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ABSTRACT

This thesis uses the more systematic and independently replicable meta-analytic
methodology, rather than the traditional narrative review, to investigate the impact of
mergers and acquisitions (M&A) on shareholder wealth in Canada and US. The results
show that target shareholders benefit significantly but bidding shareholders do not. US
target shareholders earn significantly higher returns than their Canadian counterparts.
Though US bidding shareholders earn less than their Canadian counterparts. the
difference is not significant. The results did not support the view that published studies
systematically vield significantly higher returns than unpublished ones. A review of a
number of factors hypothesized in the empirical and theoretical literature to moderate the
relationship between M&A and shareholder wealth suggest that whilst some are
significant. others are not. It is also found that the impact of these factors - in terms of
significance and direction of effect - could differ between bidding and target firm

shareholders.
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INTRODUCTION

1.1  Background

Mergers and Acquisitions (M&A) have become part of the daily life of the corporate
world. Over 6,800 M&A valued in excess of US$550 billion, were consummated in the
US in 1996 (Mergers and Acquisitions, March 1997). In Canada, over 800 transactions
valued at over US$36 billion were reported for the same year (Mergers and Acquisitions,
March 1997). Corporations like Beatrice Companies, US Industries and W.R. Grace and
Co. (all of the United States) are reported to have made over one hundred (100)
acquisitions each in a period of thirty (30) years (Green, 1990). M&A have not showed
much regard for boundaries - they cut across nations, industries and corporations of
different sizes, ages and profit (loss) levels. So widespread are M&A that some describe

the situation as Merger Mania (Boesky, 1985).

The theory of finance posits that maximization of shareholder weaith should be the goal
of every business organization. It is not clear, however, whether maximization of
shareholder wealth is the main motivation behind this so-called merger-mania. That,
coupled with the fact that the incidence and patterns of M&A have important implications
for the structure, development and socio-political life of a country (and with the
globalization of the market place, the international community as well), has generated a
lot of research interest in the area. Unfortunately, decades of intensive research have not

been able to conclusively establish the impact of M&A on shareholder wealth.



Jensen and Ruback (1983) in a comprehensive article reviewing the empirical work
presented in over forty (40) papers concluded that “the evidence indicates that corporate
takeovers generate positive gains, that target firm shareholders benefit, and that bidding
firm shareholders do not lose". Subsequent articles which have come to similar
conclusions (i.e., M&A is either wealth-increasing for stockholders of both target and
acquiring firms OR for target firms with no significant losses for acquiring firms) include

Bradley, Desai and Kim (1988) and Kaplan and Weisbach (1992).

The notion that acquiring firms may not be experiencing significant gains (which appears
to be the conclusion in a substantial number of studies) raises the question of why
acquiring firms still engage in and often initiate mergers. Moreover, there is substantial
recent evidence suggesting that shareholders of acquirers may, under certain
circumstances, actually lose. Agrawal, Jaffe and Mandelker (1992) found that
“stockholders of acquiring firms suffer a statistically significant loss of about 10% over
the five (5) year post-merger period. a result robust to various specifications™ (pp.1603).
They even described it as an anomaly! It is significant to note that Ruback (1988) who
was part of the earlier Jensen and Ruback (1983) study stated that “Reluctantly, I think
we have to accept this result - significant negative returns over the two years following a
merger - as a fact” (pp. 262). Alberts and Varaiya (1989, pp.134) were more forthcoming
with their views when they stated that “the odds are that acquiring firms have not been
able to recapture their premiums, let alone create sustainable increments of value for

themselves™. Warren Hellman even put it in stronger terms when he stated that:

(18]



So many mergers fail to deliver what they promise that there should be a
presumption of failure. The burden of proof should be on showing that
anything really good is likely to come out of one (in Sirower and O'Byrne,

1998; pp. 107)

It is probably this state of affairs that led Agrawal. Jaffe and Mandelker (1992) to
conclude that even though mergers are one of the most researched areas in finance, some

basic issues still remain unresolved.

