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Abstract  This study examines the performance of glamour versus value firms in M&As. 
Specifically, the current study takes into account the market timing to explore the perfor-
mance of glamour versus value firms in M&As. Using the standard event study methodol-
ogy with 1109 targets and 6980 bidders during the 2000–2013 period, the results show that 
glamour (value) firms are more likely to choose the hot (cold) market condition to engage 
in M&As for both targets and bidders. The evidence also reveals that the performance of 
glamour versus value firms is less sensitive to the market timing for targets. While glamour 
bidding firms obtain lower announcement returns, the losses are even more significant dur-
ing long run post-announcement period. A further analysis indicates that bidders in gen-
eral experience negative announcement returns in the hot market irrespective of glamour 
versus value firms. While glamour bidding firms obtain lower post-announcement returns 
in the hot market relative to their value counterparts, glamour bidders generate higher post-
announcement returns during the cold market than value bidders. The regression analysis 
finds consistent results for bidders. Overall, this study sheds lights on the importance of the 
market timing on the performance of glamour versus value firms in M&As.
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1  Introduction

Mergers and acquisitions have drawn many attentions in corporate finance. One of research 
streams is to examine the performance of glamour versus value firms1 around merger and 
acquisition announcements. While several studies have examined the performance of glam-
our versus value firms in M&As (e.g., Rau and Vermealen 1998; Sudarsanam and Mahate 
2003; Andriosopoulos et al. 2015), none of prior studies takes into account the market tim-
ing to explore this issue in M&As. It is not clear as to whether the market timing plays a 
role to influence the performance of glamour versus value firms in M&As. Thus, this study 
intends to fill up this gap.

Prior studies have proposed the theory to explain the performance of glamour versus 
value firms in M&As from the perspective of bidding firms. Rau and Vermealen (1998) 
propose the performance extrapolation hypothesis and argue that the market may overex-
trapolate the past performance of bidding firms when evaluating M&A transactions. Prior 
studies argue that glamour firms are firms with high past stock returns and these firms 
appear to have high past growth in cash flow and earnings (Lakonishok et al. 1994; Rau 
and Vermealen 1998). While glamour firms tend to have better past performance prior to 
M&A transactions, managers may overconfidence their abilities to manage the deals due to 
the presence of hubris perspective (Roll 1986). In this regard, managers of glamour firms 
are more likely to engage in value-decreasing M&A transactions. Alternatively, value firms 
tend to have low growth and may in general have poor past performance. These value firms 
appear to have low share price. When engaging in mergers and acquisitions, managers of 
value firms may be more prudent to evaluate the transactions resulted in higher synergies 
to their shareholders. Thus, it can be expected that there is a difference in announcement 
returns for glamour versus value firms in M&As.

In addition, several studies focus on the behavior perspective to explain firm perfor-
mance in relation to the market condition2 (Shleifer and Vishny 2003; Rosen 2006; Chid-
ambaran et al. 2010; Tebourbi 2012). Shleifer and Vishny (2003) and Chidambaran et al. 
(2010) argue that mergers take place during the periods of high market valuation. Rosen 
(2006) also reports that the market reaction to a merger for bidding firms is positively 
related to merger announcements by other firms in the recent past during the hot market. 
As there may have many investment opportunities in the hot market, managers of glamour 
firms may be hubris their ability to manage the deals due to their better past performance. 
Managers of glamour firms may be more likely to engage in value-decreasing transac-
tions in the hot market condition that may damage firm value in M&As. Alternatively, 
as value firms in general have poor past performance, managers of value firms would be 
careful to evaluate the deals regardless of the market timing. Hence, it can be predicted 
that announcement returns to glamour versus value firms can differ within different market 
timing.

A number of the existing literatures have examined stock returns for value and growth 
stock (Fama and French 1992, 1993; Lakonishok et  al. 1994; Chan et  al. 1995; Daniel 
and Titman 1997; Bauman et al. 2001; Fama and French 2012; Chiang 2016). Chan et al. 
(1995) argue that value stocks seem to be cheap that earn higher returns than expensive 

2  This study uses the terms of "the market condition" and "the market timing" interchangeably.

1  This study examines the performance of glamour, neutral and value firms in M&As. For brevity, the term 
of "glamour versus value firms" is used to indicate different types of firms in terms of glamour, neutral and 
value firms.
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glamour stocks. Fama and French (1992, 1993) also point out that higher returns to value 
stock simply compensate their higher risk. Bauman et al. (2001) find that value stocks gen-
erally outperform growth stocks over the 10-year period in the various Pacific Rim country 
stock markets. Chiang (2016) also confirms that value stocks obtain higher market-adjusted 
returns than growth stocks during out-of-sample years from 2009 to 2012. Focusing on 
mergers and acquisitions, several studies have investigated firm performance for glamour 
versus value firms in M&As (Rau and Vermealen 1998; Sudarsanam and Mahate 2003; 
Andre et al. 2004; Kohers et al. 2007; Andriosopoulos et al. 2015). However, these studies 
report mixed results. In addition, none of prior studies takes into account the market timing 
to examine the performance of glamour versus value firms in M&As It remains a puzzle as 
to whether the market timing plays an important role to influence the performance of glam-
our versus value firms in M&As.

Several studies report that glamour acquirers obtain higher announcement returns than 
their value counterparts (Lang et al. 1989; Servaes 1991; Rau and Vermealen 1998; Meg-
ginson et al. 2004). Instead, Conn et al. (2005) find that glamour bidders have poor perfor-
mance when acquiring public firms. Andriosopoulos et al. (2015) similarly find that value 
bidders outperform glamour bidders during and after the M&A announcement. However, 
Alexandridis et  al. (2008) do not find a significant relationship between market to book 
value and bidder announcement returns around the M&A announcement.

Focusing on long run post-announcement performance, Rau and Vermealen (1998) 
report that glamour acquirers underperform over the three years following an M&A. The 
authors attribute to the fact that the market may over-extrapolate past performance of glam-
our firms leading to poor post-announcement returns. Sudarsanam and Mahate (2003) lend 
support to Rau and Vermealen (1998) findings and report that value acquirers outperform 
glamour acquirers over a 3 years post-acquisition period. Kohers and Kohers (2007) indi-
cate that glamour acquirers experience poor post-announcement performance that is driven 
by the adverse effects of acquirers’ agency problems.

Turning to the empirical evidence related to the market timing, Rosen (2006) reports 
that the market reaction to a merger for bidding firms is positively related to merger 
announcements by other firms in the recent past during the hot market. However, their 
results further show that long run bidder returns are lower when the market is hot. The 
evidence suggests that managers are overoptimistic their ability to manage their firms in 
the future. Thus, the evidence suggests that the market timing can influence managerial 
decisions in M&As. Petmezas (2009) consistently finds that bidder announcement returns 
decline in the long run when acquisitions are announced during stock market boom peri-
ods. However, Antoniou et al. (2008) report that merger deals that are announced during 
hot merger markets perform worse than those during other periods.

Croci et al. (2010) further look into bidder performance in high and low market valua-
tion periods by overconfident and non-overconfident managers. Their evidence indicates 
that bidders with non-overconfident managers gain the most in high valuation periods. The 
results also show that acquisitions by overconfident bidders continue to perform worse than 
acquisitions by non-overconfident bidders in the long term.

This study examines the performance of glamour versus value firms in M&As in the US 
market. Specifically, the current study takes into account the market timing to examine firm 
performance for glamour versus value firms in M&As. While the US takeover market is 
more active, a large number of M&A transactions allows the current study to examine the 
performance of glamour versus value firms effectively. In addition, the US stock market is 
one of leading markets for stock trading. With a plenty of stock trading in the US market, it 
can directly observe stock market condition that can enable this study to classify the market 
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timing into the hot, normal and cold market condition clearly. Hence, this offers of great 
valuable opportunity to look into the performance of glamour versus value firms within 
different market timing in M&As. This can also allow the current study to address whether 
managers of glamour versus value firms can take advantage of the market timing to create 
higher synergies to their firms in M&As.

