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Abstract

This study examines the impact of M&A announcements on stock prices in India, 
by utilizing event study methodology and a dataset of 15 announcements. It 
identifies dynamic trends in stock performance before and after the 
announcements. The Efficient Market Hypothesis (EMH), which posits that the 
market incorporates all relevant information, is evident in stock price volatility. 
The post-COVID-19 market environment has heightened investor caution due to 
substantial losses. The research, covering M&A announcements from 2014 to 
2023, uniquely contributes by analysing pre- and post-COVID investor  
sentiments. Although substantial results were produced, the analysis of 
Abnormal Returns (AR) and Cumulative Average Abnormal Returns (CAAR) 
indicates that M&A announcements did not significantly impact overall stock 
performance, thereby supporting the EMH. These findings provide valuable 
insights into market responses to M&A in India, benefiting investors, business 
strategists, policymakers, and other stakeholders.
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In India, M&A activity saw a decline 
in 2023, with contract values 
dropping by 63% from $192 billion 
in 2022 to $70.9 billion. Significant 

deals like HDFC Bank-HDFC and 
Ambuja Cements were exceptions in 
an otherwise subdued market. M&A 
impacts stock prices significantly. 
target companies often see a spike 
post -announcement  due  to  
acquisition premiums, while ac-
quiring companies may experience 
temporary declines due to the 
financial outlay involved. For 
example, Nokia's stock surged by 
4% in April 2020 amid acquisition 
rumours. This study evaluates the 
effects of the announcements of 
M&A transactions on stock prices 
within the Indian stock market. The 
primary motivation behind this 
research lies in its potential 
contribution to the existing body of 
literature, offering insights into the 
various aspects that govern M&A 
deals and their impact on the stock 
market. This research also aims to 
ver i fy  the  e f f i c ient  market  

Mergers and Acquisitions (M&A) 
redefine industry dynamics by 
consolidating companies, either 
through mergers (uniting two 
companies) or acquisitions (one 
company taking over another). 
These transact ions inc lude 
horizontal (same industry), vertical 
(different production stages), and 
c o n g l o m e r a t e  ( u n r e l a t e d  
businesses) mergers. Companies 
pursue M&A for economies of scale, 
diversification, market entry, tech-
nology acquisition, to enhance 
shareholder value, reduce compe-
tition, and adapt to regulatory chan-
ges.

Introduction
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Mergers and acquisitions (M&A) are 
often used interchangeably but have 
d is t inct  de f in i t ions .  In  an 
acquisition, one organization buys 
part or all of another, while a merger 

involves two or more entities 
combining into a single organization 
(Alao, 2010). Mergers legally unite 
companies into one entity (Horne 
and John,  2004) ,  whereas  
acquisitions usually involve a larger 
firm purchasing a smaller one. 
Durga, Rao, and Kumar (2013) 
describe M&A as activities changing 
ownership structure, involving 
takeovers, restructuring, and 
corporate control. Mergers can be 
hor izontal  (same industry) ,  
conglomerate (different industries), 
or vertical (different supply chain 
stages), like eBay's acquisition of 
PayPal in 2002, which facilitated 
easier  money transfers for  
c o n s u m e r s ,  b o o s t i n g  b o t h  
companies' success and revenues. 
M&As are linked to investment 
theory, initially proposed by 
Williams (1930) in "The Theory of 
Investment Value." Companies 
engage in M&A for various reasons, 
leading to diverse theories in 
academia. However, no single 
theory fully explains the motivations 
behind M&As (Wangerin, 2011), 
which encompass a range of 
perspectives and hypotheses to 
understand the complex dynamics 
driving these transactions.

