic volatility of companies that did not participate in any joint venture but are in 

the same industry. The results clearly show that 43 out of 48 industries’ joint-venture-

participating firms have statistically lower idiosyncratic risk than the firms who did not 

engage in joint ventures but are in the same industry. Only two industries’ (Candy and 

Soda and Trading industries) participating firms experience increased idiosyncratic risk 

following the joint venture. Alcohol, healthcare, and fabricated products industries’ firms 

neither increase nor decrease their idiosyncratic risk following the joint venture formation. 

Further implications of these results will be discussed in Chapter 6.  

 Comparing Tables 7 and 8 suggest that, on average, more JV participants enjoy 

lower idiosyncratic risk following the JV than acquirers following the M&A. This may 

indirectly support the argument of JVs are formed to increase the participating firms’ 

market power which subsequently help the participating firms to lower their idiosyncratic 

risk.  
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Industry Sign t-Stat
Agriculture - (-8.07)***
Food Products - (-17.64)***
Candy and Soda + (2.4)***
Alcoholic Beverages 0 (-1.01)
Tobacco Products - (-4.92)***
Recreational Products - (-19.22)***
Entertainment - (-12.07)***
Printing and Publishing - (-6.4)***
Consumer Goods - (-19.02)***
Apparel - (-2.24)***
Healthcare 0 (1.01)
Medical Equipment - (-14.12)***
Pharmaceutical Products - (-11.63)***
Chemicals - (-1.65)*
Rubber and Plastic Products - (-2.98)***
Textiles - (-5.93)***
Construction Materials - (-3.32)***
Construction - (-6.00)***
Steel Works - (-7.13)***
Fabricated Products 0 (1)
Machinery - (-17.46)***
Electrical Equipment - (-16.97)***
Miscellaneous - (-11.162)***
Autos - (-8.54)***
Aircraft - (-19.75)***
Shipbuilding Railroad - (-15.83)***
Defense - (-15.38)***
Precious Metals - (-13.35)***
Nonmetallic Mining - (-13.71)***
Coal - (-9.68)***
Petroleum and Natural Gas - (-8.45)***
Utilities - (-7.49)***
Telecommunications - (-17.22)***
Personal Services - (-3.17)***
Business Services - (-19.33)***
Computers - (-5.66)***
Electronic Equipment - (-20.74)***
Measuring and Control Equipment - (-11.91)***
Business Supplies - (-3.43)***
Shipping Containers - (-8.07)***
Transportation - (-8.75)***
Wholesale - (-11.06)***
Retail - (-2.32)***
Restaurants Hotel Motel - (-14.65)***
Banking - (-11.56)***
Insurance - (-12.7)***
Real estate - (-6.57)***
Trading + (4.43)***

Table 8. The comparison of idiosyncratic risks between firms that 

formed JV and firms that did not.

The negative sign means participating parent firms' idiosyncratic risk is lower than the 

firms that did not engage in JV, 0 refers to no statistical difference, and + means 

participating firms' idiosyncratic risk is higher than the firms' that did not form JV.
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CHAPTER 6 

SUMMARY AND CONCLUSIONS 

6.1   Summary 

This research empirically demonstrates the effect of MAJV on the acquiring firms’ return 

and idiosyncratic risk. The paper recognizes that M&A and joint venture are two different 

corporate events from the corporate governance perspective, and therefore studies them 

separately. However, both M&A and joint venture can be considered as strategic 

investments that involves “…a current resource outflow and an uncertain payback. 

Therefore, any significant corporate investment depresses current earnings and increase 

uncertainty about the firm’s future performance” (Woolridge and Snow, 1990 p.355). 

Two different events (M&A and JV) with two measures (performance and 

idiosyncratic risk) result in four different analyses. The first part of the paper focuses on 

the acquiring firms’ performance. The results of this part indicate an interindustrial 

variation in acquiring firms’ post-acquisition period, and the poor acquirers outnumber 

the successful acquirers, although a clear majority of industries exhibited neither positive 

nor negative post-event performance. The major contribution of the analysis is the 

detection of interindustrial variation in acquirers’ performance when controlling for the 

acquirers’ industry affiliation.  
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The second part studies the joint ventures effect on the participating firms’ ex-post 

performance. The research finds that, on average, the firms that form joint ventures enjoy 

statistically significant abnormal returns and the result is consistent with the findings of 

McConnell and Nantell (1985) and Woolridge and Snow (1990). Studying the joint 

venture participants’ performance together with their industry affiliation yields some 

interesting insights. Joint venture participants of pharmaceutical, shipbuilding and 

railroad, telecommunications, and business services industries gain statistically 

significant positive abnormal returns following the joint venture formation. On the other 

hand, textile and construction material industry firms’ perform poorly following the joint 

venture formation. The analysis, in general, buttresses the current findings and extends 

the empirical literature in three ways. First, it extends the study period of McConnell and 

Nantell (1985) and Woolridge and Snow (1990). Second, it applies the Fama-French 

three factor portfolio approach and analyzes the joint venture participants’ long-term 

performance, and third, the paper documents interindustry variation in participating firms’ 

performance following the joint ventures. 