1.2 Mission of the Study

Given the background (the large quantity of previous research, the use of disparate
samples, variability as to timeframes. differences in legal frameworks. etc. and different
conclusions reached by various researchers), there appear to be two (2) options if further

research is to yield useful insights.

The first is to conduct completely new or "improved” research, hoping to achieve a more
conclusive finding. Unfortunately, the idea of a single decisive study is, according to
Light and Pillemer (1984), only a myth. It is very difficult, if not impossible, to include

all relevant factors in a single study.

The second option is to cumulate the findings of existing empirical studies. The strength
of this option lies in the fact that each of the research findings would be studied vis-a-vis
other findings. Each study (or group of studies) would throw more light on various

3



aspects of the relationship between M&A and shareholder wealth. Such an analysis
would also shed light on what appears to be conflicting findings from various studies as
each work would be examined in the context of the others. The results from such a study
would therefore potentially enrich knowledge on the subject not with one supposedly
decisive (‘super’) study but by benefiting from all located previous researches. In this

study. the second option (cumulating empirical findings across studies) was pursued.

One of the most effective methods for cumulating research findings across studies is
meta-analysis. Meta-analysis has been used extensively in the social and medical
sciences. Bausell and Purohit (1995) even describe a ‘meta-analytic revolution'.
Surprisingly. apart from a few instances (e.g. Sahu, Kleiman and Callaghan, 1998), the
field of finance has been virtually immune to the meta-analytic revolution. In fact,
previous reviews of the literature on M&A (e.g. Jensen & Ruback, 1983) have mostly
used ad-hoc methods to summarize a selection of studies. In this study, however, the
more systematic and comprehensive meta-analytic method was used to cumulate the
findings of the large body of existing empirical findings to investigate the impact of
M&A on shareholder wealth. The study also attempted to identify variables that moderate
the relationship between M&A and shareholder wealth. The methodology is deemed
particularly appropriate in this circumstance as there already exists a large body of

empirical research.



1.3 Structure of the Thesis

The rest of the thesis is organized as follows. Section 2 presents a literature review of
both M&A and meta-analysis. It also locates this study in the context of previous work.
The research questions and data are the subject matter of Section 3. The methodology
used in the study is presented in Section 4. Section 5 presents the results and analysis of

the study. Finally, Section 6 concludes the study.



2.0 LITERATURE REVIEW

2.1  Literature Review: Mergers and Acquisitions

According to the theory of finance, the primary goal of every business organization'
should be the maximization of shareholder wealth. The motivation to attain this goal
would, most likely, not arouse controversy if owners were the managers of their own
firms. The modern day large firm is, however, characterized by the separation of
ownership and control. The firm (particularly the public firm) is often owned by a large
number of scattered stockholders whilst control of the firm’s resources resides with a
small group of managers who hold relatively few, if any, of the firm’s stocks. In fact by
(as far back as) 1969, only 15% of the largest US non-financial institutions were owned
by their managers (Lewellen. 1969). Managers are rational utility maximizers whose
interests need not, and in fact generally do not, coincide with those of owners (Jog and
Riding. 1988). There is therefore the possibility that managers will not always act in the
interest of owners. Several studies suggest that managers maximize their own welfare at
the expense of owners (Fama, 1980; Lewellen, 1969). Jensen and Meckling (1976) refer
to this as an agency problem. This controversy has made managers” actions (both acts of
commission and omission) fertile grounds for research. One such area of interest is

mergers and acquisitions.

! Refers to profit-motivated businesses



The rate of mergers and acquisitions has been, simply, phenomenal. Between 1976 and
1990, 35,000 completed corporate acquisitions valued at US$2.6 trillion were reported in
the US (Jensen, 1993). In 1996, the US reported a total of 6,828 M&A valued at
US$550.7b (an increase from 2,517 deals valued at US$210.7b in 1987) (Mergers and
Acquisitions, March 1997). Table 1 provides the full 10-year merger completion record.
The most active acquirers in 1996 included Corporate Express Inc. (69 acquisitions), US
Office Products Inc. (52 acquisitions) and American HomePatient Inc. (40 acquisitions).
The largest transaction (by purchase price) was between Walt Disney Co. and Capital

Cities/ABC Inc. valued at US$18.86b.