Due to inconsistent results and limited evidence, it is not clear as to whether the per-
formance of glamour firms can outperform to their value counterparts in M&As. More 
importantly, none of prior studies examines the performance of glamour versus value firms 
in light of the market timing in M&As. It is not clear as to whether glamour firms can 
outperform to value firms within different market conditions. This suggests a need to fur-
ther examine this issue in M&As. Accordingly, this study firstly explores what factors can 
influence glamour versus value firms in M&As. Secondly, the current study further looks 
into whether glamour versus value firms are more likely to choose different market timing 
to engage in mergers and acquisitions. In addition, this study further examines the perfor-
mance of glamour versus value firms in M&As. In particular, the current study takes into 
account the market timing to explore whether the performance of glamour versus value 
firms in M&As can differ with respect to different market conditions. This can shed lights 
on the importance of the market timing on firm performance for glamour versus value 
firms in M&As.

Unlike prior studies, this study extends the existing literatures to examine the perfor-
mance of glamour versus value firms accounting for the importance of the market condi-
tion. In addition, the empirical analysis covers not only for bidding firms but also for target 
firms. While the choice of the market timing may be self-selective for glamour versus value 
firms, the empirical analysis addresses the issue of self-selective bias. Furthermore, this 
study also takes into account reversed causality concern in the empirical analysis as the 
market condition can firstly affect the classification of glamour versus value firms. This can 
provide additional insights to address the performance of glamour versus value firms in 
M&As within different market conditions.

To measure the performance of glamour versus value firms in M&As, this study uses 
the market to book ratio to classify the firms into glamour, neutral and value firms respec-
tively. In addition, following Antoniou et al. (2008) and Petmezas’s (2009) procedure, this 
study uses the detrended market index to identify the market conditions into the hot, nor-
mal and cold market. While prior studies have observed an upward trend for the market 
index, the advantage of this procedure can remove the best straight line fit (OLS) from the 
index of the month. This can also reduce the bias introduced to the identification of the 
market conditions.

Accordingly, this study uses the standard event study methodology to examine the 
performance of glamour versus value firms in M&As. The market model is applied to 
compute the abnormal returns. In addition, the current study also compute buy and hold 
abnormal returns to measure long run post-announcement performance during the post-
announcement period. Using 1109 targets and 6980 bidders during the 2000–2013 period, 
the results reveal that firm specific characteristics, such as ROA, leverage and firm size, 
can be determinants to influence glamour versus value firms for targets and bidders. In 
addition, the method of payment in terms of cash payment can also be an important deter-
minant to influence glamour versus value bidding firms. The results also show that glamour 
target firms are more (less) likely to choose the hot (cold) market to engage in mergers and 
acquisitions. Instead, value target firms are more likely to involve in mergers and acquisi-
tions during the cold market. Similar findings can also be found for bidding firms. The 
evidence consistently shows that glamour bidding firms are more (less) likely to engage in 
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M&As during the hot (cold) market. On the contrary, value bidding firms are less (more) 
likely to involve in M&As during the hot (cold) market.

With regard to the performance of glamour versus value firms, the results show that 
targets earn significant positive announcement returns around merger and acquisition 
announcements. However, the difference in target announcement returns is not significant 
for glamour versus value target firms. A further analysis reveals that targets earn higher 
announcement returns during the cold market relative to the hot and neutral market regard-
less of glamour versus value target firms. Given the cold market, value target firms earn 
higher announcement returns than their glamour and neutral counterparts. In contrast, 
glamour target firms obtain higher announcement returns relative to neutral and value tar-
get firms when the market is under the hot condition. However, the regression analysis does 
not find any significant relationship between target announcement returns and glamour ver-
sus value firms within various market conditions.

Turning to the empirical evidence for bidding firms, the results show that bidders obtain 
marginal positive announcement returns around merger and acquisition announcements. 
However, the results are reverse, showing that bidders experience negative announcement 
returns during long run post-announcement period. Interestingly, the evidence reveals that 
glamour bidding firms on average obtain lower announcement returns around merger and 
acquisition announcements relative to their neutral and value counterparts. The losses 
for glamour bidding firms are even more significant during long run post-announcement 
period. An additional analysis also indicates that bidders on average experience negative 
(positive) announcement returns around merger and acquisition announcements during the 
hot (cold) market regardless of glamour versus value firms. The evidence also reveals that 
bidders experience more losses in the hot market relative to other periods of market condi-
tions during long run post-announcement period for glamour and neutral firms. Interest-
ingly, glamour bidding firms appear to outperform their value counterparts during long 
run post-announcement period when the market is under cold condition. This suggests that 
glamour bidding firms can have more ability to capture the cold market condition in creat-
ing higher synergies to their firms. While performing the regression analysis, the results 
for bidders classified as glamour versus value firms are in general consistent with previous 
findings in this study.

This study makes several contributions to academic research. First, the current study 
offers new evidence to examine the performance of glamour versus value firms in M&As. 
More importantly, this study further takes into account the market timing to look into 
whether the performance of glamour versus value firms can differ with respect to various 
market conditions. The empirical evidence indicates that the performance of glamour ver-
sus value firms can be less sensitive to the market conditions for target firms. In contrast, 
the market timing seems to play an important role to influence the performance of glamour 
versus value bidding firms. While the choice of the market timing can be self-selective to 
glamour versus value firms, this may raise the concern of self-selection bias. Using Heck-
man’s (1979) procedure to control for self-selection bias, the results indicate that the mar-
ket timing can be a determinant to influence the performance of glamour versus value firms 
in M&As. Alternatively, using the market to book ratio to classify the firms into glamour 
versus value firms can be correlated to the market timing. This may raise the concern of 
causality that may bias the results in this study. This study also deals with this issue and 
reinforces the empirical results in the regression analysis. Thus, the empirical evidence 
provides new insights to reveal the importance of the market timing on the performance of 
glamour versus value firms in M&As. Consequently, the empirical evidence in this study 
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can enhance our knowledge and understanding to shed lights on the importance of the mar-
ket timing on the performance of glamour versus value firms in M&As.

This paper is organized as follows. Section two describes sample selection. The classi-
fication of glamour versus value firms as well as the identification of the market conditions 
is also presented in section two. Section three discusses methodology. Section four presents 
the empirical results. Conclusion is in section five.

2 � Sample selection, the classification of glamour versus value firms 
and the identification of the market condition

2.1 � Sample selection

This study examines the performance of glamour versus value firms in M&As in the US 
market. In particular, the current study further takes into account the market timing to 
explore firm performance for glamour versus value firms in M&As. The sample of merg-
ers and acquisitions is collected from SDC platinum database. To be included in the final 
sample, the transaction is required to meet the following criteria. The investigation period 
covers from 2000 to 2013. The longer sampling period enables the current study to obtain a 
sufficient large sample in M&As and also allows this study to classify the firms into glam-
our, neutral and value firms effectively. In addition, a longer period can also allow the cur-
rent study to capture the market timing sufficiently in terms of the hot, normal and cold 
market condition.

Bidders are required to be US firms. Both the target and bidder are required to be listed 
on the stock exchange. As targets may be small firms and are not listed on stock exchange, 
this can be expected to yield unmatched sample for targets and bidders. The transactions 
are complete and deals are limited to acquisitions, acquisition of majority interests and 
mergers. In addition, bidders own more than 50% of target shares after the transaction in 
order to focus on the change of control. To avoid bias introduced by the presence of many 
small deals, transaction value is restricted to be at least larger than 10 million US dollars.

Share price and financial data are collected from Datastream database. If share price is 
missing, the transaction is removed from the sample. Financial characteristics are gathered 
from the calendar year end prior to the announcement date. More importantly, the transac-
tion is further eliminated if the market to book ratio at the time of announcement is not 
available for targets and bidders collected from Datastream database. This can allow the 
current study to classify the firms into glamour versus value firms clearly. In addition, this 
study further removes financial firms (SIC codes 6000-6999) and utility firms (SIC codes 
4900-4999) as the characteristics of financial and utility firms can differ from other firms. 
After imposing these criteria, the final sample covers 1109 targets and 6980 bidders.

