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This paper investigates how market participants react to 
mergers and acquisitions (M&As) involving telecommuni-
cations companies. The empirical evidence suggests that 
such activities convey bad news to the market. This is con-
sistent with the synergy trap hypothesis and extant empiri-
cal findings of value-reducing diversification strategies in 
recent literature. 

The evidence also indicates that a cross-border, rather 
than a domestic M&A deal, is the main driver of the nega-
tive market reaction. Further, our evidence of negative im-
pacts on the bidder’s business after an M&A reinforces our 
main finding that market participants, on average, perceive 
M&A activities to be detrimental to shareholder value. This 
suggests that value creation or synergy through an M&A 
deal is not warranted even though it can generate an in-
crease in size of the firm. 
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I. INTRODUCTION 
Numerous M&As have recently taken place in the telecom-

munications industry, primarily in the United States and Europe. 
This wave of M&As is related to three historically significant 
events that affected market structure and competition: 1) The 
Revision of the American Telecommunications Act in 1996, 2) 
A WTO Agreement in 1997, and 3) The Integration of the 
European Union in 1998. Among these events, the WTO 
agreement triggered a worldwide competition in the telecom-
munications industry by reducing the entry barrier to the tele-
communications markets of foreign countries, thereby resulting 
in the movement of global M&As. Unfortunately, however, as 
the industry has become more privatized and liberalized, there 
has been a significant increase in competition and an ensuing 
decrease in profitability. Given the vastness of the industry, ex-
perts conjecture that this poor configuration will eventually 
lead to its globalization. This trend is already apparent with the 
increase in cross-border investments. 

It is commonly believed that M&As strengthen businesses 
by making their operations more synergistic.1) However, a large 
number of empirical studies have actually demonstrated that 
M&As have either a negative effect on business performance 
or simply no effect at all (e.g., [2]-[5]). For example, AT&T re-
cently acquired TCI cable in order to develop a bundled digital 
phone service. However, evidence suggests that this acquisition 
has yet to bring about any synergism or for that matter, any 
other benefits to AT&T business operations. One explanation 
                                                                 

1) Similarly, Ferris and Park [1] assert that mergers in the telecommunication industry often 
involve information technology firms, implying the potential for value creation and superior 
long-term performance. However, they find that shareholders of the acquiring firm suffer a 
wealth loss of nearly 20% over the 1990-1994 post-merger period. 
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for this may be that bundling requires sufficient products and 
infrastructure [6]. Also, unlike the context of traditional indus-
tries, modern businesses, such as the telecommunications sec-
tor, that operate within dynamic environments of frequent 
technical and regulatory changes, market globalization, product-
market redefinition, and competitive entry, may gain little mar-
ket power and efficiency by attempting to concentrate a dy-
namic industry through a M&A [7]. The first objective of this 
study is to empirically examine investors’ reaction to M&As in 
the telecommun- ications industry. 

Recent anecdotal evidence indicates that the failure of 
M&As to create synergy is prevalent in the international con-
text. Very and Schweiger [8], for example, document that in 
cross-border acquisitions the acquiring firms would likely be 
operating in a new environment characterized by difference in 
languages, cultures, laws, and socioeconomic conditions. Such 
differences may make access to information to forecast reve-
nues, costs, assets, and liabilities difficult to garner and interpret. 
Consequently, if pricing is based on unrealistically high projec-
tions or cash flows that cannot be achieved after an acquisition, 
then the price paid was too high and value is not created or lost. 
In his discussion about the synergy trap, Sirower [5] argues that 
synergy rarely justifies the premium paid, and many acquisi-
tion premiums require performance improvements that are vir-
tually impossible to realize even for the best managers in the 
best of the industry conditions. The second objective of this 
study is to investigate whether a presumed synergy trap exists, 
particularly in cross-border M&As. 

Using a sample of forty-two cases of worldwide M&A deals 
in the telecommunications industry for the 1997-2000 period, 
we found evidence of an unfavorable (negative) market reac-
tion to those activities. This is consistent with the synergy trap 
hypothesis and extant empirical findings of value-reducing di-
versification strategies in finance literature.2) Our results also 
indicate that the unfavorable market reaction is mainly driven 
by international M&A activities, supporting the hypothesis that 
acquirers’ lack of proper information about target countries 
causes poor performance by a failure to adequately manage the 
acquisition process. Further, our evidence of negative impacts 
on the bidder’s business after an M&A reinforces our main 
finding that market participants, on average, perceive M&A ac-
tivities to be detrimental to shareholder value. 