Table 1: Mergers and Acquisitions in US (1987 TO 1996)
YEAR NO. OF DEALS VALUE (US$b)
1987 2517 210.7
1988 3011 291.3
1989 3825 325.1
1990 4312 206.8
1991 3580 143.1
1992 3752 1253
1993 4148 177.3
1994 4962 276.5
1995 6209 375.0
1996 6828 550.7

Source: Mergers and Acquisitions, March 1997

The merger mania has not been limited to the US alone. In Canada, from 86 deals valued
at US$13.2b in 1987, M&A rose to 815 deals valued at US$36.7b in 1996 (Mergers and
Acquisitions, March 1997), representing an increase of over 840% over the period. The

full 10-year merger completion record is provided in Table 2. In 1998, 1,162 transactions



valued at C$148.1b (approximately US$99.83%) were reported (Mergers & Acquisitions

in Canada, Jan. 1999).

Table 2: Mergers and Acquisitions in Canada (1987 TO 1996)
YEAR NO. OF VALUE
DEALS (US$b)
1987 86 13.2
1988 125 18.0
1989 320 20.5
1990 447 15.0
1991 466 13.6
1992 462 9.5
1993 471 14.6
1994 546 253
1995 666 34.0
1996 815 36.7

Source: Mergers and Acquisitions, March 1997

The high rates of M&A are not just a North American story. In Europe. for instance.
some of the largest transactions (by purchase price) in 1996 (excluding US acquisitions)
included Metro International AG (Switzerland) and ASKO Deutsche Kaufhaus AG
(Germany) valued at US$6,325.3m; Sophus Berendsen A/S (Denmark) and BET PLC
(UK) valued at US$3,071.7m and Credit Local de France SA (France) and Credit
Communal de Belgique SA (Belgium) valued at US$3,069.9m (Mergers and

Acquisitions. March 1997).

A review of the literature suggests that there are three (3) main motives behind M&A,
two economic and one non-economic. The economic motives being inefficient (target)

management and synergy and the non-economic, hubris®.

* Converted at the 1998 exchange rate of C$1:US$0.6741 ( Statistics Canada website)



Proponents of the inefficient target management motive, which is based on agency
theory, argue that takeovers offer shareholders a mechanism to replace managers who
carry out non-value-maximizing activities with managers who will offer better
performance. Jensen and Ruback (1983) extend the argument further in their managerial
competition model which sees competing management teams as the primary activists. In
that model. the takeover market (or the market for corporate control) is viewed as the
market in which alternative managerial teams compete for the rights to manage corporate
resources. Samuelson (1970 pp. 505) summarizes this viewpoint when he states that
“Takeovers...represent one of Nature's methods of eliminating deadwood in the struggle

Jor survival. 4 more open and more efficiently responsible corporate society can result”.

In a study specifically designed to investigate the disciplinary role of corporate takeovers,
Martin and McConnell (1991) find that there is a drastic increase in the turnover rate for
the top executives of target firms following successful tender takeovers. They find a
strong relation between top executives' turnover and pre-takeover performance. Targets of
disciplinary takeovers are poor performers within an industry that is generally doing well.
They interpret their results to imply that the corporate takeover market plays an important
role in disciplining managers. Choi (1991) also finds that toehold acquisitions are
preceded by negative abnormal returns for the toehold targets, implying that poor

performance and/or management inefficiency encourage toehold acquisitions that are

* 'Hubris' is defined as "great and unreasonable pride, often bringing great misfortune to the person who
shows it” (Longman Dictionary of Contemporary English, New Edition (1987) Longman Group UK Ltd.)



likely to be followed by value-enhancing control transfers. Canadian target firms also
have a deteriorating performance in the months prior to acquisition (Calvet and Lefoll,
1985a): a possible indication that the market is disciplining them for non-value-

maximizing behaviour.

