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Impact of Mergers and Acquisitions on European Insurers:
Evidence from Equity Markets®

Petr JAKUBIK — Dimitris ZAFEIRIS*

Abstract

The current macro-economic and financial conditioeimain extremely chal-
lenging for the European insurance sector. Dueh@® ¢ngoing low-yield envi-
ronment and competitive pressure from new playierparticular technology-
-focused start-ups entering the markets, insurees @éhanging their business
models and looking for new investment and busiogg®rtunities to improve
their profitability and overall solvency position$his is also reflected in in-
creasing interest in mergers and acquisitions thieee sufficient returns. How-
ever, there is no clear answer in the literaturet@svhether this strategy brings
the anticipated positive results. This study eroplly tests the effects of mergers
and acquisitions (M&A) on the share prices of Ewgap insurers via an event
study. Our results do not confirm the positive iotpaf such strategies on ac-
quirers’ share prices delivering abnormal returims §hareholders.

Keywords: mergers and acquisitions, abnormal return, evemdt insurers
JEL Classification: G14, G22, G34

Introduction

The ongoing mergers and acquisitions (M&A) in finel services, particu-
larly in the insurance industry, can be attributedseveral factors, such as
changes in risk and interest rates, market saturatnprovements in computing
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and communication technology, insurance premiunegldation, and economic
forces (Okura and Yanase, 2013). Furthermore, theeldpment of EU-wide
solvency standards (Solvency Il), the standardisaif accounting rules (IFRS 4),
and the European Union’s Third Generation Insurddicectives in 1994, which
deregulated the European insurance market, havolad increase in transac-
tions across national boundaries (Farny, 2011).

Moreover, the ongoing low-yield environment poaessk for European life
insurance companies with long-term liabilities andignificant portion of gua-
ranteed return products. These insurers are stngggh maintain a reasonable
level of profitability and to meet their obligati®towards policyholders. Addi-
tionally, competitive pressure from new playersparticular technology-focu-
sed start-ups entering the markets, has put peessumsurance product pricing
and ultimately on insurers’ cost efficiency. Asesponse, insurers are changing
their business models and looking for new investnaa business opportuni-
ties, including mergers and acquisitions.

The recent surge in consolidation activity in theurance sector has revived
one of the fundamental debates in the financiatdiure concerning whether
mergers are value-enhancing for shareholders. Tiseaeconsiderable amount
of contradicting research that attempts to expthi rationale behind and the
impact of consolidating activities. Based on ecoiwotheory, any impact on
a valuation due to a merger should be the resudhahges in the net cash flows
steaming from synergies, or alternatively, lowskiness of the combined entity.
The synergies are based on economies of scaleandreies of scope, while lower
risk is associated with diversification benefitsuf@nins and Weiss, 2004).
When large conglomerates include various linesusirtess or various geographical
areas of activity, this could potentially limit tiecome volatility of the firm and
consequently reduce the firm’s specific risk. Markeelligence also suggests
arguments ranging from outright balance sheet greoavtegulatory implications.

Although the majority of studies find valuationimgg for target firms, the
impact on acquirers — usually the initiators ofcamsolidation process — is still
inconclusive. A survey of the relevant literaturg Martin and Sayrak (2003)
makes reference to the fact that although conwveatisvisdom suggests that
large diversified institutions trade at a discoooipared to the market (the di-
versification discount), a number of studies suppoe contrary. In order to ob-
tain a holistic view, we collect market informatiom the European insurance
sector to identify any patterns that could helgin& the mergers and acquisi-
tions literature with empirical results. The topitconsolidation activity in the
insurance sector is of significant interest notyatiie to the potential impact on
shareholder wealth, but also on the perceptiomns&iness and/or stability of the



927

sector. In the aftermath of the recent financi@isr such activities are viewed
not only in terms of sometimes short-term sharedrofofit or loss, but also in
the broader perspective of financial stability. farthis point of view, discus-
sions on issues such as the market perceptioreafdkiness of large diversified
entities versus smaller, focused entities, hasrheaxtremely relevant.

This article is organised as follows. First, wegant a literature overview
of the alternative rationales for M&A activity arttle corresponding results.
Second, we describe the theoretical framework agph this study. Third, we
describe the data sample for the empirical pamirthpwe discuss the results of
our empirical analysis. Finally, we conclude basadthe obtained results and
identify areas that deserve further research.

