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Abstract

Investors invest in shares with the objective of attaining financial benefits. This study discusses
the number of merger-based investments made by investors and the number of times such
investments have resulted in a loss for them. This study analyses the association between
frequency of merger-based investment decisions of investors and their demographic profile. This
study also tries to measure the influence of investor’s awareness about mergers on their
frequency of merger-based investments. This study is based on primary data. Data have been
collected from equity investors in Puducherry and Chennai. The statistical tools of frequency
analysis, chi-square analysis, correspondence analysis and structural equation modeling (SEM)
have been applied to analyze the collected data. This study finds that investors have meagerly
sustained loss due to merger announcements. This study also finds that there is a strong
association between frequency of merger-based investment decisions of investors and their
demographic profile. Finally, this study reveals that investor’s level of awareness about mergers

is strongly influencing their frequency of merger-based investments.
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Introduction
Strategic planning is drafted and implemented in a phased manner. The process of strategic

planning may be laid down as under:

Purpose Assessment Objective Strategy

Fig. 1: Process of Strategic Planning

Strategic planning process starts with assessing the purpose or need for strategy formulation.
Assessment includes environmental and organizational assessments. In the case of former
assessment, external threats and opportunities are assessed while in the case of latter, internal

threats and weaknesses are assessed.

Merger is the most important strategy used by the business enterprises to achieve an immediate
growth in the business and to increase the shareholders wealth. Corporate events such as mergers
are aimed at providing some financial benefits for shareholders. However, such events may
sometimes, result in losses for shareholders. This study tries to discuss the number of merger-
based investments made by investors and the number of times such investments have resulted in

a loss for the investors.

Review of Literature

Intrisano & Rossi (2012) have analyzed the effect of shareholders value due to M&A deals
which were struck during 1994-2005. During this period, 640 M&A deals were registered, which
included 438 mergers and 202 acquisitions (Bank of Italy’s Bollettini di Vigilanza). Based on 35
merger and 37 acquisition deals, the study estimated the combined AR and CAR of the target
and bidder companies. Results revealed that M&A deals brought about value creation for target

companies while shrunk in value for bidder companies.

Kao, Lin & Xu (2012) studied the performance of financial holding companies (FHCs) in
Taiwan using DEA technique. The study has used operating expenses (1), interest expenses (12),
non-interest expenses (13) and fixed assets (I4) as input variables while interest incomes (O1),
non-interest incomes (O2) and investments (O3) have been taken as output variables. The study

has revealed that the technical efficiency of companies have not improved after merger deals.
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Singh & Mogla (2008) have analysed the impact of merger deals on profitability of acquiring
firms by considering 56 merger deals struck during 1994-2002. The study used the variables of
return on capital employed, profit before depreciation, interest and taxes, net assets by net capital
employed, return on net worth, profit after tax, net worth, profit margin, net sales, interest
coverage, net capital employed and No. of years. The study has found that profitability of the
companies have declined after merger deals while the group firms’ performance has been better

than the non-group companies.

Yin & Shanley (2008) have discussed the factors which influence companies choosing either
M&A or alliances for expansion. The authors have identified three dimensions which influence

such a choice.

Christensen (2006) has analyzed the effect of large company acquisition on creativity and
innovativeness of smaller companies by surveying employees, functional managers and the
employees of research section. The study has found that the driving force of smaller companies
gets influenced by acquisition deals of larger companies. Couturier & Kumbat (2000) have
concentrated on the merger case of Tampa Electric and Peoples Gas System by giving an insight

into developments in costing methodology for the combined entity.

Research Methodology

This present literature is descriptive in nature. This study is based on primary data. Primary data
have been collected from 513 equity investors by administering a well-structured interview
schedule. Investors in Puducherry and Chennai have been considered as the population of this
study. Researcher has also conducted pilot study with 59 investors. The statistical tools of
frequency analysis, chi-square analysis, correspondence analysis and SEM have been applied in
this study. The statistical packages of Microsoft Excel, SPSS 19 and SmartPLS have been used
to analyse the collected data.

Frequency of Merger-Based Investments and Those Resulted In Losses
The number of merger-based investments made by the investors surveyed and the number of

times such investment has resulted in loss has been portrayed in Table 1.
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Table 1: Frequency of Merger-Based Investments and Those Resulted In Losses -

Frequency Analysis

Frequency of Merger-
S.No. | No.of Times | Based Investments Losses
Frequency | Percent Frequency Percent
1. <2 209 40.7 431 84.0
2. 2-4 262 51.1 80 15.6
3. 5-6 35 6.8 2 0.4
4, >6 7 14 - -
Total 513 100.0 513 100.0

It can be inferred from Table 1 that majority of the investors (262 or almost 51 percent) have
made merger-based investments two to four times while 209 investors have made less than two
such investments. Seven percent of the investors have invested five to six times while merely
seven investors have invested more than six times based on merger announcements.
Furthermore, it can be observed from the table that almost 84 percent of the investors have
sustained loss due to merger announcements for less than two times while merely couple of them
have sustained loss five to six times. Hence, it can be said that investors are investing in shares
based on merger announcements of corporates while investors have meagerly sustained loss due

to merger announcements.