The synergy motive is based on the principle of ‘2 + 2 = 5°. It posits that M&A are
undertaken to obtain gains that result from the commonalities or complimentarities
between the acquirer and target that enable the combined value of the firms to exceed
their value as two (2) independent entities (Hayward and Hambrick, 1997). Thus, unlike
the agency motive, the synergy motive assumes that managers of both acquiring and
target companies are value-maximizing and would engage in M&A only if that results in
gains to their respective shareholders (Berkovitch and Narayanan. 1993). Another
significant difference between the disciplinary and synergy motives is that whilst the
gains in synergy result from combining the physical operations of the bidder and target
firms. gains in disciplinary takeovers can be achieved by changing the non-value-
maximizing behaviours of the managers, not necessarily by combining their physical
operations. Bradley, Desai and Kim (1988) found that successful tender offers generate
significant synergistic gains and lead to a more efficient allocation of corporate resources.
Of the three motives, Berkovitch and Narayanan (1993) find synergy to be the most
dominant. Eckbo (1986) also reports a significant increase for both target and bidder
Canadian firms; a result that can be attributed to synergy in the coming together of the

two entities.
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The third motive is based on the premise that individual, group and social factors, not
efficient strategic decisions, play a key role in takeover decisions (Hayward and
Hambrick, 1997). Haspeslagh and Jemison (1991) emphasize this point when they state
that acquiring managers’ egos frequently outpace their logic during a takeover. Roll
(1986) captures this view in his hubris hypothesis. According to the hubris hypothesis,
takeovers occur because acquiring managers are infected with hubris or exaggerated self-
confidence and perceive themselves as superior (Hambrick and Cannella, 1993). They
over-estimate their ability to manage the target firm. Roll himself did not provide a
methodology for testing for the presence of hubris, but Hayward and Hambrick (1997)
use three (3) observable indicators of CEO hubris to assess the role CEO hubris plays in
the acquisition process. The indicators were: a) the acquiring company’s recent
performance: b) recent media praise for the CEO; c) a measure of the CEO’s self-
importance; and a composite factor of the three (3) variables. They conclude from their
study that CEO hubris plays a substantial role in the acquisition process, particularly in
deciding how much to pay. The higher the CEO hubris, the higher the premium. Kaplan
and Weisbach (1992) find that the market is able to differentiate between successful and
unsuccessful acquisitions at the time they are announced. If the market can, why not the
managers? Is their vision blurred by hubris, perhaps? It is important to note the hubris
hypothesis is not based on the assumption that managers act consciously against
shareholder interests. "It is sufficient thar managers act, de facto, against shareholder
interests by issuing bids founded on mistaken estimates of target firm value. .....
Management intentions may be fully consistent with honorable stewardship of corporate
assets. but actions need not always turn out to be right” (Roll, 1986 pp. 214).

11



A quick recap of the motives discussed in the research literature: in agency motivated
takeovers, inefficient managers are replaced with more efficient ones; in synergy
motivated ones, the combination of resources results in higher productivity; and in hubris
motivated ones, the hubris of acquiring managers tells them, they can do it (i.e., manage
the target) better! Theoretically speaking, therefore, the three (3) motives are not mutually
exclusive. In fact, all three (3) could, and indeed should, lead to improved performance
and. by implication, benefit both acquiring and target firm shareholders. Huge premiums
are paid by acquirers in pursuit of their targets. Between 1976 and 1990, premiums in the
US averaged 41%, with many over 100% (Jensen. 1993). In the words of Hayward and
Hambrick (1997, pp. 103) “Premiums underscore acquiring managers’ convictions that
the target's pre-existing stock price inadequately reflects the value of the firm's resources
and its prospects and that in the right hands — their hands - more value can be created.”
Warren Buffet (in Hayward and Hambrick) puts it in a more artistic way when he says
corporate acquirers perceive themselves as beautiful princes whose kisses can turn toads
into handsome princes. We have observed many kisses. The question is. how many

handsome princes have we observed?