This study employs quantitative 
research techniques, specifically 
using event study methods to 
analyse stock price movements 
around M&A announcements in 
India. By examining a compre-
hensive dataset of M&A events, the 
study aims to identify patterns and 
trends in stock price reactions. The 
significance extends beyond 
academia, offering practical insights 
for investors, corporate decision 
makers, and regulators. The study 
also uniquely analyses pre- and 
post-COVID mergers to determine 
how investor’s reactions differ 
between these periods; providing a 
deeper understanding of investor 
behaviour in the Indian stock 
market following post-COVID 
slump. Additionally, a brief overview 
of  is types and theories of M&A 

provided to enhance understanding 
of the topic.

hypothesis which states that asset 
prices reflect all the available 
information. The comprehension of 
stock market behaviour during 
M&A deals is crucial for various 
investors, policy makers and other 
corporate strategists to help them 
react to the market in a better way. 
Also, this will help in capturing the 
sentiments of the customers. 
Moreover, the favourable economic 
and financial scenario in India sets 
the background for increased M&A 
transactions. Analyzing the Indian 
stock market will help us in 
understanding the economic 
condition of our country and its 
emergence as a prominent player in 
the global landscape.

Literature Review

The reviewed literature encom-
passes a wide range of academia 
which delve into the reasons for 
fluctuations in stock prices upon 
M&A announcements. Several 
researchers have tried to come up 
w i th  var ious  theor i es  and  
explanations. The effect of mergers 
and acquisitions (M&A) on stock 
prices in the Indian setting is 
examined by Marisetty et al (2010). 
The study finds dynamic trends in 
stock performance around M&A 
a n n o u n c e m e n t s  b y  u s i n g  
quant i tat ive  event  analys is  
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The effects of M&A announcements 
on shareholders' wealth in India 
from 1991 to 2010 are examined in 
the research paper "Impact of 
M e r g e r  a n d  A c q u i s i t i o n  
Announcement on Shareholders' 

McGowan, et al (2018), focused on 
Hong Leong Bank Berhad and Arab 
Malaysian Bank Berhad from 1998 
to 2003. This period follows Asian 
Financial Crisis. The study 
investigates the effects of M&A 
announcements on stock price 
behaviour and financial perfor-
mance. The study finds that M&A 
announcements are generally 
perceived positively by the market, 
leading to favourable stock price 
reactions due to information 
leakage or market anticipation. It 
highlights the beneficial influence of 
M&A activities on the financial 
strength of domestic banks, aligning 
with the Central Bank of Malaysia's 
consol idat ion program. The 
research provides insights into the 
efficiency of the Malaysian stock 
market's response to acquisition 
announcements. It addresses 
issues like bidder overestimation of 
share values and market reactions 
to corporate restructuring.

methodology to analyse a dataset of 
20 announcements. Approximately 
30 days before the announcements, 
equities typically exhibit positive 
atypical returns; 20 days before the 
events, they briefly underperform 
market expectations; and 10 days 
beforehand, they rebound with 
positive returns. A positive 
abnormal return on the day of the 
release denotes a good response 
from the market, with stocks 
holding steady 10 days following the 
news and continue to rise twenty 
days later. The Indian stock market 
appears to function with a semi-
strong form of efficiency, according 
to the analysis of Average Abnormal 
Returns (AAR) and Cumulative 
Average Abnormal Returns (CAAR). 
This means that stock prices peak 
on the day of announcement and 
then progressively decline as the 
market absorbs information and 
makes adjustments. The study 
helps investors, business stra-
tegists, and policymakers  to better 
understand market reactions in the 
M&A landscape by of fering 
insightful information about the 
intricate dynamics driving stock 
price fluctuations in response to 
M&A events in India. Furthermore, 
Letaifa conducted a comprehensive 
review in 2010 that synthesizes 
theories and empirical studies 
related to mergers and acquisitions 
(M&As). The primary focus is on four 
key aspects shaping the landscape 
of M&As.The paper explores the 
multifaceted motives behind M&As, 
including strategic profit-seeking, 
managerial overconfidence, and the 
desire to build larger corporate 
empires. It also examines the role of 
corporate characteristics in 
influencing M&A decisions and the 
economic consequences of these 
operations on financial perfor-
mance. Additionally, the research 
investigates how M&As impact the 
market value of the involved firms, 