Association between Frequency of Merger-Based Investment Decisions of Investors and
Their Demographic Profile

Profile of investors comprises of personal profile of investors and their investment-
related characteristics. This section shall highlight the association prevalent between the profile
of investors and their merger-based investment decisions.

Table 2: Association between Personal Profile and Frequency of Merger-Based Investment

Decisions
Investments based on
mergers (No. of times)
Value Sig.
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Gender 4.494 0.213
Age 20.912 0.013
Educational qualification 7.240 0.841
Occupation 108.932 0.000
Monthly income 45.843 0.000
Family members 51.625 0.000
Dependents 53.394 0.000
Income earning members 14.394 0.109
Family members in share market 27.080 0.001
Savings 41.252 0.000

Table 2 displays that significance values in respect of majority of demographic variables
are less than the threshold limit of 0.05 suggesting that the demographic characteristics of
investors are closely associated with their merger-based investment decisions.

Table 3: Association between Personal Profile and Frequency of Merger-Based Investment

Decisions
<2 2-4 5-6
Age <30 30-50 -
Self-employed,
_ Employed- )
Occupation - Employed-Private
Govt. sector ]
sector & Professional
Monthly Income <Rs. 15,000 | - Rs. 30,001-Rs. 45,000
Family Members 3 - -
Dependents 0&1 3 4
Family ~ Members
Investments in Share | - - -
Market
Savings <10% 10-15% -

The results of correspondence analysis have been compiled in Table 3. It can be inferred from

the table that investors aged less than 30, those employed in government sector, those with
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income of less than Rs. 15, 000, those having family with three members, those having one or no
dependent and those saving less than ten percent have made less than two merger-based
investments. Investors aged 30-50 years, those having three dependents, those saving 10-15
percent have made 2-4 merger-based investments. The self-employed and privately employed
investors, professionally qualified investors, those with income of Rs. 30,001-Rs. 45,000 and
those having four dependents have made 5-6 merger-based investments. Hence, it can be said
that number of merger-based investments made by an investor is closely associated with their
income.

Table 4: Association between Investment-Related Characteristics of Investors and

Frequency of Merger-Based Investments

Investments based on

mergers (No. of times)

Value Sig.
Investment avenues 28.368 0.000
Period of investments 59.385 0.000

Equity investment avenues | 34.958 0.000
Money in equity 34.700 0.001

Table 4 displays that all investment-related characteristics of investors are associated with
merger-based investments made by them at one percent level. Hence, the frequency of merger-
based investment decisions made by investors is closely associated with their investment-related

characteristics.
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Fig. 2: Association between Investment-Related Factors and Frequency of Merger-Based

Investment Decisions

Figure 2 clearly indicates that investors with low financial maturity, experience of less than 5

years in share market and those who have invested less than 20 percent in equity market have

made merger-based investments for less than two times. However, those investors with high

financial maturity, those with experience of 5-10 years in stock market, those who have invested

in equity and mutual funds and those who have invested 21-40 percent of their total investment
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in equity have made merger-based investments for 2-4 times. Investors with experience of 11-15
years in stock market have made merger-based investments for 5-6 times. It can be observed
from the above discussion that level of experience in stock market and degree of financial
maturity possessed by investors exert a direct bearing on the number of merger-based

investments made by them.

Level of Awareness about Mergers
This section tries to measure the level of awareness among investors about mergers.
Frequency analysis reveals that the majority of investors are aware about the motives behind

mergers.

Influence of Awareness about Mergers on Frequency of Merger-Based Investments
This section measures the influence of awareness level of investors about mergers on their
frequency of merger-based investments using path analysis. Figure 3 displays the results of path

analysis.

0.000 3.505 . 0.000
q22 q28

awar fam
Fig. 3: Influence of Awareness about Mergers on Frequency of Merger-Based Investments

Where, awar - awareness level of investors; fom - frequency of merger-based investments;
It can be inferred from Figure 3 that t value is 3.605, which is greater than 2.58, implying that
awareness level of investors about mergers is influencing their frequency of merger-based

investments at one percent level.

Conclusion

Corporates striking merger deals have the primary objective of maximizing shareholders wealth.
This study finds that the investors are investing in shares based on merger announcements of
corporates while investors have meagerly sustained loss due to merger announcements. The
existence of significant association between frequency of merger-based investments and profile

characteristics of age, occupation, monthly income, number of family members, number of
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dependents, number of family members engaged in share market, savings, investment avenues,
period of investments, equity investment avenues and money in equity has been established.

This study also reveals that awareness level of investors about mergers is influencing their
frequency of merger-based investments.
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