The remainder of this article is organized as follows. In the 
next section, we summarize the recent trend of M&As in the 
telecommunications industry. We review the prior research and 
provide rationals for our hypotheses in the third section. The 
fourth section describes data sources, sampling designs and 

methodology. The fifth section provides the empirical results 
and discussions associated with these hypotheses. The final 
section summarizes the findings and presents the conclusions 
of the study. 

                                                               

2)  Denis, Denis, and Sarin [9] summarize recent finance literature documenting significant 

value losses associated with corporate diversification strategies including M&A. 

II. THE TREND OF WORLDWIDE M&As IN 
THE TELECOMMUNICATIONS INDUSTRY 

The recent M&A trend in the world telecommunications 
market was caused by three significant events as well as by the 
ongoing regulatory liberalization and privatization of the indus-
try. These changes have brought about fierce competition and 
ensuing decreases in profit in both the domestic and cross-
border telecommunications service markets. We begin by 
summarizing worldwide M&As during the past decade and 
then reviewing potential motives for M&As in other industries 
which can also be applicable to the telecommunications service 
industry. 
 

United States: The recent wave of M&As in the American 
telecommunications market is associated with the Telecommu-
nication Act of 1996. One of the main objectives of the new act 
was to enhance competition in the local telephone service mar-
ket by allowing long-distance telephone service providers to 
enter the local market and vice versa. Examples of major ac-
quisitions after the Telecommunication Act of 1996 are as fol-
lows: 
a) WorldCom and MCI: They merged to compete with AT&T 

in the long-distance market. 
b) SBC and Ameritech: They merged to geographically ex-

tend SBC’s operations to the western part of the U.S. 
 

As a result, the U.S. telecommunications market is now 
composed of AT&T, WorldComMCI, Sprint, and two or three 
RBOC (Regional Bell Operating Company) groups. Most 
likely, these firms will try to become providers of a full range 
of telecommunication services including wireline and wireless 
telephony, and Internet. 
 

European Union: The liberalization of the world’s telecom-
munications market is related to deregulation and free competi-
tion in the European Union (EU) and was triggered by external 
factors that the U.S. insisted upon in order to open the EU tele-
communications market in the 1980s. Before the liberalization 
of the telecommunications market, most of the EU member 
states monopolized their markets with the aid of government 
controls. 

 Three basic principles determined by the EU Committee 
were applied to all member countries: 1) the extension of im-
porting competition in a monopolized area, 2) the harmoniza-
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tion of the European Market, and 3) the application of general 
competition rules in the EU telecommunications service mar-
ket. As a result, a wave of M&As spread throughout Europe. 
Examples of major acquisitions after the EU integration in 
1998 are as follows: 

a) Telia (Sweden) and Telenor (Norway): This is the first case 
of an M&A between two government enterprises. 

b) Olivetti (Italy) and Telecom Italia (Italy): Telecom Italia was 
acquired through a hostile takeover by Olivetti after the 
breakdown of M&A negotiations between Telecom Italia 
and Deutsche Telecom. 

c) Deutsche Telecom (Germany) and One2One (UK): After 
Deutsche Telecom’s failure to acquire Telecom Italia, 
One2One was acquired by Deutsche Telecom. 

d) Mannesmann (Germany) and Orange (UK): This merger 
marked the beginning of subsequent penetration into the 
UK market by German telecommunications service enter-
prises. 

e) VodafoneAirtouch (UK) and Mannesmann (Germany): 
This was approved on the condition that Mannesmann 
would divest its ownership in Orange. 

f) France Telecom (France) and Orange (UK): This deal was 
approved after the divestiture of Mannesmann’s ownership 
in Orange. 

 The M&A wave in the EU started in the Scandinavian pen-
insular and spread to Germany, the UK and France. As a result, 
Germany, the UK and France became dominant in the EU 
telecommunications industry. 
 