1. Related Studies

There is an extensive and diverse literature an rdtionale and impact
of M&A activity, mostly based on commercial firmisut more limited for the
financial sector and, particularly, the insuraneetsr. We distinguish three main
categories and further elaborate on the literadinectly or indirectly relevant to
the insurance sector. The first category includg=search based on production
theory assumptions, the second category refeligetature discussing diversifi-
cation benefits, while the third category includeterences which cannot be
directly linked to the two main categories butl sithibit theoretical and practi-
cal relevance to the discussion, such as mergeicetisystemic risk effects.

Bruner (2002) conducts a survey on the impact &AMactivity by summa-
rising the evidence of 130 studies between 1971288d. For the purposes of
this survey, four approaches for measuring the M@#pact are discussed.
(i) Event studies assess the impact of the mergealzulating abnormal returns
to shareholders as the difference between thensetealised post-merger versus
the returns predicted by a market model. (i) Actmg studies assess the im-
pact of M&A activity by analysing the financial gaents, profitability, and
performance of firms pre- and post-consolidatiomeyl can be less controversial
than event studies as they are not based on ankemarodel assumptions.
(i) Surveys of executives and (iv) clinical-castidies are alternatives to the
previous two. The survey concludes that overall M&&tivity is beneficial as
it presents a mostly neutral impact for acquirimm$ and a positive impact for
the shareholders of target firms. Consistent withdbove, Campa and Hernando
(2004) study the shareholder value creation of gema M&As and find that the
acquirer's shareholders receive cumulative avemg®rmal returns close to
zero after the announcement of a merger, whiletdinget firm’'s shareholders
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receive significant cumulative average abnormalrret Interestingly, the study
finds that mergers in industries that have beereumgvernment control or
operating in heavily regulated frameworks are lesgeficial than mergers in
unregulated industries.

For the insurance sector, the literature suggestue creation that motives
M&A activities (Cummins and Xie, 2009). However,spée the dramatic in-
crease in M&A activity and the theoretical logibete has been limited empiri-
cal evidence of a positive impact on acquirersrat@ice delivering abnormal
returns for shareholders in the insurance sectavedsas in financial services
industries. Scholars focusing on M&A transactiomghe financial sector regu-
larly doubt value creation or even reveal valuetrdetion (DeYoung, Evanoff
and Molyneux, 2009). Berger, Cummins and Weiss @2@bstinguish between
the hypotheses using profit scope economies, winieasure the relative effi-
ciency of joint versus specialized production, sgkboth costs and revenues into
account. They discuss cost scope economies whebiconm Life with P&C
insurance within a firm due to lower costs assedatith shared databases, IT
infrastructure, and logistics. Revenue economiescope can be present due to
sharing clientele and creating a ‘one stop shop’afbinsurance needs of cus-
tomers. Upon recognition of potential diseconontiéscale, the authors test if
scope economies vary according to scale and prodixcand outline a regres-
sion analysis of scope economies to assess the offems most likely to rea-
lise scope economies. They construct an alternatigéhodology to measure
scope economies which uses separate cost, revamdi@rofit functions for life,
property, and causality insurance. The results esigthat the realisation of
scope economies depends on the size, type, andelsasmodel of the insurer.
Large insurers with vertical distribution systenemd to realise profit scope
economies as opposed to small institutions withizbatal distribution systems.
Cummins and Weiss (2004) assess the impact ontaildee value after the
unprecedented wave of mergers and acquisitiorfsifctiropean financial sector
that followed the deregulation of financial sergggvith the exception of sol-
vency requirements) during the early nineties. Byducting a standard market-
-model event study methodology, the authors attdmpapture the market ex-
pectations as the best proxy for the net effedVi8A activity on the present
value of the expected net cash flow of firms. Tésuits of the analysis demon-
strate that European M&As in the insurance sectregated small negative
cumulative average abnormal returns (CAARSs) foruaegs. These negative
returns were more profound for domestic consolifatictivity, while for cross-
-border transactions the impact was neutral. Howeee consolidation targets
the results seem to demonstrate overall gains,hmMviere significant in some