prov id ing  a  comprehens ive  
theoretical background on the 
motivations, consequences, and 
market effects of M&As. Mandelker 
et al (1974). analysed the impact of 
mergers on stockholder returns 
using a two-factor market model. 
They discovered that stock prices 
e f f e c - t i v e l y  r e f l e c t  m e r g e r  
information and that the market for 
acquisitions is competitive. In the 
seven months prior to the merger, 
shareholders of acquiring firms see 
normal returns, while those of 
acquired firms experience abnormal 
returns of almost 14% on average.
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The study aims to calculate 
abnormal returns (AR) and 
cumulative abnormal returns (CAR) 
for specific acquisitions on the event 
day (ED). It evaluates cumulative 

Perepeczo's 2010 study explores the 
use of event study methodology in 
evaluating mergers' effects on 
shareholder wealth. It emphasizes 
the reliability of short-term 
abnormal returns and their role in 
a s s e s s ing  po s t - a cqu i s i t i on  
performance, market efficiency, and 
the impact on corporate finance 
decisions. The evolution of this 
methodology has improved the 
accuracy of abnormal return 
calculations and the understanding 
of post-announcement perfor-
mance. Examples include reactions 
to repurchases, IPOs, and mergers, 
underscoring its significance in 
corporate event analysis.

Wealth: An Empirical Study Using 
Event Study Methodology" by  
Sachdevaet al (2015). The study 
indicates negative but negligible 
short-term returns following 
announcement, with a considerable 
positive average anomalous return 
around the announcement day, 
using event study methodology on 
85 acquiring corporations. This 
demonstrates noteworthy benefits 
in spite of temporary drawbacks. 
The study closes a gap in the 
literature on emerging markets and 
emphasises how crucial open 
communication is when making 
M&A announcements. This study 
provides investors and policy-
makers with useful information 
about the dynamics of M&A in India.

Mehroz Nida Dilshad's (2013) 
research on European banking 
sector M&As (2001-2010) assesses 
market efficiency through event 
study methodology. The analysis of 
18 bank acquisitions shows 
significant short-term abnormal 
returns for both acquirers and 
targets, indicating value creation 
a n d  p o s i t i v e  r e t u r n s  o n  

announcement days. The study 
employs a linear regression model 
for predicting abnormal returns and 
highlights its limitations. The 
findings suggest that M&As during 
this period provided positive gains 
for shareholders.

Objectives of the study

The influence of business annou-
ncements on stock returns during 
the COVID-19 pandemic in India is 
examined in the study. A paper 
t it led "Effects of Corporate 
Announcements on Stock Returns 
amid the Global Pandemic: Insights 
from India" by D.K. Pandey et al, (2021), 
focuses on announcements about 
stock splits, bonuses, takeovers, 
mergers, dividends, and rights 
offers, is the first to evaluate such 
effects during a pandemic.

Research Methodology

Overall, the research offers insights 
for policymakers to enhance stock 
prices during crises and helps 
investors understand market 
dynamics for better decision-
making. It also emphasizes the need 
for further research in this area.

Findings indicate that these 
announcements had varied impacts 
on stock returns: bonus issues 
generally boosted returns, while 
rights issues produced mixed 
results. The study highlights the 
overwhelming stress from the 
pandemic, suggesting that corp-
orate announcements may not 
always mitigate this effect.
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average abnormal returns (CAAR) 
and average abnormal returns (AAR) 
for selected announcements across 
various time windows. Key tools 
include:

H0 – Merger and Acquisition 
announcements have no significant 
impact on the stock prices on the 
event day, the pre-merger and post-
merger period.

The study "Stock Return, Volatility, 
and Liquidity of Acquirers: Evidence 
from the Indian Banking Sector" by 
Kapil Gupta and Pinky Mal (April 
2020) examines the impact of 
merger and acquisition announce-
ments on stock return, volatility, 
and liquidity in the Indian banking 
sector from 2000 to 2018. It 
analyses 382 banking agreements 
using a 21-day event window 
around announcement dates, 
comparing results to the Nifty 50 
index. The research addresses a gap 
in existing literature regarding 
inconsistent findings on stock 
performance related to mergers. The 
conclusions enhance understan-
ding of how such announcements 
affect financial metrics, providing 
ins ights  for  inves tors  and 
stakeholders in navigating the 
banking sector's merger landscape.