 Asia: Unlike in the US and Europe, there have not been ac-
tive cross-border M&As in Asia. Several telecommunications 
enterprises, however, initiated M&As to extend their market 
power regionally. For example, DDI, KDD and IDO merged in 
2000 to better serve the Japanese telecommunications market 
that had grown considerably due to its deregulations and tech-
nological developments. Also, Singapore Telecom announced 
the acquisition of Hong Kong Telecom in 2000 to take a major 
role in the Asian market that was being reformed as a central 
force in Japan and China. At the same time, more and more 
penetration into the Asian market by US and European tele-
communication enterprises is expected in the near future. 
 

The review of the recent trend of M&A in the telecommuni-
cations industry reveals the following noteworthy characteris-
tics. First, strategic alliances among huge telecommunication 
enterprises that were popular in the early 1990s have been re-
placed by M&As. In general, a strategic alliance in the tele-
communications industry was helpful when direct investments 
were difficult due to government regulations. With worldwide 

deregulation, however, a strategic alliance is no longer the best 
solution for a telecommunications firm. Second, after a signifi-
cant part of the entry barriers between regions and/or countries 
was eliminated, it was much more difficult for small and local 
telecommunication firms to enjoy profitability, even in niche 
markets, without joining the mega-carriers. Third, the loosen-
ing of regional and national barriers in the market, and ongoing 
integration of fixed and mobile networks forced telecommuni-
cation firms to become integrated service providers offering not 
only telephony services but also data communication services 
such as the Internet. Finally, cross-border M&As became 
prevalent when telecommunications service firms without a 
global network could not continue to meet users’ needs, includ-
ing international data communication services. 

III. RELATED LITERATURE AND HYPOTHESES 
DEVELOPMENT 

In this section, we begin by reviewing potential motives for 
M&As in general. Gitman [10] argued that the goal of M&As 
is the maximization of the owner’s wealth as reflected in the 
acquirer’s share price. Thus, specific motives of M&As, 
including growth or diversification, synergy, fund raising, in-
creased managerial skill or technology, tax considerations, in-
creased ownership liquidity, and defense against takeover, are 
assumed to be consistent with owner wealth maximization. 

In a related study, Hopkins [11] classifies the motives of 
M&As suggested in prior studies as four distinct but related 
motives: strategic, market, economic, and personal motives. 
Strategic motive is concerned with improving the strength of a 
firm’s strategy, e.g., creating synergy, utilizing a firm’s core 
competence, increasing market power, providing the firm with 
complimentary resources, products, and strengths [12]. Market 
motive aims at entering new markets in new areas or countries 
by acquiring already established firms as the fastest way, or as a 
way to gain entry without adding additional capacity to the 
market that already may have its full capacity. Establishing 
economies of scale is included in economic motives; the 
agency problem and management hubris are included in per-
sonal motives. Ghoshal [13] developed a framework encom-
passing a range of different issues relevant to global strategies 
describing international M&As. He maintains that several 
sources of competitive advantages can be strategic motives for 
international M&As: national differences, scale economies, 
and scope economies. 

Notwithstanding purported potential motives for M&As, 
three particular but not mutually exclusive problems related to 
international mergers and acquisitions are worth noting from 
past empirical research: inspection problem, negotiation prob-
lem, and integration problem [11]. The inspection problem 
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states that information asymmetry between a buyer and seller 
often results in the buyer paying more than the seller’s intended 
offer price. The information asymmetry induces the bidder to 
place a higher value on the target to be sold. The negotiation 
problem particularly pertains to international M&As due to the 
inherent complex process of cross-border deals arising from ac-
quirers’ lack of information about the target country and cultural 
differences. Furthermore, the integration process of a merged 
firm negatively affects the acquiring firm involved in a cross-
border M&As. It has been estimated that a third of all merger 
failures are caused by a system integration problem [14]. 

As such, despite alleged benefits from M&As by acquiring 
firms, extant literature appears to document evidence that merg-
ers result in negative synergy. We argue that this negative impact 
on acquiring firms can be exacerbated in the telecommunica-
tions industry and particularly in cross-border M&As. 

From the above discussion, we posit the following hypothe-
ses (stated in alternative forms): 
 

Hypothesis 1: Stock market reacts negatively to M&As. 
 

Hypothesis 2: Negative market reaction to M&As is more 
prevalent in cross-border M&As than in domestic M&As. 