2.2 � The classification of glamour versus value firms

A number of prior studies have examined the performance of glamour versus value firms 
in finance (e.g., Fama and French 1992, 1993, 2012; Lakonishok et al. 1994; Chan et al. 
1995; Daniel and Titman 1997; Rau and Vermealen 1998; Conn et al. 2005; Sudarsanam 
and Mahate 2003; Andre et al. 2004; Kohers et al. 2007; Andriosopoulos et al. 2015). Chan 
et al. (1995) argue that value stocks seem to be cheap that earn higher returns than expen-
sive glamour stocks. Fama and French (1992, 1993) also point out that higher returns to 



Glamour versus value, market timing and firm performance:…

1 3

value stock simply compensate their higher risk. Focusing on mergers and acquisitions, 
studies, such as Rau and Vermealen (1998), Sudarsanam and Mahate (2003) and Andri-
osopoulos et  al. (2015), argue that glamour firms generally have high growth and better 
past performance. Glamour firms tend to have higher market valuation. Alternatively, value 
firms in general have lower share price in accompany with low growth. Rau and Vermealen 
(1998) find that glamour bidders obtain higher announcement returns than value bidders. 
On the contrary, Andriosopoulos et al. (2015) find that value acquirers outperform to glam-
our acquirers during and after merger and acquisition announcements. To classify glamour 
versus value firms, Rau and Vermealen (1998) use the book to market ratio to identify 
different types of firms in the US market. However, Sudarsanam and Mahate (2003) and 
Andriosopoulos et al. (2015) focus on the UK market and use either the price to earnings 
ratio or the market to book ratio to determine the pre-bid status of firms.

Similar to Rau and Vermealen (1998) study, the current study uses the market to book 
ratio at the time of M&A announcements to classify the firms into glamour, neutral and 
value firms. The market to book ratio is collected from Datastream database at the time of 
announcement. Using the market to book ratio as a single indicator can enable the current 
study to identify glamour versus value firms consistently. Accordingly, the sample of firms 
is partitioned into three groups on the basis of the market to book ratio. The classification 
of three groups of firms allows the current study to better distinguish the firms with high or 
low growth potential in terms of glamour versus value firms. In addition, this classification 
can also reduce ambiguous definitions in determining glamour versus value firms. If the 
market to book ratio for the firms is in a group with the bottom 1/3 samples (low market to 
book ratio), these firms are classified as “value firms”. If the market to book ratio for the 
firms is in a group with the top 1/3 samples (high market to book ratio), these firms are 
grouped as “glamour firms”. The rest of firms are classified as “neutral firms”.

2.3 � The identification of the market condition

A number of prior studies have examined mergers and acquisitions in relation to the market 
condition in terms of the hot and cold market (Rosen 2006; Antoniou et al. 2008; Petmezas 
2009; Chidambaran et al. 2010; Tebourbi 2012). Rosen (2006) finds that bidder stock price 
is more likely to increase when mergers are announced in a hot merger market or if the 
overall stock market is doing better. Antoniou et  al. (2008) report that merger outcome 
relates to broader market conditions and stock market price levels. The authors find that 
high market valuations stimulate the short run returns. Petmezas (2009) similarly finds 
that bidders generate significantly positive abnormal returns during high-valuation periods 
while they exhibit insignificant returns during low-valuation periods. Tebourbi’s (2012) 
study lends support to prior studies and reports that bidders significantly outperform the 
market benchmarks in hot merger markets during the pre-merger year. The author finds that 
bidders obtain higher announcement returns in the hot market relative to those in the cold 
and normal markets. On the contrary, Chidambaran et al. (2010) report that returns to bid-
ders are lower when merger markets are intense. Their evidence also indicates that acquisi-
tion premium is larger in the hot merger markets.

This study focuses on the performance of the stock market in each month to identify the 
market condition. Total return index for US market collected from Datastream database is 
employed as the benchmark to classify the market condition in terms of the hot, normal 
and cold market. While the market index has trended upwards, Antoniou et al. (2008) and 
Petmezas (2009) point out that it is necessary to remove the trend from the market index.
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In order to classify the market condition for each month, the current study follows the 
study of Antoniou et al. (2008) and Petmezas (2009) to detrend the market index. This can 
avoid introducing the bias to the identification of the market condition.3 In addition, the 
current study classifies the market timing into the hot, normal and cold conditions. This 
can reduce ambiguous identifications when the market timing is classified into two parts 
in terms of the hot and cold market only. In addition, the classification of three market 
conditions in terms of the hot, neutral and cold market can also make a clear comparison 
to the performance of glamour versus value firms in the hot and cold market. Following 
their procedure, Total return index of the US market is detrended by removing the best 
straight line fit (OLS) from the index of the month in question and the five preceding years. 
Accordingly, the months in question are classified into an above (below) average group 
if its de-trended index is above (below) the past 5-year average. When the above (below) 
group is identified, the group of the months is ranked. Months that belong to the top half of 
the above average group are classified as “hot” months and those that belong to the bottom 
half of the below average group are classified as “cold” months. All remaining months are 
classified as “normal” months.4

2.4 � Control variables

A number of the existing literatures have documented the importance of deal and firm 
specific characteristics on firm performance in M&As. Bidders with cash payment obtain 
higher announcement returns than those with stock payment (Travlos 1987; Draper and 
Paudyal 1999). Moeller et  al. (2004) report that bidders paid by cash obtain positive 
announcement returns. However, Moeller et  al. (2004) also find negative announcement 
returns to bidders with stock payment. Cai et al. (2011) similarly find that bidders in stock 
payment obtain lower returns than those in cash or mixed payment.

In addition, several studies have reported positive announcement returns to bidders in 
friendly deals (Jarrell and Bradley 1980; Bradley et al. 1983). On the contrary, Goergen and 
Renneboog (2004) find that bidders in hostile bids obtain negative abnormal returns. Dull-
ard and Hawtrey (2012) point out that hostile target firms obtain large negative abnormal 
returns in the short terms. Servaes (1991) also reports that bidder announcement returns 
are lower when engaging in hostile deals. However, Sudarsanam and Mahate (2003) find 
insignificant short-run returns for hostile bidders. Schwert (2000) finds no significant effect 
between bidder announcement returns and hostile deals.

Furthermore, several studies have reported that bidders involved in focusing acquisi-
tions obtain positive abnormal returns (Sudarsanam et  al. 1996; Walker 2000). Morck 
et al. (1990) find that bidders obtain lower abnormal returns when engaging in diversifying 
acquisitions. Lang and Stulz (1994) and Servaes and Zenner (1996) also report that diver-
sification acquisitions reduce the wealth to bidder shareholders. In contrast, prior evidence 
shows that bidders in diversification acquisitions are associated with positive abnormal 
returns (Jensen and Ruback 1983; Bradley et al. 1988; Hadlock et al. 2001). In addition, 

4  Months classified as hot, normal and cold months are replaced by the hot, normal and cold markets in this 
study.

3  Antoniou et  al. (2008) argue that the market P/E ratio has upward trend. Without removing the trend, 
this may introduce the bias to classify the market condition. This may attribute to the fact that more recent 
acquisitions would be classified as high-valuation acquisitions and older acquisitions as low-valuation 
acquisitions.
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Harris and Ravenscraft (1991) document that targets earn higher gains when foreign bid-
ders involve in M&A transactions. However, Conn et al. (2005) report that bidders in cross 
border deals obtain lower announcement returns. Eckbo and Thorburn (2000) report that 
domestic bidders obtain positive abnormal returns. Lowinski et al. (2004) find that there is 
no difference in announcement returns between national and cross-border mergers.

The existing literature has reported that firm specific characteristics are important deter-
minants to affect firm performance in M&As. Morck et al. (1990) report that firms with 
superior prior performance make better acquisitions. Harrison et al. (2014) report a nega-
tive relationship between leverage and post-acquisition returns. Hunter and Jagtiani (2003) 
find that bidders obtain higher post-merger gains when bidder size is large.

While prior studies have demonstrated that deal and firm specific characteristics are 
important determinants to influence firm performance in M&As, this study also controls 
for these characteristics in the regression analysis. Controlling for these characteristics also 
allows the current study to further explore the determinants that can affect firm perfor-
mance in M&As. Hence, the regression analysis controls for cash payment, cross border 
deals, friendly deals, number of bidders, relatedness,5 ROA, leverage and firm size. ROA 
is measured as net income to total assets. Leverage is measured as total debt to total assets. 
Firm size is measured as ln(total assets).

3 � Methodology

This study examines the performance of glamour versus value firms in M&As. Specifi-
cally, the current study takes into account the market timing to examine the performance 
of glamour versus value firms in M&As. In this regard, the current study explores what 
determinants can influence glamour versus value firms in M&As and whether glamour ver-
sus value firms are more likely to choose different market conditions to engage in M&As. 
In addition, this study also investigates whether the performance of glamour versus value 
firms can differ with respect to different market conditions. To carry out the empirical 
analysis, this study first employs the probit regression analysis to explore what factors can 
influence glamour versus value firms in M&As. While prior studies have demonstrated 
the importance of deal and firm specific characteristics in M&As, these characteristics 
are included in the regression analysis. The variables include cash payment, cross-border 
deals, friendly deals, number of bidders, relatedness, ROA, leverage and firm size. In addi-
tion, the current study also employs the probit regression analysis to look into whether 
glamour versus value firms are more likely to choose various market timing to engage in 
M&As.