1.Alpha Coefficient: Measures 
excess return relative to a 
benchmark index.

2.Beta Coefficient: Assesses 
investment volatility relative to 
the market.

Based on previous literature on the 
recent pandemic, the following 
hypothesis for the paper was 
formed.

Average abnormal returns reflect 
the difference between expected and 
actual returns, while cumulative 
average abnormal returns aggregate 
these differences over time. Overall, 
abnormal returns indicate profits or 
losses relative to expected norms.

3.Student t-test: Compares means 
to determine significant diff-
erences.

H1 – Merger and Acquisition 
announcements have significant 
impact on the stock prices on the 
event day, the pre-merger and post-
merger period.

Problem Statement

The Efficient Market Hypothesis 
posits that all pertinent information 
is reflected in stock prices, 
suggesting that the market is 
impervious to being outperformed. 
This hypothesis is corroborated by 
the observable volatility in stock 
prices. In the wake of the COVID-19 
pandemic's economic impact, 
investors have become increasingly 
cautious. The considerable financial 
losses experienced by countless 
individuals during the downturn 
have  i n s t i l l ed  a  s ense  o f  
apprehension, leading to more 
guarded investment strategies and a 
general skepticism towards the 
market's stability.

Mergers and Acquisitions (M&A) are 
critical in sculpting the corporate 
world, exerting a profound impact 
on the stock market's landscape. 
The complexities inherent in the 
market, such as adherence to 
regulatory compliances, the 
unpredictabi l i ty of  investor 
behavior, and the unique dynamics 
of different sectors, pose significant 
challenges in fully grasping market 
volatility.
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· Alpha coefficient

Abnormal returns (AR) are calculated 

as follows.

Market model used to understand 
the impact of mergers and 
acquisitions on announcement of 
stock prices in India.

S1+S2 + .... + Sn

CAAR =Sum of Average abnormal 

returns of a given basket of 

securities for a given period of time

Model for the study.

β = measure of volatility of a stock 

when compared to the market as 

whole (in this case S&P BSE 

SENSEX)

All data has been collected from the 
official site of BSE India.

· Student t-test

· Average abnormal returns

· Beta coefficient

· Cumulative average ab-
normal returns

α = measure of a stock's per-

formance relative to a benchmark 

index (in this case S&P BSE SEN-

SEX)

MP = Market Price 

Stock Return=ln(SP 	/	SP )n n-1

This research stands out in the 
academic field by undertaking an 
exhaustive analysis of customer 
sentiments towards M&A ann-
ouncements, both before and after 
the COVID-19 era, focusing on the 
period from 2014 to 2023. The 
objective of the study is to discern 
patterns that have emerged over 
time and to evaluate their potential 
consequences for investors, 
corporate entities, and regulatory 
bodies. By doing so, the research 
aims to deepen the collective 
understanding of the Indian 
financial market and to promote its 
operational efficiency.

Average abnormal returns are 

calculated as follows (AAR)

 MR=ln(MP 	/	MP )n n-1

Tools for Data Collection

https://www.bseindia.com/

SP= Stock Price

The main limitation of the research 
under consideration is the fact that 
it only focuses on short term impact 
of M&A announcements on stock 
prices.

Data Sources

· Abnormal returns

Limitations of the study

Normal return = α + β (MR)

MR = Market return which is 

calculated as follows in excel 

   AR = Stock Return – Normal return

AAR = Average of abnormal returns 

of a given basket of securities for a 

given period of time

n

    SS1+S2 + .... + Sn / n

i=1

t
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t-statistics of CAAR is calculated to 
check whether the obtained value is 
significant or not.

Where S.D = standard deviation of 

all abnormal returns      

· The window estimation taken into 
consideration is 130 days.