The third part of the analysis studies the acquiring firms’ idiosyncratic risk 

following the M&A. The results indicate that only 33 out of 48 industries’ acquirers 

reduce their idiosyncratic risk following the acquisition. The idiosyncratic risks of 

acquirers from 11 industries neither increase nor decrease significantly following the 

M&A, but 4 industries’ acquirers experience higher idiosyncratic following the M&A 

compared to the other firms within the same industry that did not engage in acquisition.  
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The fourth part focuses on the participating firms’ idiosyncratic risk following the 

joint venture formation. The results indicate that joint venture participants enjoy 

significantly lower idiosyncratic risk following the joint venture.  

6.2   Conclusions 

6.2.1 Comments on acquirers’ performance 

Based on the acquiring firms’ ex-post performance, the existing literature suggests three 

motives as to why the firms engage in M&A: 1) the synergy motive or economic motives, 

2) the agency motive, and 3) the managerial hubris.  The paper distinguishes itself from 

the previous literature by studying the acquiring firms’ performance through the lenses of 

industry affiliation. The research examines all the 48 industries suggested by Fama and 

French (1997). The results indicate that acquiring firms’ performance varies across 

industries. One possible explanation can be the growth rate differences. Weston and 

Jawien (1999) argue that companies of high growth industry use M&A to find new 

growth areas or maintain their technological and marketing flanks whereas firms of low 

growth industry may engage in unrelated M&As in order to become well-diversified 

business which they hope would smooth their future profits.  

Food and pharmaceutical industries are low and high growth industries, 

respectively, according to the average industry sales growth classification, and acquirers 

from both of the industries earn positive abnormal returns following the M&A. This may 

seem to resonate with Weston and Jawien’s (1999) argument. However, there are poor 

performers as well in both high and low growth industries following the M&A which 
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indicates that the results should not be generalized before considering other measures of 

industry growth. A more detailed analysis of individual M&A activity may also reveal 

information about the type of M&A (horizontal or vertical, e.g.) that would help explain 

these findings as well.  

6.2.2 Comments on joint-venture-participating firms’ idiosyncratic risk  

The existing literature does not provide a direct link between a firm’s idiosyncratic 

volatility and its motive for engaging in a joint venture. However, there are two different 

bodies of literature that may connect these two seemingly disjoint phenomena. 

First, joint ventures have usually been perceived as anticompetitive and have been 

prosecuted under the federal antitrust laws (McConnell and Nantell, 1985), and there is 

an extensive research that showed that joint ventures were formed to enhance the parent 

firms’ market power (Fusfeld, 1958; Boyle, 1968; Mead, 1967; Pate, 1969; Pfeffer and 

Nowak, 1976; Koh and Venkatraman, 1991). Second, Gaspar and Massa (2006) showed 

that firms with higher market power have lower idiosyncratic volatility.  

This research extends the aforementioned bodies of literature a step further. The 

results clearly suggest that parent firms enjoy lower idiosyncratic risk following the JV 

which may indicate that parent firms form joint ventures to enhance their market power. 

As Gaspar and Massa (2006) suggest, higher market power is associated with a lower 

idiosyncratic risk, and literature suggest some evidence that JVs are formed to enhance 

the participating firms’ market power. However, the analysis does not utilize any direct 

measures of market power, and the idiosyncratic risk is only indirect measure of market 
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power and results should not be generalized without incorporating direct measures of 

market power into the analysis.   

6.3   Future research 

The current findings answer some questions and raise some as well. The first research 

that will be conducted is to find precise measures for industry growth and analyze the 

acquiring firms’ performance through the industry growth measures.  

The second research idea is to integrate the measures of market power into ex-

post idiosyncratic risk analysis and test whether the participating firms indeed enhance 

their market power following the joint ventures.  

The third research idea is related to the second idea but applied to the product 

markets. It will be interesting to analyze whether the firms that have engaged in MAJV 

activities would price their products differently than their competitors who have not 

participated in an MAJV but are in the same industry.  
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Appendix A: The detailed description of Fama-French (1997) industry 