In a comprehensive review of over forty (40) articles on the market for corporate control.
Jensen and Ruback (1983) conclude that corporate takeovers generate positive gains (i.e.,
combined acquiring and target gains). Subsequent papers that support this view include
Berkovitch and Narayanan (1993) who find that about 75% of takeovers in their sample

vield positive total gains; Jarrel, Bradley and Netter (1988) who conclude there is
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evidence that premiums in takeovers represent real gains not simply wealth
redistributions, and Martin and McConnell (1991) who find that, on average, takeovers
create value for both bidders and targets. Eckbo (1986) reports a similar result for
Canadian bidder and target firms. The gains are not simply due to stock price movements
but a result of real improvements in corporate performance (Healy, Palepu and Ruback,
1992). The cumulative result of the above is that takeovers and actions such as increases
in block shareholding and toehold acquisitions that are likely to be followed by value-
enhancing control transfers have been well received and rewarded by the market
(Thomas. 1996 and Choi, 1991). On the other hand, actions, such as dual class
recapitalization, that are perceived to hamper takeovers are ‘punished’ (Jog, Srivastava
and Panangipalli, 1996). There have been many suggestions as to the sources of these
gains. These include economies of scale, adoption of more efficient production or
organizational technology, increased utilization of the bidders’ management team.
reduction of agency costs by bringing organization-specific assets under common
ownership and financial advantages such as the use of under-utilized tax shields.
avoidance of bankruptcy costs and increased leverage. After reviewing many of these
possible sources of takeover gains, Jensen and Ruback (1983, pp. 47) were compelled to

conclude that *... knowledge of the sources of takeover gains still elude us™.

The fact that knowledge of the source(s) of takeover gains has proved elusive, according
to Roll (1986). should not be surprising because aggregate takeover gains either do not
exist or are very small and, consequently, insignificant. Roll argues that the supposed

takeover gains are merely transfers (through the substantial premium payments) from

-
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acquiring to target firms. Firth (1980, pp. 254) holds a similar view when he concludes
that “...This (i.e., his evidence) supports the view that the stock market expects zero
benefits from a takeover, that the gains to the acquired firm represent an ‘overpayment’
and that the acquiring company's shareholders suffer corresponding losses”. In the
Hayward and Hambrick (1997) study, they find that acquisitions tend to damage
acquiring shareholders’ wealth. The higher the premium paid, the greater the loss (over a
one-year post-acquisition period). In a study designed to investigate whether acquiring
firms have been able to improve the financial performance of their acquirees to
sufficiently recapture the large premiums paid, Albert and Varaiya (1989, pp. 134)
conclude that “the odds are thar acquiring firms have not been able to recapture their
premiums, let alone create sustainable increments of value for themselves". They accuse
the acquiring firm managers of over-optimism (making implausible projections). poor
analysis (evaluating incorrectly, the implications of plausible projections) or both. Clark
and Ofek (1994) also found that mergers were unsuccessful in restructuring distressed

firms.

Even for those who believe that M&A result in aggregate gains, there is no unanimity in
the magnitude and the division of the gains between the acquiring and the acquired firms.
Jensen and Ruback (1983. pp. 5) conclude that overall “...target firm shareholders
benefit and bidding firm shareholders do not lose”; implying that, on average, acquiring
firms do not experience significant wealth changes. Jarrel, Brickley and Netter (1988)
also come to a similar conclusion. Martin and McConnell (1991), however, find
significant gains for both bidding and target firm shareholders. Allen and Sirmans (1987)
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find significant wealth increase for acquiring Real Estate Investment Trusts whilst Zhang
(1995) also finds significant wealth increases for both acquirers and targets in US bank
takeovers. As already stated Eckbo (1986) also finds significant positive abnormal returns
for both acquiring and acquired Canadian firms, whilst Burney, Gunay and Barnes (1995)

find gains for acquiring Canadian firms.