Furthermore, this study employs the standard event study methodology to calculate the 
abnormal returns in order to measure the performance of glamour versus value firms in 
M&As. Following Brown and Warner’s (1985) study, the market model is applied to cal-
culate the abnormal returns. The market model parameters are estimated from day-270 to 
day-61, where day 0 is the announcement date. The Datastream market index is selected as 
the benchmark for the US market and other markets. Abnormal returns are calculated by 
subtracting expected returns from actual returns.

5  This study uses 4-digit SIC code (XXXX) to classify diversifying or focusing deals. If 2-digit SIC code 
(e.g. 10XX) for the target and bidder is the same, the transaction is classified as focusing deals; otherwise, 
diversifying deals.
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where ARit , the abnormal returns for stock i on day t ; Rit , the return for stock i on day t ; 
Rmt , the returns for the market on day t ; �, � , the market model parameters.

The cumulative abnormal returns are calculated by aggregating the abnormal returns 
over a certain period of the event window. This study focuses on short term announcement 
returns as share price tends to have a significant impact around the announcement date. 
Hence, this study uses three event windows in terms of (− 1, + 1), (− 2, + 2) and (− 5, + 5) 
event windows to examine the performance of glamour versus value firms in M&As within 
different market conditions. In addition, this study also looks at post-announcement returns 
to look into long run performance of glamour versus value bidding firms in M&As during 
the post-announcement period. This can also allow the current study to explore whether 
glamour versus value bidding firms can have more ability to capture the market timing in 
creating value to their firms in M&As.

Prior studies, such as Barber and Lyon (1997), Kothari and Warner (1997) and Lyon 
et  al. (1999), address several concerns when examining long run post-announcement 
returns. When using cumulative abnormal returns to compute long run post-announcement 
returns, the results may be biased due to the problem of new listing, frequent rebalancing 
and skewness biases. Thus, cumulative abnormal returns poorly detect any long run abnor-
mal performance. Barber and Lyon (1997) advocate the use of buy and hold abnormal 
returns (BHAR) and the benchmark would be better to take into account size and book to 
market ratio. This study identifies a control firm with similar size and book to market ratio.

Following Barber and Lyon’s (1997) study, the current study first identifies all firms 
with a market value of equity between 70 and 130% of the market value of equity of the 
sample firm, except for financial and utility firms. This study further chooses the firm with 
the book to market ratio closest to that of the sample firm. The size and book to market 
ratio are collected from the calendar year end prior to the announcement date. The buy 
and hold abnormal returns is defined as the value of holding a long position in the stock 
of the bidding firm and a short position in a benchmark over the time horizon. Thus, this 
study measures long run buy and hold abnormal returns for different event windows in this 
study, including (+ 1, + 90), (+ 1, + 180), (+ 1, + 270) and (+ 1, + 360) event windows. 
These event windows can be expected to better capture long run post-announcement drifts 
in announcement returns in M&As. This can also provide additional insights to reveal bid-
der post-announcement returns in M&As for glamour versus value bidding firms during 
long run post-announcement period. In addition, cross-sectional t statistics is used to test 
the significance level for the hypothesis, H0 : mean abnormal returns are equal to 0.

To better understand the performance of glamour versus value firms in M&As, this 
study further runs cross-sectional regression analysis to explore the relationship between 
announcement returns and glamour versus value firms. While prior studies have reported 
the importance of deal and firm specific characteristics on firm performance in M&As, the 
regression analysis also controls for these characteristics. Controlling for these characteris-
tics, this study can better reveal the relationship between announcement returns and glam-
our versus value firms in M&As.

ARit = Rit −

(

� + �Rmt

)

BHARBidder =

T

�
t=1

(

1 + Rt

)

−

T

�
t=1

(

1 + Rcontrolfirm,t

)
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Table 1   Descriptive statistics

This table presents the summary of descriptive statistics for targets and bidders. Panel A presents the dis-
tribution of the sample based on the year and glamour versus value firms for 1109 targets and 6980 bid-
ders during the 2000–2013 period. Panel B presents descriptive statistics of firm specific characteristics for 
glamour versus value firms. ROA is measured as net income to total assets. Leverage is measured as total 
debt to total assets. Ln(total assets) is measured as the log of total assets

Panel A Targets Bidders

All Glamour Neutral Value All Glamour Neutral Value

2000 172 72 46 54 847 452 174 221
2001 141 42 38 61 574 208 164 202
2002 66 18 18 30 579 164 190 225
2003 92 23 26 43 546 132 178 236
2004 107 36 42 29 661 206 240 215
2005 99 39 31 29 652 227 243 182
2006 83 29 39 15 580 210 223 147
2007 91 43 28 20 557 209 209 139
2008 52 16 16 20 385 127 143 115
2009 52 5 24 23 276 49 95 132
2010 47 16 15 16 348 77 120 151
2011 32 9 15 8 354 97 121 136
2012 46 13 21 12 349 86 123 140
2013 29 9 11 9 272 83 104 85
N 1109 370 370 369 6980 2327 2327 2326
Panel B Targets Bidders

Mean Median SD Mini-
mum

Maxi-
mum

Mean Median SD Mini-
mum

Maxi-
mum

ROA
 Glam-

our
− 0.0574 0.0360 0.3257 − 2.3892 0.7872 0.0419 0.0805 0.2516 − 6.9595 0.6884

 Neutral − 0.0131 0.0389 0.2165 − 1.7140 0.4413 0.0420 0.0600 0.1418 − 2.2732 0.3755
 Value − 0.1066 0.0074 0.3065 − 2.0906 0.7536 0.0033 0.0380 0.2130 − 4.2958 2.1905

Leverage
 Glam-

our
0.1749 0.0822 0.2039 0.0000 0.9313 0.1765 0.1366 0.1881 0.0000 2.0288

 Neutral 0.1527 0.1043 0.1625 0.0000 0.7233 0.1848 0.1731 0.1595 0.0000 0.8002
 Value 0.1597 0.0896 0.1791 0.0000 0.7699 0.1945 0.1811 0.1662 0.0000 0.8597

ln(total assets)
 Glam-

our
12.1520 12.0500 1.7310 7.5020 16.9240 14.1580 14.0970 2.0990 5.9300 20.3630

 Neutral 12.6900 12.5640 1.8010 8.6780 18.6190 13.9810 13.9710 1.7600 8.5370 20.4940
 Value 12.2600 12.0710 1.6600 8.6910 17.6340 13.6250 13.5740 1.7730 8.0510 20.4970
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4 � The empirical results

4.1 � Descriptive statistics

This section presents descriptive statistics for targets and bidders. As shows in Table 1, the 
figures in panel A show that the sample accounts for 172 targets in the year of 2000. After 
that, the sample of target firms reduces significantly up to 92 targets in the year of 2003. 
While the sample of targets remains stable during the period of 2004–2007, the sample 
further reduces after the year of 2008. This can be attributable to the impact of the finan-
cial crisis in 2008. A similar pattern can also be found for bidding firms. The figures indi-
cate that the sample constitutes 847 bidders in 2000. Then, the sample of bidders reduces 
up to 546 in 2003. The sample of bidding firms does not change significantly during the 
2004–2007 period. With a significant decrease of bidders at 385 in 2008, the figures reveal 
that the sample of bidding firms during the 2009–2013 period is lower than that of the pre-
2008 period. This consistently indicates that the financial crisis in the year of 2008 has a 
negative impact to US takeover market.6

Panel B presents descriptive statistics of firm specific characteristics for targets and bid-
ders. The figures show that targets generally have poor performance prior to M&A transac-
tions regardless of glamour versus value firms. Mean value of ROA is − 0.0574, − 0.0131 
and − 0.1066 for glamour, neutral and value target firms respectively. However, median 
value of ROA for glamour versus value firms is positive, suggesting that poor prior per-
formance measured by mean value of ROA can be affected by a small number of poor 
performance of target firms. It should be cautious to interpret the figures. While looking 
at leverage, the figures show that glamour target firms appear to have slightly higher lever-
age at 0.1749 than their neutral and value counterparts at 0.1527 and 0.1597, respectively. 
As glamour target firms in general have higher growth, these targets may need to maintain 
higher leverage to support their growth ability. With regard to firm size, there is no signifi-
cant difference for glamour versus value target firms.