classification 

Short 

name 
Long name SIC codes 

Agric Agriculture 0100-0799,2048-2048 

Food Food Products 2000-2046,2050-2063,2070-2079 

  
2090-2095,2098-2099 

Soda Candy and Soda 2064-2068,2086-2087,2096-2097 

Beer Alcoholic Beverages 2080-2085 

Smoke Tabacco Products 2100-2199 

Toys Recreational Products 0900-0999,3650-3652,3732-3732, 

  
3930-3949 

Fun Entertainment 7800-7841,7900-7999 

Books Printing and Publishing 2700-2749,2770-2799 

Hshld Consumer Goods 2047-2047,2391-2392,2510-2519 

  
2590-2599,2840-2844,3160-3199, 

  
3229-3231,3260-3260,3262-3263, 

  
3269-3269,3630-3639,3750-3751, 

  
3800-3800,3860-3879,3910-3919, 

  
3960-3961,3991-3991,3995-3995, 

Clths Apparel 2300-2390,3020-3021,3100-3111, 

  
3130-3159,3965-3965 

Hlth Healthcare 8000-8099 

MedEq Medical Equipment 3693-3693,3840-3851 

Drugs Pharmaceutical Products 2830-2836 

Chems Chemicals 2800-2829,2850-2899 

Rubbr Rubber and Plastic Products 3000-3000,3050-3099 

Txtls Textiles 2200-2295,2297-2299,2393-2395, 

  
2397-2399 

BldMt Construction Materials 0800-0899,2400-2439,2450-2459, 

  
2490-2499,2950-2952,3200-3219 

  
3240-3259,3261-3261,3264-3264 

  
3270-3299,3420-3442,3446-3452, 

  
3490-3499,3996-3996 

Cnstr Construction  1500-1549,1600-1699,1700-1799 

Steel Steel Works, Etc. 3300-3369,3390-3339 

FabPr Fabricated Products 3400-3400,3443-3444,3460-3479 

Mach  Machinery 3510-3536,3540-3569,3580-3599 

ElcEq Electrical Equipment 3600-3621,3623-3629,3640-3646, 

  
3648-3649,3660-3660,3691-3692, 

  
3699-3699 

Misc Miscellaneous 3900-3900,3990-3990,3999-3999, 

  
9900-9999 

Autos Automobiles and Trucks 2296-2296,2396-2396,3010-3011, 

  
3537-3537,3647-3647,3694-3694, 

  
3700-3716,3790-3792,3799-3799 
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Appendix A continued  

Short 

name 
Long name SIC codes 

Aero Aircraft 3720-3729 

Ships Shipbuilding Railroad Eq 3730-3731,3740-3743 

Guns Defense 3480-3489,3760-3769,3795-3795 

Gold Precious Metals 1040-1049 

Mines Nonmetallic Mining 1000-1039,1060-1099,1400-1499 

Coal  Coal 1200-1299 

Enrgy Petroleum and Natural Gas 1310-1389,2900-2911,2990-2999 

Util Utilities 4900-4999 

Telcm Telecommunications 4800-4899 

Per Sv Personal Services 7020-7021,7030-7039,7200-7212, 

  
7215-7299,7395-7395,7500-7500, 

  
7520-7549,7600-7699,8100-8199, 

  
8200-8299,8300-8399,8400-8499, 

  
8600-8699,8800-8899 

BusSv Business Services 2750-2759,3993-3993,7300-7372 

  
7374-7394,7379-7379,7399-7399 

  
7510-7519,8700-8748,8900-8999 

comps Computers 3570-3579,3680-3689,3695-3695, 

  
7373-7373 

Chips Electronic Equipment 3622-3622,3661-3679,3810-3810, 

  
3812-3812 

LabEq 
Measuring and control 

Equip 3811-3811,3820-3830 

Paper Business supplies 2520-2549,2600-2639,2670-2699, 

  
2760-2761,3950-3955 

Boxes  Shipping Containers 2440-2449,2640-2659,3210-3221 

  
3410-3412 

Trans  Transportation 4000-4099,4100-4199,4200-4299, 

  
4400-4499,4500-4599,4600-4699, 

  
4700-4799 

Whlsl Wholesale 5000-5099,5100-5199 
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DISTRIBUTION OF M&As BY INDUSTRY AND PER YEAR 
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Industry 1980 81 82 83 84 85 86 87 88 89 90 91 92 93