IV. RESEARCH METHODOLOGY AND SAMPLE 
SELECTION 

1. Empirical Model for Residual Analysis 

To gain insight into investors’ perceptions of the telecommu-
nications firms’ M&As, we studied the stock market’s reaction 
towards the acquisition announcements (i.e., announcement pe-
riod). Previous research conducted a residual analysis of the 
impact of an M&A event on the rate of return of the stock-
holder.3) The key feature of this event study framework was to 
eliminate market influence from the rate of return on a security 
during the event time period. This left an abnormal return that 
could represent the effect of the M&A specific information. 

One concern that complicates event studies arises from leak-
age of information. Leakage occurs when information regard-
ing a relevant event is released to a small group of investors be-
fore official public release. In this case, the stock price might 
start to increase days or weeks before the official announce-
ment date. Any abnormal return on the announcement date is 
then a poor indicator of the total impact of the information re-
lease. A better indicator would be the cumulative abnormal re-
turn (CAR), which captures the total firm-specific stock 

movement for an entire period when the market might be re-
sponding to new information. Following this analytical frame-
work, we examined cumulative abnormal returns around 
M&A announcement dates. 

                                                               
3)  An event study is called a residual analysis. Residual means the remaining effect after the  

elimination of market effect. 

The market model was utilized to find an influence of the 
M&A on the abnormal return of each firm in the telecommuni-
cations service industry.4) The market model asserted that re-
turns on security j are linearly related to returns on a market 
portfolio. This is described by 

jtmtjjjt RbaR ε++=               (1)           

where 

jtR : realized return of a share j at time t, 

mtR : realized return on a general market (e.g., Nasdaq and 
Dow Jones Average) index at time t, 

jtε : error term, and 

ja , : parameters of the regression equation. jb

We first estimated the coefficients (aj and bj) of each stock by 
using the ordinary least squares (OLS) regression method. The 
market model of each stock was estimated over a 100-day pe-
riod beginning 140-days prior to each M&A announcement 
date. Once the parameters had been estimated, then the abnor-
mal return (AR) for each sample firm was estimated for the 
announcement period (i.e., test period) that includes an-
nouncement date (day 0) and other days of interest (e.g., “day –
30” prior to the announcement or “day +1” after the an-
nouncement): 

.           (2)           ˆˆ jtmtjjjtjt RbaRAR ε=−−=

The cumulative abnormal return (CAR) is the sum of ab-
normal returns for each sample firm for the announcement per-
iod from day t0 to day t1. 

∑
=

=
1

0

),( 10

t

tt
jtj ARttCAR              (3) 

If stock prices reflect all currently available information fol- 

                                                               
4) As an alternative to the market model, CAPM (Capital Asset Pricing Model) can be used 

as the correct process to explain the underlying distribution of returns over the event period. The 
choice as to which model is used to estimate the abnormal return really depends on which gen-
erating procedure is the appropriate model for the reality. 
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Table 1. Average abnormal returns (AAR) and average cumulative abnormal returns (CAAR) for a 36-day sample. 

