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Abstract

Mergers and Acquisitions (M&A) are important strategies used by companies for growth and
expansion. This study examines how M&A activities affect shareholder wealth, which is
measured through changes in stock prices and market value. It analyzes how the stock market
reacts to merger announcements and whether these deals create value for shareholders. Using
secondary data, the study looks at stock price movements before and after M&A
announcements. The research aims to help investors, managers, and policymakers understand

the impact of M&A on shareholder value.
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1. Introduction

A merger occurs when two companies combine to form a single entity, while an acquisition

happens when one company purchases another.

Companies use M&A to expand their market share, enter new markets, gain access to

technology, achieve cost efficiency, and strengthen their competitive position.
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» Shareholder Wealth:

Shareholder Wealth Impact

Stock Market Reaction

Change in Share Price

I Shareholder Wealth

The primary objective of any financial decision is maximization of shareholder wealth.

Shareholder wealth is measured through:
e Increase in stock prices
e Dividend payments
e Opverall firm valuation

Example: When Microsoft acquired LinkedIn, investors reacted positively due to

expected strategic benefits.
» Stock Market Reaction
Stock prices change based on investor perception of the merger:
o Positive reaction: Expected synergy and growth
o Negative reaction: Concerns about overpayment or risk

o Example: The acquisition of WhatsApp by Facebook initially faced criticism due to
high cost but later proved beneficial.

> Synergy

Synergy Effect

M vatae of Value of .
Company A $50 ‘Company B $40

A+ B =%90
! After Merger $110

> Synergy = Extra Value Created ?
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Synergy means: Combined value of two firms > Individual value of firms

e It can be achieved through operational efficiency, financial benefits, or better

management.

o Example: Reliance Industries has created synergies by integrating telecom, retail, and

digital services.
> Risks Associated with M&A

e Despite the benefits, M&A may involve risks such as overpayment, cultural differences,

integration problems, and failure to achieve expected synergies.

o Example: The merger of AOL and Time Warner failed due to poor integration and

strategic mismatch.

M&A activity in India has increased due to globalization, economic liberalization, foreign

investments, and regulatory reforms.

Since M&A does not always guarantee value creation, it is important to analyze its impact on
shareholder wealth. This study aims to examine stock price movements and abnormal returns

around M&A announcements.
1I. Literature Review

» Shareholder Wealth Gains in Target Firms
Studies show that shareholders of target companies usually gain the most during M&A
announcements because acquiring firms often pay a premium price. Jensen and Ruback

(1983) found significant positive abnormal returns for target firm shareholders.

» Long-Term Performance of Acquiring Firms
Research by Agrawal, Jaffe, and Mandelker (1992) found that acquiring firms may
experience negative long-term abnormal returns, indicating that some mergers fail to

create long-term value.

> Synergy and Value Creation
Bradley, Desai, and Kim (1988) suggested that mergers can create synergies that increase
total shareholder wealth when companies successfully combine their resources and

capabilities.
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III.  Study Objectives

The main objectives of the study are:

>

>

To understand the concept and types of mergers and acquisitions.

To examine the impact of mergers and acquisitions on shareholder wealth.

To analyze stock price movements before and after M&A announcements.

To study whether M&A lead to value creation for acquiring firms’ shareholders.
To compare short-term and long-term effects of M&A on shareholder returns.

IV.  Research Methodology

Research Design:

e The study uses descriptive and analytical research design.

e Descriptive research explains the concept and importance of mergers and acquisitions,
while analytical research examines the relationship between M&A announcements and

shareholder wealth.

Nature of Data
The study is based on secondary data, which is already published and available.

Secondary data is suitable for financial and stock market analysis.

Sources of Data

Data is collected from reliable sources such as:

e Company annual reports

e Stock exchange websites (NSE and BSE)

¢ Financial websites and databases

e Research journals and company announcements

Sample Selection
The sample includes selected listed companies involved in M&A activities where stock

price data is available, such as Tata Steel, Vodafone Idea, and Zomato.
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» Period of Study

The study analyzes stock price movements around the M&A announcement period:
e 10 days before the announcement

e Announcement day (Event day)

e 10 days after the announcement

» Tools and Techniques of Analysis
The study uses the following methods:

e Stock price analysis

Event study methodology

Abnormal return analysis

Cumulative abnormal return (CAR)
e Comparative analysis of pre and post-merger performance
» Hypothesis of the Study
e Ho: M&A does not significantly affect shareholder wealth.
e Hi.: M&A significantly affects shareholder wealth.

