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Abstract: This research examines market reactions toward mergers and acquisitions (M&As) in telecommunications firms 
in Asia-Pacific which covers 17 firms that have conducted Mergers and Acquisitions over 2011-2014 by measuring the 
abnormal return during 10 days before and 10 days after M&A announcement with the estimation period of 100 days. The 
object of this research was to measure the announcement effect on share return, trading volume and share price volatility by 
conducting event study. While, to analyze the return of CARs (Cumulative Abnormal Returns) during the event window is 
computed and AVARit(Average Volatility Abnormal Return) is calculated to know the share price volatility. The firm’s 
characteristics such as profitability, leverage, and firm’s age were also analyzed in this study to know whether those 
characteristics has an impact on share return, trading volume and share price volatility within the M&A announcements. The 
result shown that there is no significant different between the abnormal return before and after announcement. The same 
results are also shown in both trading volume and volatility (AVAR) before and after announcement. Furthermore, the firms’ 
characteristics have no significant impact on both CAR and AVAR with the total impact of 26.6% and 9.12% respectively; 
meanwhile the remaining 73.4% and 90.88% are contributed by another variable that is not included in this research. Relates 
to the market efficiency theory, this market is considered as semi-strong market efficient. 
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I. INTRODUCTION 
 
The telecommunications sector is a quite competitive 
industry which forces the companies to keep 
enhancing their strategy to survive in the 
market.Many industries are trying to expand their 
business through mergers and acquisitions (M&A) 
which is considered as an essential business strategy 
that creates value for shareholders and achieve 
commercial objectives. Most probably, these strategic 
are chosen in order to affect shareholder value of 
companies [1]. Moreover, the M&A are often looked 
as an opportunity to jump-start growth. Besides the 
growth related to the firm’s motive in the M&A, 
Gaughan (2011) also examines the types of synergy 
that can be attained through M&A. These are 
operating synergy and financial synergy [6].  
Several studies regarding the impact of merger and 
acquisition have been conducted by some researchers 
and their results differ from one researchers to 
another. Refer to Abdi et al. (2001) who found that 
from the observations of 60 companies involved; 
including target companies and acquirer companies 
for each; “the total results indicate that the target 
companies earned positive CAR (Cumulative 
Abnormal Return), while shareholders of the 
acquirer/bidder companies showed negative CAR, at 
the time the deals were announced”. Meanwhile, the 
negative abnormal return also occurs in bidding firms 
[4]. 
In Asian market, M&A contributed a crucial role in 
leading the companies to grow, since most of 
countries in this region are still developing countries. 
A high profit deals were expected to be earned by 

Asia-Pacific markets in technology, 
telecommunication, media and entertainment and 
consumer as reported by Intralinks Deal Flow 
Indicator that show global M&A deals in Asia-Pacific 
up 18% for the year 2014. According to WilmerHale 
MA Report, “global telecommunications sector 
increased 11%, from 696 deals in 2012 to 775 deals 
in 2013”.  
The announcement of mergers and acquisitions can 
affect the market’s reaction. As a result, the share 
prices can fluctuate during the M&A time period. The 
return of the sales as one of indicators to measure 
shareholder value. Investors may well interpret such 
announcements in a variety of ways, causing 
increased price volatility [5]. The share returns and 
trading volume as indicators as the market reaction is 
not only reflected by the changes of stock prices, but 
also by looking at the trading activity which can be 
seen from the trading volume of the stocks itself.. It 
relates to the goal of corporate that obviously to 
pursue shareholder value maximization, in which 
every investor will seek the profit from the return 
either in long-term or short-term investment. 
Additionally, the importance of firm’s characteristics 
such as age, profitability, and leverage are also 
included in this research as those factors are part of 
corporate disclosure. The fundamental analysisis the 
cornerstone of investing. In fundamental analysis, it 
includes quantitative analysis that can be measured 
by looking at company’s financial statement. Despite 
of the number of M&A deals are increasing, the 
studies related to M&A occurring in Asian and 
resulting abnormal return in Asian markets are still 
few due to the market is considered as still an 
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emerging market [11]. Hence, this research came up 
with several research objectives, as follow: 
1. To know whether mergers and acquisitions in 

Asia-Pacific telecommunication firms 
significantly impact on the different share return 
before and after its announcement. 

2. To know whether mergers and acquisitions 
Asia-Pacific telecommunication firms 
significantly impact on the difference in trade 
volume before and after its announcement. 

3. To know whether merger and acquisition 
announcements in Asia-Pacific 
telecommunication firms significantly impact 
on the different in volatility of share prices 
before and after its announcement. 