929

cases. These findings are broadly consistent vaghconventional wisdom in
the M&A literature that suggests a null to negatingact on the shareholder
wealth of acquiring firms in the commercial seaBruner, 2002). Conversely,
Cummins, Klumpes, and Weiss (2015) find small batigtically significant
gains for acquirers in the European insurance geatdeast for some windows
of the event study. In line with other studies, thsults also suggest large and
significant gains for targets in the overall sample

Another research question that is investigatetthispaper is whether corpo-
rate diversification is more successful than aegjia focus. In this respect, Martin
and Sayrak (2003) provide an extensive survey eflilerature. In order to
streamline the voluminous and quite diverse liteabn the topic, they classify
the existing literature into three categories aditwy to the conclusion they reach
concerning the impact of corporate diversificationshareholder value. The first
category includes research claiming that largeerdified firms destroy value,
have a lower Tobin's Q (Montgomery and Wernerf@R98; Lang and Stulz,
1994; Lins and Servaes, 2002; Berger and Ofek, ;1B88Hin, 1999; Lelyveld
and Knot, 2009), and trade at a discount of apprately 15 per cent when
compared to the sum of their parts. The secondjogteof literature advocates
that corporate diversification does not destroygalt is a series of research that
challenges the link between market discounts awersification, claiming that
most firms were trading at a discount before degdor diversification (Gra-
ham, 1999; Lang, Ofek and Stulz, 1996). The thateégory of research claims
that diversified firms do not trade at a discount &t a significant premium and
that the different conclusions of other researcthésresult of incorrect estima-
tions. A major argument for the existence of diifeation premium is based on
the existence of internal markets where firms ceekscheap internal capital
(Hadlock, Ryngaert and Thomas, 2001).

Specific to the insurance sector, Elango, Ma ameR2008) investigated the
relationship between product diversification angnfiperformance in the US
property-liability insurance industry over the petil994 — 2002. Their results
suggest that performance benefit associated watiymt diversification are con-
tingent upon an insurer’'s degree of geographicrdifreation. Liebenberg and
Sommer (2008) use a sample of property and cays$aditirers over the period
1995 — 2004 and conclude that diversified firmsarpdrform specialised firms
and that this underperformance is actually measaset per cent over the return
on assets or 2 per cent over the return on equitysing Tobin’s Q. As property
and causality insurers can choose to focus ondfigpgine of business or expand
to more lines of business, thus achieving a moverdified corporate portfolio,
they pose a good sample to assess the impact efsdigation on shareholder
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value. The authors’ model accounting and markefop@ance as a function of
a binary diversification indicator and a range tfiev performance correlates.
The findings suggest that undiversified insurergperform diversified insurers
as the costs and inefficiencies of diversificatmnweigh the potential benefits
and risk reduction. There are also interestingltesvith respect to some of the
control variables as both size and capitalisatrerpasitively related to accounting
performance, suggesting that customers are witbrygay an increased premium
for insurers they perceive to have lower insolverisit. The relation between
size and performance may also be explained in terfirscale economies, as
discussed in the previous section. Using the samet study methodology as in
the case of the overall impact of M&A activity amsurers’ shareholders, Cum-
mins, Klumpes, and Weiss (2015) find evidence dpedormance of focusing
rather than diversifying consolidation transacti@ml conclude that acquiring
insurance companies should be very sceptical atyogs-industry acquisitions.
Staikouras (2009) conducts an event study anaby9&A transactions involv-
ing insurance companies and banks and finds teatance acquirers experience
significant losses, while bank acquirers earn $icamt positive returns. Bank-
-insurance divestments are either value-neutrgiroduce significant negative
returns. Chen and Tan (2011) investigate the weaadthrisk effect for acquirers
in M&As between insurers and banks in which theua®gs were European
banks. They indicate that acquirers’ total risksaen constant, and there are no
changes in systematic risk (beta) with respedh¢chiome banking index and the
world market. The study presents a significant thasiwealth effect from the
transaction for acquirers. Additionally, Focarellid Pozzolo (2008) investigate
the determinants of cross-border M&As for banks amglirance companies.
They find that distance and economic and cultuntglgration are important deter-
minants for insurers’ and banks’ expansions abrbaglicit barriers to foreign
entry are less important in explaining the behavi@flinsurance companies than
for banks.