Day AAR(Tot) CAAR(Tot) AAR(Dom) CAAR(Dom) AAR(Int) CAAR(Int) 
5 -0.009082  -0.117036  -0.012086  -0.051087  -0.005444  -0.196868 
4 -0.010829  -0.107954  0.002841  -0.039000  -0.027377  -0.191424 
3 -0.008599  -0.097125  0.001804  -0.041841  -0.021192  -0.164048 
2 0.001044  -0.088526  0.004096  -0.043645  -0.002650  -0.142856 
1 -0.004187  -0.089571  -0.004291  -0.047741  -0.004062  -0.140206 
0 -0.010804  -0.085383  -0.003866  -0.043451  -0.019202  -0.136144 
-1 -0.010812  -0.074580  -0.006376  -0.039585  -0.016181  -0.116942 
-2 0.007993  -0.063768  0.000653  -0.033209  0.016878  -0.100761 
-3 -0.002323  -0.071761  0.003198  -0.033862  -0.009006  -0.117640 
-4 0.004125  -0.069438  -0.002199  -0.037060  0.011781  -0.108633 
-5 -0.007588  -0.073563  -0.006732  -0.034860  -0.008624  -0.120415 
-6 -0.001522  -0.065975  0.006935  -0.028128  -0.011759  -0.111791 
-7 0.000967  -0.064454  0.004331  -0.035063  -0.003105  -0.100032 
-8 -0.011912  -0.065421  -0.013217  -0.039394  -0.010332  -0.096928 
-9 0.003473  -0.053509  -0.003543  -0.026177  0.011965  -0.086595 
-10 0.002922  -0.056982  0.005018  -0.022634  0.000385  -0.098561 
-11 0.001602  -0.059904  -0.000755  -0.027652  0.004456  -0.098946 
-12 0.008157  -0.061507  0.001746  -0.026898  0.015918  -0.103402 
-13 0.009184  -0.069664  0.012437  -0.028644  0.005247  -0.119319 
-14 -0.018709  -0.078848  -0.017755  -0.041081  -0.019863  -0.124566 
-15 -0.012217  -0.060139  -0.010989  -0.023326  -0.013703  -0.104703 
-16 -0.002568  -0.047922  0.001615  -0.012336  -0.007632  -0.091000 
-17 -0.007939  -0.045354  -0.002219  -0.013952  -0.014864  -0.083367 
-18 -0.007087  -0.037415  -0.007477  -0.011733  -0.006615  -0.068503 
-19 -0.007266  -0.030328  -0.004568  -0.004256  -0.010532  -0.061889 
-20 0.003757  -0.023062  0.003215  0.000312  0.004415  -0.051357 
-21 -0.002151  -0.026819  -0.001327  -0.002902  -0.003148  -0.055771 
-22 -0.006529  -0.024668  -0.006105  -0.001575  -0.007042  -0.052623 
-23 0.004839  -0.018140  0.001837  0.004530  0.008474  -0.045581 
-24 -0.005288  -0.022979  -0.008418  0.002693  -0.001500  -0.054055 
-25 0.001246  -0.017691  0.005043  0.011111  -0.003350  -0.052555 
-26 0.000494  -0.018937  0.011806  0.006068  -0.013201  -0.049205 
-27 -0.012476  -0.019430  -0.013494  -0.005739  -0.011244  -0.036004 
-28 -0.001649  -0.006954  0.006288  0.007755  -0.011257  -0.024760 
-29 0.001121  -0.005305  0.007261  0.001467  -0.006312  -0.013503 
-30 -0.006426  -0.006426  -0.005794  -0.005794  -0.007191  -0.007191 

a. The average abnormal return (AAR) is the average abnormal returns for each sample firm on the day t. 
b. The cumulative average abnormal return (CAAR) is the sum of average abnormal returns for each panel over the announcement period, from day -30 to day t. 

 
lowing the semi-strong form version of the efficient market 
hypothesis, then the impact of the publicly announced infor-
mation, such as an M&A announcement, can be measured us-
ing this abnormal return. If sample firms are grouped into port-
folios in a manner randomizing all other effects, then the port-
folio average residual can be interpreted as a wealth effect due 
to the M&A. In other words, if there were no abnormal 
changes in the value of the firm associated with the M&A ac-
tivity, we should observe no pattern in the residuals. They 
would fluctuate around zero and on average would equal zero. 

Appropriate tests can be used to determine whether such 
measured wealth effects differ significantly from zero. For 
this purpose, t-statistics was used to assess the statistical 
significance of CAR and constructed as follows: 

N
S

ttCAR
T

N

j
j ),( 1

1
0∑

== ,               (4)            

where N is the number of firms, and S is the estimated stan-
dard deviation of the CAR. 

2. Sample Selection Procedure 

We located the announcement dates of M&As in the teleco-
mmunications service industry for the 1997-2000 period at 
BusinessWire.Com. Financial data, such as revenue and net 
incomes of the sample firms, was collected from Hoover’s 
Inc. and the Securities & Exchange Commission (SEC). The 
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Table 2. Market reactions (CARs) surrounding the announcement 
periods (both domestic and international M&A: N = 42). 

 Mean Std. Dev. t-stat 
CAR(-30,5) -0.117 0.301 -2.518** 
CAR(-30,0) -0.085 0.223 -2.473** 
CAR(-5,5) -0.051 0.167 -1.978* 
CAR(-5,0) -0.019 0.102 -1.238 
CAR(-3,3) -0.028 0.152 -1.182 
CAR(-3,0) -0.016 0.102 -1.012 
CAR(-1,1) -0.026 0.0934 -1.783 
CAR(-1,0) -0.022 0.074 -1.882 
Test Result Partially accepted H1 

 
a. The cumulative abnormal return (CAR) is the sum of abnormal returns for 
  each sample firm over the announcement period, from day t0 to day t1: 

,),(
1

0
10 ∑

=
=

t

tt
ARttCAR jtj

 

where =−= − mtjjjtjt RbRAR a ˆˆ .jtε  

b. ** (*) Significant at p<0.01 (0.05) [two-tail test]. 