4. To know whether specific firm’s factors (age, 
profitability, leverage) significantly affect the 
abnormal returns and volatility surrounding the 
merger and acquisition announcements. 

5. To know whether specific firm’s factors (age, 
profitability, leverage) have a significant 
correlation on CAR and AVAR surrounding the 
merger and acquisition announcements. 

 
THEORETICAL REVIEW AND RESEARCH 
METHODOLOGY 
 
2.1. Market Efficiency 
The efficient market hypothesis (EMH) is the 
proposition that current stock prices fully reflect 
available information about the value of the firm, and 
there is no way to earn excess profits or abnormal 
returns by using this information (Clarke et al., 2001). 
According to Cai (2013), the efficient market 
hypothesis asserts that financial markets are efficient. 
There are three forms of market efficiency proposed 
by Eugene Fama in Clarke et al (2001): weak form, 
semistrong-form, and strong form 
2.2. Volatility Effect 
The announcement of certain firm’s action with the 
purpose of increasing shareholder value is along with 
risks. The investors interpret the firm’s action; for 
instance merger and acquisition, as beneficial 
opportunity to increase the shareholder value; 
meanwhile, some of them may interpret it negatively 
and even avoid the possible risks that may arise from 
M&A instead of investing in that stocks. The variety 
ways of investors in interpreting such firm’s business 
strategy lead to increase price volatility [5]. As the 
results, share return on the period of the 
announcement becomes uncertain; it could be very 
high or even extremely low. 
2.3. Trading Volume 
Trading volume activity (TVA) defines the ratio 
between the number of stock traded and the number 
of stocks circulated in a certain period. This is a part 
of technical analysis that can affect the investors to 
determine the action and also to see the market 
reaction. The market reaction is not only reflected by 
the changes of stock prices, but also by looking at the 

trading activity which can be seen from the trading 
volume of the stocks itself. The availability of stock 
trading activity decision made by investors also can 
be seen from the change in the trading volume of 
stock in stock market [9]. Mostly, the increasing of 
trading volume is assumed that the market will be 
profitable as the investors raised the amount of their 
investment in certain stocks.  
2.4. Firm’s Characteristics  
There are several researchers that conducted an 
extensive empirical literature linking average return 
and firm characteristics document the relation 
between profitability and average returns; Titman, 
Wei, and Xie (2004) and Anderson and Garcia-Feijo 
(2006) relate investment to average returns [10]. 
Conversely, Ang, Hodrick, Xingm and Zhang (2006, 
2009) in (Kogan and Papanikolaou, 2012) examine 
the negative relation between idiosyncratic volatility 
and average returns [10]. There are many variables 
that can be considered as firm’s characteristics. 
Nevertheless, this research will only cover three of 
them which are firm age, profitability, and financial 
leverage. 
 
2.5. Empirical Design 

Market Model 
Share price performance from the estimation period 
of 100 days and the event window t= -10 to t= +10 
days will be used to estimate the parameters of the 
market model, and the rate of return on the share 
price of firm j on day t is expressed as: 

Rjt= αj + βjRmt + εjt  (1) 
 
Where: 
Rit= Normal return 
푅 = Return on a market index 
βi= Sensitivity of firm ito the market (risk) 
αi = the mean over the period (average return for 
company) 
εit= statistical error (Rit actual-Rit predicted) 

 

Fig.1 Estimation Period and Event Period 
Abnormal Return 

The prediction error (the difference between the 
actual return and the predicted normal return), 
calculated from following equation: 

 
ARi,t=Ri,t – E[Ri,t]  (2) 
 

Where: 
퐴푅 = Abnormal return for the firm on day t 
Ri,t = Normal return 
E[Ri,t]= Expected return 
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Cumulative Abnormal Return 
The daily abnormal return are summed over the event 
window to derive the cumulative abnormal returns 
(CARs). In this section, the 21 days event period will 
be analyzed is from t-10 to t+10. 

 
CARi,t= ∑ 퐴푅 ,   (3) 

 
Where: 
퐶퐴푅 , = The cumulative abnormal return for the 
firm over the event window (t) 
퐴푅 , = Abnormal return of stock i at date a, in 
which in this study it begins on t10 to t 
 
Average Volatility Abnormal Return 
The volatility of the return on stock i at date t 

(AVARit) is calculated as follows: 
 

AVARit=   (4) 

 
Where: 
휎 = the standard deviation of abnormal return in 
the estimation period. 
 
Regression Model 
The following model is used to test if the firm’s 

characteristics; i.e. age, profitability, and leverage 
would affect the CAR and AVAR of the bidder firms.   
 