    

stWhere S1 stands for the 1 security, 
ndS2 for the 2  and so on till the nth 

security and t stands for the window 
period

Results & Discussions

It is calculated as follows:

                     

Before moving ahead with the 
results, let us lay down a few 
assumptions which have been 
considered for the calculation of key 
financial metrics for the event 
study.

· The event window is (-20, +20).

· The critical value at 95% 
confidence interval has been used 
to perform hypothesis testing.              

CAAR

S.D. * (no. of days in window)
 t=

Table 1: Individual Companies' t-values of abnormal return during the event window
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Table 1 presents t-values of 
abnormal returns (AR) for 15 
companies from 2014 to 2023, 
highlighting significant reactions to 
merger announcements. Hindustan 
Unilever exhibited the highest 
cumulative abnormal return (CAR) 
t-value of 368.39, with notable 
positive fluctuations occurring five 
days before the announcement, 
peaking at  5.66.  After  the 
announcement, the stock price 
fluctuated significantly again on the 
second day, but on the announce-
ment day, HUL faced a negative 
return of -0.0234, indicating 
negative investor sentiment. Infosys 
showed no significant reaction 
within the event window, though its 
AR on the announcement day was 
0.0186, reflecting positive investor 
sentiment. Its highest CAR t-value of 
26.82 occurred five days prior. Tata 
Steel had a negative AR of -0.0154 
on the announcement day and 
significant CAR of 74.58 five days 
before the prior to event. Bharti 
Airtel's CAR post-announcement 
r e a c h e d  5 2 . 8 2 ,  i n d i c a t i n g  
substantial impact despite a 
negligible AR on the event day. 
ONGC and Vodafone India showed 
significant reactions in the days 
following the announcement, with 
CAR t-values of 269.94 and 28.99, 
respectively. Aditya Birla Fashion 
had significant cumulative effects 
before and after the event, while Tata 
Power displayed notable reactions 

10 days before and 9 days after, with 
a CAR t-value of 74.68 prior to 
announcement. IDFC showed no 
significant reaction to the ann-
ouncement, with an abnormal 
return (AR) of 0.0138, indicating 
positive sentiment. However, its 
cumulative abnormal return (CAR) 
peaked at 58.80 five days before the 
announcement, suggesting a 
significant impact at that time. 
Reliance Communications reacted 
strongly on the announcement day, 
recording an AR t-value of 2.27 and 
remaining significant for 15 days 
post-announcement with a t-value 
of 3.15. Kotak Mahindra Bank 
exhibited significant reactions two 
days and 18 days after the event, 
though it recorded a negative AR of -
0 .0125,  indicat ing negat ive  
sentiment. Bank of Baroda showed 
significant AR t-values of 2.49 and 
2.17 two and 19 days before the 
announcement, with CAR values of 
65.42 and 58.84 indicating a strong 
pre-announcement effect. In 
contrast, Reliance Industries and 
Axis Bank did not demonstrate 
significant reactions overall, 
although Axis Bank had a notable 
CAR of 69.89 five days before the 
event. Life Insurance Corporation of 
India displayed a significant AR only 
nine days prior to announcement, 
and its overall CAR indicated a lack 
of significant impact following the 
announcement.

Table 2: Individual Companies' t-value of Cumulative Abnormal Returns (CAR) 
during the given window
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Table 2 shows the t-value of 
Cumulative Abnormal Returns 
(CAR) for individual companies for 2 
days and 5 days both before and 
after the event.

All the companies recorded 
significant reaction in their stock 
prices to the M&A announcements 
in atleast one or more periods. The 
three companies that stand out are 

Hindustan Unilever, Kotak Mah-
indra Bank and Life Insurance 
Corporation of India. Hindustan 
Unilever and Kotak Mahindra Bank 
recorded significant reaction during 
all the windows whereas Life 
Insurance Corporation did not show 
any significant reaction to the 
announcement throughout the 
period.