 

Table 3. Market reactions (CARs) to international M&As 
(international M&A: N = 19). 

 Mean Std. Dev. t-stat 
CAR(-30,5) -0.197 0.339 -2.530** 
CAR(-30,0) -0.136 0.241 -2.462** 
CAR(-5,5) -0.085 0.207 -1.780 
CAR(-5,0) -0.024 0.118 -0.898 
CAR(-3,3) -0.055 0.196 -1.231 
CAR(-3,0) -0.028 0.127 -0.942 
CAR(-1,1) -0.039 0.111 -1.554 
CAR(-1,0) -0.035 0.081 -1.905 
Test Result Accepted H2 

 
a.The cumulative abnormal return (CAR) is the sum of abnormal returns for

each sample firm over the announcement period, from day t0 to day t1: 

,),(
1

0
10 ∑

=
=

t

tt
ARttCAR jtj

 

where =−= − mtjjjtjt RbRAR a ˆˆ .jtε  

b. ** Significant at p<0.01[two-tail test]. 

 
daily stock price of each firm and the stock market index such 
as the Dow Jones Index and the Nasdaq Index was obtained 
from Yahoo! Inc. 

We considered only firms classified as either one of the 
following industries by Hoover’s Inc.: 1) Local Telecom & 
Private Transmission Services, 2) Long-Distance Carriers, 
and 3) Wireless Communications Services. To restrict our 
attention to the investors’ perceptions of the recent tele-
communications firm’s M&A, we eliminated the firms 

Table 4. Market reactions (CARs) to domestic M&As 
(international M&A: N = 23). 

Df=23-1 Mean Std. Dev. t-stat 
CAR(-30,5) -0.051 0.255 -0.961 
CAR(-30,0) -0.043 0.204 -1.020 
CAR(-5,5) -0.023 0.123 -0.893 
CAR(-5,0) -0.015 0.088 -0.834 
CAR(-3,3) -0.005 0.101 -0.227 
CAR(-3,0) -0.007 0.077 -0.396 
CAR(-1,1) -0.015 0.078 -0.894 
CAR(-1,0) -0.010 0.068 -0.719 
Test Result Accepted H2 

a.The cumulative abnormal return (CAR) is the sum of abnormal returns for 
each sample firm over the announcement period, from day t0 to day t1: 

,),(
1

0

10 ∑
=

=
t

tt
ARttCAR jtj

 

where =−= − mtjjjtjt RbRAR a ˆˆ .jtε  

 

Table 5. Market reactions (CARs) to international vs. domestic 
M&As (international vs. domestic M&A: N = 42). 

 
Mean 

(Dom.) 
Mean 
(Int.) 

Mean difference 
(Int. – Dom.) 

t-stat 

CAR(-30,5) -0.051 -0.197 -0.146  -1.551#  
CAR(-30,0) -0.043 -0.136 -0.093  -1.316#  
CAR(-5,5) -0.023 -0.085 -0.062  -1.175  
CAR(-5,0) -0.015 -0.024 -0.009  -0.277  
CAR(-3,3) -0.005 -0.055 -0.051  -1.052  
CAR(-3,0) -0.007 -0.028 -0.021  -0.646  
CAR(-1,1) -0.015 -0.039 -0.025  -0.833  
CAR(-1,0) -0.010 -0.035 -0.025  -1.065  
Test Result Partially accepted H2 

 
a.The cumulative abnormal return (CAR) is the sum of abnormal returns for

each sample firm over the announcement period, from day t0 to day t1: 

,),(
1

0

10 ∑
=

=
t

tt
ARttCAR jtj

 

where =−= − mtjjjtjt RbRAR a ˆˆ .jtε  

b. # Significant at p<0.10 [one-tail test]. 

 
that announced their M&As before 1996. This resulted in 
a final sample of 42 firm-event observations of acquiring 
firms. 

V. RESULTS AND DISCUSSIONS 

1. Main Findings 

Estimation results of investors’ reactions to the M&As sur-
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rounding their announcement dates are reported in Table 1 
and Table 2. These tables present average CARs, standard 
deviation, and t-value for each announcement period in 
which day zero is the announcement date. 