With respect to descriptive statistics for bidders, the figures show that glamour and neu-
tral bidding firms on average have better performance prior to M&A transactions relative 
to their value counterparts. Mean value of ROA is 0.0419, 0.0420 and 0.0033 for glamour, 
neutral and value bidding firms respectively. While value bidding firms on average have 
higher leverage than glamour and neutral bidding firms, the difference is not significant. 
Similarly, as glamour bidding firms appear to be larger than their neutral and value coun-
terparts, there is no significant difference of firm size for glamour versus value bidding 
firms.

6  While the financial crisis in the year of 2008 can influence the US takeover market, it may be arguable 
that it may commonly define the months as the cold market after the year of 2008. Hence, the regression 
analysis with the full sample also controls for a dummy for the year of 2008 financial crisis. The results 
quantitatively remain the same. As the current study further partitions the sample on the basis of the market 
conditions in terms of the hot, normal and cold market to run the regression analysis separately, this study 
does not find any significant impact for the normal and cold regression analysis. While the hot market does 
not include any months in the year of 2008 financial crisis, we do not further run the regression analysis for 
the subsample of the hot market.
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4.2 � The determinants to influence glamour versus value firms

This section runs the probit regression analysis to explore what determinants can influ-
ence glamour versus value firms in M&As for targets and bidders. While prior studies have 
reported the importance of deal and firm specific characteristics in M&As, these charac-
teristics are used to explore what factors can affect glamour versus value firms in M&As. 
Dependent variable is a dummy, indicating that the firms are classified as glamour, neutral 
and value firms respectively. As can be seen in Table 2, the results in model specification 
(1) show that glamour targets are more likely to involve in friendly deals, the coefficient 
at 0.669. When targets are classified as value firms, the results in model specification (3) 

Table 2   The determinants to influence glamour versus value firms

This table presents probit regression analysis to explore what determinants can influence glamour versus 
value firms in M&As for targets and bidders. Dependent variable is a dummy that equals to one if firms 
are classified as glamour, neutral and value firms respectively. Control variables include cash, cross border 
deals, friendly deals, number of bidders, relatedness, ROA, leverage and ln(total assets). A dummy equals 
to one if payment is cash, deals are cross border transactions, transactions involve in friendly deals, transac-
tions involve in multiple bidders and deals are diversification acquisitions; 0 otherwise. ROA is measured 
as net income to total assets. Leverage is measured as total debt to total assets. Ln(total assets) is measured 
as the log of total assets. Financial data is collected from the year end prior to the announcement date in 
the Datastream database. White’s (1980) heteroskedasticity is used to compute p value. Standard errors are 
reported in parentheses
***Significance at 0.01 level; **significance at 0.05 level; *significance at 0.1 level

Targets Bidders

Glamour Neutral Value Glamour Neutral Value

(1) (2) (3) (4) (5) (6)
Constant 0.111 − 1.058** − 0.419 − 1.144*** − 0.805*** 0.658***

(0.469) (0.457) (0.443) (0.242) (0.246) (0.231)
Cash 0.081 0.039 − 0.132 − 0.119*** 0.224*** − 0.106***

(0.084) (0.082) (0.084) (0.033) (0.034) (0.034)
Cross border − 0.075 0.067 0.005 0.008 0.046 − 0.053

(0.120) (0.118) (0.119) (0.038) (0.037) (0.038)
Friendly 0.669** − 0.334 − 0.207 − 0.020 0.394** − 0.323**

(0.343) (0.267) (0.266) (0.151) (0.167) (0.147)
Number of bidders − 0.199 − 0.202 0.356*** − 0.123 − 0.053 0.169

(0.134) (0.140) (0.126) (0.128) (0.125) (0.119)
Relatedness − 0.012 − 0.012 0.023 − 0.068** 0.034 0.032

(0.083) (0.082) (0.083) (0.032) (0.032) (0.032)
ROA 0.147 0.430*** − 0.471*** 0.129 0.266*** − 0.313**

(0.152) (0.171) (0.153) (0.126) (0.093) (0.135)
Leverage 0.612*** − 0.661*** 0.015 − 0.370*** − 0.055 0.450***

(0.232) (0.232) (0.230) (0.103) (0.092) (0.098)
ln(total assets) − 0.088*** 0.103*** − 0.016 0.073*** − 0.008 − 0.069***

(0.025) (0.026) (0.025) (0.009) (0.009) (0.009)
N 1083 1083 1083 6971 6971 6971
Pseudo R square 0.0180 0.0283 0.0184 0.0105 0.0084 0.0175
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reveal that value targets are more likely to be bid by multiple bidders. The coefficient is 
0.356.

In addition, the results interestingly show that firm specific characteristics appear to 
have an influence to glamour versus value targets firms in M&As. The evidence reveals 
that neutral targets appear to have better performance prior to M&A transactions, the coef-
ficient at 0.430 in model specification (2). Instead, value target firms are more likely to 
have poor performance before the transactions with the coefficient at −  0.471 in model 
specification (3). When targets are classified as glamour firms, the results in model speci-
fication (1) reveal that glamour targets are more likely to have higher leverage and to be 
small firms, the coefficient at 0.612 and − 0.088 respectively. When targets are categorized 
as neutral firms, neutral target firms are more likely to have lower leverage and to be large 
firms, the coefficient at − 0.661 and 0.103 in model specification (2) respectively.

Turning to the evidence for bidding firms, the results show that glamour and value bid-
ding firms are less likely to engage in cash payment, the coefficient at − 0.119 and − 0.106 
in model specification (4) and (6) respectively. In contrast, neutral bidding firms are more 
likely to involve in cash payment, the coefficient at 0.224. The evidence also reveals that 
neutral (value) bidding firms are more (less) likely to involve in friendly deals. The coef-
ficients are 0.394 and − 0.323 for neutral and value bidding firms, respectively. The results 
also indicate that glamour bidding firms are less likely to engage in diversifying acquisi-
tions, the coefficient at − 0.068. Consistent with the empirical results for targets, bidders 
that are classified as neutral (value) firms are more likely to have better (poor) performance 
prior to M&A transactions. The coefficients for neutral and value bidding firms are 0.266 
and − 0.313 respectively. In addition, the results also reveal that glamour (value) bidding 
firms are more likely to have lower (higher) leverage. The coefficient is − 0.370 for glam-
our bidding firms relative to 0.450 for their value counterparts. With regard to firm size, 
glamour (value) bidding firms are more likely to be large (small) firms, the coefficient at 
0.073 (− 0.069).

4.3 � The choice of the market timing for glamour versus value firms

This section runs probit regression analysis to explore whether glamour versus value firms 
are more likely to choose different market conditions to engage in mergers and acquisitions 
for targets and bidders. Dependent variable is a dummy, indicating that the market is under 
the hot, normal and cold market condition respectively. As shows in Table 3, the results in 
model specification (1) and (2) reveal that glamour (neutral) targets are more (less) likely 
to choose the hot market timing to engage in M&As, the coefficient at 0.176 (− 0.191). 
When the market is under normal condition, the evidence in model specification (4) and 
(6) indicates that targets are more (less) likely to involve in M&As for glamour (value) 
target firms. The coefficients for glamour and value target firms are 0.156 and − 0.209, 
respectively. On the contrary, the results in model specification (7) indicate that glamour 
targets are less likely to engage in M&As during the cold market condition, the coeffi-
cient at − 0.408. The evidence in model specification (9) also reveals that value targets are 
more likely to engage in M&As in the cold market condition with the coefficient at 0.268. 
As glamour firms tend to have a plenty of intangible assets, the value of these assets may 
be inflated and more valuable during the hot market condition relative to the cold market 
timing. Thus, glamour target firms are more likely to involve in M&As during the hot mar-
ket timing in comparison to those in the cold market condition. On the other hand, value 
firms in general may have many tangible assets and these assets can be valued correctly 
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during the cold market condition. As a result, value target firms are more likely to involve 
in M&As during the cold market timing.