푌= β0 + β1X1 + β2X2 + β3X3 +e (5) 
 
Where: 
푌 = AVAR, CAR dependent variable 
X1 =  Age independent variable 
X2 = Profitability independent variable  
X3 = Leverage independent variable 
β0 = Intercept 
β1, β2, β3= Regression Coefficient 
e = Residual (error) 

 
2.6. Hypothesis 

The hypothesis proposed in this research are as 
follow: 

H1: Mergers and acquisitions in Asia-Pacific 
telecommunication firms significantly impact on 
the different share return before and after its 
announcement. 
H2: Mergers and acquisitions in Asia-Pacific 
telecommunication firms significantly impact on 
the different in trade volume before and after its 
announcement. 
H3: Merger and acquisition announcements in 
Asia-Pacific telecommunication significantly 
impact on the different in volatility of share 
prices before and after its announcement. 
H4a: Firms characteristics (age, profitability, and 
leverage) significantly affect the abnormal 
returns (CAR) surrounding the merger and 
acquisition announcements. 

H4b: Firms characteristics (age, profitability, and 
leverage) significantly affect the volatility 
(AVAR) surrounding the merger and acquisition 
announcements 
H5a: Firm’s factors (age, profitability, leverage) 
have a significant simultaneous correlation 
toward CAR surrounding the merger and 
acquisition announcements. 
H5b: Firm’s factors (age, profitability, leverage) 
have a significant simultaneous correlation 
toward AVAR surrounding the merger and 
acquisition announcements 
H6a: Firm’s factors (age, profitability, leverage) 
have a significant partial correlation toward CAR 
surrounding the merger and acquisition 
announcements 
H6b: Firm’s factors (age, profitability, leverage) 
have a significant partial correlation toward 
AVAR surrounding the merger and acquisition 
announcement. 
 

2.7. Research Methodology 
The research method used is quantitative data, 

since the data which is required to analyze the 
shareholder value is share prices taken from 
finance.yahoo.com, market index which will be 
gathered through the stock exchange where the firms 
are listed, and financial data taken from the firm’s 
financial statements. The sampling method used in this 
research is purposive sampling, in which the sampling 
is adjusted with the author’s purpose. The final sample 
size is 14 telecommunications companies as acquirer 
companies which includes 1 merger and 16 
acquisitions have been announced that are suitable 
with the author’s research object criteria. Shapiro-
Wilk is chosen in this research as this normality 
method is appropriate for testing small sample. The 
Kolmogorov-Smirnov will be used to test the 
distribution sample data for hypothesis 4; the level of 
confidence used in this research, which is 95% or 
having α=5%. The methods of hypothesis test are 
Wilcoxon test and Paired t-test; furthermore, multiple 
linear regression is performed to define how firms’ 
characteristics (X) relates to AVAR and CAR (Y). 
Hence, both F-test and t-test are used to know the 
simultaneous and partial correlation among variables 
respectively. 
 

2.8. Research Framework 

 
Fig.2 Research Framework 



International Journal of Management and Applied Science, ISSN: 2394-7926                                                 Volume-3, Issue-5, May-2017 
http://iraj.in 

Market Reactions Toward Mergers and Acquisitions Announcement in Telecommunication Firms Listed in Asia-Pacific Stock Markets 
 

17 

The market reaction before and after the 
announcement will be both analyzed to examine 
whether there is an implication from the 
announcement toward returns of the stock that will 
affect the shareholder value. The M&A is a part of 
company strategy to obtain both financial and 
operating synergy that are expected to enable the 
company to maximize the shareholder value which is 
“maximization of the market value of existing 
shareholders’ common stock” (Keown et.al, 2005:5). 
The more investors are attracted to invest, the more 
stocks will be traded.  
 
This will also affect trading volume of the stocks. The 
impact of an event on the value of a firm’s stock is 
assessed by calculating the difference between the 
actual returns obtained and the market model returns 
in a relevant period surrounding the event, called 
event period [5] Market model will be used in this 
research to know the return on the days in the period.  
 
While, to analyze the return for several different 
event periods, CARs (Cumulative Abnormal Returns) 
is computed. An approach proposed by Beaver (1968) 
in Fernandez et al. (2011) is used to test the volatility 
hypothesis by calculating AVAR (Average Volatility 
Abnormal Return). Furthermore, after identifying the 
ex-event window and post event window, then it will 
be compared in order to find whether the M&A 
announcement has an impact on trading volume [2]. 
The profitability and leverage include in earnings and 
financial distress groups respectively [10]. Besides 
these two factors, Jorion and Talmor (2001) in 
Fernandez et al. (2011:5) “conclude that the 
importance of compulsory and discretionary 
information depends on the lifecycle of the firm. 
 