» Scope of the Study
The study focuses on the short-term impact of M&A announcements on shareholder

wealth of selected companies.
V. Data Analysis & Interpretation

Data analysis and interpretation form the most important part of this study as they help in
evaluating whether mergers and acquisitions (M&A) lead to shareholder wealth creation or
destruction. This section analyzes stock price movements, abnormal returns, and overall market

reaction around M&A announcements using the event study methodology.
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> Event Study Approach

Event Study Timeline

r-Day +10

Post Event

’ Day -10

Pre Event

The study uses the event study method to analyze stock price reactions to M&A
announcements. The event window includes 10 days before the announcement, the

announcement day (Day 0), and 10 days

» Stock Price Movement Analysis

Stock Price Reaction

Stock 4 <

Price A
)
]
]

A

Day-10 DayO Day + 10
Pre Event Announce Post Event

P

Stock price changes indicate investor reaction. Rising prices show positive sentiment and
wealth creation, while falling prices indicate negative sentiment and possible wealth

destruction.
» Pre-Announcement Period Analysis

Before the announcement, stock prices may fluctuate due to market speculation or

information leakage.
» Announcement Day Reaction (Day 0)

The largest stock price movement usually occurs on the announcement day. A positive
reaction suggests expected synergy and growth, while a negative reaction reflects concerns

about risks or overpayment.
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>

Post-Announcement Period Analysis

After the announcement, stock prices show whether investors continue to support the deal

or doubt its success.
Abnormal Return Analysis

Abnormal Return measures the difference between actual and expected returns, while
Cumulative Abnormal Return (CAR) shows the total impact of the merger over the event

period.

Key Findings

The analysis shows that,

e Stock markets react quickly to M&A announcements,

e Target firms usually benefit more than acquiring firms,

e The success of M&A depends on factors such as strategic fit, financial structure, and
investor expectations.

VI.  Discussion / Findings

Impact on Shareholder Wealth:

The study shows that M&A announcements have a significant impact on shareholder

wealth, as stock prices react immediately and abnormal returns are observed around the

date of announcement.

Target Firms Benefit More

Target company shareholders generally benefit more than acquiring firms because they

receive a premium price during the acquisition.

Short-Term vs Long-Term Performance

M&A often creates positive short-term gains, but long-term success depends on

effective integration and management.

Importance of Synergy

Successful mergers depend on achieving synergy, such as cost reduction, revenue

growth, and improved operational efficiency.

Influence of Deal Characteristics and Market Conditions

Factors such as method of payment, deal size, market conditions, and investor

perception affect stock market reactions.
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>

Risks in M&A

M&A transactions may involve risks such as overpayment, cultural differences,
integration problems, and financial burden.

Overall Findings

The study concludes that M&A can influence shareholder wealth significantly, but the
final outcome depends on strategic fit, successful integration, and market perception.
VII. Conclusion

Impact on Shareholder Wealth

The study concludes that M&A announcements significantly affect shareholder wealth, as
stock prices and abnormal returns change around the announcement period.

Target Firms Gain More

Shareholders of target companies usually benefit more because they receive a premium
price, while acquiring firms take on higher risks.

Mixed Results for Acquiring Firms

Acquiring companies may experience either success or financial challenges depending on
how well the merger is managed and integrated.

Short-Term vs Long-Term Impact

M&A often creates positive short-term market reactions, but long-term success depends
on effective execution and integration.

Role of Synergy and Strategic Fit

Successful mergers require strong strategic fit and synergy, such as cost efficiency,
revenue growth, and better resource utilization.

Risks in M&A

M&A transactions involve risks like overpayment, integration problems, cultural

differences, and financial burden.

Overall, M&A can create shareholder wealth but also carries significant risks. The outcome

depends on strategic planning, deal structure, market conditions, and successful post-merger

integration.

VIII. Limitations of the Study

The study has certain limitations which should be considered while interpreting the results:

e The sample size is limited to selected companies, which may not represent all mergers

and acquisitions across different industries.

(8]



INFOMANIA: THE RESEARCH JOURNAL
Volume 2, Issue 2, March - April 2026
https://infomaniajournal.com ISSN:3108-0006

IX.

The analysis focuses mainly on the short-term impact of M&A announcements and

does not fully capture long-term performance.

Stock prices are influenced by multiple external factors such as economic
conditions, political events, and market trends, which are not fully controlled in the

study.

The study assumes that the stock market is efficient, but markets may not always

reflect information immediately or accurately.

Differences across industries and types of mergers (horizontal, vertical,

conglomerate) are not analyzed in detail.

Data availability constraints may have restricted the inclusion of more recent or

detailed case studies.

Future Scope of Research

The study provides several opportunities for further research in the field of mergers and

acquisitions:

X.

Researchers can increase the sample size and include more companies across

different industries to improve the reliability of results.

A comparative study of different types of mergers (horizontal, vertical,

conglomerate) can be conducted to understand which type creates more value.

Future studies can include macroeconomic factors such as inflation, interest rates, and

economic growth to understand their influence on M&A outcomes.

Sector-specific studies (such as banking, IT, telecom) can be conducted to understand

industry-wise impact of M&A.
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