Crossborder consolidation of financial institutions withEurope has been
relatively limited, possibly reflecting efficiendyarriers to operating across bor-
ders, including distance; differences in languagéture, currency, and regulato-
ry/supervisory structures; and explicit or impliniles against foreign competi-
tors. EU policies such as the Single Market Prognanand European Monetary
Union attenuate some but not all of these bar(iBesger, Deyoung and Udell,
2001). Stoyanova and Grundl (2014) investigate lihie between insurance
regulatory frameworks and merging decisions. Magrecdically, the authors
perform an analysis of Solvency Il framework and particular, the standard
formula. They apply a model to assess an insudecssion to merge in order to
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take advantage of regulatory geographic divergiboabenefits and conclude
that the framework may be the source of M&A acyiviviiihlnickel and Weiss

(2013) study the relationship between consolidatiorthe insurance industry
and systemic risk by analysing a sample of glolmahestic and cross-border
mergers. Using Marginal Expected Shortfall as asmesmof acquiring insurance
companies’ contribution to moderate systemic riskcombination with lower

tail dependence coefficients as a second measueet@me systemic risk, they
find mixed empirical evidence in support of a dbsising effect of consolida-

tion in the insurance industry. While the resuttdicate a strong positive rela-
tionship between M&A activity in insurance and maate systemic risk, this

effect does not carry over to extreme systemic risk

2. Description of the Applied Methodology

The majority of research on M&A transactions ie thsurance industry ob-
tains inconsistent results regarding the succesM&A activity; hence, the
overall effect of these activities remains contrsisd and inconclusive. Accord-
ing to numerous authors, there are various waysdasure the success of M&A
transactions. The main differences exist with rddarthe dimension of success,
the perspective from which success is evaluatedjiimand Risberg, 2010), the
choice of the metric of success (Schoenberg, 2@0®) the timeframe for meas-
uring success (Schertzinger, 2008). Many scholgmsesthat the different use of
performance metrics has contributed to the corttai findings. Furthermore,
most research on insurance M&A has focused on tlibet-term effects, while
yielding vague results with regard to the averagalthh effect of the acquirer
(Cummins and Xie, 2005; 2009; Fields, Fraser anthiK02007; Staikouras,
2009). There has been little empirical evidencéheflong-term effects of insu-
rance M&A. Boubakri, Dionne and Triki (2006) argirat there is a strong posi-
tive relationship between the financial succesaagjuiring insurance companies
and M&A engagement over a three-year post-M&A hamizwhile Schertzinger
(2008) provides empirical evidence for the oppositationship between long-
-term success and insurance M&A transactions. Giliencontroversial results
in the literature, some scholars have gone fulttigadentifying a second problem
area, namely the significance of the average dvesiliits. However, according
to Schertzinger (2008), the average effect doesransmit the substantial varia-
tion that is present among different M&A transactioln general, there is little
empirical evidence on the potential variable thahninfluence the success of
M&A in the insurance industry, and the availableriature does not provide
answers as to how to improve the success ratesofdnce M&A.
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Hence, in this study we use equity prices to ifieihe potential impact of
consolidation activity on shareholder wealth. Weuase that equity prices serve
as the channel of information on shareholder egpiects after the announce-
ment of consolidation activity. An event study maas the impact of an eco-
nomic event, such as the announcement of a mergacquisition, by using
financial market data. In our analysis, we employezonomic model event
study based on MacKinlay (1997). In particular,wse the Capital Asset Pricing
Model (CAPM) to calculate expected returns. Givaa tationality in equity
markets, the effects of an event should be refieict¢he observed security prices,
and a measure of the event's economic impact cacobstructed using equity
prices collected over a relatively short period. Wse daily returns in order to
estimate expected and abnormal returns. We defirfieday event window from
one day before the announcemént {) until 8 days after the announcemerit ).
We then calculate abnormal return as the differdsetereen the observed mar-
ket and expected return for tinre=t —1,... ,t + 8.

Daily expected returns are defined for all acqsiieand all time periods
r=t-1...t+8as

Rr=n+B8@7-1) (1)
where
r, —risk free rate,
B - beta of the securiiy
" — expected relevant market return for the secudnd timer.