With regard to control variables, targets are less likely to involve in cash payment in 
M&As during the hot market. When the market is under normal and cold condition, targets 
are more likely to involve in cash payment in M&As. In addition, targets with better (poor) 
performance are more likely to engage in M&As during the normal (cold) period. When 
targets have high (low) leverage, targets are more (less) likely to engage in M&As during 
the hot (normal) period. Small (large) targets are more likely to engage in M&As during 
the hot (normal) market timing.

With regard to the empirical evidence for bidding firms, the results in Table 4 show that 
glamour bidding firms are more likely to engage in M&As during the hot market. Instead, 
neutral and value bidding firms are less likely to engage in M&As during the hot market 
condition. The coefficients are 0.471, − 0.285 and − 0.224 for glamour, neutral and value 
bidding firms respectively. When the market is under normal condition, neutral (value) bid-
ding firms are more (less) likely to engage in M&As, the coefficient at 0.212 (− 0.182). 
When the market is under cold condition, glamour bidding firms are less likely to engage 
in M&As. On the contrary, value bidding firms are more likely to engage in M&As when 
the market is under cold condition. The coefficients for glamour and value bidding firms in 
the cold market are − 0.457 and 0.442 respectively. Consistent with the empirical results 
for targets, these findings indicate that glamour bidding firms prefer to engage in M&As in 
the hot market and their value counterparts appear to choose the cold market to involve in 
M&As.

With respective to control variables, the results are in general consistent with target 
results. However, when deals involve in multiple bidders, bidders are less likely to engage 
in M&As during the normal period. In addition, the evidence reveals that bidders are more 
likely to involve in diversifying acquisitions during the hot market. Small (large) bidding 
firms are more likely to engage in M&As during the hot (cold) market timing.7

Table 5   Target announcement 
returns

This table presents target announcement returns for glamour versus 
value firms. The event study methodology with the market model 
is used to compute the abnormal returns. The model parameters are 
estimated from day-270 to day-61, where day 0 is the announcement 
date. Student t statistics is used to test the significance level, assum-
ing cross-sectional independence of the sample. Kruskal–Wallis test is 
used to test the difference in target announcement returns for glamour, 
neutral and value firms

All Glamour Neutral Value Kruskal–Wallis

(− 1, + 1) 0.2086 0.2053 0.2094 0.2112 0.10
p value 0.0000 0.0000 0.0000 0.0000 0.951
(− 2, + 2) 0.2165 0.2113 0.2159 0.2223 0.49
p value 0.0000 0.0000 0.0000 0.0000 0.783
(− 5, + 5) 0.2263 0.2169 0.2265 0.2355 1.31
p value 0.0000 0.0000 0.0000 0.0000 0.519
N 1109 370 370 369

7  While this section intends to explore whether different types of firms are more likely to choose different 
market conditions to engage in M&As, one may argue that different market conditions may cause different 
types of firms to engage in M&As. In this regard, the analysis in this study would contain causality concern. 
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4.4 � Announcement returns for targets

4.4.1 � Target abnormal returns

This section presents the empirical results for targets. As glamour firms in general have 
better past performance, glamour targets can have more bargaining power to negotiate the 
deals. The market can then react positively. On the other hand, value firms may have poor 
past performance prior to the transactions and these value firms can earn lower announce-
ment returns. Thus, target announcement returns can differ for glamour versus value firms. 
As shows in Table  5, the results reveal that targets on average earn significant positive 
announcement returns around merger and acquisition announcements. For example, targets 
earn 20.86% cumulative abnormal returns over a 3-day (− 1, + 1) event window around 
merger and acquisition announcements. Splitting the sample on the basis of glamour ver-
sus value firms, the evidence indicates that value target firms on average obtain slightly 
higher announcement returns around merger and acquisition announcements relative to 
glamour and neutral target firms. The evidence shows that value target firms earn cumu-
lative abnormal returns at 21.12% over a 3-day (− 1, + 1) event window around merger 
and acquisition announcements relative to 20.53 and 20.94% for their glamour and neutral 
counterparts, respectively. A possible explanation is that value target firms may own many 
tangible assets and bidders need to pay more to acquire these assets. Value target firms can 
then obtain higher announcement returns around merger and acquisition announcements in 
comparison to glamour and value target firms. However, the difference in target announce-
ment returns among glamour versus value firms is not statistically significant.

Furthermore, an additional analysis further takes into account the market timing to 
explore the performance of glamour versus value firms in M&As. The results in Table 6 
show that targets on average earn lower announcement returns during the hot market condi-
tion relative to those in the normal and cold market condition regardless of glamour versus 
value firms. However, the difference is statistically significant over a 5-day (− 2, + 2) and 
11-day (− 5, + 5) event window for value targets only. Given that the market is under hot 
condition, the evidence indicates that glamour target firms can outperform to their neu-
tral and value counterparts. The results show that glamour targets earn 18.95% cumulative 
abnormal returns over a 3-day (− 1, + 1) event window during the hot market in compari-
son to 17.19 and 15.68% for neutral and value targets, respectively. While glamour targets 
may have many intangible assets, the value of these assets can be more valuable during 
the hot market. Hence, glamour targets can obtain higher announcement returns during the 
hot market relative to their neutral and value counterparts. However, the difference among 
three types of firms is not statistically significant.

Alternatively, given that the market is under cold condition, value target firms on aver-
age earn higher announcement returns around merger and acquisition announcements rela-
tive to glamour and neutral targets. The evidence reveals that value targets obtain 26.14% 

Footnote 7 (continued)
Applying for probit 2SLS to deal with causality issue in Tables 3 and 4, the results appear to be more sensi-
tive to specific market conditions for targets and bidders. The sign and significant level for targets remain 
the same during the normal and cold market. On the contrary, the sign and significant level for bidders 
remain the same during the hot market. The results suggest that different types of firms can be more sensi-
tive to the choice of the market timing to engage in M&As during the normal and cold market for targets 
and during the hot market for bidders.
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cumulative abnormal returns over a 3-day (− 1, + 1) event window higher than 23.88 and 
25.02% for glamour and neutral targets, respectively. The difference is not statistically sig-
nificant among three different types of firms. As value targets in general have a plenty of 
tangible assets, the value of these assets can be precisely evaluated during the cold market 
condition. Accordingly, bidders may need to pay more that can lead to higher announce-
ment returns to value target firms during the cold market condition.

4.4.2 � Cross‑sectional regression analysis for targets

This section presents cross-sectional regression analysis to explore the relationship 
between announcement returns and glamour versus value firms for targets. In addition, the 
sample is further partitioned into the subsamples based on the market condition to look 
into whether the relationship between target announcement returns and glamour versus 
value firms can be influenced by the market timing in M&As. While prior studies have 
demonstrated the importance of deal and firm specific characteristics on firm performance 
in M&As, this study also controls for these characteristics in the regression analysis. The 
variables include cash, cross border deals, friendly deals, number of bidders, relatedness, 
ROA, leverage and ln(total assets). This can also allow the current study to further explore 
the determinants that can affect target announcement returns in M&As. Dependent variable 
is target 5-day (− 2, + 2) cumulative abnormal returns.

While the choice of the market timing to engage in M&As may be self-selective to 
glamour versus value firms, this can result in self-selective bias to look into the relation-
ship between target announcement returns and glamour versus value firms in M&As. 
Hence, the current study uses Heckman (1979) two step procedure to deal with the issue 
of self-selective bias. In the first stage, this study conducts probit regression analysis 
with controlling for deal and firm specific characteristics to obtain inverse mill’s ratio for 
glamour, neutral and value firms respectively. In the second stage, this study further runs 
OLS regression analysis by controlling for inverse mill’s ratio as an additional variable to 
take into account the potential self-selection bias. In addition, the regression analysis also 
controls for industry fixed effects as some industries may generally be classified as high 
growth (glamour) and low growth (value) firms.8 This can also address the omitted vari-
able issue in the regression analysis. In addition, the regression analysis also controls for 
year effects.9 Alternatively, the regression analysis may encounter the issue of causality as 
the market condition may influence the classification of glamour versus value firms first. 
This study performs 2SLS with instrument variables to deal with the issue of causality.10 

8  This study uses 1-dig SIC code to classify firms into various industries. In addition, the 2-dig SIC code 
is also employed to classify different target industries as a robustness check. The sign and significant level 
quantitatively remain the same.
9  Controlling for year effects may correlate to the market timing in terms of the hot, normal and cold mar-
ket. This study also excludes the variable of "year" in the regression analysis for targets and bidders sepa-
rately. The sign and significance level remains the same.
10  It is arguable that the firms are more likely to have higher market value during the hot market condition. 
When using the market to book ratio to classify glamour versus value firms, higher market value to the 
firms in the hot market can lead to higher market to book ratio. This can affect the classification of glamour 
versus value firms and also raise reversed causality concern. When applying 2SLS approach, the results do 
not find any significant relationship between target announcement returns and glamour versus value firms. 
The results suggest that the performance of glamour versus value firms are less sensitive to the market tim-
ing for targets.
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This can better address the relationship between target announcement returns and glamour 
versus value firms in M&As within different market conditions.