Aircraft 0 0 0 4 3 4 3 3 2 0 0 2 3 4

Beer 0 0 1 0 0 0 0 0 1 0 0 3 0 1

Clths 0 3 1 2 2 0 1 3 6 9 5 3 9 8

Autos 1 1 3 4 9 8 12 9 11 12 8 8 8 13

Banks 3 15 24 30 25 10 23 20 26 32 32 36 41 54

BusSv. 0 3 5 12 12 9 18 29 25 38 48 61 72 77

Paper 1 2 2 10 6 7 11 9 11 7 9 8 9 12

Chems 0 5 2 6 9 6 5 14 6 15 11 9 16 19

Comps 0 1 5 9 8 8 16 20 19 23 22 27 33 35

Cnstr 0 1 2 1 4 2 5 1 1 7 2 4 5 1

BldMt 2 2 7 6 15 6 12 10 7 13 20 12 12 11

Hshld 0 5 6 11 8 10 16 11 8 11 16 10 6 11

Defense 0 0 0 1 1 0 0 1 1 0 0 0 0 1

ElcEq 0 4 1 1 3 6 10 6 9 8 6 10 13 14

Chips 1 4 5 14 9 2 17 14 14 23 31 24 34 37

Fun 0 1 2 2 4 2 6 4 4 5 4 6 5 13

FabPr 0 0 0 0 0 0 2 2 3 2 3 3 3 6

Hlth 0 1 4 6 11 7 9 4 3 15 18 28 53 53

Insur 0 8 9 8 12 4 10 8 9 14 17 14 16 17

Machin 2 7 5 8 17 6 14 11 15 20 17 16 24 22

LabEq 0 2 2 8 6 3 8 4 5 8 10 6 15 16

MedEq 0 0 4 2 3 2 5 5 8 12 15 12 23 26

PerSv 0 2 2 3 2 2 4 4 1 3 3 7 6 7

Drugs 0 2 3 4 3 4 12 4 6 11 15 25 26 16

Gold 1 0 1 0 5 1 1 0 2 6 4 4 3 4

Books 0 0 4 0 3 6 5 8 8 12 13 9 9 12

RealEst 0 1 1 2 2 0 0 3 4 2 4 5 2 4

Toys 0 1 3 0 3 2 4 2 2 3 3 3 6 1

Meals 0 1 2 5 3 4 3 4 7 5 6 8 11 16

Retail 0 0 0 8 20 11 24 18 24 19 22 11 27 33

Rubbr 0 1 1 3 6 2 3 4 2 7 7 4 7 5

Ships 0 0 1 1 0 1 1 1 0 2 1 0 1 0

Boxes 0 1 1 1 2 2 2 1 3 5 4 1 3 3

Steel 0 2 1 3 4 1 4 6 7 10 6 6 7 8

Telcm 0 3 7 9 12 12 13 13 25 25 9 14 16 30

Txtls 0 0 0 0 1 4 5 2 3 6 2 4 5 8

Smoke 0 0 0 1 0 0 0 0 1 0 0 0 0 0

Trading 0 4 3 6 5 7 11 11 10 7 13 18 15 28

Transprt 2 2 3 0 4 6 10 9 4 4 7 11 6 18

Util 0 2 5 6 9 8 8 2 9 10 13 19 10 19

Whlsale 0 3 4 2 11 6 6 5 10 16 17 17 24 25

Appendix B. Distribution of the M&As by industry and per year
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Industry 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08
Aircraft 8 2 7 14 10 10 7 5 4 5 4 5 5 8 8

Beer 0 0 1 3 1 2 1 2 0 0 4 2 2 2 1

Clths 8 9 10 9 12 12 4 6 8 6 12 12 14 6 5

Autos 10 21 26 24 25 21 14 8 9 10 8 8 6 4 5

Banks 57 49 45 55 54 51 39 41 30 39 42 40 54 43 21

BusSv. 113 116 170 186 232 278 287 173 183 175 193 189 191 175 148

Paper 13 15 14 18 14 9 10 5 7 4 5 4 7 8 2

Chems 19 15 19 23 25 27 13 10 10 9 14 13 11 11 11

Comps 38 42 47 58 55 66 69 42 30 35 36 29 33 24 28

Cnstr 13 13 13 17 26 14 15 11 11 11 9 12 9 7 6

BldMt 17 13 26 26 29 21 17 7 12 16 12 13 23 21 10

Hshld 9 15 13 26 19 16 14 12 9 9 11 12 11 10 7

Defense 3 1 1 0 2 1 0 0 1 1 2 1 2 1 2

ElcEq 16 14 10 9 7 8 8 3 5 5 2 3 13 8 9

Chips 40 44 61 61 71 87 104 68 72 62 54 68 66 67 49

Fun 15 16 23 21 20 15 17 8 6 10 10 15 12 17 8

FabPr 1 2 4 6 1 4 1 1 0 1 3 1 0 2 1

Hlth 50 53 59 59 56 36 19 20 30 24 26 36 31 18 16

Insur 18 27 24 34 32 28 17 20 16 24 19 15 16 22 14

Machin 31 30 30 45 41 28 23 22 21 15 23 25 16 21 20

LabEq 18 21 30 30 21 23 28 21 18 19 23 21 23 19 19

MedEq 24 25 39 38 33 35 24 21 28 24 31 36 27 38 29

PerSv 9 11 16 13 23 15 8 15 9 12 8 8 10 10 11

Drugs 23 26 28 28 25 28 37 31 25 36 32 33 42 19 27

Gold 0 3 3 2 5 3 1 1 3 5 0 3 2 1 3

Books 11 10 13 22 18 22 10 9 11 6 9 14 15 10 9

RealEst 1 3 2 4 11 7 3 4 3 6 6 3 7 6 6

Toys 8 9 9 10 12 9 5 3 4 6 7 5 7 3 7

Meals 24 19 29 29 22 13 7 3 4 8 5 10 14 9 5

Retail 39 32 40 43 48 54 29 30 20 28 21 26 33 27 20

Rubbr 6 7 7 8 11 12 7 8 5 9 4 5 2 7 4

Ships 2 1 3 5 5 5 2 2 1 2 2 1 2 2 3

Boxes 3 1 2 2 4 3 2 3 0 3 3 1 1 2 0

Steel 18 11 20 22 21 11 12 10 8 11 11 9 11 16 7

Telcm 35 51 58 56 57 61 64 42 21 23 34 29 23 34 21

Txtls 8 9 7 9 8 3 5 2 3 5 3 3 4 3 1

Smoke 0 0 0 1 0 0 0 1 0 0 0 0 1 2 1

Trading 31 38 54 92 99 68 40 39 48 44 52 82 78 72 39

Transprt 21 19 26 22 26 20 15 15 15 14 12 19 20 21 10

Util 14 14 27 30 36 33 20 20 23 19 14 20 17 18 16

Whlsale 40 41 51 56 52 46 23 29 19 26 25 29 19 28 18

Appendix B continued

Firms are classified into industries following the Fama-French(1997) definition.
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APPENDIX C 