Table 3: Individual Companies' Abnormal Returns (AR) 
during the event window and their Average Abnormal Return (AAR)
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Table 3 shows the Abnormal returns 
for 15 companies along with the 
Average Abnormal Return (AAR) 
during the event window. Abnormal 
Return over here signifies the 
difference between the observed 
return on a stock or investment and 

the expected or normal return 
during a specific event period. This 
metric helps quantify the impact of 
an event on stock prices by 
assessing deviations from the 
anticipated market behaviour. In 
the above table, the positive 
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There can be some practical 
implications of such announce-
ments which have been mentioned 
as follows:

Perceived Value of the Deal

abnormal returns have been 
highlighted in yellow. It is important 
to identify positive returns because it 
indicates that an investment or a 
security has outperformed expec-
tations during a specific period or on 
a particular day. Investors interpret 
positive returns as a sign of good 
performance and react favourably to 
the market. The Average Abnormal 
return shown in the last column has 
been calculated to measure the 
overall significance of all the 15 
companies' M&A announcements on 
the stock prices. The t-value of 
Cumulative Average Abnormal 
Return (CAAR) has been calculated 
on the basis of 5 days, both before 
and after the event date as well as for 
the entire period of 11 days i.e. (-
5,+5). 

Conclusion and Policy Implications

Market Anticipation

In conclusion, this study delves deep 
into the effect of Merger and 
Acquisition companies on the stock 
market prices of respective com-
panies.The scope of the study 
includes an examination of M&A 
projects in India over a given time 
frame and in several industries, 
including information technology, 
iron and steel, oil and petroleum, 
etc. The study concentrates on a 
brief window of events and looks 
closely at the stock price impact that 
results from the quick market 
reactions. The goal of this research is 
to advance our understanding of the 
relationship between stock price 
volatility and merger and acquisition 
announcements. The research 
design makes use of a quantitative 
approach based on event study 
m e t h o d o l o g y  t o  a n a l y z e  a  
comprehensive dataset of 15 
companies ranging from banking 
sector to the retail sector. The 
dataset taken into consideration 
spans over 2014-23 and contributes 
to the understanding of a complex 

thcorporate landscape of the 5  largest 
economy in the world. 

Example: The acquisition of Corus 
by Tata Steel in 2007 was highly 
anticipated. The market had ample 
time to factor in the potential effects, 
resulting in a muted stock price 
reaction when the deal was officially 
announced.

Financing Structure Concerns

Example: The Vodafone-Idea merger 
in 2018. Despite being one of the 
largest telecom mergers, the market 
did not perceive it as significantly 
value-adding due to the competitive 
pressures and regulatory challenges 
in the telecom sector, leading to a 
tepid stock market response.

Example: The acquisition of Jaypee 
Group's cement assets by UltraTech 
Cement. The deal raised concerns 
about UltraTech's increased debt 
burden, impacting its stock prices 
negatively at the time of the 
announcement.

Example: The ONGC-HPCL merger 
in 2018 occurred during a period of 
volatile oil prices and broader 
economic uncertainties, which 
overshadowed the potential positive 
impacts of the merger on stock 
prices.

Broader Economic Conditions
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Regulatory and Legal Compliance

Example: The merger between 
GlaxoSmithKline (GSK) Consumer 
Healthcare and Hindustan Unilever 
in 2020 required extensive regula-
tory approvals, which caused delays 
and uncertainties, affecting stock 
price stability during the process.

These examples provide a clear 
understanding of how various 
factors influence the market 
reaction to M&A announcements in 
India, highlighting the complex 
dynamics at play.
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indicates that M&A announcements 
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stock prices, although individual 
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cumulative abnormal returns (CAR) 
during specific periods. Several 
factors contribute to this muted 
response: widely anticipated 
mergers may not trigger significant 
market reactions, perceived lack of 
value creation can dampen investor 
enthusiasm, and concerns over 
financing structures, such as 
excessive debt, can negatively affect 
stock prices. Additionally, broader 
e c o n o m i c  a n d  g e o p o l i t i c a l  
condit ions may overshadow 
individual M&A announcements, yet 
this does not imply market 
inefficiency, as significant reactions 
to individual announcements still 
occur, supporting the efficient 
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