M&A studies have. mostly. been of an event study nature focusing on returns
immediately around announcement days in order to infer the wealth effects of mergers
and acquisitions. For instance, many US studies using daily data concentrate on
approximately 120 days surrounding the event whilst those using monthly data use up to
twelve (12) months post-announcement data (Jog and Riding, 1988). The assumption
here is that the markets are efficient and that all future benefits associated with the event
are reflected in the immediate share price reaction. Research suggests, however, that the
market may not be that efficient (Loughran and Vijh, 1997). This has prompted other
researchers to look into the long-term impact of M&A on stockholder wealth. Here too.
there has not been much agreement. Whilst researchers such as Jog and Riding (1988)"*
who use Canadian data, Franks, Harris and Titman (1991) and Healy, Palepu and Ruback
(1992) find that M&A are good or, at least. not harmful to shareholder interests, others
such as Aggrawal, Jaffe and Mandelker (1992) and Clark and Offek (1994)° report that
M&A are harmful to stockholder interests. Loughran and Vijh (1997) report that target

shareholders who sell soon after the acquisition effective date gain from all acquisitions

‘ Jog and Riding report substantial improvement in performance from pre- to post —acquisition period but
are unable to establish statistical significance due to the variance of returns
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(mergers and tender offers); those who hold on to the acquirers’ stocks find their gains
diminish, sometimes into negative territory. Similarly, Calvet and Lefoll (1985a), using
Canadian evidence, find that all target gains tend to vanish within 12 months following

the event month, with several statistically significant losses.

Many studies have suggested that the characteristics of a particular merger or acquisition
moderate its relationship with stockholder wealth. The characteristics that have been
identified include: bidder's approach (merger or tender)®’, mode of financing (cash or
stock)®, level of managerial ownership’, number of bidders', relatedness of business'’,
relative size of bidder and target”?, independence of board of directors”, successful or
unsuccessful'?, foreign or domestic'* and regulatory changes'®. There is another possible
moderating factor raised by Eckbo (1986) but which has not received much attention in
the literature. In his view, his conclusion that both bidding and target Canadian firms earn
significant gains from takeovers differs from the bulk of US studies which find

significant returns to targets but not to bidders. He attributes the difference to unique

* Clark and Offek attribute some of the poor performance to industry factors

° Please note that all articles cited in footnotes 7-16 can be located in the annotated bibliographies in
appendices A and B

7 Calvet and Lefoll (1985b); Datta, Pinches and Narayanan (1992); Loughran and Vijh (1997); Travlos
(1987)

* Calvet and Lefoll (1985a); Datta, Pinches and Narayanan (1992); Franks, Harris and Titman (1991);
Healy, Palepu and Ruback (1992); Loughran and Vijh (1997); Travlos (1987)

* Amihud, Lev and Travlos (1990); Song and Walkling (1993); Stulz, Walkling and Song (1990)

' Bradley, Desai and Kim (1988); Datta, Pinches and Narayanan (1992); Franks, Harris and Titman
(1991): Jarrel, Brickley and Netter (1988); Stulz, Walkling and Song (1990)

"' Calvet and Lefoll (1985b); Eckbo (1986); Datta, Pinches and Narayanan (1992); Healy, Palepu and
Ruback (1992); Sicherman and Pettway (1987)

* Clark and Ofek (1994); Healy, Palepu and Ruback (1992)

'¥ Hayward and Hambrick (1997); Cotter, Shivdasani and Zenner (1997)

*“ Davidson 111, Dutia and Cheng (1989); Fabozzi, Ferri, Fabozzi and Tucker (1988)

'* Burnie, Gunay and Barnes (1995); Dewenter (1995) and Kang (1993)
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characteristics of the Canadian economy. Is it possible, then, that the effect of M&A on

stockholder wealth could differ from country to country?

Lest we conclude there is unanimous agreement on how, if at all, M&A characteristics
influence its impact on stockholder wealth, Healy, Palepu and Ruback (1992) conclude
that while they found some evidence that the degree of business overlap between merging
firms influences post-merger performance, there was little evidence that transaction
characteristics have a significant impact. Eckbo (1986) did not find any evidence that
firms in overlapping mergers perform significantly better than those in non-overlapping

businesses.

Appendices A and B present annotated bibliographies of some of the published works on

M&A and shareholder wealth in US and Canada respectively.

In summary, I will quote what Jog and Riding (1988, pp. 235) stated after a review of the
M&A literature in Canada and the US: “the evidence presented in ... Canadian studies

seems as contradictory as the evidence based on US data’.