DISTRIBUTION OF JVs BY INDUSTRY AND PER YEAR 
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Industry 1985 86 87 88 89 90 91 92 93 94 95 96 97

Aircraft 0 1 0 0 0 6 10 4 7 3 3 3 4

Beer 0 0 0 0 0 0 0 0 0 0 0 0 0

Clths 0 0 0 0 0 0 1 1 0 6 2 5 3

Autos 0 4 1 3 5 9 33 14 11 27 15 12 12

Banks 0 0 0 1 1 2 6 2 5 3 7 13 10

BusSv. 1 4 14 15 28 68 114 121 124 166 176 153 222

Paper 0 0 0 0 0 2 4 3 0 5 4 3 4

Chems 3 1 0 3 1 5 10 10 11 14 5 8 9

Comps 3 3 10 14 25 58 121 131 125 127 101 82 116

Cnstr 0 0 0 0 1 0 0 1 1 1 1 0 1

BldMt 0 0 0 1 1 3 3 4 1 1 6 1 2

Hshld 1 6 2 4 0 9 14 14 17 12 15 10 17

Defense 0 0 1 0 0 0 1 0 1 1 7 2 6

ElcEq 0 1 0 0 2 4 12 9 9 13 8 6 5

Chips 5 4 12 8 7 37 86 99 107 101 98 57 86

Fun 0 1 0 0 0 2 1 5 6 6 9 10 10

FabPr 0 0 0 1 0 1 0 0 0 0 1 0 1

Hlth 0 2 1 3 1 2 5 6 6 5 3 5 8

Insur 0 1 0 0 1 1 5 5 1 4 2 5 3

Machin 0 3 0 0 1 2 7 8 7 7 6 6 8

LabEq 0 1 0 2 0 10 16 14 15 17 13 7 18

MedEq 2 0 0 2 0 8 9 16 20 20 12 18 21

PerSv 0 0 0 0 0 0 1 1 2 0 3 0 1

Drugs 5 9 6 7 8 36 50 74 81 88 56 42 73

Gold 0 1 0 3 0 3 10 2 0 2 7 3 4

Books 0 1 0 1 0 1 2 4 4 6 8 8 13

RealEst 0 0 0 0 0 0 2 2 1 2 1 1 1

Toys 1 0 1 0 3 6 15 16 12 23 23 9 5

Meals 0 0 0 0 0 1 0 1 2 6 8 6 7

Retail 0 0 0 1 1 3 8 7 8 9 9 5 11

Rubbr 0 0 0 0 1 0 1 1 0 0 1 0 1

Ships 0 0 0 0 0 2 5 1 2 0 0 0 0

Boxes 0 0 0 0 0 0 0 1 0 0 1 1 1

Steel 0 0 1 1 0 2 4 0 2 4 4 5 3

Telcm 1 6 5 3 6 21 32 45 48 62 48 46 55

Txtls 0 0 0 0 0 0 0 2 1 2 0 0 2

Smoke 0 0 0 0 0 0 0 0 0 0 0 0 1

Trading 2 1 0 2 0 1 6 5 7 12 7 7 19

Transprt 0 1 0 1 2 6 3 8 6 21 8 7 13

Util 0 0 0 2 3 6 10 8 6 3 9 13 24

Whlsale 1 4 3 3 0 18 31 28 20 17 15 9 5

Appendix C. Distribution of the Joint Ventures by industry and per year
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Industry/ 98 99 00 01 02 03 04 05 06 07 08