Furthermore, the abnormal return for the seclirdtyd timer corresponds to
AR, =R - R 2)
where

R, — observed return for the secuiiitgnd timer.

We further need to aggregate the abnormal retbeerwed trough the time
and across the securities. Givgrvents, the sample aggregated abnormal return
for periodr is calculated as

> AR, ©

The average abnormal return can then be aggregatedhe event window
to obtain the cumulative abnormal return.

. t+48 _
CAR= > AR (4)

r=t-1
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The null hypothesis that the abnormal returnszare could be tested via the
following test statistic (MacKinlay, 1997).

CAR
g=——"-7 ()

1

var(CAR)2

where

t+8

var(CAR = > val( Ali'\f,) (6)

r=t-1

and var(ARJ) corresponds to the variance of the abnormal retatisnez for
i=1...,N.

This test statistic is asymptotically standardnmairdistributed under the null
hypothesis. However, with the null hypothesis eithanean or variance effect
might drive the results. In our case, we are istexk only in the mean effect.
Hence, we expand the null hypothesis to allow fuanging variance. This can
be done by using cross-section variance of cunwalatbnormal returns in the
testing statistics (Boehmer, Masumeci and Poulkeay).

CAR

=—+ (7)
var(CAR?2
where
var(CAR = va(ti AR) (8)

r=t-1

where the variance of abnormal cumulative retusnsalculated for the sample
including securities =1,...,N .

Moreover, as a robustness check, we use a nomptia test based on the
following statistics (Corrado, 1989).

6,3 (K 4= 2)5(K) ©

where
K, , — rank of the abnormal return in the event day.

S(K) =J%Z (ﬁz(rﬂ,, —2)j (10)

r=t-1
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This test statistic is also asymptotically staddasrmal distributed under the
null hypothesis. Finally, the above methodologgpplied to investigate the null
hypotheses for the European insurance sector dsawdbr different types of
M&A activities separately. In particular, we willifther distinguish M&A trans-
actions that attempt to diversify versus reinfomeésting business activities.
Additionally, the null hypotheses will be tested woss-border versus domestic
M&A separately.

3. Data Sample and Descriptive Statistics

The purpose of our data sample is twofold. Fisgt,want to describe market
developments in European M&A activity in this milldum and, second, we aim
to empirically test the impact of the observed seations on auguries’ share
prices to identify any potential benefit of thensactions that would motivate for

consolidation.

We construct our sample based on Bloomberg datdnéoperiod of January
2000 to June 2018 for M&A activity in Europe in whieither the acquirer or
target was an insurance company (acquirer or targentry 1ISO code corre-
sponds to any country of the European Economic )Avghough we wanted to
go even further into the history, data prior to @@@ere very limited and could
have biased our results and conclusions. Our @ligimmple database refers then
to 1,993 cases (Figure 1).

Figure 1
M&A Activity in the European Insurance Sector (number of transactions)
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Notes:M&A activity in Europe where either the acquirertarget was an insurance company. The number of
transactions associated with 2018 correspond<tpetiod of January-June only.

Source:Bloomberg.
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However, in order to further analyse the data,need to adjust for data
availability and suitability for the analysis. Whetefore filter our results by
selecting only the acquirers that are listed irclstexchanges and for which
information on the deal amount is available. Thus,construct a sample con-
sisting of 880 transactions and the market obsena{Figure 2).

Figure 2

M&A Activity in the European Insurance Sector in which Acquirers are Listed
in Stock Exchangegnumber of transactions)
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Notes: M&A activity in Europe in which either the acquirer target was an insurance company and the
acquirer is listed in stock exchanges. The numlfdramsactions associated with 2018 corresponddheo
period of January-June only.

Source:Bloomberg.

During the investigated period, the performancéhefinsurance market was
generally worse than the overall market. Whiledlwbal market recovered fully
after all drops in this millennium, particularlyethrsubprime mortgage crisis,
the European insurance market (measured by the S0CEInsurance Index)
remains at less than 75% of its value in JanuaB020his suggests that the
overall macroeconomic conditions were less favderédr the insurance sector
than other industry-specific sectors. This is nyodtiven by the substantial drop
in the risk-free rate over the investigated period.