As shows in Table 7, the results show that there is a negative relationship between tar-
get announcement returns and glamour target firms. The coefficient is − 0.030 in model 
specification (1), indicating that glamour target firms earn lower announcement returns in 
M&As. The evidence in model specification (3) reveals that there is a positive relation-
ship between target announcement returns and value target firms. The coefficient is 0.027. 
However, the results are not statistically significant. The results also show that targets 
earn higher announcement returns when payment is cash. Instead, targets obtain lower 
announcement returns when transactions involve in multiple bidders and targets are large 
firms.

While splitting the sample on the basis of the market condition, the results consist-
ently show that glamour (value) target firms earn lower (higher) announcement returns in 
M&As. However, none of the results is statistically significant. Hence, after controlling 
for deal and firm specific characteristics, the evidence suggests that the performance of 
glamour versus value firms can be less sensitive to the market condition in M&As. With 
regard to control variables, the results are in general consistent with previous findings in 
the regression analysis. However, given that the market is under the normal condition, tar-
gets obtain lower announcement returns when deals involve in friendly deals and targets 
have better performance prior to the transactions. On the other hand, given that the market 

Table 8   Bidder announcement returns

This table presents bidder announcement returns and long run post-announcement returns for glamour ver-
sus value firms. The event study methodology with the market model is used to compute the abnormal 
returns. The model parameters are estimated from day-270 to day-61, where day 0 is the announcement 
date. In addition, buy and hold abnormal returns are used to capture long run post-announcement perfor-
mance. The benchmark is used the matched firm’s corresponding returns taking into account size and book 
to market ratio. Student t statistics is used to test the significance level, assuming cross-sectional independ-
ence of the sample. Kruskal–Wallis test is used to test the difference in bidder announcement returns for 
glamour versus value firms

All Glamour Neutral Value Kruskal–Wallis

(− 1, + 1) 0.0062 0.0037 0.0055 0.0094 9.92
p value 0.0000 0.0310 0.0000 0.0000 0.007
(− 2, + 2) 0.0060 0.0002 0.0057 0.0121 22.03
p value 0.0000 0.9360 0.0000 0.0000 0.000
(− 5, + 5) 0.0044 − 0.0050 0.0044 0.0137 30.13
p value 0.0030 0.0570 0.0350 0.0000 0.000
(+ 1, + 90) − 0.0205 − 0.0535 − 0.0198 0.0117 32.02
p value 0.0000 0.0000 0.0030 0.1630 0.000
(+ 1, + 180) − 0.0398 − 0.0881 − 0.0296 − 0.0016 46.34
p value 0.0000 0.0000 0.0020 0.8860 0.000
(+ 1, + 270) − 0.0559 − 0.1026 − 0.0471 − 0.0179 30.70
p value 0.0000 0.0000 0.0000 0.1720 0.000
(+ 1, + 360) − 0.0596 − 0.1061 − 0.0402 − 0.0327 25.25
p value 0.0000 0.0000 0.0010 0.0280 0.000
N 6980 2327 2327 2326
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is under cold condition, the results reveal that targets earn higher announcement returns 
when transactions involve in friendly deals.

4.5 � Announcement returns for bidders

4.5.1 � Bidder abnormal returns

This section presents the empirical results for bidder announcement returns. If managers of 
glamour bidding firms are more confident their ability to manage the deals due to their past 
better performance, glamour bidding firms may possibly engage in value-decreasing acqui-
sitions leading to lower announcement returns. Alternatively, value bidding firms may be 
more prudent to evaluate the deals resulting in higher announcement returns. In addition, 
the current study also computes long run buy and hold abnormal returns during long run 
post-announcement period. This can not only capture long run post-announcement drift in 
announcement returns, but also identify whether glamour versus value bidding firms can 
have superior ability to capture the market timing in creating value to their firms.

As can be seen in Table  8, the results show that bidders on average obtain marginal 
gains around merger and acquisition announcements, but suffer losses during long run 
post-announcement period. The evidence reveals that bidders obtain 0.62% cumulative 
abnormal returns over a 3-day (−  1,  +  1) event window around merger and acquisition 
announcements. When looking at long run post-announcement period, bidders experi-
ence negative post-announcement returns up to − 5.96% over a 360-day (+ 1, + 360) post-
announcement period.11

While partitioning the sample based on glamour, neutral and value firms, the results 
show that glamour bidding firms on average obtain lower announcement returns around 
merger and acquisition announcements relative to their neutral and value counterparts. The 
evidence indicates that glamour bidding firms obtain cumulative abnormal returns at 0.37% 
over a 3-day (− 1, + 1) event window relative to 0.55 and 0.94% for neutral and value bid-
ding firms, respectively. The results lend support to Conn et al. (2005) and Andriosopoulos 
et al.’s (2015) study, showing that glamour bidding firms have poor performance around 
merger and acquisition announcements.

Looking at long run post-announcement period, the results reveal that glamour bid-
ding firms experience more losses during long run post-announcement period. The evi-
dence indicates that glamour bidding firms experience up to −  10.61% announcement 
returns over a 360-day (+ 1, + 360) post-announcement period in comparison to − 4.02 
and − 3.27% for their neutral and value counterparts respectively. Higher losses to glamour 
bidding firms during long run post-announcement period suggest that managers in glam-
our bidding firms may be overconfident their ability to manage the deals due to their past 
better performance. This can result in lower announcement returns during long run post-
announcement period. The results are also consistent with the study of Rau and Vermealen 
(1998), Kohers and Kohers (2007) and Sudarsanam and Mahate (2003).

Furthermore, this study takes into account the market condition to examine the perfor-
mance of glamour versus value firms for bidders. As shows in Table 9, the results indi-
cate that bidders in general obtain negative announcement returns around merger and 

11  It should be noted that one of the sample firms is delisted on the stock exchange after the transactions. In 
this regard, this firm can measure short terms announcement returns, but does not generate long run post-
announcement returns. The analysis for long run post-announcement returns is based on 6979 bidders.
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acquisition announcements during the hot market in comparison to positive announcement 
returns during the cold market regardless of glamour versus value bidding firms. For exam-
ple, bidders experience cumulative abnormal returns at 0.02%, − 0.80% and − 0.59% over 
a 3-day (− 1, + 1) event window during the hot market condition for glamour, neutral and 
value firms, respectively. Instead, bidders classified as glamour, neutral and value firms 
obtain 0.29, 0.17 and 1.17% cumulative abnormal returns over a 3-day (− 1, + 1) event 
window during the cold market condition. These results suggest that glamour versus value 
bidding firms can create higher value during the cold market relative to those in the hot 
market.

A further analysis looks at long run buy and hold abnormal returns to examine the per-
formance of glamour versus value firms during long run post-announcement period. The 
evidence consistently reveals that bidders experience more losses during the hot market 
relative to other periods of the market conditions irrespective of glamour versus value 
firms. The results show that glamour bidding firms experience negative post-announce-
ment returns at up to − 32.98% over a 360-day (+ 1, + 360) event window during the hot 
market in comparison to − 14.68 and − 4.02% for neutral and value bidding firms respec-
tively. However, given that the market is under cold condition, glamour and neutral bid-
ding firms tend to outperform to their value counterparts during long run post-announce-
ment period. The evidence shows that glamour and neutral bidding firms obtain −  0.84 
and − 4.43% post-announcement returns in the cold market during a 360-day (+ 1, + 360) 
post-announcement period higher than − 6.22% for their value counterparts.