There is this story about eight (8) or so men who were blindfolded and taken to see an
elephant, an animal they had never seen before. When later asked how an elephant looked

like, each of them gave an accurate but different description depending on which part of

' Burnie, Gunay and Barnes (1995); Calvet and Lefoll (1985b); Bradley, Desai and Kim (1988); Datta,
Pinches and Narayanan (1992); Malatesta (1993)



the body he felt. It was not until all the various parts (felt by each of them) were brought
together that they had a complete picture of how an elephant looks like. Could it also be
that different studies are looking at different aspects of M&A and that there is the need to

bring all these aspects together in order to have a complete picture?

2.2 Literature Review: Meta-Analysis

The inconclusive, incompatible and sometimes conflicting state of the literature
demonstrated in the previous section is not peculiar to research in mergers and
acquisitions. Nor is it peculiar to research in finance. In fact, "virtually every field of
science is now pervaded by a relentless cross fire in which the findings of new studies not
only differ from previously established truths but disagree with one another. often
vehemently” (Hunt, 1997: pp. 1). Addressing the American Psychological Association
Convention in 1970. then Senator Fritz Mondale made a statement that equally applies to
many. if not all, research domains. He said:

What I have not learned is what we should do about these problems. I had

hoped to find research to support or to conclusively oppose my belief that

quality integrated education is the most promising approach. But I have

Jound very little conclusive evidence. For every study, statistical or

theoretical. that contains a proposed solution or recommendation, there is

always another, equally well documented, challenging the assumptions or

conclusions of the first. No one seems 1o agree with anyone else's

approach. But more distressing: no one seems to know what works. As a
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result, 1 must confess, 1 stand with my colleagues confused and ofien

disheartened (in Hunter and Schmidt, 1990; pp. 35).

There has not been much change since that statement was made. Rather, with the
explosion in the number of research activities and advances in technology that have made
access to research findings relatively easy, the frustrations have gotten worse. In the
necessary attempt to resolve the inconsistencies in the state of the literature, the preferred
option by most researchers has been to conduct new (primary) studies. Researchers would
normally identify what they perceive as deficiencies in existing studies (in such areas as
methodology, data and analysis), correct them (at least attempt to) and conduct their

'improved' research.

Unfortunately, as Cook (1992) points out, it is difficult, if not impossible, to derive
conclusive knowledge from any single study. no matter how well designed and
intelligently analyzed. The inherently probabilistic nature of research findings implies
that the results of any single study could have been by chance. Also. each study is
conducted within a certain context; "... the causal process that appears so essential at one
point or place may prove less important in another. The program that works well with one
group under certain conditions may be less effective with another group when the
circumstances are a bit different” (Cook, 1992; pp. vii). Moreover, just as "Science is
built up with fact, as a house with stone. But a collection of facts is no more a science

than a heap of stones is a house" (Jules Henri Poincare in Olkin, 1990; pp. 3), the mere
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addition of new studies to the already high number of existing ones does not in itself lead

to the creation of a coherent tody of knowledge.

Commenting on the state of educational research, Glass (1983) made a statement that
aptly describes many, possibly all, research domains today. He stated that "the house of
educational research is sadly dilapidated. [t is strewn among the scree of a hundred
journals and lies about in the unsightly rubble of a half million dissertations” (pp. 397).
As a result, many researchers are unable to keep up with current developments in their
fields of expertise. Instead, they find themselves in the embarrassing position of knowing
less than they have proven (Glass. 1976). The immediate need in this situation is not the
addition of more primary studies but the discernment of the current state of knowledge as
well as the resolution of existing inter-study differences. Therein lies the importance of a

literature review.

A literature review helps summarize existing literature, resolve inconsistencies, and
provide direction for future research by identifying research holes and needs. Going back
to the analogy in the previous section. primary studies could be likened to the description
of the various parts of the elephant; bringing all the various parts together in order to get

the complete picture of the elephant could be the role of a literature review.

The method that has traditionally been used for literature review is the narrative review.

In this method, the researcher verbally summarizes, analyzes and reconciles the existing