While the German 10-year government bond yield oxas 5% in the begin-
ning of this millennium, it dropped to values clasezero, with even a short
period of negative values in 2016. This developmagatively affects mainly
life insurance companies with long-term liabilitiesd a significant portion of
guaranteed return products.

An initial overview of the data indicates thatréaés a significant variation in
M&A activity over time and that this variation cgartially be explained by
economic factors and equity market performanceufei@).
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Figure 3

Market Performance and Risk Free Yield Development
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Notes:Eurostoxx Insurance 600 and S&P 500 are displageddices with T January 2000 as 100 (primary
axis), the yield of German 10 year government berekpressed in per cent (secondary axis).

Source:Bloomberg.

Figure 4

M&A Activity in the European Insurance Sector (deal valueland Eurostoxx

Insurance 600
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Notes: M&A activity in Europe in which either the acquirer target was an insurance company and
acquirer is listed in stock exchanges (primary)aXife deal value of transactions associated wittBZorre-
sponds to the period of January-June only. Euradttsurance 600 is displayed on the secondary axis.

Source:Bloomberg.

the

The overall picture indicates that there appeatstsome degree of correlation
between the market performance of the Europearransa sector and conso-
lidation activity. Peaks in activity followed aghg equity market performance
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in the late nineties and 2006 — 2007, and a sigamfi drop is observed in the
aftermath of the global financial crisis in 2008 provement in the last few
years coincides with overall market performance,dmes not seem to confirm
the expectations of an M&A activity peak due tov@&oicy Il introduction. On
the other hand, EU consolidation activity seemkatpbehind the US, although
several more years of observations would be nebd&ate concluding unequi-
vocally in this respect.

We further focus our analysis on the ‘decision emakHence, we select
M&A activity where the acquirer was an insurer. Bais reason, our sample is
reduced to 538 cases. In order to use this saroplarf event study, based on
market returns, the following information is neededrket prices at all observa-
tion periods, beta before the event window (weheta at one month before the
deal announcement) for the acquirer as well asssotlr? and the country of
domicile of both the acquirer and target. Our stadmple is thus limited to 400
transactions that fulfil the above requirementstif@rmore, when constructing
our sample based on all selected transactions,adetd adjust data for week-
ends® A geographical location of acquires in our finahgle show a high de-
gree of concentration in some countries (in paldicin the United Kingdom).

Figure 5
A Geographical Location of Acquires(in per cent)
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ATAUBEBMCACHDEDKES FI FRGBGRHU IE IT JP LUMTNLNONZTH TT US A

Notes:A geographical location of acquires is reporte@ ahare on the total final sample used in our eogbir
analysis. AT = Austria, AU = Australia, BE = Belgn) BM = Bermuda, CA = Canada, CH = Switzerland,
DE = Germany, DK = Denmark, ES = Spain, FI = FidiaRR = France, GB = United Kingdom, GR = Greece,
HU = Hungary, IE = Ireland, IT = Italy, JP = Japék) = Luxembourg, MT = Malta, NL = Netherlands, NO
Norway, NZ = New Zealand, TH = Thailand, TT = Tdad and Tobago, US = United States, ZA = Zambia.

Source:Bloomberg.

2 The following classifications is used: Life/Healthsurance, Property/Casualty Insurance,
Multi-line Insurance, Reinsurance, Insurance Brokeirsancial Guarantee Insurance.

% This means Monday was taken as the next day ferfigay.
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To assess the geographical focus of these tramssctwve distinguish our
sample into "domestic” and "cross-border” transawsi and observe for any
trend over time. The domestic transactions werénddfas a transaction in
which the acquirer and target have their domidilethe same country (Figure 6).
At least for our sample, there is a gradual shifthie focus from domestic to
cross-border consolidation activities that may tiebaited to the internationali-
sation of markets and, particularly, the creatibraingle market in the EU
(Figure 8).

Figure 6
Type of Consolidation — Feographica(number of transactions)

m Cross-border Domestic
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Notes:M&A activity in Europe in which the acquirer was arsurance company and the acquirer is listed in
stock exchanges. The data for 2018 correspondetpedriod of January-June only.

Source:Bloomberg.

Figure 7
Type of Consolidation — Sectora{number of transactions)
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Notes:M&A activity in Europe in which the acquirer was arsurance company and the acquirer is listed in
stock exchanges. The data for 2018 correspondietperiod of January-June only.