Partially consistent with the hypothesis that the stock 
market reacts negatively to M&A announcements, the re-
sults in Table 1 show that the CARs from day –30 to day 
+5 and from day –30 to day 0 are –0.117 and –0.085, re-
spectively, and statistically significant at the 1 percent level. 
For the return window of [-5, 5], the market reaction is still 
negative and significantly different from zero at the 5 per-
cent level. However, we were unable to find significantly 
negative investors’ reactions to the announcements for the 
shorter return windows of [-5,0], [-3, 3], [-3, 0], [-1, 1], and  
[-1, 0]. 

At this point, we considered two potential reasons for the 
somewhat inconsistent results for different announcement 
periods (i.e., return windows). First, shorter return windows 
may not be appropriate to reveal investors’ reactions to the 
M&As due to information leakage. This is particularly 
plausible in that M&As involving telecommunications 
firms are routinely exposed to broad debates before their 
announcements due to their public nature of business and 
regulatory concerns. In other words, investors are likely to 
be informed of the event well before the official M&A an-
nouncement, thereby resulting in early market reaction. 
Second, a small sample size of 42 observations may have 
prohibited us from detecting consistent results. A larger 
sample size is necessary when conducting an event study 
because it helps to distinguish the pure announcement ef-
fect in a short period of time. 

Collectively, however, our results indicate that M&A an-
nouncements by telecommunications firms are, on average, 
perceived as bad news by the market. As discussed in the 
preceding paragraph, our results largely support the synergy 
trap hypothesis that predicts a negative market reaction to 
M&A announcements. 

Next, we provide evidence that the significance of the 
synergy trap hypothesis is mainly driven by a sub sample 
of international M&As. The results in Table 3, where 
CARs and corresponding t-statistics with international 
M&A announcements are reported, are qualitatively the 
same as those reported in Table 2 except that the CAR for 
the return window of [-5, 5] loses its statistical significance. 
In contrast to these results, Table 4 shows that market reac-
tions to domestic M&A announcements are statistically in-
significant. We perform a t-test to compare the market reac-
tions to international versus domestic M&As and find the 
difference (International CAR – Domestic CAR) is statisti-
cally negative at the 10 percent level for the return win-

dows of [-30,5] and [-30,0]. Hence, the results in Table 3 – 
Table 5 support our second hypothesis that negative market 
reaction to M&As is more prevalent in cross-border M&As 
than in domestic M&As. 

Our test results are consistent with those in prior research 
by demonstrating that an M&A has an adverse impact on the 
investors’ perceptions of the acquiring firm’s performance. 
Researchers provide two common explanations for why 
M&A announcements convey bad news to market partici-
pants. First, as Sirower [5] argued, expected synergy rarely 
justifies the premium paid and many acquisitions’ premiums 
require performance improvements that are virtually impos-
sible to realize even for the best managers in the best of in-
dustry conditions.5) Second, as maintained by Reed and La-
joux [15], M&A deals will become more complex as cross-
border cultural, financial, and monetary effects are factored 
in, as mergers “go international”.6) A recent survey by Arthur 
Anderson [16] also indicated that two-thirds of businesses in 
the fields of technology, media and communications report 
that M&As generate negative impacts on their business. This 
is caused by a lack of success in overcoming systems and 
cultural integration issues and resistance to change that is 
usually prevalent in a cross-border M&A. 

The same problems associated with M&As in general are 
also found in the telecommunications industry. In spite of 
these problems, telecommunications firms are still actively 
pursuing M&As to reap benefits such as decreased average 
cost and increased network externality from having an econ-
omy of scale and a global network.7) 

2. Post-M&A Performance of the Acquiring Firms 

To further investigate whether an observed negative mar-
ket reaction is supported by the acquiring firm’s performance 
during the subsequent period, we examined changes in reve-
nue, operating income and net income of the bidder. Consid-
ering that the most commonly cited benefits of successful 
deals relate to the acquisition of technology and growth in 
size, the results in Table 6 appear to support the notion. 
Revenue of each acquiring firm increased as expected. How-
ever, a majority of the bidder firms experienced decreases in 
both operating income and net income performance meas-
ures. Regarding operating income, 10 out of the 17 M&A 
deals experienced negative changes during the subsequent 

                                                               
5)  In the equation of “Expected Performance = Expected NPV = Expected Synergy–  

Premium”, the expected performance is positive only when the expected synergy is higher 
than the premium paid. 

