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Abstract
Market expectations have an impact on value of M&A deals, especially on cross-border deals due 
to higher degree of uncertainty and greater average deal size. Positive market reaction, expressed 
in growth of a buyer’s market capitalization, indicates that market has more optimistic view on 
expected financial results of the companies after the merger than buyer has. On the other hand, 
negative market reaction indicates a possible overestimation of future financial results of the M&A 
deal by the buyer. In both cases there is a change in market capitalization of the buyer at a moment 
of public announcement, which is an indirect benefit or cost of the deal for shareholders.  Existing 
approaches to cross-border M&A valuation don’t take into account the impact of market reaction 
on total deal value and market value of acquirer, and are based only on fundamental factors such as 
profitability, sales growth rates, cash flows and leverage. In deal structuring market expectations are 
not accounted and market reaction realized in change of acquirer’s market capitalization is consid-
ered to be an uncontrolled loss or benefit which doesn’t influence M&A deal value. Therefore the ef-
fect of market expectations impact is not currently taken into account in a consideration structure of 
mergers and acquisitions. Structuring of cross-border M&A deals should be improved by including 
additional conditional component which would consider losses of acquirer’s market capitalization 
as a result of negative market reaction to the deal.

Keywords: mergers and acquisitions, market expectations, valuation, market capitalization, deal structuring

JEL: G34

References
1.	 Damodaran A. Investment Valuation: Tools and Techniques for Determining the Value of 

Any Asset. М.: Alpina Publishers, 2010.
2.	 Depamphilis D. Mergers, Acquisitions, and Other Restructuring Activities. М.: ZAO 

«Olimp-Business», 2007.
3.	 Husainov Z.I. Efficiency estimation of mergers and acquisitions: integrated methodology. 

Corporate Finance. 2008. №1(5).
4.	 Andre, P., Kooli, M., L’Her, J.-F. (2004), The long-run performance of mergers and 

acquisitions: evidence from the Canadian stock market, Financial Management, 4(33) 
(2004) 27–43.

5.	 Bertrand, O., Zitouna, H. (2008), Domestic versus cross-border acquisitions: which impact 
on the target firms’ performance? Applied Economics, 40(1997) (2008)  2221–2238.

6.	 Conn, R., Cosh, A., Guest, P., Hughes, A. (2003), The impact on UK acquirers of domestic, 
cross-border, public and private acquisitions, ESRC Centre for business Research, University 
of Cambridge, Working Paper No 276.

7.	 Fama, E. (1965), The Behavior of Stock Market Prices, Journal of Business 38 (1965) 34–
105.

8.	 Feito-Ruiz, I., Menendez-Requejo, S. (2011), Cross-border mergers and acquisitions in 
different legal environments, International review of law and economics, 31 (2011)  169–
187.

9.	 Healy, P., Paleru, K., Ruback, R. (1990), Does corporate performance improve after mergers?  
MIT, Alfred Sloan School of Management, Working Paper #3149-90.