RESULTS AND DISCUSSION 
 
The test to find out whether there is a significant 
different for each variable; i.e. AR, Trading Volume, 
and AVAR before the bidder firms announced merger 
or acquisition to public and after it is announced can 
be seen from the p-value in Table 1. The p-value 
obtained for AR, Trading Volume, and AVAR are 
0.356, 0.653, and 0.723 respectively. In accordance 
with the significance level of 95%; overall, mergers 
and acquisitions bring no impact to the acquirer or 
bidder firm’s abnormal return, trading volume, and 
volatility.  In other words, there is no significant 
differences in 10 days before and 10 days after 
merger and acquisition announcement. 
 
Table 1. Wilcoxon Test Results for the Bidder Firms ±ퟏퟎ event 

window 
Variable Z-value p-value 

Abnormal Return (AR) -0.923 0.356 
Trading Volume -0.45 0.653 

AVAR -0.355 0.723 
 

 

Table 2. Interpretation Criteria of Correlation Coefficient 
Coefficient Interval Correlation Level 

0.00 – 0.199 Very Low 
0.20 – 0.399 Low 
0.40 – 0.599 Moderate 
0.60 – 0.799 Strong 
0.80 – 1.00 Very Strong 

Source: Ghozali (2011) 
 
From Table 3, it can be seen that the intercept of 
CAR is -4.410, it means CAR will be at -4.410 if 
variable Age, Profitability, and Leverage is 0. Refer 
to the interpretation criteria of correlation coefficient 
in Table 3, the correlation coefficient (R) of 0.516 
examined the correlation between firms’ 
characteristics and CAR is moderate; while the 
determinant coefficient of 26.6% reflects that 
simultaneously Age, Profitability, and Leverage 
contribute 26.6% to the changes of CAR; meanwhile, 
for the rest 73.4% is the contribution of other 
variables that are not included in this research.  
 
The resulting F-test of 1.577<3.410 shows that Age, 
Profitability, and Leverage does not have a significant 
impact simultaneously on CAR. Compare to CAR, 
AVAR has positive value of intercept of 12.638 if 
variable Age, Profitability, and Leverage is 0; while 
with the R of 0.302, it indicates that firm’s 
characteristics have low correlation towards volatility 
(AVAR). The firm’s characteristics also contributes 
as much as 9.2% to the changes of AVAR, this is 
even lower than the contribution of these 
characteristics to CAR which is 26.6%. In this case, 
the F-test for AVAR has the same results as CAR 
which does not impact significantly on volatility. 

 
Table 3. Regression Results of CAR and AVAR±ퟏퟎ Days  
Event Window 

 
Table 4. t-Test Results of CAR and AVAR on ±ퟏퟎ event 
window 

t-Test CAR AVAR 
Age 2.113 0.594 
Profitability -0.879 -0.150 
Leverage 0.730 -0.466 

 
Another statistical test has been conducted to test 
partial correlation among variables which assessing t-
value (see Table4). With the significant level α of 
0.05, the resulting t-test of CAR show that each 
firms’ characteristic (age, profitability, and leverage) 
does not have a significant partial correlation towards 
CAR. These results are also the same as AVAR 
where none of firm’s characteristics shows partial 
significant impact. 
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CONCLUSIONS 
 
Based on the research result regarding the analysis 
impact of mergers and acquisitions on the differences 
of return of shares, trading volume, and share return 
volatility (AVAR) between 10 days before and 10 
days after M&As announcement with an estimation 
period of 100 days, and further analysis related to the 
impact of firm’s characteristics (age, profitability, and 
leverage) on CAR and AVAR in telecommunication 
firms, it can be concluded that: 
1. AR has no significant different before and after 

the announcement of mergers and acquisitions. 
2. Trading volume has no significant different 

before and after the announcement of mergers 
and acquisitions. 

3. Volatility (AVAR) has no significant different 
before and after the announcement of mergers 
and acquisitions. 

4. Firm specific characteristics (age, profitability, 
and leverage) do not affect significantly toward 
CAR and AVAR as they only affect as much as 
26.6% and 9.12%; meanwhile the remaining 
73.4% and 90.88% are contributed by another 
variable that is not included in this research. 

5. There are no significant simultaneous correlation 
between firm specific characteristics (age, 
profitability, and leverage) towards CAR and 
AVAR since Fcal value shows lower than Ftable 
(1.438<3.410) in CAR and Fcal is lower than Ftable 
(1.431<3.410) in AVAR. 

6. There are no significant partial correlation 
between firm specific characteristics (age, 
profitability, and leverage) toward CAR and 
AVAR  
Hence, according to the efficient market 

hypothesis, the market is categorized as semi-strong 
market efficient as there is no market reaction 

towards the announcement of M&A in both before 
and after the publicly announcement. 
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