Aircraft 6 1 3 2 1 0 0 2 1 4 1

Beer 1 0 0 1 0 0 0 0 1 2 1

Clths 4 6 0 1 0 2 1 0 2 2 2

Autos 14 19 17 8 4 1 2 4 5 4 6

Banks 16 22 11 9 2 1 4 1 3 1 9

BusSv. 164 218 145 63 35 40 23 31 65 52 43

Paper 2 2 1 1 0 1 0 0 1 0 0

Chems 6 6 4 0 1 1 1 0 1 4 2

Comps 78 90 60 19 11 17 14 14 27 18 15

Cnstr 0 3 1 4 0 1 1 0 2 1 0

BldMt 0 1 1 2 1 1 0 0 0 1 0

Hshld 7 13 8 0 0 2 0 4 4 3 0

Defense 5 1 1 3 0 3 1 3 1 1 1

ElcEq 3 1 0 0 0 1 2 3 1 1 0

Chips 80 57 31 26 7 12 11 17 29 34 29

Fun 3 6 0 0 0 0 2 4 5 7 4

FabPr 0 1 0 0 0 0 0 0 0 0 1

Hlth 7 5 0 0 0 2 1 7 0 1 1

Insur 3 1 3 1 0 1 0 1 1 1 0

Machin 5 2 6 3 2 2 2 1 1 3 2

LabEq 11 8 3 5 2 4 2 5 4 4 4

MedEq 10 8 4 1 6 6 4 10 3 17 6

PerSv 1 2 2 0 0 1 0 0 0 1 0

Drugs 55 51 19 18 23 40 27 35 28 30 16

Gold 1 6 5 0 1 0 0 0 1 1 2

Books 1 5 2 1 1 1 2 1 0 0 1

RealEst 2 4 4 3 4 0 1 2 1 1 1

Toys 12 14 5 0 0 4 3 1 6 5 5

Meals 4 5 1 1 3 3 1 1 4 1 1

Retail 13 18 7 7 4 6 2 1 2 5 4

Rubbr 1 3 0 0 0 0 0 0 0 0 0

Ships 2 2 0 0 0 0 0 0 0 0 0

Boxes 0 1 0 0 0 1 0 0 0 0 0

Steel 5 2 8 1 1 1 0 0 1 0 0

Telcm 45 72 61 22 4 6 6 7 9 17 14

Txtls 1 0 0 0 1 2 0 0 0 0 1

Smoke 0 0 0 1 0 0 0 0 0 0 0

Trading 24 16 23 7 2 6 2 2 1 3 1

Transprt 15 20 9 8 9 7 4 4 8 10 3

Util 9 5 7 1 0 0 2 1 0 2 2

Whlsale 13 9 9 2 2 6 2 5 6 4 2

Firms are classified into industries following the Fama-French(1997) definition.

Appendix C continued
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Industry alpha β s h

-0.11% 1.1 0.56 0.14

(-0.90) (40.88)*** (14.27)*** (3.38)***

0.03% 0.76 0.31 0.23
(0.074) (7.7)*** (2.15)*** (1.5)*
0.36% 0.58 0.15 0.20
(0.34) (2.422)*** (0.44) (0.561)
-0.81% 1.25 0.64 0.36

(-2.82)*** (19.34)*** (6.76)*** (3.632)***
-0.39% 1.07 0.78 0.38
(-1.5) (18.05)*** (9.07)*** (4.17)***

-0.30% 1.27 0.50 0.40
(-1.33) (24.84)*** (6.62)*** (5.124)***
-0.15% 0.92 0.51 0.29
(-0.84) (23.5)*** (8.97)*** (4.84)***
-0.40% 1.18 0.77 0.62
(-1.62)* (18.71)*** (8.35)*** (6.43)***
0.04% 1.02 0.94 0.21
(0.13) (14.62)*** (9.37)*** (2.02)***
0.13% 0.93 0.44 -0.01
(0.56) (18.4)*** (6.4)*** (-0.18)
0.52% 1.02 0.20 -0.18

(2.03)*** (17.85)*** (2.4)*** (-2.1)***
0.02% 1.16 0.40 0.39
(0.11) (30.4)*** (7.35)*** (6.8)***
-0.03% 1.19 0.76 0.51

(-0.13) (20)*** (8.8)*** (5.62)***

-0.27% 1.11 0.67 0.56
(-1.46) (26.32)*** (11.1)*** (8.9)***
-0.63% 1.35 0.69 0.47

(-1.86)** (17.65)*** (6.22)*** (3.99)***
0.02% 1.35 0.68 0.35
(0.08) (19.59)*** (6.82)*** (3.37)***
0.22% 1.27 0.61 0.73
(0.51) (12.8)*** (4.27)*** (4.86)***
0.00% 1.18 0.48 0.24
(1.60)* (26.32)*** (7.52)*** (3.62)***
-0.11% 1.13 0.50 0.33
(-0.55) (25.64)*** (7.91)*** (5.03)***
-1.07% 1.08 0.67 0.54
(-1.56) (6.9)*** (3.10)*** (2.4)***
-0.14% 1.18 0.51 0.20
(-1.16) (44.49)*** (13.10)*** (4.92)***
0.00% 1.02 0.55 0.40
(-0.00) (15.76)*** (5.96)*** (4.06)***
-0.43% 1.26 0.62 0.91
(-1.09) (14.14)*** (4.80)*** (6.65)***

All industries

Appendix D. Acquirers' performance following 36-months after the M&A

Aircraft

Shipbuilding Railroad

Steel Works

Fabricated Products

Machinery

Electrical Equipment

Miscellaneous

Autos

Construction Materials

Construction

Entertainment

Printing and Publishing

Consumer Goods

Apparel

Healthcare

Medical Equipment

Alcoholic Beverages

Tobacco Products

Recreational Products

Pharmaceutical Products

Chemicals

Rubber and Plastic 

Products
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Industry alpha β s h