As glamour bidding firms experience significant negative post-announcement returns in 
the hot market, the evidence suggests that managers of glamour bidding firms can be over-
confident their ability to manage the deals in M&As. This can lead to lower post-announce-
ment returns to glamour bidding firms. Similar findings can also be found for neutral bid-
ding firms. Alternatively, while glamour bidding firms obtain higher post-announcement 
returns during long run post-announcement period in the cold market, the results suggest 
that glamour bidding firms can be more prudent to evaluate the deals during the cold mar-
ket condition leading to higher post-announcement returns. On the contrary, value bidding 
firms obtain lower post-announcement returns in the cold market during long run post-
announcement period. A possible explanation is that the market may be over-optimistic the 
transactions around merger and acquisition announcements during the cold market condi-
tion for value bidding firms. This can lead to adverse effects showing lower long run post-
announcement returns in M&As.

4.5.2 � Cross‑sectional regression analysis for bidders

This section runs cross-sectional regression analysis to explore the relationship between 
bidder announcement returns and glamour versus value firms in M&As. Similar to tar-
get regression analysis, this study controls for deal and firm specific characteristics in the 
regression analysis for bidders. In addition, the regression analysis also controls for year 
effects and industry effects. While the choice of the market timing to engage in M&As for 
glamour versus value firms may be self-selective, the regression analysis also deals with 
the issue of self-selection bias using Heckman (1979) two step procedure. With controlling 
for inverse mill’s ratio to account for self-selection bias, this study can address the rela-
tionship between bidder announcement returns and glamour versus value firms in M&As 
precisely.
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Furthermore, the sample is further partitioned into the subsamples on the basis of the 
market timing to explore whether the market timing plays a role to influence the perfor-
mance of glamour versus value bidding firms in M&As. Similar to the discussion for tar-
gets, this study also takes into account the issue of causality. Dependent variable is bidder 
(− 2, + 2) cumulative abnormal returns. As can be seen in Table 10, the results in model 
specification (1) show that there is a negative relationship between bidder announcement 
returns and glamour bidding firms. The coefficient is − 0.005, indicating that glamour bid-
ding firms obtain lower announcement returns around merger and acquisition announce-
ments. In contrast, the evidence in model specification (3) reveals that value bidding firms 
obtain higher announcement returns around merger and acquisition announcements, the 
coefficient at 0.007.

While splitting the sample based on the market condition, there is no significant rela-
tionship between bidder announcement returns and glamour versus value bidding firms 
during the hot market. Given that the market is under neutral condition, the results in 
model specification (7) reveal that glamour bidding firms consistently perform worse, the 
coefficient at − 0.005. Instead, value bidding firms obtain higher announcement returns in 
the neutral market. The coefficient is 0.007 in the model specification (9).

When the market is under cold condition, the results in model specification (12) indi-
cate that there is a positive relationship between bidder announcement returns and value 
bidding firms. The coefficient is 0.009, indicating that value bidding firms obtain higher 
announcement returns during the cold market condition. The results are consistent with 
previous findings in this study. With regard to control variables, the results show that bid-
ders obtain lower announcement returns in relation to friendly deals, multiple bidders and 
large bidding firms. On the contrary, bidders obtain higher announcement returns when 
bidders have higher leverage.

In a further analysis, this study conducts cross-sectional regression analysis to explore 
the relationship between bidder long run post-announcement returns and glamour versus 
value firms in M&As. The regression analysis also partitions the sample on the basis of 
the market timing to further look into whether the relationship between bidder long run 
post-announcement returns and glamour versus value firms in M&As. Dependent variable 
is bidder (+ 1, + 180) buy and hold abnormal returns.12 As shows in Table 11, the results 
in model specification (1) show that bidders classified as glamour firms obtain lower post-
announcement returns during long run post-announcement period. Instead, the evidence 
in model specification (3) reveals that bidders obtain higher post-announcement returns in 
association with bidders classified as value firms. The coefficients for glamour and value 
bidding firms are − 0.058 and 0.059, respectively. The results are consistent with previous 
findings in this study.

While splitting the sample based on the market timing, this study finds consistent results 
during the hot and normal period. The results in model specification (4) and (7) find that 
there is a negative relationship between bidder post-announcement returns and glamour 
bidding firms during the hot and normal period. The coefficients are − 0.141 and − 0.031, 
indicating that glamour bidding firms obtain lower post-announcement returns during the 
hot and normal period respectively. Comparing with these two coefficients, glamour bid-
ding firms perform worse in the hot market during long run post-announcement period 
than those during the normal period. Alternatively, the evidence reveals that value bidding 

12  As one bidding firm does not have long run post-announcement returns, this can reduce one observation 
in the regression analysis.
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firms obtain higher post-announcement returns in the hot and normal period during long 
run post-announcement period. The coefficients in model specification (6) and (9) are 
0.185 and 0.038 in the hot and normal period, respectively. Similarly, when comparing 
with the coefficients, the results indicate that value bidding firms outperform in the hot 
market relative to those in the cold market.

Given that the market is under cold condition, the results in model specification (10) 
and (12) show that glamour (value) bidding firms obtain higher (lower) post-announcement 
returns, the coefficient at 0.033 and − 0.002 respectively. However, the results are not sta-
tistically significant. With regard to control variables, the results show that bidders obtain 
higher post-announcement returns in correlation to cash payment, better performance and 
higher leverage. When transactions involve in diversifying acquisitions, bidders obtain 
lower post-announcement returns.13

5 � Conclusion

This study explores the performance of glamour versus value firms in M&As. Specifically, 
the current study takes into account the market timing to look into what determinants can 
influence glamour versus value firms and whether glamour versus value firms are more 
likely to choose different market conditions to engage in M&As. In addition, this study 
accounts for the market timing to examine the performance of glamour versus value firms 
in M&As. Using the standard event study methodology with 1109 targets and 6980 bidders 
from the period of 2000–2013, the results show that firm specific characteristics in terms of 
ROA, leverage and firm size can be determinants to influence glamour versus value firms 
for targets and bidders. In addition, cash payment appears to be a determinant to influence 
glamour versus value bidding firms.

Additionally, the evidence reveals that glamour targets are more (less) likely to engage 
in M&As during the hot (cold) market condition. Instead, value targets are more likely to 
involve in M&As during the cold market condition. Interestingly, when the market is hot, 
glamour (value) bidding firms are more (less) likely to engage in M&As. In contrast, when 
the market is under cold condition, glamour (value) bidding firms are less (more) likely to 
involve in M&As.

With respective to the performance of glamour versus value firms, the results reveal that 
there is no significant difference in target announcement returns for glamour versus value 
firms. Given the hot market, glamour targets obtain higher announcement returns than 
value targets. However, the results are reverse during the cold market, showing that value 
targets earn higher announcement returns relative to their glamour counterparts. However, 
the regression analysis indicates that the relationship between target announcement returns 
and glamour versus value firms is less sensitive to the market condition.

13  Consistent with target regression analysis, the study also performs 2SLS with instrument variables to 
deal with the issue of causality. After performing 2SLS, this study interestingly finds a significant relation-
ship between bidder announcement returns and glamour versus value firms. While the sign of the coef-
ficients remains the same, the magnitude of the coefficients and the significance level is even stronger. The 
evidence indicates that the performance of glamour versus value firms can be more sensitive to the market 
condition for bidding firms. These results suggest that causality can be an issue to be taken into account 
when looking into the market timing on the influence of the performance of glamour versus value bidding 
firms in M&As.
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Turning to the empirical evidence for bidding firms, the results show that glamour bid-
ding firms obtain lower announcement returns around merger and acquisition announce-
ments than their neutral and value counterparts. The evidence also reveals that glamour 
bidding firms experience more losses during long run post-announcement period. Tak-
ing into account the market conditions, the results show that glamour and neutral bid-
ders obtain lower announcement returns in the hot market around merger and acquisition 
announcements and during long run post-announcement period relative to other periods 
of the market conditions. While glamour bidding firms obtain higher post-announcement 
returns in the cold market during long run post-announcement period relative to their neu-
tral and value counterparts in the cold market, the evidence suggests that glamour bidding 
firms can have more ability to capture the cold market condition in creating value to their 
firms. On the contrary, as value bidding firms obtain higher announcement returns around 
merger and acquisition announcements in the cold market, value bidding firms obtain 
lower post-announcement returns during long run post-announcement period due to the 
presence of adverse effects.

Overall, this study reveals the performance of glamour versus value firms in M&As. In 
particular, the performance of glamour versus value firms can be influenced by the market 
condition in M&As. As a consequent, the empirical findings indicate that the market tim-
ing can be a determinant to influence the performance of glamour versus value firms in 
M&As. Hence, the study sheds lights on the importance of the market timing on the per-
formance of glamour versus value firms in M&As.
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