6) In addition, the integration problem may more serious when the M&A is  
going international. 

7)  A network externality exists when the amount that one party is willing to pay for ac-
cess to a network depends on who or how many other parties are connected to it. 
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Table 6. Post-M&A performance of acquiring firms. 
(in million dollars)

Acquiring Firm Target Firm 
Announcement 

Date 
∆ in 

Revenue 
∆ in 

Op. Income
∆ in 

Net Income 
SBC Communications Pacific Telesis 96-04-01 3,325.0 -1,900.0 -1,458.0 
Qwest Communications SuperNet 97-10-01 2,011.0 -742.0 -837.0 
WorldCom MCI 97-11-09 13,229.0 -1,900.0 -1,458.0 
Intermedia Communications LDS Communications Group 97-12-17 610.0 -283.0 -519.0 
AT&T Corp. TCG 98-01-09 10,814.0 4,023.0 1,201.0 
SBC Communications Ameritech Corp. 98-05-11 6,383.0 3,996.0 4,072 
Bell Atlantic GTE Corp. 98-07-27 2,980.0 3,154.0 1,747.0 
Vodafone AirTouch 99-01-16 8,414.6 530.3 75.9 
Mannesmann AG Vodafone AirTouch PLC 99-02-04 1,181.0 -57.4 -234.6 
AT&T Canada MetroNet Communications Corp. 99-03-04 954.6 -161.6 -211.4 
WorldCom SkyTel Communications 99-05-29 21,412.0 5,403.0 6,822.00 
Metromedia Fiber Network AboveNet Communications 99-06-23 151.8 -334.5 -408.2 
AT&T Corp. Netstream 99-08-24 12,758.0 1,305.0 -1,729.0 
Viatel, Inc. Destia Communications, Inc. 99-08-27 614.3 -256.2 -1,413.4 
Global Crossing Racal Telecom 99-10-11 3,364.9 -1,515.9 -1,579.1 
Quest Communications US West 99-11-02 14,367.3 3,482.2 763 
RSL Communications, Ltd. VIP Tietoverkot Oy 99-12-16 14.0 -60.9 -27.8 

 

year.8) This tendency becomes slightly more apparent for net 
income: 11 out of 17 deals exhibited negative changes in net 
income. 

Thus, our evidence of negative impacts on the bidders’ busi-
ness after an M&A reinforced our main finding that market 
participants, on average, perceive M&As to be detrimental to 
the shareholder’s value. Our results also suggested that value 
creation or synergy realization through M&A deals is not war-
ranted even though it may increase the firm’s size. Our findings 
are consistent with those reported by Ferris and Park [1] where 
acquiring telecommunications firms are found to experience 
post-merger underperformance. 

VI. SUMMARY AND CONCLUSIONS 

This study examined how market participants react to M&As 
involving telecommunication firms. Consistent with the synergy 
trap hypothesis that predicts a negative market reaction to an 
M&A announcement, our results show that the acquiring firms’ 
average cumulative abnormal returns (CARs) surrounding 
M&A announcements are negative. The analysis also supports 
the hypothesis that cross-border M&A deals are the main insti-
gator of negative market reaction. Further, our evidence of nega-

tive impacts on the bidder’s operating performance in the form 
of changes in revenues and net income after an M&A reinforces 
our main finding that market participants, on average, interpret 
M&As by telecommunications firms as bad news. 

                                                               
8) As stated in subsection Ⅳ.2, our sample consists of 42 firm-event observations. The 

sample size for the test of post-merger performance is reduced mainly because our initial sam-
ple also included M&A announcements for the year 2000 of which subsequent performance 
measures were not available at the time of the analysis. Some other observations were deleted 
when the same firms announced M&A activities twice or more in the same year. 

This study makes two major contributions to the extant 
literature. First, it sheds light on the validity of the recent wave 
of M&As in the telecommunication industry by providing evi-
dence to suggest that synergy and shareholder’s market value 
creation are not necessarily associated with M&As. Second, 
negative market reaction driven mainly by international M&As 
provides additional support for the assertion that a lack of suc-
cess in overcoming systems and cultural integration issues 
plays a critical role in the failures of M&As (e.g., Arthur Ande-
rson [16]). 
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