-0.11% 1.01 0.29 0.33
(-0.35) (13.89)*** (2.79)*** (2.93)***
-0.16% 0.76 0.49 0.36
(-0.24) (5.05)*** (2.26)*** (1.61)***
-0.07% 1.18 0.39 0.60
(-1.66)* (14.11)*** (3.16)*** (4.61)***
0.18% 0.78 0.31 0.29
(-0.86) (16.82)*** (4.58)*** (4.01)***
0.11% 1.28 0.43 -0.22
(0.41) (21.8)*** (5.1)*** -2.53
0.00% 1.12 0.58 0.00

(-0.02) (22.79)*** (8.11)*** -0.06

-0.02% 1.19 0.45 0.49
(-0.08) (25.86)*** (6.77)*** (7.07)***
0.03% 0.91 0.22 0.33
(0.09) (13.89)*** (2.36)*** (3.36)***
-0.23% 1.06 0.55 0.27
(-1.63)* (20.99)*** (7.49)*** (3.52)***
-0.20% 0.95 0.74 0.26
(-1.65)* (23.87)*** (12.69)*** (4.32)***
-0.33% 1.06 0.61 0.39
(-1.61)* (22.93)*** (9.06)*** (5.59)***
-0.55% 1.11 0.80 0.65

(-2.11)*** (19.02)*** (9.46)*** (7.38)***

-0.18% 0.93 0.43 0.78
(-1.52)* (26.48)*** (8.60)*** (14.78)***
-0.17% 0.81 0.35 0.46
(-0.87) (18.91)*** (5.70)*** (7.18)***
-0.56% 1.09 0.89 0.87
(-1.65)* (14.27)*** (7.98)*** (7.44)***
-0.18% 0.97 0.60 0.72
(-1.51) (25.92)*** (11.02)*** (12.52)***

Appendix provides the abnormal returns, the Fama-French risk factors, and (t-stats)

Appendix D continued 

Defense

Precious Metals

Retail

Restaurants Hotel Motel

Banking

Insurance

Real estate

Trading

Telecommunications

Measuring and Control 

Equipment

Business Supplies

Shipping Containers

Transportation

Wholesale

Nonmetallic Mining

Utilities
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Industry alpha β s h

0.43% 1.28 0.34 -0.23
(2.24)*** (29.69)*** (5.56)*** (-3.5)***

0.15% 1.06 0.19 1.03
(0.14) (4.36)*** (0.65) (2.57)***
0.45% 0.78 0.12 0.11
(1.1) (8.71)*** (0.96) (0.81)

0.98% 0.58 0.98 -0.20
(1.17) (3.2)*** (4.1)*** (-0.78)
1.39% 0.76 0.29 -0.04
(0.81) (2.3)*** (0.66) (-0.09)
1.11% 0.61 -0.47 0.71
(1.19) (2.91)*** (-1.60)* (1.924)**
-0.07% 1.00 0.46 0.27
(-0.205) (12.057)*** (4.11)*** (2.264)***
0.16% 1.07 0.88 0.28
(0.334) (10.07)*** (5.82)*** (1.78)**
-0.60% 1.25 0.48 0.21
(-1.018) (9.627)*** (2.64)*** (1.054)**
-0.19% 0.91 0.22 0.46
(-0.57) (12.3)*** (2.041)*** (4.02)***
0.20% 1.04 0.89 0.92
(0.27) (6.34)*** (4.1)*** (4.04)***
0.25% 1.25 0.82 0.33
(0.244) (5.63)*** (2.64)*** (0.983)
0.55% 0.86 0.43 -0.23
(1.3)* (9.12)*** (3.2)*** (-1.60)*
0.99% 1.22 0.10 -0.34

(2.25)*** (12.62)*** (0.725) (-2.31)
-0.24% 1.24 0.21 0.68
(-0.6) (14.22)*** (1.65)* (5.079)***

-1.11% 1.21 0.46 0.95
(-1.085) (4.55)*** (1.82)** (2.93)***
-3.36% 1.16 0.60 1.45

(-3.25)*** (4.3)*** (2.057)*** (4.1)***
-1.21% 0.93 0.30 0.45

(-2.82)*** (9.86)*** (2.37)*** (3.37)***
0.02% 1.31 0.68 0.88
(0.022) (7.37)*** (2.82)*** (3.40)***
-0.77% 1.39 0.81 0.58
(-1.51) (12.41)*** (5.24)*** (3.42)***
-0.94% 1.38 0.76 0.38
(-0.73) (5.72)*** (2.36)*** (1.10)*
-0.24% 1.13 0.59 0.33
(-0.67) (14.12)*** (5.16)*** (2.71)***
-0.60% 1.13 0.29 0.30
(-0.999) (8.43)*** (1.55)* (1.5)*
-0.58% 1.40 0.30 0.82
(-1.58) (17.13)*** (2.63)*** (6.67)***
0.39% 1.09 0.10 0.45
(1.15)* (14.9)*** (0.98) (3.99)***
1.25% 0.70 0.10 0.58
(1.78)* (3.6)*** (0.542) (2.44)***
0.52% 0.51 0.27 0.73
(0.97) (4.57)*** (1.75)** (4.29)***