Source:Bloomberg.
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Furthermore, differentiating between “diversifyingersus “focusing™ trans-
actions in our sample, based on the subsectoreah#rging entities, could yield
interesting results (Figure 7). The focusing tratisa was defined as a trans-
action in which the acquirer and target operatifénsame subsector (Life/Health
Insurance, Property/Casualty Insurance, Multi-limgsurance, Mutual Insurance,
Reinsurance, Insurance Brokers, Financial Guardngegance).

Although with variations over time, there is adency of firms to pursue
diversifying or complementary activities when erigggin M&A activities
rather than following a focused approach (Figure )is tendency deserves
further analysis, particularly when considering tmatrary or, in the best case,
inconclusive discussions on the topic in the reféligerature.

Figure 8
Share of Cross-border Activities on Total MA Activities

Share of cross border activities on total MA atiga

Share of diversifying activities on total MA acties
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Notes:M&A activity in Europe in which the acquirer was arsurance company and the acquirer is listed in
stock exchanges. The data for 2018 correspondietperiod of January-June only.

Source:Bloomberg.

By viewing our sample in terms of the announcedl déize rather than the
number of transactions, we obtain similar resutsttie geographical focus, but
conflicting results for the sectorial focus.

4. Empirical Results

We investigate the hypothesis that M&A activityulb bring positive addi-
tional value to an acquirer’'s shareholders usirdpta sample based on M&A
activities in Europe in which the acquirer was asurance company and the
acquirer is listed in stock exchanges describgterprevious section.
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The calculation of abnormal cumulative returns BgAhows only marginal-
ly prevailing cases with positive CAR for the whalample (54%). The results
are similar for all sub-categories investigatedegitdor domestic M&A activi-
ties with only 50% cases with positive CAR (Tabje 1

Table 1
Share of Cases with Positive Abnormal Cumulative Rarns (in %)

Diversifying Focusing Cross-border Domestic Total
2000 71 56 43 78 63
2001 40 69 73 47 58
2002 50 80 90 43 63
2003 55 36 43 50 45
2004 40 57 43 60 50
2005 60 57 60 56 58
2006 57 67 75 42 63
2007 28 27 24 38 27
2008 40 54 62 33 46
2009 70 25 56 60 57
2010 56 33 44 67 50
2011 67 0 50 - 50
2012 44 63 55 50 53
2013 38 50 44 40 43
2014 40 63 47 50 48
2015 85 50 75 80 76
2016 65 62 68 50 64
2017 47 50 44 60 49
2018 67 57 64 50 62
Total 53 55 55 50 54

Notes:M&A activity in Europe in which the acquirer was arsurance company and the acquirer is listed in
stock exchanges. The data for 2018 correspondietperiod of January-June only.

Source:Bloomberg.

Similarly, the total CAR accounts for 0.8% of tivbole sample. The results
are similar cross all investigated categories,udiclg the domestic M&A activi-
ties with total CAR accounting for 1.1%.

Despite the overall positive total CAR, we furtliest whether these results
are statistically significant using the event stagproach described in the second
section. We applied this methodology for the whedenple as well as for the
discussed subsamples — diversifying, focusing,sebasder and domestic M&A
activities. Based on our test statistics obtaimedfi subsamples (formulas 5, 7, 9),
we could not reject the null hypothesis that CARdso for any of the test statis-
tics and subsamples considered, even at the conBdevel of 20% for which
the absolute value of tested statistics would riedxs greater than 1.282.

The existence of the positive total CAR observedsdnot appear to be statis-
tically significant. Hence, a positive additionalwe of M&A activities for ac-
quirers’ shareholders cannot be confirmed. As astiess check, we further test
the situation for the overall insurance market étednine whether a marginally
positive total CAR for the sample is not driventhg positive development of
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the whole insurance sector at the selected timelaws. To this end, we con-
struct a new sample using the time of events aneggponding event windows
to include the data of the hypothetical averagerarsce company represented
by the European Insurance Index (STXE 600 Insujand& then apply the
same methodology used for the original sample.