Healthcare

All_industries

Agriculture

Food Products

Candy and Soda

Alcoholic Beverages

Tobacco Products

Recreational Products

Entertainment

Printing and Publishing

Consumer Goods

Apparel

Medical Equipment

Pharmaceutical Products

Chemicals

Rubber and Plastic Products

Textiles

Construction Materials

Construction

Steel Works

Fabricated Products

Machinery

Electrical Equipment

Autos

Aircraft

Shipbuilding Railroad

Defense

Appendix E. Parent firms' performance  following 36-months after the  JV formation
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Industry alpha β s h

-0.11% 0.56 0.41 0.22
(-0.15) (3.60)*** (1.95)** (0.99)
0.00% 1.27 0.62 0.59
(0.00) (9.80)*** (3.39)*** (2.99)***
0.38% 0.87 1.01 1.23
(0.36) (3.62)*** (3.1)*** (3.5)***
0.21% 0.95 0.14 0.65
(0.64) (13.15)*** (1.34)* (5.90)***
-0.03% 0.53 0.13 0.38
(-0.09) (8.13)*** (1.427)* (3.78)***
0.49% 1.17 -0.07 -0.41
(1.7)* (18.41)*** (-0.720) (-4.230)***
-0.60% 0.80 0.45 -0.07
(-0.63) (3.84)*** (1.65)** (-0.240)
0.75% 1.50 0.45 -0.85

(2.11)*** (19.28)*** (4.10)*** (-7.11)***
0.48% 1.44 0.51 -0.50
(1.21) (16.7)*** (4.1)*** (-3.75)***
0.43% 1.52 0.33 -0.37
(1.23) (19.7)*** (3.01)*** (-3.17)***
0.18% 1.32 0.36 -0.20
(0.414) (13.96)*** (2.72)*** (-1.43)*
-0.87% 1.00 0.39 0.50
(-1.5) (7.743)*** (2.33)*** (2.70)***

-0.29% 1.25 0.13 0.27
(-0.376) (5.78)*** (0.617) (0.984)
-0.65% 1.57 0.24 0.62
(-1.1) (11.57)*** (1.29)* (3.20)***
0.71% 0.97 0.43 0.35
(1.5) (9.23)*** (2.9)*** (2.178)***

-0.04% 1.26 1.07 0.55
(-0.0654) (9.72)*** (6.19)*** (2.98)***
-0.14% 1.16 0.94 1.00
(-0.231) (8.30)*** (5.13)*** (5.17)***
-0.16% 1.25 0.13 0.67
(-0.502) (16.61)*** (1.34)* (6.22)***
0.11% 0.64 0.39 0.72
(0.288) (7.4)*** (3.2)*** (5.46)***
-0.10% 1.28 0.97 1.00
(-0.168) (9.61)*** (5.42)*** (5.4)***
-1.05% 1.53 0.68 0.95
(-1.5) (10.02)*** (3.14)*** (4.1)***

Precious Metals

Appendix provides the abnormal returns, the Fama-French risk factors, and (t-stats).

Appendix E continued

Business Services

Insurance

Real estate

Computers

Electronic Equipment

Nonmetallic Mining

Coal

Petroleum and Natural Gas

Utilities

Telecommunications

Personal Services

Measuring and Control Equipment

Business Supplies

Shipping Containers

Transportation

Trading

Wholesale

Retail

Restaurants Hotel Motel

Banking
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APPENDIX F 

SAS CODE FOR MEASURING THE ACQUIRERS’ EX-POST 

PERFORMANCE FOLLOWING THE MAJV 
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/* The following block of code extracts all the firms that undertake M&As within the 

preceding 36 months   */ 

 

proc sql; 

create table joint2 as 

select date_announced, date, permno, ret, 

       intck('month',date_announced,date) as diff, count(permno) as obsrv 

from lib.acquirers where 0<=intck('month',adate,date)<=36 

group by permno,date_announced 

order by  permno,date; 

quit; 

 

/* The following block of code forms the portfolios of acquirers   */ 

 

proc sql; 

create table portfolio as 

select date, avg(ss) as portfolio_ss, avg(ret) as portfolio_ret 

from joint2 

group by date 

order by date; 

quit; 

 

data portfolio; set portfolio; by date; 

if first.date; 

run; 

 

/* Next, it is time to merge the Fama-French factors   */ 

 

proc sql; 

create table port as 

select A.*, B.rf,mkt_rf,smb,hml,portfolio_ret-rf as prtf_rf_ret, mkt_rf+rf as mkt_ret 

from portfolio as A, ff as B 

where year(A.date) = year(B.adate) and month(A.date) = month(B.adate) 

order by date; 

quit; 

 

/* Finally, it is time to perform the Fama-French three factor model regression   */ 

 

ods listing close; 

ods output parameterestimates = rslt.all_industries ; 

proc reg data = port outest = ff_regression; 

model prtf_rf_ret = mkt_rf smb hml; 

quit; 

ods listing; 