Table 2
Average Cumulative Abnormal Returns(in %)

Diversifying Focusing Cross-border Domestic Total
2000 0.8 2.1 -0.4 3.1 1.6
2001 -0.1 1.4 2.0 0.0 0.8
2002 0.4 3.1 4.7 -0.7 15
2003 1.4 -0.4 -0.4 2.1 0.5
2004 1.7 3.2 0.7 53 2.6
2005 0.5 1.3 15 0.7 1.1
2006 -1.9 2.3 0.8 -0.1 0.5
2007 -1.8 -1.8 2.2 -0.5 -1.8
2008 15 -0.5 2.6 -1.2 0.6
2009 1.1 -0.6 1.6 -1.2 0.6
2010 0.2 0.0 0.3 -0.4 0.2
2011 -2.2 -6.4 -3.2 0.0 -3.2
2012 -0.2 4.6 0.1 5.6 2.1
2013 0.8 0.7 1.5 -0.6 0.8
2014 0.8 2.4 0.6 2.8 1.3
2015 55 -2.4 -0.4 13.3 3.6
2016 1.8 0.6 1.9 -0.4 14
2017 0.0 -0.3 -0.2 0.0 -0.1
2018 1.0 1.0 0.6 2.9 1.0
Total 0.7 0.9 0.6 1.1 0.8

Notes:M&A activity in Europe in which the acquirer was arsurance company and the acquirer is listed in
stock exchanges. The data for 2018 correspondetpedriod of January-June only.

Source:Bloomberg and own calculations.

Table 3
Statistical Results

Average CAR (in %)

Test statistic 6,

Test statistic G,

Test statistic &,

Total Sample
Diversifying
Focusing
Cross-border
Domestic

0.793
0.682
0.925
0.623
1.087

0.122
0.114
0.131
0.118
0.133

0.121
0.116
0.155

0.133
0.147

0.924
0.902
0.949
0.864
1.026

Source:Own calculations.

Table 4

Statistical Results

Average CAR (in %)

Test statistic 4,

Test statistic 6,

Test statistic &,

Test sample

—0.497%

—0.114

-0.119

1.028

Source:Own calculations.

The results show that the European insurancersaotounts for a marginally
negative total CAR for the periods that were ineldidn the sample with M&A
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events. Furthermore, the null hypothesis that tr@anal returns are zero could
not be rejected. Hence, we can conclude that awlitseare not influenced by
a positive development of the insurance sectdnérconsidered time frame.
Overall, our empirical analysis did not confirmathiM&A activities would

bring positive additional value to acquirers’ slmlelers. However, our work is
based on event study methodology that has manyalimms. Hence, we cannot
rule out some positive long-term effect that migbt be reflected in share prices
at the time of announcement.

Conclusion

The topic of M&A activity and its impact on shaodtter value remains am-
biguous in the literature, with limited studies liigg with insurance sectors.
Although the studies indicate neutral to negatigsutts for acquirers, firms
continue engaging in M&A activities, in particuliarthe current low-yield envi-
ronment. Our study contributes to the debate orintipact of consolidation ac-
tivity through a market model event study, as idtreed by MacKinlay (1997).
The results of our analysis indicate that withie tBuropean insurance sector,
when the acquirer is an insurance company, thexenarsignificant positive
abnormal returns. We obtain similar results forssrborder versus domestic
consolidation activities, as well as for diversiiyiversus focusing on the same
business lines consolidation activities. Although @bserve marginally positive
total cumulative abnormal results in all cases,enohthe results appears to be
statistically significant.

Our finding on the impact of corporate (as oppasefortfolio) diversifica-
tion on the value of an insurer is in line with fmertfolio theory. Any reduction
of firm-specific risk claimed by the diversificatigproponents could be better
performed by the investors themselves by holdidyersified portfolio of firms
specialising in different lines, probably more etfeely than a firm that diversi-
fies its activities. Hence, there should be no reivga premium paid by the mar-
kets and, to the extent that conglomeration induithereased costs or intra-
group subsidies for less efficient business litleste may even be a diversifica-
tion penalty. However, we observe firms still enigggn diversification of ac-
tivities either through M&A transactions or orgaigiowth. Further research on
the topic would be of added value, supplementirgahalysis of consolidation
impact based on event studies with a study on &etpfs that motivate insurers
engaging in consolidation activities. Additionallyross-sectoral analysis might
reveal important differences in this pattern fasurers, banks, or non-financial
companies.
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